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Contrast~ in Time-distribution 

Mason Gaffney 

Claremont Tax Conference 
June 1 7 , 1964 

Land taxes differ from building taxes, among other wiaysr in 

their time-dist~ibutiono Building taxes are highe$t wnen a 

building is new, then taper off with ageo Land taxes should u~ua1 iy 

i"emain constant or rise over time. 

The replacement of bu i t di ng taxes by 1 and taxes the s·e fof e 

constitutes a species of extension of credit from the municipality 

to the builder·· more strictly, it is the present 5ystem of taxing 

buildings that con$tltute~ a forced loan from bu1lde~~ to ,h~ flsco 

A new building yields a fiscal surplus over public costs, as a 

lfu1e, and often a deficit to the owner for some initial period" 

Old buildings constitute fiscal deficits, by which the;0wne~ tend':.i 

in a sense to recover hi5 earlier loan to the fiscc 

Shafting to the land tax system would especially bene~it. 

bui1de~$ who are hard pressed for credito 

That would not, in general, detract from public revenues, 

becdu~e at any given time there are buildings In every stage o; the 

1 i fe cycle, and 10"7efl"' taxes on newly improved ~ice~ would be 

compensated by higher taxes on sites under old butldlngS>., ~n olde 

central cities, the old buildings are the majorttyo Nor ~ould t.he 

c.r,f'.lnge discriminate against the older places, for in due t1me they 

wi 11 be :renewed and enjoy the new pol icy of impartiality tO\'t'.1atds 

you tho 

The uneven impact of the change is largely among person~ N~ 

tho~e benefnt most who awe mO$t in need of credlto That. is in 
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Jiarmony i~ith accepted publlc policy~ but it actiiev~t t~e eftd bllt"t· 

out ~ub~ldy or public assumption of larg~ contingent liabl l.tlc 

Gnd wi hou..: the double incubus of comb;ned bu:reaucratic and lendel 

con~eevati~m and routiniz~tiono 

The u~even impact-of the shift may be seen by con')J)aring the 

present value$ of the '> t:reams of future taxe~ to t'!l\o tax.payer~ 

under the t~o system!>., Let us name the affluent taxpayetr'. Mr o 'n, 

and the ~~ard pre5$ed bor,r·ower-, Mr., Out., Mr-o Out discount:; futuk-e 

va~ue~ at~ higher rate per annum than M~~ ~n, becau~e hij~ f~iendly 

local loan company doe~ not extend him the ~ame te!frns d~ Mrr ,:n, 

1>f!Dth h~~ AAA eiredit ratifigo One of the lronic benefits of- Out''ii, 

po;.H:ion is that the prre~ent value of a st~·eam of future taxe\.l 

appears lower to him than to linu 

The moire remote the future taxes, the greater-' the relatttve 

difference of their present valuation by dn and Out, Since iand 

taxe~ tend to rise ove!f' time, while building taxes tend to fnl 1, 
t.he ~mpact of land taxe~ i~ m:uch heav;ew on Pn th~n Out~ i~hile 
the impact of building taxes )sonly ~lightly heQvier, So a ~~ift 

f!Forn building taxe$ to land tc1xes favorr~ Out to the di'l.comfo~ t of 

Let u~ take a simpl Ified numerJe;al exampleo Suppo£->e l~nd 

values, and therefore taxes... are expected to l1"'i ~e by JJ.% per annum 

indefln1telyo Then toe present value, PL, of the land tax ~.t,,e,.~m i,, 

PL = ~ (1) 
1

00 9 

where~ i~ the tax tn year oneo 

Suppo~e building caxe~ fall by .9.% per !jnnum, then t:het pre .. ent 

va 1 ue, P 8 u i :1o g 

( 1) 
..,..,. "' :::: ',r--= 

ii .,. g 
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No~ let ~n discount future values at 5%, and Out at 10%. Let 

.9. = 1%, and d = 5%o The table below sh~s the present values of the 

tax streams to Out and ~no 

Land Tax Bu 11 ding Tax Ps PL Pa 

Out a 11a a 6o7a L64 ~= :Ts= 

a 25a a 10a 2o50 7oli' = -:111 = 

an/Out 2o25 1.50 -

The land tax looms 2•1/4 times larger to fin than to Outo The 

buJ ldlng tax looms only 1-1/2 times larger to nn., Again, that 1~ 

essentially because the land tax Is deferred farther Into the oemote 

futull"eo 

(Otis incidentally worth noting that the land tax tends to 

rise from its Initial level as land values apprecfate, while the 

bul1ding tax tends to fallo Un the example. the land tax and the 

building tax rafse equal revenuesp ,!, when buildings are new, but 

over time the land tax raises more revenueo That means that~ to 

raise a given revenue 0 the land tax may be set so as to rai~e le~s 

revenue from parcels under new bulldlngso] 

The building tax not only Increases the capital requirement~ of 

bullderso but thrOW1s on them a great deal of rlsko The Income tax, 

~hatever I ts fai 11 n9s 9 has the virtue of fa 1 H ng off ~hen evi'f day~ 

betide so that the fisc shares some risk with the build~ro The 



building tax Is not based on Income but on an initial capita] outlaye 

rt h, at its maximum before there ts much lnc~mer and it continue:,, 

at a 1 eve 1 based on gross out 1 ay, regard I ess of I nc:ome o ht ~~ou Id 

be hard to contrive a tax calculated to throw more risk onto the 

builder in proportion to the revenues ra~~edo Ht tend~ to !Th;Jke 

Messrso Out poorer credit risks than they would be under another 

system of taxation, and beset with added dlfflcultfes the essential 

economic problem of putting capital In the hand~ of enterpri~ing 

peop leo 
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