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TAX PROBLEMS OF CITIES

IT IS doubtlessly logical that, as governmental forms of American cities
have waxed ore and miore complicated and their funcfions more and
more multifarious, devices for raising income have proliferated apace.

Long has it been since funds derived from an anmial perceritage tax
on the assessed value of realty holdings have been an almost exclusive
source of city revenues. '

Today, in such cities as Los Angeles or San Francisco, for example,
revenues are now derived from takes on sales and businéss licenses; from

'state subventions and “shared taxes,” from traffic fines, from payments

by other governmental ‘agencies in lieu of taxes, as well as from levies on

_the assessed value of ‘hoines and other real estate.

For the past fourteen months the Clib’s Governmental Finance Section,
under the able direction of Chairman Louis Kroeger, has been continuing
anid completing a study originally begun in the Spring of 1947 under chatr-
manship of Warren H. Pillsbury.

By hearing spedkers from many diverse viewpoints, the Section has

Edevo’_c'e_d',it_‘sel_f'tb such questions as: Must more sources of tax revenue be

found immediately, or should the first move be to reduce expenditures?

Should the present assessment practices in California (whereby relation-
_ship of assessed valuation to market valuation varies greatly from county

to county) be made uniform? Should a special tax be levied on such
municipal services as sewer coninections er water connections? Is real
property today bearing all the tax it can carry? ‘Would the single tax pro-

-posal of Henry George afford more revenue, and socially be more equitable?

The findings of the Section and discussion thereof, as presented at a

“Report Méeting to the parent Club held on September 26, 1951, in Parlor A

of the Palace Hotel, and as condensed and edited by the Editors, will be

found i this present Transaction.™®
’ —Tus Ebrtor

. . *Other Club reports dezling with related topics (available, at 25 cents per copy, at the Club Office}
include: Taxation (1904) ; State Indebtedness (1308) ; Proposed Taxation Amendment to the State Con-
stitation (1908) : Home Rul¢ in_Taxation (1912); axation Prehlems (1914); The Lapd Tax Amend-
ment (1916) ; The Cotporation Tax Bill (1921); The State’s Budget (1925) ; State Finances (1926);
State Taxation (1928) ; California Tax Problems (1930} ; Farm, Gas, #nd Income Taxes (1932) ; Ballot
Propositions of June 27, 1933 (1933 ; The State Deficit (1934) : Ballot Proposals for November, 1934—
Group I {1934) ; State Finandal Problems (1933} ; A Chzin Store Tax (1936) ; Ballot Proposals for
lallocgen(ﬂl);, )1958 (1938) : Bederal Salés Tax and Inflation (1942) ; Federal, State, and Local Tax Con-
1 7).
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Hearings on Tax Problems of Cities
GOVERNMENTAL FINANCE SECTION

1947
Apr. 10—""Next Siudy Subject.” ]
Sept. 1i—Subjects Newr Section Sindy.”’

1948
May 13—Ben G. Kljoe, Asst. Administrstive
Officer Rusself L. Wolden, 8. F. Assessor.
"“Tax Problems of Cities.”

June 10—Alden C. Fensel, Tax Director, State
hainbér of Copifnerce, *'Tax Problems of
Cirier,”"
Noy. 18—M. D. Lack, Tax Specialist, P. G-
& B. “"Dérelopments, of Statewide Tax Com-
mittee on Tax Problems of Cities”

Dec. $—Joseph E. Smith, Mayor; Jack Has-
sler, Gity Mgr, Oakland. “"Tax Problems
of Citles?”

1949

Jan. 13—""Tax Problems of Cities.”

June 27—Loran C. Vanéerii]g, Economist, State
Chamber of Cammerce, "B bere California
Cities Get Their Money.”

Feb. 10—Richard Graves, Secretary, California
Tgague of Municipalities. '"Tex Proplems of
‘Chtzes”’ ’

Feb. 24 "Wayne E. Thompson, City Mgr.,
Richmond. **Tax Problems of Cities.”

Mar. 10—=T. Rupert Mason, " Retired  Tavest-
rhent Banker. ''Municipal Tax Problems in
Canada”

Mar, 24" Additional Sources of Revenne for
Citier"

Apr.. 14—Edward ‘T. Mancuso, Supervisor.
"t Additional ‘Sonrces of City Revenue?’

Apr. 28-—Ross Miller, City Manager, Berkéle_y.
“*Newr Saurces of Ciey Revenues.”’

Nov. 10=="'Section Dircursion: Tax Problems
of Cities?? '

Wov. 17—N. Bridford Trenhdm, Gen, Mgt.,
Califoinia ‘Taxpayers Association. ‘"Tax
Problems of Califorsia Cities.”

Dec. 8—Atthut B. Sullivan, City Mgr., San
Mateo. 'Wohy San -Mateo Has No Revenne
Problem.”

1950

Jan. 12—Paul G. Pinsky, Research Director,
Stite Couacil, CI1.O° ""What Additional
Soutces of Revende Should Cities Tap?”’

Jan. 26--"Diicussion ‘of Position of Paul
Pipsky"

Feb. 9—J. Rupert Masoa, President, Intefna-
tional Union for Lasd Value Taxation and
PBree Trade. ""Hotr Should Gities Raite Their
Reienne?’ ’

Feb. 23—"'Discussion of Paper of I. Rupert
Mdson” '

Mar. 9—John F, Henning, Research Director,
Californiz State Federation of Labor. “'Fair-
ness of Different Types of Local Taxation”

Mar. 2?»—”1_):'::31_11'95 of Furare Sectiow Re-
ort.’

Apr. 15—"Discussion of Items for Sectiop Re-
port.”’

Apr. z1-—Richird Caipeiiter, Eegal Counsel,

I.ea%:e of Califofnia Cities, ""Wohat Author-

ity 20 California Cities Have #o Raisé Reve-
nues?”’

May 11—(t) Ben -G. Kline, Director, Dept.
of Fingnce and Records, Sah Franciseo.
“Qperations of Gity Sales Taxes,” (2) Re-
pott -by J. Rupert Mason-—Summuary of arti-

cle, Yale Law Journal, Déc. 1947, on *'Real

Estare Taxation.'

May 25-—""Discuiiion of Proposed Section Re-
pars.”’

June 2—]J. Rupert Mason, President, Interna-
tipnal Union for Land Value Tazation and
Free Trade. "Views of Will Lisiner, Finan-
cial Hxcpert Neir York Times, on City Reye-
nues.!’ ¢ )

Sept. 21—"'Report on Tax Problems of Ciries.

Oct., 12—*"Drafting of Questionnaire,”

'Qct, 19—"Proparation of Répors on Tax Prob-

lems of Gittes.”

Oct. 26—""Discustion of Proposed *A* Report
and B Repori”’ ) ’

Nov. 30—"Proposed 'B Repors” J. Rupert

2500,

Bec, i4—"Extension of Sindy of Tax Prob-
lems of Cites”

1951

Jin, 11—(1) Digwell L. Pietce, Executive
Secietary, State Board of Equalization'; (2)
Johin H. Keith, ‘Chief, Division_iof Assess.
ment Stapdards, Staté Bozrd of Equaliza-
tion. “Arsiessment” Practices.”

Jan, 25-—""Development of Section Report.”

Feb, ‘8—Ronzld B. Welch, Chief, Division of
Reseatch; State Board of Equalization. 'L
tribution of Tax Burden.””

Mar. 1—De Witt Washburn Kryeger, Man-
ager, Fremont Tax Setvice, '"Fax Hxemp-
tioms."?

Mar, 15-TLouis J. Kroeger, Louis J. Kroeger
and Associdtes, 'P;ersonnef ind Management
Consultation, "My Views ou Tax Problems
of Cities.”

Mar. 29-="*Discassion. of Proposed Section Re-
pare’

Ape. 12—""Discassion of Section Repert.’”

Apr. 26—"Discuision of Section Repost.

May 10—=""Discassion of Section Report.”

May 24—"Section Report’

Jutie 14-—Richard Graves, Leagne of Cities;
Russell. Horstmann, Alameda County Asses
sor. "Discasrion r‘:f Report.”

June 28-—"Tax Problems of Citier.”

July 12—*'Section Report.’’

July 26—""Séction Report,”
Atg, 9—"'Section Report.’”
Aug. 23—""Section Report.”

Sept. 26—~—Report to Club Report Meeting on
Tax Probléms of Ciiies.

—
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Tax Problems
of Cities

{Report of Section on
Governmental Finance)

CHAIRMAN A. F. BRAY*: We will hear fo-
day the report of the Governmental Finance
Section on "Tax Problems of Cities.” 1} will
be read by Louis J. Kroeger, Section Chair-
man, noled management consuttant, Louis
J. Kroeger and Associates.

by Louis J. Kroeger

Chairman, Section on
Governmental Finance

HE SECTION on Governmental Finance has for many months been

studying the tax problems of cities. 'We have heard the problem dis-

cussed from many viewpoints, by city and state officials, by tax expetts
and by representatives of taxpayers. '

We submit this report with no idea that it solves the tax problems of
cities. Perhaps our only contribution is that we bave defined the problem
more clearly; and that we have placed it in better perspective in relation
to miore funidamental tax problems.

