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THE APPRAISAL profession in the
LISA is under attack. Qur cover picture
shows McCloud B. Hodges Jnr., a
critic of the way appraisals are conduc-
ted. Too often, he says, real estats
values are calculated by methods
which are so subjective that the
appraisers might just as well have
arrived at their numbers by rolling
dice. Far hetter, he says, 10 uss scien-
tific, computer-based appraisals based
on a system of discounted cash flow.
Mr, Hodges holds the printed-out data
that went into the appraisal of one
building on which he is currently
working. See Page 87.
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LAND speculators have used crooked appraisers
to help them get rich. The corruption has under-
mined the viability of hundreds of savings and
loans associations (S&Ls) - the equivalent of

Britain’s building societies.

This makes the prospects of an
economic crisis far more sericus
than commentators generally
suggest when they emphasise the
huge Federal deficit and the
Third World debt.

Altention usually focuses on
the speculative boom in Texas
real estate, which has led to the
closure of many Sunbelt banks.
About 1,500 banks are now in
the care of the Federal Deposit
Insurance Corporation (FDIC),
Another 200
expected, which includes the 87
that failed in the first six monihs
of this year.

In fact, the speculation has
been nationwide, and has as its
chiel feature the systematic bilk-
ing of billions of dollars ficmn
delenceless investors. Yet com-
mentators limit their analysis to
a criticism of “America’s flawed
creditsystem”, in which blame is
assigned to “the incompetent
and the imprudent {who] have
been able to bid for deposits
based on subsidised creditin the
form of the federal government’s
pledge to bail out insured
depositors” (The Economisi, July
18). No mention here of fraud.

The US government may not
now be able to cope with a
serious recession, for the Federal
insurance which takes the risk
out of placing money with S&Ls
and banks has created an enor-
mous financial problem.

So far, the cost to the Federal
agencies of troubled S&Ls - bet-
ween 500 and 1,000 are either
bust or almost insolvent - has
been placed at upwards of $80
billion. A bail-out would cost

FACT: The Federal Govern-
ment currently guarantees
mortgage loans  totalling .
mhmmv:. .
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casualties are

An INSITE investigation spotlights a major
cause of the crisis in America’s financial
system which could seriously undermine
the Federal government’s scope for action

if the economy dives into a recession.

Banis? 10 0 42

%mmcm? and fraudulent real

estate appraisals are an
increasingly serious national pro-
blem. Their harmful effetts are
widespread, psrvasive, and cos-
tiy. They have seriously damaged
and contributed directly to the
insolvency of hundreds of tha
Mation's financial instit-
utions and have helped cause
billicns of dollars inlosses to len-
ders, privaie mortgage insurers,
investors, and Federal insurance
funds.

Responsibility for this problem

the subcommiitee on

“more money than the Marshall
Plan” to rebuild war-torn
Europe, to quote Donald Shackie-
ford, chairman of State Savings
Bank of Columbus, Ohio.

The net result is that the most
powerful Western economy is
now buill on a rotten financial
foundation. -

A CONGRESSIONAL inves-
tigation has identified the scope

~of the corruption. Leading the

campaign for reform is Rep.
Doug Barnard, Jr, chairman of
Com-
merce, Consumer and Monetary

THE U.S. BANK CRISIS

1980 1881 1982 1983 ._m.mh 1985 1986 wwsisied

48 79 120 145 wmercial and  suvings
Problem Banks? 217 223 369 642 848 1140 1488 e prublons
Savings & Loans® 4613 4292 3825 3502 3393 3197 3078 3. Number of surings

1 Totod bunks closed or

2. FDIC-insred com-

banks  pficially eon-

and loans ussociutions

rests with those who perform
appraisals or base lending and
related mortgage insurance/
investment decisions an
appraisals they know or should
have known were improper or
inaccurate, Equally culpable are
the Federal agencies that regu-
late or oversee lending and
mortgage insurance/invast-

ment activities and programs. W

— Verdict of the Congressional Com-
mittee on Governmeni Operations in its
48th report, p.4 (Sept. 25, 1986).

Affairs Committee on Govern-
ment Operations, who wants to
impose tighter controls over
appraisers who are supposed to
estimate the market value of
property. Earlier this year, at
hearings into the Real Estate

Appraisal Reform Act, he
declared:
“What tihe subcommittee

found in the real estate loan
portfolios of wvirtually every
failed S&L and in many pro-
blem commercial banks, was
that faulty or abusive appraisals

Continued on Page 84 »
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- From Page 83

were systematically used to
deceive bank examiners and to
make speculative or - even
fraudulent real estate loans look
secure.” He cited examples:

o Investigations into the
insolvencies of 33 California
S&Ls revealed that appraiser
misconduct was directly involved
in thousands of defaulted real
estate loans and investments
that will cost the Federal Savings
and Loan Insurance Corpora-
tion (FSLIC) $3.5 bn.

e The General Accounting
Office has confirmed that
appraisal  problems  have
“plagued” the Federal Govern-
ment’s extensive mortgage loan
guarantee programs. In just one
year (1986), the Department of
Housing and Urban Develop-
ment (HUD) sustained a $629m
loss, thanks in part to crooked
appraisers.

e At hearings into insider
bank fraud, Mr Barnard’s sub-
committee was told that all the
cases that were prosecuted in
one district of Illinois involved
fraudulent appraisals. A U.S.
Attorney declared: “At seven
recently failed S&Ls, senior
officers, working with corrupt
appraisers, have falsely inflated
the value of securities for loans
to finance projects in which the
officers had an interest, or could
receive kickbacks or com-
missions. This is a pattern of
fraud seen throughout the coun-
try in failed institutions,”

INDUSTRY experts have pro-
vided extensive evidence of cor-
ruption. Cecil Rhodes is Pres-

ident of NIA, an organisation
that specialises in lender and

mortgage insurer risk manage-

FACT: In 40 States, real estate
appraisers - unlike barbers
and beauticians - are not
examined, licensed or super-
vised.
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FOREIGN BANKS, including some
of the British multinationals, may
be exposed. to the crooked
dealings in US real astate.

