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Conference Attendees LLearn Market Outlook

On Tuesday, January 10 and Wednesday,
January 11, the Office of Real Estate Re-
search presented its third annual series of
Real Estate Outlook Days presentations.
The Tuesday program, held at the Oak
Brook Hills Hotel and Conference Cen-
ter, was jointly sponsored by ORER and
the Illinois Association of Realtors®.
Speakers were William Bryan, Universi-
ty of Illinois Finance Department Chair-
man and Director of the Office of Real
Estate Research; Alan Reichert, Profes-
sor of Finance at Illinois State Universi-
ty; Peter Colwell, ORER Professor of
Real Estate at the University of Illinois;
and John Tuccillo, Chief Economist for
the National Association of Realtors®.
Bryan provided a forecast of the 1989
economy and housing finance environ-

ment. Reichert presented results of hous-
ing market research he has conducted.
Colwell discussed non-residential property
sales in the Chicago area. Tuccillo's dis-
cussion of the housing outlook in various
sections of the U.S. included a prediction
of upward interest rate movements, while
Bryan had forecast a downward trend.

The Wednesday program, held at the
Ambassador West Hotel in Chicago, was
jointly sponsored by ORER and the Chi-
cago Board of Realtors®. The speakers
were William Bryan of the U of I; Alan
Reichert of Illinois State University;
Charles Hill, Executive Vice President of
the Federal Home Loan Bank of Chicago;
and Christine Williams and Jacques Gor-
don, who serve respectively as Vice Presi-
dent and Director of Research for Real
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amended in the future at the discretion of
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Estate Research Corporation.

Bryan presented the economic forecast
that he had provided on the previous day.
Reichert again discussed the results of his
housing market research. Hill discussed
the history of mortgage lending in the
U.S., the present state of the market, and
expected future developments. Gordon
and Williams presented their firm's view
of the outlook for various segments of
the Chicago area real estate market.

Presentations such as Real Estate Out-
look Days contribute to the fulfillment of
the public service mission of the Office
of Real Estate Research. The Office
plans to sponsor additional events similar
to Outlook Days. Suggestions from
ORER Letter readers on locations and
topics would be welcome.

JRER Issue Addresses
Brokerage Topics

The real estate brokerage industry is the
topic of a recent issue of the Journal of -
Real Estate Research. The Journal’s Sum-
mer 1988 issue, a special edition spon-
sored by the National Association of Real-
tors®, contains articles on a number of
brokerage topics. Among topics addressed
are the effect of licensing requirements on
complaints against sales agents; commis-
sion rates and broker incomes; franchising
and other factors affecting selection of real
estate agents; agency theory and related lia-
bility issues; and new services offered by
brokerage firms.

The Journal of Real Estate Research is
the quarterly publication of the American
Real Estate Society (ARES), an associa-
tion of real estate specialists in academics
and industry. Reprints of the issue are
available for $15. Anyone who joins the
ARES can receive a complimentary copy
of the special Summer 1988 issue; the
$40 annual dues include the cost of a 1989
Journal subscription. Send payment for
the brokerage issue, or for membership in
the ARES, to Dr. Theron Nelson, Depart-
ment of Finance, University of North Da-
kota, Grand Forks, ND 58202-8233.
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Farmland Price Indexes: Issues and Alternatives
Armold W. Oltmans, David L. Chicoine, and John T. Scott, Jr.

The third entry in the ORER Letter Series
is an abbreviated version of ORER Paper
# 65, "Farmland Price Indexes: An Eval-
uation of Alternatives for Illinois, 1975-
1984.” Any interested reader can obtain a
copy of the longer version of the paper
through a written or telephoned request to
the Office of Real Estate Research.

Introduction

The last 20 years have produced a "boom
and bust" cycle in the U.S. farmland
market. The slow but steady apprecia-
tion rates of the 1960's gave way to dou-
ble digit annual rates in the 1970's.
Nominal farmland values peaked in 1981
at more than four times their 1971 lev-
els, and then plummeted during the next
6 years by 50% or more. Illinois farm-
land values appear to have risen faster
and to a higher peak, and then to have
fallen more rapidly, than values in the
U.S. as a whole. Recent evidence indi-
cates a firming of land values in 1987
and modest increases in 1988.

Such rapid change has important pub-
lic and private policy implications. To
assess changes in value, analysts fre-
quently use price indexes. The U.S. De-
partment of Agriculture has published an
annual Index of Farmland Values for in-
dividual states since 1912. Although the
USDA index is widely used, concemn ex-
ists about its basic nature and statistical
reliability. For example, the index is
based on a survey of opinions and obser-
vations from individuals knowledgeable
about farm real estate, rather than on a
direct analysis of actual sales price data.

Previous research at the University of
Illinois reveals substantial differences be-
tween the USDA index and average price
indexes based on actual Illinois sales
data. Furthermore, there appear to be
important differences in price changes
over time among regions of the state.
These differences could have important
implications for researchers who use
broad-based statewide indexes in location-
specific micro applications.

The research summarized here applies
hedonic index modeling techniques to Il-

Yearly Index Measures of Illinois Farmland Prices, 1975 - 1984
1975 1976 1977 1978

Hedonic 100 121 171 199
USDA 100 125 170 187
Average-A 100 125 181 218
Average-B 100 124 180 214

Figures for years other than 1975 indicate percentage increases over 1975 values. Arith-
metic index A includes parcels of 10 or more acres; B includes parcels of 20 or more acres.

1979 1980 1981 1982 1983 1984

(1975 = base year)

222 230 243 229 224 @ 210
220 242 260 239 218 213
237 247 260 262 197 206
241 256 269 245 196 223

linois farmland. Hedonic, or quality ad-
justed, indexes overcome arithmetic index-
es' inability to control for differences in
quality characteristics of land parcels sold
over time. Little prior work has applied
hedonic techniques, long used successfully
in urban price analysis, to farmland mar-
kets. This study analyzes a representative
slice (1975-1984) of the recent "boom and
bust" cycle in Illinois farmland to explore
the applicability of hedonic models to
farmland markets and to more rigorously
analyze the issues of regional differences.

The Study
The data include 43,932 sales of farm par-
cels of 5 or more acres, involving more
than 2 million total acres, between 1975
and 1984. The information is available
through Real Estate Transfer Declarations
submitted, as required by law, to the Illi-
nois Department of Revenue. Annual
farmland turnover rates during that period
ranged from less than .5% in 1982 to
more than 1.5% in 1979. Organization of
the data into 9 size-of-parcel categories re-
veals a definite inverse relationship be-
tween price per acre and size of parcel,
during both years of price decline and
years of price appreciation. While the
largest number of sales is of 5-9 acre
tracts, the next largest concentration is in
the 80-159 acre category, which also ac-
counts for the most acreage (approximate-
ly one third of the total). The number of
sales peaked in 1979 for all categories,
though prices peaked in 1981 for larger
tracts and in 1982 for smaller tracts.

Per acre prices for parcels of 5-9 and

10-19 acres, for which the presence of
homes and farm buildings and the transi-
tion to urban use tend to dominate selling
prices, were more erratic over time than
prices for larger parcels. Year to year dif-
ferences in price behavior and in percent-
ages of total acreage sold in the various
size categories render an "average price of
farmland" figure nearly meaningless. For
example, the 1982 average per acre sales
price for 20-39 acre tracts was $2,125,
while the average for 160-319 acre tracts
was $1,667. By 1984, the average for
the former category had increased to
$2,482, while that for the latter category
had fallen to $1,544. Tract size differenc-
es and quality differences reduce the relia-
bility of simple average or weighted aver-
age arithmetic price indexes.

Hedonic price index models decompose
the value of a complex commodity into
the values of quality sub-components.
Application to real estate usually in-
volves statistical analysis, in which
sales price is explained by measures of
quality. The influence of quality meas-
ures can be separated from the influence
of pure price changes, thereby allowing
for a "constant quality" price index,
which estimates the price that would pre-
vail if there were no variation over time
in characteristics of sold properties. A re-
searcher may test several alternative he-
donic models in the search for the one
that best measures market performance.

In the present study, four urban real
estate hedonic models that seem particu-
larly adaptable to the farmland market are
applied to 1975-1984 Illinois sales data.
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How to Revive a Dying City
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How to Revive a Dying City

Mason Gaffney

Following is an edited text of the 1988
Henry George Lecture, presented in Octo-
ber by Dr. Mason Gaffney at St. John's
University in New York City. Gaffney
is a Professor of Economics at the Uni-
versity of California at Riverside. Henry
George was an economist of the late
nineteenth century, whose views still in-
fluence debates on property taxation.

Introductory
My grandfathers saw New York City as
the center of civilization. It was a liva-
ble, optimistic place: a growing, vibrant,
trend-setting, prospering, cultural city.
A little crooked, sure, and great grandfa-
ther was probably no saint, paving streets
for Tammany Hall. But it had a present
and future, a life and soul, not like the
hopeless despair of today's Bronx.

But we are here to talk of the future.
I hope to see those good times and better
ones come again, preferably without the
graft. And we are here to review the ideas
of another commuter between New York
and California, Henry George, and how
his ideas might help to revive dead cities.
Henry George was a journalist who
taught himself economics. He had a
flowing pen and a brilliant mind, and his
book, Progress and Poverty, remains the

all-time best-seller in economics (except
for forced-sale items, like textbooks and
the Thoughts of Chairman Mao). People
remember George, however, not for the
volume of his sales, but for his enduring
ideas. The reform program he developed
combines incentive with justice. It com-
prises a plan not just to revitalize cities,
but to reunify society.

Dead and Dying Cities
Some extreme cases of moribund cities
are East St. Louis, Ford Heights, Rob-
bins, and Harvey, IL; Camden, NJ; Ben-
ton Harbor, MI; Gary; and Newark.
Large parts of many once-vibrant cities
are half dead, seriously blighted, and
trending downwards. New Yorkers know
the South Bronx well enough to avoid
knowing any better. In Milwaukee it is
the near north side, called locally the "in-
ner core,” a galloping blight whose area
has tripled in the last 20 years while pop-
ulation has dropped. In Chicago itis
South State Street, near the Madison
Street crossing which for generations was
the most valuable corner in the nation.
Blight is not restricted to stagnant or
declining cities. In booming Los An-
geles, there is Watts. In nearby River-
side, one of the fastest growing cities in
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the nation, the CBD is surrounded by
blight which, among other things, frus-
trates years of subsidies aimed at reviving
the moribund CBD itself.

These extreme cases are not anomalies,
not simply ghettoes and embarrassments;
they are symptoms of systemic malfunc-
tion. They could be portents and sym-
bols for the rest of the economy. Blight
may be defined as failure to maintain, re-
place, and renew capital inherited from the
past. Studies indicate that all of Ameri-
can industry faces this problem, compared
with vigorous foreign competitors. In
learning to cure blight, we may leamn to
restore the greatness and pride of this
whole troubled nation.

Cities That Have Revived

There is also good news: some cities have
risen from the grave. Indeed, all land de-
velopment is resurrection in a sense: all
land has been used before for something.
The history of a city lot usually shows
that there were several antecedent im-
provements, layered like the ruins of an-
cient Troy. The goal should be to make
renewal happen faster and more widely,
while we are still here to benefit.

Germany and Japan recovered from
World War II with breathtaking speed.
Atlanta recovered from Sherman, albeit in
its own courtly time. Chicago burned in
1871, leaving 90,000 homeless, but re-
covered without breaking stride. San
Francisco and Anchorage recovered from
devastating earthquakes. Washington,
D.C. recovered from the 14th Street riots
and arson. The basics were right; the lo-
cations remained good. Disaster may
even have forced "instant urban renewal,”
by demolishing obsolescent capital and
releasing land for rebuilding.

Other revivals, while less dramatic and
publicized, are more impressive and rele-
vant because they are revivals from nor-
mal decay and obsolescence, pushed along
by good public policy. Southfield, bor-
dering Detroit, is thriving and flourishing
as fast as its parent central city is dying.
Rosslyn, VA, across the Potomac from
D.C,, is a forest of high-rises that rose
while Washington was burning and dere-
lict in the 1960s. Sacramento's once-
depressing center has found new life.

Pittsburgh, of grimy repute, was recently
named the most livable U.S. city. Hong
Kong, Singapore, and Taipeh, once best
known as fetid ports of call, are three of
the "Four Tigers" of southeast Asia.

Local policies in these modern stories
of economic success and social revitaliza-
tion show the hand of Henry George at
work. In Taipeh, we hear that they are
guided by the philosophy of Dr. Sun
Yat-sen, a Georgist convert. In Pitts-
burgh, we find a "graded tax plan" ap-
plied, framed, and supported by the
Henry George Foundation. Throughout
Pennsylvania today, we see smaller cities
emulating Pittsburgh's partial applica-
tion of George's policies; such cities bear
close watching as they bounce back.

Then there are cities with explosive
growth after slow periods. These include
Sydney and Johannesburg, both notable
for their use of Georgist policies. What-
ever their social faults, these cities have
burgeoned to become the economic capi-
tals of their continents. There are other
examples in Africa, like Nairobi; and in
the Antipodes, like Brisbane and Auck-
land. Many cities of western Canada, in-
cluding Edmonton and Vancouver, grew
with partial use of Georgist policies in
the early 1900s. Georgist policy was ap-
plied more informally (through assess-
ment discrimination) by San Francisco,
Seattle, Portland, San Diego, Houston,
and other growing western U.S. cities
during the same period.

It is comforting to know that degenera-
tion and failure are not our predestined
fate. We may choose them, but we may
also choose renewal and success. Itisa
matter of attitude and know-how.

Why Cities Should be Revived
Some cities should be abandoned.
Towns around played-out mines are obvi-
ous examples. A small farm town be-
comes redundant when new roads let cus-
tomers patronize a larger or better town.
Salvage what you can and move on.
Some would apply the same logic to
all cities. Dead cities aren't lost, they
say, but rebuilt elsewhere; they were
cash cows that have been milked dry.
Their depreciation allowances are rein-
vested on new frontiers; people and vita-
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lity move with the capital. It is an im-
portant half-truth, but a half-truth is also
half wrong. The basic original site stays
put; land cannot move. Public and pri-
vate social capital cannot move, either.
We can not afford throwaway cities in a
finite world. New natural sites are not
common. There is only one Hudson
Valley with only one mouth, and here
New York City has stood for 350 years.
We cannot abandon the Bronx and dupli-
cate its environment somewhere; we can-
not rebuild the natural setting, and the
sunk social capital is too costly. Relo-
cating to suburbs involves commuting
cost in terms of money and congestion.
And then, when we tire of the new sub-
urbs, where will we go next?
Furthermore, blighted areas have high
potential market values. Picture a topo-
graphic map of a city where the contour
lines represent points not of equal eleva-
tion, but of equal market value per square
foot. The peaks, the Everests and
McKinleys, are in the city retail centers,
where just one square foot rises to
$2,000 (about $90 million per acre).
Land just a few miles away from dizzy-
ing altitudes can hardly be worthless.
Harlem is near Park Avenue; Watts is
near Beverly Hills; South State Street is
very near the Sears Tower. Newark is 15
minutes by train from Manhattan. Ne-
wark office rents are $25/sf per year.
That is less, of course, than in Manhat-
tan, but in Riverside, California we are
throwing up offices to get rent of $12/sf
per year, while Newark stagnates.
Capital earning $25/sf is obviously
more productive than that yielding $12.
I do not mean capital in the floor atop a
high-rise, which likely costs $25/sf (in
annualized terms) to build and operate;
but capital in lower floors, which costs
less to build but rents for as much, yield-
ing a surplus. To get more such capital
and the corresponding surplus, renew
more land in high potential areas, like
Newark. Not to renew is to waste poten-
tial surpluses. Each year's loss is gone
forever; services of land perish with time.
Urban revival works best when healthy
pieces remain on which to anchor devel-
opment. In the worst scenario no such
place remains, but even Camden has

Campbell Soup; Newark has a great air-
port, a new Hartz Mountain Industrial
Park, and the Pru. Life is persistent and
resilient; seedlings that sprout seek only
sunshine, water, and cultivation.

The Urban Surplus
One reason we remember Henry George is
his pioneering study of how cities work
and the good they do. Previous econo-
mists showed limited understanding of lo-
cation value and its causes. Even von
Thunen, father of location theory, ap-
proached cities in an antiseptic way that
left out what today we call urban linkages
and synergy. George was a mensch, see-
ing cities in human, interactive terms.
George saw cities as foci of civiliza-
tion's basic mechanisms. People with
mutual access, associating on equal
terms, expedite cooperation and speciali-
zation through the market. Multivariate
interactions are synergistic. Indeed, while
each parcel is developed in the stage of de-
creasing returns, the composite city is
generally in a stage of increasing returns,
thanks to synergy: the whole is greater
than the sum of its parts, and increases to
the whole yield more than the sum of in-
creases to the parts. This synergistic sur-
plus, said George, lodges in urban land
rents. Thus he explained a phenomenon
which other economists overlooked: the
unparalleled rise in urban rents and land
prices, and in owners' wealth and power.
Building investment exhibits diminish-
ing marginal productivity. For example,
the first $10K spent yields 30%, or $3K;
but $1K (10%) is paid in interest, leaving
a $2K surplus. To acquire a superior lo-
cation that confers this surplus, the buyer
can spend up to $2K annually, which
means paying up to $20K for the land (at
10%, $20K costs $2K/year). The next
$10K spent may yield more than 10%
too, say 20%, conferring more surplus
and adding more value to the land. The
idea is to invest until the last $10K unit
yields 10%, just enough to pay interest.
To understand ground rents and land
prices is to understand cities; not to un-
derstand is to remain mired forever in con-
fusion and fallacy. Ground rent continues
forever, generally tending to rise; there-
fore, to buy title to land, people pay pric-
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es that look high relative to current cash
flows. In Riverside, a low density city
of 208,000, land prices go up to $18/sf.
In San Francisco, with high density and
800,000 people, prices reach $1,000/sf;
in Manhattan they exceed $2,000. In
Tokyo, probably the top of the line, one
sale is reported at $25,000/sf. Urban
land prices take your breath away.

Land prices vary extremely from city to
city or block to block. The cost to build
a square foot of floor space is fairly con-
stant from place to place, but demand
varies with location. A small rise in
floor rental translates into a large rise in
ground rent and land price, because the
land owner gets everything above what is
required to operate and amortize the build-
ing. Thus, in Riverside, neighborhood
mall floor space rental of $12 just pays
for the building, with only a little left
over, resulting in land prices of perhaps
$5-8$8/sf. In Manhattan, rentals are triple
those in Riverside; all surplus accrues to
ground rent, resulting in land prices 300
times higher than in Riverside.

At key locations in bigger cities, land
prices are not just high per square foot,
they are higher per capita than in small
cities. They are even higher relative to
building values, in spite of the high-rise
buildings. Remember that each addition-
al floor adds more ground rent, because
floor space rental is more than enough to
cover the added cost.

Land prices across cities and neighbor-
hoods are much more differentiated than
other measures economists commonly
cite. For example, the median income in
upper east side Manhattan is about 8
times higher than north of Central Park,
while the price of land per square foot is
probably 40 times higher.

Urban land is also highly concentrated
in ownership; a handful of people and
corporations own most of it. A growing
share of income property is held by
wealthy aliens, who want to diversify and
acquire stable, secure wealth they can
manage by remote control. Aliens even
hold a good deal of residential property in
international "jet set” communities.

Sharing the Surplus
Because urban rents are a social surplus,

not a payment for anyone's making or
supplying land, parties other than the
landowner have a claim. A good deal of
American politics deals with how to as-
sert that claim and share in the surplus.
Dividing a big pie seems a pleasant
enough task, but Confucius knew better:
"It is easier to face a common enemy than
to share a surplus.” The common ways
of sharing surplus are clumsy, divisive,
and destructive; they bear some responsi-
bility for dead cities. With too much
quarreling over spoils, there are no spoils
to dispute. Consider how spoils are
shared, and how we might do better.

Rent Control

Rent control, which shares surplus with
tenants, is a tempting route that several
cities follow. Renters feel abused and ne-
glected by tough managers and anony-
mous landlords. Supply is inelastic, at
least in the short run, so owners can't cut
and run. Poetic justice is served. But
there are several spots on this policy:

Limited number of beneficiaries. The
original tenants carve out an equity in the
landlord's estate, but benefits spread no
wider. Tenants may sublet to others, be-
coming landlords themselves. Rent con-
trol is at best a zero-sum game among the
few, not a social reform.

Lower incentive to maintain supply. It
becomes unattractive to build new rental
units, which are allowed higher initial
rents but are vulnerable to future caps.
Sorent control is worse than a zero-sum
game, it becomes negative-sum. Rent
control confiscates land income and build-
ing income alike; buildings do not receive
needed maintenance if there is no return.
Too, land can be reallocated to uncon-
trolled uses, such as condominiumization.
A new wrinkle in Santa Monica is to buy
a cheap rent-controlled apartment building
and convert it to a single-family residence
for the new owner.

Wasted space. Tenants lose incentives
to economize on space that is underpriced
to them. In the extreme, tenants move
away, but retain their apartments to use a
few weeks of the year.

New class society. Old renters become
a privileged class. A lower new supply,
and wasted space, force uncontrolled rents

on new buildings above market levels.

Owner-tenant clashes. An owner's
main goal under rent control is to evict
and repossess. Nastiness and intimida-
tion have become routine, and the war
stories legendary. In Tokyo, outright ex-
tortion and violence are frequent.

Aborted incentive to maintain and im-
prove. Landlords, and tenants retaining
precarious tenures, lose all economic mo-
tivation to maintain or improve property.

Dogged obstructionism. Sitting ten-
ants, who cannot gain by site renewal,
fight it every way they can. Obstruction-
ists have a vested interest in the status
quo, however obsolescent, however de-
cayed, however inappropriate to the site.

Undertaxation. Equity that tenants
carve out of landlords' estates has no mar-
ket value, because it is inalienable (at
least legally). Assessed values and tax
yields drop. The privileged class pays
low rent and avoids supporting public
services. Higher tax burdens are dumped
on others, and worsened public services
are suffered by all. By way of analogy, I
am a small farmer with canal company
shares that allow me to buy water below
the market price, but no right to sell my
water. So I and my fellow shareholders
waste water and create a chronic, artificial
southern California water shortage.

The rationale is that housing or water
is too important to leave to the market,
and must be price-controlled. The result
is regulation much worse than anything a
market could accomplish. Around 1973
there were shortages of coffee, raisins,
and even toilet paper. These were too un-
important to regulate, so their prices
rose, demand fell, supply rose, and the
crises quickly disappeared . Rent control
ensures that we will not overcome the
housing crisis so simply, if at all.

