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Land, Taxation and the 
Problem of Free Riding 

“…trust as ‘civic capital’, meaning ‘those persistent 
and shared beliefs and values that help a group 
overcome the free rider problem in the pursuit of 
socially valuable activity’.” 
David Lipton, IMF First Deputy Managing Director 
Bretton Woods Committee Annual Meeting 
IMF Blog May 10, 2018

Submission to the All Party Parliamentary Group on Land Value Capture
Portcullis House, June 25, 2018

Fred Harrison

The UK loses wealth and welfare equivalent to 
about £500 billion every year because of taxes 
originally sanctioned by the culture of Free Riding. 
The human costs are even more staggering: at least 
50,000 premature deaths every year. Isn't it time 
to do something about the injustice embedded in 
Parliamentary democracy?
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This sum is my central estimate  
of the annual loss from the  
excess burden of taxation  
(AKA deadweight losses).

HM Treasury refuses to publish estimates  
of the losses that arise from its tax policies.  
But using its gross under-estimate of the excess 
burden ratio (30p in the £), we can estimate that 
the UK could produce an additional £150 bn  
each year under a reformed fiscal system.  
This is more than sufficient to pay for all the 
nurses and policemen needed, all of the upgrades 
to education and the military. 

Parliament also fails the tests of democracy: of 
transparency and accountability. Law-makers do 
not insist on including deadweight loss estimates 
in the Impact Studies appended to legislation.

60

40

20

0

Capital allocation with distortive taxes (IMF)

0                  50               100               150              200               250              300
Firm-level total productivity

Capital stock with distortive tax
Capital stock with non-distortive tax

Land, Taxation and the Problem of  Free Riding 
By Fred Harrison
Fred Harrison is Director of the Land Research Trust. 
This submission is based on his forthcoming book, 
Free Riding, Democracy and the Culture of Cheating.       

fred.geophilos@gmail.com        
www.sharetherents.org

Graphics by Ian Kirkwood design  
www.design.co.uk

Published by the Land Research Trust,  
7 Kings Road, Teddington TW11 0QB, UK

Free Riding 
Free Riding is the anti-social behaviour that 
stems from the perverse taxes which were 
created to protect the privatisation of land rents. 

From ancient times to the late feudal era, 
communities funded public services out of their 
net income (rent) – what was left after meeting 
household needs (wages). Deviation from this 
practise created the social pathologies which 
challenge democratic societies.  

Anthropologists have noted that pre-historic 
peoples had to outlaw free riding so that 
humanity could evolve sentiments like empathy 
and altruism. 

Free riding was institutionalised by the 
nobility who grabbed the commons. Parliament’s 
customs and practises were shaped to ensure 
that the tax laws served the personal wishes 

of those who claimed the 
nation’s rent-yielding assets.

“No silver bullet”
One defence of current 
economic practises rests on 
the claim that there are no 
easy solutions to society’s 
problems. The Experts say 
there is “no silver bullet”. 
One version was recently 
aired by the editor-in-
chief of the World Bank’s 
Finance and Development 
(Andersen 2018). She asserted 
that there were “no easy 
solutions in sight” for poverty 
and inequality. She then 

advocated the primary cause of poverty and 
inequality by defending the need “to expand the 
tax base and increase the efficiency of public 
spending”. One result of such taxes is illustrated 
by the IMF’s graphic. Distortive taxes misallocate 
capital, causing initial over-investment and then 
under-investment. Outcome: gross inefficiency. 

£500bn: the loss to Britain  
in wealth and welfare every year
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Thomas More imagined a world 
called Utopia. But he also analysed 
what happened when people were 
turfed off the fields they had held in 
common from times immemorial. 

They were replaced by sheep. Wool yielded 
higher rents for landlords. Land was “unpeopled”, 
wrote Thomas More. His diagnosis was the first 
methodical treatment of the sociology of the soil 
(summarised in the graphic). Shock waves rippled 
through the generations.

 Mass exodus. Colonies became the 
demographic safety valve. Social trauma was 
displaced onto other people’s territories.

 People forced to beg turned to crime and 
alcoholism. Horrible punishments were 
invented to try and suppress unruly behaviour.

