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Abstract  

The financial independency of the municipalities, as the local states holding the responsibility of 

implementing the urban economy, it seems necessary to design a model based on the sustainable revenues 

with the maximum positive effects on the urban economy. The present paper aims to model the land value 

taxation system in terms of the system dynamics, which is known as a system that is based on the 

economic theories in the long-term period. System dynamic is a skillful modeling with special capabilities 

in perceiving the system as the computerized quasi-simulation. By including one percent of LVT, the 

findings reveal that the speculation demand has been completely removed after five years; while, the 

relative prices have been stabilized after eight years along with the triple increase in the constructive lands 

at the end of the period. However, it is found that Tehran has the capacity to raise LVT to three percent. 

The trend of the earned revenues by including LVT during 2013-2025, confirms the sustainability of this 

revenue source.  
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A. Introduction  

Taxes are the main sources of revenues of the governments so that the process of receiving taxes from the 

whole economic capacities has been considered as one of the essential concerns of the economists and 

policy makers (Rashti et al, 2011). Taxes are the significant tools used to redistribute the wealth and 

income and also used for the better allocation of the resources. These functions results in removing the 

resources from the private to the public sector (Dadkhah et al, 2012). In doing so, the land and housing 

has been always regarded as one of the tax subjects. The local or central governments try to receive taxes 

from this market in order to control the speculation, allocate the land sources of the city and earn revenues 

to establish municipal fundamentals
1
.  

After the enactment of the financial independency of the municipalities from the governmental budget, 

the issuance of the building license has been known as one of the most significant sources of revenues of 

the municipalities. In fact, the most important source of finance for the municipalities is among the most 

unstable sources which are followed by the inconsistency and inability in the proper planning of the 

revenue sources. This source has changed a lot in different economic periods. The significance of the 

volatilities is attributed to the lack of budget in the economic downturns. The sources of the sustainable 

revenue are the lost elements which have strong negative impacts on the urban management. This source 

prevents managers from the correct planning; however, the problems associated with the collection of the 

excess demand duties are not specifically defined for the municipalities and the cities are also confronting 

with these deficiencies. The improper building licenseshave harmful effects on the views of the city and 

increased the prices of the houses and lands and created incentives for the speculation in the housing 

sector (Mahmoudi et al, 2011).  

It seems, however, that this ability to finance will not be continued. In doing so, most of the local 

managers need to provide a substitute for this way of finance which has desirable and satisfactory criteria. 

Meeting this requirement will increase the positive effects of the building markets. These revenues should 

have special criteria including stability, collection ability, evaluation ability, simplicity and with the leas 

negative effects on the urban economy (BakhshiDastjerdi, AbolhasaniTaraghi, 2010).  

Based on the theoretical bases, land value taxation satisfies all these conditions and has positive impacts 

on the urban economy. The responsible for the urban economy is the local government which has 

significant effects.  

This study seeks to substitute “land value taxation” by the density sale systemand issuance of the building 

license. This system, introduced as a long-term approach oriented to the system dynamics, is known as a 

modern instrument of earning sustainable revenue and a way to allocate the land. The strong point of this 

study is its application of the system dynamics in an economic model with the real data of the economy. 

The other strong point is its simplicity in perceiving the phenomena and providing the chance to simulate 

and evaluate the different social and economical policies. In fact, system dynamics intends to find a way 

in which the subjective model of the decision makers and policy makers is emerged and the disturbances 

and weaknesses are clarified. In addition, the Vensim PLE 6 is used to describe the model.  

 

 

                                                           
1
 It should be mentioned that the concept of tax has been provided in terms of its general meaning and is interpreted 

as a sort of revenue.  
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B. Land Value Taxation (LVT)  

The taxes are considered as the main source of the governmental revenues. The economic theories reveal 

that in the usual situations, the economic activities decrease the economic efficiency (Pazhouyan, 2007). 

