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By Floyd Morrow

San Diego City Councilman

There is so much talk these doys about
Tax Reform that no public official would be
caught dead being ageinst it. The fragedy of
it all is that most officials do not undersiond
what the people want or are purpssely trying to
distort the term to serve special interests,

Surely ne politican could misunder-
stand the term “‘Tox Reform®™ to mean higher
taxes, yef that is exactly what the bulk of the
tax reform pockoges would mean. Heaven help
us from any more reforms as evidenced in
Californie which increased state faxes by al-
most $1 billion ond no evidence of reflected
tax relief ot the local levels.

s “property relief” really the term we
sheuld be using or should we use the term
“reduced spending’”? For example, here in
Son Diego, lost August, the City Manager came
up with a bright “property tax relief? idea
He proposed thot the .10 rate for the Metro-

Asa practicing Tax Attowney and {ormerinstruc-
tor in economices, Copncilman Morraw has 3 pood
mnderstanding of why homeoswners continune io
pay an unfair share of the high cost of govemn-
ment,

ovd Marmw, San Diege Comma— f
: Iman

politan Water District be removed. This would
give $31.6 million “property tax relief’to San
Diege property owners.  Apd, to offset that
loss, water rares would be increased o re
capture $1.6 million.  Unfortunctely, no less
funds would be cellected by such a proposal
and water users would be poying the fore for
non-water users, The funds are needed to ex-
pond the water system which is adequate for
present users. Yet, the direct beneficiaries
(wateeless lond owners) would be relisved of
any support o expend the system so their
lands con be developed.

it so hoppened thot opposition to the
increased rotes resulted in a discovery that o
rote increose was really not necessary, but
the “property tox relis®’ did ge through.
(TAX RELIEF FOR WHOM? If additionci
funds were found, as they ware, why weren't
water rates reduced since water rates created
the surplus?




With budgesing time here again, the
City Manager is ogain proposing ‘property
tax relief” mecsures. This time he is affock-
ing the exemption of household furnishings,
which the people voted themselves in Novem-
ber, 1948. He soys that the esxemption of
household fumnishings will cause o revenue
foss to the city and in arder not fo increase
the tax rate joe much the city should put a tax
on "utilities’’. He wants to replace the few
buck®s gain to hemeowners by many bucksin
the form of faxes on utilities.  According to
him, the homeowners comild do whatever they
please, but they will not avoid paying the bill
for special interests.

it seems odd to me thot, in o city of
700,000 people ond with a budget last year of
$103 mitlion, only $7 million of the budget is
collected os a fax on land and thet our totdl
“property tax’® revenues brings in oniy $21
million, $14 millien of which is on the im
prevements, such as homes, office buildings,
aporiments oarnd personal property, such as
inventories.  The 37 millien portion of the
property tax levied on the underlying lond
deesn't even cover 20% of $37,000,000, the
cost of improvements made in ¢ single year
by the City of San Diege, which has the
direct effect of incrasing land values. The
iargest scurce of income to the city being $33
million on waler and sewer charges, end more
than $20 million coming fram sales and gas-
oline taxes.

STATE LEVEL JUST AS BAD

We've ofl heord about the many pre-
posals in Sacromento for “tax reform’®.  Among
them is the Governcr's package.  As always

his press release had the phroses we all like
to hear - among them:

“One thing is clear, we will not
achieve any real or losting tox reform
if we dodge certain bosic issues. We
will not achieve reform by simply ad
ding more patchwork to the existing ond
crozy-quilt pattern of taxation.  The
nesd is to simplify ... and make more
honest ard more equitable ... the tox

structure of our stote®’

That stotement and others would in-
dicate he is solidly for metherhood e nd agsinst
sin, What he really means is that his progrom
will confinue to coll for “reducing property
taxes'”, which gives the homeowner the best
deal of any tax, and will continue to increase
consumer taxes which hit homeowners squarely
between the eyes. Reduced property taxes do
net help homeswners if new or increased toxes
are imposed on copsumers or wages, it does
help land speculators though.

His propossl 1o increase the Home-
awner Exemption is good, but te put a new
$130 million sales fox on items now exempt
such os repair services, is like giving a baby
a sucker fo oftroct his attention while you
steal his botile of milk.

Williom R. MacDougall, general counsel
and monoger of the County Supervisor's Asso-
ciation, called the Governor's proposal fo
restrict County tax rates o “gimmick™. In a
statement, MacDougall said it would be *“sheer
folly” to destroy county governmeni as “‘on
unnesessary by-product of o major tax reform

operation’,

T

“*Tax reform can be achieved in Cali-
fornia with equity for aoll ond without under-
mining our local governments®, he said.

“This undermining ond weskening our
focal governments will surely pave the way
for drect state and notional operations in all
fields of government and will, thus, com-
pletely remove significant gevernment func-

ar

tions from any sort of home rule whatever'”,

he added.

The Governor, even though he com-
peigned con a platform of less state spending
and more local contrel, has consistently cofled
for increased state spending, thus, increased
state control. |t seems that his compaign wos
iun by expert Public Relations people who
knew whot the pecple wonted to hear and whai
peopie wanted done, which was not being done




by the previous administration. But, after his
victary, the Public Relations men went about
their way and the large financial supporters
became advisors and decision makers. Strange-
ly enough, most seem to be land speculaters,
noi just the seven who recently boosted of
meking 500% profit on a recent land invest
ment, |t will be inferesting fo see whai the
property, which they sold for $1.5 million, was
assessed at for taxes. |f the assessor js
assessing af the 25% ratio, @s most assessors

are, the assessment should have been $3735,000.

[ guaraniee that homes, businesses, and

farmers in Nevada County are assessed of
o .

25% of their market values, or very close to it.

LOSING LOCAL CONTROL

It is most unfortunate that free enter-
prise is so tied up with confrols that it hasn®t
tor many years been able to show what it
really can do. Taxes on wages, produciion ond
trade only cripple the profit motive and free
enterprise.

MacDougall briefly scratched the sur-
face when he said thet the Governor's proposzal
would weaken local government. The continu-
ing trend toward bigger and bigger state and
federal budgets can®t help but cause more
state and federal control. The tragedy is that
the advocates of more and more financial
assistonce to local agencies, be it city, county
or state, are contributing to creeping socializ-
ation of our country. Local communities pay
the taxes collected by state and federal gov-
emments. They have no way of getting money
without getting it from us. As for controls,
they must have controls or spending would go
wild, more so than it already has.

If California is going fo compete for
jobs with other industrial states, our City
Managers, City Councilmen and State Legis-
laters will have to change their thinking about
revenue sources. [t's fime o spade was called
a spade and the “‘sacred cows’ be taken tfo
slaughter. The “*sacred coes™ | refer to are
the land speculotors and slumbords.  There
isn't a city in Lalifornic which doasn’t have
its EYESORE in its core area. There isn't ¢
city in Califoernic which isn’t riddled with

vacant Jots ia its City Center which probably
serves as a porking lot where 20 to 30 story
parking towers are needed. In most cases
neither the slums nor the vacanf lets are for
sale. The resson baing the prefitable nature
of those investments with the present tox
structure. Californie’s tax structure penalizes
those who do what is socially desirable ond
subsidizes those who de whaot hurts ond is
costly to society.

TAX LAND ONLY

If owr legislators really want fo solve
some of the problems facing California, they
should wake up fe the tax structure which
turned an arid desert {The Central Valley} info
the most productive agricultural community in
the world. The lrrigation Districts of Cali-
fornia made that transformation possible, buf,
only after the farmers demanded that the taxes
on improvements be removed. in 1909 the
legislature amended the Wright Act so that
lrrigation Districts would be taxed on land-
only, after which their use became widespread.

{t should be stated that no state or tederal
funds were used in any of the lmigation
Districts.

