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The housing ladder yields
unearned capital gains but
undermines people’s health
and a nation’s wealth.
Remedy: replace bad taxes
with Annual Ground Rents.
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The property ladder ruins lives
Time for the Ladder to Freedom?
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Fantasy Modelling
It’s called the Office for Budget
Responsibility. It reports to Parliament
on the performance of HM Treasury’s
handling of Britain’s finances. And in
its assessment of the Brexit prospects,
it forecasts a recession if there is a nodeal exit from the EU in October.
Here’s the problem. At the end of the
last 18-year business cycle (in 2010),
it did not take an Einstein to calculate
that the next mid-cycle recession would
be in or around 2019. That prognosis
would have been based solely on the
economics of rent-seeking.
If that structurally-induced recession
does take place, we would expect to
see UK house prices diving by now.
House prices in London have now
plunged 4.4% year on year, the
sharpest slump in a decade
UK price growth pulled back to
1.2%, the joint-lowest level in
over six years.
House prices are a proxy for land
prices. What matters, in terms of
impact on wages, consumption,
investment and the government’s
revenue prospects, are prices in the
market for land. These prices are
ignored by mainstream economists.

The OBR sees even a mild no-deal Brexit
as leading to a 2020 recession
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As for the OBR, its projections are
based on the models employed by
macro-economists who ignore trends
in the land market. So what’s its
prediction of a downturn worth?
Not much.
Brexit has created uncertainty,
dislocating expectations and
investments. But if the point of
assessing budget responsibility is to
offer a realistic calculation of decisionmaking in the Treasury, in order to
optimise the population’s welfare, OBR
modelling is inspired more by fantasies
than facts.
If a recession does occur, it was
going to happen anyway, with or
without Brexit.
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Marx: a new lease of life

O

unapologetic fan
of Karl Marx. He
says he would still
commend Das
Kapital as the first
book for anyone
JOHN MCDONNELL
to read.
But he also wants the Labour Party
But the Treasury is supposed to
to
form the next government. So he is
be the servant of Parliament. So,
willing
to trim his ideology accordingly.
ultimately, responsibility lies with the
He declared on July 17, at a seminar
law-makers.
convened by the Resolution Foundation,
When laws are enacted, Parliament
that Labour was considering a land
is supposed to scrutinise the “impact
value tax on non-residential property.
assessments” that are attached to Bills
That would ring-fence the capital gains
that spend taxpayers’ money. But those
that accrue to home owners.
assessments do not include appraisals
But residential
of the deadweight losses
property
has become
inflicted by taxes.
The single most responsible
the
single
most
Law-making, therefore,
strategy for a finance ministry problematic asset in the
is conducted in a manner is to shift its revenue base off
capitalist economy. The
that may be deemed to
value-adding activities and
dislocations caused by
be irresponsible.
onto rent-yielding assets
“house” prices do not
The OBR, if it were
stem from the value of
responsible, would draw people’s
bricks-and-mortar, but from the land
attention to this omission. It declines
beneath people’s homes. As the graph
to do so. This results in a distorted
shows, house prices have far outpaced
democratic discourse. One example:
the growth of household income during
people continue to think that their
the 21st century.
wellbeing is bound up with their ability
to “get on the housing ladder”.
Annual household income and property
In reality, the housing ladder is the
prices in England (2000-2018)
House prices have risen at a quicker rate
stairway to macro-economic disaster.
than household incomes each year
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NE primary function of the
Office for Budget Responsibility
would be its stewardship over
the assessment of the staggering
deadweight losses inflicted on
Britain by the Treasury’s choice of
taxes.

