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HMasen Gaffaey
Property Yaxation and Urban Renewal in Milwaukee County
{transcribed from tape) '
There will be a little propaganda passsad out and I'11 ask you zil
to put it in the proper sequence so that the cshuffling of papers can take

place now vather than later., Will you please put on top City of

under that should come the one calied lLand and Building Taxzes -

Gentrasts in Time Distribution. ¥Underneath that should come the one called

Uicimal Building Height, and I have a fourth one up here

Sriyes
RN

I'm heppy to pass out later to anyone who wishes a copy. Lt is data

wze County compavable to the data for the oity.

The date on Milwaukee County which I have was gathered by ms and

ngme isn'i
L am, as Havold has perhaps suggested, a college professor. Jobn
professor af a man whe made a carser of casving

wine. That, is not ¢f course, appropriate

don't feel quite at home. A collage

3

professor can be defined as 2 man who spends his life

oy

tyving te pub abpstract

i3]

ideas ints concrate heads. That way be & little more sppropriate to the pragsent

= all you hard headed practicel peoplis ocut there. I have a handle

1

aconomist., I spent some years as an agricultural economist iitke

=

axk. When ¥ firsi entered that profession I felt perhaps I was

0 L went over o see my former colleagues iun the department of

2 - e i e - P . gl LA

recarve thely sssuvance that I was s:ill o cf the tribs
K s Fagnz g 57 T agrm 7 5 e A A F e £2 - s

wad perheps I wes buib with gualifications., And one of my neyw
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s
iiecgues iln agricultural cconomics, thinking much faster than I, noted
it wae mach better to be a qualified economist than an ungualified
caa., I have now shifted back to the éthar kind aﬁd I am heve befpra vou
ag an unaualified eccnomist. T got my handie from Barkeley whose colers
I'n wecring this morning. I should apologize to you for this rather bizaire
cutfie brought on by an inaccurate forecast of the weather circulating in

§ k2 e
5 DEeQadss

zhisg gyoup. DBerkeley is a great storshouse of knowladges - that

1

the professors bring so much - the graduates take so little away. I'm one

cf the graduastes. I will seck te demcnstrate this for you this morning.

&

doing wy penance in graduaie school at Berkeley, my memtors there wers

1 43

busily engraving a death certificate for the propezty taz. In digging the

miszhi say with & great deal of relish. Thaevy were rather well zlong
2 ¥ g , v 2

i
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in thi¢ process when one of {he grave diggews happenad to look up from his
work and noticed the corpse was eating a hearty breakfasi and now as has been
brought cut in this conference those days are ancient history.

The properiy tax has become again large and is growing and it is
destingd pwobably to grow more so as our juvisdictions having lived on the
expausion of death for many years find death service becoming a greater and
graater buvrden and perhaps someday even death retirement., Who knows., IHow

part of fhis increase in tax revenue, of couvse, is supporitgd by increase

]

3

byt Lt

in property values both increased building and inflation, s also
supporied by an increase in vates. In Milwsukee our rate is now, our true
vate, cur true market value, is gbout 3%. In Newark, New Jarsey, I undevrstand
it Ls 2%. Ard even in vural areas which have generally enjoyed lower real

tex vrates than urban areas, claims to be malaportionment of cur state legisla-

tures, the fsct that they have beaen living on us city fellows, even in rural

arecas the rate is now in excass of 1% and is no doubt destined to

te ¢he activities of Hayor West and his cchovts,
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And all these real rates may go higher yot, if we shonld suffer a

»

serious decline in real estate values, which, of cousze, iz
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what is happening already in some of our older central citisgs,

g

Miivaukea.

