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A MASTER PROGRAM

for the

METROPOLITAN AREA

Introduction

In preparing to offer a program in the "Boston
Contest” we have examined the eleven subjects, all
of which must be deale with by a contestant, and
it has scemed to us that Subject B dealing with the
problem of how to raise revenue for the ciries and
towns in Metropolitan Boston is the most import-
ant. We have, therefore, given it the first place
in this discussion and the greatest amount of space.

PART 1

Subject B.—Taxation and Revenue Sysiem

Tt appears to be well appreciated to-day that
our whole system of taxation local, state and federal
is a2 tremendous burden on industry and 2 great
discouragement to home owning. But it is not al-
together the sim total of these rates which is con-
sidered 2 burden, Yt is realized chat there is no kind
of tax, be it property tax, income iax, sales tax or
any other kind of tzx, which it not to some exisnt
4 burden and a discouragement. Therefore taxes
are looked npon as necessary evils, and, although one
tax may be thought by some to be less of an evil
than some other iax, depending often upon “whose
ox is gored”, the final conclusion is that the reve-
nues of government cannot be raised without a dele-
terious effect on the economic life of the people. And
yet this is a strange conclusion to arrive at. For if
the services rendersd by our various governments
are of value to the people there must be some way
of paying for them which will not.have a destruc-
tive .effect, T so, it should be found, and the dis-
cussion of the question is of the very first import-
ance in the consideration of a Master Program for.
the Metropolitan Area. 'This is especially true if
there is to be invelved in the program the expendi-
ture of any public funds. In such case, no plan will
be satisfactory, no matter how well thought out;
if the advantages to be obtained by the expenditure
of public funds are to be offset to any extent by a
destructive method of raising those funds. It is be-
lieved that there is no need of this.
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It is believed that when public fuads are inteli-
gently spent, they should bring back in public funds
a greater value than the amount spent, or in other
words the objects for which the expenditure is made
should and cculd be made to more than pay for
theraselves. Before this can be made clear, however,
we must first examine our present system of raising
revenue for public purposes so we muay see Wherein
lies its failure.

It has long been the practice in Massachusetts
for the cities and vowns of the Commonwealth to
ratse the buik of their revenue by means of taxes
on the value of so-called “real estate”. For example,
according to the latest Anmual Report of the City
of Boston published in 1943 giving the latest pub-
lished figures, mamely those for 1937 (sec page 4
of Report) the revenues for that year were divided
as follows:—

Taxes on land and building valuations, in-
cluding supplementary assessments, ... $56,906,508

Taxes on personal estate including supple-

mentary asSESSMENMS, ..cvevsevecssass 4,661,469
Pol! Taxes; including supplementary ..... 487,226
TOtal wemensnrnrnensnn teveeresenioinanies $62,055,203

In addition to the above, the City of Boston re-

ceived in 1937 from the Commoniealth of Massa-
chusetts the sum of $5,219,504 as Boston’s share in
the distribution of income for the vear ending Nov.
3G, 1937, bringing the total receipts to $67,274,707
of which the azes on “real estate” were 85%.

There is much dissarisfaction expressed today over
the tax situation in Massachuserts, and Imporrant
changes are likely to be forthcoming which will have
a tremendons effect for good or il and must, there-
fore, be carefully considesed in any proposed Master
Program, Conspicoous among the changes proposed
is the adeption of a State sales tax in order to re-
lieve real estate from what is claimed to be an undue
share of the burden of taxation. Alis 2n amendment
to the State constitution is now being advecared to
limit local tazaction on real estate to $25 per thou-
sand of assessed valuation. “Relief for Real Estate”
is a2 demand pretty widely expressed, and the dis-
cussion of the question usually becomes merely a
discussion of what new source of revenue can be
found so that the tax on real estate can be reduced.
Of the new taxes proposed the sales tax, already
mentioned, is by far the most conspicuous, but there
is great opposition to it and consequently nothing is
done.

The face 13 ther the whole discussion of relief for
yeal estate appears w0 be carvied on in 2 fog of mis-
understanding, which arises from the failure to ap-
precizee that the term “real estate” is used to describe
two kinds of property quite different in characrer,

According to Webster's International Dictionary,
second zbridged edition, 1946, “real estars” is de-

. fined as “property in howses and lands”, or in other

words e is property in two things, not one.  Just
what are these two kinds of property and 1 what
way are they different in character?

The essential nature of property in houses is easily
understosd. It is property in something created by
human labor, and in this respect it does not differ
from what is known as tangible personal property,
such as furnirure, rugs, pictures, motor cars, machin-
ery, tools, etc. It is classified as weal estate merely
because houses are permanently fastened vo the land.
In fact the distinction between tangible personal
property and that part of real estate consisting of
buildings is often wvery absurd, and for some kinds
of property it is difficult to decide to which category
they beleng. A closet in 2 building is part of a build-
ing and therefore it is real estate, but 2 portable ward-
robe is personal property. A lighting fixrure is real
estate, bur a portable lamp is personal propercy, Pic-
teres hung on the wall are personal property, but
presumably 2 mural painting 3 real estaze. As to
portable bhouses, and automobile trailers used for
fiving purposes, are they personal property or real
estate?

For an understanding of the nature of property
in lands, we must first consider the institution of
private property in land. This instivution, wherever
it exists has originated almost universally as a grant
from the State, which confers wpon the owner the
privilege of monopolizing a specified portion of the
find in the community. Although in strict legal
theory the S5tate (in Engiand the Crowr) remains
the landlord, and the owner is merely a'tenant in fee
simple; this tenancy gives unlimited and rent-free
control of the portion of land in question and the
owner is guaranieed from interference from others
by the full power of the State. It is this exclusive
privilege, then, which constitutes one portion of real
estate, namely property in lands, and it is the duty
in Massachusetts of the assessors of the municipalicy
in which the land lies, to ascertain the value of this
privilege, (the so-called *“land value®) at the fair
cash price for which it will sell, What are the fac-
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tors which determine this priced Or 1o express it
differently, why does the privilege of title 1o 2 loca-
gion on the land have a cash value in the markec?

