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WHEN THE WOHRLD ECONOMIC
CRISIS WILL ‘REALLY’ COME . . ..

AFTER the Great Crash of
October 19, what next?

The collapse -of the stock
markets hurt people who gambied
their monéey on shares, The real
economy has not been directly
damaged. Not immediately, any-
way. But the serious problems for
empioyees and the captains of
industry and commerce will
now begin.

To trace the reasons why we
should expect far worse, we rust
go back to the last major stock
market shake-out, in 1974, when
the market economies dived into

the deepest recession of the

postwar years,

The drop in the value of shares,
in 1974, was a reaction to the
recession. The drop did not
cause the collapse of two
German and US banks: these
were symptoms of underlying
market weaknesses.

My analysis of the 1974 reces-
sion showed that the global
problem, between the years 1969
and 1973, was the intense
speculation In real estate. This is
what happened:

o Money was diverted away

from investment in industry and

comiaerce.  Speculators could
make easy fortunes by buying
and selling land. New financial
institutions were created — the
“secondary” banksin Britain and
the Real Estate Investment
Trusts in the US - to funnel
money awdy from entrepreneurs
who create jobs.

e House prices and rents rose
so high that families were left
with less to spend on consumer
goods such as television sets, cars
and refrigerators. This led to a
cut-back in employment, and

JANUARY/FEBRUARY

By FRED
HARRISON
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damaged international trade.

¢ The construction industry
contracted, because  entre-
preneurs could not afford to pay
the prices which landowners were
demanding for their sites.

This story was repeated in all
the major trading nations of the
world.

WHO CAN blame the spec-
ulators? They were behaving
rationally. Profits from industry
were on a long-term downward
course, while the yields on land
deals were on an upward track.
So it made sense to switch into
land.

But by pushing land prices and
rents above the levels that could

‘be supported by the economy,

everyone else suffered. The pro-
ductive sectors, which manufac-
ture goods and provide services,
were forced to cut back their
activities. This reduced people’s
spending power and guaranteed
the recession.

In other words, even if OPEC
had not squeezed more oil rent
out of the world’s miviorists in
1974, the crash would have
happened!

WHAT CAN we expect now?
Cash-rich investors will turn
away from stocks and shares,
and look for crash-proof
investments which will “guarantee”

them growth in capital values.

That means buying land!

The Japanese, who have had
their bank balances burnt on
Wall Street, will now buy real
estate in the capitals of the world.
They will certainly not turn to the
already over-heated Tokyo
property market, where the price

. ofland already makes up 80% of

the cost of a house.

This switch in investment
policy will generate its own
excitement, leading to yet another
great period of speculation to
match the boom of 1969-73.
Based on my reading of historical
business cycles, I confidently pre-
dict that the next major economic
recession — the one that will cause
widespread unemployment and
business closures — will occur in
1992,

This is not an arbitrary date.
The market in land values
operates on the basis of an 18-
year cycle. An if yvou add 18 to
1974, yvou get 1992!

The difference next time,
however, is that the market
economies will be much less able
to cope. Thanks to the Third
World debt, the financial system
is vulnerable because of past mis-
takes, and will not have the
resilience to bail-out the collaps-
ing banks.

And the prevailing no-nonscise
political piilosophy of leaders
like Prime Minister Maigaret
Thaicher will make governmeats
less sympathetic to the wails of
anguish that led Washington and
London to launch the Lifeboat
Operation that saved many
shaky propérly companies last
time,

Continued on Pags 4 g
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IS IT possible to prevent the next
great slump? Not this time. Presi-
dent Reagan’s tax-cutting poli-
cies have left people with more
money in their pockets, and the
result — again, proved by history
— is the tendency to push up the
price of land.

In Britain, Mrs Thatcher’s
decision to abolish the property
tax on private homes will give an
extra boost to house prices.
According to one analyst, the
price of a modest two-bedroomed
terrace house in London, valued
at £85,000 today, will be priced
at £259,000 in 1992. Consider
the impact on High Street sales
of such an attack on the family
budget!

In the long run, the only way to
stop land speculation is to
introduce a tax on the value of
land. Denmark has the most
sophisticated system of land
valuation and taxation in the
world. Economists ought to
examine the macro-economic
implications of the Danish sys-
tem. Some of the issues they
ought to study include this:

® By raising more revenue
from the value of land, rather
than from wages or profits, peo-
ple would be left with more
money to invest in capital equip-
ment or to buy goods from the
shops -which in turn creates
jobs.

LAND speculator Nicholes
Van Hoogstraten believes
the best profits have already
bean reaped out of the
current cycle in land values
in Britain. The owner of an
astimatad 400 praoperties, he
says:

“l only have properties as
investments, theugh not for
fong in Britain, The market is
about to colapse. People
buying now are mugs. Mugs.
People have short memories
or no knowledge of the pro-
perty game.” The multi-
millignaire, baring his soul to
the London Observer {Nov. 8}
explatnad: I got into land in
the Bahamas which was
geing for nothing. Where |
was clever or lucky was
when | got out. All markets

always get in at the bottom
and get out at the top. As
long as you gat in 2nd got out
you make money,

"{ saw land | had bought
for nothing or £300 an acre,
go for six, eight, ten thou-
sand an acra. It was colossal
monsy in those days.

“I'm one of these peopls
weha's always had a natural
ingtinct for knowing whan
enough's enough. | pulled
the whola lot out and put the
moneay in Switzerland.”

Mr Van Hoogstraten, one
of London's no-norsense
landlords, kas coms a long
way since he was sent to
prison 20 years ago. The
judge said: “This young man
iz & sort of self-imagined
devil. Ha thinks that he is an.

e Nickolas van Hoogstraten go

in cycles,

You can't emissary of Beslzebub.”

