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Inveaemimportant”reSPeCt*éhg terms éf.reféreﬁce:which sécméd to

me mdstvﬁseful for my particular paper will differ'from those of soméf
‘-6thefs in this volume. For studying transition, my~$ﬁbéec$* fhe'CODCept
of{ﬁlaﬁd value taxation" does mnot neéessarily mean-reliaUCGxupon ;gnd
:(or 51te) value alone ‘as the property tax base. 4§uring transition, is“"
' not some tax on structures 1ncv1iablegwor”neaﬁ&yweaﬁ Probably "yes

at least for a few years. But from’the'start thé»rate of tax on im4.
provements would be e:gnlflcqntly lower than tﬁat on landkand then would
‘fdecllge furtho 5 perhaps to zero. The de0181on;ébout the w1dth of the
'initial difference and the amount and speed of later changes might‘ T

'depend in part upon questaons of constltutlonallty (a big increase’ 1n ‘

\;{« ;J_ e

land tax perhaps being pnah%h@*ed—tn-some—states~ao conflscatory), the

.’ requirements of due process, tax and debt llmlts, covenants affectina“./

. outstandlng local debt obligations, the level of profeasnonal competence
of asses sors, voter unders tending, and eertrapm other elements, s
ﬁ?’pOSSLwalﬁy referred to only bflel;y in this paper, and in ocur.~

discussions, deserves careful study. Instead oT basing the tax which is
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associated with land on value alone, a portion migh* UeTlikm-basedmen chqmges
or rates related to differential costs,of supplying_waior, street,_sewer,
fire, and otno“ services vhich are most,closcly‘tied*to space or dlstance, .

The ratLon ale of sucli an approach is DCﬂsnaqlve indeed, . One re"UTﬁ would

‘be greater charbcs on outlying area (;elatlv to those closer 1m'bpcauso
of cost differences. Less reliance uwpon value as a base and greater use of

- nore objective rieasures--~area and distance~~would among other things both -
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;'_ How iéﬁg ﬁould the transition iteelf be? .Something w5uld
depeng upen the amount of prior discussibn to establish ﬁublic under—v
standing’as well as the'other points no{7in the last paragraph.

Pr’e‘sumabl'y séveral’ 'yearswould be required. But conditions would \}ary
according to many factors. Asvthe change became increasingly pfobable,
the terms of more and more real estate transactions would have made some
allewahce for the eQentuality Therefore, the transitien disturbanees due
to the change would be fewer and smaller than might have been predlcted

from simple theory alone. The formal shift- over,.l%houldmihéak, would i =
B . ) 4

hardly be less than five years,/ however’)tcn\weu;dﬁpnebabév be more than

needed. Nevertheless, some speecial provisions should be made to take

_account of unusual features of long-term leases, property titles, trustee

restrictions and responsibilities, escalator cla uses, and other aspects

.

of real propefty ownership which cannot be handled all at once. Thetw

practical significance @figugh-glemerrts calls for special study with, of

course, care to prevent biased and unbalanced conclusions..
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. For the most part, the tax-revisiohs'will not themselves-lead s -&e
to changes in local government expendltures, more spec1f1cally to L }qﬁrf#/w&wg
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T /JM—M@M“Q‘M}"}“ Y “‘wﬂ V. o8 L 4—([\ et i

%\,N““;xmuaiyethe transition to land value taxatlon,}ylll no:alter the Federal» 4&&4@43r%;,wwwwf
e -4 i 7
,{,‘ wzl PO U LA Vv

TN

/’(/{.LO

franchises, banks, and other types of property now receiving special

o
or state 1ncome‘tax treatment of rea’ es+atc b»ag»ﬁ-a-—ud(ﬁillﬁwf - '
. 2t é»{'_»\.tL( Ut @ \ﬁ { £t ‘ / ,.‘, L. ) P £ Ll (ﬂ‘l/d/'&-—c‘/(‘[ g’4 ’(,‘/’ﬂi'f".m’.) e

I do not intend to deal with problems of changlng the taxation (,m14»«~( ot
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of person 0 . . s . . ey s,k Lo ([
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treatment. The concern here will concentrate on urban conditions with | . .ecwrs®
- ) - 1 - o

little explicit attention to the special problemsrof agriculture except - /v

Wn the urban grlnge. Little will be said about the—prnbiems-ef exemptidns -
: )Q’ e

hew pressures tc qualify land for exemption.

ané-probab i
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Generally, but by no means exclusively, state government
Part101paulon wil l be required for success. A considerable amount of

state leadershlp can contmbute, not onlv in the necessary rev1s1on

- of laws but alsc in carrying out parts of the program.

Difference in Tax Rates as a Source of Problems: Distinguishing Land

from Improvemcnts

<F

From»the beginning of the trgéition, the tax rate on land
.ﬁéﬁld be higher than just before and tﬁe rate on improveﬁents lower,
evéh'if not zéro, The divergence could soon become very lérge,’two
or three hundrédvpercent. Then we should expect most of the diffi;‘
culties ﬁhicﬁvariSé from both (1) high tax rates énd (2) large
gifigrences:in rates.” - |

Owners would have incentives, not only as at present to
-keep'thgvtqtal assessment low. They woula also have inducements to

keep the assessment on land low by trying toAalter the proportions 

;of.tﬁe total. One could expecf taxpayers to éearch fof evidencé tﬁatj7
the land value portion of the whole is "low" rather than‘"high.".‘A"'
hew bias would plague the assessment p“ocess. Owners' interests
would lie in 1nterpret1ng the eveidence of sales oy ofher transactlons‘
to show more for the 1mprovements, and less for ihe land, portion of‘
the\total. " The seller, of course, would havé less reason than the k
buyer to try to influence the division but mighf be willingvto help
keep tax i%w. Therefore the problems of the assessor would not be

‘ s;mpllfled qulte so much as might appear at flrst sight. ingenious

methods of devising and rearranglng real eqtate contracts mlght present

new legal challenges with results differing from state to state.
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Use of z base other than value, such as taxes based on

» . K3 . > 4R el -
arca or distance to cover costs of certain facilities, as ¢ suggested

earlier, Enniﬁahigdtt&adjhwv»Vmu1d reduee the need for large. differences
. 't ¥ o 3N
in rates om land and buildingf values. The assessment problem being

discussed here would be simplified, perhaps materially,
&

i
Thevdifference in tax rates (one{%g;haps eventually being
zero) enhances the importance of issues discussed by Professor Vickrey. -
The law instituting land value taxation should certainly try to make as
explicit as possible juét what tangible and intangible elements are to

be included in the land tax base. Let us assume that the general goal -

is to tax on values created by nature and the community, not on the -

individual's own expenditure of capital and effort. Zoning permissions,
the freatmeqt of air rights, easements, and other intangibles demand
éttention. . Plans should explicitiy inélude provisions for dealing with
the -somewhat more tangible elemehts embodied in land, éuch'aé clearing, -
grading, fill, drainage,-landscéping, sewers, and other preparations‘for

use. Past investments of this type must be included. In principle,

however, such improvements embodied in land - capital investment no less
than structures rising above -- should be treated as are buildings..

Certainly as regards the future, if tax laws discourage one kind of
investment (improvements in land) as against others (buildings), flows

of new capital»willbnot lead to the most productive allocation of



‘resources. Incentives will be distorted. The most creative and effi~,
3 + ) * ' ‘ |

clent use of land cannot result if the outlays making land more usable

are to be taxed on the same basis as the “original and indestructible"

qualities. What about streets and other investments of a group or

1 | -y g g 5 »
corporatelyi nature for which the owner makes some contribubion--
projects of local govermments (including swecial districts) for which
omners have pald in special assessments? The most rational and practical
| » ? T al
solution %x is open to som bat T ist v
pen to some debate., A tax based on distance or area, as

“for water ICT ther such Taeildd I e »

atery sewer, and other such facilitvies, would werizinly not be

appropriately added to the owner's base.

The éttempt is made in parts of Australia and New Zéaland to
base thé tax én unimpro&ed value of lana, fhe worth today of land as it
éxisted in its natural state. Résults of estimating today's value of
somethihg which does not exist and has not tradéd for decades; must

/.

éomeéimes be wide of the mark in percentage terms; the absolute amounts
‘of tax resulting from any error are imﬁossible to estimate but will‘not
be large in many cases.2 Use of pure value in the original state would
not néw be feasible in'fhe United Sfates.» The data we haye_for land
vaiues include elements of past investments in the plot. For the future,

hoWever, owners could be permitted to record outlays on the land and -

have them treated as are buildings.3

The change-over itself would alter relations among values and

thus introduce disturbances which would complicate matters for a tiﬁe.
Some shifts of relative prices whiéh-where in the tfansifion can be pre-
dicted as to nature but not amount. The tax change would tend to reduce
thevprices of land while raising the worth of structures.l

FOP the Fipgt «.emmmmmmmm S
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communities the inward Flow of new capital would expand and in doing so
would offset some of the initial effects of the tax chénges. This rise
in supply, financing a higher rate of new construction, wduld tend to
keep the values of structures from going up as much might be expected.

What about land? The outlook is not so clear. Initially, a
doubling or tripling of the rate of tax on land would reduce market
prices. But vhere theﬁiow of capital for new.building grows larger,

5

the demand for land will rise, offsetting some (or all) of the initial,

depressing, effects of the higher tax.

‘Established methods of ¥aluation include those for distinguishing.

between land and improvements. Wouldd these methods continue to serve,
and servé adequately, for the new needs? The specialists participating
in this conference are optimistic. The transitional problems, however,
might for a time strain the best of organizations by injecting a host of

essentially short-term deviationgfrom the recent past and tax-reduced

Fluctuations among property values.. Since owners would often be criti-

cal of the results of the assessor's work and would have incentives to

bias the allocation of the total value between land and improvements,

extra provisions for skilled and expeditious assessment and review ought

to be provided -- temporary expansion of staff, use of outside appraisers,

and special appeals bodies (including quick access to the judicial_aufhor—

ities who will cerainly have something to say about the general guiding

‘ principles).u " The cycle of assessment ought to be shorter during the

tr%31tlon than will be tolerable after settling down. Conceivably, land
Vel
values could be reexamined and adjusted much more freq%gently than in the
. . = ‘

past. Use of computers cculd be planned to assist in shortening the

assessment cycle.



(Minor) Possible Transition Aids

Some communities could act now. Bringing assessments into

‘line with the spirit and the letter of today's law could be an important

first move in some localities. Where land is now undervalued relative
to structureé, there exists an opportunify g%’mov§%g‘in the direction
of lend value»taxatipn’by dding what current law calls for.® Getting
land valuations_fﬁlly in line with market values (adjusted for "normal
underassesSment).wéuld do more than raise the portién of present tax
based én land. Tﬁe'actioh would force careful study of r:lative values
and thus>provide é better basis for more extensive change later.
Carrying cases thbough the appeals and the judicial process would a;so
improve the basis for more sweeping change. The‘case for implémenting
this proposal is highly persuasive. State gé??ernment initiative
might make an impdrtant contribution.

Another transition possibility would be-té confine resort

. o o .
for all increases in revenue to lagéjf;hile assigning reductions wherever
they can be enjoyed to the rates of tax on improvements.— Thus, the tax
rate on structures would be f;ozen or move downward, while that on land

would go up as the needs for revenue required.

My reactions to this latter proposal are mixed. Such a rule

~.

~ might seem to invite an increase in expenditures and thereby revenues by

emphasizing the use of a "good" tax -- the.argument that the'tax,on land
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would be somewhat burdensomeless (using that {erm loosely); pérhaps my

“misgivings are unfounded and restraints on the unwise growth of spending

.may'be‘adequafe. But in communities.where‘expénditure increases do call
for higher tax rates, concentrating on the land portion has merit in_
itseif and ought to help as a startor toward site value taxation.
Generally, howeQer, the effectiveness of this 'change as an aid in
achieving the broader;objectives would probably be slight because the

magnitudes involved, i.e., the differences in the two rates, would not

be large. And the absolute tax rate on building could remain high.

