
 

 

Paper 1: A historical approach to Land Value 
Capture 
Introduction 

This paper outlines how new public transport infrastructure often increases the value of adjacent land.  If its 1

development is publicly financed (by Government), those who benefit most, the landowners, often contribute 
little or nothing to the costs of development. The term land value capture (LVC) embraces a wide range of 
mechanisms that aim to recover some of this value. This paper provides historical and contemporary examples 
of the different ways in which LVC can be implemented and discusses how they are, or could be, used in 
Scotland. 
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Key points 

• Public transport infrastructure consistently raises nearby land values, often benefiting private 
landowners significantly more than public investors. 

• Historical and contemporary examples, from the Elizabeth Line to ancient Roman aqueducts, 
highlight infrastructure's impact on adjacent land value and the need for effective value 
capture mechanisms. 

• Traditional taxation (e.g., Council Tax, Non-Domestic Rates) and property-based levies often 
struggle to fully capture uplifted land value, especially given outdated property valuations and 
tax limitations. 

• Innovative approaches like Voluntary Contribution Agreements (VCAs) and connection fees, 
successfully used in high-density cities, show promise in aligning private sector contributions 
with public infrastructure goals. 

• The Northumberland Line demonstrates that collaborative funding can bridge funding gaps 
where traditional developer contributions fall short, especially when linked to local 
development benefits. 

• Business Improvement Districts (BIDs) offer a viable model for small-scale infrastructure 
funding, while larger projects may benefit from standardised levies like a Community 
Infrastructure Levy (CIL). 

• Scotland’s current Section 75 agreements and developer contributions often underperform for 
large-scale projects, highlighting a need for alternative funding models.



New infrastructure enhances the value of adjacent land 

When the first Edinburgh tram line opened in 2014, house prices along its route rose much faster than 
elsewhere in the city. In 2022, house prices around the about-to-open Elizabeth Line stations in London had 
already doubled. A study found that development dependent on the new line would create a potential value 
uplift of £13 billion in residential values and £215 million in commercial values by 2026. Similar results were seen 
from the Jubilee Line Extension.2

This is not just a modern phenomenon. In ancient Rome, it was known that the provision of publicly provided 
aqueducts increased the value of neighbouring land.  But it was during the 19th century that railway 3

development demonstrated an extraordinary capability to create growth. New towns such as Barrow and 
Middlesborough arose were railways transported coal and iron. Other cargoes based on industrial, agricultural, 
and recreational use of land included slate from North Wales, beer from Burton on Trent, potatoes from 
Lincolnshire, rhubarb from West Yorkshire, flowers from Cornwall, and holidaymakers to Blackpool!

In the early 20th century railways began to play an important role in creating space for new housing around 
cities. In London, the Metropolitan Railway extended out into Middlesex to create ‘Metroland’.  Unusually 
among railway companies, the Metropolitan Railway was allowed to sell land acquired for railway use for other 
purposes, and it received some of the profits from the development. But its main focus was on new passengers, 
and most of the profits from the new suburban estates went to private landowners and developers.

Similar activity took place in Scotland, especially around Glasgow. For example, the Glasgow and Milngavie 
Junction Railway was largely conceived as a commuter railway and stimulated a great deal of housing 
development in and around Bearsden (which did not exist before the railway) and Milngavie.  New stations were 4

added to the line to serve later housing developments at Hillfoot (1900) and Westerton (1913). Other examples 
include the Newton to Neilston section of the Caledonian Railway and the Glasgow, Dumbarton and 
Helensburgh Railway. 

Government’s increasing role in infrastructure financing 

Government took very little part in railway financing before 1918, but, during the interwar period, some 
municipalities began to increase their involvement in public transport provision and the central government 
started to fund railway modernisation schemes as a measure to reduce unemployment. ,  A key focus was the 5 6

electrification of 990 route miles (of which 800 were Southern or LPTB). This created a similar housing boom in 
Surrey, with further windfall profits for landowners and developers.

After the Second World War, the whole character of future infrastructure development was changed by two key 
pieces of legislation: the Transport Act 1947 made the central (sometimes local) government responsible for its 
future transport development and the Town and Country Planning (Scotland) Act 1947 required developers to 
obtain planning permission before they could develop land. The first of these highlighted an issue that was 
already becoming visible in the inter-war period. Even though new public transport infrastructure enhances the 
value of adjacent land, many of those who benefit most from it contribute little or nothing towards its costs. 
The second provided a potential solution to this problem.