"French Equity" (Equity in Kind)
Under the Code Napoleon, a French testa-
tor must divide real estate equally among
all children. Money cannot substitute for
land; the Code requires equity in kind.
The resulting fine subdivision is called
morcellement, and the Code demands it
without regard for efficiency. Each heir,
in fact, must get an equal share of land of
each quality: meadow, woodland, etc.
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Today we approach French Equity indi-
rectly, and expensively. We distribute
land haphazardly, but then seek to make
every parcel as good as every other by ex-
tending utilities and roads to all parcels
on the same terms, regardless of cost or
location.

Economists call such schemes "postage
stamp pricing," because postal rates do
not vary with delivery costs. Manhattan
has 64,000 residents per square mile;
Montana has 5.4. It costs a lot more to
collect or deliver mail in Montana. The
reason postal rates rise is that the U.S.
urban population is spreading out more
like Montana and less like Manhattan
(which once had over 100,000 per square
mile). Here are five other examples:

The British Columbia Ferry Service.
This socialized system has two urban
lines that make money, but the whole
system hardly breaks even, because lesser
lines serve remote areas. The worst costs
$12 for every dollar of revenue.

British Columbia Hydro. This social-
ized power system charges uniform rates
throughout the Province. Users living in
high-density Vancouver are cheap to
serve. A few live on the Yukon border,
where (I surmise) it costs hundreds of
dollars to earn a dollar of revenue.

Water and sewer service in Milwaukee
County, Wisconsin. City investments
have been captured, controlled, and
milked by suburban land development in-
terests, helped by state legislators.

State university campuses. The legis-
lative ethic demands a prize, such as a
university campus, in every electoral dis-
trict. Most of the eight UC campuses
have excess land; some have excess floor
space. Sacramento solves rising enroll-
ment not with more intensive use of ex-
isting campuses, but with the costly
creation of new ones, each to enrich in-
fluential land speculators.

Water supply in California. The high
real cost of serving new settlements is
passed on to older settled areas through
an accounting device called "melding,"
stirring all the accounts in the same pot.
Melding passes through several levels: a
state wholesaler serves the metropolitan
district, which serves local districts,
which serve cities. At the end of the

line, in Riverside, it costs society $1800
to serve the marginal acre-foot (a unit of
water) selling for $20. This subsidy is
worth fortunes to developers; the cost is
spread so others won't notice.

Problems with French Equity
There are two problems with these sub-
sidies as an approach to equity: they are
not equitable, and they are wasteful.
Equity achieved by regional cross-subsidy
is not interpersonal, but interregional. It
is like U.S. "foreign aid" programs,
which tax the poor in rich countries to aid
the rich in poor countries. Some of those
who hold speculative land and enjoy sub-
sidies are among the world's richest peo-
ple and corporations. Equity is not served
by milking middle-class neighborhoods to
further enrich wealthy owners. "Public
works for private gain" is bad enough,
but worse when profiteers are already rich.

How about waste? Subsidy creates
waste in the amount of the subsidy, al-
most by definiton. The New York Re-
gional Plan Association estimates the so-
cial cost of creating a new lot on the
urban fringe at four times the price of the
lot (probably an underestimate). Why de-
velop a lot worth only one quarter of its
cost? Because other people pay the other
three quarters. This process does transfer
ground rent from areas of overcharge to
areas of undercharge, but it destroys much
of the ground rent. To spread the surplus,
we lose much of it.

Has French Equity any merit? It passed
for a way to create jobs when Keynes ac-
tually urged waste as a route to full em-
ployment. Those ideas are now dormant,
but we still do not understand the prob-
lem. If we had to fire teachers or police-
men each time a city extended utilities to
a campaign donor's raw acres, we would
better sense the true cost of public works
for private profit.

George's Constructive Program
The key to renewing cities is shifting
from obstructive ways of sharing rent,
like rent control; and destructive ways,
like looting and subsidies; to constructive
ways. Henry George showed us how
equity and efficiency go hand in hand,
how the magic of justice combines with

the magic of incentive.

First, by George, equity need not be in
kind. The monetary mechanism over-
comes the clumsiness of in-kind equity.
If four families inherit a one-family
house, all four don't crowd in; they sell
and divide the money, or one buys out
the others. There is equity in money as
well as in real estate. Money is often
better; the reinvestment opportunity puts
the house on a magic carpet to follow
you anywhere. Money is wonderful!

Second, by George, use the tax mecha-
nism. Do not divide land into unusable
morsels, or shackle the market with rent
controls, or dissipate rent in subsidies.
Give land to the highest bidder, and tax
ground rents to support government.

Power to Destroy or to Redeem
But we've always heard that taxes destroy
incentives. The news in Henry George is
that we can tax all the rent out of land,
and not one square foot will walk away,
nor will God switch off the Creation.
Man creates capital by saving; some Oth-
er Force created land, and sustains and
serves it every day, undeterred by taxes.
Nor will Georgist taxes leave owners
sulking on their land, but the contrary.
A 1983 Fortune magazine article calls
them "Higher Taxes that Promote Devel-
opment." The fixed tax is levied on land
value, based on opportunity cost. The
owner uses land harder and improves it
more to meet a fixed tax, or sells, releas-
ing surplus land to those needing more
space. Taxes stifle enterprise only if
they increase with enterprise. Land tax
increases only with opportunity cost,
which is independent of the enterprise of
the owner. The only activity this tax
impairs is withholding land from use.
George's land tax promotes equity to-
ward the landless in at least four ways: it
relieves them of taxes, to the extent that
landowners pay more; it supplies them
with more goods and services, as land is
used better; it offers them jobs producing
those goods and services; and it offers
them a better chance to acquire land, as
surpluses are released to the market.
This is supply-side economics with a
kick. It works through tax transforma-
tion rather than tax reduction; total tax
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revenue may rise or fall, as a separate is-
sue. We can raise taxes and stimulate
supply together; there is no hard choice
between them. At the same time, it is
demand side economics: untaxing invest-
ment raises the marginal after-tax return,
which, to demand-siders, is the motor
that drives the macro-economy.

So George's program not only recon-
ciles efficiency and equity, it squares tax-
es and incentives. What more can we ask
of economic policy than to resolve stand-
offs that have confused us, and deadlocked
constructive action, for generations? It is
an achievement on a par with resolving
Evolution and Creation, except George's
program is something we can do some-
thing about. We can implement it as
quickly as we unclog the cerebral arteries
and follow thought with action.

Many people are comforted to think
justice must be sacrificed for efficiency,
and schools starved or libraries closed to
free up incentives, so nothing, really, can
ever be done. We all feel compassion,
but, to stay whole in this world of beg-
gars and bandits, learn to harden our
hearts. We screen out evidence of injus-
tice and rationalize what we cannot deny.
This mindset, while understandable, is
unaffordable in a period of dangerous na-
tional decline and of growing division be-
tween haves and have-nots. Corking in
feelings is difficult; there is satisfaction
in venting compassion via support of
constructive public policies.

Camden has the highest tax rate in
New Jersey, causing a vicious circle as
high rates drive away capital and further
erode the tax base. What if only land
value were taxed? The depressant would
become a stimulant by the simple magic
of converting a variable charge into a
fixed, unavoidable one. So it is with
most depressed cities, which today look
vainly to Washington for salvation.
They need enabling legislation from their
states, on the Pennsylvania model, but
given this power can save themselves.

The Doubling Effect

The counterpart of sharing rent through
taxation is to untax things, like build-
ings, that involve human endeavor. This
doubles the incentive effect. If land tax

is the stick, untaxing buildings is the cor-
responding carrot, and George's program
makes both larger. Every lot with an old
"Defender” building has a potential re-
placement, the "Challenger." Taxing
buildings rigs the fight against the Chal-
lenger. Say the lot-cum-Defender is
worth $100K, and the Challenger would
cost $500K to build. Challenger cash
flow must exceed Defender cash flow by
enough to pay $500K, plus added taxes
based on it.

Georgist tax, by contrast, is impartial
between Defender and Challenger; the
market decides. In 1965, after a detailed
Milwaukee study, I found that switching
to the George program would allow 30%
of the city to be renewed immediately,
simply by untaxing Challengers vis-a-vis
Defenders. (Sadly, Mayor Maier went the
other way, so Milwaukee lost 20% of its
people and much of its wealth.)

The Tripling Effect

New buildings face liquidity crises; al-
most all are built on credit and need time
to yield cash. The timing of tax on a
building maximizes the damage during
the crisis period, for any given tax yield
over time. Of course, every building uses
public services, but new buildings in old-
er cities pay for more than they receive,
while old ones receive more than they pay
for. Think of building tax as a forced
loan to the Treasury, to be recovered
when the building is older. What could
be more counterproductive than forcing a
loan from a builder passing through a
credit crisis? The Georgist tax is low
when the builder’s cash needs are press-
ing, and rises slowly over time as the site
ripens to its next best use.

The Quadrupling Effect

Urban blight is cumulative and self-
reinforcing: blighted buildings cast a pall
on land around them, discourage upkeep,
and stifle renewal. Whatever slows re-
newal of one site slows the neighborhood
in a vicious, downward spiral. Converse-
ly, new buildings stimulate renewal.
There are exceptions; some new buildings
sterilize blocks with blank walls. But the
exception is not the rule, and abuse is not
the precept. The rule is that new build-

ings draw tenants from old and weaken
other Defenders, so that other owners also
renew. When they do, where hetter than
next to the newest building? Renewal,
like blight, is cumulative, but in a be-
nign, upward spiral.

Competition for sites raises the tax
base if land values are derived from
ground rents. The higher base allows the
city to improve public services without
taxing buildings or scaring away genera-
tors of fiscal surpluses. In this scenario,
buildings raise the tax base indirectly, by
raising the value of land around them.

The Quintupling Effect

Riverside built a downtown pedestrian
mall when they were in vogue, and has
been sorry ever since. It did not work; re-
tailers deserted, and half the stores are
empty. I asked the developer of a suc-
cessful mall why he thought downtown
failed, and got a two word answer: "ab-
sentee ownership.” I should have known,
having preached it for years.

Farm advisers say, "The best dressing
for soil is the owner's shadow, applied
daily." In town they ask, "Who's keep-
ing the store?" Absentees aren't the only
negligent owners, nor are they all bad.
Torpid owners are the problem, and they
come in many forms. A city wants to be
rid of owners who see real estate as a cash
cow for their retirement, and to replace
them with owners who see it as a vehicle
for enterprise and who apply their shad-
ows daily. The shadows follow them to
local civic clubs and to enterprising
downtown or neighborhood associations
for making joint improvements.

The surplus to land attracts outside
buyers. Absentees, redundant parties in
production, are often top bidders for pure
ownership, which is the legal right to re-
ceive land rent plus unearned increments
that accrue over time. Georgist taxation
cuts directly into rents and unearned incre-
ments, which attract absentee owners; it
spares the rewards of enterprise. It there-
by effects a market transfer of ownership
from absentees to occupants, with the
community benefits that follow. In a
period of rising concern over alien takeo-
vers of U.S. real estate, these points mer-
it focused attention.
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The Sextupling Effect
Untaxing buildings attracts outside capital
to an area, but does not result in new cap-
ital formation for the economy. In
Keynesian models, however, reducing tax-
es on new capital raises the rate of return
after taxes (marginal efficiency of capital)
and creates new capital. In supply-side
models, increasing saving is more impor-
tant. Land taxation helps here, too. .
Land taxation, if vigorously applied,
tends to reduce the investment value of
land, through a process called "tax capital-
ization.” With land devalued, those need-
ing wealth acquire substitute assets by
saving more, and investing the savings in
real new capital rather than land.

The Septupling Effect

Georgist taxation tends to reduce the need
for public spending in two obvious ways.
One is to increase job opportunity, which
in turn reduces welfare spending. More
productive job opportunities should re-
duce pressure for military spending of a
boondoggling, make-jobs nature as well.
The other is to eliminate urban sprawl
and its wasteful cross-subsidies.

Renewal & Housing for the Poor
"Slum clearance" in the 1950s had a nega-
tive caste, with a name catered solely for
middle class consumption. Reuse of
cleared land was often at lower density,
inevitably throwing unhoused people on
the private market. Federal "urban renew-
al" in the 1960s, while better named,
emphasized clearing, not rebuilding. The
inventory of cleared, unrebuilt land under
the program grew each year. Cynics'
cracks of "bombing out" and "Negro re-
moval" were on the mark, though blacks
were not the only evictees. Any talk of
demolition and renewal evokes the spec-
ters of those cruel, wasteful programs.
But George's program begins with fos-
tering renewal and intensive use. Clear-
ance is involved only to serve renewal,
never as a goal in itself. The first land
taken would generally be vacant or with
boarded-up buildings. New buildings
would draw renters and buyers from old
ones, releasing more space. The idea and
impact are to increase rentable, salable
floor space. There would also be more

firms to compete in selling and hiring.

How do we know there would be an ag-
gregate increase in supply? Higher densi-
ty is one test. Untaxing buildings fosters
higher density because density, exempli-
fied by high buildings, substitutes capital
for land. Untaxing capital obviously
makes it more economical.

Higher quality is the other test. The
richer the new tenants or buyers, the more
space is released when they move. This
is the hardest point for advocates of the
poor to accept. There will always be spe-
cific cases where the rich bump the poor,
leading to contemptuous names like
"trickle-down" that dismiss effects on the
market. But the aggregate is what should
concern us. If tenants mobilize against
new construction, a minority with a vest-
ed interest harms everyone else, including
the poor. Building new homes for the
rich, who can afford them, releases usable
space for everyone else.

There are three kinds of slums. Only
the narrowest kind, the slum on high-
value land, causes eviction of the poor to
benefit the rich. Owners in these uncom-
mon areas neglect their buildings, expect-
ing to demolish them for expanding com-
merce or high-rise apartments. The
second kind is on bad land which will
stay bad. The third, and most common,
kind is on good land with old buildings
that have filtered down to people who
generate bad neighborhood effects. Units
go vacant; land value is low. The market
renews these slums not in a stroke, but
by nibbling at the fringes. Yet as it nib-
bles incrementally in, it unavoidably
creates more space than it consumes, rais-
ing aggregate supply.

The poor also must fear gentrification,
in which new gentry displace the poor in
the same old buildings. This is one re-
sult of not renewing; renewal as such is
innocent. It seems carping, too, to criti-
cize people for restoring old buildings.
The alternative may be seen in ungentri-
fied neighborhoods, where buildings sim-
ply go out of use, sheltering no one.

But the ultimate end of Georgist policy
is viewed in terms of the nation, pitting
cities against each other to attract people.
Nothing is better for people than to be
competed for. It raises their bargaining

power as tenants, buyers, and workers.

Social Justice

With all that talk of capital and efficien-
cy, remember that we began with a quest
for justice in sharing rent surplus. Jus-
tice and efficiency are not at odds; we can
have both. The trade-off expounded by
many economists is to enervate us so we
won't do anything. Yet we have shown
not just that we can have both, but
more; we cannot have either one without
the other. If we do not share rents in the
efficient Georgist manner, social and po-
litical pressures will cause inefficient
sharing and eventual dissipation.

We now see what economic policy can
do. The basic impulses, however, the
striving for justice and brotherhood, and
the sense of personal ethics, come from
within, and from family, community,
schools, and religion. So does the sense
of workmanship, the striving for excel-
lence without which no system works.

There are city councils and councilper-
sons who can corrupt the best system
ever blueprinted. The Georgist program
may even help to straighten them out.
Lincoln Steffens taught us that the vil-
lain in Eden was neither Eve nor the ser-
pent, but the apple! The apples of dis-
cord that corrupt city councils are
unearned increments to land value, which
they create or deny with every decision
on extending sewers or changing zoning.
Georgist taxation dehydrates those apples
by attaching higher tax to each uneamed
increment.

A Summary of Reconciliations
Georgist policy has been shown as a
means to revive dying cities, and in the
process to reconcile equity and efficiency;
to reconcile supply-side economics with
taxation; to reconcile capital formation
with taxation of the rich. It can be seen
as a means of harmonizing collectivism
and individualism, in the most construc-
tive ways possible. I know of no other
program whose proponents can even
make such claims, let alone substantiate
them. In a world that has already priced
younger people out of the real estate
market, we should find George's program
worth our intense study and support.
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By ALEX KOTLOWITZ

The Wall Street Journal
Filthy. Menacing. Dirt-poor
and abandoned. Communities
such as East St. Louis, Ill., Cam-
den, N.J., and Benton Harbor,
Mich.

They are the forgotten cities.

In 1960, East St. Louis was
featured as one of Look maga-
zine’s all-American towns. Today,
it is so poor it can’t afford to pick
up its garbage. During a recent
six-month suspension in trash col-
lection, residents piled up refuse
on their rooftops, away from dogs
and rats.

In Camden, thieves literally
are taking the city apart piece by
piece. At a local scrap yard, hus-
tlers walk in off the street hauling
aluminum doors on .their backs.
Others have been unbolting lamp-
posts and selling them for 70
cents a pound.

Benton Harbor’s recently
elected mayor, William Wolf, in-
herited a city where 60 percent of
the residents are on public aid
and nearly two-thirds of the hous-
ing is substandard. When a major
street collapsed two years ago, the
city could afford to fill it in only
with dirt. As Benton Harbor con-
tinues sliding, frustrated citizens
are trying to oust Wolf after just
six months on the job.

Across the U.S,, there are two
dozen or so of these forgotten
cities — small, sickly urban areas
whose problems go unnoticed be-
cause they are so isolated from
mainstream America.

In them, crime has reached
perverse heights and living condi-
tions have sunk to unthinkable
lows. “These places are our night-
mares,” says Gary Orfield, a Uni-
versity of Chicago political sci-
ence professor.

Ghettos from border to bor-
der, they have no middle class
and little industry to provide a tax
base, making them worse off than
the ghettos of New York, Chicago
and Los Angeles.

At 8$5,731, per-capita income
is lower in Camden than in some
of the country’s most depressed
urban areas — 25 percent lower
than in the Bronx. Its crime rate
is even higher than Detroit’s.

Highways slice right through
many of these places to the
wealthier, prettier suburbs. Resi-
dents of Benton Harbor, which is
situated amid a cluster of small
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£ & Because they’re not part of a city, they’re
almost completely invisible. We're

just writing them off.

They’'re America’s form of apartheid.J9
Political scientist Gary Orfield

and urban official Alex Little

towns on the western edge of
Michigan, say they often feel they
are treated like a leper colony by
surrounding communities.

Municipal governments in
these cities are typically beset
with turmoil. With little money to
go around, political bickering
over finances often turns into po-
litical free-for-alls. And with local
officials lacking the resources to
improve conditions, voters quickly
become disillusioned with them.
The mayor of East St. Louis insists
on round-the-clock bodyguards
because of what his office calls
“constant” death threats.

The forgotten cities began de-
clining 15 to 20 years ago, victims
of white flight and industrial de-
sertion. Most are now predomi-
nantly black. Federal financing
cutbacks in recent years have ac-
celerated their fall, and experts
worry that many more bantam-
weight cities will begin tumbling,
too.

Chicago’s inner ring of south-
ern suburbs has already begun
that plunge. Ford Heights, IIl.,
with unemployment estimated at
52 percent, was termed the na-
tion’s poorest suburb by a recent
Roosevelt University study. Near-
by Robbins couldn’t pay its 70 city
employees for three weeks last
year. And neighboring Harvey,
where unemployment has been in
double digits since the beginning
of the decade, is wrestling with a
5 percent shortfall in its budget.

“Because they're not part of
a city, they’re almost completely
invisible,” Orfield says. “We're
just writing them off.” Adds Alex
Little, Benton Harbor’s economic-
development director and former
administrative assistant to East St.
Louis’s first black mayor:
“They're America’s form of apart-
heid.”

East St. Louis, 96 percent of
whose 49,000 residents are black,
is probably the sickest of the lot.
It recently flirted with bankrupt-

cy. And services have deteriorat-
ed severely, with a $1 million
shortfall in the city’s $6.8 million
budget. That results from $1.2
million in lost annual revenue-
sharing and a recent $4 million
judgment against the city in a
lawsuit brought by a prisoner
beaten by another prisoner in the
local jail. In April, municipal em-
ployees’ paychecks were three
days late because the city didn’t
have the money. Vendors, know-
ing of the city’s precarious finan-
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Poverty, crime plaguing suburbs

cial plight, demand all payments,
in cash. Earlier this year, a-gity.
fire truck was held captive by a
repair shop for two months before
East St. Louis could come up with
the funds to free it.

From her bedroom wmdow,
Linetta Robinson can see .t&e
shimmering arch just across the
Mississippi River in St. Louis, a
testament to prosperity and inge-
nuity. Robinson’s three-room
wood shanty, the shingles half

gone and two-by-fours hanging’

precariously from the roof, stands*
in stark contrast, a testament to
poverty and neglect.

For three years, the 25- yeqr-
old Robinson and her four chil-
dren have lived in this rental unit,
a not-untypical structure in, the
city. She has stuffed newspaper
into six holes in the seven-foot-
high roof to keep out the rain and
birds. She can see grass through

(See SUBURBS, Page C-8) .
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:cracks in the bathroom floor. The
= windows are nailed shut — even

" during the hot, humid summer —

I to foil burglars. And plastic trash

= bags are piled on the roof, the

:rottmg food scattered by rats and

Crows.

- On a recent spring day, the
T woodshed and the accumulated

wgarbage caught fire; 20-foot

| = flames licked at the back porch.

- -I'm scared,”

she murmured un-

-nder her breath as she paced ner-
..vously, holding her youngest child
=fo her breast. After three phone
-calls the fire department finally

warrived and doused the flames
mbefore they reached her home.
=She was lucky; last month, this
-mre crew’s truck wouldn’t start.

=+ . The East St

Louis police

. =have similar problems. Many po-

-

’

=lice radios don’t work properly. So
—the officers have had to stop
-chases to call headquarters from
=4-pay phone. Because the force
-has been nearly halved over the
~past 12 years, the police often
=answer pleas for help slowly. In
-May, they took 48 minutes to re-

=3pond to a fight between neigh-
=bors. By the time they arrived, a
~Seven-year-old boy had been shot
sand Killed, and his mother wound-
ed.

“I'd call our neighbor with
his shotgun before I'd call the
police,” says Sister Julia Huis-
kamp, who runs a community-
based program in the city. When
the state troopers arrived two

years ago to assist the police, they
were treated as heroes. Residents
waved at them from their win-
dows. It was like the liberation of
France during World War II, one
officer says.

