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DATE :

PLACE :

THE ECONOMICS SEMINAR COMMITTEE

INVITES YOU TO ATTEND

THE FIRST SEMINAR OF 1964-65

Friday , November 13 , 3:30 p.m.

Economics Department Conference Room 557
Bolton Hall1 , 5th Floor
The Campus
University of Wisconsin Milwaukee

SPEAKERS : Professors Mason Gaffney and Manuel Gottlieb

DOCUMENTS : "Property Taxes and the Frequency of
Urban Renewal " by Prof. Gaffney

"Comments on the Gaffney Paper " by Prof. Gottlieb
" by"Critique of ' Property taxes . . .

Prof. Gaffney.



October 30 , 1964

MEMORANDUM

TO: Members of the Economics Seminar

FROM: Manuel Gottlieb

Subject : "Property Taxes and the Frequency of Urban Renewal "

The current discussion between Dr. Gaffney and myself confirms

again the remark of Francis Edgeworth that " the rating of urban land

values is a suitable subject to bring before students of economics.

because it exercises that faculty of abstract reasoning which is
characteristic of political economy as distinguished from Political
Science in general " (Papers , 11 , 227 ) .

Since this subject will now be pursued in the give-and- take

of a seminar session , further discussion of the issues in debate

can be deferred for that session . I should like in this communica

tion to clear the way for that discussion by further clarification
of a few points relative to my own position .

a. Full Employment Assumption . I did not argue that full

employment obtains now or in the past but merely that it is convenient

and useful for reasons that I shall elaborate upon later to

abstract from aggregative employment effects while considering other

effects of the conversion of the local property tax into a site
value tax. Is ok, to limit scope of discussion to manageable size.fear a
discussion of resource allowe, is implicitly a•study of full explant. anyway, lower).

b. Importance of Property taxes on Business Investment .

Dr. Gaffney writes : "if this point is relevant at all , it is only

re industry and commerce . " It was expressly addressed to the case

of industry and commerce. He also writes : "it is essentially an

irrelevance since the subject is not the general one of attracting
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Industry , but the subject is property taxation . " My point con

cerned the importance of property taxes in the profitability pro

jection involved in business decisions to invest, not where the
investment would be located . My comments, like his paper, was con

cerned with the effects of an altered system of property taxation
Contradict (a).for an entire economy and not for a particular local area .

C. Best Information on Investment Spending . References to

"our best information " regarding the important factors in business

investment can be found in the works dealing with that subject .

A guide to the recent literature may be found in the Meyer and Kuhn

book , The Investment Decision ( 1959 ) and in the recent sessions of

the American Economics Review Proceedings dealing with investment

activity (May 1962 , pp . 190-228 , and May 1963 , pp . 237-274 ) .

fic

d. Statistical Test . Professor Gaffney writes : "The

proposed statistical test is obviously beyond the resources of the

present exchange ." Of course , I was aware that carrying through

of the test would involve a formidable research effort which f

hope somebody will tackle .

Memorandum 2

1, too.

e. Appraisal Error . Professor Gaffney writes that " Professor

Gottlieb's interesting concept of pooling land and building assess

ment to offset errors proceeds from a postulate generally contrary

to fact , that the two are separately assessed and then added . "

I do not see that my argument that the probability of error in

appraised over true value in the built-up portions of a city is
greater for the land than for the improvement component hinges

in any way upon the so-called "postulate" which , by the way ,

of the appraisal methods found in wide practical use.
Care of mal- communication. I referred toto " apprecialerron for improvements &

partially random & offretting.land values are

is one



6. Propty. Iax is local, or at must state, Mabes rence in

"open'thewc., &* .pher manathat context, I so mypaper treated it.
affects anal.

In chored en..The

the smaller the jurisd ., the sharper
differences in migratoryit in-ingratory land.
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sum of state & local pols, have aggreg. effects, butpolicis

remain local,

b. I shd. havesaid "stimulating" indy., not"attracting," to obvicete

open-closed issue.
Issue of " where " to invest in implat. sprawl forces heavy soo.bes.



fo Effect of Site Taxation on the Value of Vacant Lands .