As a result, earning revenue through the economic activities has been strongly limited by the government. 

In doing so, the economists try to find the best tax basis.  

The revenue earned from the land is a type of earning surplus achieved without any efforts and can be 

then considered as a suitable basis for taxes. In many countries, the increases in the population and the 

revenues have raised the demand for land and caused the landlords to receive many advantages 

(regardless of their insignificant shares in this increase). Therefore, the main reason for land value 

taxation is that it is imposed on the landlords. Land rent is the amount received in addition to the amount 

achieved in its best application (Connellan, 2004). The value of the land is attributed to what is achieved 

from the land in the production process. When the land is not situated in its best mood, the value of the 

land should be established based on the opportunity costs associated with its best application 

(McClucksey, 1988, p6). Increasing the land price is rooted in increasing the land productivity which 

closely associates with the increases in the population and wealth. As a result, including income taxes 

resulted from the increases in the land value will not decrease the dynamic factor of production 

(Lindholm, 1965).  

Land value taxation has a long history. The economic and history foundations of LVT are firmly rooted in 

the early 18
th
 and 19

th
 centuries (Smith, 2000). The Physiocrats believed that one way to raise the revenue 

is through the land taxation. Smith also advocated of the tax on rent (Dwyer, 1982). Ricardo has a 

proportionate share in the land rent theory. He established this theory, so that it could explain the 

relationship of the land rent with the land utilization (Feder, 1993).  

George, the innovator of the single tax, believes that the availability of the land and removing the other 

taxes result in increasing wages and decreasing the prices which will promote the life styles of the 

employees (George, 1879). Vickery, the winner of the Nobel Prize in 1996 argues that removing all 

business taxes including property taxes and with the exception of the cases in which the social costs are 

imposed on specific activities and its substitution with LVT will significantly increase the economic 

efficiency in the geographical districts (Vickery, 1996).  

LVT is a sort of single tax and is unique (Smith, 2000). LVT is one of the appropriate ways to earn 

sustainable revenues for the local and central governments (Dadkhah et al, 2012). LVT is defined as 

annually receiving a constant percentage of the land value from the owner (Musgrave, 2009). In this type 

of tax, it makes no difference that the landlord is optimally using the land or it is left unused (Tiedeman, 

2004). LVT will activate the land and housing markets and even the industry markets (Foldvary, 1999).  

The efficiency in relation to LVT has been significantly considered. In terms of the efficiency, the final 

consumer should be found. The capital and labor have the ability to be moved; however, if the labor is not 

able to move, the new tax on the net wage will be decreased. This does not hold true for the land, because 

the land is not moveable and its supply is not decreased (Harrison, 1994). The economic theory describes 

that in the perfect competition market and when the supply of a commodity is inelastic or its demand is 

non-zero, the taxation will not be transferred to the consumer, but it will be completely imposed on the 

suppliers. Since the supply of the land is constant, the tax has no substitution effect and there will be no 

weighting loss (McClucksey, 1988).  
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Diagram1. Effect of land value taxation in the situation in which the supply of the land is inelastic (McClucksey, 1988) 

 

As shown in diagram 1, the rent of the land before tax is𝑃0 . Assuming that the tax price is 

established with 𝑡𝑝 , the curve of the average net income will be moved as 𝐴𝑅𝑡  and the price will be 

deflated as 𝑃 𝑠for the owners. The deflation in the prices for the owner is exactly equal to the tax amount 

(ab). The renter of the land pays   𝑃0 = 𝑃𝑑  and receives no taxes.  