 Farm production was skewed to maximise 
rents rather than the welfare of the 
population.

Thomas More's Utopia

Crime and 
capital 

punishment

Prostitution 
and  

alcoholism
Food price 

crisis

Unemployment, 
poverty, begging  
and the making  

of vagabonds

Decline in  
cattle and  

corn output

Villages  
demolished

Agriculture 
dislocated

Land “unpeopled”  
to increase rents from sheep 

Optimum levels of welfare and productivity 
could have been delivered by the revolution 
in agriculture. But they were beyond reach 
in a society where rents were privatised. 
Productivity remains below par to this day.  
One consequence of low productivity is a rise 
in land prices, reports Martin Weale, professor 
of economics at King’s College, London. He was 
formerly director of the NIESR and member 
of the Bank of England Monetary Policy 
Committee (Weale 2018). 

Tax privileges for rent-yielding assets 
also encouraged land speculation. The 18-
year boom/bust business cycle emerged to 
wreck the economy and people’s life chances 
(Harrison 2005). 
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Mechanisms

Economists assume that the free 
market operates with a single 
pricing mechanism – the one that 
transacts the costs of labour and 
capital, and facilitates consumption.  

In fact, there are two pricing mechanisms.  
They would be synchronised, working in harmony, 
if governments adhered to Adam Smith’s 
strictures on efficient taxes. He identified the 
Annual Ground Rent as the best revenue raiser.

Other forms of rent-generating assets include 
the radio spectrum; petroleum; coal – anything 
provided by nature. But when the rents of those 
“commons” are privatised, and replaced by taxes 
on wages and the profits of entrepreneurs, the 
pricing system is corrupted.

 Economists rely on rhetoric to achieve market 
efficiency. For example, a former World Bank 
chief economist declares:

“[A]nti-corruption strategies, by reducing rent 
seeking, are probably the best candidates for 
both enhancing growth and income equality.” 
(Bourguignon (2018)

How the pricing mechanism was corrupted 
But the most effective “rent seeking” strategies 

are not illegal. They are not “corrupt” in the  
legal sense.

When the feudal aristocracy privatised the  
nation’s rents, Parliament had to extract taxes out 
of household incomes. That resulted in institution-
alised corruption. The ripple effects were 
transmitted through all of the social conduits that 
are supposed to maintain social order.

 Morality was degraded as more people 
sought to “free ride” on those who added 
value to the nation’s wealth.

 Nature was abused. A rental charge would 
have deterred the emission of industrial 
waste into skies and oceans.

 The dispossessed were driven into a forced 
exodus, to “supplant” indigenous people – 
taking their land.

 In Britain, some value-adding entrepreneurs 
camouflaged their inefficiencies by squeezing 
subsidies out of the public purse. 

The welfare state could not cure the 
pathologies of free riding. To accommodate rent 
seeking, millions of people are suppressed in the 
state of welfare dependency.
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Britain continues to suffer from  
the trauma that originated in the 
16th century. 

 Religious life was shattered when Henry VIII 
dissolved the monasteries to grab their land.

 Social life was shattered when the nobility 
enclosed village commons.  

Land enclosures and the national trauma 
The line AB represents optimal growth.  

The wave-like pattern reflects intermittent  
progress (from innovations in science or 
technology). Welfare is steadily improved on an 
inclusive basis, and reflecting people’s  
preferences and endowments. 

The line AC represents constraints from the 
imposition of taxes. As land grabs are transformed 
into sophisticated financial scams, production of 
wealth and welfare deviates from the optimal 

pathway. The gap widens 
over time.

Land taxation   
Debate is cramped by 
commentators who 
intervene with nonsense 
like “they want to tax your 
garden”. Academics have 
failed to counteract this 
intentional ignorance. John 
Muellbauer, a Fellow of 
Nuffield College, Oxford, 
advocates a land value tax 
(2005). But he now qualifies 
this by suggesting tax relief 
for garden owners. Consider 
the impact of such a subsidy.

Two homes of equal market value, one an 
apartment, the other a house with garden: 

 the owner of the apartment does not receive 
tax relief; while

 the home owner is subsidised because he  
owns a garden. 

