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THE WHITE HOUSE 

WASHINGTON 

January 20, 1972 

Dear Bob: 

One of the greatest challenges this Nation faces today is the need to reform our system of financing public 
education which, as you know, primarily depends on local property taxes. The President's Commission on 
School Finance, which I appointed in 1970, will be transmitting its recommendations to me in March on the 
over-all directions in which we should be moving. 

Any major shift in current reliance on local school property taxes is likely to have a significant effect on the 
relationships among the Federal government, the states, and local governments. In our discussion last week 
with Neil McElroy, I requested the Advisory Commission on Intergovernmental Relations to undertake a 
study on this subject. 

In particular, 1 would like the Commission to examine: 

the impact on intergovernmental relations of a tax reform proposal which would replace residential 
school property taxes with a Federal value added tax; 

whether a Federal value added tax is the best substitute for residential school property taxes; 

if a value added tax is to be utilized as a substitute for residential school property taxes (a) what 
should be the size and nature of the base of expenditures subject to the tax, and (b) what should 
be the type of income tax credit or other method which is utilized to eliminate othe~wise regressive 
aspects of the tax; 

the best method for providing renter relief under a proposal which replaces residential school proper- 
ty taxes; and 

the best means of insuring, under a system of school finance in which the states have primary finan- 
cing responsibility, that local school districts will be able to retain control of basic education decis- 
ions, including the provision of local programs of educational enrichment. 

The problems are pressing, and I have asked you to complete such a study as soon as possible, and to keep 
me advised in the interim as to the progress of your study. You will have the complete cooperation and assis- 
tance of the Vice President, Secretary Connally and Secretary Richardson, as well as of the Domestic Council. 

I very much appreciate the willingness of the Commission to undertake this effort. 

Sincerely, 

Mr. Robert Merriam, Chairman 
Advisory Commission on 

Intergovernmental Relations 
726 Jackson Place, N.W. 
Washington, D.C. 



ADVISORY 

COMMISSION ON INTERGOVERNMENTAL RELATIONS 

WASHINGTON, D.C. 20575 

December 27,1972 

Dear Mr. President: 

In response to your request of January 20, 1972, the Advisory Commission On Intergovernmental Relations has 
conducted an exhaustive - but expedited - study of the proposal referred to us by you for a major Federal pro- 
gram of residential property tax relief conditioned on expanded State financing for public education and under- 
pinned by a new or expanded Federal tax such as the value - added tax. The complexities of these issues and their 
intergovernmental ramifications are obvious. 

The Commission is deeply conscious of the serious problems posed both by the current judicial review of the dis- 
criminatory aspects of relying on locally-raised property taxes as the primary source of financing public education 
and by growing public aversion to the rapidly rising property tax levies in many localities to meet the increasing 
costs of education. We commend you for focusing public attention on these twin problems. In particular, we share 
your hope that these difficulties can be solved through legislative action rather than by detailed judicial mandating. 

Our studies have caused us to conclude that, despite the seriousness of the twin problems indicated above, a massive 
new Federal program designed specifically to bring about property tax relief is neither necessary nor desirable. 
However, we again restated our earlier sponsorship of State-supported property tax relief for hard-hit low income 
property tax-payers, particularly the elderly (the so-called "circuit breaker"), but the majority of the Commission 
concluded that direct Federal intervention was not necessary. 

We support emphatically your suggestion (and our previous recommendation) that the States assume a greater 
share of public education financing, which if achieved, would greatly facilitate local property tax relief. However, 
our studies led us to conclude that with very few exceptions the States (particularly with the revenue sharing 
and beginning of welfare relief granted by the last Congress) have the taxing capability to satisfy the judicial 
concern so far expressed as to intra-state disparities in educational spending. 

Several additional Commission conclusions warrant special attention. 

First, while the property tax clearly is unpopular with the general public, the "experts" are by no means united 
in denouncing it. A strong body of opinion urges substantial efforts to improve assessment procedures and adrnini- 
stration. To this end, the Advisory Commission on Intergovernmental Relations has reaffirmed its earlier package 
of "reform" proposals, and additionally has suggested that the Federal Government take steps to coordinate and 
strengthen existing Federal programs that have clear potential for stimulating improvement of State and local 
assessment procedures. 

Second, deep concern was evidenced by the Commission over the slow progress in evolving effective means of 
assessing the worth of educational programs and in evolving more innovative approaches toward such matters as 
multiple and year-round use of school facilities. We plan to consult with our special advisory group of national 
school organizations in addressing this question. 



Third, while we did not recommend a Federal value-added tax in light of our conclusion that a massive 
Federal property tax relief program was not warranted, we did reach some conclusions about overall tax - 
policies. I t  became crystal-clear to us that this country must evolve a mechanism whereby the impact of all 
taxes - and major new tax proposals - can be assessed. While the Congressional hearings and debate on 
revenue sharing for the first time importantly focusecr on the intergovernmental implications of tax legislation, 
no continuing means to consider the effect of the Federal impact on State and local financing requirements, 
and vice versa, yet exists. With 32 percent of our poss national product now going into the government 
sector, we cannot afford the luxury of keeping the taxing and spending programs of the several levels of gov- 
ernment in separate pockets. A National Fiscal Policy must be evolved, and a mechanism developed continuously 
to review and up-date information about all governmental revence-raising programs. The Advisory Commission 
on Intergovernmental Relations has determined to develop more detailed recommendations concerning this 
critical problem. 

In conclusion, Mr. President, the Commission would like to  reaffirm its belief that our unique federal system 
of divided governmental responsibilities can - yes, must - be continuously improved. As we approach the 
200th anniversary of our country's founding, we applaud yoi-r continuing efforts to strengthen this system. 

Robert E. Merriam 
Chairman 



This report on property taxation and public school finance is the first 
study undertaken by the Advisory Commission on Intergovernmental Rela- 
tions in response to a specific request from the President. Such a request 
was made by President Nixon in his State of the Union Message on January 
20, 1972. 

The Commission accepted this charge at its meeting of February 10 ,  1972, 
considered various aspects of the study at three successive meetings and 
approved the present report at its meeting on December 14-15,1972. 

Because of the extreme importance and timeliness of the subject, the 
Commission was augmented by eight Special Advisors drawn from State 
and local government. These advisors participated actively in the Commis- 
sion's deliberations and their valuable assistance is gratefully acknowl- 
edged. As Chairman, I also availed myself of the counsel of a panel of rep- 
resentatives from the major organizations concerned with elementary and 
secondary education. 

In addition to this policy report, the Commission will also issue two in- 
formation reports covering the value-added tax and alternative Federal 
revenue sources, and recent State progress in strengthening the property 
tax. 

Robert E. Merriam 
Chairman 
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In response to President Nixon's request of Janu- 
ary 20, 1972, the Advisory Commission on Intergov- 
ernmental Relations conducted a study of a proposal 
for a major Federal program of residential property 
tax relief conditioned on State assumption of most 
of the cost of financing local schools and under- 
pinned by a new or expanded Federal tax such as a 
value-added levy. This proposal was designed to 
deal with two interrelated problems-growing pub- 
lic resistance in many areas to higher property taxes 
and the current legal attack on heavy reliance on the 
local property tax as the primary source of funding 
local schools. 

Before this Commission completed its investiga- 
tion it considered four separate proposals for Fed- 
eral entry into the property tax-school finance 
fields. Specifically, the Commission considered the 
need and the desirability of both a major and a lim- 
ited Federal property tax relief action. The Commis- 

chapter 1 sion also considered the desirability of a Federal aid 
program designed to hurry history along on property 
tax assessment reform. Finally, the Commission 

policy evaluated a proposal that called for a temporary 
and limited Federal incentive program designed to 
encourage the States to reduce fiscal disparities 

considerat ions among S C ~ O O ~  districts within each State. 

Criteria For National Government Involvement and recommendations These proposals raised a critical intergovern- 
mental issue-what criteria or tests should the Com- 
mission employ in order to evaluate the merits of 
proposals that call on the National government to 
take remedial action in areas where the States have 
had exclusive policy responsibility? It is necessary 
to raise this hard question for several reasons. 

With each passing day it appears easier to justify 
or at least rationalize a Federal "spillover" interest 
in areas of traditional State-local concern. Witness 
the proliferation of Federal categorical aid pro- 
grams, which have grown in number from a handful 
ten years ago to well over 500 now. 

In urging Congressional enactment of revenue 
sharing legislation, this Commission recently noted 
that heavy reliance on the narrow categorical aid 
approach had tipped the power scales in favor of the 
National Government: 

The Congress is now dangling almost 500 large 
and small conditional aid carrots collectively 
worth more than $25 billion a year before State 
and local governments. The hope was that each 
conditional aid would provide sufficient finan- 
cial incentive to spur the States and localities on 
to greater action in some more or less narrowly 
defined field of "National interest." But there 
is overwhelming evidence that State and local 
governments cannot readily absorb such a large 



number of diverse programs over restricted pe- 
riods of t ime.  . . 

Progressive loss of freedom of choice, there- 
fore, is a n  additional price that must be  paid by 
all State and local jurisdictions for categorical 
aid dollars. Professor Walter Heller, both a keen 
student of our intergovernmental fiscal system 
and a prominent member of the liberal estab- 
lishment, has pointed up the dangers of this 
trend toward centralized power. "Unless this 
trend is reversed," h e  wrote, "Federal aids may 
weave a web of particularism, complexity, and 
Federal direction which will significantly inhibit 
a State's freedom of movement." The illusion 
of Congressional "control" has in reality dis- 
appeared into the dark jungles of bureaucratic 
red-tape.' 
The uneconomical allocation of public sector 

funds is an  additional price that often must be  paid 
for Federal categorical aid. A public service (or tax 
relief program) at some nationwide level may be 
perceived as good national policy but when ex- 
tended uniformly across the country is extremely 
costly and often represents the solution to a prob- 
lem that is not universal. Furthermore, the high cost 
of providing National solutions in a nation of di- 
verse regional and local attitudes and needs results 
in expanding the public sector, thus raising questions 
concerning its appropriate relationship to the pri- 
vate sector. 

Determination of National Interest- 
Two Tests 

If our federal system is to retain its integrity it is 
not enough for Congress to build greater flexibility 
into its present aid system by means of general reve- 
nue sharing and the consolidation of narrow cate- 
gorical aid programs into broader and more man- 
ageable block grants. Congress should also scrutinize 
closely all demands for the enactment of new Fed- 
eral categorical aid programs. 

In evaluating each of the four proposals that called 
on the National government to move into a n  area 
that heretofore had been the exclusive domain of 
State governments, this Commission employed two 
tests to determine whether the proposal could be 
justified on the grounds of a strong National govern- 
ment interest. 

*The problem that precipitated the demand for 
Federal intervention stems from a head-on con- 
flict-a serious undercutting of a major Federal 
program objective by policies of most States. 

*The intergovernmental conflict can be  re- 
solved only by Federal government action. 

The "irreconcilable conflict" test for detecting the 
presence or absence of a strong National interest is 
so rigorous that it screens out all but the most per- 
suasive proposals for new Federal initiatives in areas 
of traditional State-local concern. It  is necessary to 
use this rigorous test in order to check or at least 
slow down the steady growth of Federal categorical 
aid. Simply to allege that a specific categorical aid 
proposal will "promote the general welfare" does 
not sufficiently justify its adoption on the basis of a 
strong National interest. 

The Major Property Tax Relief Issue 

The Commission was asked among other things 
evaluate a proposal that had two major objectives: 

.To cut the average residential property tax 
(approximately 50 per cent) by removing that 
part of the property tax that underwrites a local 
school operation. 

To eliminate fiscal disparities among school 
districts in each State by encouraging the States 
to assume most of the cost of financing public 
elementary and secondary schools. 

In order to accomplish these two objectives, the 
plan called for a Federal value-added tax designed 
to yield $18 billion the first year. Part of this reve- 
nue yield-approximately $5 to $6 billion-would be 
set aside to underwrite a system of personal income 
tax credits and rebates thereby removing the re- 
gressivity of the value-added tax for most taxpayers. 