The tax problems of cities are one aspect of the broader financial
problems of cities. - '

California cities, under preseiit conditions, claim to have serious finan-
¢ial problems. They have enjoyed (or suffered) tremendous increases in
population in the last ten years, with consequent need to expand existing
municipal services—without in évery instance an equal increase in the
normal tax base from which municipal revenue flows. They have been
called upon for new and different municipal revenue services. They have
high current costs resulting from deferred capital outlays and deferred
maintenance during war years, which have had to be made up before
buildings and equipment fall into complete rain., Many of them carry a
heavy burden of bonded indebtedness to add to current problems. Most
have tax rate limits, which become increasingly restrictive as the dollar
buys less. In many cities this loss in purchasing power is the principal
problem. On an absolute basis their costs are down; but in dollars they
are up. :

Not all these elemerits are necessarily the fax problems of the cities.

- They are their financial problems. They do not become a fax problem

unless we accept then as mecessary conditions which can be met only by
increased revente.

 Re-Examine Needs Before Secking New Revennes

The question is raised whether cities should seek to increase their
revenues until they have first re-éxamined their needs.
Tt is suggested that cities ought to re-examine the demands for service.

*|n the abssnce of President Wiser and Vice-President Dooling, Judge A. F. Bray, member
of the Board of Governors, presided. ’
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Thereis dotbt that the people have always fully understood the ultimate
costs of increased services, If they had a clear choice between new service
and holding the Hie 'on costs, they might want to hold the line.

Tt is also suggested that cities should examine the efficiency of their
present orgatitzation and practices. Some cities, urged ta do so by logal
citizen groups, have undertaken so-called “Little Hoover"” reorganization
studies, paiternéd after the Hoover Commission weork in the federal gov-
ernment. Until a city has carefully examined its organization and the
efficienicy of its day to day operation; it is questionable whether it shoudd
seek further incorne. '

In short, the city should render only those services which are needed;
and should perform these necessary services .as efficiently as possible, as
a condition to seeking an increased income. The private citizen faced by
a gap between His wants and his means, has to adjust the former to the
Iafter. Should not our governments be guided by the same principle?

While it may be possible to reduce the financial problem of cities by
the steps described, we must realize that the cities are still left with a
problem of deciding how best to raise their revenue. That is the subject
matter of this report.

Members Who Attended One or More Meetings During
Study of Governmental Finance Section
Louis J, Kroeger, Chaifman
Robert Tideman, Secrefary
Henry €. R. Akin William Greenbaum Joseph P. Osterlok
1  Richaid C, Ariderson Clifford Greene, J1, Richard W. Owens
] - Paal A, Anglade C. J. Haggerty Capt. Edwin H. Pagenhart
Hirgo Arhstein Hegbert Haaley A, B: Passons
Viil Beanehoff Perry Harris R. E, Pfeiffer .
Clifton E. Drooks Joha E; Henning %27}':'.. Phiilips.
Kenneth M. Biown Russell €, Horstmann rarren ‘H. Pillsbury
. Prancis J. (Care Willizm L. Hudson William A. Prociot
Pail Chatam, Jr. H. K. Huriter Edward N, Prouty
ohn G. Clarkson James Harst Stanley B. Rice
ouis Clisbee, Elmer G. Johnson Col, David V. Rosen
Willizam E. Cole Paul F. Keim Dr, Hatzy L. Ryberg
Edwin A. Cottrel Russell A. Kern Dr. Allen E. Scott
Ridgely Cymiings A. W. Kirklind S. W. Selfridge
Simon de Joig DeWitt Washburn Krueger Alfred F, Smith,
Monte A, Dernham M. D. Lack David P, Smith
. Dr. Von L. Elsworth C. B. Lastreto Rilph D. Smith
John Falge Scott Lawton Allen Spivock
D. C. Farpham . F. Long Thomas E. Stanton, Jt.
Robert I. Foote . B. Magruder De. L. J. Stookey
Fraak Fullenwidez N. J. Nalville Max Thelén
‘Hagry: Geballe R. E. Marks {ns_eph_ S. Thompsen
David B, Gideon {;URupert Masoa Teonzid M, ‘Tice |
M. L. Gillogly iliam B, McDonald Loran C. Vanderlip
‘Chailes F. éil‘mdr’e . Leslie N, McR'anolds R. C. Vaii Hoiten
‘D. D. Golden Willard C. Mills James.A. Vincent
Carlton F. Grady Martin Mofigan Stuart R, Ward
Hariy W, Grakam, Jr. Jack Murray Harry W, Wernse
Noal R. Gidy - Willard P. Norberg ¥ugene E. Whitworth
Thomas Gray Franklin P, Nutting Richard M. Zettel
H. R. Green Dr. J. H. Osmer E. R. Zicn
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Sources of Revenue

For many years property (by which we miean lanid, improvements, and
personal property) bore the mumicipal tax burden. Only a minor part of
the cost of local government was borne by such sources as business licenses
and fines. More recertly additional taxes and charges have been tmposed,
until property now bears less than half of the total burden in the great
majority of California cities. In 1929-30, our cities coltected 76 percent
of their revenue from property taxes. By 1947 it was down to 49 percent,
and it has declined steadily since.

This does not mean, however, that property necessarily pays less—it
may pay more—because while property’s propoition of the load has been
decreasing, total city costs have been increasing. The additional sources
of revenue which the cities have used are principally higher charges for
the privilege of doing business, parking meter receipts, sales taxes and—
to a considerable extent—that source of revenue “which costs us nothing,”
the handout from the fedetal and state governments.

Does Properry Bear All Taxes It Can Stand?

The argument frequently advanced in support of these new sources
of revenue, and being advanced in support of the search for still further
sources of revenue, is that property is either bearing all of the burden it
can stand, or that it sheuld stand. .

The supporters of this view argue that while property pays a smaller
portion of the total municipal tax bill than it once did, this change in
proportion has not at all lightened the tax load on property. L.ocal expenses
have advanced to such an extent that cities have soﬁght' other sources of
revenue. These other sources have come to amount to an ever increasing
portion of the total mimnicipal income, but at the same tirde the load has
become so heavy that even property taxes hiave motrited to new highs.

The tax which the city imposes on property is not the sole tax on prop-
erty. The same property is the principal source of revenue for the counties,
the school districts, various local improvement and protective districts, and
other units of local ‘government. Notie of thesé have the same legal right
to diversify sources of revenue as have the ¢ities. This means that for
city purposes property pays as much as it can stand.

The opponents of the view that property is bearing all it can, argue
that the fact that the burden on property has increased, and potentially
might increase much more, dees rict in any way prove that a limit has
been reached, or even approached.

Three Practical Tests of Tax Burden
- We find no scientific evidence that property is tow bearing all of the
burden it can stand; nor do we find any scientific formula by which it
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can be determined what property can stand. Lacking any such scientific
criteria, however, there are three quite practical tests which can be appl-ie‘d:
1. dre people or industries leaving or staying away from California
cities becanse of high praperty toxes?
2. Are the people loud ond active in their objeciions to high property
taxes? ] .
3. Is tax delinguency on the increase?

Tax Delinquency Low

The answers are clear:

1. People and industries are not leaving or staying awady because of
high taxes. They are coming to California, and staying here. Many settle
in unincorporated dreas; but:the reason for that viill be discussed later.

2. People are mot active in their objections to.taxes. Sotme organized
taxpayers’ groups are effective in their protests of preseiit trends; but the
generil public 1is. complacent about property taxes. City councils, whether
acting on bidgets or as a local board of eqtialization, attract Tittle general
public ‘interest, and few protests. This complacency may result from the
partial property tax exethption enj oyed by a large part of the population;
and from thé fact that F.ILA. finaticing includes, and thereby conceals,
taxes in mionthly payments. But whatever the cause, it is evident that
there is little organized vocal objection to the level of property taxes.

. -3, “Tax debinguency throughout Califoriiia is low.

The views of the Section on this malter are as follows:

'Quejstfion_; To you Helieve that property is bearing a1l of the €ity tax that
it can? Yes, 48; No, 48."

This still leaves the question of whether property should be taxed to
the limit of its endurance, or whether an appreciable part of municipal
reventie should come from other sources. -

Objectives of a Tax Stiuctore

Tt has been difficult to find agreement upon 2 theorefical basis for lecal
taxes. In recent years the fendency has been to let new sources of munic-
ipal reveriite develop by trial and error, as they are found workable and
expedjient;._

A tax structure might have any of the following objectives:

1. To tax in relation to benefit received.

2. To tix in relation to ability to pay.

3. ‘To fax in a manner to eacourage economiic enterprise.

4. To tax according to some combination of these.

Unfortunately, it is difficult to find a clear-cut. basis for saying which
taxes contribute to which objective.
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Do City Services Benefit "Properiy” or '-'_l’eople"?