Outcomes include (i) resentment between 
neighbours, causing further loss of social solidarity; 
and (ii) an upward twist in the price of dwellings 
with gardens, rendering them unaffordable to more 
families in need of space as play areas for children. 

Professor Muellbauer ought to know that 
gardens have no relevance for a revenue system 
based on location value created by the surrounding 
community.

Wealth & Welfare Index

T I M E
A

B

C

Over the following four centuries, material 
and moral life was degraded below what the 
population could have achieved. Impoverishment 
was partially offset by the rise in productivity in 
the agricultural and industrial revolutions. But 
this disguised the reality. Gains in productivity 
surface as net income – the rent of land. Those 
net gains were captured by land owners; and 
then shared with corporations and financiers 
who lobbied for favourable treatment under the 
laws of the land.

The outcome: impoverished legacy 
endowments – cultural, spiritual and material. 
The under-funding of social infrastructure is not a 
recent phenomenon. It began in the 17th century 
with misaligned tax policies.

Free riding was embedded in the politics of 
the kingdom. The outcome, today, is governance 
in a state of policy paralysis. The trauma is 
transmitted inter-generationally and sustained by 
the tax-and-tenure system. The Wealth & Welfare 
Index provides a stylised account of these trends.
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Why public services are under-funded
Budget deficits are a political choice, 
not a fiscal necessity.

Resources to employ all the required teachers 
and nurses could be available. Governments could 
upgrade Britain’s infrastructure to standards 
required in the 21st century. Resources are not 
available because of the choice of taxes used to 
raise revenue.

The figure below highlights the relative damage 
inflicted by deadweight taxes (arranged on a scale 
of 0 to 10), based on the work of Mason Gaffney, 
emeritus professor of economics at the University 
of California. Excise duties and VAT are the worst 
of all the regressive taxes (Gaffney 2016).

At the other extreme are charges levied directly 
on rent. Adam Smith’s Annual Ground Rent (AGR) 
is “better than neutral” (Tideman 1999).  
Re-socialised rent offsets bad taxes, making it 
possible to rejuvenate lives and communities. 
When the burden is diminished away from 
deadweight taxes, wonderful things can happen:

 Society re-orientates itself onto a path of 
sustainable growth.

 The economy flourishes, as land is valued for 
its use rather than as an asset for capital gains.

 Government budgets are balanced. A surplus 
is produced to pay down the sovereign debt, 
which is now £1.6 tn.

Education illustrates how vast gains would 
emerge. Today, the UK economy is estimated 
to lose £20bn every year from lower earnings, 
productivity and tax receipts, because of the 
lack of basic skills in maths. Fiscal reform, with 
incomes freed of taxes, would elevate aspirations 
as decent-wage jobs became available. Children 
would be inspired to acquire the skills to earn 
their living in times that are a’changing. 

Re-arranging the deckchairs 
Think-tanks like the Resolution Foundation and 
the Institute for Public Policy Research have 
searched for ways to narrow the generation  
gap and overcome the loss of productivity.  
They propose the rearrangement of taxes,  
and new charges on ‘wealth’. Such palliatives 
sustain the economic and social damage caused 
by deadweight taxes.

Their reports (published in 2018) do not 
disclose the losses arising from their proposals. 
Their plans might entail a net loss of welfare 
inflicted on people they want to help.

And they fail to distinguish between wealth 
earned by value-adding activity and unearned 
wealth accumulated by free riding. Wealth tax 
proposals would penalise wealth creation while 
adding new incentives for free riding.
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Land markets

Modest changes to taxation will  
not deliver dynamic benefits. 

Shifting the property tax off buildings and 
onto land would encourage positive responses: 
encouraging some land owners to make sites 
available for housing. But this would not override 
the economic barriers to a fair society. 

History illuminates ways in which the 
pathologies of taxation are diffused through land 
markets. For example, when people are deprived 
of their traditional right to access land, and 
others engage in land speculation, shock waves 
are transmitted through society. 

Rural communities
The  ripples penetrate the farm industry. While 
land owners rejoice in their tax-funded subsidies, 
tenant farmers endure stresses, one effect of 
which is that they suffer one of the highest rates 
of suicide in Britain.