With money so short, politi-
cians angle for what they can get,
for their cities and sometimes for
themselves. Benton Harbor has
weathered such vicious political
combat that embattled Chicago
nearby seems like a model of
political stability.

The boarded-up Liberty The-
ater’s marquee welcomes visitors
to this tired city. As if mocking its
own town, the marquee reads:

WE---ME TO THE NEW

B---ON HARBOR

Abandoned downtown stores
have imploded, their innards
piled high and some of the debris
— bricks and twisted furniture —
hanging half in, half out of the
glassless display windows.

Benton Harbor’s leaders have
toppled like Humpty Dumptys. Its
first black mayor was recalled in
1976. His successor was indicted
on charges of misappropriating
public money, although the
charges were eventually dropped.
Now, a move is under way to
recall the current mayor, whom
opponents accuse of carpetbag-
ging and pandering to developers.

Five years ago, Mayor Wolf
moved to Benton Harbor, which is
72 percent black and Hispanic,
from neighboring St. Jjoseph,
which is everything Benton Har-
bor isn’t. Clean. Prosperous. And
98 percent white. Moreover, Wolf,
who is white, is by his own admis-
sion a booster for outside develop-

ers. The town’s major hope for
climbing out of its abyss, almost
everyone agrees, lies with devel-
opment along the St. Joseph Riv-
er, a fisherman’s paradise. But
the mayor’s critics worry that the
developers will take advantage of
the city.

Understandably, suspicion to-
ward the surrounding, blossoming
communities runs deep. The hos-
pital’s in-patient facilities, the
YMCA and the newspaper have
all moved out. of Benton Harbor.
County officials have occasionally
made insensitive, if not racist,
comments about the city.: One
county commissioner suggested
that the airport — which is in
Benton Harbor — was hurting
oecause most whites driving
through the city didn’t have elec-
tronic locks on their car doors.

Fights on the city council
have become so intense that last
year one city councilman was
floored by a roundhouse punch
from the then-head of the Down-
town Development Authority. An-
other council member, who al-
leges that the mayor has his own
secret agenda, refused to attend
the weekly council workshops for
two months. In April, the mayor
abruptly adjourned a council
meeting when the shouting and
name-calling got out of control.
One council member suggested
that cable television’s weekly cov-
erage of council sessions omit the
citizens’ comments, usually a rau-
cous portion of the meetings.

“Would you bring a business
to this town, knowing what’s going
on?” Commissioner Steven Wood-
en asks rhetorically.

Probably not. And that seems
to hurt many of these communi-
ties. In East St. Louis, political
infighting has so discouraged John
Bolden that he plans to sell, at a
$1,000 loss, an abandoned grocery
store that he had hoped to reno-

vate. “All of Rome is on fire
here,” he says. “It demoralizes
me.”

Like many distressed cities,
Camden is banking on develop-
ment of its waterfront — it sits
across the Delaware River from
Philadelphia — and neighborhood
gentrification. With the lack of
much state and federal money —
the city’s federal aid has dwindled
from $9.8 million in 1981 to
$25,000 today — that may be its
only hope.

Mayor Melvin R. Primas Jr.
and others insist that things are
looking up for this city of 83,000.
After all, the state plans to build
an aquarium in it. Campbell Soup
Co., which has been in the city
since its founding in 1869, has
promised to build its new interna-
tional headquarters aiong che riv-
er. A New York radio real-estate

according to the Justice Depart-
ment. Suburbanites in Volvos and
Subarus drive these mean streets
to buy drugs and women. In just
one day, this reporter was propo-
sitioned by three prostitutes and
offered crack and marijuana.
“It’'s not a dying city, it’s a
dead city,” says John Young, 64,
who keeps one loaded and cocked

make up an astonishi 4 -
cent of the population, may suffer

urdens. The schools
have deteriorated so much that
the state threatened to take them
over last year. With unemploy-
ment as high as 20 percent, the
young have little hope for eventu-
al jobs even if they do stay in
school. There aren't even any

.22-caliber rifle by his front door movie theaters for them to go to.

and another by his back door. “If
you have anything of value in
your house, it’s a constant vigil.”

The city has become a dump-
ing ground for everything no one
else wants. A countywide sewage-
treatment plant recently began
operations here; the smell in a
nearby neighborhood is so awful
that one teen-age girl says she
can’t eat at home. A recently
completed state prison sits at one
end of North Camden, leading a
resident to snicker that it's the
safest area in the neighborhood.
And surrounding bedroom com-
munities even send their home-
less to Camden, which has a shel-
ter.

What may most disco

adviser has been touting Cam- _real-estate _speculators, however,

den’s proximity to Philadelphia,
and a busload of speculators
drove through the city recently to
examine homes.

But many doubt that a city so
down can find its way back up. So
many housing units are aban-
doned that North Camden resem-
bles Germany after World War II.
Gutted, charred row houses line
the streets, with garbage spilling
out windows and door frames.

Camden’s crime rate is more
than double the national average,

is the city’s steep property-tax
rates, a problem plaguing most
such ailing cities. With decaying
buildings and a relatively low col-
lection rate — only 83.7 percent
of taxes due were collected in
Camden last year — homeowners
are hit by the highest property
taxes in New Jersey. Cynthia Tay-
lor, a kindergarten teacher who
bought a three-bedroom row
house three years ago for $10,000,
pays $1,000 a year in taxes.

But Camden’s children, who

Kenyatta Byrd, 14, says it
“hurts” to live in such a city. “I
won't tell anybody I'm from Cam-
den,”- she confides. “I'm embar-
rassed about the way it is.”

Asserts Patrick Keating, the
city’s business administrator: “I'm
not ready to give up just yet.” But
he moved his own family out nine
years ago.

Still, most of those living' in
the forgotten cities

home, no matter how blighted.

Aided by a nonprofit housing
group, Lallois Davis bought a
$5,000 brick row house in Camden

three years ago. It could be nicer.
It’s just a block from the sewage
plant. To protect her family —
three daughters and a son — from
robbers, she keeps a Little League
baseball bat by the front door and
a machete in the kitchen.

Nonetheless, she plans to
stick it out. She and a teen-age
daughter stuccoed the living-room
and dining-room ceilings and put
in new Kkitchen cabinets. Now,
they are paneling an upstairs bed-
room.

What has happened to Cam-
den is “heartbreaking,” Davis
says. “But I'd love to see Camden
come back.”
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Marriage
Licenses

(From Page C-6)
Miguel Andrade, 39, Banning and Gloria
Flores, 43, Banning
Gary Lambert, 40, Banning and Deborah
Partridge, 35, Banning
Francis Gallington, 54, Riverside and Joyce
Baker, 49, Riverside ;

Mathew Godfrey, 23, Riverside and Heidi
Nielsen, 21, Riverside

Todd Fisher, 26, Moreno Valley and Melody
Moore, 21, Moreno Valley

Raul Robles, 29, Colton and Tracy Hutchin-
son, 29, Colton

Cameron Pittman, 26, Warner and Joanne
Davider, 21, Corona

Gary Halstead, 36, Aguanga and Sondra
Treadwell, 31, Aguanga

Marvin Dodge, 22, Provo, Utah and Lesle
Hudgens, 25, Riverside

Peter Michalowski, 34, Lake Elsinore and
Sondra Bass, 29, Lake Elsinore

David Murphy, 29, Banning and Deanna
Cash, 25, Banning

Ronald Slack, 27, Riverside and Gaylene
Shepherd, 25, Riverside

Dean Zanone, 34, Norco and Valerie Nicko-
ley, 33, Norco

Richard Siu, 25, Moreno Valley and Saundra
Barton, 22, Morzno Valley

George Kramer, 59, Bellflower and Linda
Kramer, 43, Moreno Valley

Edward Starbuck, 47, Corona and Rosemary
Hinko, 41, El Toro

Dan Bostick, 35, Riverside and Debbie Lea-
vitt, 26, Riverside

Jaime Jordan, 22, San Jacinto and Maribel
Tarango, 20, Hemet
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Daniel Suarez, 28, Hemet and Olivia Vel-
gara, 19, Hemet

Dillard Couch, 20, Riverside and Melinda
Hughes, 20, Riverside

James Anelle, 24, Moreno Valley and Lan-
ette Knighten, 23, Moreno Valley

Michael Valdez, 21, Moreno Valley and
Kolene Knighten, 22, Moreno Valley

Glenn Stanfill, 33, Moreno Valley and Char-
lina Wright, 37, Moreno Valley

Daniel Laliberte, 25, Corona and Sheri Pul-
len, 23, Corona

David Martinez, 56, Hemet and Joyce Coel-
ho, 48, Hemet

Chris Nemeth, 18, Perris and Shawna
Doyle, 17, Perris

Farran Helmick Jr., 63, Riverside and Lois
Matthews, 63, Riverside
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Marcel Lemieux, 55, Rialto and Anna Holt,
50, Rialto

Allen Woodruff, 29, Riverside and Suzanne
Spires, 29, Riverside

Charles McCall, 50, Hemet and Elva Loth-
ringer, 34, Hemet

Daniel Hase-Evans, 19, Perris and Cari Har-
ris, 18, Romoland

Frederick Ricciardi Jr.,, 20, Hemet and
Sheryl Hill, 20, Hemet

Edwin Singleton Jr., 32, Perris and Steph-
anie Willis, 31, Compton

David Hall, 27, Pomona and Susan Lam-
mens, 23, Moreno Valley

Jorge Santiago, 23, Loma Linda and Paula
Flores, 21, Loma Linda

Leon Kerr, 83, Oregon City, Ore. and Mil-
dred Pendleton, 78, Corona

Billy Davis, 38, Riverside and Charlotiews
Douglas, 33, Riverside

Stacy Fort, 21, Riverside and Alice Stubbley

field, 20, Riverside o
Paul Nix, 27, Norco and DeVonna Shimp,
31, Corona

Gary Coslett, 31, Corona and Jill DeVassie,
32, Corona

Timothy Klock, 26, Riverside and Terri Kin-
sey, 24, Riverside

Kevin Davis, 33, Riverside and Ella Joseph,
26, Riverside

Michele Falsetti, 23, Riverside and Tara
Sparks, 23, Riverside

Michael Gordon, 29, Lake Elsinore afid®®
Shanilee Staples, 23, Lake Elsinore :

Eric Hoke, 35, Mira Loma and Cynthia
Mellott, 30, Moreno Valley

-
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IT LOOKS LIKE UP IN NEWARK

But after years of decline, the race to recovery won'’t be easy

harpe James reached the finals in

the U.S. Olympic trials for the

800-meter run back in 1960. He
didn’t make it to that year’s games in
Rome, but he did have lots of practice
getting out of the blocks fast. It obvi-
ously stuck. For even before James be-
gan a four-year term as mayor of New-
ark in July, 1986, he had hired Coopers
& Lybrand to scrutinize the city’s opera-
tions and finances.

That James would enlist business con-
sultants fits, too. He says he decided to
run Newark “like a business, not like a
kaffeeklatsch”—a pointed jab at his
four-term predecessor, Kenneth Gibson,
whose administration had frustrated in-
dustry. Newark’s business leaders had
griped that Gibson couldn’t even take
care of the small stuff—such as getting
the phones answered at city hall.

But now, after nearly 20 years of de-
cline, Newark is slowly coming back.
And James is guiding its advance in
ways both big and small. Following one
of Coopers & Lybrand’s recommenda-
tions, the city has collected $15 million in
back water taxes. Newark’s $338 million
budget has also been balanced by rais-
ing taxes and attracting new business.
ON THE HORN. The city boasts that it has
lured $1.5 billion in new investment since
1986. For example, Hartz Mountain In-
dustries is putting up a 1.5 million-
square-foot industrial park near Newark
International Airport. Now, city hall is
not just picking up the phone, it's mak-
ing the calls. “Sharpe James is a doer,”
says Joseph Morris, whose Morris Co., a
Secaucus (N.J.) developer, will build a
$100 million industrial plant on city land.
“James talked me into coming into New-
ark and putting up the bucks.”

That’s something, given Newark’s his-
tory. A riot back in 1967 took 27 lives
and destroyed many businesses. From
there it was all downhill, with the popu-
lation thinning by nearly 20%, to about
310,000, and property assessments erod-
ing by a like amount. Big employers,
including General Electric Corp. and
Westinghouse Electric Corp., closed
shop. But, notes Robert C. Winters,
chairman of Newark-based Prudential
Insurance Co.: “Even in Newark’s dark-

MAYOR JAMES: THE NEW NEWARK HAS LURED
$1.5 BILLION IN INVESTMENT SINCE 1986

est days, there were those who had faith
that it would one day come back.” Trou-
ble was, few of the faithful were willing
to put money on it.

After 1967, less than a dozen privately
financed homes went up in Newark.
Then this year, Vogue Housing Connec-
tion, a private builder based in the city,
began selling 40 units at market prices.
K. Hovnanian Companies, a big, publicly
held developer, is putting up 168 town-

T EEaa—
‘Evenin Newark’s darkest
days, there were those

who had faith that it
would one day come back’

houses, ticketed to go for $73,000 to
$103,000. All told, plans for 70 residential
developments envision more than 4,000
new units, most at market prices. Vogue
President Donald L. Harris credits
James with cutting red tape. He says:
“The mayor initiated one-stop process-
ing” for building permits and such.
Born in Florida, the 52-year-old James

“was raised in Newark, where he attend-

ed local schools, taught social studies at
Essex County College for 18 years, and
served on the city council since 1970. In
the nonpartisan mayoral election, James,
a Democrat, swept all five of the city’s
wards to defeat Gibson handily.

James also has benefited from good
luck and timing. New Jersey’s unem-
ployment rate has dropped to 3.9% from
9% in 1982, and the state began enjoying
renewed prosperity as part of the gener-
al Northeastern resurgence that has
boosted land values and rents. In Man-
hattan, office rents typically run $39 a
square foot. In Newark, which is only 15
minutes away by train, space can be had
for $25 a square foot. Promoters are
working to exploit the difference.

MANY WOES. Newark has by no means
cured all its ills. Among the many:
alarming numbers of pregnant teens, a
welfare population that makes up fully
one-third of the city, and a school system
that the state is threatening to take over
because students’ test scores are so low.
Joblessness in Newark has dropped a
couple of points since 1986, but at 8.7%,
it remains well above the national rate.

Housing the city’s poor is an even
more difficult problem. Newark has
more than 6,000 people waiting for pub-
lic housing and an estimated 10,000
homeless. But the city council appoints
Newark Housing Authority commission-
ers, and James says he can only move
the NHA by “cooperative persuasion.”

James’s private-sector approach
doesn’t appeal to all quarters. One critic
is Monsignor William J. Linder, who
runs the nonprofit New Community
Corp., which owns 2,270 Newark apart-
ments. The city’s revival, he complains,
“is driving up real estate values” and
tends to develop white-collar jobs ‘“‘that
do not go to the local people.”

But James is hoping that he can keep
voters such as Vernon Faith, 37, on his
side. A Newarker who works as a chef
at St. Elizabeth Hospital in nearby Eliza-
beth, Faith says development is worth
the price. Figuring that higher taxes and
rents are worth it if they help to bring
jobs, Faith says, “I don’t mind paying
the freight.” With teammates like Faith,
James says that Newark is “in the race
now.” If so, it'll be a marathon.

By Frank McCoy in Newark
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Catch The Olympic Spirit

For us at Hyundai, the Olympic Games are something
special.

Special because the Games call for the same dedication,
vision, and outstanding performance that Hyundai does.

The spirit of achievement and the quest for excellence brings
life to the Olympics, and it’s at the heart of what guides the
Hyundai Business Group.

As a corporate athlete in our own ranks, Hyundai has trium-
phed around the world in key industrial sectors from
automobiles and ships to steel and construction.

And because our quest never ends, Hyundai is working
towards Olympic- class achievements in electronics, telecom-
munications, robotics, and other high technology fields.

So look for Hyundai - a leader in progress now and in the
21st century.

Hyundai, Olympians in Business.

A HYUNDAI

140-2 Kye-dong, Chongro-ku, Seoul, Korea.
TEL:741-2111/20,741-4141/70
TLX:HYUNDAI K23111/5,K23175/7HD CORP.




Transit Riders in Pursuit is a non-profit research organization committed
to the improvement of this city’s public transportation system. Member-

ship is open to any transit user for $1.00 per year.
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New York City’s Buses in Decline

Much fuss has been made over the so-called “comeback”
of New York City’s subway system but the steady decline
of the city’s vast bus network has been virtually ignored
by the press, transit professionals and public officeholders.
It is increasingly apparent to New Yorkers that the waits
at bus stops are becoming longer and longer.

At a community meeting of Board 8 on the Upper East
Side several months ago, the transit authority represen-
tative admitted that the authority was cutting several
hundred buses from the fleet. The spokesman added that
more buses would be cut and accounted for these actions
by citing declining bus ridership figures. When the au-
dience shouted its protest to these cutbacks, the agency
rep said that it was customary to cut back when a busi-
ness is losing revenue. One of the Board members angri-
ly shouted that when a business is failing, one should look
for better managers.

The transit authority justifies these bus cuts by report-
ing results of studies that show lower ridership figures.

Yet, the authority refuses to allow independent groups
such as the Committee for Better Transit and the MTA’s
Permanent Citizens Advisory Committee to assess the data
of these studies.

All New Yorkers suffer from the deterioration of bus
service but the most bus-dependent—women, elderly, chil-
dren and the disabled —have been inconvenienced even
more. Senior citizens and the disabled especially depend
on buses because of greater distances to subway stations
and subway stairs.

Buses and subways are both needed in this town and
the transit authority must recognize that the two must
function in a coordinated fashion and not treat them as
competitors.

We must begin to think more of exclusive bus lanes, in-
troducing bus to subway transfers at certain junctions, and
treating the bus system as an equal partner to the rapid

transit system.
Arline L. Bronzaft, Ph.D.

Lehman College, CUNY

Closing The Williamsburg Bridge: A Commuter’s Nightmare

The Williamsburg Bridge (on Delancy Street) was closed on April 12, 1988 for safety reasons. The discovery of extensive
corrosion in the 85 year old structure has extended the temporary shutdown. The inspections in 1984 and 1985 identified
several corroded areas which were not corrected because of plans to reconstruct the bridge in 1987. Without service on
the M and ] lines between Manhattan and Brooklyn, the 84,000 subway riders can use the L line, the ferry (from Division
Street, Brooklyn to South Ferry Manhattan, free to Manhattan, 25¢ to Brooklyn) or walk or bicycle across the bridge. The
160,000 auto commuters must use other already congested East River crossings.

The closing of the Williamsburg Bridge makes two things perfectly clear: (1) the city is not providing the resources neces-
sary to adequately maintain its infra-structure (bridges, tunnels, highways, streets, subways, water and sewage lines): (2)
New York City is at or near its limit for automobile traffic.

If the infra-structure is allowed to deteriorate without repair or substitution everyone suffers and the city goes further
into decline. The city spends only $8 million annually on bridge maintenance when $140 million is needed. Even if one
doesn’t drive, one depends on people, goods and services that do use cars and trucks. We feel the city must support and
maintain the existing bridges, roads and subways with adequate funds.

If New York City is choking on its own traffic, then progress lies with supporting and maintaining the subways and
buses as an alternative to driving. The subways which currently handle 3.6 million daily trips, handled over 6.5 million
trips each day in the 1930’s and 1940’s. The city must allocate more resources to improve subway/bus service and to in-
crease its capacity. The City/MTA should then take the bold step necessary to bring riders back to mass transit, LOWER
OR ELIMINATE the fare!

If people insist on driving in daily traffic jams and are willing to pay exorbitant parking fees and tickets, maybe they
are saying that service underground is just not worth the hassle. If the fare was lowered or eliminated drivers would be
enticed back to mass transit. It would then be up to the MTA to increase the systems capacity to where we were 50 years ago.

CHANGES COMING — The NYCTA is planning to change #1 IRT service above 96th St. by having skip-stop service.
They are adding a #9 train that will stop at certain stations while the #1 will stop at all other stations. At several stops,
namely 103, 110, 116, 137, 168, 191 and 231, both the #1 and #9 will stop. What happened to 181st St.? Isn't it busy enough?

FREE T-SHIRT!! - IF YOU SIGN UP 4 NEW MEMBERS
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Across the Country

Other areas in the U.S. have applied
some of the ideas proposed by TRIP. Seat-
tle has already appeared on these pages
because of its NO-FARE mass transit in
the central business district.

Thomas L. Johnson, Congressman and
then Mayor of Cleveland around the turn
of the century, fought for free transit and
did get it reduced to 3¢. Los Angeles will
get 11% of the cost of its new subway line
from “benefit” charges on land near the
subway line. The “benefit” charges are be-
ing proposed in a complicated manner
and might not be as efficient as a true
land-value tax.

NYC Applied Modified
LVT in “20's

Yes, NYC experienced the largest con-
struction boom in the 20’s by applying
what amounts to a tax only on land value.
In that era, hundreds of thousands of
apartment units were constructed. What
happened was that the City allowed a
10-year tax abatement for any residential
builders, as of right. For a period of ten
years the land owner would have to pay
the tax only on the land value. After ten
years the landlord paid taxes on the land
value and the building. However, this ten-
year abatement caused the greatest con-
struction boom in New York City’s
history.

MTA Caters to
the Yuppie Rider

The MTA began a $1 million promotion
campaign to sell midtown IRT service
(lines 1, 2, 3, 4, 5 and 6) claiming 3-5
minute headway during midday hours.

The full page ads appear in the New York
Times and are targeted toward 25 to 44
year olds making over $50,000. Subway
service is even euphemistically called
“MIDTOWN BUSINESS SERVICE”. One
can hardly fault the MTA in its publicity
effort to attract more riders. However,
there are other people using “business
service” on other lines and in other
boroughs still facing inordinate delays and
cattle-car rides from the Bronx, Queens
and Brooklyn at rush hour.

TRIP feels the problems of the average
“business service” user should be ad-
dressed as well as the upscale user. When
service for the other parts of the system
is up to par, then the MTA can mount a
publicity campaign for average New Yor-
kers and even take out ads in the New York
Post or Daily News.

On the Right PATH

PATH, Port Authority Trans-Hudson,
trains provide 24 hour subway service be-
tween Newark, Hoboken and Jersey City
to downtown Manhattan. Wouldn't it be
wonderful to get the kind of rush hour
service that PATH gets. Their morning
rush hour starts at 6:24 A.M. and the
evening rush hour at 3:30 P.M. and ex-
tends to 6:50 P.M. Their headway is from
3 to 5 minutes. When will it happen here?