The remaining $12 to $13 billion was to be distrib- 
uted by the Federal government to the States for the 
support of public secondary and elementary educa- 
tion provided the States agreed to remove the local 
school tax on residential and nonresidential prop- 
erty and also agreed to refrain from levying a State 
tax on residential property for the support of local 
schools. 

After a thorough examination of this proposal and 
the issues raised by it, this Commission concluded 
that a massive Federal effort designed both to cut 
the residential property tax substantially throughout 
the country and to encourage States to assume most 
of the cost for financing local schools was neither 
necessary nor desirable. 

This negative conclusion is based on the following 
findings. 

While there is clear evidence that some segments 
of the population-especially the low-income elder- 
ly-are seriously burdened by the property tax, the 
evidence does not support the need for a Federal 
program designed to reduce substantially the prop- 



erty tax of every homeowner in the Nation." The 
simplest illustration of this lack of evidence to sup- 
port general property tax reduction is that use of the 
property tax ranges in intensity from $41 per capita 
in Alabama to $296 per capita in California. 

Although there are  areas of the country where the 
property taxes are  burdensome, not all homeown- 
ers, even in the high property tax jurisdictions, a re  
overburdened by this levy. In some areas State and 
local income and sales taxes now take a larger bite 
out of the budgets of the families with average in- 
comes than does the residential property tax and in 
most areas State and local income and sales taxes 
a re  growing at a faster rate than is the property tax. 
The Social Security tax now places a heavier burden 
on the average family than does the residential 
property tax while the Federal income tax is nearly 
three times as burdensome. 

Most significantly, our study fails to reveal a 
strong National interest in a program designed to 
provide across-the-board tax reduction for every 
homeowner in the United States. Specifically, there 
is no evidence to suggest that a massive residential 
property tax program is necessary to protect a vital 
Federal interest, nor can it be  demonstrated that the 
relatively high property taxes imposed by States 
such as New Jersey and New Hampshire cause seri- 
ous economic harm beyond their boundaries. 

It would also be extremely difficult to develop a 
Federal program capable of distributing tax relief 
equitably across the Nation. The tremendous varia- 
tions in the use of the property tax would create un- 
equal windfalls both between jurisdictions and 
among various classes of property owners within the 
same jurisdiction. The so-called urban land specu- 
lators would be twice blessed by a major property 
tax reduction. First, the vacant land,  like all taxable 
realty, would have more value in the market, and 
second, the cash cost of holding land off the market 
would be  sharply reduced. Moreover, a proposal 
that stresses residential property tax relief but not 
business property tax relief might influence States 
to place heavier tax burdens on business property. 

A multi-billion dollar Federal program of tax re- 
lief-school finance reform cannot be  justified on the 
grounds that States lack the fiscal capacity necessary 
to place their local school districts on an  equal fiscal 
footing. Our analysis reveals that only a few States 
would experience fiscal difficulty in bringing per- 
pupil expenditures to the relatively high levels need- 
ed  to comply with the principle enunciated in Ser- 
rano v. Priest, the California Supreme Court deci- 

* This statement should not be interpreted as an argument 
against indirect property tax relief that could result from 
Federal revenue sharing or Federal assumption of welfare 
financing. 

sion that first demanded equalization of school dis- 
trict fiscal resources. The great majority of States 
have the necessary untapped relative tax potential. 
New York, Vermont and Wisconsin, however, stand 
out as the States that would experience greatest fis- 
cal difficulty because of their current heavy use of 
all State and local taxes. 

In order to construct a truly effective property tax 
relief program, Congress would have to exercise un- 
precedented Federal control over both State and lo- 
cal tax policymakers. Not only would the National 
government have to force the States to refrain from 
use of a tax on residential property for school pur- 
poses, it would have to go further and encourage 
the States to place specific restraints on local gov- 
ernment so as to prevent cities and counties from 
moving into the property tax area vacated by the 
schoolmen. 

The prospect for State-financed property tax relief 
is not entirely bleak. For example, late in 1972 Cali- 
fornia enacted a $1.1 billion property tax relief- 
school finance reform program financed in part 
with Federal revenue sharing funds and in part 
through more intensive use of non-property taxes. 
Governors in at least ten other States were reported 
to favor the use of revenue sharing funds for prop- 
erty tax relief. 

In the final analysis, however, "property tax re- 
lief" is something of a n  illusion because it requires 
either a reduction of public service or a shift to 
other forms of taxation-intensified use of income 
or general sales taxes or the imposition of a new tax 
such as the value-added levy. 

Early in 1972, ACIR conducted a public opinion 
survey that indicated widespread agreement on the 
proposition that the property tax was the worst tax; 
but there was far less agreement on what the Na- 
tional government should do about it. Fourteen per- 
cent of the population favored an  income tax sub- 
stitute; 32 percent favored a consumer tax substitute 
(VAT); 44 percent opposed either the Federal in- 
come or consumer tax substitute; and 10 percent 
couldn't make up their mind. 

The Commission concludes that the interests of 
our federal system are best served when States re- 
tain primary responsibility for shaping policies deal- 
ing with general property tax relief and intrastate 
equalization of school finances-two areas that tra- 
ditionally have been within the exclusive domain 
of State policy-makers. 

Limited Property Tax Relief Issue 
This Commission considered a proposal for the 

National government to provide a n  incentive grant 
to the States designed to encourage them to provide 



limited property tax relief to low-income homeown- 
ers and renters. 

The majority of the Commission members rejected 
this proposal because it could not meet both Na- 
tional interest tests. Admittedly, there is consider- 
able evidence to support the contention that this 
particular Federal aid proposal could pass the first 
test because to date most States have not shielded 
low-income homeowners and renters from property 
tax overload situations. This State failure, in turn, 
clearly undercuts a major National program objec- 
tive of income support especially through the So- 
cial Security system. In the view of the majority of 
the Commission, however, the proposal failed to 
meet the second National interest test - that only 
Federal action could resolve this intergovernmen- 
tal conflict. 

The Commission reaffirms its 1967 recommenda- 
tion that States shield basic family income from un- 
due burdens imposed by the property tax. 

Given a few more years, there is reason to believe 
that the States will resolve the problem of property 
tax overburden especially for the low-income elder- 
ly. This rather optimistic assessment rests on the 
fact that the "circuit-breaker" idea has such basic 
popular appeal that it should be adopted in those 
States where it is most needed in a relatively short 
period of time. Over the last few years, 26 States and 
the Canadian Province of Ontario have enacted pro- 
grams designed to shield low-income elderly home- 
owners and,  in many cases, renters from property 
tax overload situations. 

The 1 4  States that have now enacted circuit- 
breaker laws each have chosen a unique plan. As 
long as States retain the initiative for providing 
property tax relief for low-income households, bet- 

ter circuit-breaker techniques will continue to be  
developed. 

It can also be argued that Federal incentive grants 
should not have to be used to induce States to do 
something that is morally right, highly popular, and 
relatively inexpensive. All of the States have suffi- 
cient fiscal capacity to underwrite a limited prop- 
erty tax relief program for low-income households. 

Perhaps the most persuasive argument for allow- 
ing States a few more years to put their own prop- 
erty tax relief houses in order arises from the fact 
that State fiscal policies are  largely responsible for 
the weight of the local property tax. These jurisdic- 
tions, therefore-not the National government- 
should finance circuit-breaker programs designed to 
shield low-income homeowners from property tax 
overload situations. 

Unless constructed carefully, a Federal incentive 
grant for property tax relief could create a n  inequi- 
table intergovernmental situation. Specifically, it 
would reward those States that force their local gov- 
ernments to make heavy use of the property tax and 
shortchange those States that make above-average 
use of nonproperty tax revenue. 

In all of its recent reports, this Commission's rec- 
ommendations have underscored the need to build 
greater flexibility into our Federal aid system. A 
Federal incentive grant with its own set of guide- 
lines and controls would add to a n  already over- 
burdened Federal aid structure. For these reasons, 
such a grant proposal should be opposed.* 

The Property Tax Assessment Reform Issue 
Those who are  most familiar with the operations 

of the property tax suggest that one reason for its 
unpopularity with the public is the widespread feel- 
ing that the tax is not administered fairly. Put an- 

* The following statement of dissent was submitted by Sen- 
ator Muskie and concurred in by Governor Kneip: 

The recommendations adopted by the Advisory Com- 
mission on Intergovernmental Relations on the subject of 
property taxation place an  unfairly heavy burden of relief 
and reform on State and local governments and dismiss the 
proper, limited contribution the Federal Government can 
make in  this area.  

Where excessive property taxes undermine the Federal 
goal of providing security to the poor and the elderly, even 
diverting Federal help from needy recipients into local tax 
collections, there is a clear Federal interest in relieving the 
special burden. Where States are  working to strengthen 
their own revenue systems through reforming inequita- 
ble and arbitrary assessment practices, there is a clear Fed- 
eral interest in assisting such progress. 

The excellent staff work that went into the thorough 
ACIR study of school financing and property taxation 
clearly demonstrates the national scope of the problem. 
Of 14 million Americans with incomes under $5,000 a year. 
10.4 million people (4.5 million of whom a re  65 or over) 
face property tax payments in excess of 6 percent of their 
total income. Nearly 1.3 million elderly homeowners with 
incomes under $2,000 pay an  average of 15.8 percent of 
their income in property taxes. Additionally, ACIR staff 
research has shown that State governments have made 
"spotty" progress at  best in implementing the ACIR's 1963 
recommendations for upgrading their systems of property 
tax administration. 

In my view, a restricted national program that encour- 
ages the States to improve property tax administration 
while helping lighten excessive taxes on qualified low-in- 
come renters and homeowners is necessary. To the extent 



other way, inequitable assessments tend to increase 
public disenchantment with the property tax because 
they result in random and unwarranted tax burden 
differentials. Moreover, poor assessment practices 
lead to taxpayer confusion about, and distrust of, the 
property tax system. 

Means for improving property tax administration 
are  available. A decade ago this Commission, build- 
ing on the work that had been done by professionals 
in the property tax field, submitted a comprehensive 
list of prescriptions for strengthening the property 
tax.2 Underpinning the 29 policy recommendations 
are  the following basic principles: 

1. The prevailing joint State-local system for ad- 
ministering the property tax can work with a 
reasonable degree of effectiveness only if the 
State tax department is given sufficient execu- 
tive support, legal authority, and professional 
stature to insure local compliance with State law 
calling for uniformity of tax treatment. 

2. Professionalization of the assessment func- 
tion can be achieved only if the assessor is se- 
lected on the basis of demonstrated ability to 
appraise property. 

3. The perennial conflict between State law 
calling for full value assessment and the local 
practice of fractional assessment can be re- 
solved most expeditiously by permitting local 
assessment officials to assess at any uniform 
percentage of current market value above a 
specified minimum level provided this policy 
is reinforced with two important safeguards: 

a. A full disclosure policy, requiring the State 
tax department to make annual assessment ratio 

studies and to give property owners a full report 
on the fractional valuation policy adopted by 
county assessors, and 

b. An appeal provision specifically to authorize 
the introduction of State assessment ratio data 
by the taxpayer as evidence in appeals to review 
agencies on the issues of whether his assessment 
is inequitable. 

Significantly, the Commission directed its recom- 
mendations to the States on the ground that they are  
unquestionably responsible for effective and equita- 
ble administration of the property tax. The question 
of whether the Federal Government should become 
involved in a matter of such clear-cut State-local 
concern was not even raised a decade ago and not 
one of the Commission's 29 policy recommendations 
called on the National government to take remedial 
action. 

The Commission reaffirms its recommendations of 
1962 that call on the States to strengthen assessment 
administration and thereby make the property tax 
a more effective and equitable revenue instrument 
for local government. 

Our current research reveals that many States 
have taken steps to improve assessment administra- 
tion and,  in particular, to broaden their own activi- 
ties in this area.  Still, progress is slow. Tax adminis- 
tration is an  ancillary and unglamorous aspect of 
government activity and initiatives for spending ad- 
ditional funds to improve it a re  usually given the 
lowest priorities. Indeed, the amounts that a re  now 
being spent by the State governments in supervising 
property tax administration a re  generally meager. 

that the final recommendations foreclose the seaich for an 
appropriate Federal remedy, they compel my strong dis- 
sent. 