H cur cities, counties and school dis-
iricts would collect all local property taxes
from the value of land only, the slums would
disappear. Net because the federal govern-
ment or urban renewal agency bought them up,
but because the owners would no longer find
them be to ‘‘profitchble investments’. The
same will apely fo vocont lots on Main Street,
if parking is needed {and it 1s) on Main Street,
then a split level lot would be more profitable
than a single level one since the taxes would
be the same.

Homeowners too would be paying less
property taxes on a land-only basis, and with
no fears of increased sales faxes, income
taxes or other such taxes on wages or frade.

The time hos come for sur publicef
ficiols to stand up and be counted. Wheredo
you stand, for or against the sacred cow?

END




by Michele H. Greenhijll

CALIFORNIA HOUBING %

{9EE AFET

The California Supreme Court has de-
cided ancther case invelving domage to hous-
ing because of defective soil conditions.
The story is afl too famiifar. A subdivision
was constructed in 1961, in adobe soil in the
Thousard Ooks area, The houses began fo
crack ond breck up beccuse of expansive scil
conditions. (Concrete slabs broke and slipped
under homes.) The homeowners got togsther
and  sved the subdivider and they also sued
the savings and loan association which made
the consiruction leans. (Me thinks they should
also sue the county building inspeciors whe
passed the construction site os safe.)

Hew can @ construction lender, which
merely provides financial services, be held
fiable for expansive soil conditions resulting
ir domage 1o homebuyers? The Supreme Court
gave its onswer in Connor v. Great Wesiern
Savings and Loan Assoccigtion (1968) ADV.
Calif. (L.A. 28,898).

&

Plaintiffs were the homebuyers who
purchased moderately priced housing in the
Conejo Valley, The defendant was Greot
Western Savings aond Lean Association.
Amicus curiae briefs supporting Great West-
ern were filed on behalf of the State of Cali-
fornia, the California Mortgage Bankers Assn.,
and the California Savings ond Loan L eague.
The Legal Aid Scciety of Qcklond filed an
amicus curige brief in support of the home-
owners. lhe decision was written by oneof
best known and most respected judges in the
Urited States, the Chief Justice of the State
of Calif., Roger Troynor.

In 1959, the subdivider agreed fo pur
chose 100 acres in the Conejo Valley., He
went to Great Western fo obtuin finencing
Graat Western agreed to supply funds fo pur-
chose the lond, and also received o gentle-
men’s agreement that it would have the right




of Grst refusal to make any construction foons
on the houses to be built.

{This was also declared illegal in a
decision recently.)

The subdivider put $190,000 of his own
funds into the purchase of the land, ond the
balance of the purchase price was supplied by
Greai Western. Great Western aciually took
fitle 1o the land, and gave the subdivider a
ane yeur option fo repurchase the land af a
$30 000 profit to Great Western. This was an
early exomple of what has become known as
“|and warehousing’’ under which a finoncial
institution holds land for o developer until he
is ready to use iL

Cne reason for the “land warehousing®
technique cccording to the court, is that the
tending instifution is prohibited by law from
lending more than thirty-three and one-third per
cent of the appraised volue of the unimproved
real property. Therefore, in this case, Great
Western could not have loaned $150,000 1o the
subdivider on the land, se, instead, Great
Western fook fitle fo the land as o means of
circumventing the statutory prohibition by dis-
guising what was really a loan, and making it
fook like an investment in real property.

Great Western knew that the subdivider
was under capitalized. The subdi vider's finon-
cial statement showed a capitalization of
$325,999, but, of that, $320,000 was estimated
profits which the subdivider expected to make
from selling homes which were nat yet built.
Thus, the court said, 64/65ths of the total pur-
ported capital was extremely hypothetical.

The subdivider did not employ an or-
chitect, but bought pre-packaged plans. Great
Western did not examine the foundetion pions.
i+ was moreinterested in the financial aspects
of of the transaction than in the construction
aspects.

Great Western made a construction loan
i the subdivider in the amount of approxi-
mately $3,000,000, and ended up with most of
the permanent loans. OGreat Western charged
the subdivider o one per cent fee for loans

made fo substandard buyers. The ronsfruction
loan fee wos five poinis, the inferest rafe wos
6.6%. The five percent loon fee was higher
than normal because the construction foan wos
approised by Greaf Wesiern o5 one nvolving
substantial risks.

During the courss b construction
Great Western's inspectors visited the job
weekly to verify that the progress of the job
justitied  the construction loans drawn by the
subdivider. But Great Western made no
searching inspection as fo soil conditions of
foundations. The court therefore held Great
Western was liable fo the homebuyers for neg-
figence which resulted in damage fo the
houses from expansive soil conditions.

Great Western became much more than
o lender content to lend money at inferest on
the security of real property, i became an
active pasticipant. Under the construction
loan agreement, it had the right fo exercise
extensive confrel aver the enferprise. Great
Western received nof only interest on its con-
struction loans, but also substantial fees plus
20% capital gain for **warehousing'’ the land.

Since the value of the security for the
construction loans depended upon the con-
struction of sound homes Great Wesfern was
clearly under o duty fo ifs shareholders fo ex-
ercise care to assure that the homes would be
properly constructed. Great Western knew
that the developers were inexperienced and
undercapitalized.

Great Western should have known of
the expansive soil conditions. The presence
of odobe is easily detectable by the naked
eye. Yet Great Western failed to require soil
tests or to examine foundation plans. 1f per-
mitted consiruction on the basis of pre-pack-
aged plans, ond made no ofiemp! 1o discover
gross structural defects. |t reiied solely vpon
buitding inspectors with whom if had not pre-
vious experience to enforce a building code
with the provisions of which it was ignorant.

The court held that Great Western was
under o duty to the buyers of the homes fo &x-
crcise reasonohle core to profect them from

H




domoges caused by major structurgl detects,
Greas Wesiern should have foreseen the poten-
tial risk fo the he ebuyers.  Gregt Western
should have known that the usual homebuyers
are il equipped with sxperiences or the fi.
nonciol means to discem stryctyral defects in
@ heme. A home ;< not only o major invest.
ment, but alse the only shefier he hgs.

Substential moral blame therefore at-
taches to the conduct of Grear Westers,

Great Western argued that the inpasi-
tion of Hability for structural defects on o
lending imstitution  wifi increase housing
costs, drive some builders ous of business and
decrease totqgf housing at o fime of grect need,
But the court an swered that there j¢ ne social
utility in tostering the construction of ser.
ously defective homes,

Great Western contended that it was
the building in spectors of Ventyra County whe
werg negligent, and that this negligence re.
lieved Greg: Western of any fiability, But the
court held that the facy that the inspectors
were negligent would not excuse Great West.
em for being negligent,

There is still o chance thot the United
States Supreme Court will reverse the decisian
of the California Supreme Court, but they do
not usvally do se. Therefore, what will hap-
pen to building in the future?

1. Construction lenders will demand
soil and foundation reports on all subdivi-
sions,

2. Construction lenders will hesitate
to deal with inexperienced, undercapitali zed
subdividers.

3. Construction tenders will make q
more searching inspection on subdivisions in
order to be certain that ne major structyral
defects exjst

Will this make the cost of building
rise?  Will the Savings and Lean companies
pressure insurance companies fo give this type
of insurance coverage? QOne thing s certain,
there will he legislation entered in Sacramente
fo correct this sityation. =

&

LETTERS TO THE EpiTon

Assessor, Kern County
Subject: Tax Assessment, Parcel 245-142-10

Reference: Letter Peterson/Rudy November
21, 1957

Gentlemen:

Your reference reply indicates that my
bresent tax assessment has been reviewed
and is correct. You qlso indicate that the 12
fold increase in my fdxes in two years is fully
“iust* gnd reasonaeble bgsed on vour figures
and recent new essessment policies. | have
checked the valye of my property and am cer-
fain it hos not changed by more than 509% in
the last 8 10 10 years.

Gentlemen,  there are only three con-
clusions that can be made:

1. That your previous methods for
levying taxes were very unfair and
inaccurate,

2. That your present methods for levy-
ing taxes are very unfair and inge.
Curate.

3- That the cost of running the gov-
ernment in Kerm County has jn.
creased by a fantastic amount or is
terribly inefficient, or both!