Automatic Fare Collection:
Still a Long Way Off

Automatic Fare Collection (AFC) is
another pet MTA program several years
off. An AFC card will allow multiple use
and eliminate the need to wait on token
booth lines. The AFC system is being
evaluated in 40 stations equipped with
AFC-turnstiles with transit employees and
other selected riders receiving the cards.
But if successful it won’t be implemented
until the mid-1990’s!! Unfortunately, there
is little likelihood of a simultaneous col-
lapse of all token booths which would
give the MTA the push needed to get AFC
set up in a reasonable time (6 months to
1 year).

Lost In Transit

The MTA is on the right track when try-
ing to get more people to use the sub-
ways. However, TRIP feels enough is
enough. By mass closing of subway exits
the TA is making it harder to leave the
subway system. Some people spend
hours looking for an exit to the street,
while others go to the next stop where
they're fairly sure the exit hasn’t been
blockaded, yet. Last month 8 people got
completely lost at Penn Station and
turned up hours later in Newark, New
Jersey. C'mon Mr. Kiley and Mr. Gunn,
let's leave the exits and entrances to the
system open all the time. New York City
should have a friendly system that doesn't
gain ridership by unjustly imprisoning
them.

From the Editor

TRIP has been active for five years, working for improved mass transit through im-
provement of services and for a NO-FARE transit system. Richard Kiley and David Gunn
have also been working to “improve” the system —purchasing new subway cars, achiev-
ing improved station appearance, reducing derailments, etc. However, Kiley And Gunn
have also been responsible for reduced bus routes, closed newsstands and closed or
reduced hours at token booths. Nevertheless, the present system is plagued with the
same problems when TRIP started. The problems simply stated are depressing condi-
tions, frequent breakdowns and delays and a prohibitive fare for the average worker.
People don't like to ride the subways, they have to! New York’s mass transit system,
with the emphasis on cosmetics, cutbacks and fare increases, is slowly becoming an
elitist system which will charge $2 or more to ride the subway which will go to far few-
er places.

The goals of TRIP are even more appropriate now than ever. The ridership should
be treated as an asset and not as a workhorse to pay ever-increasing fares. The costs
of the system should be paid for in a way that does not decrease ridership! FARES MUST
BE REDUCED so that everyone can ride. The system should be paid for by the lan-
downers through a tax on land values.

Why landowners? The land is valuable just because of the easy access to mass transit
and a free fare will make the land even more valuable.

Why a land-value tax? Taxing land value will not reduce the amount or utility of the
land as a tax on improvements or a tax on people (i.e. the fare) will. The amount of
land is fixed and taxing land value cannot reduce the amount of land. This will not
increase the tax on improvements (buildings, stores, theatres), so it will not hinder eco-
nomic development of the land. Taxing the land value will cause the landowner to try
to make the most money from the land by developing it to its full productive potential.
Thus, vacant lots should disappear and abandoned buildings will be rehabilitated or
replaced by more modern structures. If the landlord cannot pay the tax then he will
sell the land to someone who will be able to pay the land value tax by developing the
property. A LAND VALUE TAX is a tax whose time has come. (See article on Henry
George and LVT, page 4.)
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NAME
ADDRESS
CITY STATE ZIP
PLEASE CHECK ONE: [J $1 Annual Dues 0 Donation
I ride: OJ Buses O Frequently [J Occasionally [J Never

00 Subways [ Frequently O Occasionally [J Never
My most serious complaint is:

NAME '
ADDRESS
CITY STATE VAlg
PLEASE CHECK ONE: [0 $1 Annual Dues [(J Donation
I ride: OJ Buses [ Frequently [J Occasionally [J Never

00 Subways [ Frequently OJ Ocassionally (] Never

My most serious complaint is:

My most serious complaint is:

TRIP t-shirts (white with green logo) may be purchased by sending $8 each (postage included) to
TRIP, P.O. Box 310, NYC, NY 10032. Be sure to give us your size — S, M, L, XL.

TRIP Would Like to:

1. Propose a stable source of income for
mass transit through a land value tax
surcharge that will pay for improved
capital and expense operations and will
allow a zero or reduced fare transit
system.

2. Improve bus and subway service mak-
ing it safer, cleaner and more reliable.
This will increase ridership, reduce
auto congestion and air pollution and
improve the quality of life in New
York.

3. Make the MTA accountable to the rid-
ing public by communicating the needs
of bus and subway riders to manage-
ment of the MTA and NYCTA.

4. Increase TRIP membership (eventual-
ly to all mass transit users) to increase
its voice.

Recent
TRIP Activities

TRIP has been active lately pursuing its
goals and trying to increase its member-
ship. TRIP sponsored a half hour panel
discussion shown on Channel ] (23) on
April 14, 1988. TRIP now has an attrac-
tive Tee-Shirt with the TRIP logo for sale

or for FREE with four new members. Our™ -

Executive Director has attended several
meetings and public hearings on transit
matters and taxation.

Felice Gruskin appeared on a radio talk
show, Community Concern, in January.
The Advisory Committee and Board of
Directors of TRIP held a board meeting on
April 13, 1988 where future strategies
were planned. TRIP has a new secretary,
Moira Reid and also a publicity specialist,
Toby Sanchez.

TRIP on TV

A half hour panel discussion ontran-
sit issues was shown on April 14, 1988.
Five members of TRIP were on the
panel (Nan Braman, Bob Clancy, Bren-
da Goodman, Kevin Lynch and Steven
Strauss) moderated by Felice Gruskin.
The panel discussed how to improve
mass transit and how a land-value tax
can help reduce the fare. The discus- -
sion can be seen again in July/August
on channel ] (23). The videotape (VHS)
is available for $24.95 (postage includ-
ed) from TRIP, P.O. Box 310, New
York, N.Y. 10032.

London Subway Fire - Could it Happen Here?

We extolled the London subway system
in the last issue of our NEWSLETTER. As
chance would have it the most catastroph-
ic fire in the history of London’s subway
occurred while our Newsletter was at the
printers.

The fire occurred on November 9, 1987
at a wooden escalator in the busiest sta-
tion (King’s Cross) at the end of the rush
hour. The wooden escalator became en-
gulfed in flames and filled the station and
tunnels with smoke which trapped peo-
ple and hampered fire-fighting. Thirty-

two perished and eighty people were
injured.

Could such a tragedy happen in New
York? Fortunately there are no wooden
escalators in our subways. However, dan-
gerous conditions do exist and we feel the
MTA should address them immediately
to prevent a similar tragedy in New York:

1. Doors on some lines (e.g. A, E and F
lines) are locked preventing evacuation
through the train.

2. Inadequate emergency exits.

3. Lack of smoke detectors.

4. Emergency communications (phones)
are inadequate and are not tested or
checked routinely.

5. Emergency plans are insufficient or
non-existent.

To quote one transit official “When a
train catches fire, you get inky black
smoke...you have to get people out of
there and fire fighters in there. Making
these things happen is not so easy and we
aren’t as good at it as we should be.”
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Comments, Please

TRIP would like to hear from other members. Do you have
a comment, or story or a pet peeve that you would like to share
with other trip members. Write TRIP Newsletter, P.O. Box 310,
New York, NY 10032.

Newsstand Closings

Anyone who regularly rides the subways may have noticed that
the platforms and stations are a little emptier lately. You see, wi-
thin the last seven (7) months, David Gunn, President of NYC-
TA closed 43 subway newsstands. Shame on David Gunn. These
newsstands have provided riders with safety, jobs and con-
venience. We think they should be re-opened immediately and
not for the exorbitant price of $40,000 plus an annual rent of
$43,000.

Member Questions MTA

One of our Life Members, David Middleton, Jr. has written
to the Chairman of the MTA, Robert Kiley, about the cost of a
new subway car. Mr. Middleton questions the $1.2 million pur-
chase price of a 40-ton subway car, when a 200-ton diesel/electric
locomotive is also priced at $1.2 million. Mr. Kiley responds with
form letters but has yet to give a satisfactory explanation for this
cost.

Comments from Members

We hear many complaints about service on the subways and
buses. People ask “What good are new subway cars when serv-
ice is still so unreliable?” “Why, when a station is reconditioned,
are the benches put back only in the middle of the platform, and
eliminated at both ends?” Why can’t I buy a newspaper like I
used to from a vendor in the subway?” “Why are so many more
entrances closed now?” “Why do I have to wait 25 minutes for
a bus and then 4 come in a bunch?” Why does the MTA give
such a high priority to graffiti removal and Midtown Business
Service at the expense of these other passenger conveniences?
The MTA talks of revitalization but we haven't seen it yet in as
many areas as we should.

Complaint Number of the New York City Transit Authority is
1-718-330-3322, but they may be slow to answer.

TRIP T-shirts are available for $8 or FREE to members who sign
up 4 new members (see page 3 for details)

TRIP needs help. Can you give us your time and attention
to keep spreading the word. If you can or know someone
who can, please call Felice Gruskin at 212-923-6976.

Henry George and Land Value Taxation

Born in Philadelphia in 1839, Henry George sailed around the world
and settled in San Francisco where, as a newspaper editor, he addressed
the social problems of his day. On a visit to New York, he was moved
to find a solution to the shocking contrast between the wealth and poverty
he found there. The fruit of his search, Progress and Poverty, was pub-
lished in 1879, became a best seller on economics, and has sold several
million copies in 18 languages.

George’s popularity nearly got him elected mayor of New York
in 1886.

Rising land rents are caused by the growth of society, and
speculation in land rents aggravates the tendency to benefit some
and impoverish others. The solution George proposes is the pub-
lic appropriation of land rent, taking the incentive out of hold-
ing more land than one can productively use. More land would
come on the market, lowering land rents and prices, thus giv-
ing labor and capital more opportunity to create and keep more
of the wealth produced. Finally, using land rents to fund public
services would render unnecessary taxes on labor and capital,
which reduce the incentive to produce. Freed from the burden
of taxation, labor and capital would be able to produce and keep
that part of the wealth that is now taxed.

Henry George’s remedy for poverty - “to abolish all taxation save
that upon land values” - soon became known as the Single Tax.
Though a tax in name, it is not an arbitrary levy upon labor and
wealth, as is the case with most taxation. Rather, it is a payment
to the community for the use of a site, whose market value is
determined by community activities around the site.

Today, George’s remedy has achieved some partial applications
but not as a single tax. Land Value Taxation (or LVT) is an in-
crease of local taxes on land value with a corresponding decrease
of taxes on buildings, improvements, and other sources of
revenue. This reliance upon community-created site-values re-
wards those communities that provide the best public services.
It also rewards landowners who put their sites to their best uses
(creating improvements and employment). These benefits which
flow from a modest application of the Single Tax principle have
been documented —and are attracting increasing attention to it.
Many economists are favorable to LVT.

(For more information on the ideas of Henry George or activi-
ties at the Henry George School, call or write: Henry George
School of Social Science, 121 East 30th St., New York, NY 10016.
Phone 212-697-9880).
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Prof. Peter Colwell

ORER Professor of Real Estate
Department of Finance

U of El11

1407 West Gregory Drive - 304B DKH
Urbana IL 61801

Dear Peter:

Thank you for appearing at the WEA Conference last week, and
performing so splendidly. It was a pleasure meeting you, and
having you join us. I only regret you disappeared so quickly, I
was hoping we might have some time to chat and conspire.

I hope you will submit your paper to the Editors of CPI,
Contemporary Policy Issues, % Professor Darwin Hall, Economics,
Cal State U Long Beach, 90840. You may or may not want to revise
it after hearing the discussion at Tahoe, that is up to your
judgment. CPI will send it out for review.

There is some previous literature you may want to consult. One
is my chapter on "Adequacy of Land as a Tax Base" in Dan
Holland's volume, The Assessment of Land Value, UW Press, ca.
1969. There is a later chapter on the same subject by Marvin
Johnson of Madison, and Shauna Grosskopf of SIU, which you could
locate by calling either of them. Neither of us, as best I
recall, treated the effects of elasticity of demand for land, as
you do so skillfully. That has not only been neglected by us
before, it is especially relevant and timely today when entry
barriers into the land market are such an issue.

On another topic I surely appreciate your suggestion about
distributing the talk I gave at St. Johns, and I gratefully
accept. As we discussed, I enclose a new page One, with minor
emendations. You may want to edit out some of that introductory
warm-up anyway, which may be too personal, but some think gives
it a more human touch.

Cordially,



St. John's University
GRAND CENTRAL AND UTOPIA PARKWAYS
JAMAICA, NEW YORK 11439

COLLEGES OF BUSINESS ADMINISTRATION TELEPHONE:
(718) 990-6161

The Henrar

George Program
May 11, 1988

Professor Mason M. Gaffney
3040 Tyler Street
Riverside, CA 92503

Dear Professor Gaffney:

This letter is to confirm our telephone conversation last week. 1 am
sorry that it has taken me a little longer to write than I anticipated
when I spoke to you. I did realize that I did not have your address,
and I had to find it in the 1985 Survey of Members of the AEA.

Everyone here is delighted that you have accepted our invitation to
ive the Fall 1988 Lecture in The Henry George Lecture Series at St.
ohn's University. Your speech, “How To Revive a Dead City," is
scheduled for Wednesday, October 26, 1988, from 1:30 to 3:30 p.m. We
will pay you an honorarium of $500 plus all your expenses, including
round trip air fare from California to New York, one night's lodging and
meals in New York City, plus any other expenses you may incur.

The lecture should be directed to a general audience consisting ,
gnmarlly of students who have no background knowledge in economics.

ince this is a Henry George Lecture, some reference to Henry George
should be included. " We ask our speakers to lecture for about 60
minutes and then to take questions from the audience for about 30
minutes. The last 30 minutes is for refreshments and informal
conversation.

We will be undertaking an extensive promotion and publicity campaign
for your lecture. To that end, I would be ﬁrateful for a copy of your
resume and two photographs for our school publications.

I will be in touch with you again several times before your lecture. I
will be looking forward to receiving your resume and ;t).hotographs, and
to r,rtlegtmg you in October. Thank you again for accepting our
Invitation.

Sincerely,
M. Northrup Buechner
Henry George Chair

xc Dean Mary F. Malone
Dean Joseph A. Giacalone



FRITZ FINANCIAL CONSULTING

Economic Consultants To Financial Institutions
32 BAKER HILL ROAD
GREAT NECK, N.Y. 11023

(516) 466-4182

DAVID FRITZ

President

February 24, 1989

Dr. Mason M. Gaffney
Professor of Economics
University of California
Riverside, California

Dear Prof. Gaffney,

I am sorry that I was unable to attend your
lecture, "How to Revive a Dead City" given
at St. John's University on October 26, 1988.
I would like to get a cony of your talk since
I am interested in knowing your view of the
impact of rent control.

Sincerely,

NNRIp
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. I am a New Yorker
b. White Plains

My family even has a St. Johns connection. "Me sainted
ndfaather - the Oirish wan - sent to St. Johns College,
dham, N.Y., to become a priest, lead the celibate life. I am
living proof he was not up to the calling. His obit tactfully
s "after leaving college he enlisted in the U.S. Navy", but
ht Fan wrote privately, "papa left Fordham before finishing,
i went to California where he taught school. Required mostly

brawn, he said." 3 3

idcly Eode, Wom « drag Nt S5 Mawisn o Al A

We go Lay back, Not so many generations, but they were long
ones. Grandfather fought in the Big War: the Civil War. He was up
to that, and also to invading Canada afterwards, in hopes of
setting o0ld Oireland free. A true Mick. Buried his dad, an old
Tammany hand, in Calvary cemetery, Brooklyn.

My othah Grandfathah, the Yankee, was a Presbyterian preachah
from Brooklyn Hts. Sent his girls to Packer Collegiate Inst. on
Joralemon St. In my family we've unified the Emerald Isle long
since, and have much to teach those quarrelsome Ulstermen.

So in my family the pastfg ggly yesterday, and I recall my
parents talking of when NYC was not only the center of the world,
it was livable and optimistic. But we're here to talk about the
future: I'd like to see those good times come again.

1. We're here to look at the ideas of another commuter between NY
and Calif., HG, and how they might go to work to revive dead
cities. HG was a journalist who taught himself economics. He had
a flowing pen, and a brilliant mind, and the book he wrote was
and remains the all-time best-seller in economics: P&P.

People remember him today not for the volume of his sales, but
the enduring value of his ideas. The formula he worked out there
combines the magic of incentive with the magic of justice, and
comprises a scheme not just to renew cities, but revitalize
society.

Is some irony that HG never made it to the Hall of Fame. Not
that he would have cared, he cared for the living, not a stone
face. The irony is that the Hall of Fame is now decaying, in a
decaying Borough, for failure to use thve formula he=had to keep
cities healthy. V)
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2. Dead cities P 12
Cities given up for dead.

E. St. Louis
Camden
Benton Harbor, MI
Ford Hts, IL
also Robbins, Harvey
Gary; Newark; Baldwin Park, CA

More common, parts of cities half dead:

S. Bronx

Milwaukee "inner core",?aﬁ&r"}

1VM4 Watts
Aurﬁ' / Riverside, CA, one of fastest growing cities in U.S., has

dead area around CBD, plus CBD itself.
Chicago, S. State St. -- a few blocks from 100% location of

thriving city. (W. Madison is coming back).

"Tm~w0¢v thn UHy
3. Cities that have revived

All dev. is revival, renewal in some sense: all land has been
used before by someone, for something. Long history of each city
lot, several archeological layers, like Ruins of Troy. Is a
matter of making it happen faster, while we're still here to

enjoy and gain.

Gy, Japan, Atlanta, Sunbelt, recovered from wars. We were

slower. Lk‘ Phrowass M Wihg |

S.F., Chicago, Anchorage, recovered from dlsasters. Basics were
right; location remained good. Disasters may have helped. Wash,
D.C. recovered from riots, man-made disaster.

But other revivals are more impressive and relevant: they are
revivals from normal decay and obsolescence, pushed along by good
public policy:

Southfield Aq
Rosslyn ‘ f . u
Pittsburgh (s Q% Z‘JLW'/ /HJ . homd { 6 it wnk
Hong Kong

Singapore

Taigeh

Then there are cities of explosive growth after slow periods:

Sydney
Jo-burg



Nairobi f’5

Vancouver and many cities of western Canada, 1900-30

U.S. Pacific cities, same era. B ® .
pan, (4.6, W Wak

4. Some that shouldn't come back

Mining towns and camps, played-out
Small farm towns that lost farmers

5. Why most should come back

wu, bt wisleudis
It's beey/g;id decayed cities aren't lost, they've been rebuilt
elsewhere.’/ They were cash cows that have been milked dry. People
move, K moves. But that's only a half truth. Basic site remains

put. So, often, does a lot of costly social capital (SK), public

and pvt. Lot ulfpd How wbsm suanl

le room left for throwaway cities. Few natural

We have 1lit

sites aren't/that ccmpen. J& crly cre Fudsor V. etc.: cer't
afford to ss off the Bronx, build a duplicate environment gumu |
elsewhere.’ Can't rebuild the natural setgigngngJ4[§nd the ,SK, .#rﬁ-

is too costly: shipping, docks, rails, airports, freeways, power

plants and Frids, gas lines, telephone lines, bridges, ete~r 0uwdﬁm

s, ol 0 Fome /] ‘
I doubt if that's what God had in mind. This is our promised

land. "Don't blow it", God keeps telling Israel in Bible."Don't

think I'm giving you another one if you can't handle this one./

Seems a reasonable demand: can't really fault The Almighty for

taking that attitude.

Nor are other countries ready to give up their slices of this
small, scarce earth to us. |

Further, these dead areas have high potential values. They are
right near majestic mountains on the topo of LV. Park Av, Bev
Hills, State & Madison, Sears Tower: land a few blocks, a few
miles away can't be worthless. Newark is 15, minutes by train from
Manhattan. Its office rents are $25/sf, vs.{ggf‘in Manhattan (BW,

3 .0ct 88). L§. ‘tb"’;v\, Rg‘/,, 04/ NW WeuM s the K/wu (LSt i MQM’q, U o ve

Residences of last resort, for people who can't afford rural rAhk‘Wki
living? No, tc many people Cities are Good, a place of positive #ﬂ
values and attraction. Foreigners come from around the world to
pay top dollar to locate in Manhattan; SF; Miami; Bev Hills;
Newport Beach; Cambridge. If they want open country, is plenty in
Ia, Mo, Minn, S.D. -- but they want cities.

Even very sick cities still have elements of life. Camden has
Campbell Soup; Newark has an airport, new Hartz Mt. Indl Pk, The
Pru.

¥ Net t’lkc K &b h“ yé LM.VM—H‘H,I bt LFwL, C owdile Ts f/.( mse
botrrwls ¥ WEALAo domuy Wi Ao, .
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6. Nature of the urban surplus

One of reasons we remember HG was his pioneering work on
cities, how they work and what good they do. Previous economists
evidently lived in country estates and saw cities as evil. HG saw
them as a new frontier, and an endless frontier because they had
increasing returns: the presence of people with good mutual
access expedited cooperation through the market which is the
essence of civilization. Today we would call it synergy: whole
greater than sum of parts.

This synergistic surplus lodges in land rents.

To investor in a building it looks like this. lst &t@?@??‘{(DK
yields him 30%, or 3,000; but he pays 10% interest, or $1,000.
There is surplus of $2,000. He'll pay that for the superior
location that makes it possible. Then add to the bldg until last
unit of $10k (Fike—the-race rvourse) yields him just 10%, no

surplus.
To understand rents is to understand cities.

These rents are annual; they go on forever, and tend to rise.
To buy title to land people pay high prices. Here are some

examglesg Riv. cwt: fLa/vh
Rev, ¥(¢ p T |
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PSS Lo/ ¢ 2y Ry
‘t’lk? n.Nﬂ 4 /'f { )(.fl../.1

peple
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of bldg are constant, but demand variés. Thus, the floor

rentals in just pay for the bldg, with little left over,
so LY may be /sf. Manhattan, rents are ‘denblte, all the excess
goes for ground rent. Values up to $2,000/sf.) Ypp ¥ a5 mMych

Tokyo, top of the line, up to $19,000/sf.
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Serrano v. Priest and like decisions in other states after California

have not outlawed the property tax for school finance. Rather they have

outlawed gross inequalities in the local tax base used for school finance.

i

In Rodgfiéhez the U.S. Supreme Court did not say '"forget it'". It said
each stafe legislature should respond to its own courts and voters. One
way or another, the courts are saying tax bases must be equalized at the
state level.

It is not necessary, therefore, to relinquish the property tax, but
only to move it to the state level. Thus every local tax haven will
automatically be tapped for the benefit of every school child -- and
without the need for families to move to invade the tax havens, either,
and I submit that when people start locating without being influenced
by this factor, we will achieve a much more compact and rational pattern
of metropolitan settlement.

