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disturbance. This seems to me to push the argu-
ment too far. Surely the issue of whether the
marginal propensity to consume transitory in-
come is zero, positive but less than that out of
permanent income, or equal to that of per-
manent income is one that should be settled by
empirical testing, not defined away. And pro-
spective readers should be warned that Fried-
man and also Modigliani and Ando will proba-
bly not accept all the conclusions of this highly
stimulating work.

In any case, the book is a first rate piece of
scholarship, well worth the time invested in
reading it for those who can read French. Until
we are blessed (or cursed) with instantaneous
translation machines, books like this will con-
tinue to be the strongest arguments for retain-
ing Ph.D. language requirements. (The English
summary at the end of the book is much too
brief to convey much more than could be ob-
tained from translating the Table of Contents.)

Ro~NALD G. BODKIN

University of Western Ontario
London, Canada

Economics of the Property Tax. By Dick
NEerzER. Washington: Brookings Institution,
1966. Pp. =xvii+326. $6.75(cloth); $2.50
(paper).

This book provides the most comprehensive
treatment of the property tax since Jens Peter
Jensen’s Property Taxation in the United States
was published in 1931. It is well written and or-
ganized. It can be profitably employed as re-
quired reading in both graduate and under-
graduate public finance courses—1It is also
manageable reading for nofi-economists. Netzer
has rendered tax studénts a valuable service.

The book treats the property tax empirically,
theoretically, and normatively. Although Net-
zer does not compartmentalize these three
phases of the subject (an impossible objective
anyway), it is useful to review his effort in each
of these areas.

The most valuable part of the book is the
comprehensive empirical material. Netzer ex-
tensively uses the 1957 and 1962 Census of
Governments and, especially, the surveys on
property taxation that compare sales values to
assessed .values for samples of properties,
broken down by geographic area and types of
property (for example, urban versus farm, com-
mercial, housing, land, etc.). These data, in

turn, are related to wealth estimates by Gold-
smith, GNP, and value-added data, govern-
ment spending, and other tax yeilds. Frequent-
ly, estimating techniques are used to infer
critical quantitative factors; whenever this is
done, Netzer makes his methodology and as-
sumptions clear, and indicates the possible
shortcomings of his assumptions. He also draws
upon numerous special empirical studies done
by tax students, including unpublished doctoral
dissertations and efforts of local agencies and
study groups. All in all, Netzer’'s work sets
excellent standards in taking diverse and often
imperfect but voluminous data treating the
behavior of a complicated tax system, and
putting it in a form that gives the reader a com-
prehensive (but not superficial) view of the
subject, yet with ample but not overwhelming
detail. This performance alone is sufficient to
warrant the book being a part of the personal
library of every tax student.

Netzer’s theoretical orientation and hence
economic analysis is highly and unfortunately
conventional. There are two competing theories
of tax shifting. One is the application of the
Marshallian partial equilibrium method, which
concludes that to the extent the price of a tax-
afflicted item rises, the tax is borne by “con-
sumers.” Hence, the property tax on housing

as well as on business real estate and personal -

property (inventory and equipment) are “con-
sumption” taxes. Since low-income individuals
consume a larger proportion of their income
than do high-income individuals, the property
tax tends to be “regressive.”’ This is one of the
reasons many students dislike the property tax.

The. competing theory of tax shifting is
explicitly based on an application of the Wal-
rasian approach to price analysis. Although a
partial tax causes the price of the taxed item to.
be higher (as the conventional theory asserts),
it has this effect because it causes resources to
avoid the taxed activity, which reduces supply.
The resource displacement, however, neces-
sarily means that more resources are in other
activities, which increases output of other com-
modities and thus reduces their prices. Some
consumers are worse off; others, better off. It
is not meaningful, thereforz, to say that con-
sumers—in some aggregate sense—‘bear” the
tax. A more relevant question to ask is: The
tax extracts dollars from the private sector.
There are fewer dollars available for resource

(capital and labor) earnings.: Which  resource °

owners experience the tax’s “inconie effect” and

|
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have fewer dollars and lower earning rates as a
result of the tax?