From the very firm and decisive tone
of  your letter, there appeors fo be little the
averoge citizen can do to protect himself
against this typa of galloping government con-
fiscation. The Soviet Union could atford to
toke o few fessons from you when it comes fo
socializing a counfry.

When my wife and | homesteaded this
Property a number of years ago, we iooked
farward some day 1o retiring to this lend and
building a nice home. However, if the cost of
YOUr government continues fo incregse af the




rote of 5 times per year, we cannot afford the
luxury of planning for our old age. We’ll just
have to let the ““Government'® worry ahout
that for us. And afer my boek is broken
aleng  with the rest of the gioneering, agres-
sive people like myself, there moy nof be any-
one  left willing or able fo pay for the expen-
sive  Juxury  of o norribly inefficient
“almighty”® government.

Although the “little guy® who pays
and poys oend poys has just chout lost the
democratic  form of government thai he fought
many bloody wars to preserve, there is how-
ever one remaining strong beastion of demo-
cracy, the newspapers. They are the lost
etfeciive way of fighting such high-handed
government policies. Some aggressive news -
poper reporter should be able to find o nice
juicy  story here and | shall do my very best
to get this information fo that “aggressive
newspaper reporter.’’ | suggest that you put
together a liftle better story than the one you
used in your reference letter to me.

Sincerely,
M. Franklin Rudy

cc: Governor Ronald Reaqan
Los Angleas Times
The Bokersfield Califofnian

Statewide Homeowners Assn,

Ed Note:

The Statewide Homeoawners Assn. re-
cieved o copy of the above letter as did the
Los Angeles Times, Governor Ronald Reagan
and the Bokersfield Californian. 11 is possible
that the Governor would sympathize with Mr.
Rudy, since he too owns land which he would
like to have assessmenis lower upon. MNotice
thot Mr. Rudy is not making ony arguments for
a lower value, enly thaot the increose has heen
foe much in too short o time.

Statewide Homeowners Assn. con-
tocted Merberi Roberts, Kern County Asses.
sor, to find out why Mr. Rudy’s assessments
have  sky rocketed. To point out how “very
firm** and “decisive tone® the letter received

by Mr. Rudy, the Assessor provided us with o
copy which we have printed below.

To  shed more light on this situation,
the assessor poinfed out five comparables
within 1 174 miles of Mr. Rudy™s property.
They are:

Parcel Date Acres Sale Frice fmp

245-132-02 1967 5 500000 WMo
24513111 1966 5 450000 No
245 13203 1963 5 2,500.00 Ne

245-150-06 1966 4.78 800000 Yes
245-122-09 1947 5 7,500.00 Yes

The assessor alse has 32 sales of
25 aere parce s near-by which sold from
$4,500.00 to $5,000.00 in recent years, which
indicates to us that Mr. Rudy”s property is

still underassessed and a further increase
will be due next vear.

This is the assessor’s |etter 1o Mr. Rudy.
The assessment from 1947 to 1966 was $50.00.

M. F. Rudy
19007 Vintage Streei
Morthridge, California 1324

Dear Mr. Rudy:

Your property, Parcel 245-142-10, and
other land in this orea were re-appraised for
the 1967-68 year. The primary reason for the
increase  in assessed value (s due fo a new
faw. Under the new law, called AB 80, which
Wi passed by the State in June 1966, the
county assessar is required to appraise ai a
sef percentege of market value. Qur Assessor
sef o rotio of 25% of morket value under the
new  law, The full cash velue of your prop-
erfy may he interpreted os estimated market
value or full cash value is $2.600. The as-
aessed wvalue is the amount which deter
mines your taxes.

We have recent comparable lond sales
in this area to suppert cur appraisal,

Yours very truly,

HERBERT E. ROBERTS

Assessor, County of Kern
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Wy, Pereira delves into the problems caused by infiatiep

by Wilbur E. Pereiro

Diietiantism allows one certain free-
doms, He con mentolly room the various
schools of thought ond express himself rather
freely, without teo much or even any regard for

profess He con ask
questions without violating ony of the dogmo
or lore of particular disciplines. But he can
and does find himself in a quandaory from which
extrication may be difficult, indeed. As o
dilemma-fighter he can be bold, and his sue
cess will be in proportion to the oftention he
pays o that old admonition written o long time
ogo by Alexander Pope:

A fitile fearning 1s a dangerous thing;
Drink deep, or taste nof the Pierian
Spring
There shallow draughts ntoxicate the
brain,
And deinking largely sobers us agan.

With Pope in mind, this effort will ex-
plore infiction, debt ond inierest.

| want to repeat the lesson learned by
a litile king in a Foble read several years
age:  THE KING WHO GOT SQUEEZED BY
UTIGHT  MONEY™. (For?une, Mumh, 1957)

“When peoople attempt o borrow more
than they are saving, scon there (s a
shortage of money fo be horrowed?*

“And then even & King can’t borrow,

unfess he 18 willing fo siart up the

¢n

printing presses, which brings mnfla
iion. For as 1 said before, ‘fthere:sno
such thing as a free Tunch.™*

i* has been reported that  Calvin
Coolidge, while faking his son for a wolk,
paused  in front of the bonk where they had o
savings occount, saying: ~ Shhhh, le¥’s see it
vou can heor your meney warking for you”
This simple economic lesson was thetif they
would regularly put oside seme savings, the
inferest would moke the nest-egg grow. Or

wauld it?

Cne thousand dollars put in o savings
account twenty-five yeors age at four percent,
compounded quorterly, would be weorth $2705
now, but at two percent yearly inflationary rate
it would octually be worth only 31648; ot o
five percent inflationary rate, oniy $798. A
$10,000 paid-up life insuronce pelicy bought
ot the same fime would be worth only $6095
fodoy under two percent yearly infiotion, or
$2953 under five percent inflafion.

It may surprise some readers to know
thet the lote John Moynard Keynes was very
much against inflatien. The book KEYNES AT
HARVARD does not elaborate, but the free
snterprise,  limited government orgonizatien
THE FOUNDATION FOR ECONCMIC EDUCA-
TION has printed Keynes' poper con inflation.




I 1919 Keynes wrote: “*Lenin is said
to have declaored the best way to destroy the
capifalistic system was to debauch the cur-
rency. By o continuing process of inflation.
governmen? con confiscots, ssoretly and un-
observed, an important part of the wealth of
their citizens, Lenin was cericinly right.
There is no subtler, no surer means of over-
turning the existing basis of society than fo
debauch the currency.” (And inflation wili do
just that.)

About three years ago, cur national
Budget Director warned inflation “‘redistri-
butes income in o copricicus saanner, heavily
rewarding some and penalizing others,™ end
“by raising the price of goods we sell chroad
robs us of our foreign exchange earning power,
and reduces our obility to meet ocur commit-

ments abroad.”?

He said this sharily ofter 1965's cost
of living had advanced 2 percent, the highest
in seven years. Wholesale prices had shot up
3.4 percent, after having remained quite stoble
since 1957

The Administration had been trying to
curb inflation through “voluntary™ wage and
price controls and by increasing the cost of
borrowing money. A Republican task force pro-
posed more drastic action, including reduction
or pestponement of voted welfare pragrams and
a new “‘surplus’ budget for the upcoming
tiscal year,

Lack of courage to so move was ab-
tribuied to “on election year”. A conscien-
tious dilettante often finds this, and “political
expediency®’ stumbling blocks fo o reasonable
evaluation of facrs.

Those who gain from inflation con-
stitute pressure groups.  In the matter of
fiscal policies, ond many other government
actions, Dr. Milton Freidmon, THE PURLIC
BE DAMMED, Freeman Magazine, Ociober,
1968, mokes o few points:  “'No strong pres-
sure  groups will faver proposed chonges --
which  serve only the widespreod general
inferest of the public.’”