If taxes are to be levied according to benefit received, then the ques-
tion arises whether municipal services benefit property, and should there-
fore be financed by a tax direcétly on that property; or whether they
beriefit individuals, and should be financed by means riot related to property
ownership. Every city has many residents who do ot own property, yet
who share municipal benefits and services. It is argued that since ‘these
residents help ‘create municipal problems, they should contribiite directly
to the financing of the services their presence requires; and that we shoutd
therefore have a municipal reveitue structure which includes direct charges
for garbage collection, for sewage conniections and for other specific identi-
fiable services. c e

It is argued in return’that the presence of these individuals in the city
enhiances the value of property, and that they contribute their fair share
of the cost of government by ‘the payment. of a portion of the property
tax burden through rent. ' -

Ability to pay is difficult to apply because of the lack of any trus meas-
ure of ability. Income, outge and Consumptior, and property have all been
suggested as measures of ability. ' ' ' '

The possibility of designing 4 tax strircture which will encourage eco-

- - ;

nomi¢ enterprise is an aftractive one, but accepting it as a basis merely
raises all over again the question we seek to answer.
Concerning the objectives of 4 proper tax system the Section votes as
follows: : '
" Question: If you believe that a city tax structure should be based on only
one of the following objectives, indicate which: .
(1) Benefit received? 17.
(2) Ability to pay? 5.
(3) ‘Encouragement of enteiprise? 8.
If you belicve that a city tax stracture should be based on some combing-
rfion (of the abiove ‘objectivés) list below, by number, the objectives you
would combine. ‘ :
Conibination of Nos, 1, 2 and 3; 25.
Combination of Nos: 1 and 2: 12.
Combination of Nos. 1 and 3: 11.
Combination of Nos, 2 and 3: L.

Principal Revenue Passibilities
Whatever the objective, we still have the basic question of actual
method of raising revenue. The means may prove of greater practical
significance than the theoretical end sotight. The principal possibilities
appear to be:
1. Anad valorem tax applied to land.
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2. Anad valorem tax applied to improvements.
3. An ad valorem tax applied to tangible personal property.
4, Sales, use and purchdse taxes.
5. Charges for musicipal services.
6. . Proceeds from municipal utility operations.
7. Gross receipts taxes.
8. Income taxes.
9., Miscellaneous income, including licenses, fines and fees.
10. TFederal and state subventions.

© As already pointed out, the ad valorem tax on property, which has in
the past included land, improvements and tangible personal property, has
been a principal source of municipal revenue.

How Much Deperidance on Ad Yalorem Tex?

Three important issues before the Section have been:

(1) Whether any future increases in the cost of municipal govern-
ment should be et in the main by the ad valorem property tax rather
than from other sources of revente;

(2) Whether the ad valorem tax should be made the sole source of
municipal revenué, supplanting other existing sources ; and

(3) Whether the municipal ad valorem tax should be further restricted
by resting it exclusively on land values, or at least more heavily on land
values than on improvements or pe‘rson_ai property. S

“A Dollar Increase™ )

On the first of these issues, those who favor property taxes rather
than other sources of reventie argue as follows:

The so-called “increasing cost of city gov_emmént” is almost entirely a dollar
increase, due to the zising price Jevel. But xents and property values are being
driven up as much as or more than the cost of city government. Therefore, prop-
eriy taxes can meet ‘these “incréasing costs” without higher tax rates, if assessed
values ate adjusted as they should be with rising property values.

In fact, the per capita cost of ci'_ty govemme'nt, when properly adjusted for the
rising price level, is declining. In 1930 it was $30.05; and by 1948 it bad declined
to $14.94. )

Thus tax rates based on true property valués are actually falling. Official tax
rates are Tising simply because the official assessed valuations on which they are
based are low and discriminatory. Despite the command of the Constitution that
property be assessed at “fll cash value,” assessed valuations of 25 percent are not
uncommaon. These low assessed values force tax rates toward the statutory limits,
creating an apparent need for sales taxes and other burdens on productive activ-
ity. However, there is no need for alarm over tax rates which rise simply because
assessed values do not keep up with rising market value.
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"Traditional Source"

On the second issue, the proponents of property taxes tafther than
other sources of revenue argue as follows:

The direct 2d valorem tax on land, improvements.and personal property is the
traditional source of revenue for citics.in California and throughout the United
States. From the founding of the State until 1930, direct property taxes provided
almost the entire Tevenue of California cities. As shown above, property taxes
cam meet ¢ity expenses, with even lower rates than belore, if assessed values are
properly adjusted. _

Many speakers before the Section have mentioned, hewever, the greater sensi-
tivity .of property owners to direct-taxes, than of ¢onsumers to diffused and indi-
rect taxes. Property owners, particularly the owners of valuable commercial and
industrial sites, are dlways a strong, alert pressure group. “You get bell on the
property tax!” is the way one official put it.

Political pressure, rather than any actual need, is xesponsible for the steady
shift since 1930 to sales taxes and other burdens ofi preduction and trade. These
new taxes; flling on wealth-producing activity, ;il_lcrf_:ase_pmductiog costs, and are
therefore shifted to consumers. The producers who shift them see little cause for
complaint, while the consumets who pay them do not fully realize it—arid are
not.organized to oppose them. _

“I'his tax shift has been effected under the slogan “tax relief for real estate.”
Attention has béen focused on the need for relieving improvements to encourage
construction. But attention has been diverted from the fact that “property” also
includes land, and that relieving land from taxation enables holders to keep it
idle and therefore discourages building. It is thus an open question whether a
iower tax on both land and buildings will stimiilate constrirction, but there is no
doubt that sales taxes and the other new imposts substituted for the property tax
do incréase the cost of doing business and do altogether discourage industry and
trade. If “propexty is bearing all the burden it-¢dn stand,” ‘productive activity is
Bearing more than it can stand.

"We Should Untax Theift™ .

On the third issue, the. proponents of land value taxes rathér than
other sources of revenue argue as follows:

Taxes on improvements, personal property, sales, and incomes discourage pro-
duction and trade. Such taxes have greatly increased, weakening the productive
incentives of capital and labor. We should begin untaxing industry and thrift.

Land is not humanly producéd. Taxes on land values cannot check the sup-
ply of land ‘nor discourage the use of land. Adani Smith said, “A tax upon ground
rents . . . would fall altogether upon the owner of the ground rent. . .. Though
a part of this revenue shiotild ‘be taken from him in order to defray the expenses
of the state, no discouragement will thereby be given to any sort of industry.”

A tax upon land value is like ‘the price of a theatre seat. It encourages ihe
holder to use it himself ‘or to secure a tenant who will use it, in order to get an
income from ‘which to pay the tax. Land value taxation has even ‘been opposed
on the ground that it “wonld overstimulate industry.”

The principle of raising municipal revenue by an ad valorem land tax has
always been and is today applied by every city in California. Our Censtitution
quiTES eVery assessor to separate the value of land from the value of improve-
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e,

ments, for purposes of taxation. ‘The Legislature has authorized many local units
of governmient to rdise revenue from an annual tax on land values, irrespective

~iof improvements and personal property. Although this principle has been at-

tacked in the courts, the Supreme Courts of California and of the United States

have held that the Legislature may deélegate the State’s taxing power to political
sitbidivisions to raise tevenue by ad valorem land taxes.
For a long time there has been no city tax on improvements in Sydney, Aus-

s

tralia; Wellington, New Zealand; Copenhagen, Denmiark, or Johannesburg, South
Africa. About 75 percent of the cities in New Zealand do riot tax inprovements.
As avesult, asséssment practices in these cities are xuch simplified.

~ In 1913 the Penmsylvania Legislature dllowed Pittsburgh and Scranton to
Iighten the tax on imiprovements. By 1925 the ‘tax rate on improvernents was
only 50 percent of the rate on land. The benefits have been so convincing that
the Pennsylvania Legislature this year votéd 50 to 0 in the Senate arid 184 to 11
in the Assembly to allow 47 other cities to Taise their revenue by an ad valorem
land tax, exempting buildings, machinety and personal property up to 100
perceitt. '

- In California, however, land value taxes have gone down, znd other taxes
have gone up. In 1935, about 60 percent of 4ll public revenine (federal; state,
and local) ‘was paid by the owners of real estate, With the growth of othiey taxes,
this figure fell to about 8 percent in 1945. During the same period, the price of

land in cities has skyrocketed. Land has riot bieen “burdened” by taxation or its

g’%ﬂsﬁ to homie, shop and industry seekers coiild mot have thus jrcreased.

"Burden on Property Close to Maximum™

As to all three of these issues, the proponents of a tax system based
on sources of revenue in addition to propetty taxes, argue as follows :

No nile can bé lxid down to determine-the point beyond which the ad valorem
properiy tax should not be increased. The needs and circumstanges surrounding
cach city's revenue structure are different. -

Nevertheless, in general, property now bears all, or nearly all, the burden
which it is economically desirable to impose on it. )

An analysis of Teports of the State Controller and State Board of 'Equali'zation
indicates that the statewide increase in the ad valorem property tax, if it were
mad¢ i:h_e sole source of municipal revenue, would average at least 75 percent.
If the ad valorem tax were further restricted to Tand values alone the increase in
the city tax on land would average well over 400 percent, This takes no account
of the further barden imposed on the same property by other taxing jurisdictions.