The answer to this question is that the privilege
is granted free of rent, that i, the municipalicy
charges no rent for the location even when a rental
value exists. Obvicusly, if the municipalivy did
charge the title holder annually for the full worth
of his privilege, thae is the full rental value which
the citle holder could himself secure from a tenant
for the use of the location, there would be no selling
price, that is no “land value”. The “land wvalue”
then is actuzlly the premium which arises from the
fact that the titde holder doss not pay rent o the
mupicipality.  If, however, the municipality levies
2 tax on this premium, that it on the “land value”,

the tax acts as a partial collection of the location.

rent and in such case the selling price of the loca-
tion, that is the “land value”, will not be as high
as if sli the location rent were retained by the rnitle
holder, Thus the tax itself becomes a facter in the
determination of the “land wvalue™. In face, the
“land value™, that is the price at which the ude 1o
the locgtion will sell, is approximacely fixed by the
amount of the location rent remaining to the vitle
holder after payment of the tax on the location which
he iz privileged to own. In other words it is the
location rent less the tax on the location which con-
stitutes the net location rent available to the owner,
and it is this net location rent, capitalized at the
current rate of interest, which determines approxi-
mately the selling price of the location, the so-called
“land walue™.

if, for example, we assume thar the current rate
of interest 1s 49 and that the full or gross rental
value of a2 particular location i $1000, then the
table below indicates what will be the approximate
prices of the location for differcor amounts of net
location rent. Tt i3 of course understood that the
selling prices in the tabie are approximece enly,
stnce there are other factors besides ner location renat
znd interest rate which wonld affect them, notably
future prospects. Also they are not identical with
assessed valuavions. M™evertheless they are of value
in showing how the selling prices of locations are
reduced by the taxes levied upon them.

Ciross Assurned et

Reant Tax Reng - . Price

$1000 None 1000 $25 000
KM} $206 804) 20,000
1000 400 . 600 15,000
100} 500 S 12,508
1060 260 200 5,600
00 UKD 106G 2,500
14K} 14560 me Lero

Mow the significant facy indicazed by the figures
on page 7 is thar, if 3 Jocadion has a selling price, such
price b approzimately the price of the privilege
accorded the didde helder to collect the locazion rent
and to sppropriate some or all of it for himself. And
from ths it follows that the value of property in-
cluded in the term “real estate” and designated as
“land” is not, like “buildings”, a value of tangible
wealth, but is merely the selling value of 2 privilege.
And just as “land” and “buildings”, the two por-
tions of “real estare” are quite different in character,
so also is the effect of ranes levied upon their values.

What is a tax? According to Webster it is 3
charge or burden, wsually pecuniary, laid upon per-
sons and property for public purposes; a forced con-
tribution of wealth to meer the public needs of a
government”. This is certainly a valid descriprion
of the tax on buildings, and its effect is 1o discourage
the erection of buildings and 1o 2dd to the cost of
their operation. It is definitely a taking of private
property for public purposes withour due compen-
sation, On the other band, it is not 2 valid descrip-
ton of the so-called “land zax”, which, as explained
above, is nothing but 2 means of securing partial
payment for a privilege. As such it does not in

any way discourage the crection of buildings nor

any other use of land. On the contrary it definitely
encourages the use of lnd by holding down its
price a5 already pointed our; and, as wil! be more
fuily explained later, it tends to check the practice
of withholding locations from proper use for specu-
lative purposes, There is, therefore, no sanity in the
idea that the two portions of real estate “land” and
“buildings” must pecessarily be taxed alike, ¥r je
the economic effects of such taxes that have to be
considered.  Before discussing this question more
fully, however, we must still furcher clesr the ground
by first having an understanding of the marure of
location rent, that is: Why is anyone willing to pay
location rent, and just for what is the payment
made?

The rental value of = location on the land is
gensrally in the writings of economists referred to
as “rent™, and it means solely such rent as can be
obtained from a tenant for a location on the land.
i definitely does nor include rent for the nse of
buildings en such = location, nor rent for any ira-
provements o it. Rent so defined is ofren called
“grovnd rent”, but the term “location rent” is more
descrptive and will, therefore, be used throughour
this stacement,

Obviously, for any particular location, the location
gent is paid for certain advantages which the tenzas
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expects to secare theres In pary these advantages may
be supplied by mature such 55 agriculvural fernilivy,
favorable climate, potential water power, cozl or gl
or other minerals in the ground, or proximity to a
harbor, a river, a forest etc, MNone of these advan-
tages, however, are of any value unless theve s 2
population to exploit them, and they will not resulr
in location rent for any location unless there 1s a
competitive demand for such advantages. It is the
presence of popunlation, therefore, which gives nise
to location renr, and its azmount in any particufar
case depends almost entirely upon the services of the
community which are available at such location.

Among these community services are some that
are usnally the direct services of local government,
These are well summarized in 2 report by Mr. Charles
J. Fox, Aunditor of the City of Boston, published in
1937 and entided, “Over-all Property Tax Limita-
tion”. ‘The summary on page 48 of his report is as
follows s

“The New York State Commussion on the Revision
of the Tax Laws recently made a study to deternimne
what current services and what long ran benefies are
cbtained by real sstate owners from the activities of
the local government which they help to support. Tt
was concluded that the following services were di-
rectly beneficial to property owners; police patrof,
fire fighting and prevention, sanitary collection and
* disposzl, sewer maintenance and operation, Water sup-
ply, care of streets and other public utilities. Another
group of services such as traffic control, city planning,
inspection services, the law department and the courts
are specifically beneficial to property owners in part
only. In addition, capital outlay, interest charges
and bond retirement costs for such improvements ar
bridges, subways and viaducrs, schools and libraries,
parks, civic centres, and public buildings, result in
benefiting property owners because of their favorable
influence upen property values. Thus a subsiantial
part of the activity of local government is directed
toward rendering services which directly benefit
property owners.”

TIn the above statement of the effect on property

values of the services of local government, the New
York Tax Commission fails to distinguish between
land and buildings. It is plain, however, that the
value of these services is reflected only in the value
of “land”. It cannot affect the values of buildings
which are in general determined by reproduction
costs, although, it is true, that the acts of local
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government may modify. the suttability of 2 building
zo its location and in thar way mav affecr its sale
value. 1t i seldom, howsver, that such action has
the effect of incressing the value of 2 building. On
the contrary, iv is quite likely that increased govera-
ment services made available in 4 district because of
a new demand for them, may so change the characeer
of the district 25 1o destroy the value of some build-
ings no longer suitable to their environment.