The stockholders of those
banks won't know it, however,
because a great deal of the
fraudulently valued property is
disguised in what is called
securitisation - mortgage-backed
securities which are commaer-
cially tradeable instrumaeants.

Samuel Zell, a shrewd Chicago-
based dealer who is actively buy-
ing properties in the depressed
Houston market - he prides him-
self on his. “gravedancer” nick-
name - has defined securitisation
thus:

“Securitisation converts mort-
gages into a commodity that
blurs the risk to the investor.
Wheras government honds and
government agency bonds trade
at a risk differential, the risk is
clearly delineated and an eoffi-
cient market follows.

“In real estate mortgages, the
amount and quality of informa-
tion either precludes investiga-
tion or requires effort that is
unlikely to be undertaken.

“Tha proliferation of securit-
isation transactions represent a
further move toward the replace-
ment of real estate expertise with
the commeon denominator, 8 Mas-
ters of Business Administration.™

The Office of the Comptroller
of the Currency {OCC) has con-
firmed that “Several mul-
tinational banks [are] engaged in
the mortgage-backed securities
business, [but] we do not main-

—— British banks at risk —

4

tain aggregate statistics on this
activity and cannot provide an
exact number.”

The Congressional Committes
on Government Operations has
criticised the OCC for not looking
closer at  dealings .in these
securities. As a result, “loan par-
ticipations and mortgage-backed
securities based on fraudulent
appraisals have adversely affec-
ted many financial institutions
around the country.”

Financial institutions willingly
bought these securities because
they were associated with
famous names like Bank of
America or Wells Fargo, which
acted as trustee/escrow agents
for them.

The wvalue of many of the
securities, however, were inflated
above their market worth by the
simple expedient of fraudulent
appraisals. In one case, 21 §&Ls
nearly lost $95m by investing in
securities which were backed by
expensive single family homes,
apartments and fownhouse con-
dos in Southern California and
Texas. The appraisal values of the
proparties were found to be 2%
times the purchase price.

The S&Ls were saved by Bank
of America, which assumed
liability. If the Bank had notdone
so0, six of the thrifts would have
suffered losses in excess oftheir
nat worth,

* Samuel Zell, “Modern Sardine
Management”, Real Estare Issues,
Spring 1986, p.3.

ment issues which has com-
pleted indepth field audits of
20,000 mortgage defaults.

He says: “We found ourselves
working in an industry with an
amazingly large element of
organised criminality.”

In one case, “a group in
Southern California used a sim-
ple equity financing scheme
involving over 300 properties to
bilk various lenders and inves-
tors out of a mind boggling $41m
in just four vears. This scam was

driven by deliberately inflated
appraisals.

“Similar scams have been per-
petrated on HUD, the Veterans
Association, S&Ls, banks -
everyone in the business. Stories
like these, where large sunis are
taken by small, well organised
groups, continue to unfold
without relief in sight.

“Observers conclude that
mortgage fraud is here to stay,
because in all cases it is
recognised by its beneficiaries -

LANT & LIBERTY



its perpetrators - as a low risk,
extremely lucrative activigy.”

In another Southern Califor-
nian scam, 21 banks and S&Ls
lent $14m on property that a few
months before had been bought
for $1m! The appraisal was sup-
plied by a man who had been
convicted of fraud in previous
appraisal work, according to a
report by an investigator for the
Orange County DA’s office.

APPRAISERS uare well rewar-
ded for holding up their end of
the real estate racket. Typically,
they are paid fees that are twice
or ireble the usual payment.

It can be money for old rope.
In one case, involving the bank-
rupted Landbank Equity Cor-
poration of Norfolk, Virginia
-50% of the investor loans it
marketed resulted in foreclosure
- appraisers signed large num-
bers of blank appraisal forms

and allowed Landbank
employees to insert the value
of properties.

For some deals, Landbank
advised the appraiser of the
amount needed to cover the
loans they wished to advance -
which again relieved the
appraiser of having to do any
work. The casualness with
which some appraisers dis-
charged their responsibilities is
illustrated by cases in which
they submitted their reports - on
which the loans were supposed
to be based - to Landbank after
the loan deals had been closed!
Crooked appraisers have also
affected credit unions, which at
the end of last year held
federally-insured assets totall-
ing $162 bn., 27% of which was
tied up in real estate. Michael
Riley, Director (Examination
and Insurance) of the National
Credit Union Administration,
cites two cases:

CASE 1 A credit union
advanced loans on property
which was later found to be

NOVEMBER/DECEMBER

FACT: the number of appraisers
operating in the U.5. is not a
known fact. The number is
thought to be around 225,
000 to 250,000.

over-valued by 40%. Loss: over
$1m, which contributed to its
liquidation.

CASE 2 A New Jersey credit
union had within its loan
postfolic about $43m in com-
mercial real estate loans out of a
total loan portfolio of $50m. The
market value of the property was
$8m less than the money that
had been advanced. The union
was liguidated.

Cases such as these have led
to a dramatic run on the
National Credit Union Share
Insurance Fund.

The appraisers have not suf-
fered. In the words of Dr
Richard Hewitt, President of a
financial  consulting  and
appraisal firm from Fort Lauder-
dale, Florida, who formerly ser-
ved as a chief district appraiser
for the Federal Home Loan
Bank Board:

“Not one appraisal pro-
fessional organisation has had
atrisk orlost one cent during the
past seven years, a period which
the FSLIC has for practical pur-
poses been bankrupted, FDIC

THE nationwide rack-

TRAIL OF CORRUPTION

yislding investments. Some

greatly weakend and literally
thousands of depositors and
shareholders financially im-
paired.”

Thetab has been pickedup by
everyone from the banks and
S&Ls down to HUD, State
governments and - ultimately -
the taxpayer.

BUT little attention is given to
another category of losers: the
families who seek roofs over
their heads.

Corrupt appraisals of pro-
perty values has affected the
policies of lending institutions.
One of these, Fannie Mae - the
largest private investor in
mortgages and a major issuer of
mortgage-backed securities -
has been forced to consider the
need for higher down payments.
“When this happens,” notes
Dale Riordan, Executive Vice
President of Administration
and Corporate Relations at
Fannie Mae, “first-time home
buyers find it more difficult to
purchase a home because it
takes longer to save for a down
payment. In the meantime, as we
have seen over the last decade,
sales prices have increased fas-
ter than incomes.”