* Senator Percy submitted the following statement: 

I regret very much not being able to participate in the 
deliberations of the Commission at its meetings on Decem- 
ber 14th and 15th because of my absence from the country. 

On reviewing the decisions of the Commission, I wish to 
express my regret that the Commission did not accept a 
somewhat more expanded view of the role of the Federal 
Government in encouraging the States to implement pro- 
grams of property tax reform and relief. 

There is ample evidence that in many States property 
taxation comprises a very heavy burden on homeowners 
that sometimes exceeds their ability to pay. It is my view 
that reform of State property tax systems would lead to 
substantially more equitable taxes, and that in instances 
where property taxes exceed the ability of qualified home- 

owners to pay, State programs of relief should be encour- 
aged. I do not believe that the Federal Government should 
interpose itself directly in the administration of State prop- 
erty taxation. But I believe there is a need for the Federal 
Government, in properly limited ways, to encourage the 
States to undertake such programs of reform and relief. 

* Treasury Secretary George P. Shultz submitted the fol- 
lowing statement: 

I agree that the States have and should retain primary 
responsibility for shaping property tax relief and intra- 
state equalization of school finances. Yet 1 believe the evi- 
dence indicates that in some instances low income groups, 
particularly the elderly, have come to bear in recent years 
such a heavy burden of property tax that Federal action de- 
serves consideration, pending the time that States are in a 
position to complete that action themselves. 

I would note that the Commission's action on this issue 
was taken by a closely divided vote. 



Many States spend as little as one-twentieth or one- 
thirtieth of one percent of local property tax collec- 
tions for this function. 

The Commission considered, but turned down, the 
possibility of a small Federal categorical grant to 
encourage States to improve assessment adminis- 
tration.* We could find no major Federal program 
objective that has been seriously undercut because 
of poor property tax assessment administration on 
the part of State and local governments. Moreover, 
both States and localities can use any portion of 
their Federal revenue sharing funds for financial ad- 
ministration-including property tax assessment 
administration. 

As in the case of a proposed Federal incentive 
grant for property tax relief, this proposal would 
add still another narrow purpose categorical aid 
program with its own set of Federal guidelines and 
controls. Enactment of this proposal would repre- 
sent still another Federal attempt to dictate State 
and local spending priorities and would, therefore, 
also work against the objective of building greater 
flexibility into our Federal aid system. 

Furthermore, before launching a new Federal ini- 
tiative for property tax assessment reform the Com- 
mission urges the President and the Congress to take 
steps to coordinate and strengthen existing Federal 
programs that have clear potential for stimulating 
improvement of State and local assessment prac- 
tices. Examples of such activities are: 

*The Department of Housing and Urban Devel- 
opment, under its research and demonstration pro- 
gram, can make grants to, or enter into contracts 
with, States and localities for innovation projects 
aimed at improving assessment administration. 

*The FHA appraisal activities of the Department 
of Housing and Urban Development might be ex- 
tended and coordinated with those of the local as- 
sessors. 

Other Federal agencies-such as the Department 
of Transportation, the General Services Administra- 
tion and the Department of Defense-are continu- 
ously involved in land acquisition and undoubtedly 
conduct appraisals in connection with these activi- 
ties. Such appraisals should also be coordinated 
with local assessment work. 

*The various mapping operations of the Depart- 
ment of Commerce and the Department of the In- 
terior might be available to the State property tax 
agencies as they develop land use maps in connec- 
tion with property tax assessment. 

Treasury regulations and practices regarding 
depreciation of buildings for income tax purposes 

* See statements by Senators Muskie and Percy and Gover- 
nor Kneip in footnote on page 6. 

should be examined to determine whether such 
practices do indeed- as has been alleged- encour- 
age over-assessment of improvements vis-a-vis the 
land on which the improvements stand. 

*The activities of the Civil Service Commission 
under the Intergovernmental Personnel Act might 
be expanded in the areas of assessor training and 
interchange of State and Federal personnel con- 
cerned with property appraisal. 

*The experience that has been gained by the Bu- 
reau of the Census in conducting sales-assessment 
ratio studies might be built upon to help States 
strengthen and standardize their own studies. 

Intrastate School Finance Equalization 
The Commission also examined the issue of 

whether and to what extent Federal financial aid 
was necessary to help States meet the problems of 
school finance that may stem from recent court de- 
cisions. Evidence provided in this report indicates 
that, with few exceptions, States have ample un- 
tapped tax potential for this purpose. Obviously, ac- 
tion on school finance that requires States to alter 
substantially the degree of reliance on the local 
property tax for school support takes time and 
would require public acceptance. 

In order to minimize the time period for accom- 
plishing school finance equalization and help the 
States surmount the obvious political obstacles, the 
Commission considered a proposal for limited and 
temporary Federal assistance. The assistance might 
take the form of a general purpose grant in the range 
of $20 to $40 per school age child that could be used 
for any purpose so long as a State met equalization 
objectives specified by the Federal aid legislation. 
These features assure that a State like Hawaii, which 
has eliminated inter-local fiscal disparities by opt- 
ing for a statewide school system, would not be de- 
prived of the benefit of the aid program. 

The assistance would be equipped with a self-de- 
struct mechanism. For example, the aid legislation 
could be drawn so as to insure that it phased out 
automatically as the National government relieved 
States of financial responsibility in,  say, the public 
welfare field. 

The Commission rejected the idea of limited and 
temporary Federal assistance designed to encourage 
each State to improve the ability of its school fi- 
nance system to equalize the fiscal capacity of its 
local school districts. No vital National program ob- 
jectives are  currently being subverted by existing 
intrastate school finance disparities. Moreover, Fed- 
eral aid for this purpose would represent a return 
to the pre-revenue sharing philosophy that the Na- 
tional government is in a better position than the 
States to determine State-local budgetary priorities. 



The States have plenary powers in the education 
field and they also have an  overriding self-interest 
in adequate provision of this single most costly 
State-local function. States have at least four options 
in responding to any court decision invalidating a 
school finance system that relies too heavily on the 
local school property tax. They can reorganize their 
school districts to make each local district more in 
the image of the State as a whole. They can mandate 
a uniform school property tax rate the proceeds of 
which could be used to equalize financial capacity 
among districts. They could enact State property or 
non-property taxes the proceeds of which could be 
used to equalize local fiscal capacity. They could fi- 
nance schools from non-property tax sources as 
does Hawaii. The States alone have the capacity to 
take any or all of these options should the need 
arise a s  a result of court action. Thus, Federal inter- 
vention is not a prerequisite to State solution of the 
intrastate school finance disparities issue. 

The Commission concludes that the reduction of 
fiscal disparities among school districts within a 
State is a State responsibility. 

Yet, in concluding that the reduction of fiscal dis- 
parities among school districts within a State is a 
State responsibility, the Commission hastens to em- 
phasize four points: 

The Commission is not addressing itself to the 
role the Federal government should play in support- 
ing public elementary and secondary education but 
to the narrower question of whether and to what ex- 
tent Federal aid is necessary to encourage States to 
reduce fiscal disparities among school districts 
within each State. 

*The Commission believes time is needed to as- 
sess the impact of revenue sharing, particularly the 
extent to which it will enable the States to come to 
grips with the intrastate school finance question. 
California, for example, has already earmarked its 
State allocation of revenue sharing to finance part 
of its $1 billion school finance reform-property tax 
relief program. 

The lower courts have lit warning signals on the 
intrastate school finance problem but the appropri- 
ate future path for State action will not become clear 
until the Supreme Court renders a decision on a 
case now pending before it. 

*The uncertainty surrounding the effectiveness 
of dollars earmarked for education, as it is presently 

delivered, illustrates the need for State systems to 
measure the effectiveness of school spending and 
to rebuild citizen confidence in public education. 

Summing Up 
The most significant and positive inference that 

can be drawn from the Commission's policy recom- 
mendations is this-it is not necessary to buck every 
problem up to Washington for resolution. Strength- 
ened by revenue sharing and with the strong pros- 
pect for shifting an  increasing share  of the welfare 
expenditure burden to the National government, 
the States can and should be held accountable for 
their traditional property tax and school finance re- 
sponsibilities. 

But revenue sharing and Federal takeover of wel- 
fare are  not enough. If States a re  to play a strong 
role in our Federal system, Congress must resist the 
constant temptation to solve problems that should 
be handled at the State level. Congress would be in a 
far better position to resist this pressure if it sub- 
jected to a rigorous National interest test all pro- 
posals calling for new National government initia- 
tives in areas of traditional State-local concern. Only 
by applying a "tough" test can we strike a reason- 
able balance between National and State interests. 

The Commission concludes that there is no need to 
enact a Federal value-added tax to provide revenue 
for property tax relief and to ameliorate fiscal dis- 
parities among school districts within each State, 
and therefore recommends that such a tax not be 
adopted for this purpose. 

In view of our conclusion that no Federal aid 
should be  extended for general property tax relief 
or intrastate school finance equalization, it follows 
that the introduction of a major new source of taxa- 
tion for these purposes is not warranted. 

This Commission, however, has conducted a thor- 
ough study of the value-added tax and has also ex- 
amined certain other means for strengthening the 
National government revenue system and will re- 
lease an information report on this subject. 

FOOTNOTES 
'ACIR, Revenue Sharing-An Idea Whose Time Has Come, 
December 1970, pp. 7-9. 

ZACIR, The Role of the States in Strengthening the Prop- 
erty Tax, A-17, June 1963, Vol. I,  Chapter 2. 



Part II 

PROPERTY 
TAXATION 



Public dissatisfaction with rising property tax 
burdens is now felt throughout our intergovernmen- 
tal system. At the local level, voter resistance to 
higher property tax rates now confronts many ma- 
jor school districts with a severe fiscal crisis. At the 
State level, property tax relief proposals increas- 
ingly occupy a high place on the legislative agenda. 
Even at the National level, interest in the local prop- 
erty tax has increased sharply. In his 1972 State of 
the Union Message, President Nixon highlighted his 
concern about property tax burdens and school fi- 
nance reform. The Senate Subcommittee on Inter- 
governmental Relations is now examining the weak- 
nesses of the property tax and evaluating various 
prescriptions for strengthening this levy, and the 
Democratic Party has also stressed the need for 
property tax relief and reform in its 1972 platform. 

Three Beneficial Effects 
Three salutary effects should flow from the grow- chapter " ing interest of national policymakers in the prop- 

erty tax in general and in residential property tax 

Scope and summary relief in particular. First, it will force the critics of 
the property tax and its friends (there are  some] to 
put iheir cdnflicting claims to the acid test of policy of findings analysis. With the possibility of great changes in fis- 
cal federalism hanging in the balance, it is not likely 
that extreme claims in behalf of or against property 
tax relief will go unchallenged. Second, any na- 
tional debate about the causes and the cures for lo- 
cal property tax overburden will inevitably force 
national policymakers to look more closely at the 
entire intergovernmental tax system. We have too 
many cases of taxpayers being disproportionately 
burdened simply because one unit or level of gov- 
ernment paid little attention to what other units 
were doing to the same taxpayers. Third, and most 
important, the possibility of a massive federally fi- 
nanced property tax relief program will require a 
rethinking of the traditional view that property tax 
issues should be  the exclusive concern of State and 
local officials. 

Scope Of Analysis 
The purpose of this part is to answer the question, 

"Should the Federal government play a role in 
property tax relief and,  if so, what should that role 
be?" Those interested in other property tax ques- 
tions will not find their concerns directly addressed 
in this report. Nonetheless, such issues as assessment 
reform, site value taxation, and property tax classi- 
fication are  examined, but only in the context of 
their potential for providing property tax relief. 
Three considerations a re  responsible for the ap- 
proach taken here. 

1. On January 20, 1972, the President asked the 
Advisory Commission on Intergovernmental Rela- 



tions to undertake a study of a proposal that would 
use new Federal revenue to replace a substantial 
portion of the present residential property tax and 
thus provide property tax relief. 

2. On February 10, 1972, the Advisory Commis- 
sion on Intergovernmental Relations voted to con- 
sider "whether, and to what extent, . . . Federal as- 
sistance is needed . . . in order to reduce residential 
property taxes. . . ." 