Thus it appears that the services of local govern-
ment are reflected in the value of the land owning
privilege. Moreover, it is not the acrual rendering
of service which has thar effect, but its availability,
and chiz availability applies equally o vacan: and
built-upon locations.

Other community services, chat 15 those not dus
to local government, are those available from public
service corporations such as transpormation facilivies,
Eght and power service, and telegraph and telephone
service. Also there are community services avail-
able which arise from the private activities of the
community, Among these are schools, churches, thea-
tres, hotels, restavnrants and much else

Rent is rauch higher for those locations where 3
high character of commurity service is required and
is available, which usually is the casz where the popu-
lation is the most dense and the most active. For
example, a department store must have a location
which will be convenient for a large number of
people. Tt muust have well lighted streets, good teans-
portaticn service, traffic conrrof, light and power
services, ete. Also prompt police and fire protection
must be available. For these advantages 2 high leca-
tion rent per unit of ares will willingly be paid. Oa
the other hand, # location which would be satisfactory
for farming purposes does not need to be easily
accessible to many people, nor does it require so much
community service. Its locavion rent, thersfore, per
unit of area will be much less,

From the above i follows that location rent is not
due to the action taken on any particular location,
but is the resuit of the advantages and services avail-
able at the location arising from the activitics of the
public around and about such location, both near
and far. It is, therefore, a value which can very
properly be claimed by the public, not 2s a tax
but as payment for community service,

Considering now the position of the user of 2 loca-
tion paying location rent to-a title helder, it is plain
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that the competition of the marker will oblige the
user to pay the full rental value of the location, or
in other words he will pay m full for community
service, Instead, however, of paying the commmunity
for the service rendered by the community, the tenant
makes his payment of rent to the dde holder of the
location, whe in his turn is not required to pass it
on ©o the community, but is permitted to keep it
for himself subject only te the "land tax™ levied on
the assessed value of his privilege. Av usual rares of
raxation, this tax is less; usnally much less, than the
location rent.

In a memorandum published in 1939, it was shewn
that the location rent of the City of Boston in the
vear 1935 was approzimazely 86 million dollars, of
which only 38 millions were collected by the Civy
through the tax on so-called “land value”, while the
balance of 48 millien dellars was appropriated by the
owners of title to land, In order o make up in pare
the resulving deficiency in revenne, 33 %% million dol-
lars was raised for the City by tazes levied on the
value of buildings and personal property. Thus the
greater part of the community created location rent
of Boston was given away to the helders of title wo
fand. .

The sbove is now summarized in the following
statgments.

The assessed valuation of 2 locarion on ‘the land
is the assessed value of the privilege, accorded to the
title holder by the Commonwealth of Massachusetts,
of the exclusive possession of the locanon without
pavment of location rent.

The sp-called “land taz™ is 2 tax on the assessed

valoe of the privilege as described above, and it oper- -

ates as a partial payment of the location rent to the
municipality which contains the location.

Tt is the duty of the assessors to assess the value of
the privilege at the fair cash price for which it will
sell. This price, except for prospective change in
conditions, will depend on two factors. (1) .the
amount of the location rent and (2) the amount of
the tax on the privilege (the land tax). Tts actual
‘amount will approximate the capitalized value, at
the current rate of interest, of the net location rent
accruing to the title holder, namely the fuil location
rent which can be collected from.a tenant less the
tax levied on the ritle holder. .

-11

in plain language, then, just what are we reaily

doing uader our systemn of raising revenue for muni-
cipal purposes by taxes on real estate, tangible por-
somal property and polis? By means of the tax
on that part of real estate which we cail “land”
we levy a 1ax on the selling value of a location, which
valne arises from zhe facr that the privilege of
exclusive possession of the location is not ade-
quately paid for. This tax is in effect, although
aot in fact, a partial payment of location rent
for the privilege of possession, but it is wseally,
as already pointed omr, considerably less than one
half the rental value of the privilege. The re-
sulting deficit has then to be made up by axes,
on buildings principally, and it is the taxes on
buildings which comstitute the real burden om real
estate. The way to get rid of this burden i not
through finding other things to tax, sor by an
undiscriminating blanker reduction of the tax om
real estate, but by securing through the land tax,
or by the direct collection of location rent as such,
2 larger proportion of the locarion remt, As has
been stated by John Stuarr Mill (“Principles of
Political Economy”’, Book V, Chapter 2, Section
63} “the existing land zax ought not wo be regarded

‘as a tex, but as 2 renc charge in favour of the

public”,

In brief, we are levying tames on buildings,
tangible. personalty and polls in order thar the
privilege of exclusive possession of locations on
the land may escape adequate payment. There is
good reason -to suppose, 23 will be explained later,
that if in any musicipality the privilege of land
ownership were adequately paid for, there would
be no need of the razes above mentioned.

It is now the general practice of the cities and
towns of Massachusetts to give away to private
parties a large proportion of the socially creared
location rent and to make up the deficiv thus
caused by taking privately created wealth for pub-
lic purposes. Thus sach one of these cities and
towns resembles an industrial corporation which
every year gives away a large proportion of .its
revenue and then assesses its stockholders to make

up  the deﬁctt.

The prosperity of a mumqpahty depends very
largely on what use the land owners make of their
opportunities; Those ‘who adequately improve theit
property may be called the “Helpers”™. It is they -
who employ capital and labor and encourage pro--
duction. Those who fail o do so may be called
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ead Heads”, I we take from the “Diead
the v
eads omise them 00 taxes on future building they
pr . long continue as “Dead Heads”, but will
will nog,.ecomg “Helpers”, or will sell out. If we
er grom the “Helpers” nothing but the faull
rake r; cent and exempt their buildings from
iﬂcau,on they will have every incentive to com-
ta;;ami’z; d increase their activities.