© Margaret Thatcher

e A number of countries use
land value taxation to a greater
or lesser extent — including
Jamaica, Australia, South Africa
and Taiwan ~ but they are not
gaining the full benefits because
the ultimate success of the land
value tax depends on the size of
the tax rate. It is most effective
when the rate is high — which
allows the government to reduce
the other taxes which domage
people’s incentives to work.

BRITAIN is an example of a
country in desperate need of the
Danish tax treatment, For
although builders say they can-
not get enough land to meet the
demand for new houses, 500,000
acres lie vacant in the centres of
our cities, Because these sites are
free of taxation, the cost of
speculating in the future value of

land is zero.

But if Denmark’s land tax was
adopted, Britain would immed-
iately enjoy an urban renaissance,
The speculators would release the
land onto the market at a price
which people could afford!

I fear that it is too late to learn
the lessons before the next Big
Crash of ’92: but hopefully land
speculation, the economic disease

of the 20th century, can be

banished by the time we move
into the 21st century!

* FRED HARRISON's The Power in the Land
{London: Skegheard Wahayn, 1983) traces the
200-year history of land value cycles, and
analyses them in terms of their impact on four
sconomies: the USA, Australia, Britain and

Japan.

DANISH MEMO TO MARGARET THATCHER

O /n the March/April issue of Land and Liberty Fred Harrison reports
from Copenhagen on how Denmark values and taxes its land.

LAND AND LIBERTY




ASK ANYONE involved in real
estate developinent whether of
office parks, high rise buildings
or residential homes what the
single greatest obstacle to profit-
dble development is, and the
answer will be the same: the cost
of land.

Land values have skyrocketed
during the past few years from
Maine to Virginia and in many
other parts of the country as well.
Yet we hear again and again that
the bottom has fallen out from
under mdjor regional economies
from Houston to Anchorage and
those “heartland” cities affected
by the decline in agribusiness.

Speculative building brought
on by rising oil, grain and other
coinmodity prices sits empty as
business failures and rising
unemployment create a buyer’s
market, The problem in the
Northeast has been just the
opposite,

Boston, New York, Phila-

delphiz  and Baitimore  all
experienced their period of decay
in the 1960s and early 1970s.
They suffered through the aban-
donment of their urban cores, the
loss of manufacturing jobs and
an eroding of property values
and their tax bases. In response,
they slowly diversified into
centers of high technology,
governmciit operations, finance,
ingurance and other service-type
industries, Global economic for-
ces of the last four years have
given these areas a major shot in
the arm (although painless only
thus far),

Perhaps the most important
but negiccted observation to be
made is that American con-
sumers with faiily stable incomes
have benefited imnensely by the
collapse in world demand for
goods and services; the world’s
debtor nations and their pop-
ulations have been forced by the
need for foreign reserves to cur-
tail domestic demand and export
everything they can produce.

As a result, the world’s remain-

JANUARY/FEBRUARY

on landowners

EDWARD DODSON reports
from Philadelphia

ing consumers have been flooded
with. low cost goods. The corres-

ponding decline in global demand

for financial credit forced down
interest rates as well, despite the
ever-growing demand by the US
government for deficit-generated
borrowings,

What seeins to have escaped
the atiention of economic policy-
makers and analysts is that each
of the reductions in the cost of
money and the cost of goods have
been effectively capitalized into
higher lund values.

For owners of land and
buildings in areas of strong
demand, tremendous unearned
gains have been received {adinil-
tedly realised only if they have
actually sold their properties).

Families who have taken their
gain asually put it right back into
the puichase of another residen-
tial dwelling. Chances are that
the new home increased in price
as much or more than the one
sold. The retiring Boston couple
selling their home and moving
outside of the Noriheast may be
taking a good portion of the
increased land values with them;
and, perhaps we should not
begrudge them. this “nestegg”
But a growing number of familiss
are being seriously harmed by
rugaway increasesin land values,
which is a very real social
probierm.

Unfortunately, our well-intent-
ioned representatives and govern-
ment cfficials are moving in a
direction that will only make the
situation worse, Instead of
attempling to understand and

work within the dynamics of
market conditions, they are
ready to put another $11-$16
billion more into the pockets of
existing landowners.

Mortgage lenders have become
very concerned over the issue of
housing affordability for the
young and lower income family
groups, For these buyers the
economic pressures can be very
great indeed. A generally-
accepted principle of lending is
that a homebuyer’s monthly
obligation, including taxes and
insurance, should not exceed 25-
28% of total monthly family
income; at levels greater than this
the likelihood of financial dif-
ficulty causing a loan default is
an ever-present threat.

Based on a very conservative
median housing price of, say,
$100,000, a buyer would need
around $9,000 in cash and an
annual family income of almost
$50,000 in order to borrow
$95,000 at 10% over 30 years.
Based con the median family
income figures for even two-
income families, a large segment
of cur population is thus effec-
tively priced out of the market.
An additional observation that
can be made is that a large num-
ber of existing homebuyers could
not, based on family income,
afford to purchase the homes in
which they now reside.

Government now wants to sub-
sidise the purchase of homes for
those whose incomes are too low
for them to afford housing. Two
primary tactics are followed:

¢ make the financing more
affordable by subsidising the rate

Curtinued on Page 6 ¢
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of interest
borrower; and

¢ subsidize the purchase of
land so that housing can be built
that will give the developer a
market rate of return but permit
the purchase price to be lower
than if the building lots has been
directly acquired.