DESTROYED: rural communities
DEGRADED: habitats

DEPLETED: public revenue

Agriculture 
contracts

Urban sprawl 
and decay

Infrastructure 
under-funded

Ancient 
villages 

demolished: 
out-migration

Sovereign 
cash crisis: 

budget  
deficits

Land  
enclosure and 
speculation for 

capital gains

Fiscal privileges favour rent-yielding assets

Habitats
Urban sprawl inflicts stresses (such as extended 
commutes: families suffer), and wastes capital 
(over-investment in under-used infrastructure).

Public Revenue
Government itself is one victim! The sovereign 
debt keeps climbing. So infrastructure like 
highways and cultural assets inherited from past 
generations are degraded. So is nature, because 
the rich natural resources of the British Isles 
were reserved for the private benefit of the 
class that enforced exclusive ownership of the 
nation’s rents.
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Parliament's slush fund

When governments invest 
taxpayers’ money in services like 
education, or in infrastructure  
like highways, benefits usually 
exceed costs. 

Wealth transfer
Economists call these net gains “economic rent”. 
This is the property of taxpayers who funded the 
investments. Those rents could be recycled back 
into funding new services – or paying down the 
sovereign debt. And reducing the incidence of 
deadweight taxes. Instead, Parliament covertly 
transfers that value to the owners of land 
through a slush fund which escapes scrutiny.  
It is not audited. The transfers are not 
sanctioned by laws, so they do not have the 
consent of the electorate.

Example
The extension of London’s Jubilee underground 
railway from Waterloo to Canary Wharf.  
Cost: £3.5bn. Net gain: £13bn. More than 
enough to cover the cost without taxing people’s 
wages. And bequeathing £10bn to fund other 

Unauthorised  non-means-tested  
cash benefits to land owners

Means-tested  
cash/benefits to  

low income citizens

Tax Payers

Public 
Services

Government 
Revenue 

expended  
on…

public services (Harrison 2006). But that value 
was covertly distributed to some of London’s land 
owners. Taxpayers in North-east England helped 
to fund the railway out of their wages, but did not 
receive a penny from the loot.

Parliament tried to claw back that value in 
the budgets of 1909 and 1931. The laws were 
enacted but not implemented. To forestall the 
risks to its slush fund, the Compensation Act 
was enacted in 1961. This meant that, if land 
was acquired for a social use, owners would not 
just be reimbursed for what they had paid for 
their properties. They also had to receive – as 
“compensation” – the net gains from the future 
investment of taxpayers’ money (for example: 
the uplift in land values resulting from the 
construction of more homes). Is this fair? It’s not 
efficient! To this day, Parliament covertly operates 
its slush fund while taxing the wealth and health 
of the nation.
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Capital markets

Taxes distort capital formation in 
favour of “tax efficient” strategies. 
Through multiple channels the 
damage ripples through society. 

The zeitgeist created by the culture of 
cheating encourages some entrepreneurs to 
resort to sharp practices. And lobbying law-
makers for privileged treatment – seeking 
subsidies to offset the losses incurred by 
taxation or commercial inefficiency – has 
become a thriving fee-earning activity.

Some of the social pathologies have damaged 
our natural habitats and driven many species to 
extinction. The failure to charge rent for using 
the skies as a dump for waste is one example 
of the privileges enjoyed by owners of rent-
yielding assets. 

Nature could have coped with the carbon by 
absorbing a certain amount of the emissions 
from the machine age, if fiscal discipline had 

DESTROYED: ethical enterprise
DEGRADED: value-adding practices

DEPLETED: Productivity

‘Sharp’ 
corporate 
practices

Democracy 
undermined

Under-funded 
Research and 
Development

Under-funded 
capital 

formation

Creditors 
favour 

cheap/dirty 
technology

Financiers 
turned into 
rent-seeking 

lobbyists

Tax-efficient investment strategies

come to its aid. Rent charged for expelling waste 
into the skies and rivers would have encouraged 
investors to commission their inventors to 
engineer cleaner technologies. Everyone would 
have been a winner. 