3. The Advisory Commission on Intergovernmen- 
tal Relations has been engaged for many years in 
the study of various aspects of the property tax and 
has made numerous recommendations concerning 
this tax. The Commission began its study of the prop- 
erty tax in a small way with its report State and Lo- 
cal Taxation of Privately Owned Property Located 
on Federal Areas issued in June 1961. The Commis- 
sion expanded its interest in the property tax with 
its monumental two-volume report, The Role of the 
States in Strengthening the Property Tax issued in 
June 1963. The report includes twenty-nine major 
recommendations with respect to State responsibil- 
ity for property tax administration. The recommend- 
ations rest on four premises-that there should be: 
(1) State supervision of the assessment process and 
continuing study of the property law to make it en- 
forceable; (2) professionalization of the assessment 
function; (3) disclosure of full information to prop- 
erty owners of the relationship between market and 
assessed value; and (4) provision of a quick and eco- 
nomical appeal procedure to property owners who 
feel aggrieved by their assessments. In a subsequent 
major study, Fiscal Balance in the American Federal 
System (October 1967), the Commission recognized 
the problem of property tax overburden and rec- 
ommended that the States help relieve the local 
property tax burden on low income families. In State 
Aid to Local Government (April 19691, the Commis- 
sion recommended that "in order to relieve the 
massive and growing pressure of the school tax on 
owners of local property" each State assume sub- 
stantially all fiscal responsibility for financing local 
schools. 

Summary Of Major Findings 
In light of these considerations the study concen- 

trates primarily on the question: What role, if any, 
should the National government play in relieving 
property tax burdens and in strengthening the ad- 
ministration of this tax? 

What Do the Findings Indicate Regarding the Ex- 
tent of the Problem? 

1. The property tax is by far the most unpopular 
of all major revenue producers. In a poll conducted 
for the Advisory Commission on Intergovernmental 
Relations, respondents chose the property tax less 

often than any other tax as the fairest tax, and  re- 
spondents picked the property tax more often than 
any other tax as the worst (least fair) tax. The oppo- 
sition to the property tax was uniform among re- 
spondents of all backgrounds. When asked what 
would be the best way to raise additional State rev- 
enue, respondents chose the sales tax most frk- 
quently and the property tax least frequently. (See 
Chapter 111.) 

2. The clear public preference for State sales or 
income taxes over the property tax is further mani- 
fested in the fact that the combined State-local in- 
come and sales tax burden borne by the average 
family has grown during the past twenty years at a 
decidedly faster rate than the residential property 
tax burden. State and local general sales and per- 
sonal income taxes, combined, more than tripled 
as a percent of the average family's income between 
1953 and 1972, while the property tax burden only 
rose a little over 50 percent. While, admittedly, State 
sales and income taxes were a minor element in the 
State-local tax structure 20 years ago (taking slightly 
less than one percent of the average family's in- 
come) they now almost equal residential property 
taxes in their impact on the average family. (See 
Chapter 111.) 

3. Despite its obvious defects, the property tax 
has significant political and fiscal virtues. First, it is 
the major revenue source directly available to local 
government and therefore serves as the traditional 
defense against centralization. Second, it is the one 
tax in general use that can recapture for the commu- 
nity the property values that the community has 
created. Finally, its high visibility makes it a force 
that works in favor of greater public accountability. 
(See Chapter 111.) 

4. In spite of growing more slowly than State sales 
and income taxes, the residential property tax has 
grown faster than the value of the average residence 
or the income of the average household. In short, 
there has been a steady increase in residential prop- 
erty tax burdens, whether measured by value or by 
household income. Between 1958 and 1971 the effec- 
tive property tax rate in relation to the average value 
of a home rose from 1.3 percent to 2.0 percent. In 
other words, when the average family in 1958 owned 
a house valued at $13,000, it was paying about $175 
in property taxes; the same family in 1971, owning 
a house worth $19,500, paid about $385 to the prop- 
erty tax collector. The average family with a $5,000 
income in 1953 paid about $110 (2.2 percent of in- 
come) in property taxes, while the average family, 
which now earns about $12,000, pays a little over 
$400 (3.4 percent of income) in residential real es- 



tate taxes. (See Chapter IV and Appendix A, Table politan areas they have risen above the 2.5 Percent 

A-18.) level. (See Chapters 111 6. IV.) 

5. When compared to the property tax burden 
borne by the average family, the property tax load 
carried by poor householders must be characterized 
as excessive. In 1970, the average homeowner with 
an  income of approximately $10,000 turned over 
about $340 (3.4 percent) of his total money income 
to the residential property tax collector. In striking 
contrast, over 6 million elderly homeowners paid 
an  average of 5.2 percent of their income in property - - -  - 

taxes. The property tax collector took an  average 
16.6 percent of household income from all 1.7 mil- 
lion homeowners with incomes of less than $2,000. 
It was much worse in the high-tax Northeast region, 
where these low income homeowners paid more 
than 30 percent of their meager income in property 
taxes. [See Chapter IV.) 

What Do the Findings Indicate Regarding the Feas- 
ibility and Desirability of Various Solutions? 

6. The States are beginning to take action to re- 
lieve extreme property tax burdens, especially the 
overburdens of the elderly. Fourteen States have 
already enacted circuit breaker property tax relief 
programs for low-income homeowners and some of 
these programs provide relief for renters. Signifi- 
cantly, half of these States are  among those with 
the heaviest residential property tax burden. Twen- 
ty-six States (including the 14 with circuit-breakers) 
now finance some form of property tax relief and 
most of these programs have been enacted since 
1970. (See Chapter V.j 

7. Property taxation is used unevenly by the vari- 
ous States. The great variations in the use of the 
property tax would greatly complicate any National 
government effort to design an  equitable property 
tax relief program for the nation. There is a range 
of seven to one in per capita property tax collec- 
tions as between the State with the lowest per cap- 
ita yield (Alabama] and that with the highest (Cali- 
fornia). As a percent of personal income, residen- 
tial property taxes vary from 0.3 percent in Louisi- 
ana to 3.7 percent in New Hampshire. In terms of 
the market value of a home, the effective rate ranges 
from about half of one percent in Louisiana to over 
3 percent in five States. In general, the Southern 
States bear lightly on the property tax while those 
in the Northeast and Midwest exert heavy pressure 
on it. 

The property tax is particularly burdensome in 
large urban centers. In 28 SMSA's containing almost 
three-fourths of the population in the 50 largest 
SMSA's, residential property tax loads exceed 2 
percent of market value and in 10 of these metro- 

8. Any property tax reduction achieved through 
the reduction or elimination of the school property 
tax threatens to be offset by increases in the ex- 
penditures of other units of government. Only spe- 
cific action to avoid the propensity of non-school 
governments to tap the relinquished property tax 
base-e.g. stringent tax limits or strict expenditure 
controls - will guarantee actual property tax relief 
to individuals. (See Chapter VII.) 

9. Substantial reduction in property taxes, if 
achieved, will result in windfall gains to owners of 
land and buildings. A sharp reduction in a tax on 
commercial (including residential rental) property 
or industrial property generates an  immediate, one- 
time capital gain to the owner because the property 
will then bring a higher annual net income. This re- 
sults in a larger stream of income from the prop- 
erty, thus enabling the owner to command a higher 
price for the property in the market place. The so- 
called land speculator is twice blessed by property 
tax reduction. First, his vacant land, like all taxable 
realty, has more value in the market, and second, 
his cash costs of holding land off the market a re  
sharply reduced. (See Chapter VII.) 

10. Any nationwide plan to exempt residential 
property from school property taxes would en- 
counter obstacles from the various State constitu- 
tions. At least 16 States would have to amend their 
constitutions in order to exempt residential prop- 
erty from the school tax. In five other States, a con- 
stitutional amendment would probably be required. 
(See Chapter V1I.j 

What Do the Findings Indicate About Other Prop- 
erty Tax Related Matters? 
11. The Federal government, through its income 

tax code, is already providing partial property tax 
relief for homeowners, but the relief helps the high- 
income homeowner far more than the middle- and 
low-income person. By deducting the property tax 
payments in the calculation of taxable income, a 
taxpayer can reduce his income tax by a percentage 
of his property tax. Since lower-income persons 
have lower tax rates, their tax reduction is smaller, 
even for the same amount of property tax. Further- 
more, since low-income persons generally rent and 
high-income persons generally own their homes, the 
benefits of deductibility are  received primarily by 
the higher-income persons (because property taxes 
on rental dwellings are  not deductible by tenants). 
Finally, due to the existence of the high standard 
deduction, most lower-income persons do not item- 
ize any deductions and thus receive no benefit from 
the property tax deduction. The standard deduction 



does not compensate for the property tax the way 
the itemized property tax deduction does because 
it does not depend upon or vary with the property 
tax burden. (See Chapter V.) 

12. There is a growing difference of opinion 
among the specialists in the field of taxation as to 
whether the property tax is paid primarily by rent- 
ers and other users of housing through higher rents 
or by investors through lower interest and profits. 
Under either set of assumptions, however, the bur- 
den seems to fall disproportionately upon lower- 
income persons. (See Chapter 1V.j 

13. In spite of the widespread feeling that the 
property tax is detrimental to urban development, 
there is no strong indication that the property tax is 
a primary factor retarding urban economic and in- 
dustrial development. The observed exodus of fac- 
tories and industry from central cities seems mainly 
to result from a change in the physical requirements 
and opportunities of manufacturing enterprises. 
While the property tax usually reinforces all the 

other social and economic factors pushing high-in- 
come families and business firms out of the central 
city and into suburbia, it is more a symptom than 
a cause of central city fiscal distress. It is this pro- 
gressive political and social fragmentation of the 
metropolitan economy - the division of the old uni- 
tary community into fragmentary have and have- 
not jurisdictions-that stands out as the prime mover 
of central city fiscal distress. (See Appendix I.) 

14. Reform proposals such as more uniform as- 
sessment, statewide property taxation, and site- 
value taxation do not hold forth much promise of 
property tax relief. While each of these proposals 
deserves consideration as a means for strengthen- 
ing the property tax and making it more equitable, 
their main effect, if adopted, would be to shift prop- 
erty tax burdens rather than to provide general 
property tax relief. Tax classification also does not 
hold forth much promise of general property tax 
relief although it must be admitted that a classified 
property tax can be designed to "hit business' hard- 
er  than residential or farm property. (See Chapter 
VI.) 



In this chapter we seek to answer three questions: 
How does the property tax fit into our total Federal- 
State-local tax system? Just how unpopular is the 
property tax? Why is the property tax the most un- 
popular of all major taxes? 

Fiscal Trends 
Concern with the growing property tax burden is 

understandable. Next to the personal income tax, the 
current (fiscal 1973) $45 billion annual property tax 
yield makes it the largest single source of public 
revenue in the Nation. And, by virtue of steadily 
rising rates and growing property values, collections 
have been growing at a record pace in recent years. 

Until enactment of the Federal income tax in 1913, 
property taxation provided the largest share of Fed- 
eral, State and local tax financing. In 1902 it ac- 
counted for 51 percent of all tax revenue and by 
1913 its share had risen to almost 60 percent. Federal 

chapter 111 use of the income tax increased to finance World 
War I, and the property tax portion fell consider- 
ably. It was still below 50 percent by 1922, but rose 

fiscal trends steadily until 1932 when it reached a new peak of 
56 percent. 

Proliferation of State income and sales taxes dur- 

and ing the 1930s and intensive use of the Federal income 
tax to finance World War I1 and the Korea conflict 

public attitudes caused a second downward trend. The property tax 
share of Federal-State-local tax financing slid to 
between 35 and 40 percent in the late 1930s, then 
down to 9 percent at the height of World War I1 in 
1944, after which it crept up slowly to about the 12 
percent level between 1946 and 1956. It has since 
continued to creep up gradually so that it is now at 
about 16 percent. (See Table 1.) However, if the 
$46.3 billion of Federal social security (payroll) 
taxes is included among the tax sources, the property 
tax accounts for only 13.6 percent of the total. 