A more extensive possibility, and one with bo;h attractions

AR AR 2 eond el lileened D
and problems, would be to exempt new bu13d1ng°'—— entlrely,'partlally, . o
‘!? /\ \, /.u“ p\\al V'i"” C[,., :", l,;{\‘/ (W A u’e.w«m[\/ )

‘permanently, or temporarily. Or a new bulldlng'cou‘d bé taxed ‘on the

vilue of whatever it Peplaced. Provisions largely exempting new bulldings
of certain types have been made for various purposes. The obvious
‘- . ) . K‘ .
general goal is to encourage new construction. As compromise measure
BN
this has some appeal. It would, of course, moderate and delay the rise

in the pate of tax on land. Except in very new communities, many. years

would be required to come close to the full result of exempting improvements.

. . - . ™ . Ty ] .
Owners of older buildings might prop:erly complain about discrimination.
The pressures to limit exemption to certain types of properties, such

as lov income housing, might well distort the actual results. And the.

~effects on relative land values would complicate valuation as land suitable

for new buildings would gain somewhat in relative worth.
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Homestead, Veteran, and Other Lxemptions

Transition to site value taxation might include as part of the change

~ the abolitioﬁ of homestead, veteran, accd and, other special exemptions,
. /' ﬁvc“-"" 4
‘including those for industrial Jocaé tion. {Much as some of us who Cl"l'thlze

: such exemptlons may wish to see them ellmlnated or very oubstantaally
/

{/(_\c/,l “‘3—

modlfled and rationalized, theg preyent issues vhlch{Ought to cxamlned

of

bseparately from»site value taxation. As a practical matter we should

recopgnize that the fortes which broyght them ﬁbout are likely to contxnuej
,Jé,ﬂ ’ SRR, S A«~tv(»f“ Acet il S :
~apd] must be taken 1nuo account { in estdbllshlng land value taxation.
i Al L”U/fw {tihe é"u \‘\»'/‘" in At j{‘( Q/M/'K’ C/L! £ (}. )
-¥he~§?0§3cm«¥J,the/exemptlon iganto attach to lapd or to improvements
\p’{/'/,}//‘_Lr’/éM)// L S
(or concelvably\some divisiewy?  The difference would be great, If

¢

assigned to the house or other structure, the exemption would lose value

as the tax rate went -down and would disappear if improvements were untaxeé

completely. However, as long as some tax on buildings remain®’, the tax-saving
advantage could be maintained by enlarging the dollar size of the exemption.

In principle, no serious difficulties would seem to arisej but clerical

L3
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work would be required (easily done with computers) and frictions might
g/ : L,{‘j(t’ _—
occasionally be troublesome, e.g.,3timing of sale, /taxpayer understandlng.

If the exemption were assigned to the land, the dollar value would
rise with the increase in tax rate. Benefits'greater than originally
intended would then result., To stabilize the dollar value of the tax

. P RN
saving, a reduction in the dollar amdﬁnt(ﬁaulahﬁé needed, Thus, an

exémption of SQ,OOO when the rate of tax was 2 percent would be cut to

- $667 if the tax rate rose to 6 percent. The clerical wérk, as in the other
case, ought not to be a determining consideratiqn. Somewhat more difficult
might be getting the taxpayers to accept such a change, my concern oﬁ this
point is not that homeowners could not see the loglc of scallng down the

Tl

exemption but that they would try to prevent the €ht§ﬂjﬂﬂ$é”tﬁLq ”gln more
» Y y P g

~ for themselves. There is no need to get hung up on tihis matter. There is



Industrial exemptions are of many types and’ goveﬂﬁid by a variety
L . ﬁ/.u‘wc 7 ;/(/’ it A (,f .
of contracts and agreements, The pglile{ are respon81bie businesses w1th

which one can assume that negotiations on a rational basis will usually

be possible. The goal should depend upon the longer-run objectlves. To
. Amaand ft{’d[h«
the extent that algollar amount of t?x advantage is the (god13 there may
,’bh. AL et
seem to be no great dlfference{(assumlng that enough tax would otherwise

remain on buildings tg permit the result). The incentive effects, howeveg
could differ,

Woula’avveteran, industrial, or homestead exemption attaching to‘the
.land be capitélized in land price? If so, would not present (or original)
holders get all the bencflt so that over time future owners would receive

/{/; CO R SN //-_ " ’\, ?,,\.\)
no- benefltgbecauso they would have to pay a price higher by the WOrth of

B s

L
the exemption? I think not. The typiced e?emptxon 6; this group,. ls‘ _ f
i

personal, being an incident to the condition or status of the owner,

Exemption does not go with the land upon sale.
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Federal Government Leadership: Inducement or Compulsion from. Washington

Federal action -could have a big impact in getting the changes
started. Congress could exert powerful influence, not only in speeding

acceptance of the principle in general but also on details.

One or more grant-in-aid programs (now totallingiover $21
biilioﬁ a year} might ﬁé tied to the response of state-local governments
in moving to land taxation. The dollar acount of aids made contingent
could be so large that in fact no choice remained to reject the offer.
Or as with the establishing of unembloyment inéurance in-the 1930's,

a tax credit could be made so attractive as to compel state compliance;'
20 or some other pefcent of land tax might be allowed as credit against 
incbme tax if there were no tax on buildiﬂgs. If some kina of Federal™

revenue sharing comeés into effect, it might be made contingent on

. . ‘ V ¢ . [3 . . .
adoption of land value taxation. Or pwoperty tax deductzbility in computing

taxéble incéme might be restricted to the portion on land alone. Other
. possibilities c0uld‘certainly be suggested for analysiég. In fact,
anything that would be worth serious consideration would need to be muchv
more developed than the sketchi@g/indications here.

Federal influeﬁce offers the prospect of quickvreéults ona .-
large_scalé.i Does not this method seem tempting? Despite the attfactions,
.we can all think of difficulties in implementing any such suggesfion, aﬁd‘
suprises would add to the list. The practical feasibility of using

Federal
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pressures to‘aiter a major, established featﬁre of staté—lbcai gov-
- ernment -- the property tax -- will be vastly d;fferent from elther the
‘ ;Z ° C;/
1nducement“ force of most grant programs o establlshlnv an entlrely
new system, such as unemployment insurance in the 1930's. The property
tax has a long history. It is governe »d by provisions of state consti-
tutions; they‘differ in many ways, including the difficulty of change.
For thesé and other reasons "a'" nationwide plan to be‘imple4‘
mentéd with forceful f;bulse from the center would require careful, Q
_detalled plannln g of a nature and scope vastly different from anythlng
in past experience. Some of us do not enthuse over the prOSpeci of .
Federal near-compulsion on states and localities. The notion, in
principle, seems to deny the range and depth of the diversity, the
creativiy of freedom, and the fallibility of man (e%en ﬁhen legitimately‘
holding power on the Potomac). In land taﬁation,’however; the pos$i—
‘ biiity may dééerve more sympathetic attention than in somé others.b éuch
would bémthé case if Federally raised fundé are to be used for local
' purposes which are closely tied to land use. In fact, without some.
precautions not yet in evidence, too much of special aid for housing or.
urban revewal or other such programs can be "lost" as a contributor
toward achieving the general objectives because.it'will be capitalized
into higher land prices, for example on‘neighﬁoring properties. Later
. projects become more costly when one or more have madé an area less bad.
~If Federal (national government) concern and inﬁolvemeﬁt are
great enough to lead to expenditures for urban revewal, or for bther, 

programs vho se ddentification and resulis are sufficiently local to influence 1andu

©prd ces, thc\n bV Tthe samc token the Federal interest is direct enough to warrant actior
on land values,
. Greater relisnce upon dis tonce- or arca-related cht_4os~ow tqyou in
partial replacement of value-based levies as well as site value

(e
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taxatlongofferé enough of&possibility to yarrant serious concern;
revenue effects of direct or indirect Federal aids (benefits mostly)

would not necessarily go to local government (or local taxpayers),

but they might. If improvement in the stock of housing is to approxi-

“mate the goal articulated in Federal legislation -- 26 million new

units in 10 years -- untaging new building may seem important enough‘
to override many objections. Perhaps some sweetener for states would be
desirable -~ but Uncle Sam does not have unlimited resources. Note that
what would be involved is Federal pressure to\get states and localities
to raise revenue in different ways, not to give them more. The impli=
cations of trying to userFederal compulsion on stéteé to modify property
taxatioﬁ are so complex and go so deeply into fundamentals of our insti-
tutuions that much more exploration is required.

: Lesg sweeping accommodations c?ué'give éssistance. Helpful

. p
P d g

adaptations of the income tax and/perhaps the estate tax could un-
doubtedly be devised, some perhaps generally strengthening the Federal
tax structure. - But conflicts would arise. One resibility to assist

in bringing underutilized land on the market would be a "roll over'" for

purposes of taxing Capital gains (as granted homeowners under certain
conditions), weakening the "iock in" effect. What is apparently the
present practice of often using property tax assessments as a starting

point in computing depre01atlonﬁor income tax purposes creates something
. { ‘ :
of an incentive for assessors to bend toward a division of the whole _l-i.r

higher improvement and lower land value than otherwisg.A Alternation
of this practice could be made by administrative action without need
for actiog By Congress. The income tax treatment of demolition expense
might be revised td help achieve the objectives of shift to land value
taxation. Tﬁe allowance of special assessments as a tax dedugtion

would'enourage their-use. Other technical tax provisions bear upon the
5 7
AL 4l {(/ 5 . .

real estate{ﬁse but in ways which I cannot attempt to integrate here.
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Site valve taxation can become a reality only after a tre-

mendoué‘amount of public education. Vo{ers and pfoperty ownefs, reai
estate brokers aﬁd operators, legiélatoré‘and-aidermeq%,aprofessors and
teacheré; taxpayer organizations and builders, ali these and other
groups will play a.role. Two more are of special importance --
(1) assessors ana others who are close to real estate operations and
(2) judges ahd others in the review process.

The goal in efforts direcfed toward assessors would not be to
infuse them with'ﬁissiona%y zeal or to attempt to make them in any sense

‘originators of policy rather than administrators. Nevertheless, the

assessor works within margins for the use of discretion and judgment.
He will carry out.g%icies best if he uﬁ%rstands well the rationalé for
them.  Moreover, assessors will sometimes have an important role in
dealing with owners, of explaining and ipterpreting. The more fully that
‘assessors know the principles which underlie what is being attempted,
the greater fhe'éuccesses to be realized.

Infor&al appeals and formal litigation.must be expected to
arise from the sh%ft. They caﬁ have cruéﬁal effect ih setting prededents
whose effects extend far beyond the particular casesradjudicat?d. And

, : 2 /
decades of accumulated cases will need to be somewhat supervisgds

Therefore, the education of judges calls for spécial attention. But
how? Sensitive matters of propriety will require delicate and careful

preparation.7 (Perhaps drafis of possible amicus curiae briefs could .

be commissioned.) No single kind of effort‘can meet all needs.
Mortgage lenders and officers of financial institutions'in

. géneral will have a direct interest. The security of some outstandihg

loans may seem to be affected. The futurevwill certainly be different.

Their cddéel should.probably be sought and their understanding made as

clear as possible.
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Preparing public opinion will involve two distihguishable
stages‘.8 The firSt will be that which leads to change in the law,
the second,’getting operations under way. My own experience in
trying to explain land value taxation to the "non-converted" leaves
no doubt that the obstacles can be discouraging. How, for example,
can one convéy the idea thét the higher the tax on land the lower

¥
the price and therefore interest costs if one borrows to buy?
Hﬁw qﬁ% the pubiic get a true appreciation of the significance of
“the différence between land and other types of property?

