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PITTSBURGH’S GRADED TAX
IN FULL OPERATION

Prrespurgr’s unigue experiment in
taxation has attracted widespread at-
tention and there have been numerous
inquiries, some of them from remote
corners of the world, concerning the
operation of the plan and the effects
resulting therefrom. There has been a
good deal of misconception, resulfing
in an exaggerated idea of what Pitts-
burgh is doing and leading some to
anticipate sométhing revolutionary in
the way of effects.

The Pittsburgh tax plan may be
briefly described as havmg two notable
features:

1. The entire tax revenue for mu-
nicipal purposes is derived from taxes
upon real estate. There are no taxes
fevied by the city government on any
other form of property or income.

2. The munieipal tax rate on build-
" ings is fixed at one-half of the tax rate
levied upon land. This latter feature
is known as ‘‘the graded tax.”’

EVOLUTION OF THE GRADED TAX

The graded tax has been in proeess
of evolution since the year 1913, when
~ the law was passed by the Pennsylvania
legislature. It hag now reached ite goal,
the ultimate point eontemplated by the
law having been attained on Jannary
1, 1925, when the halfrate on buildings
beecame effective. The law provhled for
the partial exemption from taxation of
1mprovements upon real estate, with
the ratio of exemption inecreasing at
each triennial assessment, Thig partial
exemption has been effected, not, as
commonly assumed, by reduecing the
assessed valuation of buildings, but by
fixing from year to year a lesser tax
rate on buildings than that levied upon
land. The law became effective Janunary
1, 1914, and there have been five sue-
“cessive steps, corresponding to the.
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triennial assessment periods, in each

step a certain proportion of the tax bur--

den being shifted from buildings to
land; in the first period, 1914.15, the
building rate being 90 per cent of the
land rate; in the second period, 1916-18,
80 per cent; 1919.21, T0 per cent; 1922-
24, 60 per cent, and in 1925 and there-

after, 50 per cent. (Note Kxhibit ““A."’)

EXHIBIT “A”
ComparaTive Starement oF Crry Tax Rares Unper
GRADED Tax Pran®
Flat Tar Rate

Required to
Lond Taxr Duilding Tex Raise Same
Mills © Mills Revenue
9.4 8 46 9.05.
10.2 9.18 9.4
32.6 10.08 31.63
11.5 9.2 0.4
1£.5 11.9 3.3
157 10.99 3.4
19. 13.3 6.4
20. 14, 17.5
20, 12, 18.3
29, 12. 16,38
@, 12, 14,46
9.5 3.75 15.2
224 11.2 7.2
2.4 11,2 172
25 125 19,
23 1.3 I,

‘While Scranton is governed by the
gsame act, it belng neeessary to include
in its provision both of the second-class
eities of the state in order to meet the
constitutional requirements, the graded
tax law is distinctly a Pittsburgh idea.
The proposal was originally sponsered
by the Pittsbargh Civie Commission,
which for a number of years was one of
the most infinential civie bodies of the
eommunity. Butit was largely through
the political influence exerted upon the
legisiature by Mayor William A. Magee,
theh serving his first term, that the
measure was guickly adopted into law.

CPFECT OF TIE GRADED TAX PLAN

‘With the graded tax plan now fully
effective, 1t is possible to tell, in general
terms, just what the new tax system
means to Pittsburgh and its taxpayers.

There is, of course, no loss of revenue
through the graded tax. The law of
1913 has no effect whatever on revenues
or upon expenditure. It simply. brings
about a shifting in sources of revenue.
Its “effect is upon the respective tax
rates on land and buildings which are
fixed, annually by the eity council at
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sueh figurcs as will produce the sum
estimated as neeessary to wmect the
expenditures set forth in the Trudyet.