Property Tax Mot Depression-Proof :

In fesponse to the argument that taxes should be increased with inflationary
increasés of land values, it shiould be pointed out that ability to pay taxes depends
upon income, not capitel valoation. Increase in laird value is not necessarily
associated with increased income from the land. A tax on valuation of 2 capital
asset not based on increase in income is a capital levy and may he confiscatory.
We have not -yet reachéd the. stage where capital levies are necessary. Nor should
any tax be confiscatory.

While delinquency is now low, substantial increase in the property tax would,
in the event of a depression, greatly increase delinguency. Tax rates on remain-
ing - property would increase and pyramid, until municipal taxing machinery
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would break down and private propeity would be virtually confiscated. It was
the great depression of the '30s which first necessitated resort to other revenue
solrces, in order to avoid that very situation. ’
Proposals to limit sources of reventie to taxes on property, or more particu-
larly to taxes on land, are objectionable. The argurments and considerations in
their support are preciscly the same as those urged in support of the so-called
single tax, ‘which in turn is ill advised, onra numiber of counts:
(a) It eventuilly appropriates to government the _entire Tental value of land,
resulting in virtual land nationalization. It is subject to the samé objections as
the nationalization of industry and property which has always been accompanied
by bureaucratic control, waste, inefficiency, destraction of individual incentives
and ultimate economic stagnation.
(b) Such confiscation is unjust to those who in good faith have invested their

“accumulated earnings in land, assuming the risk of substantial losses as well as

the prospects of possible gain.
(c) An undiversified source of revenue lacks elasticity and is without reserve
power in times of need or stress. ‘The more restricted the tax base the more in-
equitable the tax burden.
(d) Difficulties inherent in fairly assessing land values are almost insurmount-
able. The resuliing inequities would be greatly magnified if land values were
made the sole source of municipal revenue and the basé for an enormously higher
tax rate. '
(e) A small class would pay the taxes—a large class vote them.
(£) Even if more capital were attracted to the building of improvements on
vacant land, that much less capital would be available for investment in other
productive enterprises, the aggregate fund of investible capital remaining un-
affected.
(&) The security back of Joans and investments of savings made by banks, insur-
ance comparnies and other finianeial institutions would be jeopardized, with
ensuing economic dislocations and financial disaster generally—detrimental to
all classes, not mrercly to the so-called “property owners.” In instances where
rent contiol is §till in force, the tesulting injustice and disaster would be obvious.
Exemption of buildings and other improvements from municipal taxation,
or -their taxation at a lower rate than Iand, would require popular support of an
appropriate amendment to Article XIII of the State Constitution, of which there
can be no reasonable expectation in the face of the overwhelming defeat in 1938
of a similar, statewide measure by a5 to 1 vote. The courts thus far have held
that local taxes on land values alone may be only for local improvements and
not for general governmental puxposes.

Should Encourage Home Ownership,

From the standpoint of those who favor other sources of revenue than
a tax on property alone, there is one more line of argument of particular
interest to those ‘who own homes:

Taxes on homes cover a major part of taxable realty if measured either by
the number of pieces of property or by the number of voters affected. Even those
who rent homes contribute through their rent to the payment of the property
tax. The taxpayer in this instance may be an employed person, a self-employed
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peison, such as a merchant or professional man, a retired person, an unemployed
person, or a widow living on insurance MOREY.

To the employed person, a substantial inerease in taxation on his home either
subgfacts from his funds for other living expenses, OF €NCOUXAZES him to seek
Furthei—and in these times inflationary—wage increases. .

Owners of Tesidental rental properties must increase rents to meet rising prop-
erty taxes. If rent controls prevent such increases, the effect of the tax is con-
fiscatory. .

Home -owners not actively employed, “but depending on fixed incomies, face
the danger that inereased property taxes will cause tax delinguency and forced
sale. ' ’ .
The tax burden on homes should not be increased either actually or propor-
tionately, but additional city tax needs should be met from ciher sources. It is

sound public policy to encourage Liome ownership and -to provide Tow cost hous- .

ing for renters. This can best be accomplished by increased exemptions and
reduced taxes on home properties. :
The views of the Sgc’tion on these issues are expressed by the follow-

ing vote: '

Questions: _

Should cities meét their increasing costs by:

Increasing property taxes? 25.
Seeking other sources of revenue? 65,

Should municipal revenue be obtained exclusively by an ad valorem:tax on

p_rop_ert_y.? Yes, 4; No, 88.

Should ai ad valorem tax be based upomn: Tand, improvements, and personal

property, as at present? Yes, 67; No, 24

Should an ad valorem tax on property place a greater proportion of the

burdern -on land than on improvements and personal property? Yes, 37;

Nm 54. . .

Shoiild taxes on Homes be proportionately reduced? Yes, 51 No, 36.

Should a property tax be based exdl_lsively on the amount of annual yield

or earning capacity of the property? Yes, 12; No, 80.

Should ‘an ad vadlorem fax on ‘property be based on land alone? Yes; 105

No, 82.

For those who seek other sources of revenue, in addition to the prop-
erty tax, a variety of possibilities are open.
Sales Tax Frequently Utilized

The most popular source of revenue sought in the Iast few years has
been the sales tax and accompanying purchase and use taxes:

Cities have turmed to this tax because of ease of collection and om
the argument that it spreads the cost of government ever all who enjoy
its benelits.

The opponents of the sales taxes, notably labor, have argued that it
is not based on ability to pay, is in no sense related to the benefits of
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government received, and is oppressive -on those in low income brackets.
The Section voted as follows:

Question: Do you favor in printfiple the use of the sales, use and purchase
taxes as a source of municipdl revenue? Yes; 73; No, 23.

Should Cities Charge for Services?

Charges for municipal services are defended on the ground that the
fairest way to finance many municipal services is to identify their exact
cost and assess it directly as a service charge on those who enjoy the
service. They have been opposed on the grounds that administrative costs
absorb too much of the income, that such charges are oppressive on the
low income groups, that exact costs cannot be truly determined, Charges
for garbage collection are common in many cities; the parking meter has
become a familiar sight on most city streets, and there has been a grow-
ing interest in sewer conmection charges and other possible sources of
direct charge for local government services.

The attitude of the Section is reflected by the following vote:

Question: Do you believe that the cost of government services should, wher-
ever administratively feasible, be charged propartionately directly to those
who receive the service? Yes, 77: No, 17.

High or Low Rafes for City Utilities?
Proceeds from municipal utility operations may be either directly or

indirectly a source of municipal revenue. We shall not open here the
entire question of miunicipal ownership of public utilities. We siinply
recognize that some municipalities do operate utilities such as water, light
and power, gas and steeet, ratlivay systemss, and harbors and airports.
The guestion is wihether the benefits of public ownership should be gained
by charges to the users of the service, barely sufficient—but at least suffi-
cient—to support the enterprise; or by higher rates if necessary, to produce
a surplus to be applied fo general municipal costs.

Some contend that since a municipal utility is operated by and for the
people, its benefits should be felt directly by keeping charges barely high
enough to support the utility itself; and that the moriopolistic position of
municipal utilities should riot be used to force higher rates on the public,
even if any resulting surplus is applied to general public purposes.

The responding argument is that municipal utilities are usually financed
initially by bonds which are a lien on property, and that the return from
the utility should be high enough at least to pay off that obligation. It 18
contended further that applying some of the utility proceeds to general
purposes is a fair means of putting some of the cost of local governiment
on those. who do not have the responsibility of property ownership.
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The attitude of the Section on this point is expressed in the follow-
ing vote: _ . o
Question: Should “profits” from muiicipal wtility operation:
(2) Be used to support general municipal functions? 23.
- {b) Be used for utility bond redemption and fnterest? 71.

Some believe that gross receipts taxes are the most equitable and just
source of municipal revenue. This principle is recognized to d Timited
extént by those cities which base a part of their business license structure
on the gross-receipts principles. Proponents of the extension of this prin-
ciple hold that it is the only sound basis for taxing in direct refation to
econoriic activity. Tt is a tax which is difficult to pass on

The op_pos'it_ion r‘_egard_s a gr_oss're_ceipts tax as but a further extension
of the income tax, without the equalizing aspects of the incone tax, which
recogriizes that gross receipts bear Little relation to the iltimate econoinic
return to those engaged in different lines of endeavor.

Though the Section did not study fully this particular revenue, it is
a possible source. The views of the Saction are expressed as follows :

Question: Should cities seek additional revenue through gross ‘receipts
taxes? Yes, 23; No, 71. : '

The income tax is another possible source of municipal revenue. The
arguments for this tax are that it is a field not yet tapped by the municipal-
jties; that it is related to ability to pay; and that the machinery for its
collection is already established. The argument against it is that itis a
ficld of taxation already quite adequately occupied by the federal and state
governments. The view of the Section on this point is as follows:

Question: Should cities adopt a personal income tax? Yes, 5; Me, 95.