The temptation to exaggerate, to oversell and oversimplify;
will prébably be well-nigh irfesistible. " The enthusiast for anything
can be expected to’emphasize the prospéctive merits and to go light
in describing defects and limitations. The history of the Single
Tax has had more than a healthy share of éver—enthusiasm. Yet
even the highly optimistic hopes held out by zealcts failed to
convince enough voters to‘swing the balance of o?inion. What will
be most effective now?

| Competing for -attention in the.world_around will tempt =--

or force? -- one to strain the bonds of scholarly accuracy. Presen-

tations limited to what can be proved without reasonablle question will

in manv respects be unexciting and ¢ not dr uutlc ally appealing, In other
respocus rore depth of anelysis will be regulred than all but a few of the public
are prepared to pursue. (Th OLO”lC of shifting a portioan of the burden from a

Vaﬁue—basodklevy to one relqtoq to differential cost of providing certain public

cepital facilities would seen to rne potentially less difficult to exnlain‘than

)
say, mbachnsdrrchtominor shifting rmich welght on buildings to land,)

"Salesnanship™ mist be c0h|'dhnL and susteaine

o,

~-ond full of bright, attractive

prospects, RalSlng GXﬁCCUatloﬂu above heights



that are realizable can seem to help in getting support,
bu? exaggeration can damage the likelihood of succes 's

. _ W
over the years. The program can be discredited by fail-
ing to yleld the results which ﬁeople were led to‘expect.
Yet vigorous efforts utilizihg optimiétic hopes may be
needed to get the supporﬁ required for a chanéé s0 major
~as this. 5

Apparently extravagant "promises" can sometimes

be justified. A slight change' can tigé balance. Results
are occasionally far, far greater than the size of the
new force relative to the whole which has moved. Marginal
ihfluences, as economlsts emphasize, can work great things
in spme sets of cilrcumstances bu?Lgherefo;Eijhave im-

Pl S

perceptible effects in others.{,Advance judgments have
a-large element of uncertainty. Such doubts are
'espebially troubling when the lssues embody very cOm?lex
forces of widely disparate nature - asg is so manifestly
true for realbestate, cities, and government finance;
The shift to land value taxation would not be  a

minor change, even though to some observers it might seem -

s0. As a marginal force it could be large EKREEH TR

~, S g

B

énough to /&gt in process varioué movements of still
greater size than its own magnltude would suggest.

The enthusiast's wild and apparently irreéﬁponsible

‘ [y i )
predictions may become reality. One cannot be certain,
one way or anotheraégut as neted later, reasl resources
can seﬁ 1imits whose sobgring implidations déserve
explicit recognition. |

The proponénts of land value taxation whose Views
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;mfknow, ihcluding the professidnal'enonomists, emphasize}
éome\nab different weightings in the pa¢kage of desirable
resulcs. No one can speak for all of the others about
the relative importance of these effects. And we are all

' hampered by doubts about magnitudes. Will a change whose
nature and direction seem clear be 2 X or 1L X? Ovér‘whét‘
peridd of time? -

By qwaiiilcatlon do not extend into thé realms of
public re1a01ons and advert ‘;ng. I do wish to record

a conviction that the many aspects cof the task are worthy

of expert attention, that lasting success requlres a

SOllQ bas¢s of fact and analysis, not merely the rhetoric
of enthusiastic Upporué;}s. The job must be a continuing
one if ohly because of the hold of tradition.’
| Pre<vwab1y some 1oca1loles will éve ahcad of others.

Perhaps unmistakable successes will be recorded. Perhans
~shnlstalable—gueees u@%“W&&l&bﬁ@ﬁ@@@?@@@% Perhaps there ﬁ
will be results S0 clearly pfégressive, S0 demonstrably
degirable, that they will ease immensely the job of
further pefsuasion‘and education. Eut we cannot count
_upon such.early assistance, especially if we respeét
canons bf professional responsibility. TFor one thing,
the total results from the shift we are consldering will
hardly appear in the short run of twp or three years, and
some of the most importaﬁt will by their very nature
require many years to develop. The conséouences'which
do occur will be mlxed with others, both as cause and

effect, and in ways which even the most advanced of



niﬁi" léf-
statistiéal techniques_cannoﬁ aiways disentangle;9
- The scholar*s standards of:proof may not pérmit gimple
and clearcutbconOIUSions about causal respOnsibilities.
‘Préparing a "salable" program under such conditions may
not be easy. Hopefully; of course, positive respoﬁses
which are striéing enough td bcrconvincihg wi}l appear
early. But some of the best may take years to work
- out fully. *
In a country with as many owneroccupants as ours}

an influential group of voters will be sensitive to
3 ,
Vs )

prospective chggges in tax burdens. . For most gomef:‘
owners the initial differences in tax would probably
not_be 1arge.: But evén unjustified fears can spark_
responses which will nbt‘be hélpful. %%;ethought abouﬁ
the educatioﬁal aspects deserves much atténtion. The

case isstrong - but not self-evident.

Not an Income Tax

One obstacle to be overcome in a program of public
education will be a feeling -- often latent and of

unknown influence -- that this tax ( or any big tax)

should be structured and Jjudged and admianistered accdfdiﬁg[,;u

to criteria appliéable to an income tax, that ideally:
any tax should imposé‘graduated ( instead of proportional)
burdené. Many persons do seem_to feel thaﬁ any tax
'(ofgappreciable size) should be reiated to income or
determined in some way by it. and by ”income“‘they mean
more or less the actd%gl casﬁ income as,distinguished

- from income viewed as the accrual of economic power

(which can include unrealized increment in value).
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Vacant land or land the t is gros undoruuijn red will bring 1ittle

inc&ﬁe relative to its potential.
Assessors will be subject to pressure, perhapg
subtie, to try to relate the property tax to current
. =
money income as contnmasted with what wodd be the

value if +the best use of the land were made. Some

popular support for this view can be expected. Yet

cash

the tax on land value finds its justificaiion in reasons rather different and

8.
rehovcd from bhoco of incone texation as ordinarily understood,

The term Yebllity to pay' V1Ll be used with only a vague notlion of tho

. R4 1.

meaning attached--or its roLatlon(oﬁ other terms

feeling

e e

property tax presents exceptional difficulties of evaluation on this score,
el I K e " Laa s . . . o
much of what we pay was canitalized in the price of land wvhen we or the
5 .‘}_? v . Y K K - . b oy e . .
bought it? How is the tex on business property really distyributed over
The benefit aspects bear directly on some issues-~variztions in service

one Communlty'or type of property to another--and differently from incomey tﬂﬁatibn,'

but in Ways sometimes overlooked.

important in our

about taxation, notably "justice" and "falrness! and "equity."

thinking . and

The

How

landlord
the public?

levels frow

Come'

3 -] K A " . a . :.(\
One aqvantage of greater use of a basis other than valve esi one relat&éﬁ

ey

to costs o

=

ought to be gener aliv underst ood

acre or per housing unity &
£
in others, then the arguments to g

Tavorable reception.,

The Urban Tringe: The Agedl Other Special Casés

Another somewhat relay
one source of difficulty ir
arise from land in transit

on current market value ca{@be guite out of line

educational challehge,
1getting acceptance, will

nal arcas. Taxes based

pfOVlQ]n“ faCW?ltweE,ls that bcnoklb and cost both have a 1ol10,;

el

d acccntea, If there are greater costs per



with(pigher tha@;the w;ﬂtn in existl ng use. Yet

the owner may be reluo5énb to convert to other use.

Perhaps he wants to hogg for poss sible rise in prlce

or to avold income tax‘.n capital gain or for sentimental

reasons or because XWX of inertia.

.§ZLOne purpose of the shift to the land value basis of
, v "

: ® ] :

taxation is to speed tfe transformation of land use

1n to closer conformi ﬁi5with market developments.

.

Owners should not, it5fs acgued flnd casy the with-

holding of a resource eated by nature, much of

]

whose value results Iifn COmMIHLtthnvOSLMCQUb. CA{¢£M;
e - £

//Relief and special corgideration for owners who HHIX

e ‘
wish to resist change gould r¥un counter to the broad
. : ('/

purpéses of getting l;{ ‘into the uses most consistent

e 9 /\ . )

reflected in current market
.

.

Wibh human preferencefizs
pricés. ‘

Yet some compromfgé'may be desirable as a matter.
of expediency. One ijblem may be lack of ligquidity;

an owner‘s net worth rise, ano %cwy con31aerably,

g
A
(“

X ,cash needed for convenLenL_
PN RS } (3,“(3

ovfgése ‘of borrowing Le=poy

J*thou yﬁlaing the X§
S (, .
apaym&" - Postponemén

Fax cone ﬁO‘mind.>§%ttg program for dealing with liquidity

needs can easily becfin
which the tax should §
£

needs cash year by yelf

Some older peoplf are already having difficulty

meeting rising proper pills out of & stable money

I

incomes. The move tofland value taxabion would help



hers. For the latter,| fJnanc1ng

’
hedx may be both humane and expe[fent -- within limits that are not

in some such cases and hurt in o

Bve effects of the plan.

Acceleration of the Upgrading off

Of absolutely prime ii;brtance will be the quality of

assessing -~ not only "in generaf@' but also as bearing upon land

1 s Ct e 24 2 . .
values in prticular.’ The need ;'&educatgg assessors about the reasons

A

for the change has been mentiond } Other papers in this volume deal

" with aspects of valuation. Spe%iing_the professionalizaﬁion of
assessment deservez public supp%fﬁ in any-case. The direcfions
of desirable change are general}i_kndwn even though they differ
somewhat from place to place.

.So far as concerns thf?training and integrity of personnel,
the complegéness of records, an??all of the other requirements for
first—élaés assgssménﬁ} some co¥funities make a good showing. Of
course, the men in change of ev?h the best staffs will point to

opportunities to do better but

#ich,for lack of funds, personnel, and
" other things they have not beenjable to exploif A4 i~ c:yg

e '," /‘M” E/.m »[ A r/ ( ({L :’

vy, however, assessment fac:Llltlos~

e s e e A e

For most of the count

leave much to be desired. ‘Getfw%g'topmnotch assessing does not seem

£
-\'
N

to me a prerequirnpsite for ”success" in shifting to site value
(W :

taxation. Improv1na en the pr ,ént system of property taxation does
not requlre ach1ev1ng the qual%”y of administration to which we

-aspirey In fact, easier admlnlstratlon is one bcncf:t

1




expected. Yet in the tJnsition moving from one set

J

of valuations to another will be upse’ ﬂg "~ Foresight

and speclal effort can help to anticipate and prepare
for meceting difficulties. New mistakes can create
new tenslons. Perhaps they will sometimes be harder
to tolerate than the results of present defects which

N,
are every bit s bad but to which adj ustment sk have

been made.
Accurate and complotc data on the terms of sdles,

leases, and other market events are requisltes for

efficilent assessing. Some states are far in the lead,

and others are serious laggards, in obtaining such

information. Procedures Rr assemblying and analyzing

suli data differ tremendously. One line of action to

facilitate transition, as well as to ObJaLﬂ good performance
permanently, is to identify the bo t mothods and to speed the
spreading of thelr adoption, OF direct importance are the prxim: principles,
forrulae, and other factors'ﬁore or less specially bearing on land
values such as dopth‘tabwos, allouvances for irregular shapes, corner
influonce,'and S0 on. A&optibn of any new basis other thén value,

such as distance or area, would reguire new procedures,

-3

Transfer 5f amperience from the "early mover!" commnities to those

making the shift later could undoubtedly be of valuable help in the transition,
Advence planning can help to facilitate the transmittal of the fruits of

KA

the learning process, TProfessionsl and commorcw“l orgemizations can both’

play a veluable role in suppleuenting the work of assessors,
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The First to Change

What will be the transition conditions in the
comnmunities which move first, those ahead of the
great majority? The changes observed will, of

course, come from a mixture XX of causes and

in an envirosment which has both similarities and

differences as compared with others at the same
. . , . 10 . .
time or in a later period. They will not
necessarily be duplicated in relative amount
for even in nature) in the communities which change

later. One great difficulty in forecasting the

results must come from doubt about how much of the shift

.

will have been discounted in advance., e.g., in the

flows of new investment funds. Speedy action in moving

P

to site value taxation may have allowed 1little time

to anticipate the change and to begin adjustment. But

in other cases there will be time. As the prospect
~ :

of a mikajor new departure grows more real,'investmenQX/

and land usgse declilsions will take it into account.

