i Property

..200 Fifth Avenue
: ZIZ'Eifth Avenue

225 Fifth Avenue

5 . 226-28 Fifth Avenue’

“237439 Fifth Avenve’

236 Flfth ‘Avenue
3¢ Fifth Avenue
_"319—21 Fifth Avenue

TiE 14 G:z.nt Stree:

o 6}1 Sxmthﬁeld ‘Street

520232 Wood Streer

23034 Diamond Street

hs 511 Fourth Avenug
"' 627 Liberty Averiue

" 901 Penn Avenue -

3702 Forbes Avenue: "~

s 53 6—-42 Forbés Avenue :

- 680 Penn Avenize”
592 Federal Stzecr -

| /504-06 Federal Strest "~

OTHER DOWNTOWN BUILDINGS- HAVING GREATER BUILDIN

) Penn-Sheraton Hotel
" Federal Reserve Bank Building

Ofiver Building

bts U Kegrian Building

. Frick Building
Clark Bm!dmg
Gimbels Store

Joseph Horne Company Store
- First National Bank Beilding .

BUSINESS momwms PAY)
UNDER GRADED 'TAX, 1960

G H!GHER TAXES

Graded Tux PR Flut‘ Kate Tax
$39,210. 50 - . $21, 690.00_ :
4,184.76 7 [ 2,902:50°:
5,520,000 3,89400 ..
6,972,657 UseerEy
7,252,000 0 s { S
18,315.00 - 12,750.00
29,674.00° {807
15,605.12:%
2,221,855
2,244.05 S
3,552,007 ¢ 2,5:(_1 ([ O
$,476.00 3,950:06°
3,953.30 2,985.00°
3,071.00 2,200.00
2,294.00 1,800,007
940,721 688.12.7
1,726.60 1,34162 7
10,915.00 7.900.00
L1400 -
2,166:16

TABLE VII T

OTHER DDWNTOW’N BUII.I)!NGS HAVTNG TAX SAVINGS'

Plaza Building
Jones Taw mldmg
Manor Buﬂdmg
Centiry Buxldmg
Bessemer Bmldmg
House Buﬂdmg

Berger Bmldmg
Stxnley Theau'e

i :(AB(;_Ve_ properties show no net rax 'savh::_{g_'s, .l';mt higher

Cummmweﬂﬁ Bmldmg g

ing. An attempt will be made to discover just what economic and fiscal
_ "'_changes (if any), for better or worse, have been brought about by the
“. enactment of the law.

- el_oquent and impressive testimony as to its virtues,

- have expressed some doubts or dissatisfaction with regard to how the ex-
- periment is working.?

 Valuation (Philadelphia: Manufacturers Appraisal Company, 1926), pp. 247-52:

- tainty,” ], P. Watson, The City Real Estote Tax in Pittsburgh (Bureau of Business Re-
“search, University of Pzttsburgh 1934), pp. 19-33: “The graded tax, really meant to be

.. to defeat jtself.” ‘These critical studies of the Pittsburgh graded tax appeared in the firse
%+ case; when the graded tax had just come inte full operation, and the other in the depres-
v gion year of 1934, Both were interested in whether the graded tax, then comparatively

- new; ‘was operating s intended. The analyses studied chiely comparative assessed Iand
o Cand bmidmg valuations in this earlier period and the estimated cost of new buildings
.+ érected in that period. Mr. Pollock, a professional fand appraiser, and Dr. Scholz, an
~*ecoremist, sought to show the importance of scientific appralsals of real estate values,
" whatever. the tzx system might be.
" 'prabably’ overassessed because insufficient depreciation was alfowed onolder buildings. . Dr.

" tative'of true value for both land and buildings. He advanced the novel theory that the
L lower 14% rate on buildings tended to increase the market value of buildings.

e&_;fmm T}m AMERICAN J mmmw oF: Ecozmmcs AND Sc{mmmr,_ e
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Pittsburgh’s Expenence with the
Graded Tax Plan

By Percy R. Williams

I
o Purposes and Limitations of the Graded Tax Law

HAVING RECORDED THE HISTORY of the graded tax movement in Pitts-
'burgh we now face the task of examining the plan as it is actua}iy operat-

' What the sponsors of the plaﬂ hoped to accomplish by this legislation
wias made clear in the campalgnmg forit. Have these hopes been realized?
Many public officials, civic leaders and newspaper editors, from time’ to
time, have expressed their judgment of the graded tax and have borne
But of course not all
citizens or officials have concurted in this judgment even some advocates
of the basic principle of land-value taxation, in Pittsburgh and elsewhere,

The fact that the plan has been in uninterrupted
operation for more than forty-five years and there is no apparent disposition
to overthtow it may indicate that the graded tax plan does represent a
sound forward step in economics and taxation-—or that its opponents are
paralyzed by inertia.