If we apply this general-equilibrium price
model to the property tax, we arrive at the fol-
lowing general conclusions: If the property
tax’s initial impact is relatively heavy on
housing (as compared with commercial and
manufacturing assets), capital resources are en-
couraged to enter non-housing activities. The

‘prices of housing services are higher, but the

prices of other products and services are lower.
Over all, the net earnings of capital resources,
including those to be created on the margins of
new investment, are lower. Hence the rate of

return on investment is lower. Qwners of capital
v bear the tax. And, since ownership of capital is

concentrated, the property tax is roughly pro-
gressive.

Thus Netzer, who appears to like progressne
taxes, should give the property tax some posi-
tive points. Because the tax and its announce-
ment effect reduce the rate of return, it may or
may not have an impact on aggregate invest-
ment and hence on long-run growth, develop-
ment, and the distribution of income as between
workers and capital owners. It all depends upon
the particular theory of investment, interest,
or philosophy of history “that onc wishes 0
utilize. Although Netzer qualifies some of his
assertions with the recognition that property
taxes may affect interest (or capitalization)
rates (which incidentally undermines his ac-
ceptance of the conventional wisdom that “‘con-
sumers”’ bear property taxes), he addresses none
of these theoreti issues head on. Indeed,

Jensen’s 1951 work merits a better score in the
theoretical department.

The :ssuc of whether property taxes affect
rates of return and capitalization rates is cen-

tral to the application of the tax capitalization

theory to land or site value taxation, If land is
not subjected to effective property tax rates
which are as high as those imposed on capital

improvements and capital goods, the opposite
of tax capitalization will occur; that is, the
property svstem will cause land values to
rise if it causes the over-all capitalization
rate to fell. Since Netzer draws heavily on
the classical tax capitalization doctrine in his
treatment of land taxation, it is unfortunate
that he did not devote attention to some funda-
mentals of interest or capitalization rate theory.

Netzer’s normative evaluation of the proper-
ty tax in part rests upon his theoretical orienta-
tion, that is, “consumers” bear most of it and
it is thus “regressive,”

.
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Another major criticism of the property
taxation—shared by Netzer and many tax
students—is based on the observation of the
great variance in effective property tax rates
due to assessment practices that cause ratios
of assessed to actual values to differ as between
different tax payers. This result of property tax

administration is well verified by evidence. But __

e

is it a valid basis for criticism? However much
a lack of “horizontal” equity may be lamented,
the relevant practical question is whether the
property tax is any worse than other major
taxes. There is a tendency for tax students to
compare actual property (and sales) taxes with
hypothetical personal income taxes which are
devoid of the vagaries of administration or the
unknown effects of many complicated struc-
tural features. (There is also a recent tendency
to compare existing business taxes with hypo-
thetical value-added taxes.) Far more knowl-
edge of the operation of all types of taxes, as

a function of administrative practices and de--

tailed legal provisions, is necessary before it is
possible to award final grades on horizontal
equity to any class of tax.

Netzcr concludes that the property tax is
neither the best nor the worst “of all possible
choices.” The main reason for this conclusion
seems 0 be that feasible alternatives yielding
comparablc revenue are not readily obtainable.
Taxation increments would
yield inadequate revenues re systematic
use of explicit-user charges: their own set
of administrative and policy problems. More-
over, in Netzer’s view, the property tax con-
stitutes a rough proxy for cl
Perhaps Netzer is right on thesc

{ { —— ~ard?? 1 |
unearned 1&g

reneral con-

clusions, but they should no. .ccepted
without more careful scrutiny ofi .c oroperty
tax system and alternatives, with an ¢y toward

addressing what the best “mix” of financing
devices should be. Nevertheless, Netzer’s book
will provide a good departure for a refocusing
of effort centering on the problems of local and
state government finance

J. A. STOCKFisCH

A General Theory of Tax Structure Change dur-
ing Economic Development. By HARLEY H.
Hinricas. Cambridge, Mass.: Law School of
Harvard University, 1966. Pp. xvi+4154.
$3.00.

This book, originally Hinrichs’ doctoral dis-
sertation, is ostensibly aimed at developing a
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