Every city has miscellaneous income from business licenises, fees for
minor services and fines- for violations of the law. These sources are not
a material part of a municipality’s income. The discussions of the Section
have generally assumed that fhis miscellancous incorne would continue
without material change. Nonetheless, the question was put to a vote, with

the following -res‘t‘ﬂt;;:

Question: Do you favor material ncrease in the miscellaneous income Now
derived by cities from business licenses, fines and fees? Yes, 41; No, 56.

Contributions from Other Governments

Cities receive some income from the federal and state govertiments.
Most of the income from the state is what is known as shared taxes. This
is where the state collects the tax and shares the return because the tax
is on an activity which creates municipal problems. For example, a por-
tion of the state liguor tax is returned to the cities for the support of

|
a
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police departments, on the theory that the local consumption of liquor
contributes to local law enforcernent problems. In like manner a portion
of the revenue derived from taxes on gasoline is returned to the cities
for ‘street improvement work.

Federal assistance to cifies is relatively slight, taking the form prin-
cipally of payments in Heu of taxes where large federal property heldings
result in hardship to th‘elcommun'ity. Tederal housing projects, for example,
create unusual municipal problems. Some federal contributions may also
reach a city through the state, for specific health and welfare activities.

“The subject of shared taxes and grants might well be a separate study. -

1f we accept the contention that municipalities should raise their revenues

_principally by a property tax and more particularly by a tax on land

values, it necessarily follows that the shared taxes should be discontinued,
since they are not a tax on property. 1§ we believe that the tax structure
of a city should recognize the diversified s_er\_riges rendered and the henefits

received, the shared taxes are perfectly logical. They place the tax load

on specific local sources, have it collected by the state, and then apply
it to a specific local purpose. Whether the ‘practice of shared taxes results
in a loss of local autonomy is an important problem—but one which we
have not explored.

The views of the Section are expressed on this subject as follows:
Question: Do you favor extending the principle of state and federal grants
to cities? Yes, 9; No, 83. _

Do you favor coniinuing the present levél of state and federal grants to
cities? Yés, 30; Mo, 55, :
Do you favor te‘strict_z'ng state and federal grants to cities? Yes, 65; No, 2b.

Even when the proper sources of municipal reveniie have been settled
upon, there remain nUmMeErous related problems.

High Assessments Permit Fair Apportionment

Any system of local taxes which depends in part on a tax on property
creates a guestion about assessment practices. If a tax on property is to
be wused, the burden should be fair and equitable. Tt can be a fair and
equitable tax only if all property is assessed in. relation to the same stand-
ards, and is assessed at a proper level. :

State and local officials who have addressed the Section concede that
present assessment practices are inadequate. Assessors often lack trained
staff and financial support sufficient to make realistic and up-to-date
appraisals. Some, for political reasons, have failed to make the adjust-
ments which equity demands.

Tn one sense, the level at which property is assessed may seem of no

concern, because when assessment levels are low it merely means that a




40 THE COMMONWEALTH—PART TWO

higher tax rate needs to be applied to produce a given amount of revenue;
and conversely, when assessmient levels are raised, a lower ‘tax rate may
stitl impose the same tax burden on the property owner. But there are at
least two good reasons why assessment levels shiould be as high as the
law permits. Ohne reason is that depressed assessmient levels give a dis-
proportionate amount of relief from taxation to such favored classes as
the veterans. A veteran who has a $1,000 exemption on a piece of prop-
- erty appraised at $2,000 enjoys a 50 percenit exemption. That same exémp-
tion applied to a more realistic appraisal of $5,000 would reduce the
exemption to 20 percent. The other teason—not directly related to the
problem of cities, but of interest to taxpayers—is that eligibility for public
welfare may be established, even though the applicant owns a certain
amount of property. T assessment levéls are too low, it may be that the
individtal owns property having a real value of many thousands of dol-
lars, but still is eligible for welfare assistance because of depressed assess-
ment levels, Low levels also affect the income of school districts, since
they operate under tax litaits imposed by law. inter-county equalization
of assessments becomes more and more important as assessed valuations
are used as a base for incirring bond ebligations and for allocating state
school funds. '

No discussion of property taxes is complete withotit considering exemp-
tions from such taxes. The increasing land holdings of the federal gov-
ernment, of the states, and of many private instittitions which are qualified
for exemption, place an increasing burden on the remaining property
owners in every communpity. This becomes a particularly seriotis problem
in the case of public housing developments, large military installations, and
state universities and colleges which bring into a community a large popu-
lation demanding city services, but which at the same time take from the
tax rolls a large part of the property value.

On the time-honored theory that “the power to tax is the power to
destroy” the courts have held that our levels of government may not tax
.one another. In some of our cities, however, we are literally reaching the
point where the lack of power to tax may become the means of destruc-
tion of the local revenue structure. Without intending to place “in the
hands of any level of government the power to destroy other governments
we must find a means by which a different government creating a large
municipal cost can be called upon to meet its share of the financial burden.

Part of the tax problem of the cities is that the city dweller pays a tax
on his city property to support municipal services rendered by the county
for those who live outside of city limits. The result in some parts of the
state has been the development of “fringe areas” in which the population
outnumbers the nearby city, with the property inside the city bearing a
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disproportionate part of the cost for services from which the city and its
inhabitants gain no benefit.

In general summary, we believe that the tax problem of the cities is
not to find new sotrces of revenue but bettér to utilize the basic sources
originally reserved to city purposes.

Should Good Tax Be Painless?

We ought to get away from the idea that the test of a good tax is that
it be easy to collect and painless. We ought to get back fo the ptinciple
that there is merit in a tax which is direct and painful, if necessary, while
at the same time based on an equitable and intelligent basis of taxation.
We drift dangerously near the sheals of bankruptcy at every level of gov-
ernment because of a public apathy which is encouraged by the lack of
any sense of rounting cost. ‘We have so conicealed and diffused an over-
whelming tax burden that its effect will not be realized until it is too late.
There is a deadly analogy between the growing burden of taxation at-every
level of gevernment and the painless early stages of a cancer in the human
body, which is not detected until it has progressed beyond hope of cure.

We conchude this report as we opened it, with the observation that
this study has not produced new and startling concepts in the field of
municipal taxation, but has, we believe, succeeded in placing the problem
in its proper focus and perspective. The real problem is not the tax prob-
lera of cities as such, but the problem of the faxpayer. The question of a
structure of taxation suitable for eities canrot be cotisidered apdrt from
the equally significanit problem of taxes to support our county govern-
ments, our numerous local districts, our state and our nation.

The Section believes that the suggestions it offers for coping with the
tax problems of cities are not wholly conclusive. Many members of the
Section feel that the problems encountered in this study point to the need
for a more fundamental examination of principles and theory of taxation.
The Section may want to undertake a more basic study on the broader
aspects of a balanced tax structure for all levels of government.

Question: Irrespective of your opitiion on the questions above do you ap-
prove the Section’s proposed Report as a whole as to form and content?
Yes, 87: No, 4. '
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RECOMMENDATIONS OF GOVERNMENTAL FINANCE SECTION
(Results of Mail Eallor of Section Following Three-Year Study.)
(Nore: Tn all questions “cities” refers to Galifornia cities.)

1. Do you believe that property is bearing all the city tax it can? Yes, 48;. No,
48,
2. If you believe that a city tax structure should be based on only one of the
following objectives, indicate which:
(1) Benefit received? 17.
(2) Ability to pay? 5.
(3) Encouragement of enterprise? 8

If you believe that a city tax structure should be based on some combination

(of the above objectives) list below, by number, the objectives you would

combine:
Combination of Nos. I, 2 acd 3 25.  Combination of Nos. 1 and 3: 1l.
Combiriation of Nes. 1 and 2: 12, Combination of Nos. 2 and 3: 1.

3. Should cities meet their increasing costs by:
" Increasing property taxes? 25.
Secking other sources of revenue? 85. ‘ :
4. Should municipal réveniue be obtained exclusively by an ad vilorem tax on
‘property? Yes, 4; Ne. 88, ' ’ '
5. Should an ad valorem tax be based upon land, improvements, and personal
property, as at present? Yes, 67; No, 24.
6. Should an ad valorem tax on property place a greater proportion of the bur-
den or land than on improvements and personal property? Yes, 37; No, 54.
7. Should taxés on bores be proportionately reduced? Yes, 51; No, 36.
8. Should a property tax be based exclusively on the amourit of annual yield
or carning capacity of the property? Yes, 12; No, 80.
9. Should an ad valorem tax on property be based on land alone? Yes, 10;
No, 82.
10. Do you favor in principle the use of the sales, use and purchase taxes s a
source of municipal révenue? Yes, 73: No, 23. :
11. Do you believe that the cost of government services should, wherever admin-
istratively feasible, be charged proportionately directly to those who receive
the service? Yes, 77: No, 17.
12. Should “profits” from municipal utility operation:
(a) Be used to support general municipal functionsr? 23.
(b) Be used for utility bond redemption and interest? 71.
13. Should cities seek additiorial revenue through gross receipts taxes? Yes, 23;
Ne. 71, -
14. Should cities adopt a personal income tax? Yes, 5; No, 95,
15. Do you favor material increase in the miscellaneous income now derived by
cities from business licenses, fines and fees? Yes, 41; Mo, 56.
16. (a) Do you favor extending the principle of state and federal grants to
cities? Yes, 9; No, 83.