It is not just industrial tax enclaves like Emeryville, California,
West Milwaukee, wisconsin, and QEEEEEEEL—El}iHOiS that will be tapped.
Butte, Montana, Hibbing, Minnesota, and EEEE-EgBEPy’ California. look
like good candidates, too, with their mineral wealth. (Mineral wealth
is concentrated in a few places, usually remote from populous school
districts). So do the undertaxed forest lands of Maine, Oregon, and
Florida, and the coal measures of Appalachia.

The quality of property tax administration would probably improve
at the state level. The optimal scale of assessors' work is larger than
most jurisdictions presently going, although the optimal size would fall

if we could spread the overhead over more frequent and careful assessments.
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& —Would that it will soon follow through and devote some of its own
resources to such a study.

I recommend that there be established in the Internal Revenue Ser-
vice something like a Federal Board of Equalization, whose function
would be to prevent local assessors from helping their constituents
lower their income tax liability in this manner. Otherwise we never
will get true assessment of land, for you need little imagination to
see what pressure this inevitably brings on the local assessor, a pres-
sure that is all one-sided. What we have now is a modern variation of
the old problem of competitive underassessment. States solve that
problem at low cost by the use of boards of equalization. The Federal
government can and should do the same.

F. We keep hearing of public land purchases at prices far above
equalized assessed value. Each such case is evidence of malfeasance
on someone's part and should alert us to the need for full review, dis-
closure, and perhaps criminal charges. Is such systematic violation of

the law less harmful than breaking and entering?-

T/

ITI. We do need to shift the property ?éx to the state level.

Half the reasons one hears cited for damning the property tax are
not arguments against the property tax as such, but against tax enclaves,
against Balkanization, agains{fiscal zoning and havens of high per capita
tax base. These are arguments in favor of shifting school financing to
the state level. The property tax is only incidental, because for the

last few decades it has been mainly local. It used to be state level,

and could be again.
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- DD
gets thereafter is a return on its own investment.l/ But oql tax
system lets land be depreciated as many times as it is sold, or
inherited. The income is not only exempt, it is supplemented by
the Treasury, for each additional false depreciation is a gift.
This practice bleeds the Treasury. It affects most income
property, non-residential and residential both, and thus affects
more than half of all the property there is. I have not tried to
estimate how many billions of tax money hemorrhages from this rup-
tured artery, but it can hardly be inconsiderable. Two otherwise
impressive quantitative studies of depreciation, one by Richard
Slitor for the Douglas Commission and one by Henry Aaron in the
AER, shed no light on this particular matter. Both were limited
to housing. Both studies downplayed the quantity of tax subsidy
in fast write-off (Aaron) and multiple write-off (Slitor). They
did not come to grips with false write-off of land. I know of no
study that has. It is past time that the Office of Tax Analyéis
and a hundred independent researchers jump.into this issue with

both feet. The ACIR recently suggested such a study be made.zl

1/ Suppose in 1973 T write off 8100 of land value, and my tax rate

is 40%. I reduce my taxes by $40 in 1973. Thereafter the Treasury
has a $40 or 40% investment in the land. It takes 407 of the ordinary
income in perpetuity (maybe), thus getting only a return on its in-
vestment. The owner has a 60% investment in the land, and clearf60%
of the ordinary income after taxes. Effective tax rate: zero. S

This is modified by liability for capital gains tax on excess of
sales price over book value. But there are a dozen ways to cut that
down, often to zero, and in every case it comes later than the write
off, and only half of it is taxable.

2/ Advisory Commission, Intergovernmental Relations, Financing Schools
and Property Tax Relief: a State Responsibility, Washington, ACIR,
January 1973, p. 6.
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Congress should instruct the U.S.G.S., Bureau of Mines, or other
federal agency to cooperate actively with state and perhaps local
agencies in the process of valuing mineral reserves. This entails not
just ascertaining the physical volume and grade, it entails valuation,
an economic art.

If it be anticipated that states might not cooperate, I suggest
that no state be allowed to plead poverty in Washington until it shall
have done so. I predict few of them would have reason to plead poverty
afterwards.

If it be anticipated that the agencies might not cooperate, or
would represent the assessed instead of the public, then a new agency
may be called for. Whether in a new or old agency, new personnel are
needed, with new skills and a sense of the new mission.

E.3The underassessment of land by local assessors is accepted as
prima facie evidence in disputes over income taxes. Land is not depre-
ciable for income tax; buildings are. Understating the share of land
lets the taxpayer overstate the depreciable share of real estate that
yields cash flow. It lets the owner of income property depreciate land.

There is little useful incentive effect of this tax break. On the
contrary, it is a reason for urban nonrenewal and decay. Ecologists will

not smile on the wildlife it shelters, the Rattus norvegicus, Rattus rattus,

and friends. The main shelter goes to owners of land with older buildings.
Every time an old building is sold the buyer may depreciate it again.
For the new basis he uses the new purchase price, never mind how many times
previous owners have written off the building, and part of the land value,
too. It is bad enough to let an owner depreciate land once only. If you

figure it out it is tantamount to exemption in perpetuity: all the Treasury
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Now, however, two changes have occurred. One is the 16th Amendment,
allowing taxation of income from whatever source derived and without ap-

portionment. It is reasonably certain that imputed income from property

might be included, as Joseph Pechman and other advocates of a CTB (Com-

prehensive Tax Base) preach it should be. Imputed income and unrealized

capital gains both tend to be in proportion to capital value, so a tax on

these incomes could be levied just as the property tax is now on the base

of capital value.
The second change is revenue sharing. A Federal property tax could
be apportioned by population, and the revenue then shared in the same way,

or any way Congress decides. The Constitution tells us how taxes must be

apportioned, but with spending, anything goes. S0, as Professor Don
n of the U.C.L.A. law school has pointed out, apportionment is really

Hagma

no constitutional barrier to an effective use of the property tax by the

Federal government. There isn't any. Think about it.
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In sylvan areas, every forest owner likes to overstate the value of
stumpage for federal tax purposes (to transfer profit to timber culture,
which gets capital gains) and to understate it for state and local excise
and property tax purposes. All that is needed here is for state and
federal tax officers to exchange information and demand the same valua-
tions be used, although of course immature timber must be discounted from
its maturity value.

The most underassessed of all properties are mineral reserves. Pro-
ducing properties are underassessed; reserve properties are not assessed
as mineral-bearing land at all. This has something to do with the prob-
lem of measuring reserves, but not very much. It has more to do with
differential political power, and constitutes in my opinion, one of the
worst breakdowns of the democratic process that we suffer. If one really
means to help those poor widows, here is a place to start. If the Water-
gate catharsis is used merely to review the way we play cops-and-robbers,
the newsprint lavished on the affair will have been largely wasted. The
point is rather how dependence on campaign contribution biases and subverts
politicians of both parties at all levels in favor of large contributors.
Federal income tax loopholes for mineral owners are matched by local
assessors and courts who underassess minera%,’reserves to the point of
exemption.

In West Virginia, for example, U.S.G.S. maps of coal reserves have
been available for a long time, but not used. Recently the State Depart-
ment of Assessment has begun‘staff work to help local assessors use these
maps, and to win the court cases that inevitably foll;é. It has too often
been“gid story of young innocents up agains old pros, and a low batting

average.
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unit. At the same time, the city was assembling and/or holding large
tracts in an industrial land bank, allegedly because the market put a
permium on large tracts. It makes an interesting contrast. I have
published some of my findings in 'What is Property Tax Reform?", Am. J.

of Ecs. and Soc., April 1972; and in "Adequacy of Land as a Tax Base,"

Daniel Holland (ed.), THE ASSESSMENT OF LAND VALUE, (Madison: U. of Wis.
Press, 1970). Similar findings by Armin Jocz in Beloit, Wisconsin and
by Alene Ammond in Cherry Hill, New Jersey, were published recently as
testimony presented to the Senate Subcommittee on Intergovernmental
Relations.™

Professor Samuel Loescher of Indiana University writes of his students'
study that "confirms the substantial underassessment of industrial land
relative to adjacent residential land, measured on a per-acre basis, in
the area of every major industrial property in Monroe County, Indiana."
(letter of 5/19/73).2/

C. The value of assessment reform is much greater than the gain of
revenue, however great or small that may be. Increased taxpéyer confi~
dence and acceptance are equally important. I do not think that people
who countenance corruption and maladministration have any inkling of
how destructive these are to the morale of citizens who are outraged first
by the facts, and then outraged again by the complaisance and laxity of

responsible officials who have the power and duty to act.

1/ Hearings before the Subcommittee on Intergovernmental Relations on the
Impact and Administration of the Property Tax, (Washington: G.P. 0:5 ¥973).

2/ John Goss and Dave Hill, "An Examination of Property Tax Assessments in
Monroe County'" MS. (;;. 1-34), Ca. 1973.

P
i
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II. We do need assessment reform.

A. The U.S. Census of Governments' quinquennial report on assessment
ratios is persuasive and general evidence that we need assessment reform,
but it understates how much we need reform. In respect to industrial pro-
perty, it omits ownerships whose value is judged to surpass a quarter of
a million dollars: that is, most industrial property. It is unfortunate
that this is pointed out in a part of the Census most users don't get
around to reading, even though perhaps they should, so that it took
Nader's Raiders to ferret this out -- at least I am in their debt for
rubbing my nose in it.

So many economists are mistaken, I believe, to cite the Census to
show that industrial property is not underassessed. The Census is simply
not in on the action here, and Nader's data, non-random though they may
be, have more to tell us than the Census.

Much of the Nader's data are consistent with and supplement and
reaffirm the general principle that land is underassessed. He has focused
on industrial landholdings: oil in Texas, coal in the Appalachians, copper
in Montana, timber in Georgia and Maine. I know of no reason to doubt
the generality of these findings, and many reasons to believe it.

B. The Census study omits the class of land most underassessed,
that is unsubdivided acreage inside SMSA's. Much of that is speculative;
much is in estates held by the very (and the very very) rich; and much is
industrial.

I studied some of this industrial land in Milwaukee. It was not
only underassessed, but regressively assessed. The large tracts were

given a wholesale rate, allegedly because large tracts sell for less per



ps

0. s pinp fi [P, g lirm tlne Jegtonn one vl
o Zaugtur v quity ¥ g o0 bamd g bund ;o 7
e e Hig Wagre ;{Wx'c@ . Wape ) cwkive
k. Use MAMWW; leMM%Ml /LW/V; WUut [Fs 7[”
[ LwmnM

1wy b ¥ 1 W,’ UL . dp'F
f g T e o i il o e o, ot ol

lelf_-"/i«(ﬂ 4/¢W&?§/1 [w%;mj fw%ﬂm/
C o apnd Hle WCWW'[ /’M/UWMQWL&%
WMpve 5 afgvid W ?m/t /l/(m(;%w u/mo&/t//w{(

b M fvﬂﬂtw &;1/ me tuxk evn sumsum
Dot iﬂvmf Yl
it Muck e whe. w. s s
Wt X - SL{W-M(;&‘
Twn /éﬂm/ M ZM;/W A‘ﬁéa[w; S s v /WWM

.



= 16 «

school finance, will move right in and raise property taxes for other
purposes. This is more consistent with a hypothesis that the property
tax is unpopular with a minority who would block the majority from
making use of it. If it were really so unpopular it would go away by
popular vote.

D. Property income is divided between the public and the private
owner in the same ratio that the property tax rate bears to the interest
rate. Thus the property tax burden is not to be judg%fsolely by the
tax rate. Interest rates have risen sharply in the last 25 years, prob-
ably as much as tax rates. There is some question, therefore, whether

the public share of property income has risen at all.

Table 1 suggests in broad national estimates, what may have happened,

1945-1972, to the tax share of property income.

TABLE 1

Share of property income taken by property tax,
1945-1972, method of crude estimate

1945 1972
Interest rate (i) .04 .09
Tax rate (t) .01 02
Tax share of property .01 =02

income, t/(t+i) .05 <11
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circumstances prejudicing objectivity. Anything less than rapid, full,
voluntary, indeed enthusiastic disclosure should render the findings
inoperative.

Meantime, we have direct messages from the voters. Proposals to
cut down the property tax were defeated in California, Oregon, Michigan,
Colorado, and New Jersey in 1972, by direct popular vote. It was not a
partisan issue. Nixon and McGovern alike compaigned to lower property
taxes. But faced with the issue  itself, the voters saved the property
tax. There is no tax over which the average voter has so much control
as over the local property tax. The rapid rise of this tax testifies
tc its popularity, not the reverse. It is conventional rhetoric to
grumble about property taxes, perhaps because large owners of property
set fashions. When I was a graduate student twenty years ago in Cali-
fornia, and ever since, it has been the style to condemn the property
tax -- and go right on raising it.

If indeed the property tax is so unpopular, it is fair to ask why
many legislatures have made it harder for the voters to raise the prop-
erty tax than other taxes: to set debt limits and tax limits for locali-
ties; to require two-thirds approval on bond issues; to require improve-
ment districts to prove benefits received by property which they tax?
There are no such handcuffs on other taxes. Ever since Alexander
Hamilton, it has been a pattern of legislators protecting property against
the irresponsible popular will.

I ask you to ponder the inconsistency in the deliberations following

Serrano v. Priest, of postulating the unpopularity of the property tax

while on the other hand raising the specter that localities, relieved from
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them. Anyone who wants to substitute his judgment for the market's needs
to face up to a certain burden of proof. For the market, with all its
failings, does have a rationale.

Residential relief is not especially called for if it means more
payroll taxes, for example. The imputed income from the capital value
of the owner-occupied home is already exempt from the income tax, while
payrolls are taxed both as payrolls and again as income, and again on
retail purchases.

Homeowner relief is certainly uncalled for if it means sloughing the
burden onto tenants. If regressivity is one's concern then he would cer-
tainly begin with tenant relief, not homeowner relief.

On the other hand there is a place for residential relief, for example
by deBalkanizing the property tax base and bringing industrial and mineral
tax enclaves into school districts with many poor children. We need to
tax cars much more heavily than homes, for the homes now provide streets
for the cars and suffer enormously from auto noise and fumes; ‘But "relief
for the homeowner'" is not an end in itself. Fairness, overall balanced
equity, and maximum social efficiency and well-being are more adequate
statements of ultimate goals. They do not point to lowering the property
tax.

7. The Administration has released the results of polls alleged to
show that the property tax is the least popular tax. Who audits these polls?
Now Watergate shows us what highly motivated men may do for causes they
deeply believe in, it might be prudent to reserve judgment on these findings
pending candid disclosure, spontaneously volunteered by the pollsters and

the adminiatration, of ownership, control, political connections, and any
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are on land of high speculative value on the growing edges of business
districts, but here it is only the land that is géear. The buildings
have little value remaining. And if any part of the property tax is
shifted to tenants it is of course only the part on buildings.

In addition, the rich go in for second homes, summer homes, lakeside
cottages, ski chalets, hobby farms, and the like. The rich travel more,
and spend more on hotels and motels -- all taxable property.

6. There have been recurrent proposals in the wind to exempt '"home-

owners," a group now nominated to enjoy the mindless adulation and bottom-

less subsidy heaped on the falling angels '"farmers," '"motherhood," "ogrowth,"
and maybe even the Pentagon. Americans need to spoil something it seems,
and home folkés are good folikes.

The definition problems are formidable. How much of a hobby farm is a
""home," how much a speculative investment? You can imagine how much expen-
sive fun the lawyers will make of that, and how counte;/productive it all
will be. But that is only a nit, next to the main fault.

I deplore the use of slanted catchphrases like 'relief for the home-
owneﬁg.” There are other life-support systems besides owner-occupied homes,
and it is single-minded to judge a policy on the basis of what it does for
"the homeowner," or other special class. The world is full of various
kinds of fundamentalists. You name it, and I can find ten people who
think the taxpayers should subsidize it: hunting and fishing, caribou in
Alaska, fine arts, performing arts, highway transportation, the merchant
marine, interplanetary exploration, education, religion, medicine, birth,
birth control, burial, war, peace ... it goes on and on. The world has

invented the market to help arbitrate these competing c1aim¢s, or some of
/

/
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dwelling units to have a million and pay $20,000 property taxes. That
one ringer in the crowd doubles the mean property tax burden.

Then the statistician takes the mean value and says poor people
with income below $2,000 pay 107 of their income in property taxes,
and it is a groaning burden. Talleyrand said '"The masses want to be-
lieve in something; for their benefit, nothing is so easy to arrange
as the facts." We had better massage the data some more and get rid
of that enormity.

b. The ownership of property is incomparably more concentrated in
a few hands than is the receipt of taxable income. The data are cited
in my article mentioned above. In the lower brackets of income, most
income comes from labor; in the higher brackets from property, and much
property income isn't even counted. I see no way to get away from these
overpowering facts.

c. Even if the residential property tax were 1007 shifted forward,
that would not make it regressive. Almost everyone, has overlooked the
point that the poor live, by and large, in dwelling units whose capital
value is low relative to the rent. Slums have a low price/earnings ratio,
and besides that the earnings are a small share of the gross rent because
of high operating and collection costs. Q#he property tax is based on
capital value, nof on rent. Data cited on how rent relatgg to income are
therefore not relevant. Even if all property taxes were shifted to
tenants and included in rent, the property taxes levied on the dwellings

of the poor are a small share of the rent.l/ It is true that some slum

George Peterson, "The Regressivity of the Residential Property Tax," MS.
1972, reported in Search, Urban Institute Newsletter, September-October
1972, p.6.
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certainly been "income.'" The profession has practiced idolatry on it, and
made the income tax a panacea. This comes to the surface when economists
judge the property tax by comparing it with AGI.

Yet tax economists have long been up in arms agains loopholes, and
the publié'is right with them or ahead of them. It is a popular campaign
issue, near the top rating. AGI is neither intellectually respectable
nor popularly credible. It is bad enough to stack the cards by judging
the property tax on the basis of how closely it resembles an income tax.
It is worse to judge it on the basis of how closely it resembles a tax
based on AGI. AGI has gotten so bad, any public policy based on AGI is
a fraud.

Many a millionaire has achieved zero AGI, or ZAGI. I met one last
month. 'My dear,'" says she, 'when the late Mr. X passed on I was simply
terrified what to do with all the money, and how to f£ill out that Form
1040. Then I found this simply marvelous lawyer...'" I shall always
think of her innocent blue eyes when people speak of the elderly low
income person crushed by property taxes, which are about all she paid.
She was indignant, and sincerely so, at a system that would let her
escape income taxes. But she did it for the sake of her children. And
who could fault a poor old widow?

Now consider how a few ZAGI-persons affect that data which we see
on property taxes of '"low-income' people related to their property tax
payments. My friend Mrs. X would be there, one of the elderly poor. She
is a ringer, a counterfeit pauper, a millionaire in masquerade. Suppose
she has a million dollars in taxable property and, at 2%, pays $20,000 a

year in property taxes. It would take 100 genuine paupers in $10,000
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to attendance (A.D.A.) or other formula based on numbers of people. Con-
ceivably such formulae might be modified for differential local costs and
"needs," as some school finance people wish, but that is an option. The

point here is that support should vary as a function of population, thus

giving the distribution the character of a social dividend.

4. Property taxes reduce the differential effect of inherited wealth
on the current generation.

5. The property tax is not regressive. I have written an article
this effect, which I cite here rather than recite.l/ I would underscore,
certain central points that have been omitted or overlooked in later dis-
cussion.

a. I have already mentionecd here that income, and especially
current cash or realized income, is no index to well-being or ability to
pay, either. On top of that, AGI on Form 1040 is no index to income. AGI
is what is left over after most of the loopholes. Most of the loopholes
are related to owning property.-- a blue collar job has never been called
a tax shelter. _

The other day I met two old friends. One had become a millionaire;
the other was a taxpayer. I asked the millionaire his secret, and he said
he just listened to Bob Hope, who related that he had become a middleman
between the payroll office and the Internal Revenue Service -- until he
discovered real estate.

Wendell Willkie once said that a good catchword can obscure analysis

for fifty years. The catchword of the generation now pushing fifty has

1/ Mason Gaffney, "The Property Tax is a Progressive Tax,' Proceedings of
64th Annual Conference on Taxation, National Tax Association, 1971, pp. 408-26.
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This has to be viewed in the national perspective. Many of us are
hung up on viewing the property tax in provincial and particularistic
terms, and think of employment as a pestilence, inviting problems and
and especially school taxes into our enclave. But here we are dis-
cussing the property tax as a national institution. The national effects
of a national change in the character of the tax would be to increase
the demand for labor nationwide, and abate the problem of unemployment
and its derivative evils. It would not involve flooding any one par-
ticular jurisdiction with the rejects of all the othefs.

Looking at it this way, you can see why some have thougﬁf?hat the
site value tax might tend to accomplish the goal that we once hoped
Keynesian policies might achieve, to wit full employment. Society has
now allowed this Utopian dream to be entertained, and even legislated
it as a national goal in The Full Employment Act of 1946. The Keynesian
approaches seem to have been pushed past their load limit, but perhaps
at least it is permissible to dream some more. It was unrea%}stic of the
0ld Georgists to expect local jurisdicitions to solve the national un-
employment problem with local tools. But now that we have a national
Full Employment Act, and an Advisory Commission on Intergovernmental
Relations that is concerned with the property tax, could we not begin to
think of the property tax in part as a tool to help achieve full employ-
ment ?

V. Summary.

I have eight specific recommendations.

A. That the Bureau of Mines, the U.S.G.S., and/or other appropriate
federal agencies, be instructed and funded to work actively with state

and/or local assessors to help assess mineral reserves.
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B. That the Internal Revenue Service be instructed to share informa-
tion with local assessors in order to help improve the assessment product.
C. That Federal acquisition of real estate at prices above its

equalized assessed valuation be declared contrary to public policy.
Either condemnation shall be at the equalized assessed value; or else
the entire jurisdictional assessment shall be challengable by any otﬁer
affected party.

D. That timber valuations for income tax be made identical with
assessed valuations for state and local taxation; and the same for
mineral valuations at the time of severance. In each case, the value
of immature reserves needs a discount, but I warn against a propensity
to exaggerate the discount, especially for larger owners with slower
schedules of harvest and extraction of reserves.

E. That there be established, presumably in the Internal Revenue
Service and with the aid of the Census of Governments, a national Board
of Equalization, whose function is to protect the Federal revenues by
preventing the underassessment of land and resulting depreciation of land.

F. That the Federal influence be exerted to encourage shifting the
property tax to the state level.

G. That the Federal influence be exerted to encourage converting
the property tax to a site value tax.

H. Finally, - and fasten your seat belts - that the Federal power
to tax property be reviewed. The Constitution allows Federal property
taxation, and the Federal government has used this power five times.