In the first instance, the tax-
paying public (including lower
income families themselves) end
up absorbing the interest subsidy
in the form of higher taxes and/or
higher costs for government ser-
vices. As always, the lessons our
elected officials have no desire to
acknowledge is that there is no
“free lunch”, Programs that
transfer financial resources must
come from either taxation or
borrowing.

Intérestingly, the distribution
of the tax burden tends to treat
landownership lightly and labour
harshly. As a consequence, that
portion of the population best in
a position to lend government
money for programs — and
receive interest income in return —
also tend to be the nation’s (or the
world’s) large landowners, who
directly benefit from the corres-
ponding rise in land values.

The same principles are at
work in the second scenario; we
are all putting more money into
the landowners’ pockets, inas-
much as they receive a market
price for any land sold to the
government as an intermediary
purchase. The subsidy given to
the developer is made up for with

paid by the

s Ed Dodson

revenues raised by taxation of
wages and taxes on other
productively-earned income.

Public policy fails to address
some very clear économic prin-
ciples. Land is a relatively scarce
commodity; its supply cannot be
easily increased.

Special opportunities given to
buyers or land in the marketplace
beyond a certain level will change
the relation between supply and
demand; and, if lower interest
rates or price subsidies or higher
maximum loan amounts are
granted to a large enough num-
ber of potential house buyers,
those in control of land will,
naturally, increase the asking
price.

At the new, higher price level,
the number of families able to
afford the price demanded will
have fallen. A new demand/
supply equilibrium price is
established. The market "cap-
italizes all of the subsidies and
giveaways into higher selling
prices.

There is a solution to this
dilemma, one that is deceptively
simple. If we can agree that the
root problem to be solved is the

DIPLOMATS in Tokyo are paying the
price for the city's high land prices.

Astronomical rents have forced
17 African and Latin American
embassies to gather in one office
block.

Even relatively rich nations have
been forced to economise. Oil-rich
Venezuela switched from ’its opulent
building to the diplomatic ghetto,
which is at bursting point.

But the escalating land prices pro-

Diplomats in a squeeze

vide windfall gains for some of the
foreigners, The Philippines now plans
to cut its national debt by selling off
part of its lendholdings in Japan.
which are valuad at £281m.

The British are [(diplomatieslly}
laughing at the misfortunes of their
colleagues. For under the terms of
their lease, which dates back to
1873, they pay a peppercorn rent for
a spacious site which is valued at
£1.7 bn.

runaway cost of land, public
policy tools can be applied that
will stabilize land prices and,
hence, the price of housing as
well. The opportunity to do so
rests in the taxing mechanism
and the way people react to the
taxation of property. .

Adam Smith was one of the
first to observe that taxes on pro-
ductive activity (such as housing
construction) will tend to add to
the cost of the end good or service
and thus discourage its produc-
tion. Taxes levied against static
activities (of which land
ownership is a prime example)
tend, conversely, to stimulate
production.

The reason for this is easy
enough to see. If I own a parcel of
land worth $100,000 today and
its value is increasing at 109 per
year, the land will be worth
$110,000 in & year and I will have
gained $10,000 without lifting a
finger.

If this land were taxed at 10%
of market value, however, my net
gain is zero and I will be induced
either to develop the land myself
or put it on the market for use by
someone who will, The more land
thus coming on to the market, the
greater will be the pressure
toward stabilization of the cost of
land for development,

The issues raised by this pro-
blem involve more than just
economics. Is justice not better
served by a system of taxation
that rewards our citizens for their
productive contributions towards
society, as opposed to the current
structure, which perpetuates the
transfer of wealth to- those who
gain by simply holding onto
land? Landowning itself pro-
duces nothing, yet gives to
titleholders an unearned claim on
the fruits of the labour of others.
To the extent this continues we
not only discourage economic
growth but expose our demcc-
ratic system to a deeply-rooted
injustice.

LAND & LIRERTY



AFTER THE STOCK MARKET CRASH .. ..........

Docklands

NORWEGIAN land speculator Niels Bugge
believed the propaganda: London’s derelict dock-
lands, just a mile or two east of the flourishing City,
was the crock of gold at the end of the rainbow.
On October 18, the day before the stock market
crashed, his three-acre site in Limehouse was
valued at £10in. That is what it cost him, aind there
were plans to build houses and a health centre for
the city yuppies who were pulling in over £100,000

for buying and selling shares with
other people’s money.

“This is the area of foture pros-
perity,” he predicted, as he cast
his eyes over the disused ware-
houses on the edge of the River
Thames.

After the crash, the value of
that land is anybody’s guess,
Property companies that spec-
ulated heavily in Docklands were
hurt more than most by the crash
of *87, _

Some good will come from the
disaster if the policy-makers
learn the lessons from history.

¢ A vast tract of precious
land was allowed to decay into a
wasteland for over a decade, their
communities allowed to collapse
through neglect, Existing land
tenure and tax policies failed to
pressure the property owners
into adapting their assets to the
new uses that would allow the
local community to organically
evolve new forms of economic
activity, in order to preserve the
vitality of the area.

* The Conservative Govern-
ment’s decisio, in 1980, to force
action through an Urban

JANUARY/FEBRUARY

ANALYSIS: Fred Harrison
PICTURE: Keith Hammaett

Development Corporation — a
bureaucratic body with power to
compel owners to relinquish land
to others, if they did not want to
use it themselves — encouraged
developers to adopt projects that
were singularly inappropriate for
the needs of the capital.

The government’s agency,
backed by the big speculators
and their agents, hyped the area
with grandiose plans aimed at
luring away some of the profits
made by the financiers who
worked next door in the City.
This entailed large, expensive
developments. The unemployed
dockérs and their families were
squeezed oui by the Big Boys
who moved in with schemes for
conference halls and yachting
marinas for the corporations
and the rich playboys.