This makes it increasingly dif-

Continued on Page 92 &

financial system, shifting

eteering in US real estate
has its origins in the
1970s with the advent of
the monsy-market fund.
This was a device invented
to cope with high inflation
and high interest rates.

Investment firms sold
shares In a pool of assets -~
usually loans to large
banks. Small investors
could own pieces of cer-
tificates of deposit that
wouid earn more than
their own deposits in
banks.

Result: money started
flowing out of banks and
savings & loans assoc-
iations and into higher-

institutions faced a severa
cash crisis.

Reason: Regulation Q, a
leng-standing Fedaral
Ressrva directive which
limited the intarest that
banks and S&Ls could pay
their depositors.

Solution: in 1980, Con-
gress passed the Depos-
itory Insiitutions Dereg-
ulation Act, which phasad
out interest ceilings over a
six-year period, The inten-
tion was to ensuré that all
depositers, and. especially
thosa with modast savings,
would receive a market
rate of raturn.

The Act transforimed the

power from the lender to
the borrower. The banks
were forced to pay more
for deposits. So they had
to make up those higher
costs with higher revenues.
This provided the drive to
make more aggiessiva
loans.

One outcome was the
explosion in junk bonds.
Another was the pressure
on S&Ls to lend to spec-
ulators, which provided an
incentive to fraudulently
appraise the value of pro-
party on which IGans were
to be made: the larger the
value, the more an S&L
could lend,
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Party has got to end for real

ANYONE can set up shop as a
real estate appraiser, and the
United States abounds with
trade organisations that provide
membership without a close
scrutiny of professional or
academic gualifications.

Membership provides the
appraiser with letters after his
name, and members of the
public have few means of know-
ing whether those initials are
worthless.

So far, 14 States have passed
legistation which addresses the
need to certify appraisers.
Another 15 States have bills
pending in their legislatures, but
are awaiting the outcome of
deliberations of HR 3675, the
Real Estate Appraisal Reform
Act of 1987.

Washington insiders expect
the sponsor of the reform, Mr
Doug Barnard, to withdraw it in
favour of State-level action. One
man who was cynical about the
prospects of action if that
happened was Prof. James
Graaskamp, Chairman of the
Department of Real Estate and

estate racketeers

® WALL STREET'Y insider
deals enriched crooks like
Ivan Boesky, right.-But their
Jortunes were small beer com-
pared with the money milked
SJrom real estate, according to
one authority. IAN BARRON
reports from Washington

Urban Land Economics at the
University of Wisconsin.
Speaking last February in
suport of TFederal action, he
declared: “Some professional
real estate associations control
State legislative committees and
generally have great influence in
the Office of the Governor of
each State, so that if they are
unable to frustrate HR 3675 by
crippling amendments or out-
right defeat, they will dilute and
delay State legislation necessary
to put permanent certification

edition). 420 pages.

ACIFIC SAG/

The following books on land tenure in the South Pacific have
besn published recently:

R.G. Crocombe {ed.} Land Tenure in the Pacific, University of
the South Pacific, 1967 (a third completely revisad and updated

R.G. Crocombe (ed.} Land Tenure in the Atolls, University of
the South Pacific, 1987, 246 pages. .

Lecnard Mason & Pat Hereniko, 1987. /n Search of a Home
(squatters and resettled communities in the Pacific 1slands),
Linivarsity of the South Pacific, 260 pages.

Howard Van Trease 1987. The Politics of Land in Vanuatu,
University of the South Pacific. 313 pages.

All are avaifable from Institute of Pacific Studies, University of the
South Pacific, Box 1168, SUVA, FlJI Is.
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and enforcement into operation
at the State level.

“If it were possible to retrace
thesource and application of all
mortgage funds that have gone

awry, that brokerage com-
missions, lender fees, developer
profits and leasing com-

missions, and other profit cen-
tres would represent the $25-50
bn that will be funded even-
tually by the Federal Govern-
ment agency insuring the
lending institution.

“No wonder so many sectors
of the real estate agency fear
rigorous appraisals and objec-
tive market studies as a test of
any transaction.

“The sanctimonious defenders
of American tradition argue that
lawyers, doctors and accoun-
tants are not regulated by the
Federal Government, but then
those who are hurt by the
negligence of lawyers, doctors
and accountants can sue for
damages, sue to withdraw their
licences, and collect from in-
surance resources that do not
include Dbillions of federal
dollars.

“Who does the depositor or the
out-of-work employee of a bank-
rupt financial institution sue for
damages done by an appraiser?

LAND & LIBERTY



How often does an appraisal
organisation successfully remove
the designation of its own mem-
ber? Who but the Federal
Government provides signifi-
cant insurance for the damages
of malpractice by the loan
officer and his implicit con-
spiracy with the borrower and
the appraiser?

“The conventional wisdom is
that economic progress requires
risk taking, The real estate

NOVEMBER/DECEMBER

i

industry lenders want Congress
to take all the risks. At the
moment the Federal Govern-
ment lacks the laws and ad-
ministrative powers to punish
even the most fraudulent
judgments by loan officers,
appraisers and borrowers.

 “Another convendonal wis-
dom of American business cul-
ture is that those who pay the

‘piper get to call the tune. In real

estale moitgage lcuding, con-

gress and the taxpayers are
expected to pay the piper.
Therefore, the taxpayer has
every right to require real estate
appraisal reform by HR 3675.

“The citizen has every right to
imposé banking rules which
promote efficient allocation of
scarce capital, which provide
safety incentives for savers, and
which prevent insider profits
more blatant than those in the
stock market.”

87



s LOCK HAVEN is Ameriea in
microcosm. It Is a small city in
Clinton County, Pennsylvania
{Pop: 9,817) which has not
recovered from the last reces-
sion. Construction is at a virtual
standstill. One councilman, 23-
vear-old SCOTT SMITH, is
campalgning for a reform of the
praperty tax which, he belisves,
would transform the city’s pros-
pects. Me explains why it pays
to raise more tax revenue from
land, and less from bufldings.
Are there lessons here for the
rest of the economy?