Careless writers have frequently
stated that Pitisburgh has reduced
building taxzes 50 per cent, This of
course, is not literally troe. Whal they
mean to convey is that, throush a
gradnal process, the building taxes
levied by the city have been brosght to
a point where they bear a ratio of 50
per cent to the city land taxes. The
puilding tax rate would not have been
reduccd as much ag 50 per cent, cven
had rcal estate values and government
costs remained statichary at the 1913
figures, because we must, ol course,
take into account fthe automatic in-
crease in the rate of the land tax which
has been taking place as contenplated
under the law. The estimate made on
the basis of 1913 figures was that, if
the law were then to become Iully -
effective, the fax rate on baildings
would be reduced 40 per cent. iul the
proportion of land and building valua-
tion has chanzod-materially sines 1913
building vatues steadily guining on ianod
values, and, what iy more important, .
the cost of povernment service has

tremendously increased cverywhoro, as

have all costs that enter into the cost
of living and the cost of doing busginess.
S0 the building tax rate in Pittshurgh
is actually Lizher today than it was in
1913, but only very slightly hizher so
far as eity taxes are coneerned, hocanse
the operation of the graded tax low has
steadily redneed the ratio of the build-
ing tax to the land tax.

The city tax on buildings in 1913
(under the umiform rate plan) was
$8.90 per thousand dollars of valua-
tion; it is $12.50 per thousand in 1929,
This means that our city building tax
has gone up in this 16-year period of
goaring taxes only fo the extent of
$3.60 per thousand, while on the other
hand, our eity land tax has gons up
from $8.90 to $25.00 per thousand, an
inerease of $16.10. '
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SHIFT OF TAX FROM BUILDINGS TO LAND
Exactly what does the graded tax

mean to the taxpayer in dollars and.

“eents? It means that buildings pay
$6.50 Iegs per thousand dollars of valua-
tion than they would pay if the old flat
rate system were in effect. It means
that land pays $6.00 more per thousand
than would be required under the flat
rate system. TLiand therefore pays
$12.50 per thousand more than build-
ings. - The cily tax rales for 1929 are
$25.00 on land and $12.50 on buildings
(per thousand dollars), and these rates
raise a revenue of approximately
$21,000,000. To raise the same revenue
with a flat tax rate would require a levy
of approximately $19.00 per thousand.
The effect of the graded tax on the tax
figures ean therefore be accurately
measured by the difference between
$19.00 and the present rates and similar
calculations have been made that en-

" able us to compare the rates required

under the respective systems for each

year that the graded tax hag been in
operation,

In wholesale terms, this signfies that
ihere has been a shifting for this year
1929 of approximately $3,500,000 in
5 from buildings to land. The total
sed vahuations for 1929 are: land,
A89,0805 . buildings, $562,017,070;
tm”l \aluzmon $1,136,608, l)l} Under
the graded tax iaw 1and values in Pifts-
burgh pay a total eity tax for 1929 of
approximately $14,400,000, while at the
rale of #10.00, which would prevail
wore the old tax system now effective,
the taxes on land wounld be only about
$10,900,000. Buildings, under the graded
tax, pay this year in taxes $7,000,000,
while at the rate of $19.00, thig figure
would be raised to approximately
$10,5600,000. These fizures confirm the
fact that there has been a shift from
buildings to land of about $3,500,000, a
very congiderable item out of a total
city tax revenue of $21,400,000.

PLAN LIMITED IN ITS APPLICATION

As the graded tax law is the only tax
law of its kind in the United States,
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there hag naturally been mueh diseqs-
sion as to its effects, not only upon the
tax situation itself, but upon real estate
conditions. ‘Therefore, before proceed-
ing further into the discussion, it is
important to note that the foregoing
figures, though very significant, raiate
only to cily taxes, in the strict wense of
the term. ‘'his twenty-one million dol-
lars raised by the eity from real esiate
is by no means the entire tax ravenue
that is oblained from Pittsburgh vaal
estate, as it is found, upon examination,
that the board of public educaiion and
the couniy of Allegheny togeihser raise
from Pittsburgh real estate the approxi-
mate snra of $21,400,000, And in the -
colleeiion of this vast sum there is no
exemption of buildings whatever, as
netther the school tax or the county tax
is levied under the terms of the graded
tax law, this measure relaiing to cities
only.