In theory it ought to be possible to capture some of this value through increased taxes on ordinary economic 
activity arising from the use of the land. Businesses that grow, or new businesses that arise, as a consequence 
new infrastructure will probably generate additional revenue from corporation tax, sales tax or income tax paid 
by employees. In reality, it is usually difficult to identify these gains and even harder to commit the revenue 
raised to paying for the infrastructure.

The term land value capture embraces a range of mechanisms that aim to recover some of this value from 
those who benefit. Historically, this has always implied some form of taxation related to the ownership, 
occupation, transfer or development of land. 
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Land Value Capture 

It ought to be simple to capture some of the increase in the value of existing residential and commercial 
property through ordinary property taxes. In Scotland, both Council Tax and Non-Domestic (Business) Rates are 
essentially based on property values. If these increase, then the taxes collected will increase.

Unfortunately, Council Tax bands are based on valuations from 1991, so existing residential properties will not 
reflect the impact of new public transport infrastructure.  Newly built residential properties will bring new 7

income, but their residents will require additional services.  In contrast, rateable values for business rates are 8

based on an assessment of rental value, and were revalued in 2023, so they should reflect any benefits arising 
from new public transport infrastructure for both new and existing properties.9

Both residential and non-residential property purchases are subject to Land and Buildings Transaction Tax 
(LBTT, formerly stamp duty), privately owned land and property is subject to Inheritance Tax, and both private 
individuals and corporations are liable to Capital Gains Tax (though principal private residences are exempt). ,  10 11

In practice, these gains are difficult to identify.

Historically attempts to capture land value increases have focused on new or supplementary hypothecated 
taxes.  12

Supplementary taxes on non-domestic (business) rates 

One third of the costs of the Sydney Harbour Bridge were funded by a 0.2% levy on unimproved land value 
applied to businesses that benefited from the harbour link in that city.  Similar schemes supported the 13

development of the Melbourne City Loop (1980) and the Gold Coast Rapid Transit Light Rail Line (Queensland, 
2014). ,14 15

In London, to fund the development of the Elizabeth Line, a £0.02 supplement was added to the rates of all 
businesses across the city region with rateable values over £75,000. This required new primary legislation. It will 
run from 2010 until at least 2038, raises around £225m per annum and supports borrowing of around £3.5bn.

Unfortunately focussing on end values fails to address the huge initial gains made when land is re-zoned for 
development. The value of land around a new railway station in the green belt can increase by up to a hundred 
times.  And the beneficiaries are the landowners and developers, not the eventual owners of the commercial 16

and residential property. 

Taxes on the development of land 

Between 1948 and 1985, there was a series of attempts to introduce specific nationwide (GB) taxes on the 
profits made by developers.  These were all by Labour governments, none lasted more than a few years, and all 17

were overturned by subsequently elected Conservative governments. Their main effect seemed to be to delay 
development. Developers learnt to wait until a change of government altered the rule.

More recently the focus has been on locally negotiated planning obligations, agreed between developers and 
planning authorities in exchange for planning permission. Section 75 agreements can include developer 
contributions to transport infrastructure, but the difficulties of interfacing planning procedures to complex 
transport infrastructure development life cycles can make it difficult to introduce them, and it is widely believed 
that they significantly undervalue land value increases.18

In England, the concept of a Community Infrastructure Levy (CIL) was introduced by the Planning Act 2008. 
This gives councils the power to raise funds from developers in their areas to help deliver new infrastructure 
using standardised tariffs (much more transparent and easier to operate than negotiated planning obligations). A 
CIL of between £25 and £80 per square metre was used to provide a further £300m of funding for the Elizabeth 
Line. But this is the exception rather than the rule: money raised through CIL has been insignificant or very low 
for most local authorities.  19
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Discussion 

The future for developer contributions 

There seems to be a growing consensus that Section 75 agreements are not a very suitable way of funding 
public transport infrastructure development. Recent independent research undertaken for the Scottish 
Government established that 90% of developer contributions to infrastructure covered ‘roads and other 
transport facilities’, but in practice this was focused almost entirely on local infrastructure (road connections 
and bus stops).

The research established that while there was broad consensus that ‘most stakeholders were comfortable with 
the overall approach to developer contributions and saw it as strongly embedded in the planning system’. This 
was particularly true of contributions to affordable housing which were seen as being ‘well understood and 
accepted – in part because national and local expectations are clear’.

There was ‘general agreement that planning obligations should focus on site-specific mitigation including 
generated local needs’ and a clear consensus that ‘planning obligations are not generally an effective means of 
addressing the cumulative impacts of development, or an appropriate mechanism for securing funding for sub-
regional and regional infrastructure requirements’.