“Many citizens regard i1 as a paradox
that ¢ democratic governmeni, supposed to
promote the genersl welfare, should enact so
many measures that promote special interests.
I+ is not @ poredox. It is the result fo be
expected when government sngages in activi-
ties that have concentruied effects on small
groups ond widely diffused effects on the rest
of the citizens. A majority rules in a political
democracy, but the majority that rules is typi-
cally o coalition of specigl interests - not a
majority promoting the genercl interest.””

In his book DOLL ARS AND DEFICITS
(Prentice-Hail) Dr. Friedman expresses basic
beliefs that **freedom is the major objective
in relotions smong individuals. The preserva.
tion of freedom requires limiting narrowly the
role of government and placing primary reliance
on private property, free markets and voluntary
arrengemernts.,

He suggests we “‘set the doiler free
and let its price in terms of other currencies he
ke determined by privote dealings. Such a
system of floating exchange rates would eli-
minate  the bolance-of-payments  problem,
thereby enobling us to cholish the income-
equalization tax and informal exchange con-
trols, and to move unilaterally toward freer

frade,**

Would if be expecting too much if we
sought virtue and integrity ameng those who
held special privilege and live by the power it
gives them?

ir the arena of pressure groups and
special interests will cocur the most difficult
batiles in *Tax Reforms’ now being discus-
sed of ocal, stote and natienal levels.

Mr. Jomes Reston has stated the issue
very well:  “Whether we con regain the gift of
honest discussion, whether we can be hanest
and condid again, whether we can trust one
another, whether men who disagree with the
present policy will come forward and say why,
whether our politicol leaders will risk the
ageny of debote and even defeet - and the
exciting thing is that this is what is beginning




to hapoen.”™
l.et us hope so.

AMERICAN INSTITUTE FOR ECO-
NOMIiC RESEARCH, Great Bearringion, Moss.,
has pubiished many butletins, aside from those
thet are investment advisories. One finds
much about inflation, and about special privie
leges in their works. Especially interesting is
their table HOW AMERICA'S “Forgotten Men’
HAVE CONTRIBUTED TO THE “‘Success”
OF INFLATION. From 1940 through 1967,
there were $309.7 BILLION siclen from sav-
ings in all forms by infiation. The two percent
rate previously mentioned for 1965 “stole*
$16.0 BILLION, For 1966, 2.3% and $27.2
BILLLION; and by extrapolation from the rable
we find that using ¢ savings base of about
$900.0 BILLION for 1948's admitted inflation
rate of 4.7%, THE AMOUNT STOLEN WOULD
BE ABOUT $42.5 BILLION! Your 1348 dollar
has the purchesing power of 1938°s 39.5 cents;
and of 1947-49°s 66,07 cents!

In THE FUNCTIONAL FAILURE OF
THRIFT INSTITUTIONS, June, 1947, the
Institute maokes a cogent preseniation of facts,
and some suggestions for action. ““The custe-
dians of the vast accumulation of your wealih
occupy positions of great power as the feaders
in banking and insurance. Unfortunately, most
of those custodians have failed to see or tc
perform their full economic duty. Whet they
have failed to do is to carry out their full
sconomic obligation, which includes con-
tinucus and energetic opposition to the subtle
‘embezzlement’
funds.”™

of the buying power of your

On November, 1968, o letter was writ-
ten to Mr. George Chempion, Chairman of the
Board, Chase Manhatten Bank, New York City.
It congrotulated him for his fine article in U 3
NEWS AND WORLD REPORT 11711748
PUZZLE FOR NEXT ADMINISTRATION --
HOW TO HALT INFLATION, It was sug-
gested foo that; 1) the bonking system hos
Leen all too quiet acbhout the whole thing, and
2) was used by the government as o vessel for

promulgating  inflation. {(REFERRED MR.
2

CHAMPION TO THE INSTITUTE ARTICLE.)
It was pointed out that the bonkers need 1o
tell us more about the various impacts of “low
interest rates,’” and how they mean higher
prices in such things as [ond in the capitalizo-
tion process. This is extremely important, it
was pointed out, since land prices have spiral-
led more than many other prices and have be-
come o main couse for an increase in purchas-
ing media. Suggested that it is not ONLY the
monetizing of governmeni debt creating more
inflation, but it is the capitalizing into prices,
then inte purchasing media values from obliga-
tion (not wealth) instead of values from pro-
duction, which are wealth. |t was mentioned,
too, that we have too many *‘daily breads™ of
many femorrow’'s already monetized and in our
stream of purchasing media.  Also made @
reference to the tables in Prof. Paul Somuel-
son's FCONOMIC (1955) showing how there is
a multiplier factor ossociated with fractional
reserve banking procedures that cllows the
banking system to "‘create money’” rapidiy.

Mr. Chompion wrote on MNevember 27,
1968:  ""Dear Mr. Pereira:  Mony thanks for
your letter regarding my recent article in U5
News ond World Report. Personally, | had not
noticed any unusual sifence on the part of the
hanking fraternity cbout the duangers of infla-
fion. A number of my colleagues have spoken
ouf strongly en this subject in the last couple
of years. However, | certainly agree with you
that the threat to our economy is sericus
encugh fo warrant the best thinking of not only
the bankers, bui the business community in
general. Kind regards, Sincerely, Geerge
Champion.™

You may be interested in knowing how
the “‘multiple expansion of bonk deposits™
opercies. Prof Somuelson writes that bankers
sometimes say the banking system cannot {und
does not) create meney. They have been en-
meshed in our old friend the fallacy of com-
position: whei is true of ecch is true for all.
The bonking system can do what each small
bonk cannot do: it con expand invesiments
many fimes fhe cash given it.  The bonking
system and the public do, between them,




create chout 35 of bonk depesits for every
dollar taken cut of circulation and left in the

bank.

Suppose thot the bank is required fo
keep only 20% legal reserves. (Some ore less
than that, the multiplier becoming grecofer than

5.)

Although the bonk cannot jack ifs de-
posits up fo 5 fimes its cash reserves, it most
certainly con reduce its cash reserve down to
175 its deposits. Nothing is easier. In Prof.
Samuelson’s text (1955, poge 277) o table
illustrates how, in three columns, “New de-
posits,*® ““New loans ond investmenis.” and
“*Cash Reserve Balances,'” in sieps from the
original bank through banks of the 10th “‘gen-
erafion’® und beyond, a new depesit of 31000
creates new loans ond investments of 3800
and a cash reserve balance of $200 at first,
then grows to: New deposits, $5000, MNew
Leans ond Investments, $4000 and Cash Re-
serve Balance {assuming 20% required) $1000.

Pref. Samuelson writes thot common
sense tells us the process of deposit creation
must come to an end only when no bank any-
where in the system has caosh reserves in
excess of the present ratic of reserves to de-
posits. Thus the whole banking system caon do
what no one bank con do by itself.

t only 10% reserve is required, the
initial deposit of $1000 con result in $10.000
of bank deposits. A nervous widow’s per
monent withdrawal and hiding of $1000 in the
attic creates o reverse chain of events and
(ot 20% reserve) causes a “killing off'* of
$5000 worth of deposits throughout the whole
system, and $4000 in bank-earning assets.

Even « dilettante con associafe this
significant fact with the importance of govern-
mental  action in odjusting reserve reguire-
ments, establishing interest rates, and MAK-
ING DEPOSITS OF MONEY CREATED VIA
THE MONETIZING OF DEBT. !t doesn’t iuke
leng for mild 1o become WiLD inflation with
that kind of lashup functiening!  Throw in
those non-wealth PRIVATE volues monetized,

cuch s land volues, and ¢ deodly combinafion
i< born. (To the contrary, it was found that in
Denmark, when site volue faxotion was at ifs
most effective level, the rate of inflation was
at its lawest, This was bescause less non-
wealth value and pricing were being monetized
into the stream of purchosing media.]