Some speculators were going
to “make a killing” — until the city
crash. When that happened, the

NIELS BUGGE: His A-Z zeal induced him to buy all the houses in thres
streets in London, alengside the Thames — banking on a long-running
beom in the City.

value of the shares of property
coinpanies that put most of their
eggs in the Docklands basket
suffered more than most.
NEILS BUGGE planned to
borrow £150m in 1988 to invest
on his Limehouse site. But in a
space of two weeks his company,
Jacksons Bourne End plc saw the
value of its shares drop from
785p to 415p. Big Bang — the
computerisation of the Stock
Exchange — blew up in the faces
of Mr- Bugge and his fellow
speculators.

Demand from the City for
expensive homes and offices near
the Bank of England has disap-
peared. Some financial com-
panies are expected to close down
and return to New York and
Tokyo; a few had already started
sacking employees before the
crash. And that is why Mr
Bugge’s future is in the balance.

Said Robert Beckman, the

*

American financial consultant

- who has long predicted a major

economic crash: “We have had a

Continugd on Page 9 &
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FELIX UGHAMADU on Nigeria's need for a vacant land tax

- The State Governments of Nigeria are sitting on “gold mines”
- the rising value of land, argues the author, who is a lecturer
in estate management at Anambra State University of
Technology. In the Nigerian Herald he wrote: * This ‘gold
mine’ can be compared to a ‘sleeping’ volcano which can
erupt anytime.” In this article for Land & Liberty he argues
that State governments ought to tap this revenue for invest-
EaEEmo&m_inonm. .

IT IS THE duty of a responsible and progressive government to
ensure that land, its most valuable resource, is carefully managed
and utilised with maximum efficiency for the benefit of all
generations.

Some basic social services are in danger of immediate collapse. Most
state governments have been hard put to find the funds with which to
meet even recurrent commitments, To stay afloat, state governments
have had to borrow from domestic and foreign banks and the federal
government. This is not to say that the funds are not there in the real
sense, but that it has failed to tap revenue from vacant land.

Vacant land is different from other private real estate in the
following ways:

¢ Vacant land is the only private real property which produces

nothing;

® The value of vacant land appreciates, thanks to social efforts: the

land owner contributes nething to this process;

® Vacant land is the only pivate real property which does not dep-

reciate and requires no maintenance.

Vacant land causes unrest because its owners will one day enjoy
unearned income, as prices rise. A tax on this land would prevent

speculation and bring more land onto the market. This would increase.

the supply of housing and reduce housing prices. It would also stimulate
the development of the construction industry and promote economic
progress and prosperity.
FOR THE purpose of taxation in Nigeria, urban vacant land should be
defined as private land on which the buildings and other improvements
have a value less than the open market value of the vacant land.
Public services and developments enhance site or land values: hence
the moral argument that these community-created values should be
taxed. : ,
The taxation of urban-vacant land encourages new development,
stimulates better land use, promotes the replacement of obsolete pro-
perty and enables local authorities to obtain substantial revenue. Inno-
cent investors lose millions of naira annually through property tax on

KADUNA !
oK

NIGER STATE -

OYQ STATE
_%mamn

& Abeokuts
§ DGUN AT

ejap-—

BENDIEL
STATE

real estate, while speculators k
create unemployment. The rest
prime sites vacant and thus c:
munity’s need for space on wi

These speculative acts can be
urban vacant land. It is comme
centage of its open market v
measuring 18,29 X 30.48 m si
30,000 - 45,000 in the open m

If an urban vacant land tax .
government will realise betwee)
ofland is known to have been s
and Naira 10,000 - 30,000 cou
most urban areas in Nigeria.

Since vast areas in Nigeria a:
towns and cities, the urban ve
base for a property tax to ai
revenue for the provision of :
etc.

The owner of vacant land s/
years, and the owner of land or
the open market value of the la
reconstruet his building within
say, 5% of the market value of
failure to use the land.

Obstacles that hamper the in
tive land administration and v:
of the exercise, absence of suit
putes, lack of qualified persc
owners, and an unprogressive

Urban vacant land tax shouk
ves. It is operating in the Ivory
tralia, United States, Taiwan,
etc., with satisfactory if not sta
work in Nigeria.
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yductive lands “idle” and thereby
at owners are encouraged to hold
talise on the growth of the com-
work and live.

1by shifting the property tax onto
ice to assess vacant land at a per-
n Enugu, a vacant plot of land
in Uwani sells for between Naira

m the capital value is applied, the
- 1,500 - 2,250 per annum. A plot
yver Naira 1min Lagos and Kano
1average price in choice places of

vacant, even at the centre of most
nd tax would be an appropriate
omic development and generate
electricity, good drinking water,

ie told to use his land within two
the building is valued at less than
uld be notified to alter, extend, or
ars. An urban vacant land tax of,
1should then be applied in case of

-don of such a tax include: ineffec-
1systems, excessive politicisation
peal machinery for handling dis-
opposition from some property
vative government.