Because the plan is no longer new and many persons in Pzttsburgh are
probably unaware of the system prior to 1913, the ordinary citizen of the
city, if questioned, is apt to reveal little, if any, knowledge of the subject.
In view of these facts, it appears to be useful to investigate Pittsburgh’s

1 Walter W. Pollock and Karl W, H. Scholz, The Science and Practice of Urban Land
“The

verdict as to the effect of the Pittsburgh law must, at the present rime, be one of uncer-

2 classaﬁed property income tax, affects the valuation and, therefore, tends more or less

They concluded that in Pittsburgh buildings were

Watsom, on the other hand, apparently assumed that the assessments were fairly represen-

\?{)}8 I




wauld ensue only aftes: the gredter reTurn, ¢

© 'to measure, as far as possible, any niotable chauges that may have since.
_ .occurred This will mdude an; efforf: to md1 t_f: just how a Portum Df the

' "faxatlon Of course, the’ pru:aary purpose 0
the's necessary revenue with which to’ provide pubt
: seems to be geaeraﬂy reconmzed that i:axes ais aﬁ' ;

pubhc revenge. The gradeci tax plan i
~ employment of taxation as an mstmment :
and socxal changes ' -

24The taxing power is among the most powerfui and £,
of sovereignty. . Even when applied only forithe: ‘puFpose
its indirect effects may be, indeed certainly mlI be; &
for the accomplishment of other ends its'power can [
Fairchild, Elestentary Economics (New York:
2 A tax imposed on a dwellmg tends to:
also the occupnez, the situation’ is.5iaple ena
bim. But if, as is commonly the: cise,’ the. dwell
of Ieztmg, the burden is fikely o Be'sh:tfteci
I'nghe): rent, The bm[dmg wxii not

iill_ W_!_til the expecta.mn
tenant)'in’ the shape of
a5 Teason 1o believe that
it ysel& that retarn net;
hifn ‘aiong’ the expenses.

. £ at once;  this’ consequetice
he:owners Lad: smmulated a3¥ increase in the
i supply 'of hovses.” . W Taussxg, meczyles f: Ecmomm New York: The Ma cmxllan

S Company, 1912}, p. §18. A

that is, after payment of: ail Expenses.’:
iA remission of tazes: wouldnot née
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cipal sponsois,¢ and at the same time bitterly opposed by some of its cntics B
tends to indicate that something of real importance was involved in the .
debates.  Even if a careful analysis indicates that the measures adopted in
1911 and 1913 represented only a moderate tax reform of rather limited
application, the new principle of taxation that was involved in this legis-
Iation was evideatly of sufficient consequence to arouse keen interest on
both sides. -

Recognizing that social progress usually is made by a series of steps,
especially in an experimental stage, the sponsors of the graded tax decided -
not to demand afl that might be desirable but to propose a compromise
that they believed could be enacted into law without delay. They were
convinced that in actual operation this compromise plan would accomplish
a sufficient change in the local tax system to demonstrate the value and
soundness of the principle and to produce concrete benefits that could be
seen and measured, and thus serve as'a guide to future action.

Because Pittsburgh's graded tax; though very significant in principle,
constitutes no radical departure from conventional methods of taxing real
estate in American cities generally, it'is somewhat more difficult to discover
just what has happened in this eity dnd also to identify definitely cause and
effect in any such consequence, = The task is further compiicated by the
great social and economic changes that have taken place in the United
States since 1913, :

Many students of economics and taxation favor the complete exemption
of all improvements in or on the lind (and other natural resources) from
taxation. It is fair to assume that the sponsors of the Pittsburgh plan were
strongly inclined in that direction. Io other parts of the world (notably
Australia and New Zealand), many municipalities have shifted local taxes
completely (and at one step) from improvements to land.* Students have

£“A starute so pre-eminently fair and so theroughly in accord with ealightened
modern ideas of taxation that it has been favorsbly commented upon from one end of the
Usited States 1o the other. . . . It is endorsed by and is clearly in the interest of the vast
majority of the public.” Pitfsburgh Press, edivorial, June 11, 1915,

5 *The main purpose of this act is to compel property owners to either sell or improve.
This Presupposes 2 general condition of property. halders refusing either to sell or improve.
This Is not true in Pittsburgh-—-on the contrary, it is quite an exception.

““The selling and improving of propercy i§ controlied by the law of supply and demaad,
and thaz will be the controlling motive regirdless of taxes.

“Jt takes che tax off those best able and puts it wpon those least able to pay. The higher
tax on land means ultimate confiscation by the municipalicy.

“In the downtown disteict from which the great bulk of revenue is derived, only the
owner of the skysc:aper is besefited by the dct. The owner of an ordinary, in fact, a very
fair-sized bmldmg is penalized, and the owner of land only is penalized.™ Anonymous
leafier published in 1915 by advacates of repeal.

811, Bronson Cowan, A Graphic Summary of Municipal Improvement and Finance,
{nternational Research Committee on Real Estate Taxzation (New York: Harper & Bros.,
1958).
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5 csted speczal reasons. why tl:ns vaed to be qulte feasxble there. = But such
.. drastic change appeared to be more than the P1ttsburgh land taxers felt
.. it would be practlcable to seck when the issue was Presented to the Penn-
sylvania- Legislatute it 1913.. Municipal tiome: rule it taxation was not
 then constitutiona] in this state.?  So the demand was made only for lower
taxes on lmprovements ‘and higher taxes on land’ values, with specific
mandatory ratios stipulated in the law; leaving any further steps for futuse
determmatmn 'The hrmted goal was adopted in order that somethmg
reform. o

How far has P1ttsburgh gone with this expenment? Is there any serious
defect in the method that was adopted in 19137 And has anything
occurred i in. the interval since 1913 to affect significantly the operat;on of
the plan 2 it was thén conceived?