At a 3% level which I will take as a uypical base, the property tax

= 2

8 a gonsequentisl tax, we can mo longer sluff it aside 28 a negligible thing.
A 4 tax if we convert ig, using some of the banker's formulas, if we conver:
Lt Lo a Lump gum equivalent payable immediately, discounting futuve values

at 5%, & 31 tax exsended ovgr a pericd of about &0 weavs, is eguivalent to

sum tax levied at the time a building is constructed. Let me rapeat

s

tiat. A 2% propevty tax, take the extreme of anticipated future tasx payments,

-

aznd sopvert them to a lump sws payable immediately is equivalent roug ghiy to a

S5O% ecde) tez levied on 2 building e: the time of comstruction. And that is

30% of the vailuve of 2 new building ~ if zhe building is worth

io something of 2 varvadox hers because in s0me areas he pouwsr of Lax,

be the powgr to bring te life and these areas are the fring areas whare

£F oy g A
Goesnt o

that the imposition of heavier taxes on property is

.- «tgvelopment. The answer to this parvadox I believe ign't whethen

i5 taxes levied primerily on buildings or orimerily on land, 4, The

ition of the heavy faz on bazis of land values

s ¥ = PP AT L | £ I PN TR e B e T
shaze Dean Woodruff's feeling thot we can’s inoresse
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3 er A I don®t think he really meant that Lo be takon

£o beoome

L gets up £o that level if it's a tex on bulldinmgs it

2 tax Lo be paid out capital rather than oub of income. It cannoi continue
wEYY long.

Let’s look a littie closeyr at the proposal to modify the property

er
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wom the present comventional definition te a land value basis. You
often hacy it said that heavy taxes stifle enterprige. That, however, is o

Te's not the heavipess of the tax that stifles enter-

thé taupayer scie
tax, & tax that's levied on base regavrdliess of what
o be & meutral tex. In soms ways in vespect o some

ineentives 1t's even better than g neugral tay because

leverage. It is possible for this form of tazstion as

ad in exclusive zoning and that sort of thine. L& is possibia
o L -

x

2ol values to create development where it wouldn't cocur otherwise. It

is onliy lmporiant, I think, for ws to keep in mind that this rather potent

ild be appiied in the right place. We should do this as Dean

The welfare economist tells us that an ideal tax in respect to

& a lump sum tax, tazas levied on the tazpayer as a lump sum and

tingant on any of his prodective activity. The problem the theorists

Lave faced iz boy to find 2 suliable

{a

e solvaed his

3 a o & Ly o O e o <3 2 =
it at that. %That's pevhaps the nalure of
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i would suggest, however, that land values do comstitute sush

they differ from other potential bases.
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fy buildlivngs would not constitute an adequate base for guch a tax because
capital Ls wigratory. It sometimes geems fixed when we look at it but ghe
fixizy of a particular building can be degeptive becauge it is the nature of
cepiial to zequire frequent replacing. And when it is replsced it does not
have 4o be replaced in the same place where it was when it wore ocuit. And as
fact one of our major industries in Milwaukee 1s exporting capital

Lo ILoe fngeles. We have sent a greay deal of it out hexe gontributing to the

“i

-

growth and welfare apd beauty and other develepment of this pavt of ghe worid.
And Lt has leit behind the empty hullis of a great deal of buildings in
HMilwauhee Qounty that bave not been renewsd when the time cam

isbor again does not comstitute a very aultaala base for this kind

¥

of tamation as has been suggasted that you should tax people according to their

faeultles and capaclties to produce income rather than their income they
asctuaily produce and other ridiculous proposals. Labor, of course, is migratory.
It descn'’t have to stand still for that sovt of thing or if it is prevented

From aiprsting vou have in effect state slavery and I don't think we would wang

sexricusly,

AT, | - Doy gy ~ . g o o gy T f T oy 2 £ e Jud v 1.8
iend on the cothey hand dess constitute a pretty good base for thio kind

5

% sangvicn., The capacity of land

lond cannot move outside the taxing jurisdiction you can tax the heil
aat of Lt and not one square foot will sut on one sguare shoe - gelb up and walk

nut of towm,  Milvaukee does keep losing people to los Angeles and an cccasional

Lut so fax we haven't lost any land.