QUR CITY is in serious econo:
Local politicians have very few toc
to effect basic changes in thei
Besides grants and loans, the tax
only effective tool that we can utii

The ¢ity council has the ability ¢
basic variations on the property ta.
which is currently used, and the
that levies a higher tax on la
buildings.

The two-rate tax encourages dev
lowering the tax on buildings, and
blight and vacantlots by raising the
Under the present system, vacant !
7.8% of the assessad value of all la
(Table I), but contributes just
revenue (Table II). ,

The flat-rate property tax hast
for years, and that seems to be the

3

Tabls | ASSESSED PROPERTY VALUES, Lock Haven [PA) ROPERTY TAXES for keeping it around. It make

ek Havan, 1886 economic sense, and is particular}

Land Bulldings for cities that are in the midst «

$§ {m} % §(m) % § % . . )

decline. Tt is common sense that tk

Residentiel 471 B46 313 . 645 Residential 247,028 606 -tax on buildings, the less const
Commersial 324 376 174 35.2 fommersial 152,188 381 will have.

Vacant lots 0.67 7.8 Vaaant lots 5012 1.3 The flat-tate property tax of 7 1.

863 1000 484 1000 399326 1000 makes it possible for people to hol

feet of buildable land out of use {

Table 1l THE TAX BURDEN: § Tohle B BUILBABLE VACANT LOTS When I analysed the tax records,

Single rate Tax Ward No. Souore Faotege % a ﬂumgﬁ,@wﬂm anomaly. At 135 omﬁ

buildable vacant lots were asses:

Land 60,454 First 601,740 238 half the value of the developed j

Buildings 338879 Eaoond 88,0048 35 means that the owners of vacant.

Third 72582 294 being subsidized by those who ut

Tworate Tox Mﬂm g “MM”w“ MWM In the first ward, which is pr

Lend 220,728 Redsvstpmert 440362 — commercial, vacant lots make up 7

Buildings 169,435 2965017 1000 values but pay 0.7% of the tax rai

In the third ward, which is main}
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mic decline.
sls available
I economy.
. base is the
ize.

:0 adopt two
%: a flat rate,
two-rate tax
1d than on

elopment by

discourages
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. only reason
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‘y dangerous
of economic
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Table 1V).
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ts per sq ft,
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e their land.
edominantly
% of allland
sed.

-y residential,

-RATE TAX

* ¥ ¥

vacant lots make up 10.5% of land values but
pay just 1.7% of the property tax.

The fifth ward, having the lowest total land
values and the highest percentage of vacant
lots, pays the lowest amount of property tax.
The entire ward pays 342,669 in property taxes.
Residential properties pay 83% of that total, and
commercial properties pay about 14%. Vacant
lots, which account for 20% of all land values,
pay 2.6% of the tax bill.

WHAT would happen if the city’s land were
assessed at the same level as othier properties?
The owners of buildings could have a tax reduc-
tion of over $3,150.

If the city were to adopt a two-rate property
tax of 3.5 mills on buildings - cutting the rate in
half, to encourage construction - it would have
toraise the rate on land to 26.6 mills to maintain
the current level of revenue. The redistribution
of the burden would be as shown in Table II1. In
that case, the net reduction on the owners of
buildings would be over $11,000,

Property owners who have buildings, either
homes or factories or stores, are subsidizing the
owners of vacant land to the tune of $11,000.

If Lock Haven wanted to have no tax on
buildings, the millage on the land would have
to be raised to 46.2 mills, which would generate
about $400,000, or what the city currently
receives. The two-rate property tax would pro-
vide a variety of benefits.

e Encourage construction and the rehab-
ilitation of the city. The cost of building a house
or factory would decrease.

e Over 80% of homeowners would receive a

NOVEMBER/DECEMBER

— Hope City
welfare backwater?

cut in their property tax, which is a reward for
investing in the city.

e The vacant Piper factory would be more
attractive to entrepreneurs, because the pro-
perty tax would be cut by one-third which is
worth over $10,000. This complex could be the
key to the economic future of Lock Haven, and
the tax cut would certainly make it more attrac-
tive to a potential buyer.

® The two-rate tax presents a mixed picture
for the business community. Many businesses
would save money, and many would pay more.
But remember that all property owners can take
advantage of the benefits of the two-rate tax.
Incentive taxation benefits the owners who
invest in buildings, and penalizes those who
choose to use land poorly. In our business dis-
trict, many of the upper floors of shops are
under-used: if they were occupied by pro-
fessional people like doctors and dentists, the
opposition to the two-rate tax from retailers
would be diminished.

e Pressure would be applied to the owners of
vacant land to use their sites to capacity.

THE TWO-RATE property tax is an idea whose
time has come for Lock Haven. It has a rock
solid record of increasing construction in cities
around the world, and in the Pennsylvania
cities like Pittsburgh, Harrisburg, Scranton,
New Castle, Washington and McKeesport.

Lock Haven is slowly losing all private
investment and is quickly turning into a long-
term welfare city whose sole existence is depen-
dent upon state and Federal grants.

A two-rate property tax would not be the sole
answer to Lock Haven’s economic problems,
but it would play a key part in an economic
development strategy.

* When Mr Smith’s proposal to reform the property tax was
put to the council, it was-defeated 3-4. The vote followed what he
cails “misinformation through the local nespaper, which prin-
ted a list of people who would pay more; there was no informa-
tion about the 80% who would pay less in taxes.” He promises
to continue the campaign for a cut in the tax on capital
improvements on land.
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NO MATTER how much money and well-
meaning effort is directed at solving “the

housing problem,” ultimately there is no way

of realising the ambition of a decent home for
every household in Britain. This is because a
structural defect in the economy guarantees
the perpetuation of slums and homelessness.
Why, after 200 years of industrial production, in
which we have learnt to manufacture as much
wealth as we want, have we failed to keep up with
the demand for housing? The answer is simple.
No matter what the level of need, and no matter
how successful we may be in raising living stan-
dards for some people, an intrinsic faultin the sys-
tem periodically creates bottlenecks which choke

off the efforts of the construction industry to sup-

ply affordable homes.