Land prices will tend to go down as the tax
increase gets capitalized. The amount of the drop
willl depend upon several factors--the size of tax relakive

vy, interest rates, the various

ovanCad )

to dincome from the prope
< s (3

da

anticipations. Land,(the

o

ar” predominant ( or exclusive)
portion of the tax base will drop in value. The drop

may create need for a higher tax rate eventually.



‘:{ v«aﬂ"
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Or will 1t? 1In many areas under assessment 1lg so great
. o
that very big increases in tax may not depress land
vélues below the assessment level. Relative prices
may change quite a bit but without Fiinging much (or

any) land prices to less than assessed values.

/

May noﬁowners of land dinsist on higher rents and

/ &

selling prices when the tax goes up? There will un-
doub¥tedly be some cases in which the tax increase EX

will lead an owner to bargalin more firmly and gc X

vbettﬂf terms than he would have obtained Ouh ise.

Results of this type, however, will be,exceptional -
unless more landowners are more easygoling and less anxious
to obfin good results than Irﬁelieve generally to be
the.case. E%calator clauses may permiﬁ some “hiftlng

of higher land tax to tenants for a time. Bubt again

such resuvlts will be exceptional.

“VWhere the tax raueu‘on (new) buildings go qown,

“the ‘communities wwll attract more cap1 than Obhefwj se.

After-tax yields from investment in scructures in thege

~areas will have become more attractive. A bigger fraction

~ g4 : n ) ‘. a e 2 ' 2
of the guntry's total flow of funds for new investment

will go to localities where the tax on new investment

has dropped. The land bears heavier tax but cannot

mové to areas where tax is less. But some of the

.

owners of land will be more aggressive in trying to

i L1 3 Nal -
develop it. They will thus add to the demand for

fubds for construction. They will pull in capital
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more decisively than if the impetus from higher land tax had not

" been injected into the situation.

As more capital seeks to be uéed here, rather in commu-
nities whicﬁ have not untaxed improvements, one result will be a
relatively larger demand for land (as well-as an increase in the
amount being offered for new uses). The demand may rise enough to

k]
O

keep land prices from falling (or even to raise the prices of some

parcels) despite the increase in the annual tax burden. The land

tax base, therefore, will not drop so much as would generally be

predicted. Such favorable movements of the tax base will ease’

transition. If structures remain in the base (to be taxed at a-
lovier rate); the high level of construétion willbmake things easier
for all.
;Tﬁe'physical characteristics of {hc locality wiil improve.
How much? One cannot say with confidence, but within a'few years the
net betterment might be large. (Limits on the availability of skille4  |

labor and.' other resources for construction will affect results

éven;when;mmneywéééﬁswratherlpiehtiful.) South;and;“Michigans;offérs"
inétructive indication of what can hHappen,. but calls for caution
because the conditions of time and place there have been to some”

extent unique. Recognizing the limitation, XH¥x¥ K¥¥ I see no -

reaSon‘to doubt the predictions of theéry. More junk would be

-replaced faster and with:bettervstfuctures. Sprawl would be counter-"

acted. More inténsive use of land would be expected. However,
¥ i ) . i

. to generalize for the economy as a whole (or even a state) from the




results whiph“are reasqﬁably to be expected in the first cases can

-

lead to effor%:as will be discpssed'latef. Overoptimism is a danger.
Ve musf}éuardﬂégainst exaggefaiing {he ease of transition problems,
ke.é., a larger inqrease in bﬁilding and drop in the tax rate on
iﬁprovehents than may be’feasible in the first two or three years.
| Another re@ult -- the diversion of new cépital from areas

whlch do not alter thelr property tax -- w1ll be w1do}y diffused

over the whole,econowy The people who are hurt only: a llttle and

'very 1nd1rectly muy noT reaszo that apythanp much has- happened

The adveroe effccts on those who fail to changg will not be 1dent1—

fiable, certalnly not until qu1te a large fractlon of the country

has made a shift, and perhaps not even then.

‘Probable Résults Through the Economy as Many Communities Change
‘When a large fraction of the wholé7country has miéde the

shift, conditions Call for‘%ﬁther diffefént'énalysis.- Different

e v;wqﬁvﬁsmwstafesﬂahd’loEalétieé“willgiofVCOHTEG5*fcilﬁﬁéﬁiff€féﬁf‘Eéﬁ@dulésﬁ*°*“f;:
ﬁ. ; Talking about the United States as a whole, therefore, cannot be
so truly general as the'spe;%king of it implies. One reasonable
assumption to begin with is;that the total demapd fér the use of
real property, though rising somewhat, will not change much. 1?
And short-run supply is relatively inelaétic, but nét;,of course,

completely so. Then fhe total of real estate.
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_ values, it seems to»me, should not'initially changevmuch.‘-But B

through the'capitalization process the value of land will decline

as higher tax reduces net yield: The prices of existing structures,

however, will tend to go up, for the tax cut will raise their net
§yield. Consequently, the first round'of'aéséssments after. the new
" tax rates had become effective would find differenf_relations of

IR : ] ' N PN v ‘
prices of land and buildings. Would this 'post-reform" reshuffling

of the prices of properties in the tax basé'theh‘makerit necésééry'i‘:“‘

to put still higher tax rates on land to get the same dollar revenue .

yield from,the”land?' Probably not @n'mést'locaiities, for the peason

indicated earlier -~ initialvunderassessment will have been ‘so deep
that market prices will not drop to their level. But many uncertainties

hamper generalization. .Lower rates on buildings, however, might

' e : : T e T » S
suffice to yild the proportion of total revenue. Obviously, the = .=

starfing;conditions‘and'the sizes of thérinititiéiisteps would have
Sﬂbsfantial effect on the sequeﬁée of fesultS.fn'

- What are realistic mégnitudgs? The relative:importance S

,{of‘true lan§vValuésvwilibdiffertfroﬁ’éne cowhunity to another.
‘Qufs'isiéhieﬁdlessly'varied éééﬁom&. lLand (inéiuding pésf‘pbi§a£¢ f 1~.- Q'
aﬁd governméntal.invesfment in éléaring,'dfainage,Agfadiﬁg;'6ther'

"préparatioﬁ for use, stfeets, sewers, an@.éo1on)'in‘most qommunitiééki

may be from one fourth to one half fothe'fOtal;,in'predominantly.,ﬂ_?

7

‘m} farm areas, of course land will ¢onstitﬁte-é-1arger”fraCtion.'1'
© The estimated average figure of 40 péroentﬂbf ?drdihary;real estate' -

, ; £ e S e T Lo
inthe report of the National Commission on Urban Affairs applies
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to ‘what OQght‘to_bé;ﬁ, Actuél-aéSessments appééf!fo aﬁerageﬁnearérgf_f
36 percent ;fitﬁe totéi.,?Professor Gaffﬁey'svpapér in’this Qoluﬁe :
iﬁdicateé fhat we 6ughf to think in terms of a higher figuré'than‘

the ”aroundlone third" used in my draft for the conferénce iF -

and ”if“vis importént,—a determihed‘effbfts afeiméde'béfofe the
chaﬁgeover to bringvland—to—buildiﬁg.éééeésment rétiés moée'nearl§.
into line with market reality.‘ He fiﬁds undépas§éssmént'of land to;‘;’

 belgreater than my curbstone guéééeé.

Where iand makes‘uﬁ one third of fotalvaSséssmeﬁté
(aﬁé ignoring the po;éibility of using a fofﬁ of fa# related to landi
but'notbitsvvalue), a tripling of the tax rate might sééﬁ enoﬁgh
’to implement a pure land value tax and get>as much revenue as at
“present. Such a rise would shafply‘reduce laﬁd'valués; iﬁ some
qasés ié éouid wipe out, or even excéedg the groés.income from .-
céftajn-paréels; De?ending on the amounf of'éfiginal.underassessment,
M'therefoﬁe, the tax base for the next périod ﬁight decline, requiriﬁég
  thén, pebhaps>a rate on land éf_four or five times that Unaer‘fhe‘ “
.earlief system. Clearly, preéision of prediction‘caﬁnot be expéctéd.‘

o ~’Whére.some feliancé:on taxing buildings rémains,‘the tax o
rate'on them can drop appreciabl? - easily ﬁy half or fwo thirdé;
- This part of the total pofential baéé'wilirgrbw somewhat bééause
of éépifalizatioﬁvof the worth of téé feductioﬁ;._Will'agtual
assessments really reflect the cbange?f_Conditioné will differ.
Im most apeas L@“M;MNMM.MW,W,w@mfwwwﬁ;;:,%;w;;w;tg;w‘” ; s .

¢ -
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-underassessment origina;ly ﬁill ﬁave been so grea£ fhat §alué” i
~changes duo to lower taxes will not necessarily raise assessments
.to levels whichihave beéome appropriaté. The opportunity will be
there. If égsessofs keep relative.éséeésments as beforé; the ‘building
portion will go up;

The real base will rise (certainly iﬁ the areas fgrst to
change)ubeéause of the stimulus to new construction. The tax rate
on buildings can.go down again. If laﬁd rents (inéomé, yiélds;
of ﬁroducté) are being capitalizéd ét 6 percent of net ihcomev
(after tax) éﬁd the current tax is 3 pefcent of full market value,
-then a tripling of the land tax’(the maénitqde suggestedbeéflier)
would raise the amount payable by 6‘perceht of @roperty»value
(from 3 to 9 percent). Then no hef field wduld reméin. The‘
_salable Vélue.of_thé property woﬁld be very élight_iﬁdeed.‘:
_(Thisfis the type of situationvin whichfowners let .property Eﬁﬁﬁﬁg
>X§XXﬁK&§§ﬁxy Ygo for taxes;") This casé seems to me'td be_e§treme;-_
Reduction of assessment in response to such a big.drop invmérket”pricg
would ﬁﬁesumably lower the téé due, léave some: net yield, and restore
p&éitive value,

Let us look at anothér set of hypotﬁetical figufes.‘
) Assume that the tax rate before changéris‘&?Qbercenf of fuil
mérké% value and the rate ofvcapitalizétion is.é percent; a tripling
of tax to 6 percent, addingku peréent,-wbuld.cuf tﬁe éapital value in
. half; that is, 4 pefcént‘bf full-value is‘half of thevyield'when the
market préée has been at a lévél'£6 net 8 percent. Assume‘théf “ |

assessments had been at 40 percent of mirket price and the tax rate
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imppsed had been ) percen{. Then tripling the-tax rate to 15:
peréent would‘reSulf iﬁ a burden of 6 peroeﬁt on the originai’full 
value. The latter would drop by‘half, under the assumptions here‘;-
not enough to gd below the aésessment figﬁre..i2

For‘New York City, however, the sifuafion would be rafhér
differeﬂt. Excludlng the property of utlilties, land accounted for

(e 19656 T ay fonir amdamgneve e i fro B1 GG 4o blepons

$9.6 bllllon@ (The one thlpd fragtlon uged earller for thcv;ountry
_és a whole turns out to be rather cloée‘for Néw York City.)‘
Asseséments in New York City, especially in Manhattan with 43
percent of totalv(nonutility)_real estate aﬁd 52 percent of land
Qalue, are much nearer full value than thé figurescésed:inﬁmy
il;ustration above. °If the average is 72_percéht éthe 1968 rate
‘( as determined‘by N.Y. State Board of Equalization and Assessment),
 the takaaé'nearly 3.8 percent of full value. ”%%é 1969-70 ‘rate
will be ovef 4 percent.) Tripliné this to gef tﬁé full yield of
the'property tax from lénd”aiﬁne would ggg_abbut 7.5 pérceﬁt’of
,.fullvvlaue - g.very large améunt indeed, over $1 billion, fo go
: bn land_ana td come off of structures.