(b) Do you favor continuing the present level of state and federal grants

to cities? Yes, 30; Mo, 55.
(<) Do you favor restricting state and federal grants to cities? Yes, 65; No, 25.
1. - : ' :
Trrespective of your opinion on the questions above, do you approve the Section’s
proposed Report as a whole as to form and content? Yes, 87; No, 4.
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CHAIRMAN BRAY: And now Mr. Kroeger
will discuss the subject, "Mew Taxes o Get
City Revenues.” He appears row as “Pri-
vate Citizen” Kroeger and siof Chairman
Kroegsr.

New Taxes to
Get City Revenues
by Louis J. Kroeger

Management Consultant,
Louis J. Kroeger & Associates-

THE REPORT, 1 think, adequately advances the ecomomic arguments on
hoth sides of the principal question, “How much more taxation can prop-
erty stand?” But there are other considerations, aside from economics, which
ate involved in a tax structure,

The case has not been made that “property” cannot ‘bear any more of the
tax load. Nevertheless I am going to argue—on other grounds—for diversification
of municipal revenue, which does relieve property of some of its tax burden.

Should Have Diverse Sources

The Section has voted—and I agree—that municipal revenucs should flow
from_diverse sources. Among the many reasons why this is so, four stand out:

(1) The practical point has been made in the report that property SUpPOrts -

not just city government, but all forms of local government. Property supporis
the school district, the county, the local improvement district, the sanitation
district, the sewer district, the fire protection district and others. And all of them
are limited to the property tax for revenue. .

The costs of these services will increase. For all local government to tax
property alone might lead to a burden beyond bearing. The cities at least can
tap other sources. It is proper and good sense, therefore, that cities should
relieve the situation by seeking sources of revenue these other units of govern-
ment cannot tap. '

Charge Costs fo Persons Benefited

{2) There is much to be said for charging costs of city services to persons
benefited. In Northern California many cities directly or through private or-
ganizations require the citizéen to pay for garbage coIl_ection_—a practice that
could be extended to many other services, In Southern California that is not at
2ll the common practice, The property owner pays for garbage collection.

I think the taxpayer should more often be made to understand the kind of
service he is getting by paying for it directly. Certainly this could bhe done where
the service can be identified, its cost détermined, and where no great collection
difficulties are involved. If that were more characteristically a part of our tax
structure, it would force our local governments to do better what they do now so
pootly—cost accounting. If they chiargéd for these services, they would be re-
quired to keep the records and accounts which wonld determine costs and show
how they should be distributed.

Should Do Good Cost Accounting Job

Governments should do a good cost accounting job so they can better see
where to reduce the costs. Now the possibilities for savings are concealed be-
cause accounts do not show how much is spent for what. Furthermore, if people
pay the costs directly, they are going to review more critically the services

they get.




44 THE COMMONWEALTH—PART TWO

Thc -:;axlproblem of cities is not to be solved simply by raising more tevente;
but by finding ‘more ‘cfficienit and economical ways of doing things, to tiold the: ‘

‘tax b_'ur_de;n dowir. ‘Mary services canriot be relited directly to benefits received.
T-_q '_c_:h'ar_'ge the ¢ost of the police department to crooks, for example; is ?hai":'i:l'y
fg%sl?;le. But you can charge for garbage collection, sewer sco_nn'e'ctio"ris,- parking
privileges and for many other services. And when the service beniefits pmpexty,
then let property bear the cost.

Taxes Should Be Spread

(3) A ‘tax on property alone falls on relatively few people directly. In that
case many people vote taxes; few pay them. Taxes should be spread so that a
large part of the population will not be encouraged to vote additional .taxes
and serviceé by the fact someone else seemingly pays the bill. ' .

It may be argued that such a tax falls indiréctly on all people. But the only
cost the aversge citizen understands is the cost he pays out. ‘

(4) And finally, T will argue for diversifying mumicipal reveriue on the
ground ‘thit it is expedient. To_abandon, principles in favor of expediency is
bad; but to find expedient answers which dlso ‘have logic and good serise on
their side i5 a happy solution. ) -

_?ropierty Taxes and Single | :c‘HArg%A;g; BRAY: Now we will-hear a dis- |
‘ax vs. Other City Toxe cussion of "Property Taxes and Single Tax

hax ¥s. Other crty T“qxes- Y Otk City Taxes:™ by Robert Tideman,

by Robert Tideman | ‘Director -of the ‘Heney ‘George Schaol .of
n'i't_ggfcjr. Heanry (—Zv_é_jorg‘e

1 .Secial Science.
Schoal of Soeral Science

’ ROPERTY TAKXES are the traditional source of Tevénue for California

. dties. For a long time they raised most of our city budgets. "But in the
_la;t twenty ‘years, urider ‘pressure’ of property owners, sales taxes, Ticense taxes,
gross recgipts taxes, etc. have been imposed, and property taxes rediiced.

Only by culling facts can one argue that propetty taxes Jave been rising.
Those whio do -this point with alarm to the yise of crty bu‘dg’ets, tax rates, dnd
tax dollars paid, but carefully avoid mention of the enormous rise in property
values resulting from population growth and dollar devaluation. They never
cotripare assessed values -with market values,

Tax Rate Seldom Metisures Burden

You iay recall a few months ago that one of our San Francisco dailies
screaminigly ‘headlined the tax of séveral ‘himidred dollars that mi'ght fall on our
homies. The reader was led to believe assessed value ‘was matket value. How-
€ver, my own home, bought at a batgain for $8500, is assessed at $1780. The
Donahue cormer, sold recently for $1,750,000, was assessed at $495 000, The
vacant sites, west of Stockton Street, running from Ellis through to O’Farrell,
recently sold for about $1,250,000, but ‘were valued by the assessor at $347,000.
‘The vast King Estate in Alameda County is assessed as agricultuiral land, far
bélow what homie seekers have paid for sites no different at its tim. The assess-
ment pattern is generally the saime throughout thie State. Assessments ave so low,
the tax rate seldom meéasures the burden.

e R )
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The subject of this teport is: Tow should cities raise there révenue? Some
of us have tried to meet this questiori squarely. We answer that a direct, annuai,
ad valorem property tax, even if increased, is preferable to a sales tax, a sewet
tax, a Teceipts tax, or any other new taxes. We even hazard arguments in favor
of the property tax. But thoge whia favor the nimberless new taxes do not copxe
out and say so. Instead, their whole positiont is against the property fax. They
sedk to slip these pesky new taxes in thirough the back door while we are shaking
our heads over the property owner’s conplaint. ' E

Growing Popuiation « Calamity?

It is claimied our growing population is a calamity to the property owner;
that newcomiers bring little property with them to swell assessment yolls but
demarid more city services,s50 the poor property owner gets the ax in his tax
bill. But if greater population means only higher tax rates, why does the Bay
Area Council poirit to population growth as an attraction of real estate here?
Becausé they know ifcreasing population hoosts real @state values. Does it
matter then if the newcomers bring little property? Their very arrival adds to
the annual value in the propeity under our feet. No one tlaims this value is
créated by the laridholders. Then why not call on it to support the services
the riewcomérs need? .

On page 34 advocates of new faxes say ability to pay depends on income,

and when dncrease in land value is not accompanied by increased income from
land, an increased tax may bé confiscatory. Consider the Donalue corner. Tt
has increased énormously in valag, biit with its one-story wooden building down,
does mot yield even the income fiom that ancient structure. Does anyone think
if we raised its taxes—or did not dcquiesce in the hew sewer ‘tax to relieve that
site—Metropolitan would relinguish title? OF course not. They would come to
térms ‘with some prospective User to get soine Tent to pay the taxes.

Why Land Increases in Value _

Land inereases in value becaise people are willing to pay more for permis-
sion to use it. When a Iandholder’s income does not .go up. correspondingly, it
is only becawse He Has not come 1o ferms with those who would Jike to use it.

" He 15 speculating he can geta hetter deal by holding out. To argue that land

values should not be taxed when no ingome is received, is to sdy that the holding

of valuable 1and idle should be fostered.

The “sewer-use tax,” now under debate by the Supervisors of San Francisco,
is typical of mew taxes. Each home owner would pay $4.20 a year. If all the
revenue=—about one million dollats—went to reduce the property tax, the rate
could be lowered onie-tenth of 'one percent. This, owners of homes assessed at
more than $4200 might save more on the property tax than they would pay in
the sewer tax, Many homes dre tworth moke than $4200 but not frve percent are
assessed that high, so 95 percent of the home owners would lose through the
sewer tax. But the holder of the Donzhue corner, for instance, would save about
$425 a year. Thus, the sewer tax, Tike other new taxes, would shift more of the
burden from holders of valuable redl estate to home owners and cOnsumMeErs.