tipue * ‘
an JJlustration of the absurdity of our pres-

actice fet us- consider the analogy of an
Pbuildins-

owaer of an office-building has business
icies tepresented by offices which he
opporth cerurn for rents which vary in propor-
leases *® he value of the opportunity offered. From
gion 0 s he secures all the revenue which is
these ren o operate the building; and it is of no
requf ed t_e to him whether his tenanis make
coﬂ?equemf their opportunities or not, 1f a tenmant
g"Od use @ che rent, he is expected to vacate; but
cannot P aihg rent is paid, the owner of the build-
as long * qot concern himsdlf about his tenant’s
ing do% But now let us suppose thar the owner
busines Fice-building, in disposing of the oppor-
o ¢ cesented by offices, has adopted a system
tuni®eS F 0 in wse by our municipalities and
similaf W onwealth of Massachuserts in disposing
che Com™ seonities afforded by excinsive posses-
of the ©F portion of the public dowain, and that
sion & reader; have approached the owner of the
ou, © # gor the purpose of leasing an office, In
building Jace, you will be informed that the own-
the fiest Pc have any offices to dispose of, or at most
er does ﬂoless desirable ones. He will tell you that
only the no rent for offices and that, therefore,
he charge® hold them do not often give them up,
shose Who chey cease to use them themselves, but
sab-let them, or sell title to them at
. and that if you wish to secure an
511,% have to find some one ready to rent
office YG;; and will have to make terms with him.
or to % gr curiosity then impel you to- ask the
should -jrow he secures the revenue -required to
gwner hahc puilding he will reply somewhat as
operate «1n the first place, T ascertain the value
followsi— qaium which each office-lease carries be-

ent

. e
of the F (he fact that T charge no rent and, by
cause © L tax upon this no-rent premium, I collect
o

lcv_‘fiﬂc} e of the rental value of the office. As,
a small is does not supply me with enough

PS5y . . .
of Cﬁu.tg ;un the building, T raise what more is
revenie
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o the full location rent of their propercy

nceded in 2 number of different ways, bur princi-
paliy by levying a tax on the value of the equip-
ment in each office, on the capital invested in the
business and on the net income derived therefrom.
Also, in order that I may have the necessary in-
formation to levy these taxes, I raquire of zach
possessor of an office a detailed statement of his
business,” The absurdity of this procesding is
obvious and yet it is the counterpart of our equally
absurd system of raising revenue for public pur-

poses.

From the above, the conclusion seems to be in-
escapable that the present method of raismg reve-
nue for municipal purposes by means of the so-
called “real estate™ tax, levied at the same rate
on two kinds of property essentially different in
character, is highly deetrimental to-the public wel-
fare. It is obvious that the tax on the value of
that part of real sstaze which includes the build-
ings and other tangible forms of wealth, is 2 direct
discouragement to industry and homé owning. On

‘the other hand, as shown above, the tax on the

other part of real estate, kmown as “land”, is not
really a tax at all, but is acrually merely a partial
collection of the anaual value of a privilege con-

ferred on the title holder, It would certainly be

ridiculous to irnagine that it could be detrimental

to the interests of the community to require pay-

ment for a privilege conferred by the community.

" Suppose, for example, that soms individual had

acquired the right to draw apnvally a certain sum
from the public treaswry without rendering any
service in return, and that this privilege were trans-
ferable. Then, unquestionably, the privilege weould
sell in the open marker at 2 premivm and might
be taxed as property; but how could suck a1 tax
in any way restrict industry or increase the cest
of living? So¢ also with the land-owning privilege;
adequate payment for it merely safeguards the
rights of the community and, instead of discourag-
ing industry, prevents the monopely of its indis-
pensable prerequisice.

Consider what would be the effect of the pro-
posed limitation of the real estate tax to $2§ in a
$1000. To limit the tax .on buildings and other
tangible wealth on z location to this value would
certainly be desirable, but, since any such tax has
a detrimental effect on industrial and domestic
activity, there appears to be no reason why the
tax should bé set at as high a maximum as $25,
Tt would be better, as far as thé economic effect
is concerned, if the maximum were set at 2 lower
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figure, even as low as zero. On the other hand
what would be the effect of limiting w $25 in
51000, the tax on the value of the other part of
real estate, pamely the walue of the privilege of
holding utle to the locatien? It would be o Ax
definitely the payment for the privilege at a figure
iess than the privilege is worth, and ar a figure so
low s to echance the evil effects slready described
of failare o collect full value for the privilege.

With a tax of only 214% on the sclling value
of a title to 2 location, how will the rent of loca-
tions be divided between the municipality aad the
owners of the Iocations? This iz ner diffcult to
compute approximately. As already explained, the
proporiion of the location rent accening o 2 loca-
tion owner will be approximately a percentage of
the sclling price determined by the current rate
of interest. Thus, if the interest rate is 4%, the
net location rent which will accrue to the owner
will be 4% of the selling price as compared with
2449 taken by rhe municipality as a tax. As an
ilustracion, suppose thar 2 lpcetion will sell for
$100,000 and that the corrent rave of interest is
495, In such case the ner locadion rent acctuing
to the ude holder is 4% of $100,000, char is
$4,000, and the tx on the location at 2V4% of
the price is $2508, these two sums together mak-
ing up the full rental value of the location, namely

$650G. From this i is clear that the owner re-

ceives about 607 of the full location remt while
the municipality secures bur 40%.

In fact if we want to get & rough idea, in any

particular case, of how the location rent is di-

vided becween the owner and the municipality, we
have but to compare the current rate of interest
with the tax rate. The table -below indicates
roughly what portion is secured by the muaici-
pality for different rax and interest rates:

Tax Rate Interest Rate Municipality’s
in % n % Share
2145 3 © 45%
3 3 50%
4 3 57%
2v4 4 38%
3 4 3%
4 4 30%
2% 5 © B
3 5 - 38%
4 5 M4%

When all above is considered, it seems plain that
the first step to be takén toward an cffective pro-

15

s i,

gram for the Meteopolitan Ares, is we change
rudically our anriquared system of ralsing revemue
for public purposes. Tnstead of setting any fxed
maximum o the resl estave taxz, we should zbelish
altogether the taxes now being levied on buildings
and improvements and should secure a larger pro-
portion of municipal revenne through the pay-
ment for the exclusive privilege of title 1o lapd
Without this basc reform, every proposal to better
condirions in the Metropolitan Area is bound to
be to a grest extent ineffective. Let us now con-
sider some of the other subjects which must be
dealt with in this contest and we shall see bhow
all important is the gquestion of how to raise
revenue.

PART 2
Subject D.~—indusivial Relationships and

Develobmeni

Under this heading the contestant s asked to
consider ““the imcentives and inducements that must

be offered to industry” within the Area, Whag are

these at present? What have we to offer to any in-
dustrial concerns proposing to enter the Area?