Professor Gaffney believes my analysis of equity effects is
"premised on a technical error " to wit that "vacant land as such

would necessarily suffer a decline in value because its taxes

would go up . " That would involve not a technical but a substantive

error for given the necessary simplicity of assumptions , economists

could err in estimating the direction of the price movement of a

taxed item only through an analysis that was substantively unsound.
9. Distributive equity . My argument does not presuppose

that distributive equity prevails generally and hence does not

rest upon a " contentment with the status quo that would be hard to

duplicate on the midway or in the shadows of Beverly Hills or Monti

cello . " i merely presuppose that investors who now hold property
"Public valuewith a land/ improvement ratio less than the average are not morally

clings to s.r. anal .

of land"

has special

qualition.

suspect and derelict or worthy of expropriation in whole or in

part. 1 likewise hold that investors who now hold real property

with a land/ improvement ratio greater than the average are not

worthier or deserving of public largesse. I likewise do not hold

that private property in land is unworthy or morally suspect.
h. Present Amounts of Vacant Land . Professor Gaffney

imputes to me the belief that " there exists a large excess capacity
in vacant land . " I called attention to the relatively large stock
of vacant lots , around 13.7 million , in the country. I did not ,

nor would ! , characterize this stock as "excess . " For reasons that

I will expound upon later , freedom of choice in the land and realty
market requires a substantial supply of vacant lots to be on hand

maghe, but l.v.t. wonitprevent it ifso.
at all times, and it is a moot issue whether and to what degree

that supply is now "excessive . "

es mans.
dungping

Memorandum 3



Memorandum 4

Permanence of policies and vested interests . My argument

does not presuppose that public policy with regard to any "vested
interest " must be " frozen permanently. " My argument is concerned

with the adequacy of the grounds for transferring wealth between

groups in the manner and on the scale Involved in the proposal
under discussion ,

¡ . I fail to see the " technical error " alleged to exist in

my analysis of "allocation effects " (paragraph h of my memorandum) .

But I do see a striking " technical error " in a theory of tax

capitalization , "unfortunately little understood" , which reaches

the result that " the annual Individual cost of holding land title
is simply equal to the ground rent at any tax rate from zero to
infinity. " We shall expound upon this subject at the coming

meeting .

j . To facilitate oral discussion , I am attaching herewith

certain excerpts from a few related writings on the subject .
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Excerpts

Edgeworth , Papers , 1 , pp . 192-3. "But even the landlord of urban
sites is in the concrete not perfectly inert , The 'master's eye '
produces some of its proverbial effect . If he has not supplied
sewers and roads , at least he has supervised the arrangement of
streets and type of houses so as to render the neighbourhoodattractive . That the labour of supervision may fall upon an
agent does not affect the productional aspect of this consideration . "

Edgeworth , Papers , 11 , pp . 213-4 . "The writer holds no brief for
urban landlords . He has impartially pronounced against them uponseveral counts . He has disputed the favourite argument that they
have been already rated in that their rents are by so much less
than they would have been if the rates had not existed . He would
go so far as to allow that , even if it were true that the land
lords had paid the rates out of unearned increase in the past , it
might nevertheless be reasonable to rate unearned increase in the
future. He has met the recherche objection that a special rate on
ground rent would be nugatory , since the landlord would be compen
sated by the increased demand on the part of occupiers . He has
fully accepted Mill's doctrine on the taxation of future unearned
increment of rent . He has admitted that the industry of which
house-accommodation is the product presents something peculiar and
exceptional in the long incorporation of land with labour , in virtue
of which an impost on the profits of the producers might have less
than its usual effect on the interests of the consumers. He
regards it as conceivable that a greater than Mill might succeed
in demarcating some portion of the gains of middlemen in this
industry as par excellence 'unearned , ' so different in kind from
the ordinary blends of work and luck as to become the object of a
specially heavy impost without detriment to the quantity of produc
tion of the equality of distribution . But this problem which Mill
did not attempt has not been solved by his successors . In a
matter so complex and momentous it may reasonably be demanded that
action should not be taken until a scheme is forthcoming which shall
stand the test of abstract general reasoning as well as Mill's
scheme . "

North Central Regional Research Publication , Research Bulletin 810 ,
V. L. Hurlburt , "Rent Determination within the Farm Firm , " pp . 12-13 .