Table 1 
The Federal-State-Local 

Tax Structure, 1972 

Amount Percentage 
Tax Source (billions) ~istribution 

Property Taxes $ 41.5 15.8 
Consumption Taxes 56.8 21.6 

(including customs) 

l ncome Taxes 146.7 55.9 
Other 17.4 6.6 

Total $262.4 100.0 
Source: Estimated by AClR staff. 

Relative to the gross national product, the prop- 
erty tax reached a peak in 1932 (at 7.7 percent of 
GNP), having risen from 2.9 percent in 1902 to about 



Table 2 

Federal, State and Local Taxes in Relation to Gross National Product, Selected Years, 1902-1 972 

Year 

1971 -72' 

1969-70 

1964-65 

1962 

1960 

1954 

1950 

1946 

1944 

1942 

1940 

1936 

1932 

1927 

1922 

1913 

1902 

Tax Collections 
(in millions) 

State and Local Taxes 
Federal Property Taxes 
Taxes Total Only 

As Percent of GNP 

State and Local Taxes 
Federal Property Taxes 
Taxes Total Only 

Source: US. Bureau of the Census. Census of Governments 1967, Vol. 6, No. 5: "Historical Statistics on Governmental Finances and 
Employment; and Governmental Finances in 1969-70. Tax Collections for 1971-72 estimated by AClR staff. Gross National Product figures 
for 1964, 1969 and 1971 from Council of Economic Advisors, Economic Indicators, April 1972. 
'1971-72 figures are estimated. 

Table 3 
The Property Tax in the State-Local Revenue Structure 1970-71 

As a Percentage of- 
Property Tax Revenue 

Total General Total 
Level of Government Amount Percentage Tax Revenue General 

(millions) Distribution Revenue From Own Revenue 
Sources1 

All State and Local Governments $37,852 100.0 39.9 31.9 26.1 
State Governments 1,126 3.0 2.2 1.8 1.3 
Local Governments 36,726 97.0 84.6 63.9 39.9 

Counties 7,592 20.1 87.2 64.4 37.4 * 
Municipalities 10,041 26.5 66.5 48.1 32.8 
Townships 2,096 5.5 91.6 80.8 62.8 
School Districts 16,141 42.6 98.0 84.8 45.7 
Special districts 855 2.3 96.3 26.8 19.7 

'Includes taxes and service charges but not Federal aid. 
Source: AClR staff computations based on U.S. Bureau of the Census. Governmental Finances in 1970-71. 



TABLE 4 - PROPERTY TAX AS A PERCENTAGE OF TOTAL STATE-LOCAL TAXES, 
BY STATE, AND REGION, SELECTED YEARS, 1942-1971 

State and Region 

United States 

New England 
Maine 
New Hampshire 
Vermont 
Massachusetts 
Rhode Island 
Connecticut 

Mideast 
New York 
New Jersey 
Pennsylvania 
Delaware 
Maryland 
District of Colun 

Great Lakes 
Michigan 
Ohio 
Indiana 
Illinois 
Wisconsin 

Plains 
Minnesota 
Iowa 
Missouri 
North Dakota 
South Dakota 
Nebraska 
Kansas 

Southeast 
Virginia 
West Virginia 
Kentucky 
Tennessee 
North Carolina 
South Carolina 
Georgia 
Florida 
Alabama 
Mississippi 
Louisiana 
Arkansas 

Southwest 
Oklahoma 
Texas 
New Mexico 
Arizona 

Rocky Mountain 
Montana 
Idaho 
Wyoming 
Colorado 
Utah 

Far West 
Washington 
Oregon 
Nevada 
California 
Alaska 
Hawaii 

Note: Regional amounts are unweighted averages. 
n.a. - Not available. 

'~xcluding Alaska and Hawaii. 

Source: AClR staff computations bared on various reports of U.S. Bureau of the Cenws, Governments Division 



5 percent just prior to the Great Depression. Display- 
ing insensitivity to economic change, property tax 
collections dropped little between 1927 and 1932, 
while the GNP was cut almost in half. (See Table 2.) 
By the same token, property tax collections grew 
much more slowly than the economy during the 
recovery period and reached an  all-time low of 2.2 
percent of GNP in 1944. Since the end of World 
War 11, demands on local government treasuries 
were intensified. The property tax share of the econ- 
omy grew slowly but steadily, to 4 percent of GNP 
by fiscal 1972. 

Although property taxes are  lower now in relation 
to GNP than in the period from 1922 to 1940, the 
property tax must be considered in  the light of the 
steadily expanding total Federal-State-local burden. 
In 1922, total Federal-State-local taxes were 10 per- 
cent of GNP; by 1972 Federal, State and local tdxes 
amounted to 25 percent of GNP-over 30 percent of 
GNP if social insurance collections are  included. 

The Property Tax in the State-Local 
Revenue Structure 

Although property taxation seems of average size 
in the national tax picture, it stands out as a giant in 
State and local taxes. In 1970-71, it accounted for 
two-fifths of all State and local tax collections and 

almost 7 out of every 8 local tax dollars. (See Table 
3.) The situation was about the same in 1971-72. 

Municipalities have been better able to tap non- 
property taxes than have other types of local govern- 
ment. However, even they derive two-thirds of their 
tax revenue from the property tax. The rest rely 
almost entirely on property taxation-counties for 
87 percent of their tax collections; townships, 92 per- 
cent; school districts, 98 percent; and special dis- 
tricts, 96 percent. 

Even taking into account non-tax revenue, property 
taxation supplies almost one-third of State g n d  local 
general revenue excluding Federal aid and about 
one-fourth if Federal aid is included. 

But there is considerable interstate variation in 
the extent to which the property tax dominates State- 
local financing. (See Table 4.) The position of the 
property tax in the overall tax structure of a State 
depends on how responsibility for financing and 
administering public functions is divided between 
the State and its localities. 

As a general rule, the more responsibility a State 
takes on-especially for financing elementary and 
secondary education-the less reliance is placed on 
property taxation. 

The following distribution shows the position of 
the property tax in the State-local tax structure of 
the 50 States and the District of Columbia in 1970-71: 

Table 5 
Local School Property Taxes in Relation to Total Property Taxes, by State and Region, 1969-70 

State and Region 

United States 

New England 
Maine 

New Hampshire 

Vermont 
Massachusetts 
Rhode Island 
Connecticut 

Mideast 
New York 
New Jersey 
Pennsylvania 
Delaware 

Maryland 
Dist. of Columbia 

State-Local 

property 

Tax 
Collections 

($000'~) 

$ 34,082,887 

2,701,320 
172,618 

152,941 
72,982 

1,422,737 
156,965 
723,077 

8,247,750 
4,327,952 
1,733,978 
1,398,942 

45.81 1 
61 3,255 
127.81 2 

Local Property Tax 
Cdlections 

For All 
Purposes 
($000'~) 

$ 32,991,142 

2,693,494 
168,851 

149,456 
72,757 

1,422,388 
156,965 
723,077 

8,119,184 
4,315,572 
1,684,223 
1,366,933 

45,508 
579,136 
127,812 

For 
Schools 
($000'~) 

$ 18,942,549 

1,389,616 
90,378 

90,961 
56,219 
725,403 
75,779 
350,876 

4.1 29,746 
1,988,697 
950,620 
842,121 
25,775 
346,575 
25,958 

Local School Property 
Taxes as Percent of- 

State-Local Local 
Property Property 
Taxes Taxes 

55.6% 57.4% 

51.4 52.7 
52.4 53.5 

59.5 60.9 
77.0 77.3 
51 .O 51 .O 
48.3 48.3 
48.5 48.5 

50.7 51 .I 
46.0 46.1 
54.8 56.5 
60.2 61.6 
56.2 56.6 
56.5 59.8 
34.3 34.3 



State and Region 

Great Lakes 
Michigan 
Ohio 
Indiana 
Illinois 
Wisconsin 

Plains 
Minnesota 
Iowa 
Missouri 
North Dakota 
South Dakota 
Nebraska 
Kansas 

Southeast 
Virginia 
West Virginia 
Kentucky 
Tennessee 
North Carolina 
South Carolina 
Georgia 
Florida 
Alabama 
Mississippi 
Louisiana 
Arkansas 

Southwest 
Oklahoma 
Texas 
New Mexico 
Arizona 

Rocky Mountain 
Montana 
l daho 
Wyoming 
Colorado 
Utah 

Far West 
Washington 
Oregon 
Nevada 
California 
Alaska 

State-Local 
Property 

Tax 
Collections 

($ooa3s) 

7,431,675 
1,630,267 
1,726,721 

871,218 
2,229,252 

974.21 7 

2,912,741 

650,210 
602,161 
642,778 
108,066 
145,757 
309,621 
454,148 

3,545,037 
446,756 
122,545 
220,919 
301,746 
399,635 
159,016 
436,964 
8O1,lOl 
135,526 
157,756 
238,368 
124,705 

2,049,463 
238,438 

1,435,110 
82,488 

293,427 

845,901 
149,933 

90,238 
68,415 

394,401 
142,914 

6,349,000 
529,914 
394,888 

86,767 
5,230,970 

30,719 
Hawaii 75.742 

Local Property Tax 
Collections 

For All For 
Purposes Schools 
($000'~)  - 

($OOOk) 

Local School Property 
Taxes as Percent of- 

State-Local 
Property 
Taxes 

64.1 
71.9 
68.0 

56.6 
63.4 
52.2 

62.5 
60.6 
60.0 
70.9 
55.9 

59.1 
64.3 
58.1 

51.9 
68.7 
68.6 
64.0 
38.5 
39.9 
59.2 
49.4 
46.4 
43.6 
62.0 
43.2 
72.2 

54.1 
77.7 

50.9 
45.7 
53.2 

64.5 
57.4 

63.6 
56.8 
72.2 
55.4 

51.9 
47.1 
73.7 

46.7 
51.7 
37.5 
- 

Local 
Property 
Taxes 

66.2 
75.8 
70.4 
58.1 
63.5 
56.4 

63.1 
61.2 
60.4 
71.3 

56.7 
59.1 
64.7 
59.5 

54.3 
70.2 
68.7 
72.8 
38.5 
42.4 
59.8 
49.8 
48.5 
52.5 
63.6 
48.4 
72.7 

58.3 
77.7 

53.3 
55.4 
69.2 

67.2 
60.6 
64.1 
67.3 
72.4 
60.9 

55.0 
59.8 
74.3 
49.1 
54.3 
37.5 
- 

Source: Compiled by AClR staff from, U.S. Bureau of the Census, Governmental Finances in 1969-70, supplemented by unpublished data 
supplied by the Governments Division. Bureau of the Census and some State published and unpublished data. 



Property Tax as a 
Percent of State-Local Number of 
Tax Collections States 
Less than 20% 4 
20-29.9 11 
30-39.9 14 
40-49.9 13 
50-59.9 9 
The growth of the property tax by-and-large has 

followed the growth of public elementary and sec- 
ondary school financing. As noted, school districts 
rely much more on property taxes than general 
purpose governments. 

Nationally, 57 percent of all local property taxes 
collected in 1969-70 went for schools. (See Table 5.) 
This percentage represents a steady climb from 33 
percent in 1942. 

Only Pennsylvania and Louisiana have authorized 
widespread use of local nonproperty taxes for 
school districts. Pennsylvania school districts levy 
and collect their own income taxes. Louisiana school 
districts are  able to impose a one percent sales tax. 

Interstate Variations in 
Residential Property Tax Burdens 

Although the property tax has been growing every- 
where, by any measure-per capita, as a percentage 
of income, or as a percentage of property value-the 
weight of this levy varies considerably from region 
to region. In 1971, there was a 7 to 1 range in per 
capita property tax collections between the highest 
State (California with $296) and the lowest (Alabama 
with $41). (See Table 6.) 

Two Tests of Residential Property 
Tax Burden 

How the impact of the property tax on home- 
owners and renters varies from State to State can be 
measured in at least two ways: by a n  "income test" 
and a "value test." (See Table 7.1 The "income test" 
relates a State's estimated collections from property 
taxes on owner-occupied homes and multiple-family 
dwellings to the personal income of its residents. 
The "value test" uses data developed by the Federal 
Housing Administration as to the market value and 
property taxes on FHA insured homes owned and 
occupied by middle-income families in each State. 