v, befora we lock imto this from a theoretical point of view, ist®
loek af currvent political zobtivity - the idea that ws ave discussing

has been arvound longer thap Havold Stassen and sometimes treaied

ndescanding levity. It has been Duried many times Like the
b4 v

-

Lt decth were grestly essperatad.

kh

vy panm but like Mark Twain the veports of

L5 a matier of fact, Czlifornians are golng to have an opportuniiy Lo wote on
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this cueclion in a few monthe in the form of AGA 20, A proposition whick is

Inia

enough; I don't Believe there 45 a stop Stassen movement

generzied recently but there is 2 movewent to stop ACA 20, California Assocoia-

Cion fou seneibds texation ox some such tifle under the divection of Fret YeHay,

i

& public relations man in San Diage. The state of Hewaii hoes

At

vacgntiy bagun Lo
adopt a sowt of modified Pittsbursh plan. And then ihere ave appiications of

of viich we have mantioned but mot all of whigh, Ong of

sppilcations to me and one which very few pecple had in

of ¢he untiving efforts of Jo» Rupari Msson who preschad on the sublach
- . -

The irvigation distyicts of Galiforniz ever since the year of

o

LU07 hove raised half or wove of their revenve by & tax cu land values, exompting

fuprovementis, Some of these irvrigation districts vot vary far from here, zome

exguplas of the high intensity of land use that rasults

oy may be observed over the Tehachapils, the Lindsay -

& one of the mere impressive examples ¢f what happens whan

if texz on land for a long period of time. The averags size
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Whe astlvity in the Antipodes as has baeen described T hegliate oo

o TR T ety ey b K b k Py ooy 3
&il QHIMpLE, 4iT00GED L8, oegauidg the ¥

of you arve familiar with which sssesses the buildings at 50%

ue market value of land st I00% or at least at thot ratio. T¢ Seems

tets

s to one plan - actualily it is not that because only one of three

jurisdiciions uses this method and the other two don’lr so it?s move

rd e one ratio. And difference

o g o+ L2 = Toa 3 o ‘3 i $ A - - e ki
P an expeviment of any kind., 8¢ that claimg that are mads hoth
o T 7 e o e P = 9 - 3 e Tosnent oL T g o =,
con fn Plitsburgh I suswect ave largely irvelzuive. Thews is more

invliude In the assessument procass than opns and




e
ST iﬁ hiator} on their own motlon without benefit cof any legislatic
especiclly in the days when it wes respectable for a man to act lpo accordange
with his conscience rather than in accordance with legislaﬁiﬁn, have simply
geme fowth and reassessed property according to what they balieved was a

» s

correct privaiple. Sen Diego did an exzmple of that before 1926. Assessor
Moody practically exempted buildings fyom tazatiom till he was stopped by
cours ovcer. And on the other exireme, of course, you have agsescors who put

the land and ko whom real ostage consists z2lmost en

It isn’t nedeasary to labor that poinmt, So I don't think ghat
the Po¢tsburgh pizn comstitutes a guinea pig of any sork.

iow scmething that is g litile mwove rvelavant are the speclal abate-

e known in several stages. Axch Wocdruff mentioned ona oy fwo.

miioned the one in Wiscounsin which we call g freeze, In zeference

n
".)

pite) ¢ to our climate. The Wiscousin freeze has not been widely used, I
wonid like o emphasgize the faat that it 18 oot scmetblng that ths dodividual

san use at hig option. It is sowmething that has (o be developed Ly negotlations

Biges el .. A B T P sy e e o o

sity fathers. The cage in Milwaukee we have o living instoncss of
N T Ty e e ¥ o Fnp k| %y F DRNTUNL i SR . TR o e e R I
the uoo of Zreesa, It's bound about with severs vrestriotions so Li

d. There ave spscial abatements found in Hissougi; the qualioy Riil

AEn PR g o i e - 4 AT 2 N RISy, (SRR N i WY e R g o )
iu Hansas Cliy, for example, bullt under this legisliation. Conmecti

ava, has g new law of this kind, Theve avse for cxamplien i

m

if it's for let us say 20 veavs.