"Valuation of buildings to determine annual cost has no knotty theory
aspects . There are difficulties of judgment , decisions as to
rate of depreciation , and the necessity of distinguishing between
depreciation , annual upkeep , and improvement costs . There is
necessity for handling the problem of valuation of the residence
(a consumption good ) separately from the production factors .
Further , one can note the necessity of valuation in terms of the
farm as a firm -- the value in this given business -- rather than
value in some other firm . Here , part of the problem of valuation
is tied up with the problems of allocating resources between firms .
For example , a machine shed and shop that is suitable for combina
tion with a 1000 acre spread is decidedly underutilized if combined
with other resources on a 100-acre spread ; and the owner of such



Memorandum 6

building cannot expect the 1000 acre valuation to apply in the
100-acre unit .

There is no point in arguing as to which of the factors has theleast perfect market ; but the contrast between markets for mostof the fixed inputs and markets for the variable inputs is atleast to be mentioned . The land market stands out noticeably as
one characterized by relatively low rate of turnover , lack of
standardization and gradation , buyer and seller familarity with
mainly local conditions , overlapping of lack of recognized marketareas , and the almost universal tendency of packaged deals --that is , with farms sold as units combining land and other factors ."

Marshall , Principles of Economics. "It has been argued in Book Vthat the rent of land is no unique fact , but simply the chief
species of a large genus of economic phenomena ; and that the theoryof the rent of land is no isolated economic doctrine , but merely
one of the chief applications of a particular corollary from the
general theory of demand and supply ; that there is a continuous
gradation from the true rent of those free gifts which have been
appropriated by man , through the income derived from permanent
improvements of the soil , to those yielded by farm and factory
buildings , steam-engines and less durable goods "[p . 629] .

"We have seen that the incidence of a new local tax on printingwould differ from that of a national tax mainly by causing such
parts of the local printing Industry as could conveniently migrate
beyond the boundaries of the local tax to do so. Those customers
who needed their printing to be done in the locality would payrather higher for it . Compositors would migrate till only enough
remained to find employment locally at about the same wages as before ;
and some printing offices would be transferred to other industries .
The incidence of general local rates on immovable property followsdifferent lines in some respects . The power of migration beyondthe boundaries of the rates is a very important factor here , as inthe case of a local tax on printing. But of perhaps even greaterimportance is the fact that a large part of the local rates is spent
in ways that conduce directly to the comfort of those very residents
and workers in the locality , who might otherwise be driven away .Here two technical terms are needed . Onerous rates are those which
yield no compensating benefit to the persons who pay them. An
extreme case is that of rates devoted to paying interest on a loanincurred by a municipality for an enterprise which falled and has
been abandoned . A more representative case is that of a poor- ratelevied mainly from the well-to-do . Onerous rates tend of course to
drive away those persons on whom they would fall .
On the other hand beneficial or remunerative rates are those spent
on lighting , draining , and other purposes ; so as to supply the
people who pay the rates with certain necessaries , comforts and
luxuries of life , which can be provided by the local authority morecheaply than in any other way . Such rates , ably and honestlyadministered , may confer a net benefit on those who pay them ; and
an increase in them may attract population and industry Instead of
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repelling it . Of course a rate may be onerous to one class of
the population and beneficial to another . A high rate spent on
providing good primary and secondary schools may attract artisan
residents , while repelling the well- to-do . Services which are
preponderantly National in character ' are ' generally, onerous ' ;
while those which are preponderantly Local in character generally
confer upon rate-payers a direct and peculiar benefit more or
less commensurate with the burden ' . " [Appendix G , p . 794]

the ground rent which a builder is willing to pay for any
site is governed by his estimate of the additional value which thatsite will give to the buildings erected on it . " [ p . 796]