A better solution for regional or sub-regional infrastructure might be a Scottish Community Infrastructure Levy. 
This seems to have worked well for the Elizabeth Line, but it is important to realise that most of its planning (and 
financing) took place before the 2008-9 financial crisis. Whether such an approach would work for Edinburgh 
trams, in tougher times, in a less prosperous city than London, against residual hostility to infrastructure 
development is a moot question.

Why are other countries better at public transport infrastructure investment?

The pattern of land ownership (and the development rights associated with land ownership) varies 
internationally to a greater degree than is often realised.

In 1872, the Canadian Pacific Railway was given 25 million acres of government owned land to fund the 
development of its transcontinental railway. And, even today, 89% of land in Canada is owned by the 
government.

In Hong Kong, all land belongs to the Government of China and is held on 50-year leases. In Singapore, almost 
all land is owned by the government and was acquired at agricultural use prices.

Copenhagen’s sparkling new Orestad business area is built on land that was previously owned by the 
government and reserved for the military. And Britain’s new towns of the 1960’s are built on land that was 
compulsory purchased, at agricultural use values, before the Land Compensation Act 1961. When the 
Government owns or controls the land, development rights can be sold, or auctioned to the highest bidder, and 
the returns simply accrue to the state.20

In much of Western Europe, it is accepted that owners of land being compulsorily purchased for infrastructure 
development are reimbursed at values that are much closer to those associated with the existing use of the 
land. In the UK landowners expect to be reimbursed at market values, taking into account the land’s potential 
for development.

There have from time to time been suggestions that the UK approach might revert to something closer to that 
of the 1950s. The Labour Party’s draft policy platform, published in 2023, includes a proposal to boost 
homeownership and housebuilding by ‘enabling local authorities to acquire land at closer to existing use value’.

Does land value capture have to be adversarial? 

Since 1948, land value capture has been win-lose between landowners and developers on one side and 
Government (national and local) on the other. An alternative approach to land value capture might look for 
synergy between the interests of both parties. Are there ways in which the development of public transport 
infrastructure and related commercial development can be coordinated in the interests of both parties? 
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Paper 2: An alternative approach to Land 
Value Capture 
Introduction 

The previous paper described the historical approach to land value capture in the UK and concluded by asking 
whether it might be possible to take a less adversarial approach to the third party joint funding of public 
transport infrastructure development. This chapter describes and explores alternative approaches based on 
collaboration between landowners, developers, planners and transport developers. 

Historical background 

Local landowners and business people were usually among the key promoters of, and investors in, new railway 
lines. They did not do particularly well from dividends,  with a few notable exceptions, investment returns were 
not especially exciting.  But many put their money into railways because they could foresee the benefits they 21

would bring to their local communities. 

The Elizabeth Line 

Likewise, in twenty-first century London many businesses could see the advantage of improved east-west 
communications across the city. They chose voluntarily to commit to contributions of £100m to support the 
development of what became known as the Elizabeth Line. Many also wanted to be seen to be contributing. 
Developers at Canary Wharf and Woolwich contributed £300m in exchange for the right to develop retail, 
leisure and residential property above the stations, and there was a voluntary contribution of £70m from 
Heathrow Airport.22

The Elizabeth Line also had funding from more traditional sources: there was a supplementary Business Rate 
and a Community Infrastructure Levy, but the voluntary contributions played an important role in its overall 
success.

In high-density Asian cities it is quite common to charge property owners connection fees to interface their 
property directly to a rail station (invariably via an above-ground or below-ground walkway connection). To 
work as a funding mechanism, the connection fee needs to exceed the cost of construction, and be referenced 
to mutually agreeable value uplift estimates. 

Business Improvement Districts 

Another approach that could work for more local infrastructure might build on the work of Business 
Improvement Districts (BIDs). These are business-led partnerships which are created following a ballot of those 
businesses liable to pay a levy in order to deliver additional services to local businesses over a defined period 
(normally five years). They originated in the US and Canada, and are now widespread in the UK.

There is no limit on what projects or services can be provided through a BID. The only requirement is that it 
should be something that is in addition to services provided by local authorities. Improvements often include 
extra safety/security, cleaning and environmental measures, but sometimes extend to infrastructure including 
public wifi in a number of town centres, trader-driven pedestrianisation of some streets and Green 
Infrastructure.   23

Voluntary Contribution Agreements (VCAs) 

Managing complexity in a large public transport infrastructure project can be challenging. The design and 
procurement process for the transport scheme and the planning process for any developments along the route 
must maintain its independence from any VCAs. It is imperative that the independence of the planning process 
and the procurement process are maintained and adhered to at all stages. The local authority and/or transport 
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agency need to be in control of these processes at all times. Edinburgh based E-Rail has developed a 
methodology for handling such situations.