We shall offer them a penalty for doing business
here. We shall take awsy from them io taxes
every year a part of the value of their commercial
buildings and we shall do this in order that we
may continus to permit the holders of tites to
locations to pay less than their privileges  are
worth, Furthermore, if we undertake to offer
within the Ares any special advanrages in trans-
portation, in power and light facilities and through
other community service, it will mean higher loca-
tion ‘rents, and the bulk of these increased location
rents will accrue to the holders of atles to loca-
tions instead of to the community which furnishes
the advantages. '

Far and away the greatest inducement we could
offer to any industrial concern entering the Area
would be freedoma from taxes on buildings and
personalty, made possible because of increased col-
lection-of ocation rents. All that-would be expected
of the new concern would be payment of rent for the
location it secnred with jts special advantages, such
rent to be paid direct to the municipality in case the
new concein should itself take title to the Jocation, or
otherwise to be paid to the title holder who in his
turn would pass it on to the treasury of the munici-

pality.
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Much is being said to-day about “incentive taxa-
tin”, There is no such thing. The best incentive is
lack of taxation, and taxes can be reduced greatly
when the privilege of land holding is adequately paid
for,

We could have a great increase in the industrial
prosperity of the Area, if it were understood once
and for all that all sums paid as renc for locations
would go into the public treasury, and that there
would be a corresponding relicf from the burden of
taxation on indusiry.

Under this Subject 1 the contestant is also asked
to consider the “basic policies necessary to provide
conditions of full employment”. Here we come to 2
question of such nation-wide importance that it can-
noi be discussed solely with regard to Greater Boston.
Involuntary unemployment is not 2 local problem.
It i a chronic phenomenon in peace time throughout
the States of the Union. At rimes it is terrifically
acute, and it is to-day the major threat to a satisfac-
tory post-war condition. Moreever it is mainly due
to the practice of giving away to private parties the
annual value of location rent, as is indicated by the
following serions consequences which arise from the
practice.

The first, and most obviously evil consequence is
of course that our various governmental bodies muni-
cipal, state and federal, in failing to collect the greater
portion of the vase location rent fuad, are forced to
make up the deficit by means of a multitudinous
variety of taxes, destructive to the incentive to pro-
duce and vastly expensive to collect. Such taxes are
a direct discouragement 1o employment.

- 4 second evil consequence is the encouragement to
the holding of titles, not for use, bur for speculative
purposes. With the prospect in sight of higher rentals
and higher selling prices on account of some expected
COmmuUNity imprevement or activity, and having to
pay as taxation only a comparatively small proportion
of the current rental value, the title holder of unused
or inadequately used land will often refuse to sell or
rent to a would-be user except at an abnormally high
price, and if that price is not obtainable immediately,
he will continue to hold his Tand unused in the hope of
securing his price ar 2 later date. Here we have the
situation of 2 would-be user of 1 location én the Jand
forced to pay an abuormal rent or purchase price to
the title holder, or to forego its use altagether. Fur-
thermore, in boom times abnormally high rents will
be paid in the belief that the boom will continue, buc
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sooner or later the ofect of the abnormal renis s 1o
check production, and as 2 resule 1o reduce employ-
ment and hence purchasing power. This seill furcher
checks produciion and still more ugmemployment
follows.

There is still 3 thicd evil consequence of permitving
a title holder to a location to collect and keep for
himself that which properly should be tsken by the
community for public purposes. As already poinred
out the selling price of a title to land represenes the
value of the privilege, conferred on the title helder,
of coliecting the locazion rent and keeping a part of
it for himself, Such being the case, the greater the
proportion of the location rent which the ritle holder

is permitted to keep, the higher is che price of the’

title. Thus a buyer wishing to obtain a locatien for
commercial or residential purposss must first spend 2
large proportion of his financial resources on the pur-
chase of the location, and the greater this proportion,
the less is left to spend on the buildings and other
improvements and to provide capital for carrving on
a commercial venture. Thus again emplovment is
discouraged.

The best way to secure full employment in the
Area after the war, 15 1o remove the obstacles which
stand in the way. This can best be done by collecting
in full for the privilege of helding title o land, and
at the same time reducing or abolishing the taxes on
buildings and personal property.

PART 3

Subject I.—Residential Redistvibution and
Development

Under this subject is firss taken up the question of
encouragement to home owning. It is claimed that
home owners in particular ars tremendously. over-
taxed on their real estate and that they must be re-
lieved by a reduction and limitation of the real estars
tax. It is true that there is over-taxation of home
owners, but it is not the “land tax” which is the
burden. This, as already explained, is nothing more
than a partial payment for an exclusive privilege con-
ferred on the title heider of a location on the land, a
privilege which receives its value from the community
services and other advantages which are available at
the location, The real burden on the home owner is
the tax on the use of his property, that is the rax on
his buildings and other improvements, and it is in
general quite true thar this is much greater than the
tax on his privilege of land ownership.

For example, under present conditions, the owner
of an 38000 hopie on 2 $2000 lot with taxes ar a
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rate of $40 per $1000 would pay $320 on his house
apd $80 on his land or 3400 in all, while the owner
* of an empty lot of same value would pay oaly $30.
If there were no tax on houses, the two owners would
each pay the same amount for the privilege of land
ownership, which in Boston for example would mean
approximately twice as much as before. Thus owner
Mo, 1 with a house on his lot would pay only $160
instead of $400, a saving of $2490, while owner Wo. 2
would also pay $160, or twice as much 2s before. The
encouragement to owning homes is obvious.

if we turn to the Assessing Department of the Civy
of Boston for the laresr fAgures available at the
moment, namely to the Annual Report for the year
1237, we find that the total assessed valuation of the
resl estate of Boston was very nearly equally divided
between “land valvation” and “building valuation”,
namely 3728 million for land and $742 millien for
buildings, Since these assessed values were taxed at
the same rate, namely at 3.87%, it follows that the

taxzes levied on the two separate asessed valuations -

were in the same propottion as the assessments, name-
ly, on land 4912%, on buildings 5042 %.

