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1. How land and property markets exclude 
the poor and exacerbate inequality
2. How government can use fiscal 
and regulatory mechanisms to capture 
unearned land value for the public good 
3. How value capture can increase the 
availability and affordability of land for 
lower-income housing
4. How value capture can make the 
provision of affordable medium-density 
housing on well-located land possible

In 2008, the Development Action Group (DAG) 
published Sustainable medium-density hous-
ing: A resource book about sustainable and af-
fordable medium-density housing. 
This series, Urban Land Matters, is adapted from 
the book to bring DAG’s research to a wider audi-
ence. This series offers innovative and accessible 
planning ideas to government officials, practitio-
ners and communities. If you would like more in-
formation on the concepts contained in these is-
sues, please refer to the book. It’s available on CD 
or on DAG’s website: www.dag.org.za.
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Arguments for value capture
In South Africa, the residential property market has seen exceptional growth over the last decade. The statistics 
read like every investment banker’s dream. Between 2000 and 2005, house prices escalated by an average of 
20% per year, topping the charts in 2004 with a rise of almost 33% (ABSA, 2006). Land prices also appreciated 
substantially. The average price increase on residential property was 22.9% in the first quarter of 2006 and 17.3% 
in the second quarter (ABSA, 2006). Perhaps the most staggering statistic of all comes from the West Coast, 
where buyers of ‘raw’ land have realised profits of up to 1000%, after holding it for as little as six months (Business 
Report, 2005). Clearly, property speculation has become a very lucrative investment tool. 

However, this stratospheric increase in land and housing prices has some very unfortunate consequences, putting 
home ownership out of reach of the majority of the population and increasing the burden of delivery on the State. 
Under the neo-liberal market, the constitutional right to adequate housing and services has been perpetually 
postponed and effectively rendered worthless. It is therefore necessary for the State to intervene in the market 
economy to raise revenues that can be used for securing the rights of the poor in the city. 

What is Value Capture?
Value capture refers to a process by which all or a portion of land value increases that are attributable to public 
and community interventions are recouped by the public sector. Typically value is created through changes in land 
use regulations, installation of infrastructure and/or growth of the population. Value Capture enables governments 
to recapture increases in land value which have not been created by the landowner’s investment or labour. 

There are two main categories of instruments used to convert surplus value into public value: fiscal tools such 
as taxes and fees aimed at generating additional revenue for municipalities; and regulatory instruments such as 
development charges and zoning incentives aimed at directing land use.

Where has Value Capture been successful?
Value capture has a long history of success in many countries around the globe. Development charges, for exam-
ple, have formed a significant component of the revenue base in Toronto for over forty years. Revenue gene-rated 
was used to finance up to 90% and 70% of all capital expenditures in two of the highest-growth municipal areas in 
the province of Ontario during the 1980s. Likewise, Columbia’s valorization charge (Contribución de Valorización) 
has been an important source of public finance for the last 70 years. In 1968, this instrument financed 45% of all 
local public expenditures in Medellin and 16% in Bogotá. Value capture instruments have also been used suc-
cessfully in Asian countries (Korea, Singapore, Hong Kong, Thailand) to curb property speculation. 

Can it work here? 
In South Africa, value capture can provide additional resources to assist the State in improving service delivery, ad-
dressing poverty and ultimately achieving more equitable and sustainable cities. Additionally, these mechanisms 
can be used to control urban sprawl, reduce the perverse effects of land speculation, cope with growing informal-
ity in land markets and promote the redistribution of land. South African politicians and officials often try to ensure 
that the greatest value is derived from the sale or use of State-owned land, but the notion of value capture has been 
largely absent from our planning discourse. Read on to learn about all the different ways to use value capture.

“Mixed-income development 
should proceed from areas 
of market strength, nearby 
employment, amenities and 
infrastructure.”
Joseph Rowntree Charitable Trust
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Hong Kong is renowned for the successful integration of rail transit investments 
and urban development, resulting in especially high densities and benefits of 
agglomeration. Land prices near railway stations are generally higher than 
elsewhere due to the premium placed on access to fast, efficient and reliable 
public transport services – more than 90% of all motorised trips in this world class 
city are by public transport. As a result, the railway has been made to play a crucial 
role in serving broader urban planning objectives and shaping the city.