+sued with all the zeal that it deser-
Kenya, Zambia, Denmark, Aus-
Korea, Colombia, South Africa
eneficial results. Hence it can also

JANUARY/FEBRUARY
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holocaust in the City. Investors
should be extremely cautious
about lending money to spec-
ulators with property in Dock-
lands. It is not a particularly
attractive area, and property
values have been talked up by
the speculators,”

Observed property analyst
Alec Pelmore, of merchant ban-
kers Morgan Grenfell: “People
who have assumed a lot of ‘hope’
value are having to rethink their
plans. That’s the message of the
market. Anyone who has bought
sites i1 Docklands to build
residential property may find the
values are falling rapidly, and
won't be able to make the
arithmetic work. Most people are
hazarding that property values
will fall,”

Mr Bugge hopes these forecasts
are wrong, and one baroineter
will be the price of the three
streets he bought in Southwark,
on the south of the Thames near
the City,

Each house was bought for an
average of £30,000 and before
the crash he placed a value on
them -~ two years after purchase
- of £100,000. But according to
Mr Beckman:

“Those streets are not in a
desirable area. Rich people prefer
to live in Mayfair or in the Surrey
countryside, the ‘stockbroker belt’,
The value of the houses depended
on a flourishing city market in
stocks and shares, but £150
billion was taken away from the
value of British assets in two
weeks, So those houses near the
city are over-valued.”

THE FUTURE for property
companies — the ones heavily
exposed to the North American

economy, which is expected to go
into recession this year, or the
City of London — depends on
trends in interest rates.

We can now expect a two-tier
mterest rate system. This is what
happened in the depression of
1974. Financially sound com-
panies benefitted from lower
interest rates, but property
speculators found themselves
paying  record-high  rates,
because their houses were built
on the frothy bubbles of a
speculative- boom.

Whatever happens now, to the
economy, the future of the Doc-
klands is bleak, It will take a long
time to recover money paid for
the land in the last two years.
Unfortunately, the financial dis-
tress will discourage private sec-
tor investiments in other inner city
areas.

But it is unlikely that Mrs
Thatcher’s government will learn
the lessons of Dockiands. Lumpy
investments steered by planners
of the private and public sectors
is no substitute for relatively
small-scale developments which
meet the perceived needs of a
flourishing, diversified — whole-
some — community,

Why didn’t this happen? The
owners, like the Port of London
Authority, were unwilling to
relinquish their land to other
users at affordable prices until
they were bullied into it by the
government. They were able to
get away with this dog-in-the-
manger strategy because there is
no carrying-cost on vacant land.

That suggests the need to
impose a tax on site values, to
ensure that land is continuously
recycled into new uses in tandem
with the changing technology,
trading patterns and tastes of
the community.



Just how

will a

land tax play in

p—— -

SEEKING to emerge from a crip-
pling recession, Pecoria, Illinois,
has voted that new construction
in a large sector of the city will be
nearly tax-free for the next
decade. There will however, be no
abatement of -taxes on land
values,

This is not a land-only pro-
perty tax of the Aaustralian
variety. Nor is it the Penn-
sylvania approach of uniformly
higher tax rates on land than on
buildings. Yet the Peoria measure
effective as of January 1987 sub-
stantially  shifts taxes off
improvements and on to land
values.

“See how it plays in Peoria.”

According to an old cliché, this
is where one tests new ideas.
Mayor James Maloof takes this
cliché about his mid-American
city of 130,000 people as a com-
pliment: “We have a reputation

10

. Downtown Peoria and ‘the Minois River. The impa

e IR

ct is going to be considerable.

of being kind of fussy about what
we like.”

The mayor enthusiastically
promotes the abatements, “This
is what I campaigned on two
years ago. I took on City Hall
and the Chamber of Commerce,
saying we had an Enterprise
Zone but no incentive package to
go along with it.”

The abatement applies within
the 6.2-square-mile Enterprise
Zone which, explained City
Development Director Quentin
E. Davis, has two parts. Firstisa

kind of
Peoria?

¥

Picture: PEORIA .\O.C.,._.ELM. STAR

somewhat decrepit industrial area
along the Illinois ‘River, with
buildings dating back to the turn
of the century, and adjacent

commercial portions of the
downtown.
Second is. Pioneer Industrial

Park at the northwest edge of the
city, developed in the 1960s. The
two areas, miles apart, are con-
nected by a three-foot-wide strip
down the center of a street.

New buildings in' the first
section will enjoy 75% tax abate-
ment of their property tax rate for
five years and then 45% for the
next five years. Abatements in
the second section will be 50% for
five years, then 42% for the
following five years.

Why these different formulae?
Residents pay property taxes not
only to the city and county, but
also to separate jurisdictions that
manage schools, parks, a junior

LAND & LIBERTY



college, the airport, mass transit,
sewers and so forth. Many of
these taxing jurisdictions have
noncontiguous borders,

The city and county, for exam-
ple, “went all the way” with
100% abatement for 10 years,
said John L. Kelly, vice president
of Shearson Lehman Brothers,
who has campaigned intensely
since 1984 for untaxing
improvements.

The Peoria School District,
whose territory includes the
riverfront-commercial area,
adopted a 50% abatement for
five years,

“We're behind it and hope it
works,” said Marilyn Ketay, pre-
sident of the Peoria School Board.
“If it helps the city grow, the tax
base will grow, Without business,
we won’t need schools. It's a cir-
cular thing,” If abatements work,
she feels the board may extend its
participation beyond five years.

The Dunlap School District, in
contrast, which covers the Pioneer
Park portion of the Enterprise
Zone, did not approve the abate-
ment, fearing it would lose
revenue.

“Lose money from abatements?
Heavens no!” challenged Mayor
Maloof. “You win because you
are attracting business that might
have gone to South Bend or some
other city. You are helping exist-
ing, home-town businesses to
stay and grow.

“These firms supported the
city for years; they have paid
their dues. You are creating new
jobs, new salary base, new tax
base, and we are not giving up the
land tax base.”

The mayor called adoption of
the new tax policy “an awaken-
ing procedure” for Peoria, a city
that had been affluent for years, a

city proud of its symphony, ballet

and rnuseus, but a city seriously
wounded by the decline of Cater-
pillar and other manufacturers.
“Now we are aggressively
competing with other cities
acress the country and even
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Mayor James Maioof

arcund the world, and the
benefits of the tax incentives are
going to be wonderful,” added
Mayor Maloof.