Mow if we compare these percentages with each of
those for the 27 wards of Boston as computed from
the table in the Report oo page 13, we shall see that
a much larger proportion than 507 of the razes on
real estate in the residential wards of the Ciry, is on
the buildings. This 15 the real overtaxation of real
estave, Jt is these taxes on the houses of home owners
that have become such 2 heavy burden. In many
cases these tazes have caused the loss of homes and
they always are a direct discouragement to the build-
ing of houses.

On page 21 is given the table above mentioned
from the Report of the Assessing Department, show=
ing separately the assessed valwation of the land and
buildings of the different wards. To this table has
been added an extez colemn to show for each ward
the percentage of tazes that are on the buildings.

& It will be noted that for Ward 3, the percentage

of valuation of buildings, and therefore the percent-
age of taxes levied on buildings, is only 30% of the
total real estate valuatiom, while in several of the
residential wards iz is more ‘than 709, This is 2 heavy
load for the residential wards to be obliged to carry
becabse of the failure to collect adequately from title
holders in Ward 3 where the average figure for build-
ing values is such a small propertion of the rotal.

However, it does not follow thar alfl ditle holders
in Ward 3 have failed to improve their property ade-
quately. There are in Ward 3 many fine buildings
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sssessed for rouch more than the assessment of the
locations on which they stand, and it is the owners of
these locations wheo have to pay heavy tazes because
athers who are holders of vacan: and undet-improved
locations in Ward 3 do not contribute encugh. It is
equally true that in the residential wards there are
undoubtedly some locations that are vacant or under-
improved whose uwners do not contribute what they
should.

it would be valuable 2t this peint to get some idea
of how the taxes in Boston would have been redisun-
bited in 1937 among property cwners if the tazes on
buildings and personal property had been abolished
and the loss made up by increasing the tax on land,
that is by increasing the amount paid by title holders
for the privilege of exclusive possession of their loca-
tions. It is not possible to give here these figures for
all property owners, but it is possible and of rauch in-
rerest to secure these figures for the groups of propercy
owners a5 represented by the wards of the Giry, The
tocal tazes levied on property owners wete as fol-
lows:—On land $28,179,865.53, on buildings $28,-
724,811.84, on personal property $4,649,402.52, a
total of $61,774,079.80, see page 7 of Assessors’ Re-
port, in the table on page 22 are given in one column
the actual votal taxes levied on property both real and
personial in each of the wards as taken from page 7
of the Report. In 2 parailel column are the tazes

which would have been levied if rhere had been ne

taxes on buildings and personal property, but approxi-
mately the same revenue had been obrained solely from
the privilege of land owning.

Figures are given to the nearest dollar,

These figures are very striking, indicating as they
do how buildings and personal property in most of
the wards are being taxed in order that inadequately
improved property in a few other wards may be
relieved. It appears that no less 2 sum in taxes than
$8,238,000 would have been transferred from cer-
tain wards to others, if instead of taxing property
owners on their buildings and personal property, there
had been raised the same revenue by securing a larger
payment for the privilege of land ownership. The
bulk of the increase would have been in Ward 3 which
contained neazly $0% of the total land value of the
City, but in which the buildings were valued at only
21% of the total building valuation of the City. On.
the other hand the reduction of taxes in some of the
residential wards would "have been tremendous
amouniing to over $09: in Wards 14, 15 and 20, Is
it a wise policy to thus overburden home owners in
order that compensation for privilege may remain
inadequate?
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assessed valuation of the exempt lind of Boston was
in round numbers $234,000,000, Of this sum, how-
ever, $119,000,000 was the value of property owned
by the City itself, leaving a balance of $115,000,006
as the value of other exempt land. This figure as
compared with $728,000,000 for the taxable land,
bears the ratie of 15.6%. Applying this ratio also
to the value of the location rent of the raxable land,
which was  $58,000,000, we get approximately
$2,000,000 for the location rent of the exempt land
not owned by the City itself, and 2 toral Iocation
rent of $67,000,000 as compared with the rax levy of
$62,000,000. The towal location rent of the fand,
taxable and exempt was therefore substansially greater
than the tax levy.

There is, however, 2 consideration nar taken into
account above, namely that the computed figurs for
the total location rent, $67,000,000, represents the
location rent only under the conditions which include
the taxation of buildings. Unquestionably if the
caxes on buildings were remitted, there would be a
substontial rise in the location rent of the most desie-
able locations. How muck this might be is problem-
arical, but it is certain that with over $30,000,000 of
taxes on buildings and personal property removed, the
use value of locations best adapted for construction
of a substantizl nature would be greatly enhanced,

Obviously, a location on which a tax free building can.

be constructed has a greater use value than the same
location would have if any building that might be
constructed on it were to be subject o taxation,
There can be no doubs, therefore, thar z revenue of
$62,000,000 could easily be raised entirely as a pay-

ment for the privilege of holding titles to locations on

the land. In fact it is probable that it could be done
even if the $9,0090,000 of location rent from land now
exempt from taxation wers not collected, or in other
words the exemptions were to be continusd, There s
not much sense then in' continuing to levy taxes on
buildings and tangible personal propesty in order that
the payment for the privilege of holding title vo land
may continue to be less than what the privilege is
worth,

We have next to consider under this subject the
question of public housing and slum clearance. The
demand for public housing and slum clearance is
largely, if not entirely, due to the failure of private
initiative to furnish low cost housing. But is not this
because privaie initiative is stifled by the practice of
penalizing it by means of tazes pn buildings and by
the high prices that have to be paid for loecations on
the land? Today, when private initiztive wishes to
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undertake a large scale housing project, vwo of the
biggest hurdles ve be leaped are cost of land rakings
and the future taxes on buildings.

It would seem o be simply a macter of common.
sense, before rushing into low-rent howing projects
and slum reclamation with the aid of public funds, to
remove, as a first step, the present handicaps to privats
initiative.

PART 4

Subject C.——"Assessment and Depreciation™

Tax assessment is 2 powerful force for good or evil
in. the development of 2 community and hence must
be dealt with in any Master Plan. Business men and
home owners must be relieved, as far as possible, from
the inequality and uncertainty which under our pres-
ent system are almost inevitable, If assured of reason-
able justice and certainty, our citizens can and will
proceed with greater confidence in their owa legiti-
mate activities, and the natural force and interplay of
these activities will more surely promote the sound
development of Boston than enforced compliance
with any specific blue-print that can be made n
advance.