In 2002, approximately 41% of Hong Kong’s population lived within 500m of a sta-
tion. The city presents a best-practice example of the value capture principle, where 
land-value increases created by rail investments are used to finance infrastructure 
investments. This ‘Rail + Property’ (R+P) development programme is driven by 
Hong Kong’s rail operator, the Metropolitan Transit Railway Corporation (MTRC).

MTRC does not receive cash subsidies from the Hong Kong government but 
instead receives an in-kind contribution in the form of a land grant, which provides 
the company exclusive development rights for land above and adjacent to its 
stations. The government of Hong Kong enjoys huge financial returns without 
having to advance any cash to MTRC. 

Through this programme, Hong Kong boasts a public transport system that uses 
property development to generate revenues that cover the costs of maintenance 
and provide net profits. MTRC captures the benefits of location through land leas-
es and sales to private interests. MTRC capitalises on the real estate development 
potential of its stations. Apart from direct financial benefits, there have been many 
indirect benefits such as reduced sprawl, air pollution and energy consumption.

The development of Maritime Square is an example where R+P resulted in a 
mixed-use project with seamless integration between the railway station, shopping 
centre and high-density residential units above the station. MTRC was granted 
50-year development rights by government for the site and then sold the rights at 
a considerable premium to underwrite the costs of building the nearby station and 
portions of the airport line. 

The project came about due to the assessment of opportunities for physical 
integration at the master planning stage. It is widely recognised as one of the best 
models available for capturing unearned value, sustainably financing transit and 
building cities. For full case study, see pages 177-178 in the Resource Book.

HONG KONG
A VALUE CAPTURE CASE STUDY

“It is imperative that the most sustainable form of urbanism – the linkage of land use and public transport 
– be aggressively pursued.” – Robert Cervero and Jin Murakami, Urban transportation experts 
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Land value tax
A land value tax is one of the most important value capture mechanisms. It generally taxes the value of land at 
a much higher rate than the value of buildings or improvements on the land. A land value tax often takes one of 
two main forms: a site value rating, which is a tax on the value of the land only, completely excluding the value 
of buildings and improvements; or a composite rating, which allows for the value of the land to be taxed at a 
higher rate than the value of the buildings or improvements, sometimes up to five times more. The land value tax 
has many advantages over a traditional property tax, which taxes both the value of the land and the building (a 
flat rating). These include:
• it is fair, neutral and economical;
• it intensifies land use;
• it returns the value of government investment in local amenities to the public;
• it discourages vacant possession for speculative purposes;
• it discourages urban sprawl by bringing unused land into the market;
• it encourages access by bringing the price of land to more affordable levels;
• it dampens price escalation while activating the market.

How does it work in South Africa?
Until the introduction of the New Property Rates Act in 2004, municipalities in South Africa had a choice of using 
a flat rating, a composite rating or a site value rating to collect property taxes. Research by Godfrey Dunkley 
shows that from 1951–1984, the majority of municipalities in South Africa chose the site value system. During 
this period, the towns that raised revenue from site value increased from 36 to 98, while the towns on flat rating 
declined from 187 to 61. The cities on the site value system experienced aggregate growth of 413%, those on 
the composite system showed growth of 282% and those on the flat rate system showed the lowest growth rate 
of 189%. Of all the major cities in South Africa, only Cape Town and Port Elizabeth still preferred a flat rating and 
their percentage growth on improvements was very low compared with South Africa as a whole. The government 
has made a systematic effort since 1994 to restructure the property tax and the new Property Rates Act has done 
away with land value taxation all together – so that all South African cities now use a flat rating. 

Additionally, the Property Rates Act (PRA), which should extend the property tax to agricultural land, is not being 
followed in many areas. Municipalities are either not taxing agricultural land or in cases where they are, the tax is 
based on an outdated 1939 law. This law favours owners of large tracts of land and disadvantages smaller farms 
because the tax charged for small farms is 100 times higher per hectare than for larger farms. This encourages 
land consolidations and land speculation because it makes the cost of holding on to unused or under used land 
very low and raises the attractiveness of agricultural land as an asset. 