Xts sponsors say the sewer tax is needed to run the new sewage disposal plants,
But if these plants had not been built, and population growth had been checked,
and the pedestrian count on Market Street had begun to fall off, wouldn't the
downtown propeity owners have raised a howl? These plants maintain and
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increase the value of their land, The Property owners get the financial benefit of
these plants, but don't want to Ppay for what they get. Here is “welfare
state.” '

What is true of sewage plants is true of libraries, schools, streets, parks, fire-
men, police. All city services and improvements figure in the sales talk for city
real estate. All go to maintain and fncrease the rental-value of land, Why then
should we submit to a sewer tax or other new taxes while the landholders get
something for nothing?

"They Like These New Sales Taxes ... .
~ ©On page 35, above paragraph {(a), the proponents of more and more taxes
say that “proposals fo limit sourees of reveniie to taxes on propérty ... are
objectionable.” That is to say, they like these new siles taxes, license taxes,
etc, and don’t want to go back to the traditional system by which cities raised
their revenue in the pre-New Deal ddys. And the inference is that to wipe out
these new taxes and to rély on the property tix again would amoimnt to land
Tnationalization. I guess we didn’t realize olr ‘precatious state in the old days
before we got the many fine tixes we now efjoy!

- ‘Why didn’t the authior of paragraph (a) tell us sbout the “nationalization,”
“bureaucracy,” “waste,” “inefficiency,” “loss of incenitive” and “stagriatioi” ‘in
Wellington, Sydney, Copenhagen; Johannesburg, or the citics of New Zealand
which derive all their revenué from land value taxes—or in Pittsburgh and
Scranton, which tax land valies at twice the rate on improvements? No stch
évidence is cited becatise thereis none. These ¢ities are prospering.

Not Landhiolders, but Labor and Capital Overtaxed .

_An_yone honestly troubled about nationalization shonld attend to. the plight
of labor and :capital, the active producers of ‘wealth. Federal taxes fall with foll
weight on them, and our states and cities in the last twenty years have been
favoring landholders at their expense. Labor and capital, commerce and in-
dustry, ‘are in great danger of rationalization by taxation.

No one has eyver seriously proposed that all taxes be Tevied on sales or sewers
or any otlhier product or activity o sarned reward. For such taxes all have bad
effects, Tt is because land wvalies- are patticularly suitable for takation that so
many wise men from Quiesnay to Winston Churchill, have proposed taxing them
especially. Is it rot strange, then, that anyone should point to the “single tax”
proposal as a reason for substituting new taxes for our traditional tax on land?

The advocates of new taxes do not deny the superiority of land value taxes
over sales or sewer taxes. They know they will get scoiched if they try. To

- evade the issue they trumidle out the label “Single Tax.” From the end of this

handle they coolly talk of nationalization, bitreaucracy and waste, while pro-
posing more taxes and tax colléctors; they talk of incentives and of stagnation,
while proposing a tax policy that penalizes production and makes it easier to
hold land idle; they talk of confiscating earnings; while favoring an income tax!

What's ot End of This Road?

"~ Not even those who are wOrking hardest to reduce their land valie taxes will
like what lies at the end of the road they are taking. 'What is the way of life in
countries where taxes have been loaded entirely on the producers of wealth,
where land rent iy treated as absolute private property, unqualified by any re-
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sponsibility for public reveriue? Look at Mexico, India, Iran, Spain, Brazil, or
the Russia of 1917. You see countries wheré Jand is held by the few in great
estates, without any financial responsibility to encourage efficient use. You see.
landlord and tax collector confiscating so much of the reward of labor and
capital that incentives to woik and accumulate tools are sttangled. You sée rich
and poor a gulf apart, class against class, and the stage ever sét for demagog
and tyrant. :

This question of who should pay taxes is a moral question at bottom, and
the only, spitit in which it ¢an be justly solved is that spirit expressed sevénty
years ago by a wise and good and fearless citizen of this city: “I am for men.”

critique on Siﬂg‘le de ﬂ“d CHMEMAN BRAY_: Ne)d"J Fve will ;T)ar a
; . | P "Crifique on Singls Tax and ncreased Prop-
lncreus_ed -Properiy que-s | erfy"'fjg::s."nby Raymond D. Smith, Realfor

by Raymond D. Smith Approisar.
Realter Appraiser .

DON'T believe I have ever heard a taxpayer object to paying a property tax

in a proper ratio of his holdings, nor an owner object to paying a feasonable
tax upon his land and his improvemenits based upon the henefits that owner
receives in police and fite protection and all the things that go with urban
ownetship. '

It becomes then a matter of equalization of the relationships between land
and improvements. Most people feel that land alone should not carry the entire
load. It should carry as fair a proportion of the load as the tax assessor may
détermine, )

Tax Assessments Go Up—Seldom Down .

‘The tax assessor assesses upwards but he seldom assesses downwards, Tn a
deflated dollar market like that of today, the assessed valuation goes sharply up.
But when the assessor gets feady to cut assessed valuations; he makes a blanket
reduciion of 3100, $500, usually in those areas where the most votes exist. In
San Francisco in 1946 or 1947, assessments of downtown industrial or commercial
properties were drastically increased. There are few votes in those areas.

But in the residential district, a blanket decrease of $100 was made, irrespec-
tive of the value of land and building. :

If ‘thie assessors could reassess every year {which would be prohibitive in cost),
1 don’t believe there would be much ¢riticism of the property tax.

"Single Tax" Not a Tdx Problem Primarily

X look at the “single tax"-placing 2 tax purely upon the land—not as a tax-
ation problem but as a social problem—a matter of trying to establish a new
social order. T am a pra‘cﬁc’zﬂ man, and I den’t believe it will work because of
practical limitations on assessors.

Ouir big guestion in today’s discussion is municipal revenue. But I don’t
believe people are interested one bit in taxes.

For ten years I have gone to the San Francisco City Hall to appear before
the Finance Committee of the Board of Supervisors, and I have analyzed our
annudl budget, item by item, not once but three times.
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During Mayor Lapham’s administration he called some five of us into his
office during formation of the Pudget, and the reports from the heads of the
vaiious departments were thrown on the table, Al Smith of the Burean of Gov-
e;f_m‘nje_n_t_a_l Research and myself were asked tof criticize every item. We spent
days: there.

Toxpayers Not Intergsted

~ ‘When the budget ‘went to the Board of Supervisors and was referred to the
Finance Committee, T went over that budget with several others, item by item,
line by line. When it went on to the floor of the Board of Supervisors, the same
thing occurred again.
At none of those meetings did anyone ever appear to profest. Al Smith. and
I were the only ones there. We wete paid to be there. But thete were 1o tax-
payers there. You can’y tell me that real property taxes are oriercis ‘when the
people won't appear to oppose them.

Leok Closely at Hon-Governmental Spending

T we are” to ¢ut taxes” and spending, ‘we must ook critically at fiom-
governmental services. How much should the otdinary citizen expect to Teceive
from government ofitside of actial governmenital sérvice? '

Take our school system. Some friends 4re attending a free class on the study
of old ¢hina. ‘They learn about dishes and How to read what's on the back. This
class has a paid instructor under the Board of Education. Is the stidy of old
ching a function of goverrnment which sheould be paid for out of the schoal
budget? T-don’t think it is They have classey i aesthetic danicing. 1 don't thirk
aesthetic daricinig i$ 2 fit subject for public funds. IR

I4ma photographic “bug” There Is a Jarge amount in the recreation
budgét co_\_zeriﬁg an excellent Iaboratory at ‘which they teach photography freé
and supply chemicals and other. things to adults who want educdtioni in
photography. ' '

They have a real estate class and offered me a salary once for teaching there.
If 2 man wanis to learn real estate, he shouldn’t be: entitled to get it out of my
tax dollar. ' :

Welfare Money in Every Budget

Thete isn't a department in the San Frangisco City Hall that does not have
some “welfare” in it. The police department hias 2 boys” club, and it is 4 fine
thing, and some support may come from police contributions. But things like
that belong to the welfare department, not ihe police department.

Your Board of Health budget is loaded with welfare matters of all kinds:
hospitilization, child care. Your recreation department budget is loaded with
free Iunch programs, Tine; they gét a subsidy. Is thata furiction of government
to be paid for out of the taxpayer’s dollat? .

We must know whether we are paying for govemmen';al functions or non-
governmental activities. o

Public employment must be regulated. We must have some sort of Hoover
plan. Employments are created to increase the importanee of the head of 2
department and get him more money. ‘
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We Need Budget Criteria

Because a budget was X dollars Tast year, doesn’t mean X dollars plus or
minus this year is a proper budget. ‘'We must ¢liminate the philosophy of build-
ing a budget on this soit of basis, 'We must have some critéria of measurement.

1 don’t ‘think real property taxes have reached a maximum, for this reason.
Somie years ago I thought of organizing a taxpayers’ association in San Francisco.
We need one badly. 1 spoke to several influeivtial, latge property owners. ‘With-
out excéption those fellows said, “Well, I am friendly with the Assessor and I

tike the Mayor. Besides, these items are dediictible.”