The power was weakened by the requirement that the tax be apportioned
among the states according to their respective populations as determined

by the Census, just like Congressmen.
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central city in the United States.

READ HOW THE CITY OF ST. LOUIS CAN USE THE PROFIT MOTIVE TO
REVERSE THE PRESENT TREND WHICH DURING THE SIXTIES SAW:

(1) It gain the unhappy distinction of losing population faster than any other

(2) A net loss of 260 industrial plants from one census to the next.

(3) Virtually no new construction without federal, or some other, subsidy.

(4) Vacant buildings and empty lots creating an urban ghost town for blocks.
(5) Tax-eaters replacing tax-payers in the central city.

A PROPOSAL

to Get the City of St. Louis
Going Again
A Talk Before the Chamber of Commerce of Metropolitan St. Louis
July 22, 1971

by

Perry Prentice (*)

I am here today to talk to you about free
enterprise and the profit motive and to ask you
why you don't let the profit motive help you
reverse the decline of your city.

I am here speaking mostly for myself as a
believer that you can accomplish a lot more by
harnessing the profit motive to what you want
instead of what you don’t want than you can
accomplish through more and bigger subsidies.
But perhaps I should add that my credentials
to address the St. Louis Chamber of Commerce
include my three-year service on the Task Force
on Economic Growth and Opportunity in the
United States Chamber of Commerce and my
present service on the National Chamber’s Ur-
ban and Regional Affairs Committee.

GLOWING REPORTS

Now I know that your county is booming.
I've read your Chamber of Commerce reports on
what the soaring sixties have done for the county.
I've read that these soaring sixties “saw one of
the most progressive and productive surges in
the 200-year plus history of this midwest me-
tropolis”. I've read that value added by manu-
facturing increased by 78 %, employment by
30.5%, Metropolitan population by 14% and I've
read that “the simplest explanation of this phe-
nomenal growth is that St. Louis has everything
going for it”,

HOW ABOUT THE CENTER CITY?

But what about your City of St. Louis? If
St. Louis has everything going for it why is
your central city in so much trouble? Why did
your soaring sixties give St. Louis the unhappy
distinction of losing population faster than any
other central city in the United States? Why
have taxpayers been moving out four times as
fast as relief prospects are moving in? Why did
the last census of manufacturers show a net loss
of 260 industrial plants? Why have your boom-
ing employment growth centers moved miles
away from the in-city unemployment centers
where jobs are most needed? Why has there
been so little new construction in your city with-
out at least one big government subsidy and
sometimes two - - the double subsidy to write
the land cost down to a third of what the land-

owner actually got for his land? Was it just hy-
perbole for a seven-city study by the Center for
Community Change to report that “St. Louis is
further down the road toward total abandonment
of the central city than any other city in our
sample and probably than any other city in the
country”.

Why in the words of this same report, is your
‘“central district rapidly being surrounded by a
ring of vacant buildings and empty lots creating
an urban ghost town running for blocks?” Is
there some good enough reason that I don’t know
for letting an “urban ghost town” preempt what
may well he one of the two ar three most de-
sirable, most accessible, and potentially most
profitable locations between the Alleghenies and
the Rockies?

And now for some $64-million questions:

As I read your glowing promotion about how
everything is coming up roses in the county I
can’t help wondering how many of you are really
as concerned as I think you should be over the
way your city is going backward?

HOW MUCH DOES SPRAWL COST?

How many of you have stopped to realize that
a good central city to subtend is the first and
most essential requirement for a good suburb,
and without a good City of St. Louis to subtend
the suburbs about whose growth you seem so
happy would just be a huddle of country towns
none of them big enough to offer their people
the choice and variety of social contacts, job
opportunities, cultural opportunities, and recre-
ational opportunities only nearness to a lively
and sizeable city can provide and none of them
big enough to offer business the variety of labor
skills, supply sources, and supporting services
that are a prime necessity for all but the big-
gest and most self-contained corporations.

How many of you are worried over the way
your city’s tax base and your city’s job base
are both being eroded by the exodus of business
and the exodus of taxpayers to the county?

How many of you realize the enormous cost
of sprawl? All urban and suburban costs are mul-
tiplied by distance. How many of you realize
how big these costs are without making them

(*) Mr. Prentice was for 25 years Vice President of Time, Inc.. and was formerly editior and publisher of House and Home,
the world’s largest building trades magazine, and of The Architectural Forum when these were published by Time, Inc.



still worse by sprawl? Around New York the
Regional Plan Association found that it costs
$16,850 of 1966 purchasing power or, say, twenty
thousand of today’s dollars just to pay the pro-
portionate capital cost of the added community
facilities — new roads, new streets, new water
supplies, new sewer lines, new schools and col-
leges, new hospitals, new police and fire facili-
ties, ete., etc., etc. — needed to make one added
residence reachable, livable and saleable. Across
the country the Southern California Research
Council came up with a figure only $1,000 or so
less for Los Angeles, so your added community
costs per added residence in the St. Louis area
must be somewhere in that same range. Are
you prepared to face all these added costs out
in the county instead of taking maximum ad-
vantage of the enormous community investment
you have already made inside your city?

URBAN GHOST TOWN

And this brings me back to the question of
why are you letting what the Center for Com-
munity Change calls an urban ghost town pre-
empt the very heart of what must be one of the
two or three most accessible and therefore most
desirable and potentially most valuable urban lo-
cations between the Alleghenies and the Rockies -
the easiest square mile to get to by car, truck,
bus, rail or water on the whole length of the
Mississippi — our country’s second busiest
freight and trucking center and the busiest river
port of all?

I've been asking that question ever since I
agreed to come here to talk to you about har-
nessing the profit motive to what you want your
city to be, and I've been given two half-answers
that nobody I've spoken to here seems to have
put together to make a whole.

The first half-answer was spelled out 19 years
ago in the Chamber of Commerce magazine by
the then chairman of your Industrial-Commercial
Redevelopment Committee; said he: “Industry
and commerce find themselves land-locked in the
city without the means of acquiring land at a
reasonable cost to permit expansion. “Such,” said
he, “is the crises confronting St. Louis.” And
last week the general manager of the Chamber
repeated the same explanation to me in simplier
terms: ‘“The major problem in the City of St.
Louis,” he wrote me, “is that land is not avail-
able for expansion.”

Now I don’t question for a minute that what
Mr. Schoon wrote me is true, but it is just plain
preposterous that it should be true. Here is a
city that has lost nearly a third of its popula-
tion, a-city that has lost hundreds of industrial
plants, a city that is described as further down
the road to total abandonment than any other
city in the country - - and still you tell me—
and tell me truly, I am sure—that land is not
available!

This is the paradox to end all paradoxes,

At a density much lower than the density
New York is now subsidizing for urban renewal
and much lower than the density at which the
people who can best afford to live as they choose,
choose to live on New York’s Park Avenue and
Chicago’s Gold Coast, there is room enough in
your city for nearly ten times your city’s pre-
sent population to live and work and shop and
enjoy almost every indoor and outdoor recrea-
tion except hunting and par-4 golf. I would be

the last to suggest that you should now replan
and restructure your city for anything like that
many people, but I can assure you without fear
of informed contradiction that if you would take
advantage of today’s new tools and capacities
to start planning forward for tomorrow instead
of planning backward for yesterday all the people
who now live sprawled over 564 miles of your
county could find plenty of room to live plea-
santly, economically, and spaciously inside the
city line and walk to work past plenty of green-
ery in less time than it takes them now to get to
work by car or bus.

In brief, what you have here in your city is
not a shortage of land, but a very costly and un-
necessary waste of land.

And that brings me to the second half of
the answer—the second half that explains why
so much of the land in your city is wasted that
you seem to have no land available to grow in.

LOW TAXES ON LAND

I found the second half of the answer in the
Chamber of Commerce promotion booklet that
spelled out proudly how low your real estate tax
is, and I got that second half of the answer con-
firmed in detail in Roy Wenzlick’s research. Out
of 91 cities covered by his study there are only
fourteen cities—most of them very small—whose
real estate tax is as low as yours!

You seem to think this low tax is good for
your city, On the contrary that as now applied
I am afraid it has been very bad, for you have
been taxing unused, underused, and misused land
so lightly that you have harnessed the profit mo-
tive to leaving it unused, underused, or misused
instead of putting tax pressure on its owners to
release it at a reasonable price to someone who
would put it to fuller and better use. You have,
in effect, been subsidizing blight, decay, slum
formation and land waste by undertaxation. You
have made it possible to hold a hundred thou-
sand dollars worth of underused or blighted land
off the market for a year for a net tax cost of
never more than $1000—and your newspapers
have just published one shocking example where
the owners got paid more than $500,000 for a
blighted block they had been leaving blighted
at a gross yearly tax cost of only $350!—a tax
cost of 70 cents a year per thousand dollars be-
fore income tax, or say 35 cents a year per thou-
sand dollars after income tax!

When you give the owners of unused, mis-
used, and underused land an annual undertaxa-
tion subsidy like that is it any wonder the owners
of that unused, misused, and underused land have
decided they might as well leave it that way
hoping that if they hold it long enough they too
can get a similarly fancy price for it? The un-
dertaxation subsidy gets capitalized into a higher
price per acre, and so far that matter does your
comparatively low rate of taxation on improve-
ments, and that is the number 1 reason why so
much land here has been left and kept unused,
misused, underused or blighted; that is why way
back eighteen years ago the chairman of your de-
velopment committee could blame ‘“the unavail-
ability of land at a reasonable cost” for the crises
he said was then confronting your city, and that
is why still today Mr. Schoon has to report that
“the major problem in the City of St. Louis is
that land is not available for expansion.”



WHAT IS GOOD FOR THE LANDOWNER IS
BAD FOR EVERYBODY ELSE

The last time I spoke in St. Louis back in
1966 I took as my text the words of the great
classical economist David Ricardo, who laid it on
the line 170 years ago that “The interest of the
landowner is directly opposed to the interest of
every other element in the economy,” or, to put
the same thought in simpler words, “What is
good for the landowner is bad for everybody
else.” And after listing how Fred Kemp had told
me he was having to pay 240% more for building
sites than in 1952 and John Fischer had told me
he was having to pay 120% more to get land
in a less desirable location, I took more time than
I have left today to go down the line spelling
out how the undertaxation that was then making
landowners hereabouts rich in their sleep was
bad for land developers, bad for homebuilders,
bad for mortgage lenders, bad for building pro-
duct suppliers, bad for homebuyers, and bad for
the community. But now this undertaxation has
come full cycle inside the city and is beginning
to be bad even for landowners. Year after year
your undertaxation subsidy has been making it
profitable for each individual landowner to let
his particular property run down, with the re-
sult that so many properties have been allowed
to decay that whole neighborhoods have decayed
and when the whole neighborhood decays the
surrounding decay was capitalized into a lower
value for each property in the decaying neigh-
borhood, so now at last land prices in the city
are falling instead of rising and landowners are
beginning to abandon their blighted properties
instead of continuing to hold out for the fancy
prices that have bheen getting harder to get.

FORWARD STEPS

I don’t suppose any other speaker has ever
before tried to spell out to you this very com-
plicated relation between undertaxation and ur-
ban decay that I've been trying to make clear to
you, but with or without understanding I am
happy to see that St. Louis has at least taken
first steps towards correcting what’s wrong.
Specifically :

You have been reasonably successful in get-
ting the Federal government to buy up blighted
properties for you at three times their reuse value
and write the price down to what redevelopers
might find it profitable to pay. As St. Louisans
this should make you happy, even though as Fed-
eral taxpayers it should make you mad. You have
taken advantage of a state law that let’s the
city give ten-year tax exemption and twenty-
five-year tax abatement to new improvements in
blighted areas, and your Board of Alderman has
just taken the extraordinary step of officially de-
claring all downtown St. Louis blighted so as
to let every developer get in on this tax reduc-
tion subsidy. This could be a fine step towards
harnessing the profit motive to urban betterment
except that the same law that permits the tax
abatement specifically forbids making more than
a minimum profit.

Looking ahead the two most constructive sug-
gestions for harnessing the profit motive to a
better city have come, not from business leader-
ship, but from City Hall. Your very intelligent
City Comptroller, John Poelker, who was on the
Urban Finance panel with me at the Mayors
Convention in Atlanta last Fall, has proposed
asking the legislature to let the city assess and

tax the improvement values the property owner
has spent his own time and money to create only
25% as heavily as the location values which de-
rive 99-44/100%, not from anything the owner
has spent and done, but from what the community
has done and spent and what the taxpayers have
done and spent to make the landowners’ loca-
tion desirable.

And now your troubled and thoughtful City
Assessor, Joe Sansone, has suggested giving com-
plete or partial exemption to all future improve-
ments whether the neighborhood is blighted
or not,

These are all good moves as far as they go,
and you should all be grateful to Mr. Poelker
and Mr. Sansone for pointing St. Louis in the
right direction, even though nothing has yet been
done to put the halfway measures they suggested
to work. And I don’t believe anything much will
be done about their suggestions until you of the
business community get into the act.

And when you do get into the act—and I hope
you will get into the act before it is too late—
I hope you will want to go a lot further and
push through a tax reform program that will
really harness the profit motive to what you want
for your city.

TEN PROFIT MOTIVE STEPS

And I hope you will not think it too presump-
tuous of me as an outsider who, alas, knows a
lot more about property taxation than I know
about St. Louis, if I take it upon myself now
to suggest the first ten steps needed to harness
the profit motive to a better future for your city.

Step No. 1 - Pressure the state legislature
to recognize that the property tax is not just one
tax. On the contrary, it combines and confuses
two taxes whose consequences could not be more
different—the tax on the improvement value
created by the property owners’ own investment
and the tax on the location value on which the
owner is getting an almost free ride on other
people’s investment.

Step No. 2 - Pressure the legislature to let
St. Louis be the first city in America whose tax
rate on the location values created by the com-
munity is not tied in any way to the tax rate on
the improvement values created by the owners’
investment. There is no more reason for taxing
land and improvements alike than there is for
taxing cigarettes and cigars alike or for taxing
hard liquor and beer at the same rates.

Step No. 3 - Activate Assessor Sansone’s plan
for limited tax abatement on all future improve-
ments, but go a long step further. Make the tax
exemption for future improvements complete and
permanent, to give potential improvers the maxi-
um profit-motive incentive to put money into
improvements in your city.

Step No. 4 - Proceed with what the supreme
court calls all deliberate speed to untax existing
improvements, for you can’t permanently justify
a tax differential that imposes a property tax
on pre-1971 improvements and no property tax
at all on post-1971 improvements. As a first step
in that direction, activate Comptroller Poelker’s
proposal that all improvement values in your city
should be taxed only 25% as heavily as their
location values.

Step No. 5 - Proceed with all deliberate speed
towards the goal of no tax on any improvement
and a 6%-of-true-value tax on location values.




This would combine the carrot of tax exemption
on improvements with the stick of a fairly heavy
tax on the land. You can’t make this complete
shift overnight without stimulating a lot more im-
provements than the long-term market would
support. Pittsburgh allowed 15 years for its half-
way tax shift when it adopted its graded tax plan
fifty years ago to tax land twice as heavily as
improvements, and you would probably be wise
to allow at least five years to make the change-
over here,

Step No. 6 - Hire Roy Wenzlick to make a
complete reassessment of every property in St.
Louis reflecting the enormous change in property
values that the impending tax shift would entail.
This suggestion that you employ a top flight out-
side assessor is no reflection on Assessor San-
sone. It is just a recognition that no assessor’s
office can be expected to handle overnight the
enormous reassessment job the tax shift would
require.

Step No. 7 - Give Roy Wenazlick specific in-
structions to reassess your location values as if
the location was being put to good use whether
it is or not, and don’t let anyone tell you it is
impossible to assess land independently of the
improvement. They’'ve been doing it for more than
eighty years in Australia, in most of which con-
tinent it is unconstitutional to put any property
tax at all on improvements, and assessments in
Australia are many times better and more ac-
curate than assessments in this country.

Step No. 8 - Increase Assessor Sansones’ bud-
get to at least 1% of the taxes he is expected
to bring in. The assessor’s job can’t be done right
for less.

Step No. 9 - Adopt the Minneapolis plan of
neighborhood assessments for neighborhood pub-
lic improvements, so you won’'t have to ask tax-
payers in one part of your city to pay for neigh-
borhood improvements that will increase land
values in some other part of the city; they will
pay only for neighborhood improvements that will
increase the value of their own property.

This neighborhood assessment plan has given
Minneapolis the finest neighborhood park system
in the world, with each neighborhood park paid
for by the taxpayers whose neighborhood values
the park increased, and now it is being used to
finance the most ambitious and most successful
Nicolet Mall in the center of the city.

Step No. 10 - Relax and enjoy watching what
this harnessing the profit motive to what you
want for your city can do.

And now, lest you think that what I have
been trying to suggest is just some strange dream
of mine that no one shares, let me read to you
the unanimous resolution that the Urban and
Regional Affairs Committee of the United States
Chamber of Commerce addressed to the Cham-
ber’s Board of Directors last February — a re-
solution that was followed a month later by a
similiar resolution adopted with only two dis-
senting votes by the Chamber’s Construction
Committee:

RESOLUTION ON

Property Tax Reform
adopted by

The Urban and Regional Affairs Committee
Chamber of Commerce of the United States

February 17, 1971

The policy statement of the Chamber of Commerce of the United States says clearly and un-

equivocally that:

“Disincentives that inhibit private enterprise from helping to solve social and economic prob-

lems should be eliminated.”

To implement this Chamber policy and give it specific application to encouraging private en-

terprise to take a more active part in urban development and so lessen the need and pressure for
costly subsidies, the Urban and Regional Affairs Committee recommends that the Chamber should
take this same strong and unequivocal stand for reforming the administration of the local prop-
erty tax. Such reform should include shifting the principal weight of property taxation off the
owner-created value of the improvement onto the community-created value of the location, ie., to

what land in that location would be worth if the past and present owners had never done or spent
anything to improve it. 3 ;

We believe it obvious that heavy taxes on improvements inhibit and often prevent private in-
vestment in improvements. Conversely we believe heavier taxation of location values could put ef-

fective pressure on the owners of underused or misused locations to put their property to better use
or sell it to someone who will.

We believe that many businessmen have insufficient understanding of the harm today’s wide-
spread misadministration of the property tax may be doing in their communities.

Therefore, the Urban and Regional Affairs Committee urges that the National Chamber de-
vote all feasible resources to developing and using information materials to inform its membership
of the costs and the alternatives to ineffective property tax systems.

Reproduced by: PUBLIC REVENUE EDUCATION COUNCIL
812 Olive St., Suite 1103
St. Louis, Mo. 63101
Phone: (314) 421-5630




Mason Gaffney
3040 Tyler Street
Riverside, CA 92503

8 July 88

Professor M. Northrup Buechner
Colleges of Business Administration
St. John's University

Grand Central and Utopia Parkways
Jamaica, N.Y. 11439

Dear Professor Buechner:

Thank you for your letter of 11 May. As per our telephone
conversation I am honored to accept your invitation to speak at
St. John's on Wednesday, 26 October 88, 1:30 to 3:30 PM, on "How
to Revive a Dead City". It is a topic close to my heart.

Enclosed is a resume and two photographs as requested. I also
enclose two articles: "Property taxes and the frequency of urban
renewal”; and "Land Planning and the property tax". These might be
useful in the publicity.

You might be able to make use of recent articles which I wrote
for the New Palgrave Dictionary: "Henry George", "Single Tax", and
"Land Tax".

Sincerely,

ok



S P

Polls |
H ddw [R21%73 c/n/. rm}éu}7

W@C/ll /P(Mfﬂt ‘ 44.2,
WM/L ;ﬁw l’jLz

w w /VwM ”'/( ;e

#m/ *l | 'Azzme- Ui WM e,

#W/U VW(/OQWW@




it §
(/MWL/ Jef. L6
Sy T -
fW ALjuye.
Ero,
K S rund.
e v b s ta Stound
qéhi{m 4£ W MF
MMQ@U?
/VM mm,m .
R TR AT

o o,
+ ﬁ«; M3

Kt Ry rq Monetiasin
bt

R-L hlwé al b M TL(,u W,

iT '57@(6




Cowm b é} F%’q“ﬁf 41~UUQZ¢/

1
HOW TO REVIVE A DYING CITY
by Mason Gaffney
The Henry George Lecture, St. John's University
New York City, October, 1988
Introductory N\

You may think me an outlander but my parents were New Yorkers
and never forgot it. One grandfather even went to St. Johns,
although not this St. John's -- it's what they once called Fordham,
in The Bronx, now one of those dying cities we need to revive. He
was to become a priest and lead the celibate life. As you see, he
was not equal to the calling. His official obit tactfully says
"after leaving college he enlisted in the U.S. Navy", but Aunt Fan
wrote privately, "papa left Fordham before finishing and went to
California where he taught school. Required mostly brawn, he said."
Violence here is not new.

He married late, so late a young man like me has a grandfather
who served in The Big War. That is not remarkable except by that
he meant The Civil War. Ours is a family of long generations. My
other grandfather, the Yankee Presbyterian, lived in Brooklyn
Heights when that was a suburb for stock brokers, and that goes way
back too.

Now these old timers, to whom the past was only yesterday.,
spoke always of New York City as the center of civilization. It was
a livable, optimistic place: a great, growing, vibrant, trend-
setting, prospering, cultural city. A little crooked, sure, and
great-grandfather was probably no saint, paving streets for Tammany

Hall. But it had a present and a future, a life and a soul, not ,
like the dead-end hopeless despair of today's Bronx. /

Henry George

But we're here to talk of the future: I'd like to see those
good times and better ones come again, preferably without the
graft. And we're here to review the ideas of another commuter
between New York and California, Henry George, and how the ideas
might go to work to revive dead cities. Henry George was a
journalist who taught himself economics. He had a flowing pen and
a brilliant mind, and the book he wrote, Progress and Poverty,
became and remains the all-time best-seller in economics.

People remember him today not for the volume of his sales but
the enduring quality of his ideas and proposals. The reform program
he worked out combines the magic of incentive with the magic of

justice. It comprises a plan not just to revitalize cities but to
reunify society.




George's fans have boosted him for The Hall of Fame. It is
ironic he never made it. Not that he would have cared, a stone face
was not his style. The irony is the Hall of Fame is now decaying
and abandoned, in the Bronx Borough, a setting also decaying and
abandoned for failure to use George's formula for keeping cities
healthy and robust. The Hall of Fame in The Bronx exemplifies a
malignant propensity to pour the national treasure into dead
monuments while their living matrices starve, rot and crumble. For
further evidence tour the purlieus of your state Capitol,
contrasting the vulgar ostentation on the marbled side of the
street with the squalid reality on the living side.