Instead, at the start of the Industrial 
Revolution, dirty technology was acceptable 
to law-makers. Dirty technology meant lower 
costs of production and higher rents for the coal 
excavated from the fields of the aristocratic  
land owners.
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Labour markets

‘Market failure’ is a favourite 
scapegoat of economists. 

In reality, the socially significant market 
problems originate with governance and the 
taxes which created our traumatised society 
(Harrison 2012). The trauma is transmitted inter-
generationally. 

Britain’s current loss of productivity, for 
example, is a systemic crisis, according to Ben 
Broadbent, deputy governor of the Bank of 
England (Isaac 2018; Wallace and Scott 2018). 
According to Martin Weale, a drop in productivity 
pushes down wages while boosting land prices. 
This creates (inter alia) unaffordable housing for 
the next generation. 

Weale says that “With notable exceptions, 
most economists who look at these problems 
tend to neglect the role of land”. Economics 
without land, he suggested, was “like trying to 

DESTROYED: life chances
DEGRADED: mental health

DEPLETED: family relationships
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commutes  

to work

Marginal 
workers   

unemployed

Exodus from 
high-rent 
locations

Wages 
eroded by 

the tax+rent 
pincer

Deadweight taxes undermine employment

do Hamlet without the Prince of Denmark” 
(Weale 2018). He adds that inter-generational 
inequality fails to take account of this issue: 
“Land is similar to government debt: enjoyed by 
the first generation, with all future generations 
picking up the tab”. 

The solution, says Weale, is a tax on the value 
of land (Seager 2007). That revenue would 
enable government to delete taxes that damage 
people’s life chances.

Those taxes cause 50,000 premature deaths 
in England and Wales every year. The estimate 
was by the late Dr George Miller (2003). He was 
a scientist at the Medical Research Council and 
Professor of Epidemiology at the University of 
London Queen Mary and Westfield College. 
Today, in the light of further research, he would 
probably revise his estimate: hundreds of 
thousands die prematurely because of causes 
attributable to deadweight taxes.
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Mental ill-health
The cost to Britain from 
mental ill-health is 
£113bn a year. 

And it’s rising, according to 
Michael Crawford, a professor at 
Imperial College, London, who 
directs the Institute of Brain 
Chemistry and Human Nutrition. 
This cost is greater than heart 
disease and cancer combined.

As a Trustee of The Mother and 
Child Foundation, Prof. Crawford 
fears that Britain is close to the 
tipping point for the mental 
health of young people. The 
food chain, for example, distorts 
the biology of babies at birth, 
and then into late years. One 
result is the epidemic of obesity 
and diabetes, which is linked 
to strokes, heart disease and 
dementia (Crawford 2014).

Individuals do have 
responsibilities. But society 
cannot escape its responsibilities 
by blaming individuals. Mental ill-
health is a socially-induced crisis 
which can be traced back up the 
stressful chains to the formative 
conditions created by the tax-and-
tenure system. The conduits are 
interlinked in complex ways, but 
the chains of causation expose the 
traumas inflicted by the culture of 
free riding.
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Keep what you create, 
pay for what you receive
The financial reform proposed in this essay 
honours the norms of human decency.  
It empowers people to keep the incomes they 
earn, while paying for the services they receive. 

The transition must be executed carefully, to achieve the 
cathartic benefits of ditching the taxes that damage the wealth 
and health of Britain. 

The organic transformation is contingent on a democratic 
mandate to empower Parliament to deliver social justice and 
economic efficiency. 

Without this reform, the UK cannot
 erase the economic gap between London and other regions
 eliminate the tragic inter-generational gap
 build homes affordable for all families
 and much more…

These barriers to the decent life are wilfully imposed by a model 
of governance which originated with, and continues to be nurtured 
by, the tax-and-tenure system. The result is an irresponsible 
culture of High Finance which breeds anti-social outcomes.

A new social contract is needed. Constitutional reform has been  
re-imagined by members of the Independent Constitutionalists UK 
at www.icuk.life/declaration.html whose programme is anchored 
in principled pragmatism. They identify the themes for a national 
conversation leading to the humane renewal of society. 
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