The board of publie education, rapre-
senting the schoel distriet of  Pitts-
burgh,. a political unit distinct from the
city itself, raises from taxes on Pitts-
burgh real estate the approximate sum
of $13,000,000 this year, by a flat rate
of $11.50 per thousand, the school 1ax
being based upon the ecity’s assessed
valuafions. Of this tofal sum, approxi-
mately $6,600,000 is obtained from land
assessments and $6,400,000 from bwild-
ing assessments. When these fizures
are added to the city taxes, we find that
the combined taxes derived from land
amount to $21,000,000, while the «om-
bined taxes on buildings total £13,-
400,000,

The county of Allegheny raises from
taxes on Pittsburgh real estate the ap-
proximate sum of $8,400,000, by a flat
rate of $7.3756 per thousand. It is not
possible to give the definite distribution
of this sum into land and buildings, as
the eounty tax is based upon the coun-
ty’s assessed valuations, which do not
separate land and buildings, though
the proportion allotied to each would
probably not differ greatly from that
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shown under the city’s assessments for
the school tax.

These facts tend to show the limita-
tiony of Pittsburgh’s graded tax system
as it now stands with present lcgisla-
tion folly effective, and to indicate to
Just what extent the building exemption
plan has been carried. The facls cited
show how far Pittsburgh is from the
single tax, either ““unlimited’ or “‘lim-
ited,”” and thus serve 1o give a better
understanding of the Pittsburgh tax
experiment, which is really a moderate
tax reform applied in a very conscrva-
tive mannar, Neverthcless, it marks a
very distinet departure from the gen-
eral practice of American municipalities
and the niaterial change whieh it has
made In the dis ‘11)11‘{10:1 of the tax bur-
den makes it reagonable to look for eer-
tain moderate efiucts upon real estate
cendltmn«,

PL.AN STIMULATES IMPROVEMENT OF LAND

It is my judzment that the graded
tax plan has undoubtedly tended to
stimulate the improvement of real
cstate, It hds been said that there is
catire absence  of evidience that the
graded tax has infloenced the erection
of & single building. And perhaps ac-
tral proof that it hias done so cannot be
given, becange it is very difficult to
determine just what motives are most
infiyential- in inducing the builder to
build. Vet friends and opponents of
the graded tax alike agree that the
higher Jand tax has been influential in
indusing those who had held large
tracts of land idle to sell at more rea-
sonable prices, because the holding of

vacant land for long periods is becom-’

ing anprofitable.

We know that Pittsburgh hag had a
real boom in building during the past
several vears and has made a record
for ncw constraction never before
equalled in the history.of Pittsburgh.

Building permit statisties show that
building operations have much more
than doubled, both in valge and num-
ber, during the period of the graded
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tax. For the past five vears, ended De-
cembher 31, 1928, the totals for building
construetion in Pittsburgh have aver-
aged elose to 40 million dollars an-
nually, while in the years prior 1o the
adoption of the graded tax the {oialsg
for building construction did not ex-
ceed 14 willions in any one yeal.

Another index to the improvement of
real estate in Pittsburgh is provided by
the record of total assessed valuations:
Darine the fifteen-year peried that the
gradad tux has been in operation, the
agsessed building values of Mittsburgh
have increased 230 million dollawss, or in
other words, have practically deubled,
while - asws‘sed land values have m“
ereased ouly 94 million dellars.

‘Asgsessed building values inereased
from 252 millions in 1914 tg 56% mil-
lions, approximately, in 1929, Assessed
land values increased from 480 million
dollarg in 1914 to 74 mﬂhons, approxd-
mately, in 1928, ;

The Pitishineh Cn ie Commission, in

Jits tax revision bullatin of 19 2, con-
tended that high land prices, with ac-

companying hizh land rents, were one
of the chiell obstacles. to Pittsi argly’s
progress, amd a survey made at that
time broughi out the fact that the aver-
age- value of land per acre in Piits-
burgh, as shown by assessments, was
second only 4o that of New York City.
This indicated that Pittsburgh’s laud

prices were abnormally high and it was

an avowed purpose of the gradsd tax
plan to Jower land priees or to retard
the rising process. No eareful analvsis
has been undertaken such as would he

recessary to bring out all the facts as - .

to what has taken, place with relation
to land values since the graded tax law
has been oi the statutes, but it scens be-
yond doubt from the evidence at hand
that it has bhad a tendeney toward
lower land prices; that is to say that
while land values eonstantly rise in all
growing communitics, the higher tax
on land has prevented such inflation