Dead and Dying Cities

What are these moribund cities? Some extreme cases are East
St. Louis, Camden, Benton Harbor, MI, Ford Heights, IL, along with
Robbins and Harvey, Gary, and Newark.

But more commonly and generally, large parts of once-vibrant
cities are half dead, seriously blighted and trending downwards.
One of these is the South Bronx, which New Yorkers know well enough
to avoid knowing any better. In Milwaukee it is the near north
side, called locally the "inner core", a galloping blight whose
area I have seen triple in the last 20 years, while Milwaukee's
population dropped 20%. In Chicago it is South State Street, only
a few blocks from the Madison Street crossing which for generations
was the most valuable corner in the nation. In Tampa it is Ybor = .
City. Y ( (
. e B AT ‘
Note blight is not restricted to stagnant or declining regions Y. Jv4 ¢
and cities. In booming Los Angeles there is Watts. 1In nearby“)"'"“" S
Riverside, CA, one of the fastest growing cities in the nation,
the CBD is surrounded by blight which, among other things,
frustrates years of subsidies aimed at reviving the moribund CBD
itself.

But let us sound deeper to gauge the full mass of this
iceberg. These extreme cases are not just anomalies, they are more
than ghettoes and embarrassments, they are symptoms of systemic
malfunction. They could be portents and symbols for the rest of the
economy. Blight may be defined as failure to maintain and replace
and renew the capital inherited from the past. Many studies of
American industry indicate it all has this problem, compared with
vigorous foreign competitors. In learning to cure blight we may
learn to restore the greatness and pride of this whole troubled
nation.

Cities that have Revived

There is good news, too, some cities have risen from the
grave. Indeed, all land development is resurrection in some sense:
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all land has been used before by someone for something, from the
beginning. Trace the history of any city lot and you'll usually
find there were several antecedent improvements, layered like the
ruins of ancient Troy. It is a matter of making renewal happen
faster and more widely, while we are still here to benefit.

Germany and Japan recovered from World War II with
breathtaking speed. Atlanta even recovered from General Sherman,
too, although in its own courtly time. Chicago burned almost
completely in 1871, leaving 90,000 people homeless, but recovered
without breaking stride; San Francisco and Anchorage recovered from
devastating earthquakes. washington, D.C. recovered from the l4th
Street riots and arson. The basics were right, the locations
remained good. The disasters may even have helped by forcing the
demolition of obsolescent capital and releasing 1land for
rebuilding: "instant urban renewal" is more than street jive, it
can be true perception.

But some other revivals, less dramatic and publicized, are
more impressive and relevant to us because they are revivals from
normal decay and obsolescence, pushed along by good public policy
that we can analyze and replicate. There is Southfield, MI,
bordering on Detroit and thriving and flourishing as fast as its
parent central city is dying. There is Rosslyn, VA, just across the

Potomac fssm D.C., aforest of high-rises that—rose up while
Washington%¥was burning and derelict'gézizgxthe 1960s. |There is
Sacramento, CA, whose once-depressing te_%has_ﬁpundwﬁew life.
There is Pittsburgh, of grimy repute, recently named the most
livable U.S. city. There are Hong Kong, Singapore and Taipeh, once
best known as rather fetid ports of call, now three of the "Four
Tigers" of southeast Asia.

In all those-modern SuCCeSS stories ~of “economic and social
revitalization(we find the hand of Henry George at work, if we seek
out the local politics and policies .¥In Taipeh we learn they are
guided by the philosophy of Dr. Sun Yat-sen, and if we read Dr. Sun
we find he was an enthusiastic Georgist convert. In Pittsburgh we
find a "graded tax plan® applied, framed and supported by something
called The Henry George Foundation. Throughout Pennsylvania today
we now see several smaller cities emulating Pittsburgh's partial
application of George's policies: Harrisburg, Scranton, McKeesport,
New Castle, Washington, and Duquesne. Fortune Magazine reviewed
their progress favorably in a 1983 article. Recently steel-
depressed Aliquippa signed on, too, and Clairton. These once-
declining cities bear close watching today as they bounce back.

Jpovdﬁﬁfvdawgm

Then there are cities of explosive growth afterV%low periods.
These include Sydney and Johannesburg, both notable for their use
of Georgist policies. Whatever their social faults these two cities
have burgeoned to become the economic capitals of their respective
continents, an economic achievement hard to dismiss. There are
several other good examples in East Africa, like Nairobi; and in
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the Antipodes, like Brisbane and Auckland. Many cities of western
Canada, including Edmonton, Saskatoon, Victoria, New Westminster
and Vancouver grew up with partial use of Georgist policies in the
early 20th century. Less explicit application of Georgist policies
was made informally (through assessment discrimination) by Seattle,

Portland, San Diego, Houston, San Francisco and many other growing
western cities during the same period.

It is good to know degeneration and failure are not our
predestined fate. We may choose them, but we may also choose
renewal and success. It's a matter of attitude and know-how.

Wwhy Cities Should be Revived

Some cities and towns may and should be abandoned. Camps and
towns around played-out mines are obvious examples. Some small farm
towns and hamlets become redundant when roads let customers range

farther and patronize the larger or better town. Salvage what you

_can and-move-.on.

Some would apply the same logic to all cities. Dead cities
aren't lost, they say, but are just rebuilt elsewhere. They were
cash cows that have been milked dry, meaning their depreciation
allowances are reinvested on new frontiers, and the people and
vitality move with the capital. That's a clever and important half-
truth, but remember a half-truth is also half wrong. The basic
original site stays put, land can't move. A lot of costly social
capital, public and private, can't move either.

We have little room left for throwaway cities in this finite
world. New natural sites aren't that common. There is only one
water-level route west along the Mohawk, only one Hudson Valley
with only one mouth, and here this city has stood for 350 years.
We can't really afford to kiss off The Bronx and build a duplicate
environment somewhere. We can't rebuild the natural setting at all,
and the sunk social capital is too costly: shipping; docks,'rails,
The New York Thruway, airports, streets, expressways, subways,
water lines, power lines, sewer lines, gas lines, phone lines,
churches, schools, bridges, tunnels, museums, Halls of Fame,
universities, ...

Of course we can replace the Bronx out at the east end of the
Long Island Expressway, too, but that means not only duplicating
the micro-infrastructure but adding the Expressway, and
corresponding trunk lines for all the utilities, and paying the
price of commuting in time and fuel and pollution and auto
purchases and tires and repairs and paint jobs and insurance and
gridlock and traffic casualties. And then ultimately, when we tire
of the new suburbs, where do we go next?

Look at The Earth from a lunarcraft photo. There is only so
much, and we already have a big portion of the best temperate zone.

V)f?
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This is our Promised Land. "Don't blow it", God keeps telling
Israel in the Bible, "Don't think I'm giving you another Promised
Land if you can't handle this one." It seems a reasonable attitude.
Nor are other nations disposed to give up their crowded slices of
this small, scarce Earth for us.

Furthermore these blighted areas have high potential market
values. Picture a topographic map of a city where the contour lines
represent points not of equal elevation, but equal market value per
square foot. On this kind of topo the peaks, the Everests and
McKinleys are in the city retail centers, where Jjust one square
foot rises to $2,000 (that's about $90 millions per acre, and an
acre is about 91 yards on a football gridiron). Land just a few
miles or blocks away from such dizzying altitudes can hardly be
worthless. Harlem is near Park Avenue; Watts is near Beverly Hills;
South State Street is very near the Sears Tower. Newark is 15
minutes by train from Manhattan. Newark office rents are $25/sf per
year. That is less, of course, than in Manhattan, but in Riverside,
California we are throwing up offices to get rent of $12/sf per
year, while Newark stagnates.

The capital you invest that earns $25/sf is more productive,
obviously, than that yielding $12. I don't mean the capital in the
floor atop the high-rise because that is likely to cost $25/sf (in
annualized terms) to build and operate. I mean the capital in the
middlifand bottom floors, which cost less to build but rent for as
much,¥yieldis#gea surplus. To get more such middles and bottoms, and
the corresponding surpluses, renew more land in those neglected
areas of high potential like Newark. Not to renew those lands is
to waste those potential surpluses. Each year's loss is lost
forever, for the services of land perish with the passage of time.

éﬁ&{.ammuml )2;14/‘,

Shall we treat The Bronx as_a residence of last resort for
people who can't afford anything decent? That $s hardly necessary.
To many people cities are The Big Apple, desirable locations of
positive wvalues and stri;g"magnetism. Rich foreigners come from

<,

around the world and pay/top dollar to locate in Manhattan, not
because they have to but want to. So it is too with San Francisco,
Miami Beach, Beverly Hills, Newport Beach, Cambridge and
Georgetown. If they want open country there is plenty left in North
Dakota, Texas and Nevada -- but they want cities.

Urban revival works best when a healthy piece remains on which
to anchor new development. In the worst scenario no such place
remains, but even Camden has Campbell Soup; Newark has a great
airport, a new Hartz Mountain Industrial Park, and the Pru. Life
is persistent and resilient; vital seedlings keep sprouting, they
only want sunshine, water, care and cultivation.

The Urban Surplus

One of the reasons we remember Henry George was his pioneering




work on cities, how they work and wha good they do. Previous
economists showed limited or no understanding of location value and

its causes. Even Heinrich von Thunen, /father of location theory,
approached cities in An arid, antiseptic way that left out most of

the sperm and egg, Yenzyme and ferment that today we call urban ‘
linkages and synergy. George wasua_measehvwkaE“HviIyWWhyteworwﬂanevd?ﬂﬂﬁu°”“
Jacobs, seeing cities in intensely human, interactive terms.

)

X George saw cities as foci of communication, cooperation,
%  socialization and exchange, and these as the basi®s of civilization.
He saw cities as the new frontier, an endless series of new
2~ frontiers because the city as a whole enjoys increasing returnsg
. ;f13e presence of people with good mutual access, associating on
@'k equal terms, expedites cooperation and specialization through the
'Y market. Multivariate interactions in cities are synergistic.
ﬁL; Indeed, while each part -- each parcel of land -- is developed in
. the stage of decreasing returns, the..composite cit ¥is generally
\\i in a stage of increasing returnse ‘thanks to synergy e whole is
greater than the sum of its parts, an ineréeases to the whole yield

\X more than the sum of increases to the parts.

) This synergistic surplus, says George, lodges in_urban land ilAi
Y rents, Thus he explained an outstanding phenomenon of his time Lo
}f\ whRT®R other economists were overlooking completely, -“aims < the /é»«%wﬁq .
¥ unparalleled rise of urban rents and land prices, and the wealth Cjz’
gé and power of the owners.

: To 'the investor in a building, it looks like this. The first
§@i§!$lOK he spends yields him 30%, or $3K; but he pays 10% interest,
: ./or $1K, leaving him a surplus of $2K. To acquire the superior

t '}/ location that confers that surplus he'll pay up to $2K annually,
¢ which means he'll pay up to $20K for title to the land (at 10%,

7%

$20K will cost him $2K/year).
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)} AN Of course the next $10K he spends may yield him more than 10%
%ﬂfaf too, say 20%, confering more surplus and adding more value to the
«31 land. But the idea is the same. He'll add to the building until the
| Q\*§, last unit of $10K yields him just 10%, enough to pay interest and
no more. (You have just taken a flying tour through the theory of
\E.
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To understand ground rents and land prices is to understand
cities; not to understand is to remain mired forever in confusion
"™\_ and fallacy, to be gulled and misled and bamboozled, which is

\ indeed and alas the common lot of mankind. Let it not be yours.
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% do These ground rents are annual; they continue forever; and they
&gﬁ generally tend to rise. To buy title to land, therefore, people pay
< N\ prices that look very high relative to current cash flow. 1In

%{Riverside, California, a city of low density and 208,000 people,
land prices go up to $18/sf. In San Francisco, a city of high
density and 800,000 people, prices go up over $1,000/sf. 1In
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Manhattan they go over $2,000. In Tokyo, probably the top of the
line, one sale is reported at $25,000/sf. An official agency has
appraised the top value at $120,000/sf, although this may be puffed
up. But $25,000/sf is high enough: urban land prices take your

breath away.

Land prices vary extremely from city to city, and block to
block. The actual cost of building a square foot of floor space is
fairly constant from place to place, but demand varies with
location. A small rise of floorspace rentals translates into a
large rise of ground rent and land price, because rent gets
everything above what is required to operate and amortize the
building.

Thus in Riverside in a small neighborhood mall a floorspace
rental of $12 just pays for the building with only a little left
over to pay for land, resulting in land prices of perhaps $5-$8/sf.
In Manhattan rentals are triple or quadruple those in Riverside,
with all the surplus going to ground rent, resulting in land prices
up to $2,000/sf, or about 300 times higher than Riverside.

In bigger cities at key locations land prices are not just
high per square foot, they are higher per capita than in small
cities. Surprisingly, they are even higher relative to building
values, in spite of the high-rise buildings. Remember each added
floor until the top one adds more ground rent %9cause floorspace
rentals are more than enough to cover the added’cost.

’ L AT

Urban land is also highly concentrated in ownership, meaning
a handful of people and corporations own most of it. It is heavily
favored by absentees of great wealth who want to g;ygrgify,their
holdings and acquire stable, secure wealth fthey can manage by
remote controly today a growing share of income property is held
by aliens. Aliens even hold a good deal of residential property in
selected communities of international jet-set ambiance and repute,
places like Palm Beach, La Jolla, Greenwich, Belvedere or Beverly
Hills.

Comparing cities and neighborhoods, land prices are much more
differentiated® than other measures economists commonly cite, in
their traditional blindness to this factor. The median income in
upper east side Manhattan is about 8 times higher than north of
Central Park. But the price of land psf is probably 40 times
higher. Margaret Reid in her classic Housing and Income presenti/>

many more contrasts of the same kind; so does Harold Brodsky in his
studies of Washington, D.C.

Sharing the Surplus

Urban rents are a social surplus, not a payment in reward for
anyone's making or supplying land. So others than the landowner
have a claim. A good deal of American politics deals with how to




assert that claim and share that surplus.

It seems a pleasant enough problem, cutting up a big pie. The
ancient Chinese knew better: "It is easier to face a common enemy
than share a surplus" quoth Confucius. The common ways of sharing
this surplus are clumsy, divisive and destructive. They bear some/
responsibility for dead cities. With too much quarreling wgnd
gouging over spoils, there-are-no-more- spoils to-di-spute. Macauley
wrote nostalgically in Lays of Ancient Rome: "Then lands were
fairly portioned, then spoils were fairly sold. The Romans were
like brothers, in the brave days of 0ld." The same might be said
of New England in the early 17th century, whose traditions we still
honor in the word and name. But we have come a long way from
brotherhood. Let us see how spoils are shared now, and then how we

might do better.

P
Looting and Graft .-~ Aﬂw44//b K;&,f“,

oting is sharing by direct action. We had a bellyful
of that id{i;gﬁi and its destructiveness needs no homily. Graft and
patronage,\fﬁé basis of ethnic-populist political machines, are
more tempered kinds of looting which destroy incentives more
quietly and insidiously. Featherbedding, stealing, parasitic
behavior of all kinds all cut into the surplus. The problem is they
are blindly indiscriminate, they cut into productive incentives
too. But the more the surplus,6 the more emptation,)the easier is
the self-righteousness that rationalizes( looting agév?raft.

!

Rent Control of L
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Rent control shares the,surplus with tenants. It is_a

tempting route and several cities follow it, including New York.
Why not? Renters are the majority. Many landlords arerich and
remote, they work through layers of faceless minions so you
probably don't even know their names. The managers are tough and
tight so you have a lot of abuse and negligence to avenge. Supply
is inelastic, at least in the short run, so the owners can't cut
and run. Poetic justice is served.

But there are several spots on this policy. C/A:E7~*M»A

ka**‘”limited number of beneficiaries. The original
tenants carve out an equity in the landlord's estate, but the
benefit: read no wider. Tenants may, and many do,sublet to
others?iﬁgggming landlords themselves. Rent-control is at best a
zero-sum game among the few, not a social reform.

2 %% Jower incentive to maintain supply. It becomes
unattractive to build new rental units. At first these are allowed
higher rents, but are vulnerable to future caps. So rent-control
is worse than a zero-sum game, it becomes negative-sum.

/
/
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What rent-control confiscates is not just land-income but
building-income too. Land is fixed, but buildings need maintaining
and replacing which they will not get if there is no return. Too,
land can be reallocated to uncontrolled uses: we all know about
condominiumization. The new wrinkle in{S/@n Monica is to buy a
rent-controlled apartment building cheap and convert it to a

single-family residence for the new owner.

)

_~ *%*x wasted space. Tenants lose much incentive to
economize on” space, because it is underpriced to them. In the
extreme some tenants move away, but retain the apartment to use a
few weeks of the year.

~

T own new class society. 01d renters become a
privileged class vis-a-vis new ones in new units which are
temporarily uncontrolled, or controlled at a higher level. What
with the lower new supply, and wasted space, uncontrolled rents are
forced up above the free market level.

n

**%* owner-tenant clashes. An owner's main goal under
rent control is to evict and repossess. The resulting nastiness and
intimidation have become routine, and the war stories legendary.
In Tokyo outright extortion and violence are frequent.

¥ 4

**x* aported incentive to maintain and improve.
Landlords lose all economic motive to serve and maintain, let alone
improve. Tenants retaining precarious tenures have at most very
limited motiwvation even to maintain, let alone improve property.

*%* dogged obstructionism. A sitting tenant cannot
gain by site renewal, but only face eviction. Tenants therefore
fight it every way they can. A class is created of dogged self-
righteous obstructionists with a vested interest in the status quo,
however obsolescent, however decayed, however inappropriate to the
site.

x** yndertaxation. The equity that tenants carve out
of the 1landlord's estate has no market value because it is
inalienable, at least legally. Assessed values therefore drop, and
tax yields drop correspondingly. The new privileged class not only
gets preferential low rents, but avoids contributing any share to
support public services. The resulting higher tax burdens are
dumped on others; thryorsened public services are suffered by all.

] ARy S

I understand these matters in part from personal experience,
not identical but apalogous. I'm a small farmer with shares in a
canal companye wirsel shares give me the right to receive water 'way
below the market price, but no right to sell my water. So I and my
fellow shareholders do the only thing the law allows, we waste
water and collectively create that chronic artificial crisis called
the southern California water shortage. I'd be better off to have
the State tax the water, raise the rates, and use the money to
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raise the salaries of, well, how abouQijj?professors?

The Federal Power Commission (now FERC) has long done the same
thing with gas, and earlier with oil, capping the field prices.
Their Chief Economist, David Schwartz, opened my eyes to the moving
spirit behind the policy when he joined a conference I sponsored
in Vancouver. Our subject was how B.C. might best collect rents
from gas flowing from Provincially owned wells. Dave Schwartz is
a likable gentleman, selflessly dedicated to the public weal, but
he grew impatient and finally blurted "Let's not collect rent,
let's cap the price and eliminate rent." That one foolish remark
suddenly flashed more light onto 20 years of FPC regulation than
tomes of NBER studies. They actually had so little understanding
as to believe and act on that notion. By doing so they contrived
to create, among other problems, the great gasoline shortage of the
1970s. z‘/,lt M"Méﬂﬂ".‘ﬁ«w [V W IS o Wﬂ’”“““'"

//’4"’“ AT «ll,'./'\ // 1 f‘“ Voo A £ ‘;;,'/-Z’Mw"'?sz -
S The’ ationale with housing, with water and with energy, all

pai three, is that these basics are too important to leave to the
{ market, and must be price-controlled. The result is to cre '
. thing a“market could

- gystems of regulation much worse than an
s Y 9 y

ﬂbl,ﬁz accomplish. You are too young to remember but around 1973 there was
also a great coffee crisis, a dearth of raisins, and even a crisis ‘6g

in toilet paper. These were too unimportant to regulate so their -~

| /pfiqgge;:§2;y9demand fell, supply rose, and the crises quickly
disapp without a trace or a memory. Rent-control ensures we
will not ever overcome the housing crisis so simply or at all.

: "French Equity" (equity in kind) ,:> 6@4£Lw4f?mﬁf E%/z, ﬂhkfexﬂ

o

Under the Code Napoleon every French testator must divide
his real estate equally amon 11 children, and there is no
substituting money for landg e Code requires equity in kind,
nothing else will do. The resulting fine subdivision is called
morcellement, and th Code demands it with no regard for
efficiency. It goes rther. Each heir must get an equal share of
land of each quality: meadowland, pastureland, woodland, etc. The
even finer subdivision is called parcellement, which was once
carried (like most human error) to absurd lengths.

Today we approach French Equity indirectly, and expensively.
First we distribute the land haphazardly, but then seek to make
every parcel as good as every other. We do so by extending public
utilities and roads to every parcel on the same terms, regardless
of location and differential costs of service. A familiar example
is the U.S. Postal Service, and it has given its name to this kind
of pricing, called by economists "postage stamp pricing". Here are
six quick examples.

A **%* The B.C. Ferry Service. This socialized system has
two main lines to its big apple that make money, Vancouver-Victoria
and Vancouver-Nanaimo. But the whole system hardly breaks even
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because there are some dozen lesser lines serving small islands and
peninsulas. The worst of these costs $12 for every dollar of
revenue. The losses are made up from the profits of the trunk
lines. The generic name for that is "cross-subsidy".

7
&~ xx%x B_,C. Hydro. This socialized power system serves the

entire Province, an area so vast it exceeds those of California,
Oregon and Washington combined. Its rates are uniform throughout.
Half the people live in Vancouver at high density and are cheap to
serve. A few live up north on the Yukon border where (I surmise)
it costs several hundred dollars to earn one dollar of revenue.

That is cross-subsidy.

fg x%x* water and sewer service in Milwaukee County,
Wisconsin. Here the City investments have been captured, controlled
and milked by suburban interests, with a lot of help from the State
Legislature, so capacity in the City plants is taken up to serve

the suburbs, and capital is poured into long interceptors (trunk:

lines) linking suburban land developments to City plants. That is
cross-subsidy, and has been called worse things.

xx* college and university campuses. The Legislative
ethic demands something for every electoral district. Not every
Assemblyman requires a college campus, for there are other prizes
too, but the horsetrading process seems to spawn too many. Just now
we have eight UC campuses, most of them with excess land, a few
with excess floorspace. Faced with rising enrollment the preferred
solution in Sacramento is not the lower-cost option of intensifying
and improving and staffing existing campuses but the higher-cost
option of creating new ones, each to enrich some influential land
speculator and tantalize a hundred others who are busy lobbying for
the new spoils.