Most of the present difficulties and inequalities of
assessment result from the fact that the assessors must
value buildings and personal property. This is, at best,
an almost impossible task and it leads to the discour-
agement of industry and of the prudent management
of property. Assessors tend to assess most strictly
those buildings that are well-maintained, whether
homes or business property, and to deal leniently with
buildings that are vacant or run-down. Consequently
a penaliy is imposed on adequate improvement and a
corresponding subsidy is afforded to those who rely,-
not on the development of their own property, but
on the increass which may come in the value of their
own land through the services of the municipality and
the activities of their fellow citizens.

Under the revenue system which we propose, assess-
ment would be enormously simplified and made more
certain. If buildings and personal property were
exempt from taxation, the most difficult of ths prob-
lems of assessment would be eliminated entirely. Only
that part of the present task of the assessurs would
remain which requires them. to determine the location
value of land. That task is not easy, but it is far
easier than “appraising buildings, where originil cost,
reproduction cost, quality of construction, nature of
use, and extent of depreciation all bedevil the prob-
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lem and render uniformity of treatment well nigh im-
possible. Land is out in the open and while many
factors enter into its location value, these can all be
weighed and determined in such manner as to provide
at least a reasonable degree of uniformity for parcels
possessing similar advantages of location. And with
the attention -of assessors, owners, and the general
public focused on the single matter of location value
of land, injustices will more quickly come to fight
and be corrected.

" With buildings and personal property exempt from
taxation, “depreciation” will no longer be a part of
the problem of assessment, and property owners, re-
lieved of the present tax-penalty upon repairing and
improving property, will have an incentive to retard
actual depreciation in their properties more effectively
than this could be done by governmental -planning or
control. '

While “depreciation” properly refers only to build-

ings and personal property, it is sometimes used to

describe a decrease in “land value” and therefore
should be mentioned here in that connection. As al:
ready pointed out, the true land value is not the same
as the market price. True value depends on the best
use which could be made of 2 given parcel of land for
production or enjoyment and is correctly measured
by the focation rent. The market price is the value
of the legal privilege of appropriating the location
rent, and it measures merely the net value of that
privilege which remains afcer taxes. For example, two
parcels of land having the same true value for produc-
tion or enjoyment, that is the same location rent, (in-
cluding future as well as present possibilities), will
differ widely in market price if one is subject to a
tax rate of $20 and the other to a tax rate of $40. An
increase in the tax rate will, other things being equal,
tend to reduce the market price of land, but not the
true value, namely the location rent. In fact, a high
tax rate on land, if accompanied by the exemption of
buildings and other improvements from taxation, will
encourage land ownership and sound community
development. It will render available more land at
low prices for those who desire land for production
or enjoyment. >

PART 5
Subject A~ *Political Organization”

The sound development of Boston and the sur-
rounding. communities, whether the development be
planned or spontanecus, would no doubt be aided by
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certain changes in political organization. To strength-
en our democratic form of government and make it
truly representacive, attention should be directed to-
ward the desirabilicy of adopting the short ballot,
proportional representation, a thorough-going merit
system, and a plan for city management in line with
modern ideas of business administration. J& would
probably be worth while to tre-sxamine the entire
machinery of state, county, and municipal adminis-
tration with a view to abolishing certain offices which
no longer serve any useful purpose or the powers and
duties of which could be transferred to other offices,
state, municipal, or district.

Such proposals, however, are incapable of detailed
treatment within the scope of our present undertak-
ing, Furthermore, we consider them  of merely
secondary importance. We believe that in any Master
Plan the factor of primary importance is mot the
tinkering with machinery but the establishment of
conditions .which will best promote sound industrial
and governmental growth, adequate employment,
healthy home and community life, and all the result-
ing incentives of good citizenship. With good citizen-
ship our present political organization, even without
any immediate changes, will serve us reasonably well,
and changes will be made as the need becomes more
definitely apparent. Without good citizenship even
ideal governmental machinery will fail to produce
good government. - :

Our present governmental system in Massachusetts,
—state and municipal, is the result of centuries of
conscientions and intelligent effory, through demo-
cratic processes, to improve the machinery of govern-
ment, It represents an achievement in which - the
citizens of Massachusetts may weil take pride. The
same czanot be said of our haphazard system of taxa-
tion and of its effects upon the prosperity and living
conditions of our. citizens and upon the quality of
their citizenship.

We therefore pass on to a further consideration of
the subject of taxation which we believe must be
dealt with as the factor of primary and immediate im-
portance in any Master Plan.

- PART 6

Subject E—S*Commercial Relations and
Development”

At present commercial relations and developments
are seriously obstructed by taxation of industrial acti.
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vity and by high prices for building locations. This
iz sggeavared by the constant activity of speculators
in titles 1o locations, who endeavor to profic from the
needs of industry by holding out of use, or inade-
quately used, those locations for which the needs of
industry are likely to be the greatest. Industry must,
in effect, pay these speculators a2 substantal tribute
for the opporranity 1o do business,

The esseatials of governmental development regard-
ing location and types of industrial wholesale and
retail cenwvers, ease of access, parking areas, phsical
facilities, and labor supply, can best be left to the
matural force and inverplay of private acdvities when
once artificial restrictions cease to interfere with pro.
duction and exchange. Wherever private activiries of
certain individuals inverfers with the legitimate acti-
vities of others, the correction of abuses can safely be
lefr to zoning ordinances and other applications of the
present police power.

The best way to secure the development desired is
to remove needless and burdensome restrictions by
correcting our system of ralsing revenue in the man-
ner already explained, so that development can proceed
along natural lines.

PART 7

Subject F—"Educational Development”

As already pointed out in Part 1 of this proposed
plan, the presence of educational institutions is 2 con-
tributing facter 16 the amount of location rent in the
community, It is therefore appropriate that what-
ever public funds are spent for educational purposes
should be financed, as far as possible, from the loca-
tion rent fund, Certainly no part of that fund should
be appropriated by private individuals, as is now the
case. Buildings and personal property owned by edu-
cational, charitable, and religions organizatiens, are
now exempt from taxation and would continue to be
exempt under the plan which we propose. It is ques-
vionable, however, whether such institutions, any
more than individuals, should be permitted ro appro-
priate any part of the publicly created location rent
fund. In the long run, it might even be a protection
to such institutions against the unreasoning hostility
which occasionally exists in times of social unrest, if
it were clear that the community received an adequate
price for the privileges granted these institutions.