Land value taxation removes the speculation of land and decreases the private ownership and the 

capital is substituted by the land in the property basket of the investor. This will provide the chance to 

increase the formation of capital along with the economic growth (George, 1982). Land, as a commodity 

with specific characteristics such as non-substitution, heterogeneous and the interactive effects of its 

market with the parallel markets and limited sources of lands have led the market of the land to be 

strongly affected by the speculative demands. The high demands of the speculators result in the increases 

of the land price (AbolhasaniTaraghi, 2010). The speculations create limitations in the land and will result 

in increasing the prices in an unrealistic manner and if the increasing rate of the land is higher than the tax 

rate on land, the speculation will continue (Alabado, 2005). However, land value taxation will be 

followed by a higher decrease in the expected profits of the spectaculars and the land will be owned by 

the individuals who utilize it in a more efficient manner (Plassman, 1977). This is shown in diagram 2.  
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𝑄1𝑄0 
        land for the current use                                      land for the speculation 

diagram2. Changing the land through levying taxes (Plassman, 1977) 
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In diagram 2, the horizontal axis represents the land for the current utilization and the speculation 

demand. The 𝐷𝑢  curve indicates the demand for the current utilization of the land and 𝐷𝑠 curve introduces 

the speculative demand of land. The intercept of these two curves (𝐷𝑠and 𝐷𝑢) determines the price of 𝑃0; 

however, the demand for these two represents the total existing land. By land taxation, the𝐷𝑢  curve will 

not change and 𝐷𝑠 will be moved downwards. In this situation, the price for the current utilization will 

decrease to 𝑃1 and the demanded land for the current utilization will increase to 𝑄1. In fact, taxes will 

cause the land to transfer from the speculation sector to the current utilization and the artificial lack in the 

land market will decrease (Tideman, 2004).  

The urban economy experts, such as Thunen, Alonso and Muth believed that the rent of the urban 

lands is higher than the rural lands. Transferring earnings in the urban lands is resulted from the 

betterment of the land through changing the application. The inflexibility of the supply of the urban land 

will increase the economic rent and its share in the final rent towards the urban centers will increase (Mir 

Katouli, 2010). Increasing the land price is because of the increase in the land utilization which is closely 

tied to the increases in the population and wealth and the dynamic factor of the production will not 

decrease by taxation on the increases in the land price (Lindhol, 1965).  

Substituting all taxes with LVT causes the land to be available to more individuals, the wages to 

be increased, the prices to be lowered and the life standards to be enhanced (George, 1879). LVT results 

in the equitable and fair distribution of the wealth and solution of the problems associated with the labor 

issues. Poverty will remove the greed for earning unfair profits and will decrease the crimes such as tricks 

and offenses. This will increase the formation of the capital and the economic growth (Skouras, 1977). On 

the other hand, LVT accelerates the land reclamation through motivating the landlords. It also replaces an 

explicit expense with an intangible implicit one and decreases the liquidity of the passive owners 

(Gaffney, 1964).  

 

C. The Requirements for a Good Tax Structures 

A good tax structure is established when the taxes are not conflicted in terms of resource allocation and 

income distribution (Pazhouyan, 2007). For having an appropriate planning to raise the tax revenues, the 

effective factors on the tax capacity which are based on the economic capacities should be inevitably 

identified (McClucksey, 1988). However, the main objective in establishing a good tax structure is the 

arrangement of a balance in efficiency and fair distribution of the income. Accordingly, some 

prerequisites are needed in a good tax structure which can be employed in LVT (Musgrave, 2009).   

Based on the canon of equity, the distribution of tax should be equitable. In other words, every taxpayer 

should be expected to pay a fair share of the tax. According to the canon of fairness, the tax structure 

should endeavor for fair and non-arbitrary administration. It should also be understandable to the 

taxpayer. The canon of economy declares that when compared to the collected revenue, the administration 

and compliance cost of a tax should be as low as possible. In other words, it must be economical to 

collect. Based on the benefit principle, tax obligations should be based on benefits receivable from the 

enjoyment of public services. The canon of convenience, the tax should be levied at the time, or in the 

manner which is most likely to be convenient for the tax payer.  
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D. Advantages of Land Value Taxation  