The irrational aspects of the
housing market identifies the
points of friction which lead us
to a practical solution.

® Hundreds of thousands of
houses stand empty while peo-
ple beg for shelter. This paradox
is clearly at variance with all that
we are taught about the ration-
ality of the marketplace. How
can the owners of those houses
afford mot to earn an income
from them? Put another way:
why don’t they have an incentive
to sell the houses if they don’t
want to occupy or rent them?

o Periodically, the nation is
assailed by speculative fever,
People treat their homes as
assets on which to make un-
earned profits. This would not
be a problem if speculation
generated the results described
by economists, who argue that
speculation ultimately encourages

an increased supply of the arti-

cle in question, and so reduces
prices. The reverse happens in
the housing market: speculation
encourages a reduction in the
supply and forces up prices.

So the construction of hous-
ing, instead of being a smooth
process responding to the needs
of a growing population, be-
comes cyclical. Cycles terminate
in slumps and Britain is now
heading for such a dark chasm.

The major cause of the con-
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By Fred Harrison

struction bottleneck is the land
market, which is the start and
the finish of the problem, It must
be so, for there is no shortage of
demand for housing; no tech-
nological obstacle to construct-
ing enough buildings. to. meet
everyone’s needs; no shortage of
a willingness to build new
homes; no shortage of space on
which to locate those structures.

Yet hundreds of thousands of
Jamilies are condemned to waste
away their lives in environmentally
impoverished surroundings, sim-
ply because we have failed to neui-
ralise the monopolistic charact-
eristics of the land market,

Land is in fixed supply. As
prices rise, so there is 2 powerful
tendency to further restrict its
supply - the better to push up
prices even Thigher! Result:
builders realise that prospective
homeowners, on current wages,
could not afford the prices
which would have to be charged,
taking into account the phen-
omenal increase in the price of
land (in the South-East, today,
an acre with planning permis-
sion is running at £1m),

‘Two things happen. Mass
builders try to compensate for
the price of land by opting for
even higher-density construc-

AS THE 'CRASH OF 92’ >_u_umo>ox_mm e

tion, and paring down the
quality of their houses.

As a result, fewer people can
afford to buy or rent homes. A
larger proportion of disposable
income is used to pay the rent or
the mortgage (which means that
fewer consumer goods are
bought - think about the knock-
on effects for the manufacturing
sector and the employment pro-
spects of workers).

Eventually, as builders use up
their land banks - and currently
they held stocks that will last
them for another 20 months -
they discover that it is imposs-
ible to get the raw land that they
need; so they go ocut of business.
All this helps to push the
econemy into a tailspin....

Based on our study of the
cycles in land values we predict
that the output of new homes
will peak in 1990, even though
hundreds of thousands of peo-
ple would like to quit their slum-
like quarters in favour of decent
accommodation. The housing
cycle is a leading indicator of
what looms for the rest of the
economy. About 18 months after
the peak in housing construc-
tion, the economy goes into a
recession. If history repeats itself
- and our studies tell us that it
will - the current cycle in land
values will terminate in 1990,
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THE Civic Trust last repor-
ted on urban dereliction in
1877. Today they alart Bri-
tain to the probiem vyet
again with a hard hitting
and well reseasrched re-
port: Urban Waste Now.,*.
Stephen Joseph, the
author, sets out why and
how wasteland is a pro-
blem what action has
taken place over the past
ten vyears, and what
should be tackied now.
There is still much to do
despite some grant aid to
urban development cor-
porations, garden fes-
tivals. and local activity.
All  over Britain, the

giound evidence from
many local amenity soc-
iaties and other snviron-
mental groups the report
illustrates the problems of
prolonged vacancy, assoc-
iated with dereliction,
dangerand decay, a scarce
resource wasted while
greenfield sites ars being
put under pressure.

The report reveals that
62% of the surveyed sites
weore privately owned or
small, often being held out
of usa in the hope of gain-
ing ptanning permission.

Just how much of Bri-
tain is lying wasted can’
cnly be estimated, but

development towards

greenfield sites rather
than towards urban
wasteland.

The Civic Trust calls for
improved information on
the nature and scale of the
problem. Local planning
authorities, for exampie,
should be required to pre-
pare and publish regular
land audits -of all vacant,
unused and derslict land,
both public and private, in
their areas.

The government’s regis-
ter of pubiicly owned sur-
plus land should drop the

minimum size criteria of
0.4 ha (1 acre) and the
pubiic’s right to request
theit sites be included in
the register, and disposed
of, shouid be given full
publicity.

A fuil public register of
all land titles should be
prepared, embracing
ownership, date of pur
chase and price. The
impreassive list of sugges-
ted solutions includes
tax incentives.

The Civic Trust is an
independent agency pro-
moting higher standards
and management in the
environment. It is to be

repcrt says, land is going
to waste, lying idle, un-
used and derelict.

With the help of on-the-

powerful pressures - from

housebuilders, high-tech  Trust,
industries- and major re- Terrace, London
tailers - tend to push  5AW, £6.50.

*Urban Waste Now, Civic
17 Carlton House
SWIY

congratulated on this
excellent report.

JULIA BASTIAN

followed by a depression in
1992.

With the best will in the world,
there is no way - under present
conditions - that we can finally
consign the housing problem to
the dustbin of history. Ask the
Japanese: their trading surplus
has attracted tens of billions of
dollars in extra disposable cash.
Far from being a blessing -
enabling hard-working, thrifty
workers  to  acquire decent
homes - the money has been a
curse. It has been sumped off by
the land market, so that workers
are gven worse off. Japan now
has the highestland prices - and
some of the worst housing - in
the world.

In Britain, successive Labour
Governments tried their best to
deal with the land problem by
taxing capital gains, acquiring
development rights, regulating
the market. The owuers of land
merely sat tight and awaited bet-
ter political climes.

There is one sclution only: a
high, annual tax on the current
market value of all land, irres-
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pective of whether it is being
used or not.