Pittsbu:gh has gone just as far as the act of 1913 authorized the city to
go in shlftmg taxes from improvements to land. But there have been
‘some. very szgmﬁcant changes in the fiscal situation in the years' that have
elapsed since the adoption of the graded tax. Most important of these
are: the: changmg ratio between land and building values and the shasp
 increzse in the generai tax levy.$

~ As long-as buildings are taxable, the specified sh1ft1ng of 2 pati: of the
burden from buildiags to. land will be.influenced by. the relation of total
land values to total building values. This is true because the law does
not tequire any specific reduction in the building tax rate but does :eqmre
that the building tax rate (whether higher or lower) shall be: at any time
just exactly one—half of the land tax rate. et .

g Pennsylvanm Srat:e Consntutlon, Article XV, Clttes and. Cxt]r Charters, “was amended
by popufar voie Wov. 7, 1922, o permit the Leglslature to grant home-rule powers to all
cities by specxﬁc legxslamm T}ns power has since Been granted by several ‘acts of the
Legislatnre a5 issues arose aud has becen exercised b}r the cities’ onic varlous occasions.

81a 1914 land valies as assessed comprised 63 per cent -and: building values comprised
only 37 per cent of the total city assessment. . Bisc it 1960 assessed Jand values comptised
only 35.3 per cent and building values 64.7 per cent of the toral city valuation—almost
an exact reversal of the sn,uatmn prevaxlmg in 1914 A smul'm: trend is found in other
American cities: :

The folIowmg ﬁgures fmm the Coutrolle:’s annnal zeports of the Caty of Pittsburgh
show how the annual real estate tax levy has iricreased in: the permc[ from 1913 1o 1960:

1913 702703906 ERER
C1914— 77311509
1915— 7,960,251.15 -

D 1935— 15,033,990:31 0
1950 22,648;581.94
1945— 17,660,700.58:
1960— 30, 089 399 a7 a

Pittsburgh’s Experience with the Graded Tax Plan 153

If the total city revenue required increases several times over the original
budget that was needed in 1914, it is obvious that the building tax rate
must be increased along with the land tax rate even though the former
remains only half as much as the latter.

The situation is slightly complicated and requires some analysis because
of various factors that enter into the picture. Some of these were antici-
pated when the law was enacted; others could not possibly have been fore-
seen. For since 1913 we have witnessed two world wars, the great depres-
sion of modern times, and in more recent years an era of great inflation,
high production and high taxes.

i
Higher Cost of Government Affects Tax Rates
HiGHER MUNICIPAL TAXES are the result of rising price levels® and some
expansion of governmental activities and services.  The total assessed land
and building valuations may rise or fall for various reasons.

Land values are affected from time to time by such factors as general
booms and depressions, increase or decline in population, decentralization
of trade and industry, higher or lower tax rates, etc. ‘Total assessed Iand
values may also be reduced by the transfer of valuable land from the taxable
to the exempt list by putting it to uses specified by law.2®  Building values
are constantly changing as new buildings are erected and old are razed or
renovated. Buildings are constantly subject to depreciation because of
physical deterioration or neighbothood deterioration. But one of the
greater factors affecting building values in recent years has been the sharp
increase in the cost of labor and materials required for new construction, a

9 The following may be indicative. Its statistical shortcomings are apparent. Em.-
ployment, Growth and Price Levels, Joint Economic Committee, U, 5. Congress, 1952,

Years 1800-1958 (1851-59=100), Consumer Price Index. 1913—113. 1926—225.
1930--191. 1933—148. 1940-—160. 19506-—275. 1958—330.

10 Tseal Valuation of Tax-Exempt Real Estate, City of Pittsburgh, from City Assess-
ment Records for Year 1960:

Land ............. $138,099,640
Buildings ,....... .. 263,876,963
Total .......... . $401,976,603

Included in the above total of exempt property is the following residential property, from
which the city derives an annual revenue in liew of tazes but which is sot included in the
taxable assessment rofls:

Total Valuation of Public Housing Propertigs

Land .............. $ 4,591,086
Buildings .......:... 15,543,474
Total ............ $20,140,560




154 "Tﬁe:"'Airziér;&;}z-"ﬁz}fﬁél'af"-'ﬁébﬁbm:‘bs"md Sociology

* factor which also has a very mgmﬁcant ‘influence on the replacement cost
of older buildings and hence upon the market value as reflected also in
assessments.™?

A complete table of the mumcipal tax zates anci of the total assessed land
and building valuations (upon which ‘these rates were based) has been
compiled. . (See Tables I and Il in the appendix )... These figures provide
2 basis for an understanding, ot for an. mterpretat;on of what has happened
since 1913,

It can: be seen that land and bu;ldmg tax rates: were: sunultaneously ad-
justed upward and downward between the years 1913 and 1925 until a
ratic of 2 to 1 was reached by a series of 10 per cent steps This ratio has
continmed ever since.

Some misunderstanding has resulted because some, obscrvers have ap-
parently been confused as to the exact operation of thc Iaw.. “They have
assumed that a 50 per cent bmldmg tax rate implies 2 50 pet cent reduction
in the building tax rate. This is not now and was. never true, because
the land tax rate was simultaneously increased; as w1lI be seen in Table 1.
So the reduction would necessarily be less than 50 per. cent.. This. meant
that when total land and building vahues were appromately equal, the
Tanid tax rate was about one-third higher by reason of the graded tax; the
building tax rate was one-third lower.

But even this assumes that the assessed Valuatwns of land and of build-
ings, which had reached a point where their totals were, approximately
equal,** would remain so. However, there were good reasons to expect
that the assessed valuation of buildings would increase more than the
assessed valuation of land.®  And this has been the constant tendency, so

W1 A ‘sensational increase in buxldmg censtriction costs since’ 1913—greatly o excess
of the increase in the general price level—is reflected in the Engineering News Record
index, based on anmual averages: 1913—100, 1920—207, 1930-——185. 1933—143 1940
~203. 1950—375. 1955—478. 1958—527. 1959595,

12yt will be seen from Table IT that land ‘and building valuanons were approx;mately
equal in 1929 (building values having been much less than land values in the earlier years)
but that since 1930 assessed bmldmg valuations ‘have tended to. exceed assessed land valua-
tions, and that since 1940 the propertion of building to land values has grown steadily.