Most taxes have negative impacts on the economic choices. It is not true that the utilization or non-

utilization of land have no impacts on the taxation; however, LVT helps in achieving a healthy economy, 

social justice and sustainable development (Tideman, 2004). The advantages of LVT are briefly described 

to complete the theoretical discussions:  

 

a) Simplicity and Low expense for the implementation: 

Due to the immovable nature, the land can be simply identified for the taxation. This is the reason for the 

lower administrative problems associated with collecting LVT in comparison with the other types of taxes 

(Office of Economic Studies, 2008). The existing transparency in LVT will be accompanied by the lower 

ethical problems such as fraud, tamper and economic scandals. These issues will contribute in taxation of 

land with the lowest expense and pressures on the social ethics (TayebNiya, ZahediKhouzani, 2011).  

 

b) Earning Sustainable and Good Income: 

Land value taxation might convey significant revenues for the government (central or local) and the 

economy. This revenue is not as destructive as the oil revenues (AbolhasaniTaraghi, 2010). Establishing 

land value taxation is considered as a source of the sustainable revenue and has a positive impact on the 

urban economy (Maharati and Mehrabi, 2012). LVT is an appropriate instrument for recovering the costs 

of developing the infrastructures. The establishment of the infrastructures has always resulted in 

increasing the values of the regional lands (Dehghan, 2010).  

 

c) Reducing the speculative incentives: 

The market for the land and urban housing has specific conditions which provide the situation for the 

speculative incentives. By taxation on land, the maintenance of the land will not be cost-effective and the 

existing lands will be optimally utilized and the excess lands will be supplied in the market. 

Consequently, the taxation of land results in reducing the land price. In other words, this tax motivates the 

individuals and will finally increase the supply of the land in the market and will effectively motivate the 

growth and will remove the inequality in distribution (Feder, 1993, p30).  

 

d) Reducing the costs of reconstruction of the historical contexts: 

Taxation on land will increase the supply of the land and reduce its price which will finally decrease the 

costs associated with the establishment of the urban structures. On one hand, the fees paid by the citizens 

for using the infrastructures are lowered. On the other hand, the building costs are decreased and many of 

the historical contexts in these regions are reconstructed. By reducing the land price, the expenses 

imposed on the common owners and the low-income parties will be gradually declined and this will 

finally cause the decrease in the costs of the municipalities for reconstructing the historical contexts 

(Musgrave, 2009). On the other hand, taxation on land will increase the constructions and will finally 

encourage the investment in this market in the historical and old places of the city. In other words, the 

indirect costs of the government are decreased because of the participation of the private sector.  
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e) establishment of the Social Justice: 

Tax is the main factor for establishing social justice and the economy of a country would be successful by 

organizing the tax department (Pazhouyan, 2007). The advocates of LVT consider the land as the natural 

sources which are owned by the public. They believe that specific people might not achieve the whole 

advantages related to the ownership of the land (George, 1879). As a result, the justice requires the fair 

distribution of the benefits of the natural sources among the whole population (Musgrave, 2009). 

However, George (1879) defines this sort of tax as the most justice types of the possible taxes. This tax 

directs the benefits of land towards the justice distribution of the public wealth. In other words, the 

society confronted with the imperfect engagement will necessarily require the policies of the social justice 

(TayebNiya and ZahediKhouzani, 2011). In doing so, it seems necessary to perceive the concept of the 

land ownership for the better understanding of LVT. 

From the Islamic perspective, LVT is a sort of fine used by the Islamic governments for the violators of 

the social regulation. This is because they do not have the right to maintain their lands without any 

utilization in a society in which the manufacturing sources are essentially required. They are not also 

allowed to prevent the development of the Islamic society and should utilize their lands for this purpose. 

According to the Islamic theory, all of these situations should be present by taxation on the land value.  

 

E. Methodology  

System dynamics is a professional modeling approach to understanding the behavior of complex systems. 