Incidentally, too, in the second guarter
of 1966 FHA tables indicate that the average
market price of a site for o home was $3684,
maoking up 20.3% of the total price of house and
lot. In 1946, the market price of o site aver-
aged 3761, ond was only 11.5% of the fotal
price of house and lot. The FHA reporf indic-
ated that site values of developed lots used
for new single family houses with FHA-insured
mortgages advanced over 300 percent between
1946 and 1964 which contrasts with only o 58
percent increase in the general price level
during thaf time.

The dilettante’s dilemma about in-
terest clears up somewhat when it is realized
that falling values of sur dollar send inferesf
rates soaring., A $1000 loan made on Junuary
¥, 1968, ond repaid in full at 6% interest, or
$60 in interest an December 31, 1968, would
have netted the lender on increase in purchas-
ing power of only $11.91, or a yield of 1.19 per
cent. To have nefted a 5% return without any
erosion of the purchasing power of either his
capital or his interest, it wokld have been
necessary for the lender to charge o 19.3 per
cent interest rate and be paid back $1103.09 at
the year’s conclusion. ““The Appraiser,’” «
newsletter for American Institute of Real
Estate Approisers members, points out the
ohbove figures, and that the notion’s commercial
banks had no lack of funds for making real
estate foans through 1968, but with rising in-
flation it is easier to undersiond why the in-
terest rate was niked.

One can understand GOOD MONEY
being dear, and puiling in high interest for its
use, [t is o shame, indeed, that high interest
rates must be paid for CHEAPER MONEY
BEING FURTHER CHEAPENED BY INFLA-
TION!

END
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HOW TO MAKE MONEY IN REAL

if you want to moke money in real
estate, sell fo, or buy it from the government.
A recent suit filed by toxpayers sought fo re.
gain §390 million worth of land reputedly sold
by the state in 1956 for $10. These same tax-
payers are considering further suits for another
targe picce of land which will shorily be taken
over by the seme developer, Califernia City
Development Company, for just under $1.00
{one dollar) per acre.  This band, which was
part of the Mohave Airport, is in the path of the
tunway ond judged unsuitable for development,
but you can be sure it will be sold to unsus
pecting buyers as fully developable iond.
This corporation, by the way, odvertises that
there are 1 million acre feei of water availsbie
vnder California City. f this is so, why do
the taxpayers burden themselves with o billion
dollar bord issue to bring water from Neorthern
California?  Since availability of water de-
cides the volue of land, this land should be
extremely valushie, why is it then that the
Celifornia City Litigants ore suing for a retum
of their purchase price because they cannot
sell their land or use it profitably?

in ancther recent purchase of land by
the County of Los Angeles, 10.7 acres of land
were purchased by the Board of Supervisors
for ¢ $3-2 miilien Newhall civie cenier. This
property, which belenged to the Newhall Land
and Farming Compony, was assessed at
$383,000 for 85 ccres. According to that as-
sessmeni the whole 85 acres should be worth
31,532,000, since the L.A. County Assessor
is using 75% os his assessment ratio. Now we
find that the County has paid $3,200,000 for
only 10,7 acres of it. That being so, one of
two things must be o foct. Either the assesszor
grossly underassessed the property, which
causes homeowners fo pay mere thon their fair
share, or, the County paid 32.2 miilion for land

ia
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warth 3192,600, or 16 fimes whot it is worth,
In either case, homeowners are picking vp the
tab.  The expenditure of taxpayers funds io
enrich the large landowner is @ common occur-
erce, but in this case it was a bad investment
joo, the land is sc sandy and shifting that it
has been discovered that pilings will have to
be sunk fo support the one story civic center
building. This is in the district of Superviser
Warren Dorn, whe hod a Club House built near-
by in the city of Pearblossom becouse the
ladies club asked him to, ond after ali, it was
only 385000 of the toxpayers® meoney.

These some supervisors complained
about having to pay 61% more than the osses-
sor's indication of full market value for some
tand for a pork in East Los Angeles o few
years ago.  They criticised the cssessor,
Philip E. Watson, gquite severly for “under-
assessing”” four parcels of fend. The county
had paid o fotal of $102 385 for land whose
aggregafe assessments were $15,830, indicat-
ing a full morket value of $63,320. The Super-
visors demanded that the assessor have land
appraised af full market value in the future.
it seems as though they don’t want low as-
sessment  on just onybody's lond, only on
lorge land speculators. For example, we hear
ne requests of the Supervisors to demand reas-
sessment of the Malibu Hills.

Other deals made by Los Angeles
County include the old Low Building which
was torn down fo mcke way for the Civic
Center Mall.  This building was assessed at
$200,000 making it worth 3800,000 fui market
value, The owners, Lombardi brethers, asked
$3 million for the property and the county let
the controversy go fo court. They wound up
paying $1,450,000.

s



Another purchase by LA, County Board
of Supervisors was the De Lisa Building aof
Grand ond Temple streets. The county waos
offered this building some time  oago for
$300,000. They turned it down, saying they
didn’t need the space, olithough they were
building enormous buildings oll arcund it which
would need parking facilities. They were of-
fered the building in 1964 for $600,000. They
still didn’t buy. Then it was decided a Court
of Domestic Relations would need space, s0 8
menths after turning it down for $600,000 the
county paid $1,235.000 for the building. This
was never buili and today the Music Center
Operating Company leases the building for $1.
per year, the county pays all operetional ex-
penses.

S___I.:__ ~ & 1
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& Tirm
of Oscar and Irwin Topper, who have 11 lucra-
tive leases under }1 corporete nomes, cll

the district of Supervisor Ernest Debs.
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Also in Orange County a school board
paid $840,000 to purchase a piece of land on
the tax rolls for $50,000. This disparity be-
tween the taxing agency ond the buying sgency
meons that you, the foxpoyers, must pony up.

WHERE ARE THE CRUSADERS?

In 1237 a member of the Los Angeles
County Grand Jury filed o suit in Superior
Court, Clifford E. Clinton versus Superior
Court, to guarantee his right to be heard when
the other members of the Grand Jury did not
want him to testify as fo corruption in the
county. Clinton exposed some cases of pay-
offs in land deals which hove not been settled
to this day.

in 1954 John B, Kingsley led ¢ “run-
away’’ Grand Jury which exposed fraud in con-
nection with land deals and the Board of
Supervisors.  Now we hove o whole list of
iond deals which hove on over-ripe ader. The
Grond Jury has refused fo consider any of
these deals as being “fradvlent’’,  al-
though some have privately agreed they show
very poor mancgement or business sense,

END

THE CONGRESSMAN
His Work As He Sees it

by Charles L. Clapp

This book was prepared from a cowference
techknigue originaied by the Brookings insti-
tution and is published by that independent
organization which is devoled to nonpartisan
resedarch, education and publication in econ-
omics, governmenl, foreign policy, and the
social sciences generally,

Using extensive imferviews with 36 Repub-
lican and Democratic Congressmen, Clapps
says that mosi Congressmen feel thaf cam-
paign funds are the biggest prublem they bhave
and a strong cdse can be wade for [inawcing
campaigns with some sorl of Federal funding,
I we are poing fo ask cur refpresenidiives fo
resist the blandisbmerts of big lobbys and
bipper business inlerests (and this is repre-
sentatives at a1 levels of povernment) we
mast provide the means to free them from sky-
rocketing costs of campaigning.

The members agree thal almust all work is
done in the commitlees and sdy thal a feeling
of comradervie develops in the conference
room. Cronyism™ is what one member called
the feeling that develops and reforms dre
difficnls becawse owe member would wnot do
anyithing to embarrass another. They also say
that members are less inclived fo make their
real voies owm the floor where they will be
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publicty recorded. No records are kepr aof
conference committee deliberations and vou
will see Senators amd Congressmen fight
ardently for a measwure in the commiliee room
which be went ow record as opposing on ihe
finor,

Rep, Richard Bolling of Missouri (1)) has
entered a bill to reform some of the ills of
Congress. This packaee of reforms was com-
piled by the Democratic task force on Official
Conduct and Congressional Reform, which
Bolling beads. it is now before the House
Rules Committee if you wish to wrile to your
Congressman and ask for action.