What can be done?
Both the site value rating and the composite rating, have been proven to work in South Africa historically, and 
have the potential to be an important tool in the future. Land value taxes give municipalities an opportunity to raise 
revenues in a way that also allows them to direct how land is used for development. It is important to call for the 
revision of the PRA and the introduction of land value taxes. See pages 177-179 in the Resource Book.

Did you know?

Peter Meakin, a professional 
valuer, says:
“The average house in South Africa is 
worth around R1 million and the average 
undeveloped residential plot about 
R380,000. Tax the bare land at the R1 
million [rate] and you will halve its value. 
Increasing land taxes further so that they 
can replace VAT or PAYE would altogether 
eliminate land entry costs. Instead, 
annual land use charges like rates and 
taxes would make raw land free while 
supplementing the traditional tax take.”
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“Building inclusionary housing near 
infrastructure such as parks, clinics and 

schools will eventually determine the 
success of such developments.”

Francois Viruly, Property economist

ISCAL TOOLSF FOR MUNICIPALITIES USING VALUE CAPTURE

LAND BANKING LAND POOLING FULL PUBLIC 
OWNERSHIP

RIGHT OF 
PREEMPTION

LAND PRICE 
FREEZING

DEFINITION

LAND VALUE 
INCREMENT TAX

DEFINITION DEFINITION DEFINITION DEFINITION DEFINITION

CASE STUDY

CASE STUDY
CASE STUDY

CASE STUDY CASE STUDY

CASE STUDY

Government taxes the in-
crease in land value brought 
about by public investment. 
This has been used to 
capture unearned land value 
and limit speculation.

Taiwan raised 20% of total 
tax revenue through the land 
value increment tax in 1995, 
although this decreased to 
13.5% by 1998 because of 
a market slow-down. South 
Korea introduced the land 
value increment tax as a tool 
to discourage speculation, by 
levying a tax of 50% for the 
sale of land resold within two 
years of purchase. Colom-
bia introduced this tax to 
recover part of the increased 
land value, resulting from 
changes in regulations. 

Government acquires 
land in advance to use for 
housing or infrastructure 
projects. Land banking 
allows for the purchase of 
land, influences the pattern 
of development, controls the 
market, prevents specula-
tion, and recaptures some 
of the betterment created in 
rural-urban land conversion. 

Land banking has been 
successful in Sweden, the 
Netherlands, Singapore and 
Malaysia. However, without 
clear objectives and proper 
oversight, land banking can 
result in increased prices. 
This occurred in New Delhi, 
where instead of regulating 
the market, land banking 
resulted in increased prices. 

Government combines a 
number of small plots of 
land into a larger plot, and 
provides infrastructure and 
services. Government then 
subdivides the plot and 
deducts the cost of infra-
structure from the sale of 
the smaller plots. The origi-
nal owners accept smaller 
plots, in exchange for infra-
structure and services. 

This scheme has been suc-
cessfully applied in Japan, 
the Republic of Korea, Tai-
wan, Australia and Canada, 
usually to support the con-
version of agricultural land 
into urban land. 

Government retains owner-
ship of land, but leases 
the right to develop, use or 
transfer land to investors. 

This is a source of revenue 
for Hong Kong and Singa-
pore.

Government preempts 
speculation by buying land 
or reserving the right to buy 
land.

Although not very success-
ful in terms of capturing 
value, the right of preemp-
tion has decreased specula-
tion in Japan, Thailand and 
Indonesia.

Government freezes the 
price of land in certain ‘over-
heated’ areas, particularly 
those close to major public 
investments, to control 
increases.