The general picture shows a significant spread 
between the States with the highest burden and 
those with the lowest-about 8 to 1 in the case of the 
income test and about 5% to 1 in the case of the value 
test. A similar geographic pattern emerges from both 
tests. The States in New England, the Mideast and 
the Midwest, as well as California, Oregon and 
Colorado in the West had the highest property tax 
burdens. Those with the lowest burdens are mainly 

in the Southeast, but with the addition of a few 
States in the West. All but three of the 17 States in 
the top third on the income test also rank with that 
group on the value text. (Nebraska, which ranks 
number one in terms of value, falls just below the 
top third on the income test.) Six of the 17 States in 
the lower third on the income test fall in the middle 
or top of the value measure. 

A Closer Look at the Interstate Variations 

Table 8 takes a closer look at the States in the top 
and bottom thirds of the residential property tax 
burdens, according to the combined index in Table 7. 
In almost every state in the top group, the property 
tax load outranks both sales and personal income 
taxes, individually and combined.* In five of them, 
however, property taxes are  high because the States 
make little or no use of either the sales tax or the 
income tax (New Hampshire, New Jersey, Connecti- 
cut, South Dakota and Oregon]. It can be concluded, 
then, that these States could fairly readily relieve 
their heavy property tax burdens by broadening 
their tax horizons. [For additional analysis, See 
Chapter V, p. 62 f f . ]  Only States like New York, 
Wisconsin and Vermont apparently would be  hard- 
pressed to extend substantial property tax relief 
from their own revenue sources, because they 
already make fairly extensive use of all three major 
tax sources. 

In all but two of the States in the lowest group, 
local property tax revenue accounts for a propor- 
tion of total State-local taxes that is substantially 
smaller than average. The two exceptions are  Idaho 
and Wyoming both of which have a property tax 
base dominated by acreage and mineral-producing 
realty rather than residential property. Wyoming 
does not use a personal income tax. Like New Jersey 
and Connecticut it could readily tap this source to 
broaden its tax reach and reduce its property tax. 
Idaho, like New York and Wisconsin, is in a less 
enviable position. 

Most of the States in the low property tax burden 
group are  in the Southeast. States in this region 
generally had a low-level revenue and expenditure 
structure or have shifted financing in general-and 
school financing in particular-up to the State level, 
away from property taxation. Alabama, Florida, 
Louisiana, Mississippi and Georgia provide sub- 
stantial homestead exemptions, thus reducing the 
relative property tax load in lower-valued homes. 

In 14 of the 17 States with a low property tax 
burden, that levy claims a smaller percentage of 
State personal income than sales and personal in- 
come taxes combined; indeed, in about half of these 

'This analysis considers all local property taxes-residential and 
non-residential. 



TABLE 6 - PER CAPITA STATE-LOCAL PROPERTY TAX COLLECTIONS-AMOUNT, 
AND AVERAGE RATE OF INCREASE, BY STATE. SELECTED YEARS, 1942-1971 

Per Capita Collections Average Annual Rate of Increase 

State and Region 1971 1967 1962 1957 1942 1967-71 1962-67 1957-62 1942-57 

United States Average 

New England 
Maine 
New Hampshire 
Vermont 
Massachusetts 
Rhode Island 
Connecticut 

Mideast 
New York 
New Jersey 
Pennsylvania 
Delaware 
Maryland 
District of Columbia 

Great Lakes 
Michigan 
Ohio 
Indiana 
Illinois 
Wisconsin 

Plains 
Minnesota 
Iowa 
miss our^ 
North Dakota 
South Dakota 
Nebraska 
Kansas 

Southeast 
Virginia 
West Virginia 
Kentucky 
Tennessee 
North Carolina 
South Carol~na 
Georgia 
Florida 
Alabama 
Mississippi 
Louisiana 
Arkansas 

Southwest 
Oklahoma 
Texas 
New Mexico 
Arizona 

Rocky Mountain 
Montana 
Idaho 
Wyoming 
Colorado 
Utah 

Far west' 
Washington 
Oregon 
Nevada 
California 
Alaska 
Hawaii 

$34' 

(43) 
38 
43 
33 
55 
41 
46 

139) 
62 
61 
34 
16 
31 
30 

(36) 
35 
30 
32 
41 
42 

(381 
4 1 
35 
24 
51 
42 
36 
37 

(14) 
15 
16 
16 
16 
13 
13 
13 
24 
9 

13 
16 
9 

(22) 
19 
22 
17 
32 

(40) 
5 1 
38 
36 
42 
35 

(38) 
24 
36 
50 
43 

N.A. 
N.A. 

N.A. 
N.A. 

Note: Regional collections are unweighted averages. 
N.A. - Data not available. 

'Excluding Alaska and Hawaii. 
Source: Compiled bv AClR staff from various reports of the Governments Division. U.S. Bureau of the Census. 



Table 7 
Two Tests of Interstate Variations in Residential Property Tax Burdens, 1970-71 

Income Test1 Value Test2 
States Percent Rank Percent Rank Composite Rank 

United States 
New Hampshire 
Massachusetts 

New Jersey 
Connecticut 

California 
New York 

Wisconsin 
Maine 

Oregon 
Vermont 

South Dakota 

Rhode Island 

Colorado 
Illinois 

Maryland 

Minnesota 

Pennsylvania 

Michigan 

Nebraska 

Iowa 
Florida 
Missouri 
Arizona 

Ohio 

l ndiana 

Kansas 

Tennessee 
District of Columbia 

Nevada 
Delaware 

Utah 
Virginia 

Washington 
Hawaii 
Alaska 
Montana 
Texas 
North Dakota 
Georgia 
l daho 
North Carolina 
Oklahoma 
Kentucky 
West Virginia 
Wyoming 
Arkansas 
New Mexico 
Alabama 
Mississippi 
South Carolina 
Louisiana 

'Residential property tax collections as a precent of State personal income (1970) estimated by ACIR staff. 
ZAverage effective rate (percent of the market value of the residence)-Appendix A, table A-1, 1971. 



Table 8 

Place of Property Taxation in the State-Local Tax Structure, States with Highest and Lowest 
Residential Property Tax Burdens,' 1970-71 

State 

State General Sales 

State-Local Local Property Taxes, & Personal Income Local Property Taxes as 
Property Taxes 1971 Taxes as Percent of State a Percent of State- 
as Percent of Amount Percent Personal Income, 1971 Gen. Personal Sales & 

Total Taxes ($ millions) of State General Personal Sales & Sales lncome lncome 
1971 Personal Sales Income Income Tax Tax Combined 

Income Tax Tax Combined 

United States Avg. 39.9 36,726 4.6 1.9 1.3 3.2 237.4 361.7 143.3 

New Hampshire 

Massachusetts 

New Jersey 

New York 
Wisconsin 

California 
Connecticut 

South Dakota 
Vermont 

Maine 

Nebraska 

Oregon 
Colorado 
Rhode Island 
Iowa 

Maryland 
Illinois 

Alaska 
Idaho 
Virginia 
Delaware 

North Carolina 

New Mexico 

Georgia 
Hawaii 
Oklahoma 
Wyoming 

Kentucky 

Arkansas 
West Virginia 
Mississippi 

South Carolina 
Alabama 

17 HIGHEST RESIDENTIAL PROPERTY TAX BURDEN STATES 

59.1 165 6.2 2 0.2 0.2 

52.2 1,647 6.6 0.8 2.3 3.1 

54.7 1,932 5.8 1.6 0.1 1.7 

37.6 4,745 5.4 1.4 2.9 4.3 

43.3 958 5.9 2.1 3.1 5.2 

49.1 5,748 6.5 2.0 1.4 3.5 

51.2 842 5.7 1.8 0.1 1.9 

55.2 161 7.6 2.5 3 2.5 
37.3 84 5.4 1.3 2.8 4 .O 

45.2 182 5.6 2.8 0.7 3.6 

51.2 334 6.0 1.6 1 .O 2.6 

48.9 439 5.6 2 2.9 2.9 

41.9 426 5.0 1.9 1.7 3.5 

38.7 173 4.7 2.2 1 .O 3.3 
49.8 639 6.1 2.0 1.1 3.1 

32.8 633 3.8 1.6 2.5 4.0 

38.9 2,234 4.5 2.0 1.5 3.6 

17 LOWEST RESIDENTIAL PROPERTY TAX BURDEN STATES 

22.7 33 2.4 2 3.0 3 .O 
35.2 102 4.4 2.0 2.4 4.4 

29.4 50 1 3.0 1.4 1.9 3.2 
17.6 49 2.1 2 3.3 3.3 

25.2 41 1 2.5 1.8 1.8 3.6 

22.4 75 2.4 3.7 1.1 4.9 
32.2 495 3.2 2.4 1.2 3.6 
18.2 88 2.6 5.2 3.4 8.5 
30.2 255 3.0 1.2 0.8 1.9 
47.3 69 5.8 2.9 3 2.9 
22.2 204 2.1 2.9 1.3 4.3 

25.6 133 2.5 2.2 0.8 3.1 
22.2 130 2.5 3.6 1.1 4.8 
24.3 167 2.9 4.3 0.8 5.1 
22.2 172 2.3 2.8 1.4 4.2 
14.8 118 1.2 2.3 0.9 3.3 

2 N.C. 

866.8 289.5 

370.1 N.C. 

403.5 187.5 

282.6 189.0 

319.7 453.7 

317.7 N.C. 

303.8 

442.1 195.3 

197.8 758.3 

375.3 618.5 

194.2 

271.3 297.9 

208.4 455.3 
301.4 555.7 

240.7 152.9 

218.2 288.6 

N.C. 
21 7.0 

357.1 

128.0 
113.2 

187.5 

306.2 

303.8 
135.5 

156.9 

231.9 

194.2 

142.0 

143.0 

194.8 

93.5 

124.3 

78.6 

100.0 

92.4 
62.0 

69.9 

48.4 

91 .O 
29.9 

154.5 

202.9 

48.2 

81.1 

51.8 
57.2 
53.4 
36.5 
75.0 Louisiana 19.0 237 2.1 2.1 0.7 2.8 

N.C.-not computed =State levies no personal income tax. 
'Based on composite ranking in table 7 
'State levies no general sales tax. 

Source: Compiled by ACIR staff from various publications of the U.S 
Bureau of the Census. 



States, the property tax burden is less than the sales 
tax burden alone. Although all but one of these 17 
States levy personal income taxes, the income tax 
burden generally is not larger than the relatively 
light property tax burden. Hawaii- the only State 
that finances elementary and secondary education 
almost 100 percent at the State level-is an  obvious 
exception, with the highest sales and personal in- 
come tax load in the Nation. 
Summary 

The foregoing analysis indicates a broad range in 
the property tax burden-from fairly light in the 
South to extremely heavy in many of the Northern 
tier of States-even after allowance for the rela- 
tively low income levels in the South. This extreme- 
ly varied pattern represents a difficult challenge to 
the development of any National program to relieve 
residential school property taxes. As might be ex- 
pected, the States themselves have developed a 
variety of property tax relief programs to meet 
their perceived needs. (See Chapter V.) 

The Property Tax Base 
At one time, the property tax approached a truly 

comprehensive tax on private wealth. In addition to 
real estate, it legally encompassed most personal 
property: intangibles, such as money, debts and 
securities; as well as tangibles, such as household 
belongings, business inventories and equipment, 
livestock, tractors and other farm personalty. 

With the passage of time, the property tax base 
has been narrowed-particularly to exclude many 
types of personal property. Intangible personal 
property was the first to be removed from the base, 
mainly because it was difficult to locate. In addi- 
tion, because income from intangibles is taxed under 
Federal and State income tax laws, the specter of 
double taxation arises where intangible personalty 
is subject to property taxation. Household goods 
have been exempted from property taxation because 
locating them and obtaining accurate valuatibns 
presents administrative difficulties. Yields from 
taxation of household goods therefore have been 
minimal. And in recent years, there has been a ten- 
dency for States to eliminate business personal 
property, particularly inventories, from the tax 
base.' All personal property is exempt from prop- 
erty taxation in five States: Delaware, Hawaii, 
North Dakota, New York and Pennsylvania. 