Let us assume the full valuéﬁof land to be $iﬁ:biilion;
applyiﬁg the 72 percent asseSsment_ratidﬂfé7$9{6.billion gives a
value of $13;3 billion, but to be conservative_fér.preseﬁt purposes
I use a somewhat lower assesshent average of.arbﬁnd 68 péréent.
To put ali of the $1 billion more of tax on:land'values alone would
reduce:lapd prices bykabout $10 billion if a 10 percent capitalization

. rate applied ~— assuming no partially offsetting rise in the demand for



land as a résult of the vaétly imprbved fax treatment of'étructrues.
But this iétter assumptign must be abahdoned as utterly unrealistic. ‘
If tﬁe betfef tax treatment of buildings were to offset half of the
depressing effect of the highér burden on land, $5 billion would -
still remain,.enough to drag'markét,Véluesrbf iaﬁd beléw assessments;b
They would certainly go down uhless New York courts drastically
altered their intefp;etations §f *thelm:;'i the'révenue,from the rate
Qf tax assumea (over 11 percent df full Value)‘wéuid then‘not be
adequate. At.a capitalization rate of 5 percent, but ignoring. the
favorable effects of untaxing buildings, the value of land‘(for
§rivate ownérs) would be less than zero in the absénce«of aésessméﬁt
reduction, which in turnswould make impossibie‘fhe raising 6f the
total revenue of théwpresent tax. Clearly,-one Qital element is
unknown -- the amount by which the reduction.ofrtax;on structures
Would add’ to the demand for land.l13

ALl through the anaiysis somé uncertainty about a point
Qf.importance will force resérvations about the éonclusiohé; The
tax relief 6h”improvements will tend t6 have some favdrable‘effects
on land pfices. The “ripeness”'of‘oldér areas 6f cities for-demolitién
and reﬁewal would be ofAsignifiCance, éspeciallybin,the short run.

" Such simple illustrations of magnitﬁdeé are exceedingly
crudét -Mbre relevant variables -ought to be taken into account in
- even préparatory exploration, for market forces would certainly
reflect them as one or another‘actual‘or potential buyer Qr seller.
‘considered them. ™  The new equilibria yieldiﬁg the revenue tofals.:

which the earlier tax would have produced will consist of different
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xix relations of tax rates (old to new and iand to structures)
from one place to another. As a guess, however, I suggest that

rateS»threebto four times as high on land as on structures might‘
be wofked out more or less effectively over a few years to approxi-
mate new equilibria. |

V Would it ﬁ; economically possible to put all of thé proerty

tax on (pure) land values? Prof. Gaffney's,paper concludes £hat
there would be enough land value. On fhe bsis of crudé aggregate
figures given in the footnote below, I incline to agree but wilth
the;caution that in some‘high tax éreas the base would perhaps be
inadequate even if society were willing to vote such extremes

of , in effect, a capital levy.
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A sfudy of_Bétﬁlehém, Penné&lvaﬁia,-éséeésmenfs for 1957
inc%udéd, among other things, cdmparisons of asseééments witﬁ sales

and with an appraisél of a samplé'of 50 properties. The authors found‘
land to be underassassed.by considerably mor‘éthan'improvements.16

Land was assessed at about 12 percent of appraised values and improvements
30 percent.. Diyergences of inequalitiés among properties were large.

A éhift to ‘land value taxation would have affected properties far from
uniformly. The existing tax averaged 1.1 percent of value as appraised
for the study. A land tax of 4.1 percent on values at . the time,‘as |
appraised, would.%ave‘brought the sameAyield, with‘very big increases

in tax on a shopping center, a golf course, and a plot of vacant land

 then being developed; conforming to expectations would have been large

declines on a new apartment house deveopment, ‘a plot with a large
:office building, one with a bottling‘plant; and a few others. If the
tax were half on laAd and half on iﬁpro?ements; a rate of'somewhatv
“over 1.7 percent would have been required. Thése estimates do mot
aftempt fé.judge what would result in.tﬂe form of market price-changes~
followmng the revision of tax relations, but ldnd prices would hardly
f?/ o few o l
‘have fallen{as low{és assessed values.
A recent study of a séleéte&'saﬁple of ?ropérfies in San
Bernardlno, Callfornla, was made by an economist who 1s al o a qualifie

appraiser. He had avallable the regular valuations made for taxation

- and albo some made by the Callfornla Department of vlghwayo and some

::made by the DlVlSlon of Sav1ngs and Loan of the State of Callfornla.17

~Land turned out to be nearly half of the real property base

vof thlS sample. Land in general was found to be more underassessed

than buildings; The exising system imposed an effective rate on land
of 1.7'percent,,whéreas for all improVeé property the rate was from.
2.2 to 2.3 percent. Exempting improvements'en{irely and doubling

the E?A/rate would have made the effectlve rate dbOut o% of full mérket
’)/ ,,/'!,: RS 'n{l

valué .at the time (but without any allowance for the depressing effect
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In order for an owner to break eveqﬁygké land had to account
for 45% of the total value and the improvement for 55%. The effects
on differenf properties wouldAhave been far irom uniform. TFor
exémple, 14 of fhe commercial and industriél pr%érties would have
paid higher taxes, and 11 would have paid less under the land
valie system. Propesties in transitional regions would have paid
more. . One fourth of the single family residences, 47 out of 182‘

"é&/ AT LA 0?7.’0"” Cplitn l“/)‘[@ IR NOEYY o & -/{m»?,

© would have paid an averageh?¢80ctlon of %169 Obviously, howmeownenrs
as a group would Lave benefitted. Fifty-nine vacant properties or
those improved with structures of insignificant value would have
been required to pay an average incfease of $42§.f Vacant land
accounted for the’magor increase in burden.

The author concludes, among other things, that most of
the, reoult usually H8MX predicted woﬁld come about. He concludes
that common beliefs concerning the replacement of real property

_ taﬁatlon would be capltala7ed into hﬁ)hcr land VulueS in tho neigh-
borhoods with higher ratios of improvements to the value of»sites.
There would be some substitution of improvements for land, that is,
land would be used more‘intensively.

For the country as a whole the best prospects would be in
the cgmmunities moving first and getting new capital on a scale that
boosts the demund For land substantially. As already indicated,
however, there would be cases in which, quite possibly, the gross
yield would_be'exhausted. Anything in this order of magnitude
would Have implications for land-ownership and management calling-for-—

Qand=pwnsrship-and-management calling for a kind of analysis which

Lrrggp »—wf‘/) (An

{
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I have not seen.18

Thé propriety of secking a complete.shift to site vélﬁe
taxation within a transition period of less than five years seems
to me questionable. (The "justifiable" length of the transition
woﬁld depend in part upon}the advance discussion and»anticipatidn.}
Most property owners would gain about as much from ending the tax
on structures as would be lost in land ﬁrices. The nﬁmber and éeriousness

&

of true hardship cases would be hard to estimate. How much allowance

ought to be made in fairness (and for other consideratiocons) for

advance notice, the "announcement effectff and owner use, or lack of

use, of land?

In this connection is there not something to be’said for
thinking of the property tax on structures as to some e%i;ent a
charge for governmént services based upon the ﬁsé.of buildings?
Benefit c?iferia related to. buildings may well héve an appropriate
and qonstructive role to play. Capifal, however, is not always
the mést-logical basis for a benefif‘tax. Some cost of échooling,
for example, might bé related to number of square feet (or other
measure of spéce) in a house or apartment, cost of fire protection
to type‘of struéture; garbage coilection to some other ﬁeaéure
based on the buillding but in ways other than by value.?® For the
moment, at least, I am inclined to doubt that shifting entirely the
use of property aé a tax base to- site value would be the optimum
= e v —.

T PO,
move in most U.S. citi
\.

LS | e . T L))
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The property with a fihé buiiding which uses land intensively
will probably end with a lower tax. The very best office buildings and
luxury apartments will often come off with less tax. A few extremé.casgs‘
éap’get publicity that can discredit a plan which by-and large produces
quite different results. In éhe short run, at ieast in most cases,

competition cannot be expected to pags'the benefit on to consumers.

Evén if long-~term 1dase provisions gi&'not prevent change quickly,
other factors exert influencé. For the years ahead 1t seems most
unlikely that excess capacity in the fine properties will be great
enough to force cwners to bargain doﬁnwérd as aggressively as would be
needed to get the téx savings reflected fully in rents. Time would be

| (i H ) i
‘ g‘ ' T Al ’;_;‘\ L¥
required to adjust suPPly. In the total scheme of thlnps, CaSeq \ m@%h

“y g

requiring several years for reagonably full ad]usiment mlght not
h

account fop much of the total. But a few could stand as symbols of

" unfairness.

£
Unfortunately, that a

will

not be the whole truth. Chanﬂes in property tax liakﬂlity'tond to be converted

into chan"os«> in C?nlbaW value, and e nng thov are not alueys easy to

: e,
\.—4 R

™
spot accurately, Owuners will shoulder dlffereﬂcos{L C LAt 853761 °“-00her
. A f('&;/
rerudbibsy which ame amount to ruch more than the chang O(Lo he particular

year; the owner 'gets" the capitalized value of these changes, good and

. ...t..}..

e

So far as land is concerned, the veriod of capitalization
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will be perpetuity; if the interest rate for capitalization is 8
percent, a permanent $1 annual change is now worth a capital sum.
-of $12.50 For structures the periods of capitalizatioﬁ will vary
tgﬁendously but will be shorter than ?erpetuity.21 At 8 percent
the present worth of a $1 annual change for 5 years -- and.a signi-
ficant adjustment of supply can sometimes occur in this length of
time ~-- is not $5 but $4; for 10 years it is $6.7. The capital
loss on land will be greater peo: dollar of tax increase than the
capitalized gain for a dollar ¢  =x reductién on structures.

More years are involved for la:

The owner of land an structures whose tax changes"
just offset each other will 1i° end with some net loss of capital
value unless the demand for hi:  roperty rises as a result of

changes in the fléws of new capital. The capital losses on land
through fhis process may not be evident except to expérts and perééns
close to real estate; when theréfis no sale undér conditions which
sﬁarply‘reveal the ""before and after;” the effects of the tax rise
on capital valué will hardly make the news. 1In contrast, the increase
in after-tax income for the owners of structures may be more out
in the open. Adequate comparison of the two changes can be difficult.
>Ineéﬁities will appear to be greater than they really are -- and
perhaps in différent directions.22

Positive and negative windfalls on the same property will
be équal:only by éccident. ' In some cases land and building afe under

the same ownership; but sometimes the:two will be in different hands,

and any offset will be. nonexistent. The ratios of building value to
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iand value will differ greatly. Owners of relatively new and highly
Ya;ued structures on land owned by someone else would benefit ﬁost;
such benefitsvmay be difficult to justify. The length of the prior
period of discussion of the possibility of shift to land value taxation
will have affected fhe prior adjustment. Uncertainty, however, will
have hampered somewhat the ability of men making investment decisions.

to take the actual change into &< wount. Incentive will have been in-
&

fluenced, but the net results wi- - be impossibly difficult to judge if
only because each case will dif. - from others. Provisions of law
to require '"pass through' of ta» :ianges to users other than owners,

even if constitutionally valid, would at best deal with only a portion
of the issues of equity and incentives.