13[n a prosperous city like Pirtsburgh, new:and: becier buildings are constantly being
erccted and added to:the assessment rolls. Of ‘course, there aré: ‘many- old buildings that
are detariorating in value; and soe of these aré razed from time to time to make way for
new buildings or for parking lots. But rising costs, of Jabor and miaterial since 1913 have
caused appreciation in nearly all cases to be miore tapid: thas physxcal and economic {(ob-
solescence) depreciation combined: (See Robert W Semenow, Questions and Answers in
Red Estete [Englewood Cliffs, N. J.: Prentice-Fall, 19571, p. 405.) Oa the other hand
it is generally recognized by économists that'z! }ngher tax on land tends to reduce the
market valuz of land. This will be refiected in lower assessed valuations, especially when
population and trade within the city limits are’ not expanding as the resule of changing
social and economic conditions.
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that today the total building valuation is very much in excess of the total
Iand valuation. ‘This means that less than the estimated one-third reduc-
tion in the building tax rate now prevails and is likely to prevail under the
terms of the existing law and with the probable trends in the value of
urban land and buildings.

So, as of 1960, we find that the tota! building valuation is substantially
higher than the total land valuation. As a result, the land tax rate shows
an increase of 48 per cent by reason of the graded tax, while the building
tax rate shows a decrease of only 23 per cent as compared with the flat rate
that would be required to raise the same revenue if the graded tax plan
were not in effect,

But, as everyone knows, there has been a tremendous increase in the cost
of living and hence in the cost of government since 1913.2¢ This has
been most conspicuous in the case of the federal government with its huge
expenditures for war and national defense. But a situation somewhat
similar is found in virtually all state and local governments, brought about
by rising costs and expansion of services to deal with new problems of our
modern society.  Pittsburgh, of course, has had to meet the same conditions
as other municipalities and thus requires much greater revenue than was
needed forty-five years ago.

‘This has affected both land and building tax rates, since both classes of
properties must bear the proportionate share of the total real estate tax
burden that the act of 1913 stipulates, whether that total be greater or less
than was trae at the time the system was introduced. So it will be seen
that both tax rates are definitely higher than in 1913. Owing to the
growth of the total tax budget, land taxes increased much more than might
have been anticipated. And on the other hand, the lower tax ratio on
buildings was not great enough to offset the requirements of the expanded
tax budget; it merely prevented the building tax rate from rising nearly so
high as the land tax rate. So from the viewpoint of municipal history,
there has been an absolute increase in the building rate rather than a
reduction.

But we are concerned primarily with present conditions and present

14 *The cost of governmens is rising even faster than the cost of living. Tax Founda-
tion, Inc., a private group, reports that fedesal, state and local government spending more
than daubied between 195¢ and 1960. Ten years ago, governmentzl spending totaled
$70,334,006,000. Last year, the figure was 153 billion doflass. And in fiscal 1961, ir
will be almost 161 billion doflars, the foundation said yesterday in its biennial publication,"
Pittsburgh Press, Feb. 27, 1961, For the City of Pittsburgh, in 1914 the real state tax per
capita of population was $12.38. By 1960 jt had risen to $50.02, reflecting a marked
increase in the cost of municipal government. These figures combine land and building
taxes to compate the general resl estate tax burden in the period during which the graded
rax has been in operation.
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needs. If the graded tax law of 1913 were being put into effect for the
first time in 1960, the reduction in the building tax would be very apparent
to all. And if by chance the graded tax law were now to be repealed, the
resulting increase in the building tax would be very apparent and would
be felt by a majority of the real estate owners. So from the practical basis
of the present day, the lower building tax rate brought about by the graded
tax plan is a very real reduction. Certainly it represents a real saving in
taxes to most taxpayers. ‘This is generally recognized.

But the historical table of rates and valuations is sigbificant because it
gives an understanding of the fiscal revolution that has taken place in
American cities, including Pittsburgh, since 1913. It also reflects the
almost universal tendency for building values to grow much more than
Jand values® And it is also evident that the tax problem is not so
simple as it was in 1913.

T
Tax Savings for Many Owners

ONE OUTSTANDING FACT that is not disputed by those familiar with the
graded tax plan is that the act of 1913 has brought about a definite shifting
or transfer of a substantial portion of the tax burden from one class of
property to another, and consequently from one group of taxpayers to
another. And this is something that can be accurately measured by simply
taking into account the total tax revenue required in any year from real
estate as a whole, then referring to the official records showing total assessed
land and building valuations, and calculating the rate of tax that would be
required to raise the same revenue if a uniform rate were to be applied to
all taxable real estate (as was the case prior to 1914). This rate can be
compared with the taxes now actually paid on land and buildings at the
differential rates. Following this method, some interesting facts and
figures are revealed.