"Therefore onerous taxes on site values tend to be deducted from
the rental which the owner , or lessee receives : and they are
accordingly deducted , insofar as they can be foreseen , from the
ground rent which a builder , or anyone else , is willing to pay for
a building lease . Such local rates as are remunerative , are in
the long run paid by the occupier , but are no real burden to him. "
[p . 797]

"The principle which lies at the base of this scheme is capable of
larger application : and something may be said as to one suggestion
of an extreme character , which has recently attracted some atten
tion , to the effect that in future rates should be assessed mainly
or even wholly on site values , with little or no reference to the
value of the buildings . Its immediate effect would be an addition
to the value of some properties at the expense of others . in par
ticular it would raise the value of high and expensive building in
districts in which the rates were heavy , even more than those in
which they were low ; because it would afford relief from a greater
burden . But it would lower the value of low obsolete buildings on
large sites in heavily rated districts . After a time , the amount
of building put upon a site would vary generally , subject to the
bylaws , with its advantages of situation ; instead of as now partly
in proportion to these advantages , and partly inversely as the rates .
This would increase concentration and tend to raise gross site
values in advantageous districts : but it would also increase the
aggregate expenditure from the rates ; and , as this would fall on
site values , the net site values might be very low . Whether on
the whole the concentration of population would be increased , it isdifficult to say : for the most active building would probably
be in the suburbs , where vacant land no longer escaped heavy rating .
Much would depend on the building ,bylaws : the concentration might
be much lessehed by a rigorous rule that there would be a large
free space at the back as well as in front of all high buildings . "
[p . 800)

"Caution is necessary . But the cause of high site values is that
concentration of population , which is threatening a scarcity of
fresh air and light and playroom so grievous as to lower the
vigour and the joyousness of the rising generation . " [p . 803]
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Pigou , A Study in Public Finance , pp . 152-3 . " In view of the
excellence of a tax on the public value of land from the standpointof announcement we should plainly need proof that , taken all inall , it was abnormally bad distributionally before being justifiedin rejecting its claims to a place in the tax system . If it were
proposed to put a very high rate of duty upon the annual -- still
more upon the capitalised public value of land , owners of valuablesites would , Indeed , have ground for complaint that gross discrimination was being practised as between them and other equally wealthy
persons . Even with a fairly low rate of tax the discrimination may
be considerably more important than it is at all likely to be inthe case of , say , a tea tax ; because some persons draw a proportionof their income from true rents larger than the proportion of their
income that any persons spend on tea . Moreover , taxes on truerents , if imposed with an expectation of continuance , are apt to
become amortised : that is to say , the present owners of land ,
should they wish to sell their property , are forced to accept apurchase price reduced by the discounted value of the future annual
imposts . When this happens they are hit , pro tanto , with greaterseverity. This is a sound reason against Imposing very high ratesof tax on true rents . it is of little weight , however , against
low or moderate rates ; for , after all , every single tax taken byitself is bound to be in some degree unfair between individuals .
On the whole , therefore , i conclude that , in any tax system whichrelies on a number of different imposts , there is a strong case forincluding among the rest a moderate tax assessed at a moderate
percentage upon the (annual ) public value of land. "