EDITOR'S NOTE

There is a wew law requiring Federal offi-
cials to give dccess fo Government records (o
anyone who requests them wnless the informa-
tion falls within nine categories exempted by
Congress. This just means von mipht have to
gel a courl order to gain access lo cerfdin
agency files. but you will gel them eventnally.

The self justificaiion of government for not
quite bonest bul nol guite corrupt practices is
begimiing 1o be eroded, There remains a moun-
fain 1o be cat down to male bill size, 1he con-
Jlici of interest of government officials voting
for clienis or interesi they represeni. The
First Congress adopled the "'Jefferson Rule’”
which was Rule 376 of “fe fferson’s Manual-
the Constitution and fhe Rules'. This rule
stated ""When the private interests of 4 mem-
ber of Congress are concerned in a bill or
guesiton, be is to withdraw. [n a case so con-
trary, noi onrly to the laws of decency, but lo
the fundamental principle of the social com-
pact, which dewies to any man, to be a judge
in bis owwn cause, il is for the bonor of the
House that this rule of immemorial observance
should be held to."”

Seldom, if ever is this rule adbered to to-
day.

Some senators volunlarily give an awpnual
dccousting of their imcome dand its sources.
Why /s this rule not mawndatory for all Con-
gressmen as i is Jor Cabinetl appoiniees?
Campaigning for nafional office has become
so costly that i can be said with impanity
that no candidate goes into office wilhon!
being hebolden 1o some big ifnlervest. If this
is trae then we showld kuow fo whom o candi-
date awes bis allepgiance, o whom he will gpive
his wate when the chips are doune,

T
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The Rich and the Superrich
A study in the power of maney to day
by Ferdinamd Lundhera, Lyle Strart, Inc.

There is no taw against bigness, anti-
trust  laws only protect against monopoly
{ allegedly) and preserve compefition  {al-
legedly). The "muckrakers’ of the "90%s who
:r‘houghf a hundred miltion doliar company was

too big" should sece what has happensd to

our country now. Supposedly, thers are but
300 companies with interlocking directorships
which control all of U.S. business. This past
year there were 3,400 mergers info the new
style “‘conglomerates™ which are pertectly
fegal as the businesses which merged were
non-compefitive.

Fofty-four per cent of American house-

holds live below the maintenance level set by
the U.S Bureau of L abor Statistics, and 27.5
per cent live below the emergency tevel, Of
those
mertgages on everything they are enjoying the
use of, including the flashy car, the color TV
and the clothes on their backs. The lowest
tenth of the population receives only 1 per
cent of the total income after taxes, the
highest tenth receive 31 per cent. The
lowest 30 per cent receive only § per cent of
the national income. Yet, 52.7 per cent of dll
individual income toxes poid come from wage
garners and people with an annual income be-

tween $5,000 and  $15,000 per year!

Lundberg documenis the frend away
from free enterprise in this country ond forsees
a kind of revolution in the making - a techno-
logical one: the scientists and inteliectuals
are repluacing the merchants. He sees a grow-
ing friction between the two factions and says
the result will be ““production for use™ in-
stead of the present system of production for
profit, Lundberg thinks there will be move of a
trend fowards socialism but of present he sees

Hiving well, many own nothing, with

America as ‘o society of narrow ambitions and
small achievements, o society in which we be-
latedly repair old secial ills and vngenerously
atierrd to new ones."’

Maybe what Lundberg sees is the real
problem in the United States today. |t moy be
possible that the trend toward socialism is the
cause of g society of narrow ombitions and
small achievements'’. END
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PRESSURE FOR LAND REFORM GROWS

The farm  workers throughout the
world, but especially in the Far East and in
Latin America, are well aware of the evils of
fevdalism. We may think feudalism went out
with  the 19th century, but a closer examing-
tion of the pattern of land ownership through-

ouf the world would tell you it still flour-
ishes.
In PAKIST AN

The  recent riots in Pakistan were a
case in point. When the smoke died down jt
was said the riots were coused by paoverty,
and demeonds for land reform,

In MALAYSIA

The workers of Malaysia’s rubber plon
tation have recently made o proposal to buy
one  third of the rubber piantations they now
work.  This is the first time the poor have
made an offer to buy, and this non-violant
revolunticnary move was made possible by
the organization of a 110,000-man National
Union of Plantation Workers.

P. P. Narayanan, secretary-general of
the union, started as a rubber-tree tapper and
evidently is a student of economics .
Narayonen  said the fragmentation of the big
plantations rhrough nationalizing them would
result in e loss of jobs for about 700 work-
ers and the tiny units of land could not be
farmed economically. He persuaded each
wotker to  contribute a day's pay, - about
$1.66. They started operations by buying
2,000  acre rubber plantation for $847,000.
They then formed o helding company and
started selling shares for $33.33 which can be
paid in instaliments. So far about 7000 work-
ers have bought shares gnd Narayanan hopes
that eventually at least 2 million workers will
be shareholders.

[0 VIET NAM

The billions of dolfers poured into
Viet Nam could have been used to help the
pedsants buy the big French rubber planta-
tions and the enormous rice lands of the
Saigen landiords, {including most of the pres.
enf and past government feaders) thus avoid-
ing the whole war., The Viet Cong would
never have gained support in the villages if
they had not promised to give the [and to the
people who worked it. The landlords charged
high rents with no chance for the waorkers to
ever own land. Can you imagine how long the
Viet Congs would be in business if the farm.
ers would own the lands they worked? Not
iong!

n SOUTH YEMEN

Another land reform movement, now g
year old, is in South Yemen. *Land to those
who can plow' is the slogan of President
Qatan Ashaabi. Exised sultans from the form-
er British colony, which won indepedence in
1967, have increased their attacks from
across  the Soudi Arabian border and many of
the new farmers had thejr homes and water
pumps blown up, leading to a new slogan,
*“A hand to build, ancther to defent.'’

In MEXICO

In Mexico, Emiliam Zapata struggled
to get land away from the enterpreneurs and
the  rich, he fought to retain land titles and
water rights from the incursions of the ex.
panding sugar plantations and mills with their
company stores and loss of individual rights.
Zapata and “Pancho” Villa were forerun-
ners of present day guerilia warfare which is
stitl resorted to by peasants the world over to
better their existence. Neither Zapata nor
Villa  were good ot politics and both felf un-
comfortable in Mexico City, but their infly-
ence is felt in the Constitution of 1917 which
led  to some lund reform in Mexico, although
not nearly enaugh.

END
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FINAL RED

The HATIONAL COMMISSION
on URBAN PROBLEMS

fé'

{ hapter O of Part IV ot the linal rep

mission on Urban Problems has as its title ©“The need for new ap-
proaches to Jend value taxation’”. This article takes excerpts from
the report to summarize the thinking of the committee on a fax source
which has had phenomenal success in the California Irrigation

Districts.

The Mills Act of 1968 also calls for taxing land-only for
Rapid Transit. Any city, county or transit district can use the Act
to raise revenue. Il 1§ certainly more eguitable tha

sales tax.

The Commission’s consideration of
urban problems has demanded specific atten-
tion to land values, and the taxation of such
values, for three main reasons:

i. Land makes up a very sizable compon-
ent of the cost of housing. It probably
averages at least ane-fourth of the
tolal value of existing houses in urban
areas, and more than one-sixth of the
total value of apartment-house proper-
ties. Furthermare, residential lao d
costs have been rising much more
rapidly than construction costs. For
new 1-family houses with FHA-insured
mortgages, the propertion of total value
has risen to 20 percent as compared
with 12 percent in 1950. Any serious
offort to stem the strong increase in

g

n the unpopular

housing costs ¢learly cannot ignore
the land component.