15 *“Fhe proportion of Iand values to the total assessed value of real estate was about
60 per cent prior to 191¢ and has declined since to between 30 per cent and 40 per cent.
Exact figures are not obtainible, but we have recent figures for seven states which, to-
gether, account for over half the assessed value of real estate in the country. These states

and the ratios of the assessed value of land in them to total assessed value of resl estate
are a5 follows:

California 41 per cent
Indianz 41 e
Minois 40 0"
New York 3jg 0=
New Jersey 25 0=
Massachusetts 28 0
Ohio 26 0%

“The vast increase in the assessed value of buildings is due largely to the increased cost
of building matefials snd kabor.” Lawson Purdy in Lend Value Taxation Arvgund the
World {New York: Robert Schalkenbach Foundation, 1955), p. 83.
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In Pittsburgh the graded tax means that for the year 1960 the total taxes
on buildings are approximately $5,000,000 less than the amount that wounld
have been levied on buildings that year under the old flat or uniform rate
system, were it still in effect. If the old system were in use today, a flat rate
of 25 mills, or $25 per $1,000 of valuation, would produce approximately
the same amount of revenue.*®

Thus it is possible in any individual case to determine by mathematical
calculation exactly how much each taxpayer gains or loses in tax dollars.
A study of the actual tax situation in Pittsburgh clearly indicates that the
great majority of real estate owners are saving money in taxes through the
graded tax law. It follows, of course, that the owners of vacant or under-
improved land are paying higher taxes, as conternplated by the sponsors
of the law. Where land values are very high, as in the downtown “Golden
Triangle” and in some other important shopping centers, most of the prop-
erties (including some with very substantial improvements) now pay more.
But in the residential areas a large majority pay less taxes.

A significant change is to be noted in the calculation of tax savings to
individual owners. In earlier years anyone having improvements equal in
value to the value of the land on which they were erected would have
realized a saving in taxes. But the ratio between land and building values
has been materially altered in recent years. ‘There has been a rapid rise of
building values, because many new buildings have been erected and espe-
cially because the costs of labor and material have multiplied.

The ratio of building valuations to land valuations is now 183 and is
continuing to grow. So it is necessary to have a building value almost
double the land value in order to achieve a substantial net saving in taxes.

Such a preponderance of building value is rarely found in the case of
properties situated in the heart of the downtown business district. But in
most other areas, building values greatly exceed land values. And this is
especially true since buildings now have a much higher market value chiefly
because of the great increase in construction costs of new buildings, which
also means a higher cost of reproduction or replacement in the case of
older buildings.

Our study shows that most taxpayers are still tax savers under the graded
plan. But in high land-value districts many instances will be found where
the new ratio between total land and building values has resulted in a
change of status. The ordinary downtown business building is cither of
less value than its site or its value is not much in excess of it. Hence most

16 Total Tazable Real Estate Valuation, 1960—%51,201,801,924 @ rate of 25 mills=
$30,045,048.10.
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of these properties fall below the ratio required to break even or to save in
net taxes paid*  (See Table VII in the appendix.)

Yet a survey of a pumber of typical cases (see Tables II, IV, V and VI}
shows large annual savings in taxes paid by various office buildings, hotels,
manufacturing plants, warchouses, apartments and homes. The degree of
the tax savings varies naturally with the size and type of building in relation
to the value of the land upon which it stands. .

Three of the newest and largest do#vqtown office building properties
show tax savings annually of $61,000, $51,000 and $36,000, respectively.
The next group of three modern office buildings shows savings of $21,000,
$15,000 2nd $14,000, respectively. All apéftment buildings show large
tax savings because their land sites are not of relatively high value. One
of the newest apartment buildings had 2 tax saving in 1960 of $11,000.
Manufacturing plants generally show very substantial tax savings.

But it is the home owner who emerges as the chief difect beneficiaty of
the graded tax. This is widely recognized as one of the principal reasons
why this plan has popular support. Only in rate instances do we find a
home owner paying a higher tax under the graded tax. - The typical home
ownet’s investment is Jargely in building rather than land, it being quite
common for the assessed value of the house to be as much as five times the
value of the site, and often this ratio is exceeded.

W
Special incentive to Manufacturers
EVERY MODERN COMMUNITY is interested in the competition for new
industries and in encouraging the expansion of the industries which it now
has. 8o it is impottant to observe that manufacturers have received very
generous consideration under the Pittsburgh tax plan.

The City of Pittsburgh, under a special act of the Legislature passed in
1911, excmpts entirely from taxation all machinery attached to and for-
merly considered to be part of real estate. If not thus specifically ex-
empted, such machinery would be subject to the regular tax rate on
buildings.

These machinery values do not appear on the city assessment books,

_ T A survey made by the Ciry Board of Assessors in 1925, the year the graded tax
_law_ became fully effecrive, revealed that in the I3ch ward, a typical residential section
haw?g many mif:ldle-class homes, 76 per cest of all property owners (including chose
owning commercial properties or vacant lots) benefited by lower taxes under the graded
tax. At the same time, a survey of the Golden Trizngle (the downtowsn commercial
district incladed in the 15t and 2d wards) showed that out of a total of 1,191 properties
then Iisted on the assessment rolls, only 95, or abour 8 per cent, paid lower taxes because
of the graded rax law, This is the section having the highest land values im the city,
where any system of land.value tazation would naturally fall the heaviest. —
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But because machinety is appraised by the County of Allegheay for tax
purposes, it is known that the total machinery exemption within the city
now amounts to 78 million dollars. ‘This meaas an additional tax saving
to manufacturers of about three million dollars annually, since it applies
both to city and school taxes.
v
¥as the Graded Tax Achieved its Purposes?