The zocasoments froze for 20 years - that's practically three-guavters as good

the tozas

L ITA SR o LaTaaw s Y oy By oy 2l gl —
in fwo or three ways Pexrhaps i8'c a0 gocd o way ol

the f£irst place, it w
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& is something that is granmted to some tempayers or denied
to others. I¢ lovolves serious guestions of interpersomal distributed

inequity., In Che second plase, the freeze under z system of site walue

owper himeelf; it would not be permanent in respect to changes in the neighbor-
hood brought about by changes in public policy or changes in the character of

T @

reighborheod. A man's assessment for taxes would pot go up as he im MoToved

$iad
(&)
o

but they would go up as his neighbors improved bis opportunities

their property.
in third, the site value tax systém would nct be based on the old
building buot on the highest and bast futuve use of the site. As Dean Woodruff
brought cut under certain circumstances these wmay be the sawe thing., But
spepect that is not generally tyue. Now how would we £ind ths highest and

best fuluwe use of the site., Dean Woodruff has been through ©

e has said. I will simply say something that 18 implicli in

the ZJoan said. In the process of putiting value on land you can do semething

he process of putting valve on buildings, that ig,

L you koow three values in & block, vou have 2

pretiy good idea what the rest of the block is worth., Conditions arse substan-

]

Whereas the case of buildings - each lot has a buildiag which

ate problem. CGolng on this principle and gatheving the data which

dean Woodwvolf aluded to, an assistant and I put together & contour map - a map
o o tlarkte 4 Tooy - Foye §F 2 uy o] G e oF
L 550r Clarx's tevminology row itoe city and couniy of

¥t'li be up heve if anyone cares to imspest it. Through using =

- ; s
I ghink zbout 3% of all the ssszessment cozas
into the cther 10% which sre zhe

2 Ar

iv's always fuon to spend all the tim
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o lmad i ip constant press or competition between the present use and the
highest investible potential for the use. Let ue call the pregent user,
borrowing the term from the prize rinmg, the defender, And let us call the

future use the challenger.

In this contest between the defender and the challienger, the
fweasury is not a neutrel pavty. DBecause when g site is renewad and valuable
aew Dulldings put on it, tazes will go up. And the taex base wlll in fact
inorease by the full cost of the new building. 8o, the challenger ig competing

wilth, Lf I may borrow the amiogy io the story that was tolid yesterday, he's

compoving with a bucket of gand in either hand. The buckei of sand in hig
right hand ave the capital costes of the new bullding because in comparing the

revenues with the old building with the new building yeu'lil have to deduct the

o2

{5

cepitel costs of the old building., That's glready sunk. It’s historical ceost
and avery eccnomist knows his historical costs are irrelevant to current

decisiong. And the bucket of gand in his other hand is the increass in tax

levy vhilch he is goimg to have o take on the mew building., Let's put i¢ in
canegrel teras by askiog the question when do we rensw cconomically - when to

wengw & site, with an old building on it, replace the old one with a mew one.

ple imvelved herae I would suggest to you is that when the

‘afender ceoses Lo earn & veburn on the value of the gite in its best future

the defender is worthiess. The time hag come to veplace the defender

2aTa Tow T % - P = ] . 4 - : E - o T3 -
with the chellenger. And va can pevhaps put that in simpisr fezws, and simply

£ e e Jt IR ol " el Ty iy =3 - <l foad - = 4, £, " v &
to woacclve fyom the challenger, then the Uime has come o renew., We can put