E-Rail is commissioned by a public sector body to assess and secure LVC contributions from landowners.  24

Development opportunities within 1km of each new station are evaluated to identify landowners and 
developers who might benefit from the proposed scheme and the likely level of their contribution assessed 
(based on their benefits).

Landowners and developers must believe that, without their contribution, the scheme may not happen, so this 
needs to be done early in the project (before all the details of the transport scheme are finalised). The key to the 
method is that it is not a tax but a sharing of the increased value of the land due to the new transit facilities. For 
this reason, the method only works when there is no funding in place, or a significant funding gap.25

Once the LVC areas of land have been identified and the uplift in value (subject to planning permission being 
granted) calculated, formal, legally binding Contribution Agreements (CAs) are created for each of them. These 
are signed by the landowner, the public sector promoter and E-Rail, and placed on the title of the land in 
question. Each agreement commits the developer to making the contributions (funds are placed in escrow) 
once the transport scheme is completed and they have gained planning permission for the proposed 
development.  There are time limits on the completion of the transport scheme and on the duration of the 26

commitment (typically between 5 and 20 years). 

The Northumberland Line 

The E-Rail method was successfully used on the new Northumberland Line between Ashington and Newcastle. 
This offers significant opportunities for development along its route, but has failed to proceed for many years 
due to funding gaps.  CAs with 21 landowners are expected to raise 25% of the capital cost of the line, around 27

£40m. This far exceeds funding from S75, CIL, Business Rates, etc.

2014	 Initial assessment of development opportunities 
2017	 Formal negotiations with the first landowner 
2020	 Last of CA signed 
2022	 Construction work starts 
2024	 Expected opening

The new line, and three of the new stations, will open in December 2024. The LVC funding was crucial to the 
delivery of the project given some increased costs. The funds raised from the E-Rail LVC method is not debt, the 
money does not have to be paid back and can be used for capital or revenue. It must be spent, however, on the 
specific project associated with the CA.28

The E-Rail method works on all fixed transit modes and single stations.

Northumberland County Council’s Strategic Transport Manager believes that understanding the potential 
economic benefits of reopening the line was vital to the project, and questions whether all six stations could 
have been funded without this collaborative approach.

‘If you can present a case to a developer or landowner that without a contribution the infrastructure will not go 
ahead, and that the value of their assets will rise if it does, you can really explore the potential. If, for example, a 
station is built and if through local planning processes a developer gets an opportunity to realise the value of 
their assets, that uplift in value is shared between the owner and the costs of the infrastructure.’ 

Conclusions 

The success of the Elizabeth Line and Northumberland Line suggest that collaborative approaches may 
succeed in circumstances where traditional developer contributions may not. Obviously not all locations have 
the same opportunities as Canary Wharf, but the costs of providing infrastructure are not as great either and the 
potential funding to be captured is very significant. Business Improvement Districts illustrate the kind of 
approach that might work for much smaller infrastructure projects.
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 Typically within 1 to 1.5 km of a station, but can be greater in areas with high cycling use.1

 Three studies showed an uplift of £13b against a capital cost of £3b; only about £1b was captured mostly from Canary Wharf.2

 Farmers whose villas or estates were near a public aqueduct could draw, under license, a specified quantity of aqueduct water for irrigation at a 3

predetermined time. A licensed right to use aqueduct water on farmland could lead to increased productivity, a cash income through the sale of surplus 
foodstuffs, and an increase in the value of the land itself.

 Opened in 1863, and absorbed into the North British Railway in 1874. Initially it served only Bearsden (which did not exist before the railway) and 4

Milngavie. In 1900, it was doubled and a new station was built at Hillfoot to serve new housing developments. In 1913, another new station was opened at 
Westerton, associated with the development of Westerton Garden Suburb.

 There were a few Government loans to early railways, including the Liverpool and Manchester Railway, and a few remote rural lines received subsidies 5

towards the end of the 19th century. For example, the Mallaig extension of the West Highland Line was guaranteed interest and alleviation of local rates.

 Electric tramways were usually municipally operated. In 1923, Glasgow Corporation acquired (and subsequently electrified) the Glasgow subway. In 1933, 6

the London Passenger Transport Board was created to operate all passenger transport services in the metropolitan area (excluding mainline railways).