In France, land price free-
zes in ‘deferred develop-
ment zones’ made possible 
the construction of major 
new towns around Paris in 
the 1970s.
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Regulatory tools
DEVELOPMENT AND ZONING LEVIES, according to Emer O’Siochrú a value capture expert, are 
like the telecommunications industry. In the telecommunications industry, users are required to pay three 

different charges: for connection, rental and use. A development levy is similar to a connection charge, as it is 
based on the cost of being connected to roads, water, waste and other infrastructure. O’Siochrú argues, “it is the 
connectivity to infrastructure which comprises most of the value of land.” A zoning levy, then, is like a rental charge 
and is a payment for the use of land. Development and zoning levies should be 
charged at a progressive rate; poorly serviced rural areas should have lower levies 
than well-serviced cities. Income from development and zoning levies should be 
pooled in a government fund and redistributed to “redress imbalances in revenue 
between wealthy and poorer authorities.” The United Kingdom (UK) is implement-
ing a development gains levy, called the Planning Gain Supplement (PGS). Market 
data showed that the value of land increases when planning permission has been 
granted. The PGS aims to recoup this increase to finance community facilities.

Traditionally, zoning provisions stipulate a property owner’s rights in terms of the use and development of 
a particular parcel of land. Zoning has the potential to create value for an owner, depending on the usage 

of the land allowed. Although zoning was historically used to reproduce exclusion under the guise of protecting 
property rights, more flexible zoning can be used to direct development. INCEN-
TIVE ZONING is a land use regulation that encourages the creation of certain 
amenities and land use designs that a community wishes to promote. It can be used 
by government to produce higher densities or discourage wasteful layouts. Incen-
tive zoning has been used in the US to obtain benefits from a development, such 
as affordable housing, open spaces or day care facilities. Developers are offered 
zoning incentives, such as density bonuses, which allow for more residential units 
than are otherwise permitted, in exchange for supporting local community projects. 

EXACTIONS are obligations imposed on developers to aid the government in providing public services 
and can take several forms, such as impact fees, infrastructure contributions and land donations. Exactions 

are payments which a developer must make to the local authority in exchange for obtaining a permit. Exactions 
have been used in the US to encourage developers to contribute towards the so-
cial costs of development and provide the infrastructure necessary to support new 
growth. San Francisco, for example, uses impact fees from downtown commercial 
development for public transit improvements, low- and moderate-income housing 
and child care. The city of Irvine mainly uses impact fees for traffic improvements, 
while Fresno uses impact fees for fire stations, overpasses, railroad crossings and 
traffic signals. Exactions have grown in popularity as a mechanism to force develop-
ers to consider the impact of their developments on the city and offer compensation. 

Did you know?

South Africa has already seen the success 
of exactions at the Blythedale Coastal 
resort, a 1,000 hectare luxury development 
in KwaZulu Natal. The development includes 
1,200 housing units, 20% of which have 
been reserved for affordable, subsidised 
housing. The developer, éLan Group, built a 
range of units, between 30m²–80m² in size 
and valued at R30,000–R250,000. Owners 
of these houses have access to the same 
amenities and services as their affluent 
neighbours. This kind of development 
should be made mandatory through 
legislation, rather than dependant on the 
goodwill of individual developers.

3.

1.

2.



7

Inclusionary housing
Inclusionary housing is also referred to as inclusionary zoning or mixed-income housing. Mixed-income housing 
refers to developments that integrate a range of income groups either within the same building or in the same 
neighbourhood. Inclusionary housing occurs when a city planning ordinance requires that a certain percentage 
(usually 20%) of new residential development be set aside for occupancy by families of very low, low and moderate 
income levels. The two main objectives for inclusionary housing programmes are to increase the local supply of 
affordable housing and to counter segregationist urban planning policies. This is achieved by bringing together a 
mix of income groups, which in many instances translates into a mix of different racial groups.

How does it work in South Africa? 
After the Housing Indaba in 2005, the National Department of Housing embarked on a process to draft a national, 
inclusionary housing policy for South Africa. To date this has still not been finalised as government and the private 
sector, represented by the South African Property Owners Association (Sapoa), are undecided on the form that 
such a policy should take. Property developers have, in principle, pledged their support for government’s intention 
to draw up legislation to implement an inclusionary housing programme. However, according to Neil Gopal, the 
head of Sapoa, “the industry was not worried about the proposed legislation for inclusionary housing, but was 
still trying to persuade Minister Sisulu on incentives rather than penalties.” In April 2007, the CEO of Sapoa 
again indicated the association’s preference for a “voluntary, proactive deal-driven approach,” rather than the 
alternative proposed by the Draft National Inclusionary Housing Policy, which is a “compulsory but incentivised 
(CIS) approach.” Case studies from the US and Canada, however, show that mandatory inclusionary housing 
programmes are more effective in providing housing for low-income families than voluntary programmes.