Bob Marcusse, President of the
Economic Development Council
for the Peoria Areas, said: “My
feeling is that this kind of pro-
perty tax relief is going to have a
very positive impact. Companies
are already showing interest.”

Marcusse called abatements
“the most significant part of the
package” of state-local incen-
tives for firms within the Enter-
prise Zone, Other features
include ¢limination of sales tax on
materials for new construction;
applying the cost of a new physi-
cal facility as a credit against
state income tax; and modest
grants for the rehabilitation of
older buildings.

Janice Kepple, vice president
of Peoria’s Commercial National
Bank, who serves on the
Designated Zone Organization,
appointed by the mayor to help
make the Enterprise Zone suc-
ceed, said the group spent a year
seeking “innovative ways to
make our area attractive.”

One thing she likes about tax
abatement is that “it doesn’t
erode the current tax base”, Ms,
Kepple is planning a direct mail
campaign and other methods to
alert businesses to their new
opportunities.

How will abatements affect
assessments? “Not at all”, res-
ponded Bradley E. Horton, the
elected assessor of Peoria Town-
ship which embraces the city. “I
just go about valuing properties
the same as before,

“Since we already assess land
and buildings separately, this
poses no change for us. I deter-
mine how much value has been
added to buildings and to iand,
equalized according to Illinois
law at 33% of market value. I
simply report these values to the
county clerk and treasurer, and
the county applies the rates and
abatements enacted by each
governing body.”

Horton said he takes a wait-
and-see attitude about the impact
of abatements. Yet, looking at
what other areas are doing, he
commented: “We may need
something like this to compete to
keep industries like Keystone
Steel and Wire and to attract
regional insurance offices, for
example.”

Meanwhile, Horton’s assess-
ment office will track the value of
all new construction within the
Enterprise zone so analysts may
compare this data to construc-
tion activity in areas outside the
Zone.

The Real Tests. Will this partial
land tax within a restricted seg-
ment of one city make a notice-
able difference? If it does, says
Kelly, jurisdictions which were
reluctant to go “all the way”
within the Enterprise Zone, may
change their minds for the second
five years. “Beyond that, we may
see that it makes sense to adopt
something like this for the entire
city or the entire county — not
only for a decade but as a perma-
nent policy.”

In Britain and the United
States, enterprise zones have
been criticized because special
provisions to help depressed areas
tended to bestow excessive
benefits to landlords within the
zones. By specifically not abating
taxes on rising land values,
Peoria’s-approach is intended to
spread benefits to the general
community. This  heightens
interest in the ten-yvear experi-
ment that Peoria has just
launched.
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COLLECTING revenue from the products of
labour discourages economic growth. Conversely,
collecting revenue from the rent of land encourges a
heaithy economy. That much was established in
theory 100 years ago, and it has been proved in
practice here in the Republic of South Africa.

A study in 1982 showed that there had been a
steady swing away from rating improvements and
towards collecting revenne from land vatues only. It
can now be shown that about 70.6% of all township
growth has taken place in towns and citics that rate
land values only.

DEFIN{TION OF TERMS

Rating: collection of municipal revenue based on the valyation
roli expressed as cents in the rand per annum. This can
also be expressed as a percentage.

Flat Rating: Rating based on the total value of land or site
plus improvemnents.

Composite Rating: A twa rate system; higher on site vaiue ang
lower on improvements,

Site value Rating (S.V.R): Rating based on site value only; noth-
ing on improvements.

Out of 256 towns for which information was
availablein the 1985 South African Municipal Year
Book, 96 towns each had a total valuation of land
and improvements below R20 m and together
account for only 1% of total valuation for South
Africa. A further 48 towns with values of between
R20 m and R30 m account for only a further
1.36%. Divisional councils and Peri Urban Boards
or new townships made up a further 10¢ 10%. The
main municipal valuation lies in 112 towns with a
total valuation of approximately R60,000 m or say
86% of total improvement value.

The tables describe the trend in township growth.

TABLE 1: The Swing from Taxing Puildings to Taxing Site Values
1951 1969 1979 1984

RATING No. of No. of MNo. of MNo. of
SYSTEM Towns % Towns % Towns % Towns %

GODFREY DUNKLEY
reports from
Johanneshurg

towns where the growth takes place. Table 2 com-
pares 112 towns each with a total value of over R30
million in 1984 official figures compared to the top
125 studied in 1979.

TABLE 2: Large Towns: Each Ovsr R20 Million Total Valuation

Rating 1979 1984
System

Mo. % Value Mo. % Tota! Value
‘Rands, m %
Fiat or

Total Value 20 16 16.5 12 10.7 62325 104

Flat Rate 187 58 114 37 1000 32 61 23.8
Composite 23 31 08 35 102 33 97 379
S.V.R. 36 LN 88 28 108 35 28 38.2
TOTAL 322 100 310 100 310 100 256 100

In 33 years the number of towns on Site Value
Rating has increased from 11% to 38.2% and Flat
Rating reduced from 58% to 23.8% The towns
remaining on Flat Rating include alarge number of
small towns which show Ilittle growth, The figures
are more significant when one looks at the larger

12

Composite 45 36 24.2 38  33.8: 121035 20,2
Site Value B0 48 60.3 62 554 415087 69.4
TOTAL 125 100 100 112 100 59842.7 100

Towns below R30 m account for only 2.4% of
the total value so can have very little significance on
conclusions drawn from this study. The difference
between 125 towns compared in the 1979 study
and 112 towns in the 1984 study consists mainly of
towns now below R30 m total valuation, Figures
for four towns included in the 1979 study which
helped make up the total of 125 were not available
forinclusion in this study. Allowing for omissions it
is estimated that this study would have less than 2%
error.