 For example, Edinburgh Trams or the Borders Line.7

 These are given a nominal 1991 value.8

 These are based on 2022 market values and there are transitional relief arrangements for 2023 – 26.9

 Land and Buildings Transaction Tax: Up to 12% on residential properties over £750,000 and 5% on non-residential properties over £250,000.10

 Only payable by 3.7% of estates, and many large estates are owned by trust and are exempt.11

 A hypothecated tax is a tax that generates revenue for a specific purpose. In 17th century England, Ship Money was a tax raised only in English seaports 12

to provide funds for the Royal Navy. When Vehicle Excise Duty  was first introduced in 1920, its revenue went into a special ‘Road Fund’ dedicated to the 
construction of roads. This arrangement ceased in 1937. The BBC TV licence has many of the characteristics of a hypothecated tax.

 Built 1922 – 1932. It was envisaged that value capture would be used much more extensively to fund a vast underground rail network in Sydney, but, 13

when the depression hit, the levy became politically difficult to maintain. It was reduced to 0.14% in 1932, and eventually repealed in 1937. Despite cost 
overruns and premature termination, the levy still managed to raise 16% of the total cost.

 The Melbourne City Loop is an underground railway part funded by a levy collected from businesses that benefited from the accessibility created by the 14

new infrastructure. This raised A$20m over 32 years, but due to massive cost overruns, this was only 3% of the final project cost and the levy was scrapped 
21 years early due to political pressure.

 The Gold Coast line was partly funded by a flat A$123 annual transport improvement levy on all landowners within the City of Gold Coast area.15

 From £10,000 per acre to £1,000,000 per acre is not unknown.16

 These were: a ‘Development Charge’ from 1948 to 1951, a ‘Betterment Levy’ from 1968 to 1970, a Development Gains Tax from 1973 to 1976 and a 17

‘Development Land Tax’ in 1976 to 1985. See Colin Jones, James Morgan and Mark Stephens, ‘An assessment of historic attempts to capture land value’, 
Scottish Land Commission, 2018.

 Section 75 agreements were introduced by the Town and Country Planning (Scotland) Act 1997, and similar to Section 106 agreements in England, these 18

require a developer to deliver specific contributions with community benefits in exchange for planning permission.

 These are the rates from April 2019. Previously they were lower. Rates vary by London borough, with those closer to the Elizabeth Line being higher. 19

Office, retail and hotel developments in Central London and on the Isle of Dogs pay a higher rate of between £140 and £185 per square metre. CILs do not 
exist in Scotland.

 It comes with market risk though, and needs a variety of skills not usually available in a local authority. But there have been successful central 20

government auctions, for example of 5G spectrum bandwidth.

 The overall average net rate of return on capital fell from 4.6% in 1870-4 to 3.4% in 1900-4 with a modest recovery to 3.6% by 1912. There was no overall 21

inflation during this period, and Bank Rate hovered between 3% and 5% most of the time. A few companies with secure freight traffic did much better. The 
Maryport & Carlisle Railway averaged nearly 7% from 1844 to 1922.

 Elizabeth Line Funding – Local government: TfL direct funding £1.9 billion; Business rate supplement, borrowing and direct contributions £4.1 billion; 22

Community infrastructure levy £300 million; Sale of surplus land and property £500 million; Developer contribution £300 million. Central government: 
DfT direct funding £4.8 billion; City of London committed funding £250 million; Heathrow Airport Limited £70 million; Voluntary funding from London 
businesses £100 million. Network Rail financing for work on the existing network: £2.3 billion

 Green infrastructure is a network of multi-functional green space and other green features, urban and rural, which can deliver quality of life and 23

environmental benefits for communities. It includes parks, open spaces, playing fields, woodlands – and also street trees, allotments, private gardens, 
green roofs and walls, sustainable drainage systems (SuDS) and soils. It includes rivers, streams, canals and other water bodies, sometimes called ‘blue 
infrastructure’.
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 E-Rail cannot be commissioned by a private sector organisation to avoid any conflict of interest. In effect, E-Rail is a funding partner of the public sector 24

body whose job it is to maximise LVC contributions to fund a specific station or transit line.

 It won’t work if there is 100% public funding.25

 If a CIL is subsequently implemented or a Section 75/106 agreement reached, any portion of this linked to the transport scheme is deducted from the 26

contribution.

 The Northumberland Line connects a large part of southeast Northumberland to North Tyneside, the Tyne and Wear Metro system, the international 27

airport, Newcastle city centre and the East Coast Main Line. The social and environmental impact on this area will be substantial as the road network is 
congested and the public transport network is sparse. In addition, it will increase the accessibility of the area to the key areas listed above, thereby 
generating economic activity and raising land and house prices. There are six proposed stations.

 Section 75 agreements are unaffected, as are any other type of levy. If any percentage of these planning agreement payments is for the specific LVC 28

project E-Rail nets that money off the LVC fund. Key principle is that you can’t pay twice.
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