Will windfall capital gains and losses be absorbed or
offset by Federal income tax? To some extent, but not very extensively.
- The rea%itites of income'taxatipn are such thét one must be very

e

cagé%ious in attributing appreciable weight to fhis possibility éf.
ne;;ralizing much of the effect of porperty tax changes on capital

. values.i For one thing, only a small minority of owners of property
will realizé‘gains or losses promptly.for income tax pqrposes. Tax
oh capifal‘gains can be postponed by délaying realization so that
fortunate owners can FPeep from paying for many years (or forever

by holdiﬁg till death because heirs>take over the property at the
stepped up value used for estate purposes). Realization éf losses
also lies at the option of the owner; he has reason to realize them
to offset.against.gains and also to the limited amount allowed

.
against other income.
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windfakl-pains? jfAs one locks at new structures of high value, fully occupied
at peak rentals, the possibilities of unmerited benefits can arouse concern.
(Yet the owners, in contrast to the group who were content to hold on to

old buildings, have provided new delllt1OS for .the u e of the community;
,-.5*>
Aurg 0
the people being hurt more than a little! would be those who have kept land
-]

away from its best use.) Llfe, of course, has more interrelations than most

of us appreciate intuitively. For example, the hope for such windfalls can
serve as an incentive device of considerable effectivénessé?'Beginning when
adoption of the plan seems to be a realistic possibility, the prospect of-
a juiéy tax cut for the owners of buildings would make riskm~takers more

willing to commit funds to construction. Persons consmder:ng new investment

[« Qe "
in buildings would have hope of -louer tax later and;tend to be more willing

to go ahead., .Whether soc1ety, applylng some criteria of ethics, "ought"
drvecd )
to utlllze such methods, mdy be debated but here is onefwhich would do

s gt
/',m, Liered Ligsen

scmething to stimulate -investment’ (Land prlces would ppobably take some

More capital would tend to move into communities where the prospect of lower
tax on bdildings seemedvreal‘g?éonditions would differ greatly from one
community to anbther, depending upon the degree of confidence in prospects,
goéd and bad, Fér this reason, among many, no generalization about the -
country as a whole can be of much help, except to say that deSlPe to beneflt

/‘
ALt .
from p0381ble cuts in 1ax on buildings wﬂll influence behavior in ways which

'

ALY

L”canxbenefit the community.

"The possibility of gains for owners of bulldnnos might help to mobilize

support for ‘the proposalf. Publicity to alert‘real estate owners;make;

proponents out of some who would otherwise'be_opPOSQd or lukewarm.
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Assessment Figures ds a Basis for Compensation in Government or Private
Acquisition.

Two felated, but by no means identical,.points noted in
this and the-nekt section, deserve more attention than I can give
them on thisvoccasiog.‘

One suggesfed means of improving the assessment prOéesé
has found less than a little favor in this country. Assessments
could be geared to someone's opportunity to acquirZi;nd the owner's
compulsion to se¢ll . land on terms other than a freely made

[ . . e el . e e
deision of both parties. Despite our instinctive dislike, almost

[N
repulsion, the possibility warrants more than instant rejection.
May there not be potential usefulness in some form of owner parti-

. . LR ’
~cipation in assessment with a tie to seome-form-of requirement for

offer of sale at a price related égEQalue for tax purposes? Govern-
ment right to purchase at assessed ?alue has been propesed many times
és a device to help improve assessing.

Owners might be given the right, or assigned the obli-
gation, to set)ﬁ or more probably‘to approve, the figures of Valug
to be used for purposes of property taxation. The degree of owner
ﬁartiéipétion could be limited to implicit endorsement of an assessment.
or more active involvement when he wishes. Government reservation
of the right to 5uy land at the valuation set by the owner could
provide a powerful saction -- acquisition for a "land bank" or in
~ condemnation cases. |

The lower the value for property tax,purpdses, the greater
the danger to the owner of beié@}reQuired to sell to government at

an uncomfortably low price. luch more extreme influence would exist



A
if-third partie; were allowed to buy at, say, 120 percent of the
aéSessment. Another conceivable rule might give any owner the fight
to demand government puréhase of tha»pr§perty at the assessment
or acceptance in meeting tax or amy other obligation’. The obstacles
to any such scheme are formidable. For example, when impfovements
on land are important, and such is true in most cases, the complexities
are far more serious than for land alone. Two neighboring plots

. L vatue. )« "'\A’zi«ﬁ/‘_( \,"”
a%eﬁe will rarely differ by muc?,”but with their structures the
totals can be very fzr apart. The practical problems of valuation
would be much beyond the competence of most owners.

No near-term use of such possiblities can be conceived.
For the frangfﬁtion this range of proposals.would be singularly
e

inappropriate bécause relative values would be changing and owners
would be at alserious practical disadvantage. The long practice of
large underassessment has created traditions and experience which
cannot be replaced soon. Ordinarily the property owner is illequippéd
to judéé tge value of his property. And rarely will local governments
have fﬁnds availiable for much acéuiéition of land. Nevertheless,

further study and discussion seem to me well worth undertaking.
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Governmental Acquisition

A governmental '“land bank" resting on the acquisition of

land in advance of need, Derhaps by many . yearej would make sense , .—
Cregagetoe e 1967 é"; Walls 2880 0 o] e, Ol snenedine baomy

in some cases o= lPA study/)/ Two aopectu or goals of

ﬂ)\‘*»‘j‘;: i

the proposals need to be distinguished. Cne is to get prospective

unearned increments. Another is to facilitate planning and execution
" of land use. P
For the latter, I should think, zoning can do muqh of the

job. The felative costs and advantages of zoning and ad?ance acqui-
sition require careful study beyond anything possible or appropriate
here. But prebaring for a transition to land valﬁe taxa%ion should
take account of any potential for advance acquisitionm. Forbexample,
might owners subject to large increases in lana qu be given oppor-
tunity to turn over land in payment (perhaps feceiviﬁg some cash)?
_Does not the hope for governmental capturing of unearned increments ﬂﬁﬁa%f
among other things, upon belief in ability to outguess the market?

To some extent it seems so to me. ‘But another basis could be favorable

financing (borrowing) opportunities.



Land Taxes and the Security of Debt

The transition to land value taxation would inciude chénges in
land prices which in some cases would be substantial--downward. For_l‘
purposes of the tax base, as I have indicated, the decline might not
get ﬁarket prices below assessments; for tax purposes, therefore, nm
serious troubles might well be infrequent.. But land valves serve
otherApurposes, ong of which deserves explicit attention in advance.

Land is security for debt. What counts in such cases is not the
phyéical nature of the land (which for present purposes we can consider
as being unchanged during the transition) but the pfice on the market.
A price decline reduces the security pfotecting the 1ender.

The great majority of cases would be essentially unaffected. The
value of land and structure would not change much during the transition.
In some cases, however, land prices might go down enough to impair
significantly the sccurity of the loan. Where debt and ownerShip are

highly ieveraced, a rather modest drop 1n}}he worth of land can

£tosagton "e((_f

e

materially affect a very large{arrangemeni Others may then feel
effects. The total of disruptions can be distressingly greater than

the 51ze of the initial impulse itself might lezd one to expect.

(Q,
Qﬂ&x&&ﬂx&&ﬁxﬁlEﬁﬂiL&QJb@ﬂﬁiﬁﬂDﬁuﬂﬂE& < Serious inguiry into the
Al
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possibilities and the probubmlltVGQ»requlref qpec:v.d.wed knowledge
and should, of course, be part of the preparations for a move to

land value taxation. Here once again, the significance would

be affected by the length of time spent in advance discussion and the
degree%of certainty about the prospects. Lenders would not all agree,
‘of course, but would scarcely igncre any chgnge so important if its

adeption seemed likely.



Local Monopoly: Rescurce Immobility

~ One troubling prospect arises ffom the existence in some communities
of groups with monopoly power, Unions in the building trades come to mind.
Will they not use the power growing out of their organization to absorb more
than a little Qf the benefitsbofnlower tax on new construction? The demand
for building labor will rise in localities where the tax rate on structureé
goes QOwn;' The normal&forces of the market will operate tokraise wage rates
and other prices associatedeith construction, Additionaily,‘"artificial"
resfrictions on entry to the craft and on output make supply in some areas
abnormally inelastic, Will not costs risé, {hus leading to higher prices

. than otherwise? The answer,ﬁyés”, seems clear -- but not the magnitudes,

Some monopolistic suppliers may be able to do very well for themselves

— [/rt{, '—wkg .

the long, run. (Note a contrast: The owners of another resources whose
supply is 1nelast1c~—land-—are under new pressure to put 1t to use,) For’
intermediate and longer-run periods the supply conditions for materials,
except possibly bricks and other préducts'with high transporf costs, prbbably
* have enough elasticity to keep-prices from fising a great deal as a result
éfvthé tax change. Similarly, as regards finance and intergst rates; though
market imperfections are not always negligible, competitién‘will generally
keep interest rates in various parts of the country in.iine with the underlying .
forces of deménd and supply éo that changes in demand among localities will
be met more by changes in the flows of funds than by lastlng%QQQQLEEes in prlcé
(the rate of interest).

For skilled labor, however; conditions éfé often quite.different.

€

Mobility is hampered, not only by the many costs of moving but also by controls

on entry to the trade and its union, Who knows how high labor costs may go

where the union is strong and demand seems likely to rise? Perhaps there is
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a ceiling, more or less, to the height‘of wage rétes in the building trades,
In some cities if may seem, wage rates are already so near the possible limit
that room for further rise is too small to be of great consequence. But I
have .doubts, éerious doubts. Unless I am wrong,'one characteristic of thé
transition w¢ll be larger 1ncreases in some wage costs than would otherwigse

come about.

o v R

- - - . . . - /‘ (;»’ . .
How much of tha beneficial effect:of, shift to site value taxation
. Pt ”

might in this way go for results other than more and better construction? FI

»

am not quallfled even to suggest thc ovders of magnitude. On-the-spot labor

constitutes frzﬁmntoumynﬁcpnt of ‘the total cost of new'bulldlng. If

projections of the results of untaxing buildingo are to be realis tlc, conditions

of the supply of skilled labor must certalnly be takeﬁ'into account, What
happcns-—good and bad--in one place or under one set of circumstances. can
differ greatly from the average economy, but more éo in the short-run fhah
permanently. Results which in.the transition may amply juétify‘the term
"distortions" will be vulnerable to the equalizing influences of market

» forces vhich link together; loosely but net iﬁ:%ffectively,vélements that
_sometlme¢ seem insulated from each other.

Yet the process of surmounting the bar“-.~>, natural and artifical,

encounters cbstacles, Most important, wage y—" in construction seem to

N
}

have no downward flexibility. At least there A" sppears no hope for

downward adjustment of wage costs (allowance Qﬁ«fﬂfmade for productivity
2 L <
‘\Qﬁ‘ ’
1wprovem°nLu) in those localities whebg\fa:lx: to shift to land value
taxation weakens the ability to compete for n.w capital and therefore where

the demand for new construction sags. Unemployment would be expected. Some

labor might move vather promptly o areas of rising demand. The softening
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of demand would tend to depress land prices but not, it seems to me,
by enough to offset the effects of wage rate increases in excess

of productivity advance.