Why is it important? 
The ‘concentration of poverty’ describes a situation where large numbers of poor people are located in areas with 
very little opportunity for mobility. According to the Joseph Rowntree Foundation: “research studies from both the 
United States and the United Kingdom indicate that concentrated poverty limits opportunities for people above 
and beyond their own personal circumstances as it reduces local private sector activity, limits local job networks 
and employment ambitions, exerts downward pressure on school quality, stimulates high levels of crime and 

Did you know?

Areas around transport routes could be 
zoned specifically for affordable, medium-
density housing. Developers wishing to 
obtain zoning rights for the construction of 
a shopping mall in the area could obtain a 
rebate on their zoning levy in exchange for 
including medium-density housing in their 
plans. According to the South African Rail-
ways Planning Report, building a railway 
line costs R30 million/km and takes four 
years to plan. Government should use the 
tools, like incentive zoning, to get the most 
out of land adjacent to transport infrastruc-
ture, by giving poor families greater access 
to the city.

Example of incentive zoning:

exacerbates health inequalities.” Inclusionary housing mixes individuals from 
varied income groups and results in a ‘de-concentration of poverty,’ by:
• locating poor families closer to job opportunities;
• decreasing transport cost for poor families (on average 23% of their income); 
• increasing disposable income for poor families to potentially stimulate local 

economic development;
• providing access to better schools and positive role-models for young chil-

dren. (Studies done in American cities show that attending inclusionary 
schools can result in a 13 to 15% improvement in a child’s test scores.)

These positive spin-offs can only be achieved if an inclusionary housing 
programme is designed to facilitate the access of low-income households to 
improved social services and economic opportunities. 

A good idea for a study
Will these value capture tools would work? ...TRY THIS:

Take the last two municipal property valuations and 
find areas where the price has risen significantly (25% 
or more) above the average increase. Then look at a 
map. Chances are these major rises are due to public 
investment, places where the government improved 
transportation or services. Now, wouldn’t it be nice if a 
portion of that increase was returned to the city coffers 
instead of pocketed by the land owner?
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BRAZIL: Includes 
informal households in 
planning and decision-
making, emphasising 
social equity.

AUSTRALIA: Pools 
land to subsidise the 
cost of infrastructure to 
many small plots. Also 
Canada, Japan.

INDIA: Accommodates 
existing informal 
settlements that do not 
conform to city plans 
and regulations.

PHILIPPINES: Creates 
special housing zones 
for inner-city subsidised 
housing. Also Brazil.

RURAL MOZAMBIQUE: 
Records informal 
settlements in city 
plans and de facto land 
rights in register.

SOUTH AFRICA: 
Conducts a land audit 
to clarify State-owned 
land, private land and 
settle disputes.

UGANDA: Opens 
system of land records 
to the public; becomes 
partnership between 
municipality and poor.

NAMIBIA: Provides an 
incremental approach 
from temporary tenure 
to legalisation for the 
very poor. 

KENYA: Reforms 
tenure and registration 
systems to be more 
suitable for the poor. 
Also Guinea-Bisseau.

INDIA: Local authority 
keeps simple records 
of occupation that com-
munities can access 
easily.

GUINEA BISSEAU: 
Involves tribal leaders 
and occupants when 
dealing with customary 
land for development.

LATIN AMERICA: 
Amends laws and mon-
itors implementation to 
ensure equal land and 
housing rights.

Best Practice in fiscal and regulatory instruments working for the poor

COMING UP NEXT: Next month’s issue will be about the Affordability of Low-Cost Housing.

ENGLAND: Recoups 
increases in land value 
resulting from changes 
in zoning rights.USA: Collects ‘impact 

fees’ from developers 
and uses them to pay 
for community facilities.

COLUMBIA: Munici-
palities collect 30-50% 
of increased value 
resulting from new land 
use regulations.

NETHERLANDS: 
Has land banking 
programmes to 
discourage speculation. 
Also Singapore.