P

o e
i..-ll Lk

income from fhe

o Tensw. Fow




Iy
let’s define that A szub C without respect of property tames then we will
have to add property taxes into the equation. The revenue from the defender
has to become smaller than the anmualized income from the challenger izss

e taxes on the challenger. This is the bucket in the left hand, now the

Tt

i

bucket dn the right hand is included in this figure here. I didn’t show

-

that separately. That s the capital costs - smoothed out capital costs -

3

4

shich, of course, make this figure smaller. WHow this is

o
i
o
ok
iy
&
3
%
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%

& ratber substantial figure. As a matter of fact, it is usually larger than
the amcunt of money thst's left over to the private land owner. That is to
soy, the lump sum value of the future anticipated tames is worth more than the
gite is worth. Wow this is going to defer the time by a considerabls period
of yaars when it becomes economical for private individuals te tear down old
them with new omes. Let me put that in the form of a

om the defender 1ia plotted

. 7 £ e
he abscisse and the re

s going to tend fo faper off. (e don'f ecare abeut
= - L3
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graph

5 g D y ]
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Now If we subtract the taxes paid on the new

lz2fy ovar to the to the site, U

ving these wmuch lower becazuse I believe thai's
the way LT should be - that's the way ig is I mean. Then we will defer by

anns toe time when the defender becomss low encugk to be economical to

it dndefinitely jioto the future.
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inte bad enough shape there is a

nood effect which reduces thy
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income, thsi they veceive on all the buildings or all the sites inm the

aelghborhood may never reach the time wher the revenue from the defender becomes
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icir en to warrant weplacing it with the challenger.

P

Gesstion: Is all that ewslanstion on the basis of present faxation

ow on the basie of land value taxation.

oy
5]
21
o
[}
e
5s
g
o

he basis of present tazation.
How i4p the respect to land taxation, of course, you've got the tax

utral. Has no effect. And fhat

“
o
Y

on boih of the equation. 8o it’
weaas that your renewal will take place at the same point of time thai it
would dv the absence of taxes.

Juestion: Ysn't there another elewent involved that if dictation

nd values might prevent a person from putiting down.

o
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:_‘1!
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P

sngwer: Oh, in some cases yes. HNow that gets pretty

o, ey . oy et B s Loy iad o R P &
arz going to went to defer ihis Iov a favw years in

ey Sy e L=y = - Nt )
expever for a few years until

B R iy 2 ol = o T PN
on tagt, A'm Lrying to Keep ihlg as zimpie as I ocan.

. - L . }
raat deal of Iznd that would be renewed

. 3 ey e
Row heow de I know that.

0

mticipated futurs bull

times fhe siie - 4 aew

zzapaat I disagree with Frofessor Glavk's anziysis. I guess

Thexn the bulldey of az pew building could

fron under old vuildings wech wore 2asily fhan now. Tabe fov

i arinent coesti
] - - ve 14 3
be Dolit oo o2 820,000 or 330,000 site.

b
e
£
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2,
g

sgible for the builder to bid movs

to 50% of tha cost of the bullding., And if

bade
:.

s M
sl L

- that®s $150,000. The site for which he was previously rezly to pay
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823,000 he can now pay $180,000 for it which is quite a difference. Ard nowadays

i g oy 4 e
L,

compete with parking In many aveas they can just barely halance
each other out., In the absence of bullding taxes where the land is best suited

The apartment builder would bid it

less intensive use and the older use with no Jdiffi

How the second way that I koow that is through the use of thic land

" 4 L

2h we put Cogether in the manner which Hean Woodruff described

Tua o

af Milyzaukes ond we

map and w2 took rhe ¢ax

o r e o 1
e boohks in vhich

; s 5 T oo s 2al s FOR S, SPo g
your wiks notice that the administrar

Ay, 34 arve of that gewveral deseription. You may even uotice that there's one
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Relative to builders. New if you’ll look at Exhibit 2,
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rought out a bit. The tex on boildings tends to be hizh when
the buliding is new and it tapers off over the vears as the building detericr-
gtes ~ obsclescence. The tax on land tends to start out at a icw levsl

relative %o the tax on buildings when you do it under the comventional syaten.