.as we have withessed in our own eom-
munity in times past and such as has
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taken place in other large cities in Te-

cent vears, Yet it is fair, in speaking
of the higher land tax, to point out that
the increased cost of local government
has been responsible for this higher land
tax to.a greater extent than the graded
tax law itself. Combining eity and
school taxes on land, we find an inerease
from $14.90 per thousand in 1913 to
$36.50 per thousand in 1929, or a gain
of $21.60, of which $15.60 represents
the inerease in the cost of public service
and only $6.00 represents the increase
due to the shifting of taxes from build-
mgs to Iand.

But while judgments may differ as to
-the exact effects of the graded fax upon
real estate conditions, the facts as to is
results in lower taxes are subject fo
positive proof, being merely a niatter of
arithmetie. Sinee the first of the year
1925, when the graded tax law became
fully effective, a study has been made
from the official records of the depart-
ment of assessors which reveals some
very interesting facts.

OWNERS OF IMPROVED PROPERTY BENEFITTED

"While' we have not undertaken an

analysis of the entire ecity, our study of
the fax situation has gone far enough to
clearly indicate that the great majority
of real estate owners are saving money
in taxes through the graded tax law, in
moest cases this saving amounting to a
very substantial percentage of their city
taxes. It follows, of course, that the
owners of vacant or under-improved
Jand are paying higher taxes, as con-
templated by the sponsors of the law,
which, as already intimated, means that
such land, where valuable enoungh to
pay o considerable tax, is not likely to
remain vacant or under-improved for a
long period.

Qwners of improved property of all
elasses are benefitting in lower taxes by
reason of the graded tax law. Our sur-
vey of a large number of typical cases
shows very great annual savings in
taxes paid by various office buildings,
manufacturing plants, warchouses,
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apartment buildings and single-family
dwellings, the degree of the saving
varying with the size and type of build-
ing in reisiion to the value of the land
upon which it stands. (Note Exhibit
“B.’") "Several of the large downtown
office buiiding properties show tax sav-
ings (by reason of the graded tax) for
the year 1929 rdnging from 1¢ o 17
per eent, in some instances the actual
savings in taxes for the one year being
in excess of eight thousand dollars.

Apartment houses almost uniformly
show gnbstantial savings in taxes under
the graded tax for the reason that they
are usually structures of some size and
value erected upon land of moderate
price such as is to be found in residen-
tial districts. Several of the Ilarger
apartments show savings as high as 30
per cent, in one. case the actual tax
saving being over eleven thousand dol-
lars for one year. Pittsburgh’s largest
hotel is shown to be the bigwest tax
saver, measured in dollars, the fax sav-
ings in this instance for one vear being
nearly thirteen thousand dollars. On the
other hand, a number of manufacturing
plants and department stores occupy-
ing valuable land may be found which
will not show any direet benefit in lower
taxes from the graded tax, but as an
offset to this, it should be rememhbered
that very substantial savings have bheen
made by manufacturers through the act
of 1911 completely exempting all ma-
chinery from taxation, while the big
department store is ‘entirely free of tax-
ation upon its stoek of goods, whereas
in other cities such stores pay heavy
taxes on their ‘‘personal properiy.”

But it is the honie owner who stands
out as the chief direct beneficiary of the
graded tax. Only in rare instances do
we find 2 home owner who has not been
benefitled to some degree by lower taxes
through the operation of the graded tax
law. The most striking example of ihe
effect upon taxes on homes is afforded
by an ansalysis of the taxes paid by
property owners in the 13th ward, a
typieal residenee ward, which shows
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TAX SAVINGS UNDER THE GRADED TAX PLAN

Jretes BUILDINGS

Graded

Old Plon : Tar Sunings
. Name Flat Rade 1929
Koppers Building. ... .. $51,530.00 . $3,626.00
Grant Building. .. ..., 51456449 3,62L74
Clark Building. .. ..... 50,754.00 8,620,006
fawand Finanee Bidg. . 20,3 5 151326
Plasa Huilding 13,4 1,404,860