THis sTUDY has already revealed that many real estate owners and mnost
home owners are enjoying the benefits of substantial annual tax savings
because of the graded tax plan.  Yet if one regards the reduction of taxes
on buildings as the principal purpose of the graded tax plan, one is likely
to conclude that the plan has not been highly successful. This is due in
part to the limitations of the present law, in part to fluctuating land and
building values, but in larger measure to the growing demands for 2 greater
aggregate public revenue,

While five miltion dollars in taxes has actually been shifted or trans-
ferred from buildings to land, building taxes are, in fact, much higher
today than when the graded tax plan was adopted.*® The season for this,
of course, is that the steadily increasing cost of government has absorbed
the tax savings to the owners of buildings. One can only say that were it
not for the graded tax plan, the present building taxes would be much
higher than they are. But it cannot be said that taxes on buildings are
actnally low in Pittsburgh, though they are somewhat lower than in maty
other cities.’® In this respect, the sponsors of the graded tax law, as well
as its beneficiaries, are disappointed. It bad, of course, been hoped that
there would be a large reduction in building taxes, perhaps even as much
as the 40 per cent which the sponsers forecast in 1913.

Tt will be recalled that one of the major purposes of the graded fax plan
was to encourage private improvements of all kinds—in other words, to
stimulate building to the fallest possible degree.  Lower taxes on buildings
would certainly tend to have this effect. But the reduction of building
taxes was not, in fact, the principal purpose of the graded tax plan. Higher
taxes on land were the major goal.®  If we accept this premise, the graded

18 The city building tax rate in 1913 was only $8.90 per $1,000 valuation. In 1960
(due o rising costs) it was $18.50 per $1,000 valuation even though the building tax
rate is set annually at only one-half of the land tax rate.

19 For exemple, the resl estate tax rate per $1,000 valuarion (applied to buildings)
is as follows in these typical cities: Cleveland, Ohio, §36.00; Dayton, Okbio, 35.20;
Cincinnati, Ohio, $34.72; Toledo, Ohio, $30.50; Albany, N.Y., $25.40; Rochester,
N.Y., $24.30; Balgmore, Md., $36.00; Washington, D.C., $23.00; Detroit, Mich., §25.25;
Pittsburgh, Pa., $18.50.

20 «The high prices of land and correspondingly high rents are the chief obstacles
te Pittsburghs progress. . . . Enormous speculative values of land were ¢reated and
Pitzsburgh boomed in real estate as it had in steel. . . . A few individuals place and
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tax plan has been a success. And, of course, the steadily increasing cost
of government has contributed very materially to the achievement of this
parpose.®?

Since the advocates of land-value taxation desire to have the maximum
amount of economic rent appropriated for the public benefit, the sharp in-
crease in land taxes in Pittsburgh, for whatever reason, may be regarded
with satisfaction. For the higher the land tax, the greater is the check on
land monopoly and land specalation. A high land tax is a powerful in-
fluence to encourage, if not actually to require, the highest and best use of
the land.2?  An even fairly high building tax rate might not prevent such
development under these circumstances.

While it is difficult to caleulate economic rent precisely, the available
figures indicate that approximately one-half of the economic rent in this
community is now being collected in the form of local taxes.?® It may be
unfortunate that despite such a large levy on land values the requirements
for public revenue are such that it is still necessary to levy a very substantial

bold land prices at a figure which prevents the profitable use of the land by others. . . .
The proposed tax plan would not destroy any real value of land, but rather establish
& value which would be stable” Civic Bulletin, Pitssburgh Civic Commission, Jenuary,
1332,

22 Toeal combined tax rates on land and buildings in Pittsburgh for all three units
of local government for the year 1960:

Unit Land Buildings
City 37.00 mills 18.50 mills
School District 1600 ™ 1600 ™
County 100 * 1100 *

Total Tax Rate £4.00 > 45.5¢ 7

22 *Taxes on the value of land not only do not check production but they tend to
increase production, by destroying speculative rent. How speculative rent checks preduc-
tion may be seem . . . in the valuable land withheld from use.” Henry George, Progres:
and Poverty {New York: Robert Schalkenbach Foundation, 1942}, p. 413.

23 Economic Rent and Tazes, City of Pittsburgh, Year 1960:

Estimated Market Value of All Taxable Land $600,000.000
Estimated Economic Rent (after Land Taxes) @ 5% 30,000,000
Economic Rent Collected by AN Local Land Taxes 27,136,000

Total Economic Rent $ 57,136,000

{Estimate based on Total Assessed Land Valnation for 1960 of $424,000,8600)
"Fotal Land Tax Levied, 6.4% = $27,136,000
$27,136,000 =47.49% of total economic rent of Pitrsburgh
“The economic or ground rent is the residual rent atiributed to the earnings of the
land itself afver fair allowance has been made for the chargeable expenses of the im-
provements and the fair rate of interest allowed for the money invested in the improve-
ments.” Robert W. Semenow, op. cif., p. 409,
“Economic rent is 2 net income from the use of land, distinct from all income from
tabor and the use of capital” Fred Rogers Fairchild, Elementary Economics, (New York:
The Macmillan Company, 1830), p. 101,
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tax on buildings. Had the cost of government remzined low as in 1914,
it would have been rather an easy matter to transfer all the municipal tax
to land values and to exempt improvements completely.**

S0 even though there has been no radical departure (except in principle)
from conventional tax methods, the Pittsburgh tax plan has become of
greater significance than ever before because such a large proportion of the
economic rent is being collected now in taxes—enough, in fact, to produce
some important ecoriomic benefits,

VI
The Problem of Assessing Land and Building Values
IN ORDER TO TAX any property according to its value, it is first necessary
to place a value on it. So the valuation of real estate for tax purposes is
one of the important functions of all focal governments. All students of
existing valuation practices throughout the United States agree that almost
everywhere there is much room for improvement in methods of assessment.