This approach deals with the internal interactions between the parameters to solve the model and balance 

the system. In other words, it is a comprehensive approach in which the simultaneous solution of the 

equations represents the general balance in all cycles (Toluoei, 2011). System dynamics provides the 

chance to study the structure and the behavior of the complex economic, social and technical systems. In 

this method, the complex systems of the real world are described through various feedbacks and time 

delays (Sterman, 2007).  

System dynamics emphasizes on the wide behavior of the system and the way it impacts the evolution of 

the system (Helms, 1990). The system dynamic seeks to achieve a view about the system relations to 

examine the possible policies for improving the system (Shi and Gill, 2005). The system dynamic 

assumes that the components of a complex model are interrelated and the world is composed of the 

variables of rate, level and feedback loops. The information flow is also determined to be more important 

than the stock flow. In addition, the nonlinearity and delay are the significant components of each system 

(Lane and Oliva, 1998). System dynamic seeks to examine different policies for improving the 

performance of the system (Shi and Gill, 2005).  

System dynamic-based modeling includes the permanent repeat between experiments and learning in the 

virtual world and the experiments and learning in the real world. The experiments have changed our 

subjective models and resulted in designing new structures, strategies and decision regulations. These 

new policies are then applied in the real world and the feedback and its effects are resulted in the new 

views and more corrections in the formal and subjective models. Modeling is not a sudden activity to 

have responses at the first time; it is, however, a continuous cycle between the virtual and the real world 

(Sterman, 2007). The required data about the variables used to model LVT have been collected from the 

official websites of the central bank of Iran, ministry of economic affairs and finance, municipalities and 

ministry of roads and urban development.  
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F. Dynamic Modeling of LVT 

Two significant elements are used in the system thinking which include casual diagrams and flow 

diagrams. To develop a model of system dynamic, the casual diagram and its flow should be prepared
1
 

(Dyson and Change, 2005). By using the casual diagram, the casual relationships between the variables 

are simply displayed. The casual diagrams are developed based on the theoretical basis of the study.  

Housing department is related to 134 economic activities. In the recent years, the housing department 

shared 11 to 13 percent of the engagement (Chegini, 2010). In addition, the housing department has 

attracted 20 to 30 percent of the total liquidity (Aeini, 2010). Based on the calculations of the three prior 

decades, 66 percent of the demands in the housing market is related to the real demand; while, the 

remaining 34 percent is about the demand of speculation for the building department (Kamyab, 2011). To 

represent a casual diagram for the land and building market, the first step is as follows:  

 
Diagram3. The price of land and building market 

As shown in diagram 3, there is a balancing loop in which the price is determined by the 

interactions of demand and supply for the land and building. By increasing the price, the demand of the 

land and building will decrease. However, increasing the demand will cause the scarcity of land. Just like 

the theoretical discussions and economic bases, when the demand for the land is higher than its supply, 

the land price will increase. In the land and building market, the demands are composed of real and 

speculate demands. The significant point in land scarcity is the land rent (Kay and King, 1990). Land rent 

will create and increase the speculation and demand (Youngman, 1993). The speculation demand will 

falsely increase the total demand for land which will finally increase its price (Dadkhah, 2013). On one 

hand, the speculation will decrease the optimum allocation of land which will result in the lower return of 

land (Mirkatouli, 2010).  

                                                           
1
 The casual relationships of this study are initially developed based on the theoretical basis, successful global 

experiences and the experts’ opinions.  
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Diagram4. Rent of the land and building market 

 

As shown in the above diagram, the land rent is attributed to the scarcity of land and return on land 

which are both having positive impacts on the land rent (George, 1879). In this diagram, there are three 

feedback loops which represent the balancing loop (B) and the reinforcement loop (R) which confirms the 

presence of rent (Ricardo, 1911). The land rent might be a good and sustainable source of the revenues of 

the central and local governments (Tideman, 2004).  