An indirect but extremely imporrant effect ¢n adu-
cational development in a community would result
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froi the removel of tazed which now repress industey

and home ownership, and diminish employement and
the purchasing power of income. The grezter opper-
vumities for full employment which could be broughe
abont it the Merropolivan areas under this plas would
antomatically cesuic in z higher siandard of educarion
due to the relief from cconomic pressure and to the,
consequent increase i letsure and ehe means necessary
for study and thovght.

PART &

Subject’ J—"Transportation”

“There is great need of 4 wise and far-sighted policy.
in the develcpment of transportation facilities in the:
Metropolitan area and much public expenditure for:
that purpose is vndoubeedly legitimate, provided that
the full benefit of the development accrues to the
community rather than to privileged. individuals. or
groups. :

- ‘Scandals in land takings for the development of

transportation facilities have been notorions. Under

present conditions the expected mncresse in locacion

rents, Tesuliing from public sakings, holds our dan-’
gerous tempiacions to public officials and their fricnds

to engage in land speculation at the public expensa.:

" Even if public oficials and their £iends scrapulous-
ly vefrain from profiving by inside advance inforaa-
tion as o trapsportation developments, the fact res
mains that such developments at present tend to create
increments of value which go not inito the public
treasury but into the pockets of those who merely
hold title deads to the locations benefived.

Furthermore, the cost of necessary land takings will
be greatly diminished. ¥Full compensation will con-~
tinue to be paid for the fair market vafue ¢f all prop-
erty taken and the cost of taking buildings and im-
provements will be ne less than at present.. It may
even be greater, for 2 tax-free building will have a
greater, fair marker value than a building that s cax-
able. But the cost of zaking land will be vascly less
than at present. As already pointed out the increased
proportion of the location reat taken by the munici-
pality does.not decreass the real value of the location;
but does decrease iis suarket price. ‘The public wiil no
longer be obliged to pay exorbitant prices vo buy back
values which the public itself has created,
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PART 3
Subject G Recreabinnal Development”

What has been already soid in regard to transports-
vion development applies alse 1o recreational develop-

et I both cases, the first and most important step
15 to change the present system of maising revenue so
thav all the advantages obtained dhrough poblic ex-
penditure shall be realized in full by those who pay
for them,

PART 10
Subject H.""Welfare Systems™

We in Massachusetts are jusdly proud of our health
and hospital agencies and of the high levd of public
spiriv evidenced by the grear contributions to the
Greater Boston Untted War Fund and other com-
munity funds, Do not most of ns, however, fail to

eadize that muany of these agenciss and much of these
contributiens ought not 1o be needed and would not
be nzeded i the cconomic condizivn of the people of
the Commonwealth were to be substantially improved
as it should be? It can hardly be dovbied that unem-
ployment and poverty lead to ignorance of sapitation
and hygiene, and thar poverty and ignorance together
rvake healthiul condrions impossible. To follows that
an MAprovement 1n economic conditions is of the frst
importance in the war against disease. At the present
time our system of ralsing revenue i anvagonistic to
such improvervent, How can we expect to secure
proper living conditions when every tenement im-
provement i penahzed by tazes, and rthe prices of
locations ean be driven wp by specuiators in the prie
vilege of land ownershap?

PART 11
Subject F.~—"Citizen Participation”, and

Couclusion

Under the heading “Scope”, The Boston Contest
requires the contestant to outline definite procedures
for the adoption and carrying through of the poli-
cies 2znd measures recommended. Therefore, it is
incumbent upon ur to suggest the practical steps
toward the abolizion of taxes on buildings and per-
sonalty and s corresponding increase in the collec-
tion of Iocanion revi. As already shown the present
tax on so-called “land value™ is a partial collection
of location rept and, therefore, a simple wav o pro-
ceed might be sxpressed as followsi— “Shift the
invidence of raxation from buildings and personaley
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co dand as rapidly as may be possible™. This plan,
however, i por a5 simple a5 i appears ag frsc sighe,
heeanse When we stiempt to secure the moreased
“Tamd zaz”, the sclling price of the land, a9 already
explained, will be reduced; or, in other words, the
increased vax will ieself couse 2 reduction is the value
on which the tex i based.

Zyentually i all or nearly all the locacon rent
s 1o be taken a5 a tax, it will be 2 betzer plan o
ealie zs the basis for assessment, the location reot
jeself capitabized at the current rate of inwerest. In
such case it will be the location renr which it will
be the duty of the assessors o evaluate and capitalize.

in order, however, to make any change in the in-
cidence of tazation, by taziag land st 2 higher rate
than buildings, something more than legislation is
necessary in Massachusetss, mamely an amendmest
to the Constitution, 28 the Constitution pow requures
that taxes on propercy shall be “proportional”. Ikt
should poe, however, be very difhoule to secure the
necessary change as soon as the presest conditions
are wnderstood and the need of change s appreciared.
T fact, abour 30 years agp, an auiempl o Temove
the ward “proporional” frem the Constieution of
Massachuserts was very nearhy snccesstul, and as far
as intangible persopaley v concerned the requirement
of proportionality was abolished by securing an
amendipent to the Constiturion permitting the levy
of an ineome tax on such property and relieving it
tltogether from the general property rax. Meverthe-
lese, as long as the Constitetion remains unchanged,
the plan of shifting the lncidence of tamadon from
buildings 20d sangible personal property vo land,
canpot be carned out,

Bup thers is another way of looking at this ques-
vion, ¥t has slready bepn pointed our thar the so-
called “land tax™ is not really 2 tax a¢ all, bue eacher
2 parcial pavment for a prvilege the value of which
is measured by the location remt. It would seem
shen thar, without o construtional amendment, we
could abolish ol ra
personal  properiy and  instesd secure the needed
revenus by raking 2ll or paet of che annual location

o5 on land, buildings and wangible

pent x5 2 payment for the privilege of possession, a
privilege having value because of the services smude
gvailable by the community., The aguestion may
well be caised whether there is 2nything in the Con-
seitution which would prevent our lacal and stare
governments from demanding payment for privi-
leges conferred and services rendered by dhe com-
munity,
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