The property tax has thus become increasingly a 
tax on real estate. (See Table 9.) 

Property Tax Increasingly a Tax on Housing 
Of the $40.2 billion in property taxes collected by 

reveals that a little more than $20 billion was levied 
against residential property (including apartment 
houses and farm dwellings). That represents more 
than three-fifths of the total real estate taxes (ex- 
cluding taxes on public utilities). The residential 
portion has been increasing. Assessed value data 
from the 1957, 1962 and 1967 Censuses of Govern- 
ments indicate a steady growth in the proportion 
attributed to residential assessments, and a steady 
drop in industrial and commercial assessments. 
Thus, the property tax is also increasingly a tax on 
housing. This fact may explain in part the intensity 
of public disfavor with the property tax. Moreover, 
as the tax becomes more residential it also becomes 
more regressive. 

Taxes and Tax Policy: 
A Survey of Public Attitudes 

Democracy is the recurrent suspicion that 
more than half the people a r e  right more 
than half the time. 

E. B. White 

Americans have strong-and negative-feelings 
about their local property tax, considering it the 
least fair of the major tax sources. Yet, they were 
evenly divided in their attitude toward the Federal 
government raising its taxes to help reduce the local 
property tax. Although some 44 percent preferred 
a Federal "hands-off" policy, 32 percent favored a 
new value-added tax and 14 percent favored higher 
individual income taxes to help provide property 
tax relief. 

These were two of the major findings that emerged 
from a Public Appraisal of Major Types of Taxes 
conducted for the Advisory Commission on Inter- 
governmental Relations by the Opinion Research 
Corporation in March of 1972. (For a more detailed 
report of the poll, see Appendix B.) In addition, the 
survey revealed these taxpayer opinions: 

*The Federal government gives the taxpayer 
the most for his tax dollars. 

.The Federal personal income tax is the Na- 
tion's fairest tax and the local property tax is 
the least fair tax. 

*If the National government has to raise sub- 
stantial tax revenues, the elimination of special 
tax treatment for various items in the Federal 
income tax is the preferred approach. 

.States should use the sales tax if they are  
forced to raise large amounts of new tax dollars. 

local governments in fiscal 1972, $31.7 billion came .An additional amount came from real estate owned by 
from realty." A closer look at the sources from public utilities, which paid some $3 billion on both their 
which local property tax collections were derived personal and real property. 



TABLE 9-WHO PAYS THE LOCAL PROPERTY TAX? 
Estimated Local Property Tax Collections 

By Source, 1972' 

Source 

Nonbusiness 
Nonfarm residential realty2 
Farm realty3 
Vacant lots 

Total nonbusiness realty 

Nonfarm personalty4 
Farm personalty 

Total nonbusiness personalty 

Total nonbusiness 

Business 
Farm realty5 
Vacant lots 
Other realty6 

Total business realty 

Farm personalty7 
Other personalty8 

Total business personalty 

Public utilities 

Total business 

Total 

Amount 
(millions) 

Percentage 
distribution 

ACIR staff estimates based on estimated 1972 collections distributed on basis of 1967 Census data, latest available statistics. 
Includes both single-family dwelling units and apartments. An estimated $14 billion or 36 percent of all local property taxes was 
derived from single-family homes; about $5 billion or 12 percent of property tax revenue came from multi-family units. 
Estimated collections from the taxation of the "residential" element of the farm. 
The collections produced through the taxation of furniture and other household effects. 
Estimated collections from the taxation of land and improvements actually used in the production of agricultural products-this is 
exclusive of the land and buildings used in a residential capacity by the farmer. 
Commercial and industrial real estate other than public utilities. ' The estimated collections from the taxation of livestock. tractors. etc. 
Estimated collections from the taxation of merchants' and manufacturers' inventory, tools and machinery, etc. 
This is the estimated grand total for local property tax receipts. In addition, there is an estimated $1.3 billion in State property taxes. 
The data needed for a similar distribution of State receipts is not available. However, it is estimated that approximately $450 million 
of the State receipts are derived from general property taxes and could probably be distributed among the various sources of revenue 
in the same proportion as local receipts. The remaining $850 million in State receipts consists mainly of State special property taxes 
on business personal property, but includes a substantial amount from special property taxes on motor vehicles, most of which is 
collected by the State of California. 

Source: ACIR compilation. 



The Least Fair Tax 
Of the major tax sources presently used by the 

three governmental levels, the local property tax 
was decisively selected as being the least fair. When 
specifically asked, "Which do you think is the worst 
tax, that is, the least fair?", the nationwide results 
were: 

Percent of 
Total U.S. Public 

Local Property Tax 45 
Federal Income Tax 19 
State Income Tax 13 
State Sales Tax 13 
Don't Know 10 

Because the property tax is levied and adminis- 
tered by myriad local governmental units, one 
might have expected public attitudes toward this tax 
source to show a high degree of variation. But, oppo- 
sition to the local property tax was uniform among 
respondents of various socio-economic backgrounds. 
Regardless of age, income, area of residence, type of 
employment, race and other such factors, each sub- 

A " 

classification decisively chose the property tax as 
the least fair-and generally by margins of 2 to 1. 
(See Appendix B, Question B5.J The Federal income 
tax provoked the second largest number of negative 
responses while State sales and income taxes en- 
countered the least public antipathy. These attitudes 
also were fairly uniform regardless of background. 

Any variation in hostility to the local property tax 
- - 

is superimposed over this general current of opposi- 
tion. Among the groups with the most decisively 
negative feelings were the elderly (60 years or over), 
farmers and those residing in the North Central* and 
Western** regions of the country. Those least op- 
posed to the local property tax included residents in 
the Southern*** States (where property taxes are 
lowest) and the Northeasternk*** States (where they 
are  highest), renters and the young (those under 40). 
Even among these latter groups of respondents, how- 
ever, the property tax was decisively chosen as the 

*The North Central region comprises Ohio, Indiana, Illi- 
nois, Michigan. Wisconsin, Minnesota, Iowa, Missouri, 
North Dakota, South Dakota, Nebraska, Kansas. 

**The Western region comprises Montana, Idaho, Wy- 
oming, Colorado, New Mexico, Arizona, Utah, Nevada, 
Washington, Oregon, California. 

***The Southern region comprises Delaware, Maryland, 
District of Columbia, Virginia, West Virginia, North 
Carolina, South Carolina, Georgia, Florida, Kentucky, 
Tennessee, Alabama, Mississippi, Arkansas, Louisiana, 
Oklahoma, Texas. 

****The Northeastern region comprises Maine, New Hamp- 
shire, Vermont, Masscahusetts, Rhode Island, Connecticut, 
New York, New Jersey and Pennsylvania. 

least fair of the major tax sources available to 
governmental levels. 

Substituting Federal Taxes for the 
Local Property Tax 

Public dissatisfaction with the local property tax 
has led to a current proposal to substitute a Federal 
value-added tax to help reduce the local property 
tax. Only 32 percent of the respondents indicated 
agreement with this course of action, but an  addi- 
tional 14 percent preferred higher Federal individual 
income taxes to achieve property tax reduction. 
Taken together, 46 percent favored some form of 
Federal intervention to reduce local property taxes; 
this was almost exactly counterbalanced, however, 
by 44 percent of the respondents who felt neither 
course of Federal action should be pursued. Here is 
the specific question and responses: 

Here are  three statements about taxes. Which 
of the statements agrees most with your own 

Percent of 
Total U.S. Public 

1. The Federal government 
should start a value- 
added tax (a form of 
National sales tax) 
and use the money to 
help reduce local 
property taxes. 
2. The Federal government 
should not start a value- 
added tax (a form of 
National Sales tax) but 
should raise individual 
income taxes to help re- 
duce local property taxes. 
3. The Federal government 
should take neither of 44 
these actions to help 
reduce local property taxes. 
4. Don't know. 10 

Generally, subgroups of respondents (categorized 
according to age, sex, income, education, etc.) held 
the same preferences as the respondents in general. 
That is, in each category more respondents pre- 
ferred no Federal involvement in reducing the local 
property tax to either a Federal value-added tax or 
higher individual income taxes for that purpose. (See 
Appendix B, Table B-7.) 

Comparing responses of those indicating a prefer- 
ence for Federal action to help reduce local prop- 
erty taxes with those who prefer a "hands-off" 
Federal option yields some interesting results. A 



profile of those most likely to favor Feder  1 inter- 
vention would be men, sixty years or older, ybith less 
than a high school education, living in a nori-metro- 
politan area outside of the southern Slates and 
perhaps owning their own homes. Those opposed to 
Federal action to help reduce local property taxes 
would be  women, less than sixty years of age, with 
at least a high school education, living in the non- 
metropolitan areas (50,000 or less population], 
particularly in the South. On the other hand, neither 
income level nor race appear to be  critical factors 
with respect to these attitudes. There is no system- 
atic response among income levels, for example, and 
both whites and non-whites favor Federal action, 
the latter by a more decisive margin. 

Level of Government 
Despite the traditional view of grass roots democ- 

racy and local involvement, more Americans feel 
they receive most for their money from the Federal 
sector-not local governments and certainly not the 
States. The specific question and the national re- 
sponse were,  "From which level of government do 
you feel you get the most for your money-Federal, 
State or local?" 

1. Federal 
2. Local 
3. State 
4. Don't know 

Percent of 
Total U.S. Public 

39 
26 
18 
17 

This pattern of responses-Federal, local and then 
State-held for each of the subgroups of respond- 
ents, except for those living in the western States, 
where the choice between the State and local sector 
was a stand-off at a level half that for the Federal 
government. (See Appendix B, Table B-6.) Prefer- 
ences for the Federal sector were particularly strong 
among non-whites, and those living in metropolitan 
areas of one million or more. Somewhat surprising 
is the preference that those in the $5,000-$6,999 
category had for the Federal government since this 
percentage exceeds the national average by 48 per- 
cent to 39 percent. On the other hand, the prefer- 
ences for the income classes immediately above and 
below the $5,000 to $6,999 income group are  more in 
line with the national percentage while generally 
sharing the same preference pattern as other sub- 
groups; those aged 50 to 59 as well as those residing 
in rural non-metropolitan areas were less decisively 
inclined to favor the Federal sector. 

Local governments, the second choice of virtually 
all subgroups of respondents, found somewhat 
greater (than the national average) acceptance 
among those 40 to 59 years of age, people with at 

least some college education, individuals employed 
in managerial capacities, and those earning $7,000 
and over. Those inclined to view local governments 
less favorably than the countrywide average-but 
still in second place-were people under 40, '60 
years or over, and renters of homes. State govern- 
ments, standing as the third preference of re- 
spondents a re  somewhat more favored (than the 
nationwide figure) by those 18 to 29 years of age. 
Non-whites, on the other hand, had distinctly less 
preference for the State sector. 

The Fairest Tax 
The Federal income tax was chosen as the Nation's 

fairest by 36 percent, with State sales taxes a close 
second, 33 percent. The specific statement and the 
tabulation of responses for the Nation as a whole 
were: 

Here is a list of the major types of taxes in the 
country today. Which do you think is fairest? 

Percent of 
Total U.S. Public 

1. Federal income tax 36 
2. State sales tax 33 
3. State income tax 11 
4. Local property tax 7 
5. Don't know 13 

Although the Federal income tax was preferred* 
to State sales taxes nationwide and for most sub- 
groups of respondents, there were a goodly number 
of socio-economic groups that reversed this order. 
Included among those whose first preference was 
the State sales tax were women, people aged 30 to 
39 and those 50 and over, residents of rural and 
urban non-metropolitan areas, those living in the 
southern States, individuals earning $10,000 to 
$15,000 and homeowners. State income taxes were 
distinctly third and local property taxes fourth, 
with few reversals of preferences among population 
subgroups. (See Appendix B, Table 8-4.1 

The Federal income tax was particularly favored 
by men, people aged 40 to 49, those who completed 
high school, individuals employed in professional 
capacities and residents of the northeastern States. 
Residents of rural non-metropolitan areas tended to 
view the Federal income tax far  less favorably than 
their nationwide counterparts-as did residents of 
southern States, individuals 30 to 39 years of age as 
well as those 60 years and over, persons with less 
than a high school education and residents of urban 
non-metropolitan areas. 