Rising Fiscal requirements for urban
govemment are outpacing the yields of
the present Siate-local revenue sysiel.
This is a sysiem which, especially In
its excessive and faulty use of general
property taxalion, has many undesir-
able features. We have offered various
proposals to deal with these problems.
However, in the search for better reve-
pue arrangements, it is also highly
appropriate to con gider increased taxa-
tien of land values or of increases in
land valves. This is particulﬁ;‘“ly the
case because of the long standing and
widely accepted view of reputable
economists {dating at least from Adam
Smith. in V776) that such taxation s




more socailly justified and has less
damaging economic effects than most
alternative tvpes of taxes.

3. Numerons advocates of ““land value™
taxation argue that it can be expected
to have a generally desirable effeci
upon private land use in and around
arban centers. They contend it will do
this:  {(a) by reducing or stabilizing
land costs, and thereby making economi-
cally feasible some new eonstruction
that would otherwise be uneconomic;
and {(b) by making it more costly for
owners of vacant or underutili zed prap-
erty to retain such holdings in their
existing condition in the speculative
kope of a further rise in land value,
Such  arguments are sometimes over-
stated, and like much economic an-
alysis they rest mainly upon dednctive
reascning rather than extensive ‘hard’
evidence. Nonetheless, in viewof our
direct concern for patterns of land use
and urhan development, such views
have merited careful attention by this
Commission.

¥ie have received testimony and evi-
dence suggesting the possible desirability of
increased use, in the Federal-state-local reve-
nue system, of taxes upon the value of land or
upon increases in land value, or both. We
propose:

- . JAction by the U.S. Treasury De-
partment  to  underiake an  intensive
study  of this subject, and to develop
specific recommendations as fo means
by which the Federal government might
recoup for public purposes a materially
increased portion of increases in land
value;  and

-Vigorous exploration by State
governments  of the desirability and
feasibility of providing through the
state-local revenue systems for addi-
tional taxation of land values or land-
value  increments.

TRENDS [N LAND VALUE

Hetween 1955 and 1966, the markei
value of privately owned land in the United
Siates approximately doubled. Careful esti-
mates for ““erdinary taxable real estate’ in-
dicates a rise in land value from $269 billjon
to  approximately $523 billion during that
decade.  The i0-vear growth in land value
amounted to more than §5,000 per American
family. This indicates an average annual rate
of increase of 6,9 percent, or somewhat more
than the 6.0 percent rate of increase in gross
national product.  During the same [0-vear
interval, there was average annual rise of }
percent in the index of wholesale commodity
prices, and of 1.8 percent in the consumer
price index.

A portion of this trend, of course, re-
sults  directly from increased urbanization,
invelving the shift of some land from rural to
urban use. Between 1055 and 1966, for ex-
ample, the number of separately-valued parcels
of “‘arban property rose by a little over one-
fourth, while the namber of “acreage and
farm’ properties dropped off.

Nearly two-thirds of the estimated
total of land value is accounted for by “‘urban’”
land--i.e., wsed for nonfarm residential prop-
erty, commercial and industrial development
property, and vacant lots. The count of such
urban properties on local assessment rolls in-
creased during the 1956-66 decade by slightly
more than one-fourth, but the estimated value
of urban land more than doubled, indicating an
increase in average land value per urban parcel
of about 43 percent, or 3.7 percent lastyear.
Similar calculations for *‘acreage and fams”
suggest an average annual rise in land value
per property of about 5.6 percent. This
closely resembles the independently deve-
loped figures of the Department of Agriculture
regarding changes in the per-acre value of
farm land.

These totals cbviously cover a wide
variety of trends, as among areas, communities
and particular properties, For example, a far




more rapid growth rate of California land
values {averaging 8.3 percent annually from
1957 to 1967) is reflected in the extensive
sample appraisals conducted regularly by that
State’s Board of Equalization. Various lecal-
area studies have recorded notably bigh rates
of increase in the value of urban-fringe land in
process of development. Even when deve-
lopers’ out-of-pocket costs for such improve-
ments as grading are deducted, some such
studies report average increases in land value
running up to 15 percent or more per year.
On the other hand, even in a period of strong
economic growth and considerable price in-
flation, undoubtedly some communities and
surely many individual parcels of land have
lagged far behind the general trend or have
even experienced some value decrease.
BRECAPTURE OF
VALUES

SOCIALLY CREATED

The value of land results from its
present and prospective use for any of various
productive purposes. Kconomists of the 16th
and 1%th centuries analyzed differences in
value of various pieces of agricultural land by
reference to their relative fertility. But they
also observed that equally {ertile plots differed
in value because of their locations: those
nearer to markets were worth more becaunse of
the lesser cost of marketing. The added worth
of the better-located plots, as compared with
that of the most distant land needed to meet
all market needs, was recognized as a “‘rental
value'’, which had no direct relation to the
property owners’ efforts but could be attri-
buted solely to the differing locational ad-
vantages of their land. The concept of “eco-
nomic rent’’ has since been broadened to
various other factors of production, but for
land it still is important largely from the
standpoint of location.

It is evident that the value of parti-
cular picces of land is tremendously influ-
enced by their location, especially as this
affects the way they can he used. Most
remote “‘rural’”’ land can best be used for
agricultural purposes, though of course with
a great range in its unit value for such use
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because of differences in its fertility and
location. Burt ““urban’™® land is subject to use
in a wide variety of economically productive
wave., As is well known, there is an enormous
range in the unit value of land in uwrbhan areas,
depending upon its surtability for particular
pses. Land cosis range in large cities from
handreds or even thousands of dollars per
square foot in central business locaticns that
have unique access to many thousands of
customers down to a small fraction of that
amount in residential neighborhoods—but with
fand in such neighborhood still worth much
more, because of accessibility and other
factors, than outlying suburban land.

All this is rather obvieus. But it
helps to emphasize that land value results
largely from social and governmental factors--
i.e., the geographic clustering of people and
i d the provision of public
ities that are essential to
Furthermore, subject to

economic activity,

services and faci
3

suchk ““urban®’ areas.

0

one important e)_(_ce})iicsnﬁ the bulk of the re-
cent rapid rise in and values in the United
States can reasonably be attributed to the
growth of population and wrbanizatien, with
aitendant public facilities. The exceplion in-
volves some agricultural land for which, as a
result of marked technological progress (by
fertilization, new plant strains, mechanization,
and the like) there has been a strong shify
upward in prospective crop vields relative to
farming costs. Aside from this, most of the
rise in value can reasonably be attributed to
(1) the shift of much land frem less to more
intensive uses, (2) the outloock for further
similar shifts in the years immediately ahead
and (3) the strong effect of such changes upon
the anticipated flow of land-rent returns.

Accordingly, the **social’”” argument
taxation of land value and, perhaps even more
specifically. of increases in land value, is:
since such values result largely from social
and governmental factors, rather than from
actions by the property owners, il is entirely
proper  for government lo  capture throngh
taxation a significant part of the cconomic
bepefits that flow iu the first instance to
landowners. END
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o urban renewal subsidy at ait shoold be needsd
it property tax were shifted to land valges alene

(Continued from BEack Cover

such & stimulani to new consiruciion and rede-
velopment that it could create just the opposiie
preblem. The old probiem has been how to end
the construction stagnation that results in slums
and decay; the new problem would be how to
control & building boom that could wildly over-
tax the construction labor and construction
financing resources of the city as thousands of
property owners rush to take advantage of the
tax shift,

v

The shift would make good city planning at
once much more necessary and more effective.

City planning is a negative power; it can keep
property owners from doing what they ought not
to do, bt in a free economy it cannot compel
thems to de what they oughi to do. Says the
Douglas Commission in a fine understatement:
“Reogulations do not build cities;” and again:
“Regulations seldom effect significant upgrading
of deteriorating areas;” and again: “Regulations
seldom effectively encourage imaginative wrban
design and too many times effectively discour-
age it.”

Under the present property fax system that
discourages new construction by heavy taxation
and encourages obsclescence and decay by un-
dertaxation, most of Milwaukee has passively
defied effective city planning.

Bui when, as, and if a tax shift off improve-
ments to land starts an all-ovt building boom, the
planners would at last have a chance to prove
their worth by directing its course to create a
better sity.