*** water supply in California. To summarize a complex
tale, the low real cost of serving older settled areas is passed
on to new settlements through an accounting device called
"melding®, a nice name for shutting your eyes and stirring all the
accounts in the same pot. Melding passes through several levels:
a State wholesaler serves the Metropolitan District which serves
jocal Districts which serve cities. But the net result I have
calculated is this: at the end of the line, in Riverside, it costs
society $1800 to serve the marginal acre-foot (a unit of water)
which sells for $20. That is cross-subsidy. It is worth fortunes
to people developing land at the end of the line; the cost is
spread over everyone else so they won't notice. Professors are
supposed to keep quiet about it, but some of us never learn the
rules.

*** postal service. How we love to dump on the postal
service for raising rates, and moralize about the inefficiency of
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government. But do the harrassed clerks really deserve all the
onus? Manhattan has 64,000 residents per square mile, plus the
daytime population; Montana has 5.4 per square mile. It obviously
costs a lot more to collect and deliver the mail in Montana. The
main reason postal rates rise is because the whole U.S. urban
population is spreading out more like Montana and less like
Manhattan (which once had over 100,000 per square mile). Henry
Schechter calls it the "cost-push of urban sprawl"”

what's wrong with "French Equity"

There are two big problems with cross-subsidy as . an
approach to equity. First it is not equitable; second it is
wasteful and inefficient.

The kind of equity achieved by rggional cross-subsidies is not
interpersonal, but interregional. It/is some hipgllikeﬂwashinqunFs
ggzg;zms~pf/}forq;gp/ﬁ;QJ!»mggnsgbﬁaﬁaxi g podr peoplein rich

tries “to aid”mibhfﬁebple“in“pééricountries. Some of the main
beneficiaries are among the richest people and corporations in the
country and world. Here are a few who hold speculative land and

enjoy subsidies on the growing fringes of southern California.

**x* Largest is probably The Irvine Company, owned by
Donald Bren, among the 20 richest Americans on Forbes' latest list.
This company holds some 70,000 acres in Orange County, including
and surrounding Newport Beach, Irvine, Corona del Mar, etc.

x%x* Others include Robert Campeau who recently acquired
Federated Department Stores; Chevron; Edward J. De Bartolo, also
high on Forbes' 1list; Kaiser Development; Bedford Properties;
Connecticut General Life; Mobil; Lusk Realty; Bell Canada; Southern
Pacific; Union Pacific; Cadillac Fairview (Olympia and York); Bank

of Montreal; the Hunt oil family; Newhall Land; etc. The list goes

on, but you see the point. Equity is not served by milking middle-
class neighborhoods to enrich owners like these. "Public Works for
Private Gain" is bad enough, but worse when the profiteers are

already the richest.

How about efficiency? Subsidy creates waste in the amount of
the subsidy, almost by definition. Spread City, by the New York
Regional Plan Association, estimated the social cost of creating
one new lot at the metropolitan fringe is four times (4x) the value
of the lot (and that is probably an underestimate, for the truth
is so awful many readers would block it out, or blame the messenger
for the bad news). Why do people develop lots worth only one
quarter of their cost? Because other people are paying the other
three quarters.

This process does transfer ground rent from areas of
overcharge to areas of undercharge. But in the process it simply
destroys much of the ground rent, a process known to economists as
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"Dissipation of Rent". To spread the surplus we lose much o

Being neither equitable nor efficient, has "French Equity"
any kind of merit? Once it passed for a way to make jobs, in the
salad days of J.M. Keynes when he actually urged waste as a route
to full employment. Those ideas are now dormant, but we still don't
have the feel of it) If we had to fire a few teachers or policemen
each time some City Council yields to a major campaign donor and
extends utilities to his raw acres we would better sense the true
cost of these "public works for private profit".

Sharing surpluses constructively

It is in fact possible to mobilize the social rent surplus and
put it to good use, without waste. It is possible to create a just
society of people unified and bound together in mutual satisfaction
with the terms of their association,\without contempt for their own
government. ™

r 4

People do care about justice, always have and always will.
They have funny ways of showing it sometimes: just now we're
absorbing the "me generation", but this too shall pass. The problem
is the older sharing-caring generations did some fuzzy thinking and
foisted on us some clumsy, wasteful counterproductive ways to share
and care, including substantial exploitation of the new generation
they now brand as selfish. The "me generation" reacts against the
stupidity and hypocrisy, not the noble impulse itself. p

A

Rent will be shared, one way or another.{%5icagoi@conomists
preach that economists should only care about getting resources
allocated efficiently to maximize the national product.
"Entitlements" they say are arbitrary and don't much matter,  just
so they are clear and definite so everyone knows exactly what he
owns and can trade it freely. In practise that means leave them as
they are today, whatever their origins. But life doesn't work that
way. Eager supplicants swarm around rent like flies around fresh

pie.

The key to renewing cities is shifting from obstructive ways
of sharing rent, like rent control; and destructive ways like
looting and cross-subsidy; to constructive ways.

George's Constructive Program

: This brings us to Henry George, for whom these lectures are
named. He showed us how equity and efficiency go hand in hand: how
to combine the magic of justice with the magic of incentive.

First, by George, equity need not be in kind, that is clumsy.
Use the monetary mechanism, that's what it's for. If you and your
brother and two cousins inherit a house sized for one family you
don't crowd in all four, you sell and divide the money. Or one buys
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out the others. There is equity in money as well as real estate.
Money is often better, you can reinvest it anywhere. It puts your
house on a magic carpet to follow you around. Money is wonderful!
(Just take care not to blow it.)

Second, by George, use the tax mechanism. Don't divide land
into unusable morsels; don't shackle the market with rent controls;
don't dissipate rent in cross-subsidies. But turn land over to the
highest bidder, and tax ground rents to support government.

The Power to Destroy or to Redeem

But we've always heard taxes destroy incentives. Economist
Colin Clark said years back the country would fall when taxes
exceeded 25% of income. Arthur Laffer said tax yields would
actually fall if rates go higher, and rise if rates fall.

The news in Henry George is we can tax all the rent out of
land and not one square foot will walk away. Nor will God switch
off The Creation. Man creates capital by saving; some Other Force
created land, and sustains and serves it every day the sun rises,

undeterred by taxes.

Nor will Georgist taxes leave owners sulking on their land,
but the contrary. Fortune Magazine headlines them as "Higher Taxes
that Promote Development" (article by Gurney Breckenfeld, August
'8, 1983, pp. 68-71). The tax is a fixed charge based on land's
market value, derived in turn from its opportunity cost. The owner
will use it harder and improve it more to meet the fixed tax. If
he doesn't care to de that -- if he has more than he can use -- he
will sell, releasing surplus land to meet the demands of others,
of whom there are many with urgent needs, and many more with
enterprise wanting more space. Taxes stifle enterprise only if they
increase with enterprise. Land taxes increase only with opportunity
cost, which is independent of the enterprise of the individual
owner. The only incentive this tax impairs is the incentive to
withhold land from use.

George's land tax promotes equity toward the landless in at
least four ways: it relieves them of taxes, to the extent that
landowners pay more; it supplies them with more goods and services,
as land is used better; it offers them jobs producing those same
goods and services, and incomes with which to buy them; and it
offers them a better chance to acquire land themselves, as
surpluses are released to the market.

This is supply-side economics with a real kick. It works
through tax transformation rather than tax reduction -- the total
tax take may be raised or lowered, as a separate issue. If desired,
we can raise taxes and stimulate supply together, there is no hard
choice to make between them. At the same time it is demand side
economics too: untaxing new investments raises the marginal rate
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of return after taxes (what Keynesians call the "marginal
efficiency of capital") which, to demand-siders, is the motor that

drives the macro-economy.

So George's simple program not only reconciles efficiency and
equity, it squares taxes and incentives. What more can a reasonable
person demand of economic policy than to resolve these ancient
basic standoffs that have confused and divided us, blocked
understanding and deadlocked constructive action for generations?
It is an achievement on a par with resolving Evolution and
Creation, except George's program is something we can do something
about. We can use and implement it as quickly as we are willing to
unclog the cerebral arteries and follow thought with action.

Many people, it is true, are morbidly fascinated by deadlocks
and standoffs, and cling to them as old friends and comforters.
They actually prefer irreconcilable disputes as cherished parlor
games. It may ease the conscience to think 3justice must be
sacrificed for efficiency, and schools starved and libraries closed
to free up incentives, so nothing, really, can ever be done.

We all feel compassion by nature but, to survive and stay
whole in this world of beggars and bandits, learn to harden our
hearts and cork it in. We learn to screen out evidence of suffering
and injustice, and rationalize what we cannot deny. This mindset,
while understandable, is unaffordable in a period of dangerous
national decline, and growing division between haves and have-nots.
Corking in feelings is hard on a person, too. There is relief and
satisfaction in venting compassion via support of constructive
public policies.

Camden has the highest tax rate in New Jersey. it's a
depressant now, and a vicious circle as the high rate drives away
capital and further erodes the depleted tax base. But what if the
tax were /63\\just,/land value? The depressant would become a
stimulant, the drag—a—motor., by the simple magic of converting a
variable charge into a fixed, unavoidable one. So it is with most
other depressed cities, which today look vainly to Washington for
salvation and redemption. They do need enabling legislation from
their states, on the Pennsylvania model, but given that they can
save themselves. They'd better: no one else is going to do it for
them.

The Double Effect: Untaxing Buildings

The counterpart of sharing rent through taxation is to untax
things people do and make, like buildings. This doubles the
incentive effect. If the land tax is the stick, untaxing buildings
is the corresponding carrot, and George's program is to make both
of them larger.

Every lot with an old building is in press between that
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building, the "Defender", and a potential replacement, the
"Challenger". The trouble with taxing buildings is it stacks the
fight, it rigs the score against the Challenger. Say the lot-cum-
Defender is worth $100K, and the Challenger would cost $500K to
build. Challenger cash flow must exceed Defender cash flow by
enough to pay off the $500K, plus added taxes based on it. If the
tax rate is high that will stifle new investment as thoroughly as

a communist coup.

The Georgist tax by contrast is impartial between Defender and
Challenger, and lets the market decide. In Milwaukee, 1965, after
a long detailed study I found switching to the George program would
let 30% of the city be renewed forthwith, immediately, simply by
untaxing Challengers vis-a-vis pefenders. (The sad news is Mayor
Maier went the other way, so Milwaukee has lost 20% of its people
and more of its wealth and is sick city today.)

The Triple Effect: the Flow of Credit

Most buildings when new have to surmount a liquidity crisis.

Almost every one is built on credit with a small equity, and €akes”

a while to yield cash. During this critical period builders need
all the help they can get.

The property tax on buildings is a maximum during this crisis.
The timing is such as to maximize the damage, for—any given.tax
yield-over-time. Now of course a building uses public services and
something must be taxed to pay, but new buildings in older cities
nearly always pay for more than they receive, while old ones
receive more than they pay for. Think of building taxes as a kind
of forced loan from the builder to the Treasury, to be recovered
down the line when buildings are older. But what could be more
counterproductive than forcing a loan from a person passing through
a credit crisis already?

The Georgist tax works the other way, it spares the builder
when he needs it, and rises slowly under him over time as the site
ripens to its next best use.

The Quadruple Effect: Neighborhood and Regional Spillovers

Urban blight is cumulative and self-reinforcing: blighted
buildings cast a pall on land around them, discourage upkeep and
stifle renewal. Whatever slows renewal of one site therefore slows
the neighborhood, which reflects back blight to the first, a

‘ot
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vicious downward spiral. a&l,pé,azuﬂqwew.? i f@;\ LBl it
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Conversely, new buildings help stimulate renewal around them.
There are exceptions, I know. Some new buildings, especially banks
and corporate headquarters, sterilize a block with blank walls. I
will not defend that, but the exception is not the rule; the abuse
is not the precept. The rule is new buildings draw tenants from
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old and weaken other Defenders so other owners have to renew, too.
When they do, where better but next to the newest, hottest
building? So renewal is cumulative, just like blight, only upwards
in a benignp spiral. '
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This competition for sites raises the tax base -- not
buildings, now, but land prices derived from ground rents. Using
the higher base the city can improve public services, if needed,
but without taxing any building, without scaring away any
generators of fiscal surpluses. In this scenario, buildings raise

the tax base indirectly, by raising the value of land around them.

The Quintuple Effect: Reuniting Ownership and Occupancy

///\ Riverside, CA built itself a lovely downtown pedestrian mall,

back when that was in vogue, and has been sorry ever since. Nothing

/ worked out, retailers deserted, and half the stores are empty.

/ Recently I asked the developer of Tyler Mall, a success, why he

_ thought downtown failed, and got the answer in two words: "absentee
ownership". I should have known, I've preached it for years.

L

An agricultural adviser in Fresno once told an impressionable
boy "The best dressing for soil is the owner's shadow, applied
daily®. In town they say "Who's keeping the store?" Absentees
aren't the only negligent owners, nor are they all bad. Torpid
owners are the problem and they come in many forms. Basically, to
make a city go you want to be rid of owners who see real estate
mainly as a cash cow for their retirement, and replace them with
\ owners who see it as a vehicle for their enterprise, who apply
\ their shadow daily. Those shadows will also follow them into local
civic clubs, and enterprising downtown and neighborhood
associations for making joint improvements.

/" This is a surprisingly delicate area. Walter Goldschmidt was
persecuted and maligned for his classic Small Business and the

Community, 1946 (republished in his As You Sow, 1947). His sponsor,
yf{ | The Bureau of Agricultural Economics, fared even worse, it was
q |

terminated with extreme prejudice. But he documents the points /

\m,abundantly from contrasting Arvin, Dinuba and Wasco, CA.

It is the surplus land use that attracts outside buyers.
Absentees are redundant parties in production, but often top
bidders for pure ownership, that is the legal privilege of
receiving ground rents plus unearned increments that accrue over
time. Georgist taxation cuts most directly into those "runs of free
income" (as Veblen called them in Absentee ownership) which attract
absentee owners; and spares the rewards of enterprise. For that
reason it slowly makes the market transfer ownership from absentees
to occupants and managers on the spot, with all the good community
effects that must follow. In a period of rising concern over alien
takeovers of U.S. real estate, these points merit focused
attention.
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The Sextuple Effect: Increased Capital Formation

Untaxing buildings obviously draws in outside capital, which
is good, but is not capital formation to the whole economy. In
Keynesian models, however, reducing taxes on new capital raises the
rate of return after taxes ("marginal efficiency of capital") and
does create new capital. In supply-side models it is more important

to increase saving. Land taxation helps here, too. . { oM. _

Land taxation, if vigorously applied, tends to reducef the
investment value of 1land, through a process called "tax
capitalization". There is.a.diminishing marginal-utility-of savings
to'any»uealthrholder;-meaning the-more-you “have; the less you need
more. With land devalued, those needing wealth seek substitute
assets to replace land in their portfolios. To acquire those
additional assets they must save more, and invest the savings in
real new capital, rather than land.

The Septuple Effect: Economy in Government

Georgist taxation tends to reduce the need for public spending
in at least two obvious ways. One is to increase job opportunities,
which in turn reduces welfare spending. The other is to obviate
much of urban sprawl with its costly, wasteful cross-subsidies.

In the longer run it seems reasonable to expect that more
genuine productive job opportunities at home would reduce the
pressures for military spending, at least those portions which are
strictly boondoggling of a make-jobs nature.

Social Justice

With all that talk of enterprise, capital and efficiency,
remember we began with a quest for justice in sharing the rent
surplus. We found that justice and efficiency are not at odds, we
can have both. This trade-off that standard-brand economists
expound is just a stall, a put-off to enervate and unman us SO we€
won‘t do anything. What we have shown here is not just that we can
have both, but more, we cannot have either one without the other.
If we don't share rents efficiently, in the Georgist manner, social
and political pressures will continue to cause inefficient sharing

and eventual dissipation.

Those are strong claims. Can economic policy do everything?
No, but those are the things it can do. The basic impulse, however,
the striving for justice and brotherhood, the sense of personal
ethics, those come from within, from family, community, schools and
religion. So too does the sense of workmanship, the striving for
excellence and competence, without which no system works.

There are City Councils and Councilpersons who can botch up
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and corrupt the best system ever blueprinted. But the Georgist
program may even help straighten them out. Lincoln Steffens taught
us that the troublemaker in Eden was not Eve, nor yet the serpent,
but ... the apple! The apples of discord that corrupt City Councils
are unearned increments to land value, which they create or deny
with every decision about extending sewers oOr changing zoning.
Georgist taxation dehydrates those apples by attaching higher tax
liabilities to each unearned increment.

Does renewal destroy housing for the poor?

"Slum clearance" in the 1950s had a negative caste, with a
name catered solely for middle class consumption. Reuse of cleared
land was often at lower density, inevitably throwing an increment
of unhoused people on the private market. Federal "Urban Renewal”
in the 1960s was better named, but the actual emphasis was all on
clearing, not rebuilding. The inventory of cleared, unrebuilt land
under the Federal program grew vaster each year. "Bombing out", and
"Negro Removal", the cynics' cracks, were on the mark, although
blacks were not by any means the only evictees. Any talk now of
demolition and renewal evokes the specters of those tragic, cruel,
wasteful public programs.

But George's program begins with fostering renewal and
intensive use. Clearance is involved only as needed to serve
renewal, never as a goal in itself. The first land taken would
generally be land now vacant, or with unused, boarded-up buildings.
New buildings would draw renters and buyers from old ones,
releasing more space. The idea and the impact are to increase
supply of rentable and salable floorspace.

There would also be more stores, with more competition in
selling; and more employers, with more competition in hiring.

How do we know there would be an aggregate increase of supply?
Higher density is one test. Untaxing buildings fosters higher
density because density, exemplified by high buildings, is the
substitution of capital for land. Untaxing capital obviously makes
that more economical.

Higher quality is the other test. The richer the new tenants
or buyers, the more space they release elsewhere when they move to
new quarters. Now this is the hardest point to see and accept if
you are poor, or an advocate for the poor. There will always be
specific cases where the rich bump the poor. There is a certain
mindset that locks onto such specific cases and makes up
contemptuous names like "trickle-down" to dismiss effects on the
aggregate market. But the aggregate is what should concern us. If
we mobilize local tenants to fight new building we are marshaling
a minority with a particular vested interest to fight against the
interests of the majority of the poor, and everyone. We will spend
our lives straining at gnats and swallowing camels. For the plain
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fact is that building new homes for the rich, the ones who can
afford new homes, is what releases usable space for everyone else.

There are three kinds of slums. Only one kind, the narrowest
of the three, is likely to witness evictions for the rich. This is
the slum on high-valued land. These slums develop in the van of
expanding commerce Or high-rise apartments, where landowners
neglect their buildings because they expect to demolish them soon.
These areas are limited.

The second kind is on bad land which will stay bad.

The third and most common kind is on good land covered with
old buildings which have filtered down to people who generate bad
neighborhood effects. Many of these units go vacant. The land value
is low. The market will never renew these slums at one stroke, but
by nibbling at their fringes. But as it nibbles incrementally in,
if it does, it unavoidably creates more space than it consumes,
raising the aggregate supply.

Another fear for the poor is gentrification. But this, by
definition, is where new gentry displace the poor without renewal,
occupying the same old buildings. This is one result of not
renewing; renewal as such is innocent. It seems a bit carping, too,
to criticize people for maintaining and restoring old buildings.
The alternative may be viewed in many ungentrified neighborhoods
where buildings simply go out of use, sheltering no one.

But the ultimate end of Georgist policy is to be viewed in
terms of the nation, not just single cities. The idea is to pit
cities against each other to attract people. Nothing is better for
people than to be competed for. It raises their bargaining power
as tenants, buyers and workers.

A summary of reconciliations

Georgist policy has been shown as a means to revive dying
cities, and in the process to reconcile equity and efficiency; to
reconcile supply-side economics with taxation; to reconcile capital
formation with taxation of the rich. It can be seen as a means of
harmonizing collectivism and individualism, in the most
constructive possible ways. I know of no other program whose
proponents even make such claims, let alone substantiate them. As
you issue forth with cap and gown into a world that has already
priced you out of the real estate market, you will find George's
program worth your intense study and strong support.



AMERICAN JOURNAL OF ECONOMICS AND SOCIOLOGY

Babson College, Babson Park, MA 02157 617-239-4339
Jurne 10, 1989
Frofessor Mason Gaffrney
Dear Mason:

I have read your powerful talk with great interest. I
see why the students enjoy it quite apart from your
confession of Tammany Hall cormections. It flows along with
pertinent references to real places and prablems. It even
riames names !

It is of course, a speech, and a very long one at that,
rather than article. I would rnot send anything so long out
to reviewers or desertions would be wholesale. I think

there is a paper here though but extracted from what you
have and buttressed by a rnice Ristorical account concerning
the "French conmection," and references covering your e.q’s.
This remnant of the manorial system was also carried over
into Quebec and resulted in many narrow fronted river lots.

The rest of the speech with some pruning would make a
great pamphlet for the Georpgist organizations and,
accompanied by a brief press release, would be an excellent
thing to send to the financial and real estate editors of
100 of the nation’s rewspapers. You can get their names from
the 1989 World Almanac, and the addresses from Newspaper and
Fublishers. If it was in the rewspapers even the mayors
would find time to read it. You could also send it to the
host of public affairs programs on TV and radio stations in
the cities you named. There is a guide to them also which a
good business library would have. Perhaps your school FR
dept would do this for you.

I also suggest you sent it to Collins at the HG school
in FPhiladelphia or the other head man there post haste.

I did some hen scratching on it that may be of
interest.

Sincerely Yours,

A

Frank C. Genovese
Editor—in—chief
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PETER F. COLWELL

ORER Professor of Real Estate
Department of Finance

University of lllinois at Urbana - Champaign
1407 W. Gregory Drive - 304B DKH
Urbana, IL 61801

(217) 333-1185

August 21, 1989

Professor Mason Gaffney
Department of Economics
University of California
Riverside, CA 92521

Dear Mason:

Enclosed is our edited version of your paper. As I indicated to you
earlier, we've had to do some cutting to fit the space available for our
"commentary" article. In doing so, we have tried both to retain the major
factual points and to preserve the lively spirit of the piece. I hope that you are
"happy" with the end product, given our space constraints.

We'd like to get your blessing before going to press, and we hope to go
to press shortly. Please look over the article and let me know your reaction.

Thank you for providing this insightful contribution to the ORER
Letter.

Sincerely,

Peter F. Colwell