Significant points brought out by Table 2 are as
follows:-

¢ Nearly 70% of the total growth in urban
valuations has taken place in townships which

LAND & LIBERTY



are now on S.V.R. The swing continues
towards S.V.R. and away from Flat Rating.

° The towns remaining on Flat Rating are
almost exclusively in the Cape Province and,
with the exception of those directly related to
the two ports of Cape Town and Port
Elizabeth, play an insignificant part in the
economic growth of R.S.A.

®  The serious property and industrial investor is
not generally attracted to towns which rate
improvements. This is confirmed by Table 3.

TABLE 3: Comparison of Ten Years Growth in Total Valuation of 112
Towns {All Towns with Value Above R30 Million in 1984)

Rating. . Pravicus Study 1859-78 Present Study
Categories No. of Valuation % increase No. of Valuation % iricrease
1679-1984 Towns 1959 1979 over Towns 1474 1984 ovar
20°yrs 10 yrs
i Fat
Rating 20 7057 4491.8 536.5 12 2297.3  6232.5 171
Il Change to
Composite 8 59.1 564.9 855.8 3 842.9 148 :
® Godfrey Dunkley - his meticulous
N Composite examination of & host of South African
Rating 36 BB9.6 6476.2 628.0 33 3586.3 11260.6 214 statistics  confirms  Australian and
American studies about the imposition of
IV Change to . . . . taxes on the unimproved value of land, or
S.V.R. 15 1657.5 1753.3 1013.2 7 1138.0 357 site value oniy.
V Bite Value
Rating 46 1612.8 157378 9403 55 9420.2 40368.7 328
TOTAL 128«  3324.7 290241 773.0 11z 15891.8 55842.7 276.6

Note: The average rate of growth over the two
periods is very similar ie. 275.6% X
276.6% = 765%, very close to the 773%
for twenty vears,

MAJORTOWNS: Welooked at a fuither category
of the largest towns and cities, those with a total
valuation of over R200 m. This produced even
more startling results than the earlier study. Table 4

gives the results of this analysis:-

REFERENCES
1, Dunkley, GRA. (1982)
Johgnilasbirg “The Economics of Rai-
/ /n ing’, The South Afiican

Treasurer, 55, 20-24,

. 2. Cord, S.B. (1983),
SoUTH AM.V a, ‘LV.T. Towns grow
CTHG i faster than other towns
in South Africa,’ fncen-
tive Taxation, Sept.

KFRICA 17

1983,

3, 1984 Comparative
statistics - Rateable
Valoation -  Scuth

African Municipal Yearbook, 1985,

TABLE 4: Ten Year Growth in Improvament Valua 4. Cord, S.B. {1983}, ‘Taxing land more than

{Towns Over R2Z00 Million Total Value) buildings, the record in Pennsylvania,” in Hs.m

Prasont Rating No. of improvement Vaiue Growth Property HE.... nw.ﬁ‘ honn._. Finance, New York:

s T Rand Miltions Academy of Poiitical Science,
ystem owns an flirons 5. Harrison, F. (1983) The Power in the Land.
1974 1984 Growth ) (London); Shepheard and Walwyn.
Flat Rating 2 1411.9 4080.1 2668.2 189% 6. George, H.{1879) Progress and Poverty, Robert
. Schalkenback Foundation.

Composite 13 1856.8 7085.4 5228.6 282%

Site Value Rating 33 5084.9 268084.9 21000.0 413% T
48 B353.6 37250.4 28896.8 3456%

NOTE: These valuation figures cannot be com-
pared directly with the totals given in Table 2, which
were total value of land and improvements; these
are improvements only.

In this group of 48 towns, each with a total value

JANUARY/FEBRUARY

of over R200 m, only the two ports of Cape Town
and Port Elizabeth are still on flat rating. No other
towns in R.S.A. on flat rating have grown to this
size. These two large ports, and the legisiative capi-

Coniliwed on Page 15 &-
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® Richard Bate

FARMERS in the United States
love the “set aside” programme
that raises their incomes while
cutting production, writes Peter
Poole.

They are literally paid not to
produce food, MNow Britain pro-
poses to follow suit, in a bid to cut
the food mountains which -
across Europe — cost the tax-
payers £250m a week just to store
the stuff before it’s fed to pigs,
sold at knock down prices to the
Russians or ploughed back into
the ground.

Mrs Thatcher’s free enterprise
governmetit wants to cut back on
food subsidies. The plan is to pay
farmers to reduce by 20Y% their
land devoted to cereals, or cut
their beef herds by 20%.

This policy, however, has nothing
to do with market economics, and
everything to do with politics. And
it will fail, insists Richard Bate of
the Council for the Protection of

Rural England.
¢  Drawing on evidence from the
USA, we can expect the most
marginal land to be set aside, so
the cut in cutput will be far less
than 20%,
¢ There is nothing to stop far-
mers from intensifying produc-
tion on the remaining 80% of
their land.
¢ Some farmers are already
bringing extra acres into cultiva-
tion, so that they can be paid to
set it aside again.

“Production will therefore not
come down very much,” declares
Mr Bate. “Nor will the cost to the
Exchequer.” Joseph Heller sat-
irised the “set aside” logic in
Catch 22:

Hewas a long-limbed furmer, a
God-fearing, freedom-loving, law-
abiding rugged individualist who
held that the federal aid to any-
one but farmers was creeping

socialism...