Source: National Audit Office
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The mortgage squeeze on families
goes beyond material deprivation. It
causes psychological trauma, and tears
apart the fabric of communities.
And yet, for Labour under a
McDonnell chancellorship, the chief
target is people he calls “the filthy rich”.
There is no question of abolishing the
taxes that burden people who work,
save and invest. Rather, a Labour
government would increase the
corporation tax and introduce a financial
transactions tax.
Labour’s policies are a re-run of the
economics of 1945-1970. That’s when
Labour governments made a hash of
attempting to resolve the tensions in
the land market.
They could have
reintroduced
the elegant Land
Value Tax that was
enacted by Labour
chancellor Philip
Snowden in 1931
(which the Tories
PHILIP SNOWDEN
deleted from the
statute book four years later). That
initiative would probably have enjoyed
the support of the Tory opposition
led by Winston Churchill. He was a
prominent advocate of the marketbased land value tax enacted by the
Liberals in 1909 (Churchill 1910).
Instead, postwar Labour
governments
used socialist
doctrines to frame
the policies that
were supposed
to resolve the
economic stresses
WINSTON CHURCHILL
that originated in
the land market.
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Those policies
failed (Blundell
1994). That
failure nurtured
the conditions
that provoked
the economic
chaos of the
1970s, including JEREMY CORBYN
the Barber
boom/bust and Edward Heath’s 3-day
week. Labour’s failure also created the
political space for the experiment in
Thatcherism, which led logically to the
financial crisis of 2008 and the past
decade of austerity.
With the election of Jeremy Corbyn as
Labour leader in 2015 – another child of
the socialist era – it became inevitable
that a Labour government would seek
to relive the post-war years.

The “housing” crisis
So what should national treasuries do
about “housing” crises? No point in
turning to the IMF for advice!
In its latest Global Financial Stability
Report, the Washington-based financial
institution drew attention to the strong
link between home prices, the financial
system, and the economy, a link that
was “especially powerful” when prices
go down. It compiled evidence to
demonstrate that more than two-thirds
of financial crises in recent decades
were preceded by a boom-bust cycle
in home prices. What’s more, it noted
that central banks in the United States,
China, Australia, and elsewhere have
recently expressed concern about large
increases in home prices.
So the IMF has invented a new tool to
help policy makers gauge the likelihood
of a future housing downturn.

It’s called House Prices at Risk, which is
supposed to help governments address
the problems that arise from soaring
house prices (IMF 2019).

“House Prices at Risk”
What ought governments to do about
those risks? The IMF resorts to the
standard policies, none of which headoff the structurally driven trends in the
land market. It proposes
restricting the amount of a
home loan as a proportion of
the property’s value and limiting
the size of monthly mortgage
payments as a proportion of
income
cutting the central bank’s
interest rate
increasing the housing supply or
impose zoning restrictions or fiscal
measures such as property taxes.
None of these policies can muster the
counter-cyclical muscle to block the 14year land-value cycle that shapes the 18year business cycle (Harrison 2005).
In fact
curbing the credit available for
mortgages aggravates the building
industry
cutting interest rates delivers
upward twists to rising land prices

Global real estate prices reach
new record highs
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economic growth, credit booms and
over-valuation, reflect efforts to avoid
the one comprehensive metric that
reveals all that they need to know:
trends in land values.
The IMF is excited to discover that
“house prices in major cities around
the world move in tandem, making it
more likely that a shock in one country
will affect housing markets elsewhere.
Significantly, we also found that large
declines in home prices are associated
with economic contractions and risks to
financial stability”.
Global house prices have swung in
tandem since 2008. They have reached
record highs (see graph above). And
world trade turned down well before
the tariff war launched by US President
Donald Trump.
Global trade volumes
% change year on year

promoting progressive income
taxes that reduce inequality
accommodates the privileges
directed at rent-yielding assets
The micro-managing mentality
appears in the IMF’s attempt to
understand the forces that drive house
prices. The five conditions that that
they identify, such as past price growth,
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Despite the propaganda promoted
by its President, the US is heading in
the same direction. One of the key
indicators of a decelerating economy
is the index that monitors rail traffic.
In the year to July, this had declined
by more than 3% compared with the
same period last year, reports the
Association of American Railroads.
Objective observers have no doubt that
the movement of goods is “signalling an
economic contraction” (Meyer 2019).
The IMF claims that “With the help
of our tool, policy makers can take
the appropriate steps in a timely
manner”. And it draws attention to what
happened in the run-up to 2008
(see graph).
But to ring the alarm bells in the midst
of a price explosion – at the end of a
property cycle – is too late for remedial
action. The only way to prevent the
fall-out from boom/busts in the land
market is by restructuring the public’s
finances. And that entails planning well
in advance of a financial crash.
Double Trouble

