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THE ECONOMICS SEMINAR COMMITTEE

DATE s

PLACE:

SPEAKERS ¢

DOCUMENTS ¢

INVITES YOU TO ATTEND
THE FIRST SEMINAR OF 1964~65

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

Economics Department Conference Room « 557
Bolton Hall, 5th Floor

The Campus

University of Wisconsin ~ Milwaukee

Professors Mason Gaffney and Manuel Gottlieb
“"Property Taxes and the Fre?uency of
Urban Renewal" by Prof., Gaffney

"Comments on the Gaffney Paper' by Prof, Gottlieb

"Critique of 'Property taxes . . . " " by
Prof. Gaffney.



October 30, 1964

MEMORANDUM

Y0z 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, i1, 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. ! 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. | did not argue that full
emp loyment obtains now or in the past but merely that it is convenient
and useful =~ for reasons that | 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. (¢ ”(‘, e ‘e:." e g = { A ’ '
5 % ’{ sotince allocn, n MM‘M O'M 1{ MW- W?y (Wu)
b.” Importance of Property taxes on Business !nvestment. ‘

Dr. Gaffney writes: "if this point is relevant at all, it is only
re industry and commerce." [t was expressly addressed to the case
of industry and commerce, He also writess "it is essentially an

irrelevance since the subject Is not the general one of attracting
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Memorandum = 2

industry, but the subject Is property taxation.

cerned the importance of property taxes in the

'"" My point con-

profitability pro-

Jectlion involved in business decisions to Invesﬁlnot where the

investment would be located, My commentg 1ike

(v

for an entire economy and not for a particular

his paper was con-

cerned with the effects of an altered system of property taxation

local area, C;"IQ“AZM;LQL

c. Best Information on_lnvestment Spending. References to

"our best information" regarding the important

investment can be found in the works dealing wi

factors in business

th that subject.

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

Wi book, The investment Decision (1959) and in the recent sessions of
Aruﬁﬁb the American Economics Review Proceedings dealing with Investment

activity (May 1962, pp. 190-228, and May 1963,
d, Statistical Test, Professor Gaffney

PP. 237-27k).

writes: '"The

proposed statistical test is obviously beyond the resources of the

present exchange." Of course, | was aware that carryling through

?1»/;; i of the test would involve a formidable research effort which |

hope somebody will tackle,

e, Appraisal Error. Professor Gaffney writes that '"Professor

Gottlieb's interesting concept of poollhg 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."
| 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, is one

of the appraisal methods found in wide practical use,
&‘0‘{' ’(,wmmm'carc;ﬂ" ! Wﬁ "W
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Memorandum - 3

f. 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,

g. 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 Montl-
cello." [ merely presuppose that investors who now hold property
“ﬂﬂuqév‘azwith a land/improvement ratlo/le;srt;;nagaéuzcéfage are not morally
“11h“dq suspect and derelict or worthy of expropriation in whole or in
‘““'7u%ad part. ! likewise hold that investors who now hold real property
1M~L1bt with a land/improvement ratio greater than the average are not
worthier or deseprving of public largesse., | 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." | called attention to the relatively large stock

of vacant lots, around 13.7 million, in the country. 1§ did not,

\ nor would !, characterize this stock as 'excess.! For reasons that
|
| ; l]w“ i will expound upon later, freedom of choice in the land and realty
market requires a substantial supply of vacant ldas to be on hand
bt Lov b, wokaa' aate '+ o S0
at all times, and it is a moot issue whether and to what degree

that supply is now "excessive,"



Memorandum = &

h. 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 ! do see a strlkfng "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, | am attaching'herewlth

certain excerpts from a few related writings on the subject.
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gxce rpts

Edgeworth, Papers, (i, pp. 192«3, "But even the landlord of urban
sites is in tge concrete not perfectly inert, The 'master's eye'
produces some of its ?roverblal effect, (f 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 net?hbourhood
attractive, at the labour of supervision may fall upon an
a?entldoes not affect the productional aspect of this considera-

t on' .