Taussig , Principles of Economics , 4th edition , p . 147. "Periodic
valuation is not impracticable ; but it is extremely complex andexpensive . Indeed so expensive is it that this alone is a forbidding
obstacle ; the cost of ascertaining the increment may easily begreater than the revenue secured, Only if a valuation of sites is
undertaken in any case for other tax purposes ( the ordinary taxes
on real property) , and if continuing records are thus available , isthere likelihood that a substantial net revenue will be secured .
would carry us too far afield to enter on a discussion of the adminis
trative and political questions that must arise : the control of
valuations , the rights of revision and appeal , the friction betweenlocal and central authorities . No doubt difficulties of this type
are often exaggerated . They are made much of by those who at
heart oppose all change and turn to any and every pretext for
justifying their opposition . On the other hand , ardent reformers
often fail to face squarely the problems involved in the legislative formulation of their proposals. No final judgment can be
rendered on any scheme until it is seen what it is like in the
form of a carefully drafted bill or statute .
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appropriately, toa consideration ofan over alltax increase tofinanc.
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DATE :

TIME :

PLACE :

AGENDA :

MEETING PLACE

SOUTHEASTERN WISCONSIN REGIONAL PLANNING COMMISSION

November 10 , 1964

1:30 P.M.

OF THE TECHNICAL COORDINATING AND ADVISORY COMMITTEE

Room 205
Student Union
University of Wisconsin
Milwaukee , Wisconsin

1. Roll call

3 .

SOCIO- ECONOMIC STUDIES SUBCOMMITTEE

NOTICE OF MEETING

Ho

CHANGED

2. Approval of minutes

Progress report on regional economic simulation model

development

6.

Critique of model development work by committee members
and guests

5. Consideration of expanded committee representation

Consideration of employment and population forecasting
staff memorandum

7. New business

Eugene E. Molitor
Secretary
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says

indy. in NYINJ in location "consistent

Taxfreezes recult in new Calgs. Most studier

made at lower rates than now.

i

beet wife " ? Hoower & Venum find
then tax intents"p.55.

Ulys. Most studier presently relied on were

India. flock to love. the exclaws,

why if notfor tax reasons ?

as to short time perspection, if true magnifin Aldy. rex, bes, big impact

early of land Fax.

c . Tax illusion aig.
Primmily

is variant of theirrationality"arg. a diversion & retreat

the illusion cd . an well beinto obecurity. Insofera valid,

langer as senedler than the fuer.
1s

self-int.

corect evalu.

J

Cd. cut either way

H.&V.
que of fact, wonderful variety ofways we go vs. om bect -call-d

As 1st appross, however, obviously one shel. compute

No cloubt we are all under illusions, cemany
Is no reason to igrime -exply selectivelyall fection corts & rews.

ravi!
"as to uncertaintyof taxes, that is clearly an added

bunden, not a lighting.



d . Stat. jest wd. be nice, but obviously beyond ress.of present discussin

several cities hi rectes , clead bldg : Newark, J.S., Bacton, usually cited. Only new

in Boston for decades whes by negotiation Ins. 6. was ginenbedy.
freuze

e . Well, how does it ?

Morequity fligler ofcapt. from older central cities to seeburts,&

from higher to lower rates.newver cities of w. & s. Mover

a) teeles of vacent land&

f. Appraisal of improved land is based on a sales
sonce 10%o dall sales now, anda higher No ofbldgs

of demolitionon eve
exempted & revival accelerated.

6) "Model- bldg. " after imaginary demolitions. I spatial interpolationa

au auut.

not possible

I block position; &nbadesof c) Density fucters & traffic

f) Zuring g) accen to transptn. & utilities .

foci of value i) available public services, exply,selwals

j) Amenition = k) Sound rents

ein

L.v. maps experienc
bldg..+ d) Standand tables correcting for depich & shape

help the market work better, especially in cases

Low bids wd. strengthen holdouts by lomeing

asking prices the reverse.
Prof. Is

proceeds from a precise contrary

2 are assured reperately & then added.
system, muut oven the um as a

counts.

supplemented info. maybe held from known bid Iack prices.