Capital Availability

The greatly desired rebuilding of cities on a massive

scale, a huge extension and impﬁpyement of housing in communities
\

" large and small, these require vast amounts of capital. They call

for higher levels than recently of new investm@nts of suéh types.
Would shift to site value taxétion make reaiity out of visions of
fapid improvement in the quality of American cities and town?
Success would require capital flows much biggér than anything in

our experience. Yet for years this country has not let large

-amounts of (potential) capital remain "undeveloped" -- idle and

uninvestéd -- that is, savings wasfed or.fruétrated in "noninvestment." 2"
For the économy as a whle during a transition period,

would the shift to land valuevtaxéfion change by much the supply of

savings for new investment? A risc in the demand foryfﬁnds to

-finance'building'might lead to some increase in saving, but there is

no obvious reas§n why it should be more than slighﬁ. Recent (1969)

experience does not indicate that personal saving rises merely

~ because the demand for loans goes up sharply and stays high.

Are there other possible sources of more funds for building?
¢ Untaxing buildings would make investment conditions in
the United States more favorable relative to the rest of the world.

Therefore, less U.S. capital would go ebroad, and more foreign capital
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would come here, The magnitude as a percentage of the whole would probably

be very small -- hardly lg or even 5, percent as much as the $30 billion or

,/ e )

so spent per year on mew housing, But there mlght wedl be enough to cumulate

over the years to an appreciable improvement in the country's stock of housing

O-- . : . e
and other structures -*IPOSSlbl?)eVCn though by no means certan.n3 Aokt
A third means by which untaxing buildings might improve +the availability

of capital for real estate would be improvement in the competitive position
. R :

"of investment in building velative to machinery, inventory, and consumer goods.

Lowering the tax on structures would raise yields, thus increasing the relative

attractiveness of such investment. Moreover, the increase in tax on land by
(//) / /‘,'_ (R
lowering price reduces the amount of capltal needed for acqulthlon

of the annual cost will go to government in taxes and less in interest and
amortization to compensate the férmer owner.) What would be the magnitudes?
Diversion of even a small percentage of -the nearly $70 billion annually (1969

rate) of gross investment in producers' durable equipment would certainly

make a difference., Since even morc is spent on consumer durables, the

PSR E f - A /ﬁ_.‘j

potentialities here a“C”greatcr' removing or redu01ng the prOperty taxz o L

discrimination against housing as a form of consumption would alter spending

patterns somewhat,. I have no basis for-es tlmatlng the total amounts but

'&/4 4

feel reasonably sure that they would bersxgn}floant but not huge. #T”A fourth

source of additional capltal for new ronstructlon in a meaningful sense would

‘ e f”‘”"*

consist of more efficient use funds.25 Bt jiould appear because more new

b, .

investment would be made closer in to areas already developed. Compactness

[

reduces the need for capital to expand utility facilities--both governmentally

and privately supplied. Less outlay on street, water, gas, telephone, and other
A ’ '

such capacity is needed to provide a given amount of service per family. As

P
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less new investment is devoted to expanding coverage into new areas,
more funds become available for better and more intensivé development
Of}areas nearer in. A higher level of quality would be obtained.
Once again guessing about magnitudes must rest on data which are
J
all to?sketbhy for one to have much confidence in estimates:
Public utitlity plus state-local government spending on structures
' [ # & .
totalled nearly $63billion in 1969 (not including utility outlays
on equipment})' Rechanneling only a small percentage would finance
le.”

significant amounts of community improvement.

OTO recapitulate, capital availability for enlarging and

e, ' '

improving{physical facilities of American communities would increase

as a result of shifting to land value taxation. The amount from all

-
sources combined could be large enough to make dreams part{fally

o Mmfd e e :
self—fulfilllnghﬂﬂmo% mammoth but far from insignificant relative

to the other magnitudes.

Nonmarket Guidance and Control

The tax changes which we ére considering would alter the
relative weights of market forces and in some cases their direction.
People in their real estate dealings would act differently. For
the most part the changes in actions would rest upon An improvement
in the mix of criteria taken into accouq:}._ Considerations which
in a real sense are irrelevant to the outcome of a deéision would
carry less weight in making it. Today, for example, the decision
about when, how, and how much to improve a building will also influence

the amount which one must pay for government (taxes) even when the

y

costs of government will not be changed ons iota by the decision. L{/f-%0

}
ﬁn fact, true relevance would exert greater influence, For example,
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the relative governmental costs of intensive and extensive land use

(,ad

2t in the making of prlvate decisions.

greater positive.ﬁd’
The forces of the market with their vast, pervasive, flexible,
yet also oten‘obscured, implementation of human wishes would have
greater scope to work more efficiently. The indifcct (and 1argely‘
unintended) influence which government exerts through the céercion

of taxation would copflict less with the desires of the members of
e

. <
the community, thdl=is, gaxes would have less dcpre581ve effcct on e
/’I" : .«f Ct’v‘ cti oA e it (L«()’A AT

new investment in buildings, and the r1and oupo}v Would not chang %/EE;\,@uT'

preferences of the persons concerned and the alternativesbtruly open
for choicg}would more clearly and completely determine land use and
the flow of the new capital. Or would they? Land use requipes some
nonmarket guidance, e.g., zoning and plannlno, to serve man best.

Such supplements to the market have vcry great potentials for both

“thie .
. good and bad., During a tran51tvonhba31c conditions and alternatives
e, -
would change. And anythlng vhich alters appre01ably/condltlons of the

y (Ll (/(,/

market(éffectyfp Jand use will call for reexamlnatlon of preexisting
governmental cpntrols——and prémptly. New COnditions-of.préperty
taéation can alter profoundly the balance of forces which had been-
preyailing. Owners of many parcels will :;;g a significantly different
mix of factors affecting the choice to be made about the use. of parti-
cular\plots. Some responses to new conditions will be both quick and
large.,

In the very nature of things the prior zoning could not have

taken the new conditions into account, or not so fully as with the

appearance of the added pressure to bfinq underutilized land into more

intensive development. The change may lead to haste which does not
require, or even permit, full recognition of the new conditions.

. . .

Fears about bad results can be justified. Important framework changes --
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taxation of real estate -- can be made beforé tﬁe potentials of their

fuil effects have been apalyzed and communicated to those who act.
Community development can be “premature and immature."

Both thé space and the time aspects of real estate linkage extend

the significance of .eaelr individual decisiont, especially those

involving large investments in office, cémmebéial, transpoft,

indﬁstrial, utility,ggovernmental,Aand nonprofit (college, church,

hospital, artistic, etec.,) buildings. Actions exert influence over

_a long lifetime. Some wrong decisions may in practice seem almost

irreversible for many years; they commit capital ¢f such large totals
as tb rule out as a near-term possibility demolition for replacement.
A mistake in one place will affect the q%sghborhgod, pérhaps very
unfortunately. The cost and ill effects of one man's error do not
always rest on him alone. Good deﬁisions, on the other hand, can
bring Eénéfits stretching long into the fufure ahd extending much
beyond one man's property lipe.
The new pressuré from a shift to site value taxation will

speed the reallocation of land, presumably to what economists call

."higher and better use." When will such shifts made to benefit the
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owner of land lead to changes which on balance for the community
as a whole are undesirable? How may it come about that s&ciety
will §uffer from a misdirection of resources which results from the
operation of forces to which one looks for constructive help in
bringiﬁg lénd to better uses?

Inadequate’inféfmation about the full range of alternative
lie; at the base of Quch error. In this respect land does not differ
from other objects of human choice.  But land use has more complex

elements, such as the cost of correcting an error/in deciding on

" new building.. Moreover, lack of pressure to take account of the

interests of neighbors will lead to what from the point of view of
the community as a whole are mistakes. Incomplete integration of
new private facilities with those provided publicly, now and in the

future, can result in waste. In short, both- ignorance oﬁfand
y -

PV TR S,

indifference tg)the full scope of(fﬁterests can bring about bad
results.

There can»be‘over-building;—é in an area or of particular
fyﬁes of properties -- becausé devélopers fail to take adequate
account of each others' plans. Decisions which seem wise to indi-
vidual owneré may reduce amenitieé, such as green and open Spacé,
which have worth for otheré, The sacrifice of desiréble, and the
creation of undesirablg "neighborhood" characteristics can result
from decisions by persons wﬁo have no need to allow for the interests
and desires of anyone who is not a direct party to the agreement.
The fact that such possibilities will exist during a transition to
land valﬁe taxation does not mean that conditiqns were satisfactory

before, or even any better. The properi concern is to make the new
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choices as good as possible.
Plots of "green and beauty" may be covered with'brick and
ﬁortav sooner or more complefely'than without the tax chaﬁge.
Heights may intrude on light'ahd air for neighbors. Congestion and

pollution can get worse as individual decisions ignore the effects

" on othersiwithout full accounting for results whose values: are not

priced and which are smot appropriately balanced in.the dec1olons, the

# [/ o \( € g S
' o "
‘besé/prlvatel’3can diverge sadly from the best for the communlty

‘Any such tendency would properly cause concermn. Host of our acti-

vities of consumption and investing are cérriéd on with rules which
do not bring fthird party" interesf into partiéuiér deciéions;.
But the amount of effects on others are.typicéil§'mﬁch less sig-
nificant than in ti- éase of real estate. Tﬁere,:where the effects
on others will be ; , encouragement is worth some effort. _Béd ones
we bught tb_try to . uwestall, if possible. Government investment in
streets, scﬁools, parks, and other public facilities needs réeéami-“
nation in the light of changed conditions.

A point made earliér bears repeating here: The effects
at the mérgin of ‘a substantial increase in land tax (and‘untaxing of
buildings) can be considérable, tipping the balance. The total

result, therefore, can exceed by a multiple what the size of the new

-

elemfiet 1tself might lead one to expect. This magnification can

appear, in the transition and later on, even though the total
capital investment changes only. a little-= reallocation of even

one third wof total outlays could bring changes of great significance.

Society needs to prepare in advance for incentives directing investment

. . S. .
in new ways. And, I suggest, preparation Jhould envisage many sur-

prises and changes on a scaf7%hich may be larger than seems probable.



best results? Vhat clues do we get for
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Q-
(=]
"Would the need be greater than at present?

The need for good zoning and planning would be very real.
seenms to follow from one set of reasons:

An answer of '"No"
The forces of the market,
[y
P 4
so Tar as affected by property taxes, widd conform more closely to
backward." An answer of '

L4

o o
T

the real conditions of life -- "harmessing to go forward, not
GS,”
&
action on land use.
aotd

more need for good zoning, gets
support from the fact that the tax change itself would accelerate

New pressures having come into the market,
one the speed of change being greater, new provisions to take care
of them are called for.