T :,79-3,00
Oliver Sunlding. . 813,83,

.
5 ‘Jzn iy

Frick ¥ldg, Annex.. ...
Fnjon Bank Bldg. ... .
¥ulion Bulding. ... ..
Bessener ]‘»mleimg
Wislinghonse ]vlrlg .
v it B]dg o IE,

uae Junk Bldg. .. 1{ 74, )
i Boilding. .. .. *H 3309

BIDY Bml;lmg_ L LB1LAD .EJI 00
lilg[dawi Buildieg. . ... ‘) HH 0 2,000
Umrn Trpst Bldz... . .. i 1,213.60

*aordes Buak 1i|=ig . 17 iJT‘J 0o’ 178,00
mm dum Trewr ﬁ}ﬂdg . 9, 042.00 1,463.00
1 Re 9,725.00 94100

1,300,080 345,00
domes Law Bld; 612,00

264,00
2,048.00
2,2:50.36

1578100
15, 133,00
24,603,856
. HorEus AND AraRTMENTS )
Grevded
. Old PMan . Tax Total Tar Soeings
- Name © o Fat dtas 1929 7929

Axvuit Buils ]hu PN
Manafacturers i»]d-v .
h()xtom.(]ul Isld" L

12, "‘91 50
3,:397.80
935.00
5,523.00
4,469.00
11,507.40
1.4915.66

5 ]7% 48

Wiliam ?enn Hotel. .. .
Pittsburghe

ing Kidwar: .-
}5:1 sdore Aptsos i, ..
Perree !,uurt Apls
“\lclﬂr Céurl Apts. .

L
3406, é)i] 1, ntou
) 1i1~} H HETR
X 331,69
4,414.72
S LL1¥L3E0
1 550,00
11 168,60 4,7k 34
14,7355.00 - 5,492.00
:;,st;:;_m) . L4000
2.605.00 D90.00
4

—\:-!Eue dr a.jl\‘[rmsmn
B ml. e Apts. .
s Hall.

it .-\pts. L

g Arms Apts. ..
wllus Apts........
ddvian Apts, Lol [ BLE.0N
_Bd ward Manor Apts L 1 6200
Saybrook Apts. ... .. 3,53:’).00-
ResmorNces
Graded
! Gld P'lan Tax Total Tox Sm;mgs
‘Nome - Flat fude 1529 1928
Samuvel Raliner....... 140,60 110.00 30.60
Michael J. Feevey.. . .. 565,20 470,00 96,20
Jokn Lauderchack . 26.25 7.95
Marke Papich. . .... .. . 43.575 8.50
Margurel Atenshm-g. . 310.75 72,67
Rosi: V.- Kracling.. . ... 448,75 107.25
Anpa B Miller.. .. ... 69.50 . 26.07
William B. 3odgers.. .. 70.00 2215
Mary V. Lec. ... ... : 29,25 11.98
Charles Masur, ....... 85.00 33,75

MaNUFACFURING PLANTS

Graded
0 Plan  Taz Totel - Taz Savings
Name Plat Rate 1929 1949

Westinghouse Eleclrick o

Mg, Co.. ..o 11,864.93 9,454.25 2,410.68

1’ah Kouitable -Mecter

................. 7,7665.06 6,400.75 1,%56.31

Na’uomﬂ Biscuit Ca.. .. 21,960.29 18,220.00 3,740.20

Tatmore . Chocolate 745213 §,919.25 932,88

A. J.Logan & Co. . 4,010.62 8.529.50 431,02

Tiberty Baking Co.. b,\‘i‘i? 95 5,498.75 1,340.30

Rieck-McFunian ]).mv

10,191.98 $126.75 1,065.23
&

L L E T
Armstrong Cork Co. . ..

"14,987.20 12,9:32.50 2,054.70
D. L. Clark Co....... 7,660.48 6,085.50 1,474.98
Alling & Cory Co. .. .. © &070.56 *8,606.00 464.56

-
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that out of 2 {otal of 4,252 assagsmonts,
there arve 3,230 cases where the taxes
paid under the graded tax are less than
would be paid under the old ilat rate
system, these savings ranging from 5 Lo
S0 per eent. O the remaining 1.002
asgessments swhere the taxes paid under
thie graded {ax systom are higher, it 15 m-
teresting Lo uote that 980 of these rep-
resent vacant lots, leaving only 22 “im-
proved”’ pI-Gp_ertles that are not payving
lower taxes, and these 22 are properiie

that are not very adequately improved.