Edgeworth, Papers, i!, pp. 213-4. "The writer holds no brief for
urban landlords. He has impartially pronounced against them upon
several 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 ex¥sted. He would |
?o so far as to allow that, even If it were true that the land-
ords had paid the rates out of unearned increase in the past, it
might nevertheless be reasmonable 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
excsﬁtional 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 t?e test of abstract general reasoning as well as Mill's '
scheme,." ~ Sa

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 examﬁle. 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
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bullding 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 the
least perfect market; but the contrast between markets for most

of the fixed inputs and markets for the variable inputs is at

least 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 fecognized market
areas, 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 V
that the rent of land Is no unique fact, but simply the chief
species of a large genus of economic phenomena; and that the theory
of 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 printing
would 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 pay
rather higher for it. Compositors would migrate till only encugh
remained to find employment locally at about the same wa?es as before;
and some printing offices would be transferred to other Industries.
The incidence of general local rates on immovable property follows
di fferent lines in some respects. The power of migration beyond

the boundaries of the rates is a very important factor here, as in
the case of a local tax on printing. But of gerhaps even greater
importance 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 loan
incurred by a municipality for an enterprise wﬂich falled and has
been sbandoned. A more representative case is that of a poor-rate
levied 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 beneficlal or remunerative rates are those spent
on lighting, draining, and other purposes; so as to supply the
people who pa¥ the rates with certain necessaries, comforts and
luxuries of life, which can be provided by the local authority more
cheaply than in any other way. Such rates, ably and honestly
administered, 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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repellln? 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 prlmarY and secondary schools may attract artisan
residents, while repelling the well=to-do. 'Services which are
pre?onderantly National in character' are 'generally onerous';
while 'those which are preponderantly Local in character generally
confer upon rate-payers a divect and peculiar benefit more or

less commensurate with the burden'." [Appendix G, p. 794]

", «» « the ground rent which a2 bullder is willing to pay for any
site is ?overned by his estimate of the additional value which that
site 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 receivess 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. (ts immediate effect would be an addition
to the value of some properties at:ithe expense of others. In par-
ticular it would raise the value of high and expensive buildings 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 districtss 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 incieased, it is
difficult to saga for the most active building would probably

be in the suburbs, where vacant land no longer escaped heavy rating.

h I1d d \d he bui ldi byl rati igh
gcmuggulessggga bon . ?gogé&s 9gleyt gggthggg Sggg?gt gtao?a?gg :

ar
{reeagg?ce at the'lack as well as in front of all high buildings."
Pe

"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
excel lence of a tax on the public value of land from the standpoint
of announcement we should plalnl¥ need proof that, taken all in
all, It was abnormally bad distributionally before being justified
in rejecting its claims to a place in the tax system. If it were
proposed to put a verr high rate of duty upon the annual -~ still
more upon the capitalised -- public value of land, owners of valuable
sites would, Indeed, have ground for complaint that gross discrimina=~
tion was befng practised as between them and other equally wealthy
g:nons. Even with a falrly low rate of tax the discrimination mey
considerably more important than It is at all likely to be in
the case of, say, a tea tax; because some persons draw a proportion
of their income from true rents larger than the proportion of their
income that any persons spend on tea. Moreover, taxes on true
rents, 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 a
purchase price reduced by the discounted value of the future annual
imposts, When this happens they are hlt..%;g:tanto, with greater
severity. This Is a sound reason against Tmposing very high rates
of tax on true rents. it Is of little weight, however, against
low or moderate rates; for, after all, every single tax taken by
itself Is bound to be in some degree unfair between individuals.,
On the whole, therefore, | conclude that, in any tax system which
relies on a number of different imposts, there is a strong case for
including among the rest a moderate tax assessed at a moderate
percentage upon the (annual) public value of land."

Taussi?, Principles of Economics, 4th edition, p. 147, "Periodic
valuation Is not Impracticable; but it is extremely complex and
expensive. (ndeed so expensive is it that this alone is a forbidding
obstacle; the cost of ascertaining the Increment may easlly be
greater than the revenue secured, Only if a valuation of sites is
undertaken In any case for other tax purposes (the ordlnary taxes

on real rOpertvy. and if continuing records are thus avallable, is
there likelihood that a substantial net revenue will be secured. It
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 between
local 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 legisla-
tive formulation of their proposals. No final judgment can be
rendered ongan¥ scheme until it is seen what it is like In the

form of a carefully drafted bill or statute."
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10/16/64

DATE:

TIME:

PLACE:

AGENDA:

MEETING PLACE CHANGED

NOTICE OF IMEETING

SOUTHEASTERN WISCONSIN REGIONAL PLANNING COMMISSION

SOCIO-ECONOMIC STUDIES SUBCOMMITTEE

OF THE TECHNICAL COORDINATING AND ADVISORY COMMITTEE

November 10, 1964
1:30 P.H,

Room 205

Student Union

University of Wisconsin
Milwaukee, Wisconsin

1. Roll call
2. Approval of minutes

3. Progress report on regional economic simulation model
development

4, Critique of model development work by committee members
and guests

5. Consideration of expanded committee representation

6. Consideration of employment and population forecasting
staff memorandum

7. New business

Eugene E. Molitor
Secretary
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