Iflandowners had to pay a tax
on the unimproved rental value
of their sites they would not
leave houses standing empty for
years on end while desperate
parents prayed for roofs over
their children’s heads.

Ifthe tax was high enough, the
incentive to speculate would be
diminished if not wiped out: so
owners would not withhold their
sites from the market even while
buildeis struggled to make their
prices match the pockets of their
prospective customers.

This is the only way to destroy
the monopoly power of the land
market. Empirical  studies,
based on an examination of
those cities that levy heavier
taxes on site values than on the
value of buildings - eight cities
in Pennsylvania, most towns in
Australia = confirm our predic-
tions. Idle urban land is brought
back into use. This restricts
sprawl, conserves the green belts
and reduces those wasteful costs
of infrastructure that - are

associated with
developments.

It is too late to do anything
about the current business cycle.
Through its impact on the sup-
ply and price of houses, the land
market has already begun to dis-
tort the labour market, force
people heavily into deébt and
persuade Nigel Lawson, the
Chancellor of the Exchequer, to
raise the cost of borrowing
money (which inhibits entre-
preneurs from investing in new
capital and creating new jobs).

Today, 70% of house builders
say that the supply and price of
land is the major constraint on
their ability to produce new
houses. The price of land is
heading towards the heights that
were last seen in 1972/3 and
1979, when prices peaked just
before the recessions of 1974 and
1980. The government, by
abolishing the residential pro-
perty tax, has added to the
momentum: land prices will
receive an extra fillip at the turn
of the decade, and place Britain
on course for the Crash of 92,

leapfrogging
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BOOK REVIEW: Raymond Crotty, A Radical's Response, Dublin: Poolbeg, £4.99

THE CORE of Raymond QwQQw book is a story well known in Ireland

but largely unfamiliar elsewhere,

In 1986 the governments of couniries in the European Community
decided to press for further unification. To make these proposals effective,
domestic legislation was required from the various member-states. The
politicians agreed that this legislation should be submitted to their respec-
tive Parliaments and passed into law by the end of the year.

Incthe Republic of Ireland, the Bill proposed for that purpose was duly
submitted to the Oireachtas by the governing coalition, which was
dominated by Fine Gael. Fianna Fail, the principal opposition party, did
not like the Bill much, and could probably have thrown it out; but that

would have precipitated a General
Election, which FF did not want.
So they did not challenge a division
on the Bill which duly passed
the Oireachtas. .

1o complete its passage, how-
ever, ratification by the President
was necessary. For constitutional
reasons, the President could not
sign the Bill before 23 December,
but was required either to sign it by
Christmas Day or else to refer it to
the Supreme Court.

RAYMOND Crotty is a private
citizen, not a politician. He con-
sidered that the Bill was not merely
ill-advised but unconstitutional
and sought to have it veferred to the
Supreme Court. As the President of
the Republic was manifestly un-
likely to do anything of the kind on
his own initiative, Mr Crotty and
his friends sought legal advice. In
the end, proceedings were brought
before a Judge on Christmas Eve.
These resulted in an interlocutory
injunction against the President
signing the Bill. Thus ratification
could not take place by the date
proposed.

The question now was whether
the injunction could be made per-
manent. The matter was referred to
the Divisional Court in February
1987, and the injunction was dis-
charged. The one remaining hope
was to appeal to the Supreme
Court. An appeal was lodged, the
Supreme Court granted a stay on
dismissal of the injunction, but the
objectors were only given a very
short time to prepare their case. In
the end the Supreme Court
decided, by 3 votes to 2, that the
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injunction should be restored. The
objectors had won.

Yes, the objectors had won the
battle, but not the war: In the
meantime, there had been a
change of government in the
Republic, Fignna Fail was in
office, and Charles Haughey was
Taoiseach.

The only way in which the con-
stitutional position could be altered
was by a Referendum. So the FF
government ordered a Referen-
dum. All the big guns in Irish
politics, and the bulk of the media,
were brought to bear for the
change. A substantial majority of
the electors did not vote. Of those
who did about 70% acted as their
disparate advisors recommended.

Poor My Crotty, whose courage
and initiative had played such a
large part in not merely holding up
the proposals but showing that
their supporters were violating the
Constitution,  still awaits  his
ruinous bill.

That is the central theme of the
book, and it is welltold. But it is not
the whole of the book, nor even the
bulk of it. A large part is an account
of Mr Crotty's own life and
thoughts. There are many flashes
of inspiration and important, but
unfamiliar, ideas. That part of the
hook is highly discursive, and does
not tie up very closely with the Irish
constitutional  story. Yet the
thoughts which the reader will take
away may influence his own ideas

in many ways. Here are three
examples:

® “There was much in common
between the failure of the Irish to
secure a livelihood in Ireland and
the widespread, growing and wor-
sening poverty of the Third World.
Fewer people get a livelihood in
Ireland now than at any time in the
past 250 years. More people in the
Third World now experience worse
poverty than ever before.”

e “Every country that had not
been capitalist colonized develops,
regardless of whether it is market
orfented  (USA) or  centrally
planned (USSR); Western (Ger-
many) or Eastern (Japan), large
(Canada) or small (Singapore).
Every one of the 140 or so former
capitalist colonies, containing in
all some two billion (sic) people,
undevelops, although some of these
- those in Latin America - have
been independent for a century
longer than Ireland,; and some of
them are centrally planned (India
and Tanzania) while others are
market oriented (Kenya and
Indonesia).”

o It costs an employer in
Ireland now £4.08 to place an
additional £1 net of PAYE and
PRSI deductions in an employee’s
pocket. Of that residual £1, the
state takes another [5p in VAT
Thus to enable a worker to buy
goods and services for which pro-

must pay the worker almost five
times as much.”

Important ideas, each deserving
a book of its own,
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Philadelphia’s two-rate tax battle takes an equestrian turn

s COMMITTED: George Collins, left, James Tayoun, Dan Sullivan, Jacob Himmelstein, Steve Cord

By PETER POOLE

SEND me back my Four Horsemen, was the appasal from
campaigning councilman James Tayoun when he
launched a new bid to.reforin the property tax in
Philadelphia.