2 am also recommending that a mechaniun be created

andcruitigwiepamian(o created forpublic

portiere ording ofcucking prices, This wd. not only help assessment but
prices

^

3

4) Distance fromh )

concept ofpool's land & bldg. ausmut. to reduce

to

of bilateral mampelyInaunts; high

fact, that the
b .Under today's

wuit. Later it is splic, but



as an Iempty ritual. Exception in new accor, e.g. Begride, Best in

older no meaning to add's lot + house value, bes, bot
is mis mated to oldvalue depends reure under diff. style house

use. Only meaning of repeate value to bldg. in

x.e. value les land value. But that requires inity.
independent datum.is not an

aree

g) Daiy

There in

on

m sive
wilEvery shift in public policy nas redistribs. effects, I

a residl :

pols. revaking it to present

lied to
antibus?

7

gurt. conclusion energ's from It's line of reasing hereing that
publicall pols. ind. be frozen pennily to avoid disturby rested ints.

It isan assum.ofperfect preexistud equity.1 all

1+ assumes a permanence & sanctity in exist; distribu.ofwatch

& that is what l.v. one

to receipt of gove. langene

historical basis.
that has no

lageFringe Die In 1940 a

was abeundand for
share of whem Am. land had no volu.

taxes. Off Ithas br. permissible since then to pursue

levels. An our hands then

teep someof thisfor to recimbursepreblic for its

earlier If

4

assunt.If land,

It is analogous to assuing perfect compu . Coupled w.
contentment

assu, of full emplent, it bespeaks
that wd. be. have to weetchew. this status quo

a



in Midway, an in
on in shadows of Beverly Hillsin

Hist.of l.v.in me of vidtout sexingt

3. says, a is16, great excen expor vacant land,

is it reasonable to say society obliged to maintain these values

level higher than demand will suctain ?
That is indeed putt's propty.

We are all lovel

members of society

bldg. exemption. Hard to

mail under land form.
On the

a

did we en contact u.
When any

to underwrite his agains ? Menigse you

qu.

CA

of

par anal. premired

vacant

Monticello.

gembler
Why chd. ...to vertal interests in form of. l.v. be sustained by denyingvested

spend my wishing.? have onour
istof alternaties rexpayersin abetter -working ecommning?int.

sustained
Again, if this excess capor,prevails, com present pricesbe

Is onlyqu.of time before pressure of

foregunegain or impuited ist. forces landon nikt. Histid
of violent booms & bust, who help frompropaned

anyway ?

l.v. is one

find any sanctity in 7hu.

in

land as such wd. be devalued.

technical error

and premised on vtcrest concept, when

landany
the documents ?

Sid

I loves 4.'s
distribu. of gom I losses,

5

says
L.v. not depend on



values, even fictitionl'our ouer, alread of human values.



extent
A1 improvement, or lack of senne. Depends highest putential.

Exempty blogs.wd. redistivt. l.v. by chang's that potuurid.Lands

ifblockedby taxes,wd.gain value, evenpotential for intensive me, now

vacant: lands best suited for extensim use ud. love.
J. moves from correct obsu. that taxes on land now vacant (over)

To extent some lands lose value,& sumegoiin, l.v. system

built in agentof equity: winners paymore taxes, lovers

W.

has a

loss.

h .) Overlocks tax capu. Cartof Wildg. land undecaged -sub.Cost

IrT = V(int)ţ fori. Costs of bldg. title are

There is beauty of land tex neretuality( in perfect mikst)

Exempt`s blogs. night I intensity, but is not
loveout of raig liv. their "forces" intencity

cars. Sov
exempts blogs, that allows cans.

are

a(int)
ire

Overstates, bes. tax on

quely of matins of making wkt,work better.

to expand at Dept,witz. temmen.

6

sorty. to prevail.
l.v. does have & effects. But

Good subject

they

position public
is nextual act of



a) use

wd. rise to incorrect conclusion same l.v. wd. full. Overlooks that

-potential rites as As to bldg.plan, subrugsst. after beldy raves, become

supres-miguel; b) Even w/o lad, thing, exemption of boldy. Thatwd.he

optimal cum tax leaves morefor liv.