Thbﬁgh trite, it is still right to say, "Neighborhood

effects, good and bad, need to be taken into account as wisely as

~
‘possible." How, then,can society' s decisions reflect more fully

. Beyond or outside of the owners and users alone?

must be fgp- better. in some cases than

";”}1 Ao l/',"f
.@eoént

T

in others./What

the varied "external' benefits and costs of changes in land use, those

Pahand

i
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“improving results? New conditions would create new opportunities, Better

_zoning’and planning are not prerequisities for benefitting from shift to ,
: - _,0«,(2 . CZ/{)"‘\/LA‘ L gt
land value taxation. But/results will depend upon the quality of{noénmar

" direction,

We need to try earnesfly to bring the best of information to. bear
on decisions affecting land use. The broad public interest is inevitably
difficult to identify and measure, The speading of change in 1and use would

enlarge the importance of prompt review of plans and zoning. New approaches
T P P P 2 DT

to governmental investment would be required,

-
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Appendix
In undertaking this assignment a year'ago, I had hopes of
being able to draw upon materials to be gatheréd on a trip then being
planned. The trip did reveal,p.gfeat deal about property taxation and
city finances. It touched dowﬁ at many places, including several in
Ausfralia énd New Zealand, with a wide variety of practices of property
taxation -~ or lack thereof. Although I have not yet had time to review
all of the material gathered, most of the conclusions as regards transition
in the Unitéd States, the subject here, have probably been woven into
this paper. Conditions differ greatly from those in American cities.
They also differ among themselves in many ways -~ from city to city and
Jh
country to country.%?One example affecting Australian-U.S. comparisons
bears upon constructién: Australia allows no income tax deductions for
the depreciation of b;ildingsd despite the absence of what has been a
factor of no:small importance in theAUnited States (accelerated depreciation
as a contriﬁutor to income tax sheltering). Australia has had a building
boom, cne which might well have been less vigorous if improvements were
taggd as heavily by the annual property tax as in-thié country.
.Australia and New Zealand do hot subject capital gains and losses to

.G ‘ ‘ .
inome tax. Such contrasts between. income tax treatments here and there

vastly complicate analysis (of a macroeconomic nature) of investment flows
</ e

z eyl Lt
A G 0Tt )

for construction in the two economies tomiﬁyffﬁ’judge the effects of
. {
(largely) exempting improvements from property taxation.
My conclusions about Australia and New Zealand as regards the

more '"micro effects" conform to.those in the report of Woodruff and

5
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Ecker-Racz. As far asbl can judge, it neeés né appregiable revision.
They examined localities with different methods of 'rating," taﬁing)land,
and charging for water and related services. They found, subject to
various qualifiéations, that as regards the "quality" of communities, the

observable and identifiable differences from one place to another do

not, in general, show up with enough clarity to support strong and

definite éonclusions rglevant here. Yet as these American scholars
emphésized, the leyels of property tax rates lie considerably below

those in most of the United States; they are very much below tax loads

(on owners and users of property) in some parts of our country, especially
eastern cities. Therefore, differences in tax burdens amongi'Australian |
communities are rarely large by U.S. standards. Differences of such
magnitudes would not be expected to exert‘influences of the size which
might come from those we are considering, Whetﬁerrfor\é) some localities
using land value taxation only while others follow the present system or
(?) on a broader basis a general shift to land value taxation to raise

revenue on the total scale of today.
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“Additional features of the Australian property tax bear upon
our problem. 1) Hardship exemptions for some homeowners and 2) agri-

. combine to ‘
cultural exemptions in urban fringe areas/reduce significantly the
potential of tax pressures to alter land use. (Studies now being made
under the direction of university staffs in Australia will reveal more
about the influences of various forces affecting land use there.)
However, on one pointgzof great concern for our conference -- the admini-

strative feasibility of land value taxation --,is no question. The job

4
is done there. The difficult valuation problems are not insuperable.
A. M. VWoodruff and L. L. Ecker-Racz, '"Property Taxes and Land Use

Patterns in Australia and New Zealand," The Tax Executive, Oct. 1965,

pp. 16-63. My own conclusions about the probabilities of administrative
success in the United States are more sober. Taking account of the

requirements here and the comparative extent of professionalism in

‘assessment -valuation in the two countries, we must not expect, soon-.

or easifly, to achieve the results which are so generally realized in
&
Australia.

Limitations on time have not permitted me in pfeparing this

paper to restudy the Repcrt of the Royal Commission of Inquiry (New South

Wales) into Rating, Valuation .and Local Government Finance (Sydney;

Government Printer, New South Wales, 1967). Its 167 large pages, closely
printed, plus appendixes reveal a great deal about the many aspects of
taxation in the most populous state of Australia. TFor the period Jan. 1,

1857, to Jan. 1, 1966, the unimproved capital value of ratable lands rose
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from nearly ﬂil.l'to‘;%2.7 billion. The total féx paid was €7431 million,
probably a little over 2% percent on the average of assessed value which,
though lagging behind market prices, was generally very much closer than
in this coﬁntry. The net increase in value was almost 4 times as large
as the tax and almost 3 times in excess of tax. In all but 14 out of
councils (localities) capital‘valueé rose, but in _  the tax paid
exceeded the value inerease. From one community to another the availa-
bility of land increments as a potential source of revenue differed very
greatly. Recommendations of the Commissioh ihclude the following, from
bages 162-166, numbering omitted: "A rate'(tax) on land is the most
appfopriate method of financing the services which councils are authofized
to provide under the Local Governmenf Act. The claim that 'rates have
reached saturation point' is not established. ...The council of each

local government area should have power to levy general, special,

local, or loan rates -- (a) upon the unimproved (or site) value, the

improved value, or the assessed annual value, or (b) (some combination
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of the three) ...(and a development or betterment charge based on the
increment in value of land over a specified period upon -- (i) the
granting of approval for development under a planning schepe, and (ii)

any amendment...in a planning scheme...! The reference to "betterment

~levy" does not apply"to a tax on all increments of land value but to

ar more narrowly limited group -- those increments which result from the
two sources indicated. This restricted treatment, which has not been
attempted in Australia, resembles closely those of the United Kingdom

and the Union of South Africa.

A most enlightening st . of its subject, prepared by J. Bruce
Brown, Valﬁér—General, Valuatior . vtment, New Zealand, is A Critical
Study of the Unimproved Value of A, Its'Basis, Determination and Usas,

Research Paper, 68-1, File 55/9 (Vullington,'1968). A valuable survey

+

of practices in several countries appears in G. E. Lent, "The Taxation

of Land Value," from International Monetary Iund Staff Papers, March 1967,

pp. 89-123. In a later paper I hope to discuss more fully what seem to
me to be conclusions from pracfices in other countries as I have

observed them.



1. The appendix presents observations based upon recent experiences abroad.

2. Occasionally, significant differences can result from accurate appli-
cation of the principle. See the study by J. Bruce Brown noted in the
Appendix. He strongly recommends shift to the use of present condition

of land as the basis.

3. Plans for taking account of the effects of changes in zoning and other
government action should be included in formulating details of the
revision of property taxation. Ought we to add a "betterment levy"
to absorb some of the worth of results of zoning and other governmental
actions? The issues raised by this question call for analysis on
their own which would go beyond the scope of this paper.

4. A new and specialized element of the judicial system might well be
introduced. The "lands tribunal' of the United Kingdom and the
somewhat similar courts elsewhere in the British Commonyealth can
provide models. The general objective would be to assupie a higher
level of competence, a larger role for expertise as contrasted with
the capacity of the relative amateur (a judge) to extract truth
from an adversary proceeding.

£ La})d - e P T S T B
| . s?essmbntu appear to have lagged appreciably behind the rise in market
prices in many areas. Other papers in this volume have more to say about

'such discrepancies.

6. One may question, as I have, the propriety of using taxes collected

from all over the country to pay for benefits to selected local
areas anq their residents. Whatever one's conclusions -- the right
answer will not be found by trying to match in cities the spending
on farm programs -- society seems likely to move in this direction.

We need to be prepared fo
r the consequences of ccisions s
are made. q ‘o the decisions which

SNNY PR

7. During conference discussion assessors cited examples of difficulties

1n.gett1ng judges to understand and accept principles of valuation
which are needed to make land value taxation a reality in some
circumstances. ... e e oeae
. ‘,/ . U R .
S QPPN PN ]9 & (‘J’ ) o o
gongges§ 1s now considering tax restrictions on the use of funds of
| iounlat;ons vhere legislation and matters of public policy are f
nvolved. Although many results cannot now be foreseen, reenforce -

[
ment of the §tatus quo.would be one consequence because fewer resources
would be available to induce change.

%
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9. Interest rate changes, zoning and building costs, governmental
1nvestmenfs} (°ir0”to, sewers, prisons, etc. )} technological
advance, rate of population growth and famllv formation,
are among the elements bearing upon the total situation.

For more about the place of property taxation in our economy
see W.J. Shultz and C. Lowell Harriss, American Public Finance,
Eigth Edition (Englewood Cliffs: Prentice-Hall, Inc.).

Ch. XVIII and XIX.

10. A full shift in a high property tax state, such as Massachusetts,
or New York, would be of different significance from a shift
in Alabama,{Ouisiana, or New Mexico, where property tax rates
are much lower absolutely and relative to personal income.

. &

11. The decline in the cost-of-government element (tax) included
in the use of buildings will tend to make housing and other uses
rof real estate relatively more attractive than before. Some
shift of preferences from other consumer and producer goods
to buildings would occur. How much? How fast? I have no ’
basis for estimating. How much shift from land to structural elements of
housing demand would result over, say, a decade? Some, I
should think. '

12. Property brings $10,000 before taxes; assessed at 40 percent

: of market price of $100,000; tax rate 5 percent. Tax, therefore,
is $2,000. The $8,000 left is ¢ percent of $100,000, confirming
the starting point and the capitalization assumption.  Tax
rate then triples to 15 percent of assessment of $40,000;
tax goes to $6,000, leaving $4,000, which is 8 percent of
$50,000, a new market price for the land. It is still more
than the assessment.

13. ‘Estimates based on data from City of New York, Annual Report
of the Tax Commission for 1968-69..., and State of New York,
Office of Local Government. :

14, At times, and such has been the case in rec ‘ent years, some
of the worth of land will consist of value ‘attributed to land
as a hedge against inflation and land as a means of sharing
in the benefits of economic growth. Substantial increases in
tax on land values might be interpreted as an inroad on the
prospects of future increments for the owner. If so, the drop

- in land prices would be greater than the amount due to capitalization

of higher tax alone. Some of the speculative value would have
disappeared.

15. Piecing together two sets of data in Statistical Abstract for 1968,
p. 336 -- one showing total wealth in January 1967 as $2.8 trillion
and another which puts nonpublic land at 13.8 percent of the total,
the worth of land then was about $386 billion. A 13869 figure would
be considerably higher. As Professor Gaffney points out, such
estimates are likely to be very far from correct, belnp too low.
Subject to the same criticism is a figure for. land of '011 billion
in 1958, shown in the "Staff Report' of Vealthy Inventorv Planning
Study...HMeasuring the Nation's Vealth, (Xd%hwngton Joint Economic
Committee, 1964), p. 5u.
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Eli Schwartz and others, An An11y31s of the Potential Effects
of a Movement Toward a Land Valuc Based Property Tax... (1n)
Bethelehem, Pennsylvania (Albany, New York; Economic Education
League, 1938).

ey
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E 17; Theodore Reynold Smith, A Comparative Analysis of Real Property

and Land Value Taxation (Claremont: 196?).
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18. In uydney, Australla s biggest city, the property tax does fall

19.

‘on land only. Despite the tax, land values are substantial and
" have been rising. But despite the total tax (relative to value ,
or other mlasure) is much less than generally the case in this country.
Local governments in Australia do not have to finance functions,
including education:iand welfare, which in total account for a
- considerable portion of the, outlays to which we look to the
- property tax in this country. A study of Wellinton, New Zealand,
concluded that under 81te‘¥alue taxation residential properties
would pay less, and commercial properties more, than under capital
value.  Industrial and other properties would pay slightly less on
 the site value basis. Valuation Department, New Zealand, A Comparison
- of Rating Systems, The City of Welllngton, Research Paper 661,
1966, p 6

-~ - . —_— . Ce e P

See C, Lowall,Harriss, "Alternative Bases for Real Estate Taxation" 3
in Tax Policy League, Property Taxes (1$40; now available through
Tax Institute of America, Princeton, N.J.), pp. 218-29; also Carl .
S. Shoup, Public Finance (Chicago: Aldine, 1969), pp. 401-2. : f
For a recent statement of my reasons for reducing greatly the
reliance on value of structures as a tax base see C. Lowell Harriss,-
"Economic Evaluation of Real Property Taxes," in Academy of Political
Science, Columbia University, Municipal Income Taxes, Vol. XXVIII,

No. 4, Jan. 1968, Pp. 489 004.4

I forthcoming study by H. J. G. Beb will develop at length the case for what he
calls"land service! taxes, by which he mesns essentially what I have referred to

as taxes or charges on land related to distance, area, or some other non-value
basis, ©oo i g 44v"(« Lo ’ T g
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