The Pennsylvania city turned down a two-rate tax
earliar this year, which would have reduced the tax bur-
den on many owners of developed properties {sea ._.mnu
& \.Sm_&x Sept-Oct, 1988, p.B8},

Mpr. Tayoun, a restaurant owner who is determinad to

keep the initiative, now wants to educats his fellow.

councilmen on the virtues of placing a highertaxrate on
land vaiues. ‘

Addressing the Council of Georgist Organisations at
Atlarta, Georgia, on July 29, he declared: “\We are in
econcmic chaos. We have a shortfall in the budget,
which must finally be balanced. We will have to go back
next year with another tax increase, and thie year
after that.

“Over the last seven years, property tax assessments
were increased to the point that people who were pay-
ing $400dor asmall house ina dingy street are now pay-
ing $800-1,200. These were hidden taxes paid each
year.”

Mr Tayoun informed the Mayor, W. Wilson Goode,
that he was going to the Atlanta conference to lay his
plans for a new campaign on the two-rate tax, and toid
him: “I am going to tell them that you are definitely

comimitted to this, and he said 'l am”.” Said Mr Tayoun:
“I honestiy think we can do the job. We have got the
information to sell the policy.”

When the policy was debated earlier this year, Mr
Tayoun received the suppoirt of four tax reformers:
George Collins, Director of the city’s Henry George
School, accountant Jacob MHimmelstein, Steve Cord,
iractor of the Center for the Study of Economics, and
Dan Sullivar.

“Give me my Four Horsemen,” appealed Mr Tayoun.
"Give thermn the money to work with, and our first battle
will be to get the school district sgquarely behind the
two-rate tax. That would pick up four counciimen.

“We can take this city. You would not ornly be taking
the city of the first class, you would be taking the entire
state of Pennsylvania, because once Philadelphia goes
the state goes.

“But !l need my Four Horsemen. | don't want {0 go on
radio and television shows, so | need their halp. And we
have got to stop the broad-brush smears against the
land velue tax.

“I want the Bill passed by the council befora we get
into serious discussions about gm budget in mmscmi |
have no fear we can make it go.”

o After the conference, Mr. Tayoun swung into action. The
Bill to establish a two-rate tax which reduced the burden on
buildings came before the councilf on October 15 as pait of a
E-year financial plan for the city.

-4 From Page 85 the

ficult for first-time buyers to get
a toe-hold in the property
market. “We have alrcady

ownership among. American
farnilies,” Mr Riordan points
out, “particularly in the prime
home buying maocﬁ of 25 to 34 perties
years old.” “traded up”

In the 1970s, .@mc&cwoa app-
raisals were disguised. by
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high rate of inflation.
~If borrowers could not meet
monthly payments, they could
sell their liomes at a profit and
experienced a decline in home  pay off the loan without suffer-
ing foreclosure
reasori why the climate of
speculation in residential pro
flourished:

This was one

to higher-priced
houses, all the time struggling to
pay their moriga

resented a growing proportion
of their incomes. The struggle
~paid off: the investment return
on their homes was enormous.
That stack of cards tumbled
with the deflationary period
heralded by Ronald Reagan.
This gave rise to a phenomenon
that has frightened the lending
institutions: people literally
walking away from their homes.
Continued Page 94 »

people

es which rep-
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PROPERTY sales on Britain’s
off-shore tax haven have slum-
ped since the Thatcher govern-
ment reduced the top income tax
rate to 40%.

Guernsey is an island close to
the French coast, which like
neighbouring Jersey has relied
heavily on tax exiles for its pros-
perity as a financial centre.

In the past, the demand for
homes pushed up house prices.
So to protect locally-born people
a two-tier system was created, in
which foreigners were excluded
from occupying partofthe hous-
ing stock.

Since Chancellor Nigel Law-
son’s last tax-cuiting budget the
sale of the Open Market homes ~
those available to non-islanders
- has slumped. Estate agents
report that houses in the mid-
range of £300,000-450,000 are
“very difficult to push”.

In June 1987, 22 Open Market
homes were sold - almost half
the total for the first six months
of this year. Between January

FAUL KNIGHT reports from
Guernsey, the 24-square mile
island (pop.: 58,000} which untif
this year has been a haven for
tax avoiders.

and July this year sales amoun-
ted to £15.5m, compared with
£20.6m over the same period
in 1987.

This supports the claim by
Norman Lamont, Financial
Secretary to the British Treasury,
that a tax rate of over 50% has the

FACT: Guernsey's income tax
rate is 20%. There is no Capital
Gains Tax, Inheritance Tax, Cor-
poration Tax or Value Added
Tax.

disincentive effect of encourag-
ing people to “shelter their
income”.

In the past, the tax shelter has
enriched Guernsey landowners
who sold properties to mainlan-
ders seeking a haven for their
money. But the favourable tax
regime under Premier Margaret
Thatcher has persuaded some
rich people to remain in their
mainland homes!

FACT: Guernsey's property tax
rates have not been increased
since 1948. An average Open
Market house worth £250,000
{$437,000) is liable for a pro-
perty tax of £175 ($300) per
anmnum,

Explained Mr H.L. Van Varick,
Executive Vice President of
American Savings Bank of
New York:

“This often happened when a

@ From Page 93

homeowner saw a neighbour’s
house selling for less than the
outstanding principal balance
on his own house, so the sac-

RISK-FREE JACKPOTS

TROUBLED savings

keep going. Because it

hope that the S&L will

and loans associations
have hecome the only
gamble in town where
the odds are stacked in
favour of the punters.
Because of Federal
insurance -~ depositors
are coverad for every
cent up to $100,000
theyinvestin S&Ls and
commercial banks - a
crisis-torn institution is
forced into a situation
where shrewd insiders
can spot a risk-fres
chance to malte money.
This is how it works.
A weakened SEL is
forced to pay above
market rates to attract
the deposits itnesds to
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particularly naeds long
term money, it offers
premium  rates for
depnsits of a year or
more,

Two Californian S&Ls
recenily offered 1.5%
more than their rivals,
which then drove up
the rates throughout
the local deposit
market.