The lack ofthe sources of sustainable revenue negatively impacts the performance of the urban 

management and will also disable managers of having correct planning (Mahmoudi et al, 2011). Diagram 

5 represents the significance of population and availability of land. In this model, the availability of land 
1
 

is significant for determining the land price which is affected by the land supply. The availability of land 

will motivate the capital and will result in the increasing investments in building industry 
2
(Vickery, 

1996).  

                                                           
1
Today, there are many lands which are considered as the usable lands for conducting service and construction 

activities (roads and street, water, power, gas and …). The optimum allocation of the land by the individuals (called 
availability of land) will increase the lands ready for construction. This variable is considered as the only 
explanatory variable of these interplays in the study.  
2
 There are samples such as Tokyo and New York in which the land scarcity have increased the techniques of land 

use and enhanced the technology and the investments in this department which is completely contrary to this 
cycle. However, the speculation in Iran is very high and it is not possible to have such a cycle. All these explanations 
are placed in a variable called “optimal allocation”.  
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Diagram5. Significance of population and availability of land 

Land rent might be examined from two perspectives. The first one is related to the generation and 

increase of the speculation and the other one is about the declining effect on the return and land 

availability (Tideman, 2004). All economists agree upon the fact that the land rent is a negative element 

in the economy and they believe that the governments should think about a way to boom the market (Mir 

Katouli, 2010). In the present situations of the country, the land and the real estate have the lowest risk 

and the highest rate of return on investment which will disturb the balance in the productive sectors of 

economy (TayebNiya and ZahediKHouzani, 2011). In other words, it can be concluded that the low risk 

and the high rate of return on investment in the land and housing department will disturb the economic 

balance in the productive sectors. However, as mentioned before, the land rent will be never lost and the 

landlords are the ones who always use this social advantage. Based on the basis of justice, this advantage 

belongs to the whole individuals in all periods (George, 1879). Accordingly, LVT is an efficient tool for 

earning revenue, allocating the resources, extending the social justice and distributing the earnings in this 

market. The following diagram describes the casual relationships between these items.  
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Diagram6. Casual diagram of the system dynamics of LVT 

 

 

In diagram 6, the land value taxation controls the speculation and demand for the speculation 

(Musgrave, 2009). Land speculation occurs when the demand of the land is higher than its supply in the 

present or close future (Tideman, 2004). The surplus flow of liquidity in the financial markets is the main 

factor of land speculation in the quick economic growth; while, in the low economic growth situations, 

the main factor is the lower investment opportunities in the other economic departments 

(AbolhasaniTaragi, 2010). Land value taxation makes the land speculation non-useful and motivates the 

land market and increases the constructions (BakhshiDastjerdi and AbolhasaniTaraghi, 2010). Increases 

in the constructions will provide more chances for receiving taxes and this will guarantee the 

sustainability of the revenue (Musgrave, 2009). Earning of the revenues should not destruct the qualitative 

situations of the urban and the items of the revenues should have relative continuity (Zahedi and 

Dehghan, 2010).  

Based on the theoretical basis, LVT is a useful tool for recovering the development costs of the 

infrastructures (Zahedi and Dehghan, 2010). Land value taxation will increase the supply of land and the 

price of the land will decrease. As a result, the costs of establishing the urban infrastructures will 

decrease. On the other hand, the costs of the urban infrastructures will decrease and the fees paid by the 

citizens will decrease. On the other hand, the decrease in the construction costs will significantly increase 

the reconstruction of the historical contexts. Finally, the decrease in the price of the land will lower the 

expenses of the low-income parties of the society which will result in lowering the costs of the local 

government in reconstructing the historical contexts.  
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The flow of the land and building diagram represents the factors which constitute this market and 

also the nature of the variables. The issue in diagram 7 is the land rent. This model creates sustainable and 

good revenues for the managers and will stabilize the price of the buildings. In this study, the supply of 

the land involves the whole constructive lands ready for sale (in form of the new constructed buildings 

and also the old ones which are replaced in the cycle).  