His speciality was alfalfa, and
he made a good thing out of not
growing any.. The Government
paid him well for every bushel of
alfalfa he did not grow. The more
alfalfa he did not grow, the more
money the Government gave him,
and he spent every penny he didn't
earn on new land to increase the
amount of alfalfa he did not
produce...

He invested in land wisely and
soon was not growing more
alfalfa than any other man in
the country.

He was a outspoken champion
of economy in Government, pro-
vided it did not interfere with the
sacred duty of the Government to
pay farmers as much as they
could get for all the alfalfa they
produced that no one else wanted
or for not producing any alfalfa
at all!

- from Page 13

tal of R.S.A. (Cape Town), should logically keep
pace with the average growth of major towns.
Inslead their perceniage growth has been only just
over half of the average and less than half of those
on S.V.R.

COMMENTS

Categories 1, 3 and 3 stayed on the one system
of rating from 1974-1984. Their growth in
total value for the ten years 1974-1984 was
greater for towns on S.V.R. and least for those
on Flat Rating.

The towns in category 4 which changed to
S.V.R. again showed the largest growth. This
was more than double the rate of growth in
Flat Rating and 66% higher than category 3
on Composite Rating,

In the previous survey (1979) it was shown
that 61.6% of the growth in total value took

JAWUARY/FEBRUARY

place in towns on S.V.R. This has now
increased to 69.4% (total valuation).

After the previous survey was published in the
S.A. Treasurer there were several comments
to the extent that the results were unreliable
because of a major weakness in the relative
Cape Ordinance. This allows for updating the
valuation roll on a ten years basis. In addition
when new valuation rolls appear they could be
three years out of date. Since all figures com-
pared in both surveys cover a ten or twenty
year period any lag in figures should average
out. However this study is spaced by five years
from the former and still shows the same
trends.

The conclusions confirm experience reported
from similar studies in the U.S.A. and Aus-
tralia, namely that imposing taxes on the
unimproved value of land, or site value only,
discourages land speculation and the with-
holding of land from use: they encourage
increased utilization of land and economic
growth.
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THE RECEMT gyrations I the stock
market have rousad widespread
aprrehenziens, Wall Street sneezes
and world markets cateh cold, What
next? The ghost of 1929 walks
again.

All this has given new signif-
iepncae to the best-selling book, Ths
Grest Depression of 1990 by Ravi
Batra. .

As its title says loud and clear,
we'ra in for it in a couple of years.
Many are wondering
that long, .

The businass magazine Forbes |
not pressed. In a reviaw of the
hool it said: “Botra’s bafflagab is
appalling,  terrible, no
rorferming features whatever.”

But the hoolt's popularity reflects
clis concemn on the part of
many that all in our
leishietanits

is not well

Batra. a nrofessor of ecenomics,

iz of thz cyclics! scheol, and no

douht becsuse of Indian origin

there are some features in his
sis, such as the division of
society into four castes
intellactunle, acquizitors, warkars}),

srpretation

bararriors,

agwellasthe o
of history.

In his anatysis of c¢ycles,
finds that a dapraesion is overdue
which has been staved off, but it
should hit us by 1990.

One interesting point is that he
finds a dangerous disparity in the
distribution and  ocwnership . of
waalth in America approaching an
all-time high, with the richest 1%
ponnassing greater wealth than the
bottarm 90%.

‘This with a shaky banking systam
and a spsculstive bubble, which
when it bursts during a recaession,
will cause ‘it to deepzan into a
serious depression.

His remedy for Fidyals is to
convert to cash ot gold. Get out of

Batra

g if it will talks .

the stock market by 1989, Ha 1

astate will aldn go down

tharefars zall and take the

raal
value,

cach. Ho doss not faam to ontert:

the prospect of monoy losing its
value.

4 he doas nat
and

tingts
rea!  assets,

whatherland or weslth. Nor daes he

waen | monay

ponsidar that, if o deseession bits, a
parson with land and a house has

acato live and some produc-
tivg possik

As for his social remediss. they
are NotVEY Spe
calls them “fundameanial e
He would like 10 sea &
soonomy” with new Mow Dea

gan

98,

angdires’

meassures such as cont
‘'wages. over large ceorporations, a
cefling on wealth, et

Wa can undarstand why a conser-
votive ?umm ng

othars) we

It criticizes the noficies of the
Reagan g atration, and the
Conservetive view is that the

oy is doing we! because of

C1e8.

But, whatpyer the shortoomings
of Batra's un-fundamental analysis,

ths criticism that Americn is grow-

ing in wealth disparity is confirmad
by other sources, inclding the U.S.
Buresu of the Consus thardly a left-
wing organization); and by M.LT.
economist Lester C. Thurow,
Thurow wrote a foroword o Bat-
ra’s book, Without erdarsing it and
with a caveat on the complsxity of

aconemic prehizms, he said it is
warthy of gtudy,

Thurow was angerad at the title
that was given to the book which
was supposed to he A eitar Cycles
and

want to go
with the nrophecy game. (But
would the book have zold! with its

original titie?)

for depressing talk

Haowevar,

on ofweabhd

sulilicatinn than
{h=2y 1987) an
v appeared entitled
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cor are
dla class has
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ag that much, despite
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wages than man.
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Imnrova
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with
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Japan and Eurppe. And ralse the
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5 not
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e

Thurow spanks of the
tian of poverty™, Dbut othar

fhave been chipd -

fowr

ingome gro

g rursl

ohs, Hispun

G,

soonomio

1 Group
or other is going o get the short
end. ’

As for "adunation”. we have baan
that routs. After Worlld War U thera
was an sduction explosion. The
& might as
job
i

doe

withe

an advan

Inth s fonked

25 - the
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ahead. The
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th most of
today, and much of i}
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the “mysts
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