Standards of valuation ate certainly far from uniform. And when there

are glaring inequalities of assessment within the limits of the municipality
that levies the local taxes, the individual taxpayer suffers an .ibjustice and is
certainly entitled to a remedy. Many cities and counties dre becoming
aware of this situation and the inequalities involved and are taking steps to
make a revaluation of all taxable properties to bring assessments more
nearly in line with changing real estate values.

In Pittsburgh it is, of course, essential that the assessors make separate
valuations of land and buildings. Most of the large American cities and
many smaller ones already do this as a matter of good appraisal practice.?
But it is only uader a system of differential rates, as in Pittsburgh, that the
separate valuation of land and buildings becomes a matter of real im-
portance.

The City of Piitsburgh has assessed and reported separate total valuations
for the land and buildings since 1914, when the graded tax first became
effective. Having adopted a policy of concentrating more of the tax burden

241 1914, with a real estate tax levy of only $6,905,572 (on land and buildings
combined), 2 land tax raté of only 14.38 mills would have beén sufficient for city
revenue, with no t2x whatever on buildings. -

For 1960, with a real estate tax levy of $30,089,399.87, a land tax rate of 70.75 mills
would be required for dity revenue alone in order to exemiipt buildings completely from

city tazation.

25 A primary requisite of all standardized assessment systems is separate valuation
of land and improvements. Entirely different techniqaes have been developed for che
wholesale appraisal of these two major divisions of real property.”” Assessment Principles
and Terminology (Chicago: National Association of Assessing Officers, Public Administra-
tiom Service, 1937), p. 53,
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on land, city officials have always been conscious of the importance of
establishing and maintaining a reliable system of land valuation. And, of
course, the valnation of buildings for tax purposes could not, in fairness to
all taxpayers, be neglected.

Changing conditions require that assessors be alert to make frequent re-
vision of assessed valuations. It is not epough merely to add new build-
ings to the rolls or eliminate old structures that have been razed. The
market value, and hence the assessed value, of both fand and buildings is
subject to frequent changes, both upward and downward. In Pittsburgh
in 1957 Mayor David L. Lawrence launched a campaign for a more realistic
appraisal of both land and buildings in order to make sure that all taxpayers
wete faitly assessed and that nothing was permitted to hinder the proper
functioning of the graded tax plan. The aim was to induce the Assessment
Board, which is not directly responsible to the Mayor or the City Council,
to assess real estate of both classes at its full market value as the laws of
Pennsylvania stipulate.  The assessment figures for the triennial assessment
of 1960 indicate that some progress is being made?® But this needed
reform will probably be achieved only by steps, owing to the labor and
expense required to make a complete revaluation of all properties in both
the ¢ity and county at one time.

Looking backward, Pittsburgh has made a great deal of progress since
the early days in its system of determining the assessed valuation of real
estate. It was one of the first cities to establish the separate assessment of
land and buildings. Between 1922 and 1942 the City of Pittsburgh, func-
tioning through a City Board of Assessors created by the city charter (ap-
pointed by the Mayor and confirmed by Council), succeeded in establishing
a fairly high standard of evaluation fof both land and buildings. Particu-
far attention was given to obtaining a full assessment of the more valuable
land within the city. But probably a 100 per cent assessment of either
class of property was not quite reached when the depression of the early
Nineteen Thirtles developed. The depression resulted in such sharp
declines in real estate values in the market that it was found that much real
property -was actually assessed at more than its current market value.
Downward revision then became necessary in Pittsburgh as in virtually all
other American cities. This downward adjustment took place slowly,
through the processing of a great number of appeals from individual tax-
payers, and extended over a period of at least ten years.

26 In making the triennial assessment for the year 1560, the Assessment Board in-
creased the total assessed valuation of land more than nineteen million dollars, or the
equivalent of 4.8 per cent. This was achieved by the upward revision of land valuetions
in certain aress where underassessments were discovered. The board is continuing
gradually to revise land valuations upward in all sections of the country.
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‘Since 1942 the City of Pittsburgh has had no direct control over the
assessment of land and buildings, even though most Pennsylvania cities
still retain control through their own city assessors and are thus in the more
fortunate position of being independent of any county board. But in the
name of economy and efficiency and after a long period of discussion and
agitation, it was concluded that one real estate assessment by a county board,
covering the entire connty, would avoid some daplication of work. The
courts rejected as unconstitutional an altercative plan, propesed by city
officials, which had passed the State Legislature in 1937 and had been
signed by Governor George H. Eatle, the sponsor of this bill having been
Senator Bernard B. McGinnis. ‘The appeal to the court was taken on the
ground that if two scparate assessing bodies were authorized to make
assessments in certain areas of the county, there would be 2 tendency to
produce a result that would not be uniform throughout the entire area.
So the City Board, despite a good record of performance on a small budget,
was abolished by act of the Legislature and its functions transferred in
January, 1942, to the Assessment Board of Allegheny County appointed
by the County Commisisoners.

Vil
Do Assessments Support or Obstroct the Graded Tax Plan?

OCCASIONALLY QUESTIONS have been raised as to whether or not the puz-
pose of the graded tax plan is being nullified to 2 greater or lesser degree
by prevailing practices in fixing assessed valuations of land and buildings.
This, of course, would be posssible, as assessors do exercise considerable
power.