Money brokers spot
these opnortunities,
and invest sums of
arcund $90,000 a tima
for clients. But that is
only the half of it.

The brokers buy long
term deposits carrying
the premium rate in the

go bust before the
deposit matures. Since

the Federal taxpaver.

covers the principal
and accrued interest -
and the money is paid
out - so the depositor
enjoys the long-term
rate of intersst and
receives his monay
hacl early.

It's a game in which
money is paid to
depositors to cover
their risks - yet there
are no risks!

s The two California
S&L's depositors received
$1.35 bn (£750m) after
Federal reguilations closed
them down in June,

rifice of ~making monthly
payments appeared to be too
great.”

A row is now on in Wash-
ington, DC, over who pays - and
how. Danny Wall, chairman of
the FHL.B Board, asked the
House of Representatives to
pass a resolution which would
give the FSLIC the power to
raise money through the issue of
loan notes.

The notes, which have been
issued to raise money to bail out
the foundering Sé&Ls, have not
been well received by the finan-
cial institutions because of the
lingering doubts about FSLIC’s
own long-term solvency. Some
Federal Home Loan Banks - the
lenders of last resort to the S&Ls
- have refused to accept FSLIC
notes as collateral for cash
advances. .

- The politicians are split on
what to do. The Reagan
Administration regards the
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IN THE United States alarge numberi of people do notenjoy rights of
citizenship, because the laws infringe true political liberty and
sliminates the potential for widaespraad economic well being.
Constitutional and legislative law suppresses the most fundamental
birthright we have as human beings, that of equal access to nature.l1]
This has been accomplished by force and fraud, in total disregard for moral

EDWARD DODSON PROBES CITIZENSHIP IN THE STATES

COnStIaints.

Claims to exclusive cwnership of nature cannot be justified when we as
individuals arg beneficiaries of a bounty we had no part in producing. Even
the value-free analyses of the sconomist recognizes that nature has a zero
production cost, its economic price having nothing to do with the expendi-
ture of human labour. And yet, the law sustains claims to nature, in effect
allowing title holders to extract wealth from others in return for

access.[2]

Political power thus possessed translates into economic power, and
through some convoluted logic, titles to nature are grouped with the fruits

of productive labour as "privata property”. The end
result is a socisty in which citizenship based on equality
ot opportunity is impossible and the creation of a large,
impoverished class of people is inavitable.

France in the 18th century, lreland in the 19th and

L

REFERENCE POINTS

1. A May 1983 report by
TOWN & COUNTRY
{0176} liidicates: "Abowr 3
perceni ofthe popubation, or 7
i § million people, own 335
percent of the total land, and
a fidl 95 perceni of the 1.3
billion acres of privalely
owned land in this coun-
fry"Our peaction to shuilar
statisiics in “third  world”
socigiies is to call for land
rejortn, while most of us are
wiabie to see any connection
between  the  concentrated
conirel gver nalure and the
large  wumbers  of unem-
ployed in the indusirialy-
advariced couitries,

The cost of acquisition of
terrltory has come with a
tremeidous cost in Jniman
lives and. the destuciion of
prodiced propenly. History is
a story of land grabbing
through three primary means
~ force. fraud and thefi. By

what right did the mon-
archies of Spain, France or
England issue grants of land
occupied for thousands of
years by another race of peo-

ple? The aboriginal tribes, for

their part, had no concept of
selling titles in the cartfy
heirs was o colleciive (if
exclusive} form of control at
least with equal access pro-
vided 1o all tribal members.

The right of all people to
share in the bounty of the
earth is the busis for the so-
called "Law of the Sea”
developed to harvest the seu
bottoms., The Unlted Stues
Feas thats for vefused v sign the
treaty because private linter-
ests gre ppposed 10 paying
leasing fees To the United
Nations (whick would then be
distributed internationally o
the buasis of population,
according to one version of
the treaty),

Russia in the 20th provide the historical experiences of
upheaval against landed aristocracies. Marx himself
finally recognizad that landed monopoly power was at
the root of monocpoly capital; and, as one should expect,
it was the landless peasantry of Russia - and not the
worker proletariat - who brought Marxist-Leninism to
that society.

Onily wiien denied access to nature did the landless
resort to iabouring, if they could, for money wages - a
narrowing of options that increased their vulnerability
to the peaks and troughs of the new plague, “business
cycles,” as well as the cppression of “robber baron”
greed.

FRAMING this issus in terms modern Americans can
appreciate has been made very difficult because the
concentrated control of nature has been fused with a
similar degree of control pver industry and finance. Des-
pite this ﬂm._o.r the majurity of Americans continues to
believe thers is plenty of opportunity for alimost anyone
to rise to the top. Those who have benefited do not
understand what is, at bottom, the cause of their
advantage., i

The weaithy, even those who have struggied from
poveity to get there, quickly forget their past and join
those who herald the status quo. In fighting off
atternpts at reform, they have used wealth to gain politi-
cal powar and, when their interests are threatenad, rally
the population to support anti-democratic and anti-
tepublican policies in both the domestic and inter-
national arenas.

Alongside “nationalism”™ we have as a consequence

Continued on Back Page »

notes as

E13

money-goo But

the rate of $1 billion a month.

senior Congressional politicians
have strong reservations. One of
them described support for the
notes as issuing “the Federal
Government’s gold credit card”,
Observers are beginning to

FACT: S&lLs, now dowin to
2,779, are the principal len-
ders in a homs mortgage
industry worth $1.3 triilion
{million miilion).
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note that, in the face of a major
economiic crisis, the crooked
deals in real estate could limit
the scope for remedial action,
For the constrainis on action

‘now not only include the Third

World debt’s impact on US
banks, and the budget deficit on
the Federal government, but
also the huge amount of lenders’
money tied up in the 511 insol-

vent S&Ls which are still trading

and notching up new losses at

Congress 1s reluctant to
launch an industry-wide life-
boat operation, now, because of
the costs involved. George
Gould, the Treasury’s Under-
Secretary for Finance, says the
Reagan Administration is “not
in the mood for a budget-

busting bail-out.”

But the next president, Bush
or Dukakis, will not be able to
sidestep the financial timebomb.
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