There has been an impregsion in the
minds of many that the owners of large
office buildines profit by the graded tax
at the expeose of the home owners be-
cause of the relatively small building

investment of the Iatter. This assumgp-

tion, however, 15 altogether contrary to
the faets. The hizl: land values n the
downtown business disivied, known as
the “Golden Triangle,”” nmeh more
than offser and cancel Lhe partinl ex.
emption of the skyvscrapers and other
large struciures in that section, while
the home owner, theugh possessing
strizeture that scems insignificani by
comparison with the skyserapoer, & apt
to find the value of hig building from
two to five times sreater than the value
of the land upon whieh it stands, and,
of course, every property owner whf)%
building Value exceeds his land value
on the assessment books is paying lower

taxes through the operation of the

graded tax. Nor iz it essential that his
building - value should exceed kis land
value. If the land value is equal to the
building value, hig taxes will be lower
under the graded tax ag long as the
present ratio between the total asscused
valuations of land and buildin is
maintzined. the total of land valuations
for 1929 excceding the total of build-
ing valuations by aboul sixteen mitlion
dollars.  The ety huilding tax rate 18
now 3% per eent lower by oreason of the
graded tax than it would be under the
old system and this hsy wade a sub-
stantiz) difference in the tax bill of the
averace home oWhel, Who is more aou-
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cerned with building taxes than he 1s
with the taxes on land.

Our survey develops the fact that it
is only the exceptional business strue-
ture in the downtown distriet ithat has
a value sufficient to offset, the high land
value and thus show a saving through
the graded tax. A study of approxi-
mately 1,200 property assessments in
the “*Golden Triangle’’ (comprised of
parts of the 1st and 2nd wards), shows
that only & per eent, or about one out
of twelve, pay lower taxes by reason of

the graded tax, Since hich land values

are always to he found in the heart of
the business district of a city, 1t is obvi-
ous that, under cither the old or the
"new system, the downfown wards must
pay the greater share of real estate
taxes, but the higher the land tax, the
greater is the proportion pald by the
downtown section, '

PRESENT STANDING OF THE PLAN

The expediency of the graded tax
plan liss in the fact that it means tax
" ralief for the majority of taxpayers and
that it cneourages the improvement of
real estate, thus stimulating the devel-
opment of the somnunity. The justice
of the graded tax plan rests upon the
faet that land values are socially cre-
ated, growing with the growth of popu-
lation and ihe extension of public im-
provements, and are, therefore, in a

peculiar scnse, a natural and logical -

source of pubiie revenue.

Naturaily, the graded tax has not
been without oppozition. 1t has been
fouzkt by those largely interested in
unimproved land, as well as by some
who are opposed to the plan in prin-
eiple. Tts repeal has been attempted on
several occasions, but its friends have
rallied on each oecasion and frustrated
these efforts. It has been defended by
the leading civie organizations and the
daily press is practically unanimons in
declaring for the maintenance of the
taw upon the statutes.

The present ecity administration,

which is friendly to the graded tax idea,
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iz nol propesing at this tune any far-
iher extension of it beyond the limits
of the present act, but takes the atii-
tude that now that the law Bas besome
fully effective, the plan should be ziven
» period of five or ten years in i

1o fully demonstrate its valme. When
ihe taxpayers generally awaken to the

‘realization that the repeal of the law

would mean a subsiantial increase in
taxes for the great majority of veal
estate owners, they are sure o present
effective resistance against any futare
offorts 1o apset the system.  As the
greded tax grows i publis faver, i
seems uniikely that iherve will De any
backward step, and there are even now
indications that, within a few years,
steps may he taken by intersgied eitd
zens to extend the partial exemption of
improvements kevond the present polat
through new lemisiation. Whether or
not this will actveally be brought abont
is, of course, largely s gquestion of the
development of public cpinion as i
the advantages of the improvement
exemption idea,