U. S. Pays the Bill

So long as real property taxes ar¢ deductible from the Federal income tax
and the Federal Government is paying from thirty to seventy percent of themn,
you are not going to have much opposition to the ad vdlorem tax bill.

Some day incomes from these properties will diminish, and taxpayers will
wake up and say, “f ook at our tax rate, it is $6.20. Where have I been all this
time?” They've been asleep, but the day of reckoning will come. ¢

1 think the solution to our tax problem lies in 2 critical analysis of the
operation of our municipal budgets. .

Discussion From the CHAIRMAN BRAY: Now we come to dis-
Floor cussion from the floor, You are limited to

: threa minittes. All who desire o speak will
Unider 3-Minute Rule be given opportunity.

Remarks by J. Rapert Mason
Présidert, International Union for Land Valitg Taxation and Free Trade
Mn. Mason: I've never heard a more able siipport of the need for the prin-
ciples of Henry George than has just béen given us by Mr. Smith. I could
edsily tracé each bad effect he enuvirietated to 2 piimary cause. )

Mr. - Kroeger cominented about people voting who don’t pay taxes. Public
schools have been traditionally supported by means of an ad valorem real
property tax. If a man 1d half-the land values in 2 school district, he paid
half the school costs regatdless of the namber of his children. The guestion of
voting tights irrespective of 1and holding is as old as this Republic. 1 thought
that issue had been buried. _ _

Those who opposé raising public revenne by ad valorem Jand taxes are putting
themsélves in bed with Socialists. "They are unwittingly advocating the sociali-
stion of earnéd incomies and the it of man's work by taxation.

. T believe it is possible for people to live and work togetlier in a community,

state of nation and enjoy the full fruit of their industry, untaxed.

Remarks by Joseph S, Thempson
President, Pacific Electric Manufacturing Corporation
Mg, Troseson: For forty years or more 1 have advocated the principle that
M. Tideman so speedily put before you.
Fach of us knows what his own personal and private earned income is. Did
we ever think that there is also a public earned income, a creation of all of us
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as a mass for which no one of us is responsible? So much so-that each individaal
that adds himself to Skid Row, edch baby picked up and slapped to start him
crymg, riises land value? Land value is the public earired income.

It sounds socialistic, let us say communistic, o say people as a mass and not
as individuals create lapd rental value—not, land value (if you want land, you

can get Liundreds of aci¢s i Neévada for §3 an acre) —lyit land rental is location
value. We created this value—we should colleet it

¥ we knew we were justified in taking what we create as the people, we
would not: collect from those who create, ‘who labor, who organize, that Feturn

which shotld stay in their packets. A tax on industry is a fine. When we tax an
industry, -we drive it out of the city.

Remarks by F. B. Magruder
Tax Commissioner, Southern. Pacific Company

Mg, Macruser: When this Section selected a subject, “Tax Problems of

Cities,” it was thiought that we would stick fo the subject and ¢ome up with a -

final repore that would be informative. But the subject has bieén so distorted
that its own mnothei cannot Tecoghnize it. _
Too much time has been given to the Henry George single tax theory: The

_ quéstion has become: Should the single tax be adopted?

The single tax theory should ‘mot have been considered in this study. If it
wag desired that it be given consideration, it should have beén doné in 4 sep-
arate study. ;

Remarks by E. R, Zion
Retired
~ MRr. Zion: 1'd like to ask ‘Mi: Smith if he attended the San Francisco City
budget meeting where ‘34,4_00,0(_}_0'..was approptiated to build a juvenile home for
two. hundred juvenile delinquents? :

Mr. Saerri: T was there and opposed it every step of the way.

Mr, Zion: Expenses like that give us our problem in taxation. That is

$22,000 for every child. Can you beat that for outright waste or graft?

" You ask single tax advocates to tell why land should pay a little more taxes,
maybe. You should first give one reason why persotial property should pay
any tax.

It’s like the difference between Ford and Rockefeller, Rockefeller got his
] iral resources. He deprived the rest of s, disinherited us,
from a share of these. But Ford added to the world’s wealth, Should the two be
taxed the same?

We have too many tax exemptions. Everybody likes to get exemptions, but
when they get exémpted they don't come to meetings on tax problems any
more. It used to be, when the San Francisco Board of Supcrvisors met on tax
probléms, the Archbishop had a representative present, and the gas, water and
telephone companies; the railroad and other companies had their representa-
tives—hecause their property would have to pay the taxes. _ .

Then you exempt them, and you lose not only the value of the exemption,
bt you lose the careful attention of these citizens to tax and expenditure

probléms.

S R
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Veterans zre another big group that are exempt—and just recently schools,
hospitals and many others. And so it’s no longer to their interest to attend
tax meetings. | _ o

Adam Smith, John Stuart Mills, Wilker, Ricardo—all agreed “rent” is the
excess profit over no-fent lasid. Tenty George was the only one who followed
this gp. If this statement is trig, every mew laborsaving machine, every new

chermicdl process, increases rent. And it does. None of the economists wilt

deny it. This is the justification for more land taxes.
Remarks by Monte Derihcm
Attorney
MR. Dernmay:  Mri. Magruder, it T understood him correctly, told us the

single tax should be the issue of a distinét study. It has been the subject of 2

distinct study in this Club—fourteen years ago: In the fall of 1938 thére was a
proposed Constitutional amendment,; Proposition 20, providing in general for a

state-wide single tax.

The toaiter was studied by this Section. The Club in its entirety voted
against the single tax; 693 to 66 '

‘The questiori has beén dealt with by this Clab. It is behind us and should
rémain behind us. .

Mr. MAGRUDER: 1 didn’t say the single tax should be given a scparate study.
I said the single tax theory should not have ‘been considered in this study and if
it was desired that it be given consideration, it should have been done in 2
separate study. ’ 4
Resarks by Ass_'eiﬁblqun Edward M. Gafiney
MR. GAFFNEY: Schiool ‘tax exemptions have been attacked. In the case of the
parochial and other non-profit _pr_ivfrate- schools, we of the Legislature Jocked at
tax éxemption from a Lusinesslike viewpoint,

‘We found that there are approximately 176,000 children attending the non-
public schools, and that these schools are over-burdened with taxation. Through
a new interpretation in Los Angeles county, this taxation has been multiplied
threefold and in some parts of the southland, four-fold.

If all the non-puhlic schools were to close their doors because of oppressive
taxstion, the State would have to provide public education for some 170,000
children at a cost the first year of at least §120 per average daily attendance,
totaling $25,000,000. In capital outlay, unless we leased the present buildings of
the non-public schools (in addition to ihe almost $300,000,000 already spent by
the State Allocation Board of recent hond issue funds votéd by the people), it
wouild cost atleast $600,000;000 more to build schools for children now attending
private non-profit schools. _ i ,

Even mow our public schools are .ov_'er-cr_owdejd. In some areas children go
to school on hali-day shifts; in Eurcka, it has been reported, there are three
shifts daily. It should be borne i1 mind also California is the only state that
taxes non-public schools whereas we should encourage a1l schools devoted to the
education of children.

Justice A. F. Brax: I can’t stand by and have Contra Costa County out-
done. Assemblyman Gaffney said in Fureka there are three school shifts a day.
¥or a while during the war in Contra Costa County, we had four.
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Remiatks by Robert Tideman
Director, Hetiry George School of Secial Sciences

Mr. Twesan: When I joined the Club a first draft of the Section’s report
was being corisidexed, telling how increased population ‘was a “cilamity” to the
property owiet, and abotit the dire predicami¢nt of our Jandholders. I pointed
ot additional facts and sooii realized I was playing with dynamite. And soon,
ini ‘reply, came fiot arguments but labels—“stitgle tax,” “Henty George theory,” a
“new social order;” and so on, . '

Bizt the taxation of land values is “old hat” in this Siate. The writers of the
State Constitution provided for it, and its advantages are obvious to anyone who
studies the subject impartially. It is cértainly not wise or fair to approach the
subject as if it were the ‘mere doctrine of 2 nineteenth century economist. 1t has
immediate ‘significarice. 1f we ate to get new revenues will we jget them from
gales taxes or from land value taxes? :

. We are askéd o believe that; hecause sothe men have proposed collecting all
revenue from land value, we must therefote adopt new sales taxes: ‘That is
‘hardly logical. -It is only by giving doctiinaire associations to perfectly sensible

principles that they get fenced into a scparate comparttment of the 'm'i_r_id._ In-
sanity is just that: keeping things in different comipartmenits of the mind where
they cannot interact—avoiding _painful integration.

Remarks by Raymond B. Smith
" Realtor Appraiser

Mz, Smrrm: I don’t favor the exténsion of the tax base in sales taxes or the

other taxes, Governments will spend whatever they can get. The more tax
soutces, the more they speid: _ o
We should put our tax éggsin one basket but watch that basket. )
‘One thing that would benefit San Franciseo. would be for citizens to organize
" a budget examination committee like that in Los Angeles.

CramMAN Bray: The niceting is adjourned.
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