The fact is cited that the total assessed building valuations in Pittsburgh
have greatly increased during the period that the graded tax has been in
operation. Hence there has not been neatly so great a shift of the total tax
burden from buildings to land as some roay have anticipated. It is alleged
or implied that this is due to faulty administration of the law on the past
of the assessors, though it should be apparent that there are other reasons
that would fully account for the large increase in the total of assessed
building valuations,

We have only to look at the situation throughout the United States as
reflected in statistical reports to see that building valuations are growing
rapidly almost everywhere and are tending greatly to exceed land valua-
tions. ‘This is doubtless the major factor and reflects the great increase in
recent years in the cost of labor and materials required for building, The
market value of all buildings is, of course, largely based upon the cost of
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production, or of reproduction in the case of older buildings, with due
allowance for actual depreciation. And in periods when there is a scarcity
of housing or of business buildings, the law of supply and demand tends
to produce higher rents and higher market prices. And assessed values
naturally reflect these conditions.

A second important consideration that some may have overlooked is that
lower tax rates on buildings and higher rates on land tend to stimulate
building. And as more and better buildings have been erected during the
years that the graded tax has been in effect, these buildings have been added
to the tax rolls to an amount that much more than offsets the depreciation
in value of older buildings still standing, plus the loss in value due to the
razing of old buildings to make way for new. And the new buildings
that have been added to the rolls were much more costly to construct than
the ones that they may have replaced.

Yet the question still remains: Are buildings overassessed or under-
assessed today in Pittsburgh? Our study indicates that despite the great
increase in the total assessed valuation of buildings during the graded tax
era, buildings are underassessed rather than overassessed. That is to say,
the average assessed valuation of buildings is not only much below their
market value but is also proportionately lower than the average assessed
valuation of land within the city.2”

Another point very closely related to the one that has been under discus-
sion is the criticism that total assessed. land valuations have not increased

7 The Peansyivania State Tax Equalization Board’s survey of assessments indicates
that the assessed valuation of Pirtsburgh’s real estate is only 55.1 per cent of current
market value as of 1959, but doss not make any distinction between land and building
walues in its analysis of real estate sales and other pertinene data.

While an analysis of every sale, involving many thousands of properties, has not been
feasible and therefore exact calculations were not arrived at, our study points to the
probability that on the average building ssscssments within the City of Pittsburgh are
approximately 45 per cent of fair marker value at present (though not on a uniform
basis throughout) and that land assessments within the city would average approximately
70 per gent of fair marker value (ranging from 2§ per cent to 100 per cent, and above
100 per cent of market value in isolated instances).

Building permits are issued for new comstruction, alterations, and remodeling work.
Although the costs estimated ar the time the permits are issued are almost always coa-
servative, Pittsburgh’s records show that between 1943 and 1956 permits have been
issued for work estimated to cost $389,089,690, whereas during the same period of time
the assessed vatue of buildings, both taxable and exempt, gained only $186,668,049. This
is clear evidence that buildings are relatively underassessed for tax parposes.

Further, many sales of residential properties (where the land value is smafl as com-
pared with the building value) show that the selling prices are greatly in excess of the
combined assessed valuation. In the case of commercial structures, assessed values of
buildings recorded 2t much below estimated cost of construction serve to indicate that
buildings in the downtown district are also assessed at much less than present full vzlue,

especially in view of the fact that building -permit estimates would probably average
only between 70 and 80 per cent of actual cost of construction.
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commensurately with the increase in building valuations but, on the con-
trary, have actually shown some decline in the forty-five-year period. What
is the answer to this objection?

Here again we must conclude from our observations that the responsibil-
ity for this sitnation is not primarily one of assessing or administration.
There are some serious inequalities still existing in land assessments which
are chiefly due to a tendency to undervalue land in the newer sections of
the city and to maintain a higher ratio of assessment to market value in
the older sections of the city. Because of changing conditions and the lag
that so often occurs in the revision of valuations, land assessments are
found in some instances to be above market valne. A number of proper-
ties in high land-value districts have sold from time to time during the past
thirty years for prices Iess than the assessed valuation. This is not gener-
ally true throughout the city, but it is clear that the average value of land
in Pittsburgh has not shown much actual increase as reflected in market
prices. Newly developed areas have increased substantially in value while
older areas have declined.

On the whole, we would conclude that land values are assessed somewhat
below prevailing market values. But as the ratio for land assessments is
higher than the ratio generally followed for building assessments, the con-
clusion must be that assesstent policies in Pittsburgh {though not entirely
fair and impartial) tend to favor buildings rather than land, and hence to
supplement, rather than to detract from, the purpose of the graded tax plan.

VI
How Much Can Building Taxes Be Reduced?
IT HAS BEEN SAID by some propoenents of land-value taxation that Pitts-
burgh’s graded tax law does not go far encugh to achieve the ends desired.
This perhaps is the real crax of the matter. And the answer to this ques-
tion will depend not only upon the facts disclosed by our research but also
apon the criterion on which our judgment is to be based.

If the end sought is the complete exemption of improvements from
taxation, then, as our study clearly shows, only a little progress has been
made, Certainly not enough to constitute 2 demonstration of what would
happen if there were complete exemption. But it is enough to show how
a city may make an effective approach toward untaxing improvements.
The steps that have been taken in Pittsburgh are real steps and have not

~ been self-defeating.2®

28 “Pittsburgh is indebted to Percy K. Williams, a member of the City Board of
Assessors, for what is perhaps the ablest and most complete analysxs of the operation of
the graded tax law that has been published. Mr. Williams® article published in the current
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