VI

Conirary to common belief, tripling the tax oo
land would not be bad for landowners if at the
same time the tax is taken off improvements. A
three-times-as-heavy tax on land would indeed
be almost confiscatory if the owner of unused or
underused land persisted in leaving it that way,
but untaxing imprevements would enable him to
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iriple his profits if he bnproved hisepropesty and
put his land i itg highest and best use, (Ses 1t
above.) This smaller tax on the improved package
would be capiialized inte a higher price for the
land, so the landowner would find himsel! better
off instead of worse.

Vit

The shift would stimulate much more intensive
use of valuable close-in land near the center of
the city. In conjunciion with heavier tax pressure
on the owners of underused outlying land this
would have important side effects:

s People who prefer low-density living should
be able to find land they could afford roughly
half as far out as now, for more intensive land
use downtown would siphon off much of the
demand that is now proliferaiing sprawl.

¢ Inner city and sium unemployment problems
should be eased, because factories and other
blue-collar employers could likewise find land
they could afford clossr to where poor people
live. [Mationally, says the Department of Labor,
62 per cent of all new faciories frowm 1860 (o
1985 were huilt outside the ceniral cities, ie,
remote from where unemployment is concen-
frated and more jobs are needed maost)

e More intensive use of downiown should,
perhaps surprisingly, lessen downtown fraffic
congeslion, because more people could walk,
escalate, or use public transpertation instead of
driving to where they want ic go. Says Professor
Gaffney: “Sprawl is not a flight from congestion;
it is a major cauke of congestion by making more
people use more cars to travel more miles fo
downtown.”

s More iniensive use of downtown should re-
salt in substaniial savings on city cosis, most of
which are magnified by distance.

Vil

How big a tax rate increase the shift would
require to make up for unlaxing improvements
would depend on whether the assessors assign o
the taxable land or the tax-exemp! improvement
the bhig increase in the value of fully improved
property that would result from reducing the tax
on it by more than 40 per cent.

If assessors foliow their present practice of

assessing the huilding frst at cost-less-deprecia-

REEL tdiEsan

tion and assign all the big nevease in residual



valoe io the fand, then the tax rale increase re-
quirad by the tax shift ¢could be small. If, on the
other hand, they assess the land firsi and assign
all the hig increase in residual value to the im-
pravement, then the tax rate on land alone would
have {o be at least tripled.

Serious doubts as to the correciness and
af

soundness of today's practice of o the
building first are raised by the Milwaukee sam-
pling, which showed nearly a fifth of the prop-
erties on which the assessors assigned a substan-
tial value to the improvement would have sold

for as much or more if the land had been bare.

Gupeeine th
:Jf)t,u:n .ELD

X

Assessment wonld be much easier and could
be kept more accurate and closer to the present
market if the assessors were relieved of the al-
most impossible task of assessing every improve-
ment separately. Land oniy could then be
assessed guite quickly from cadastral maps kept
current by recording on them the market price
shown by each sale in the area.

In Milwaukee today the assessors must spend
80 per cent of their time on improvements, only

20 per cent on land values.

X

First step in the tax shift could be taken by
just reversing the present practice of assessing
underused land at a much smaller percentage of
market value than fully improved properties, a
practice that is somewhat less notorious in Mil-
waukee than elsewhere. But a complete shift in
Wisconsin (as in every other state except
Hawaii] would of course require the repeal of
state vesirictions reguiring that the iax rate on
land and imprevements must be the same.

XI

The shift should be popular with most voters
becanse it would reduce the taxes on most
owner-occupied homes (since their improvemeni-
to-land value ratic is well above the ciiy-wide
average).

Taxes on slum property would be doubled er
iripled but this would nol affect many volers
living in the siums, since most slum dwellers are
renters and (as any good economist can demon-
strate} taxes on land cennot be passed on, but

- must be paid out of the cwner's own pocket

{except under rant control).

The only voters hit hard by the tax shifi wounld
he the land gpeculators who are now making
such a good thing oui of ioday's property fax
practice. (Unfortunately, they are by far the most
powerful and effective pressure group in local
politics.)

XN

Last, but not least, the tax shift would make
the financiel plight of the local government
easier. Insiead of depending on a tax base sub-
ject to accelerating erosion as the older close-in
buildings detericrate without replacement and
as industry and wpper-income families move to
the suburbs, the city would find its tax base
growing and the flight in the suburbs checked by
the tax-shifi-induced construction hoom close-in.

The 40-per-cent-or-more property tax saving
that the shift would assure new offices and new
industrial plants would make the ciiy a more
profitable place to do business in, and could
therefore be expected to attract more business
and industry, thereby further strengthening the
tax base.

*® * *

Findings of the study in Milwaukee are already
getting confirmation from the actual experience
of Southfield, Mich., which almaost evernight be-
came the boomingest city in the state after a 1962
reassessment by outside assessors doubled the
assessment (and therefore the tax) on land, there-
by permitting a substantial reduction in the tax
on improvements. Since then Southfield has re-
corded more new office building construction
than 30-times-as-big Detroit next door; land
valnes have continmied to soar, antil some acreage
that was assessed at $2,400 in 1961 is now
assessed at $100.000; and grateful voters have
three times re-elected the mayor who instigated

the tax shilt.
END
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Ne urban renewal subsidy at all should be needed
if the property tax were shifted to land alone

This article is a veprint in part of an exclusive repert on, "Financing our urhan
needs” in the March {969 issne ef Natien's Cities,
is available by writing to Natienal League of Cities, 1612 K Street N.W., Wash. . b.C.

The repert i 40 pages and

This is just one of the many sighificant findings
of the Urban Land Institute Study—specifically
for Milwaukee, but by implication for almost any
other central city facing problems of blight, obso-
lescence, slams and decay [as all big cities do),

This four-year sampling of more than 2,500
separate land parcels—property-by-property, dis-
trict-by-district—was conducted with the coop-
eration of the Milwaukee Tax Commissioner. It
provides the first comprehensive analysis any-
where of fust what could be expected if a city
were (o (1) stop collecting any property tax at all
on improvements, (2] assess all land as if the
Owner was putting it fo a use commensurate with
its market price, whether he was or was not, and
(3) raise the lax rate on location values high
enough to make up for the revenue loss from
untaxing improvements, ‘At long last, this study
[of which we were given the first preview) pro-
vides a factnal basis showing that in Milwaukee
and any similar city that now collects roughly
two-thirds of the property levy from improve-
ments and one-third from location values . . .

I

The shift would roughly tripie the tax take
from idle land, parking lots, gas siations, slums,
and other decaying, obsolescent, or ill-advised
huildings that add little {and sometimes less than
nothing] to the value of the land they preempt.
Actually it might do much more than triple their
tax, because Milwaukee assessors, like all other
assessors, tend to confuse the property tax with
an income tax and therefore grossly undes-assess
undernsed land that is not bringing in enough
income to pay the full tax on its market value.

1

The shift would add roughly 50 per cent to the
tax take from properties whose improvement
value approximates the location value. and it
wonld make no change in the tax take from
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properties whose improvement-to-land ratio is
close to the city average of iwo 1o one.

But on good homes, good apariments, good
office buildings. and good commercial and indus-
trial structures whose improvement vajue is
likely 10 run at least four times their location
value, the shift would cut the tax take by 40 to
75 per cent.

Hi

The prospect of much lower taxation of good
new buildings would jump the market price of
close-in locations ripe for rebuilding at the same
time that increased site value taxation would be
putting heavy tax pressure on the owners of
underused land to put it o more productive and
more profitable use.

So the shift would so change the arithmetic of
property ownership that no subsidy at all should
be needed io make it profitable for the owners of
almost all the parking lots and ohsolete decaying
or inadequate buildings that now preempt nearly
three-gquarters of the valuable land near the heart
of Milwaukee (and most other hig cities) to re-
place them with new buildings that would put
the site to its “highest and best” use.

v

The shift should not only end the need of any
subsidy for urban renewal; it should provide

Continued on pade 22)