The risk of a big drop in house prices rose
significantly between 2005 and 2008, a period
when credit expanded, house valuations
became stretched, and financial conditions
tightened in many advanced economies.
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Europe’s Industrial slowdown

Manufacturing production, annual % change,
rolling three-month average.
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And back to Brexit…
Britain’s new Prime Minister is locked
in a war with Parliament. MPs are
determined that the UK will not leave
the European Union without a deal.
Boris Johnson claims that he wants a
deal, but is equally determined that,
come hell or high water, the UK leaves
on October 31. Parliament is now
developing guerrilla tactics to prevent
any such outcome.
Meanwhile, Europe is going through
its own wars.
Across the continent, industrial
sectors are in recession
Around the southern periphery,
youth unemployment remains at
painful peaks
Amongst the new policy-making
leaders now taking up their
positions in Brussels there is no
idea how to cope with the rightwing member governments on
the EU’s eastern fringe
The prospects are not good.
In addition to the disruptions caused by
Brexit, residential property prices are
forcing jurisdictions to take action. Berlin
has imposed a five-year rent freeze to
try and assuage the anger of Berliners
who cannot afford apartment rents.
This is likely to provoke a legal challenge
from property owners (Buck 2019).
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Shock
Politicians will be shocked. This will
be the story across Europe and the
developing world. The IMF will step
forward with rescue packages. And
governments will announce action to
ensure that “this never happens again”.
Until, of course, the really big crash:
within the current property cycle, house
prices will peak in 2026, followed by
a depression that will eclipse what
happened after 2008.
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Meanwhile, in London, one
argument rages around the status of
the GATT treaty as a mechanism for
securing a tariff-free trade deal during
the period devoted to negotiating a
new relationship between the EU and
UK. A batch of lawyers and scholars
argue that there is no need for the
500-page Withdrawal Agreement that
has proved contentious in Parliament
(Aikens 2019).
But when all is said and done, this
period will be once again noted for
what happened in the housing market.
In the UK, almost one in five mortgages
advanced in the first quarter of 2019
was to a borrower who paid a deposit
of under 10%. At that rate, more than
100,000 of these risky home loans
will be issued this year. At present,
there are an estimated 500,000 homes
in negative equity territory. And
as interest rates are forced up, the
headlines will be filled with sad tales of
homes being repossessed.
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Scotland:
the modern clearance

S

cotland’s nationalist government
prides itself in employing
“sustainable” policies. But its taxes are
damaging the health and wealth of the
population. Take the case of income
tax. The Scottish Fiscal Commission
estimates that the higher rate of tax
will affect people’s behaviour so that
Scotland will lose a huge sum that
could have been invested in schools
and hospitals.
How does this happen?
The UK Government has set its
higher tax rate threshold at £50,000.
In Scotland it is £43,430. This gap has
two effects.
First, taxpayers in Scotland earning
between £43,430 and £50,000 face
a combined income tax and National
Insurance marginal tax rate of 53%,
compared to 32% in the rest of the UK.
Result:
“We expect that this higher
marginal tax rate will start to
affect taxpayer behaviour, for
example decisions on how many
hours to work. We estimate that

https://landresearchtrust.org

in 2019-20 around 120,000
taxpayers in Scotland will be
subject to this higher marginal
rate. Using our standard
approach to modelling taxpayer
behaviour, we have estimated
that this effect will lead to
a reduction in income tax in
Scotland of £7 million in 2019-20
[emphasis added].”*
The £7m loss in revenue is not
the whole story: the total impact of
the income tax causes a change in
behaviour that reduces wealth and
welfare by a much larger sum.
The Scottish Fiscal Commission also
forecasts that “We expect this to start
to have an effect on tax residency
decisions”. In other words the SNP
government, like the chiefs who
cleared the peasants off their rural
clan lands, is in the business of driving
people out of Scotland. This time, it is
the high-earning urbanites who will be
heading south…
* http://www.fiscalcommission.scot/
media/1435/scotlands-economic-and-fiscalforecasts-december-2018-full-report.pdf p.20.