 

 
Diagram7. Market flow of the land and building 
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In diagram 8, three rates are considered for LVT and the sustainability of the revenues of LVT are 

also represented. These items might be an appropriate basis for making policies based on the economic 

and social situations of each region.  

 

 

Diagram8. Sustainability of the revenue sources of LVT 

 

The results of land value taxation is consistent with the theoretical basis of the studies by George 

(1879), Youngman (1993), Vickery (1996), Tideman (2004) and McCulskey (2007). The findings reveal 

that by including only one percent of LVT, the speculation demand will decrease and the price of the land 

and building will be relatively stabilized over time. As shown above, the trend of the speculation demand 

and the land price at four rates of taxes on land value (at 0, 1, 2 and 3), confirm the gradual decrease in 

the speculation demand and the stability of the land price. The higher tax rate shows that the land price 

will be stabilized earlier.  

LVT has many other positive characteristics. It will improve the revenue distribution which will 

finally result in increasing the social welfare and the real demand. Diagram 5 represents the positive 

effects of LVT which are known as the result of the findings of Gafani (1982), Feder (1993), Vickery 

(1996) and Alabado (2005) and many other theorists of LVT which are represented in terms of system 

dynamics.  

 



International Journal of Research in Management                                                                                 ISSN 2249-5908          

Available online on http://www.rspublication.com/ijrm/ijrm_index.htm                             Issue 4, Vol. 3 (May 2014) 

RSPUBLICATION, rspublicationhouse@gmail.com Page 65 
 

 

 

 

Diagram9. Effects of LVT in the market of land and building 

The diagram of the optimal land allocation will increase until the speculation demand is 

decreasing. The construction lands have changed their trend in the final months of the second year. After 

including LVT, the efficiency of the land have started to grow and increased in an increasing manner; the 

higher rate of LVT shows that the land becomes efficient earlier.  

 

The revenues earned from LVT are resulted from increasing constructions and lands. This 

characteristic leads to the injection of the positive effects on the urban economy which is known as the 

most significant advantage of LVT. It must be mentioned that the most important task of the local 

governments is monitoring the price of the land and buildings (Nasr Esfahani, 2012). On the other hand, 

cross-sectional and case visions towards the revenue structure of the municipalities and its vague 

definition in terms of the macroeconomic structure, non-transparency of the budget and revenue, and the 

subjective formation and establishment of the subsidiary organizations and the lack of the suitable 

structures are the other challenges that the current management of the municipalities are confronted at the 

beginning of their work (Zahedi and Dehghan, 2010). As shown in this study, LVT owns the whole 

criteria of the good revenue structure.  
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G. Conclusion  

Municipalities, as the local governments, play the key roles in economy. They might implement the 

modern methods in their financial systems and provide the investment opportunities for their society. 

Based on the theoretical basis, LVT owns the whole characteristics of the sustainable and good revenues 

for the central and local governments. It will also satisfy the whole prerequisite of a good revenue system 

in addition to meeting the triple objectives of “optimal allocation of the resources”, “controlling the 

speculation” and “earning revenue”. Land value taxation will lead the unemployed manufacturing factor 

to be motivated and the land speculation to be removed. In addition, the capital will be replaced by the 

land and will finally increase the formation of the capital along with the economic growth.  

By including one percent of LVT, the results reveal that the speculation demand is entirely removed after 

five years and the prices are relatively stabilized after eight years. However, Tehran has the capacity to 

increase LVT to three percent. By increasing LVT, the variables of the model in an urban economy have 

satisfactory changed and left positive effects. When LVT increases at a higher rate, the revenue needs of 

the local governments (Tehran municipality) are met and the prices reach at their stability price earlier. 

Finally, increasing the supply of the land as the result of increasing the optimal allocation of the land and 

increasing the investments grows entirely consistent with the changes in the demand.  
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