fad they vemain on that level steadily or even to rise. Now for the abstract

this in the form of a couple of equations on page 2 and for

it way be found on paze 3 in the form of & numevri
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attention. L simply wanted to confirm my point by a gquotaiion from leon
Hickman, the real estate man of the Aluminum Company of America, the brother
of distinzuished econcomist, Addison Hickman of Southern Illincis Universicy,
wiiting in 2 very distinguishad iournal called Urban Iand. Mr. HBickman says

Tthere cuzhi to be a better understanding than now prevails that the early

saovy imposition of properby taxes will in the long run defeat the urban

corucapt and the hoped fur improvement of the municipal fax bage. IF
amas coald be imposed at lesser tates in the eavlier more éifficuit vears in

bas got to meke a reasonoble profit
such programs are geing fo continuse,

movs geriain future than is the case today."”
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g on the horizontal axis and put

veriioal axis the vevenuas and the costs and then porice the difference

them which is what the land ocwner is interested in. We discovered that.




-1 G-
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Bowm whet happens when we impose a fax on bulliding. The tex is a

2id draw 2 overtiesl
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ency as vou get inio high buildings. After & while the curw

Ve wani to go to the point where the cuxves zre farthest

3% curve, thersiore as the cost curve goes un the oy line
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improvenents made. But these are pretty realistic numbers. Wa've got a bruek-
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point between 3 and 4 stories where we pui in an glavabtor. %We ghouid

nave done it between 2 and 3 in terms of modern markets and there are & few
cther thinzg like that what will have to be changed. 3But the gemeral prin-
ciple holds good here. Wow I'Il guicklyskim over three or four other effects

i allepe would take place if we shifted from a conventional basis of

fuin
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fe tamation to site value basis. The tax would tend o he zhifte

to the santer of town. In spite of all the decentralizatbion of land walues

haed in many years, it is still true that wnit land values are higher

zenifer of town and it is zlso tvrue thalb the ration of lznd valies oo
e highey in the center of town.

gffect would be to increase avea specialinmation. Wa would

intensity of use everywhere. A3 2 matier of Ffaci, the

and redevelopment of the dowmiown areas would drain in

now preliferating oyer the vastnssses of suburhiz and it

lgave them in their avecadian twanguilily and considerably deflate

culative vaives., L'm not one of those ¥ might say who believes we

nui and tax peviferal lands. 1 think we should lsave them alome.

sga us

Tepr v e p 2 dede, o - L] ~, —
o gat even with ithem in a different

268 and pull
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ate be anything there left fo tax. And that's o loug stovry.
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that is guite clear from the figures in Bxhibip 3,

ioesn’t mean you'we giving up any part of the tax base,

valne of bullding ewempiion is capitalized inte the value of lend, It

incy2ases the land base. Then if you increase the tax om land you bring the
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value of land back down again to where ycu started from. But if you den't
incrvease the total tax tske you won't veduce in generzl the value of land.
There has been some talk about confiscation. That is not invoived in a shift
cf the bage of taxation from buildings to land. It would be involved in a
comsiderable increase of the total tax take but that’s not what we're
digcussing this moroing. If we keep the amount of tax constant, and simply

chance rhe base there would ba no confiscation of land wvalues in geaerval.
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Thare would be a redistribution of values from scme areas to others. Bui ibat
is a diffzvent storvy.
There was a good Story I wanted to end up with., Oh yas. If seans

that theve was 2 man who walked into a car dealer and gaid zo the man., TAre

you the man who s0ld me this used car last month?” And the car dealer saild,

5

3
o
[4+1]
o
pot

am. And the customer said, "Tell me gbout it again will you. I
wat 80 discouraged." I weould urge you to try this gite value taxation idea.

If it dezon't work come back and see me inm a few years and I'll tell you about
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