The State sales tax found greater than average 

*Note that although the Federal income tax was chosen as 
the fairest tax, it also received the second largest number 
of votes as the least fair tax. 



acceptance by those 50 to 59 years of age, individuals 
with at least some college education, people living 
outside the northwestern region as well as those 
with incomes $10,000 to $15,000. A sharply less 
favorable response, however, was registered by 
residents of the northeastern States, non-whites and 
renters. 

Best Method of Raising Federal Taxes 

If the Federal government were forced to raise 
taxes substantially, most respondents preferred that 
the special tax treatment accorded to various groups 
be reduced. The specific question and the national 
response were: 

Suppose the Federal government must raise 
taxes substantially, which of these do you think 
would be the best way to do it? 

Percent of 
Total U.S. Public 

1. Collect a Value Added Tax 
(VAT), a form of National 34 
sales tax on things other than 
food and similar necessities. 
2. Raise individual income 10 
tax rates. 
3. Raise money by reducing 
special tax treatment for 
capital gains and cutting tax 
deduction allowances for char- 
itable contributions, State 
. and local taxes, medical 

expenses, etc. 
4. Don't know 16 

Somewhat surprising in  light of the rather small 
difference between the VAT and the "base-broaden- 
ing" approach to the Federal income tax for the 
Nation as a whole is the degree of consistency in  
preferences displayed among groups of respondents. 
Indeed, only two such groups- professionals and 
residents of urban non-metropolitan areas-chose 
the value-added tax as the best method to raise 
additional Federal tax revenues. Rate increases on 
the individual income tax were chosen as the best 
method by only 10 percent. (See Appendix B, Table 
B-1.) 

The value-added tax approach, however, was 
regarded as being the next best way of raising sub- 
stantial Federal tax revenues, with a broader-based 
Federal income tax being a close second. The spe- 
cific responses to the question "Which do you think 
would be the next best way?" were: 

Percent of 
Total U.S. Public 

1. Collect a Value Added Tax 
(VAT), a form of National 29 

sales tax on things other than 
food and similar necessities. 
2. Raise money by reducing 
special tax treatment for 
capital gains and cutting tax 
deduction allowances for char- 
itable contributions, State and 
local taxes, medical expenses, 
etc. 
3. Raise individual income 18 
tax rates. 
4. Don't know. 26 

Raising individual income tax rates was again the 
third choice of respondents. (See Appendix B, Table 
B-2.) 

Best Method of Raising State Taxes 
The State sales tax proved to be the most popular 

way to raise additional revenues for the State 
governments. 

When asked "Suppose your State government 
must raise taxes substantially, which of these do you 
think would be the best way to do it-State income 
tax. State sales tax or State property tax?," the na- 
tional response was: 

Percent of 
Total U.S. Public 

1. State sales tax 46 
2. State income tax 25 
3. State property tax 14 
4. Other 5 
5. Don't know 10 
This pattern of responses-sales, income, prop- 

erty-held without exception for each subgroup of 
respondents. (See Appendix B, Table B-3.) Those 
with greater than average preference for the sales 
tax were individuals living in the north central and 
western States, people earning $10,000 or over and 
homeowners. By way of contrast, renters and those 
earning less than $5,000 were sharply less enthus- 
iastic about the State sales tax, though still con- 
sidering it the best available alternative for State 
governments. 

The State income tax-while the second choice- 
found greater acceptance among men and those 18 to 
29 years of age than was true for the Nation as a 
whole. Individuals aged 50 to 59, however, varied in 
the negative direction from the national average. 

A statewide property tax found greater acceptance 
among renters and those 18 to 29 years of age than 
other population segments but was distinctively less 
appealing to individuals 60 and over, residents of 
the north central States and homeowners. 

Other Polls 
The findings of the ACIR-sponsored poll reinforce 

an  earlier ~ o l l  conducted by the Urban Observatory 



TABLE 10 - THE ESTIMATED BURDEN OF MAJOR FEDERAL, STATE AND LOCAL TAXES FOR A 
HYPOTHETICAL FAMILY OF FOUR, EARNING $5,000 IN 1953 AND $12.000 IN 1972 

1972 1953 Percentage increase 
in  tax related to 

Type of tax Tax as % Percentage Tax as % Percentage income 
of family income distribution of family income distribution 1953 - 1972 

Total 20.2 100.0 11.8 100.0 71.2 

Federal personal 
income tax 

Social security tax 
(OASDHI) 

N Major State and local 

taxes 

Personal income 1.8 8.9 0.3 2.5 500.0 

General sales 1.4 6.9 0.6 5.1 133.3 

Exhibit: 

Major State & local plus 108.2 - 55.3 - - 
OASDHI Taxes as % of 

Federal income tax 

l ~ p u m a  all income from wages and salaries and earned by one spouse. 
SOURCE: AClR staff Computations. 



program of the National League of Cities. In that 
poll, the respondents indicated a very strong prefer- 
ence for sales taxes if their local governments had 
to raise more revenue. Their second preference was 
a local income tax with higher property taxes regis- 
tering a very poor third.2 

Another poll, conducted by George H. Gallup, 
showed that 55 percent favor and 34 percent oppose 
an  increase in State taxes so that real estate taxes 
could be lowered on local property. However, 51 
percent oppose and only 35 percent favor creating a 
National sales or value-added tax in order to reduce 
local property taxes. This poll also asked people 
whether they would vote for or against a tax in- 
2rease if the local public schools said they needed 
more money. Of those queried, 56 percent indicated 
they would vote against an increase and only 36 
percent indicated they would vote for it.3 

The Causes of Unpopularity 
Why is the property tax the most unpopular of 

all major taxes? This question takes on added 
significance because over the last twenty years the 
property tax load borne by the average family has 
grown more slowly than have the burdens of most of 
the other major taxes. [See Table 10. )  

While no tax is popular, the property tax possesses 
certain irritating characteristics that are  quite 
unique. 

.No other major tax in our public finance 
system bears down so harshly on low-income 
households, or is so capriciously related to the 
ability to pay taxes. 

When compared to the preferential treatment 
accorded shelter outlays under both the income 
and sales taxes, the property tax stands out 
clearly as an  anti-housing levy. Moreover, as the 
tax increases steadily, it is viewed as a growing 
threat to homeownership. 

.Unlike income and sales taxes. the property 
tax imposes a levy on unrealized capital gains. 
Undoubtedly, many property owners do not 
share the view held by most economists that 
this constitutes an  acceptable method for taxing 
income. Homeowners, especially, a re  apt to dis- 
miss the increase in the value of their home as 
mere "paper profit" that they do not intend to 
convert into "spendable income." 

The administration of the property tax is far 
more difficult than is the case with either the in- 
come or sales tax. At best, the property tax 

assessment is based on an  informed estimate of 
the market value of the property. The subjective 
judgment of market value seems all the more 
arbitrary during times of inflation and in juris- 
dictions experiencing rapid changes in property 
values. 

.The dramatic increase in  taxes (and the re- 
sultant taxpayer shock) that often follows in the 
wake of an infrequent mass re-appraisal has no 
parallel in the administration of the income or 
sales tax. 

.The property tax is more painful to pay than 
the "pay as you go" income and sales taxes. This 
is especially true for those property taxpayers 
who are  not in a position to pay the tax on a 
monthly installment basis. 

The property tax has the worst public image. 
For more than fifty years, this tax has been cited 
by both political leaders and tax scholars as the 
most wretchedly administered tax. 

The factors cited above have combined to make 
the property tax the most disliked of all of our 
major revenue instruments. They also explain why 
the "felt burden" of this tax is greater than that 
suggested by the economic analysis set forth in 
Table 10. 

Despite its obvious defects and poor public image, 
the property tax has significant political and fiscal 
virtues. First, it is the one major revenue source 
directly available to local government and there- 
fore serves as the traditional defense against cen- 
tralization. Second, it is the one tax in general use 
that can recapture for the community the property 
values the community has created. Third, its high 
visibility makes it a force that works in favor of 
greater public accountability. 

Beyond these three considerations there is the 
inescapable element of fiscal realism-the Nation's 
local governments will not quickly come up with an  
acceptable substitute for this powerful $45 billion 
revenue producer. Prudent public policy, therefore, 
would dictate the adoption of measures designed to 
reduce the irritant content of this levy. 

FOOTNOTES 

'ACIR, State and Local Finances: Significant Features and 
Suggested Legislation, 1972 Edition (M-74). p. 246. 

2Nation's Cities, August 1971, p. 15. 

3Phi Delta Kappan, September 1972, pp. 33-46. 



chapter IV 

the 
tax 

burden 

Two questions are  raised in this chapter: (11 Is the 
property tax regressive-that is, does it bear more 
heavily on low-income families than on those with 
high incomes? (2) What tests should be  used to 
measure property-tax overburden and to determine 
appropriate relief? 

The Regressivity Issue 

The impact of the residential property tax can be  
viewed in two contrasting ways. The traditional view 
holds that in the final analysis the property tax is 
borne by renters and consumers, and that the best 
measure of ability to pay taxes is the annual flow of 
money income into the household. A counter view, 
held by some economic theorists, contends that the 
property tax ultimately is borne entirely by owners 
of capital. If the property tax burden falls on renters 
and consumers, it is regressive throughout the entire 
income range. If it bears entirely on capital, it is 
regressive up to the $10,000-$15,000 income class 
and becomes progressive in the upper-income 
ranges. 

Incidence of the Property Tax * 

Tax incidence is the effect of a tax on the real in- 
come of different people. The incidence of a tax on 
an  individual's income comes about in three ways: 
(1) through changes in his legal tax liability (the size 
of the check h e  sends to the government to pay the 
tax); (2) through changes in the prices of things h e  
sells (his labor and the services of any capital or 
land that he  may own);  and (3) through changes in 
the prices of things he  buys (goods and services of 
all sorts). A typical tax will have effects of all three 
types, and these effects may be cumulative or off- 
setting in their impact on a given individual. For the 
sake of simplicity, the concept of tax incidence is 
usually treated in terms of the effect of the tax on 
the income of representative individuals in various 
income classes. 

Composition of the Property Tax. Taxes on real 
property are  the source of about four-fifths of State- 
local property tax collections; taxes on personal 
property account for about one-seventh and taxes on 
utility property (which is a combination of realty 
and personalty) make up the balance. Of the real 
estate taxes, about 40 percent derive from land and 
about 60 percent from structures.' Thus, of total 
State and local property tax collections, about 30 
percent comes from land, 50 percent from structures, 

*A listing of the major works relating to property tax 
incidence appears in Appendix C. 



and 20 percent from tangible personal property 
(including utilities) .* 

Property Tax Incidence: Land and Buildings. What 
can be said about the incidence of the property tax? 

Land. Insofar as the property tax falls on land, it 
will result in a one-time decrease in the price of land 
and a capital loss to its owner at the time the tax is 
imposed or increased. This comes about because the 
quantity of land is completely fixed. Land, for all 
practical purposes, cannot be  created or destroyed. 
Landowners cannot collectively supply more or less 
land to the market. Potential renters need bid no 
more for the land than they did before the property 
tax was imposed, since the owner must rent the land 
to someone (if only to himself). Potential buyers will 
bid less, since they will now be liable for the prop- 
erty tax and their potential rental income will be no 
greater. 

Once the property tax rate has been increased, it 
has no further effect in subsequent years until it is 
changed again. New buyers of land will pay the tax 
in the nominal sense that they write the check for 
the annual amount, but they do not bear the burden 
of the tax in any fundamental sense because the tax 
caused the purchase price of the land to be lower by 
an amount sufficient to compensate for these ex- 
pected annual tax payments. There is general agree- 
ment that the owner ultimately pays the property tax 
on the land. 

Buildings. There are two views, however, as to 
who pays the property tax on improvements. Ac- 

*Dick Netzer estimated that 60 percent of personal prop- 
erty was legally taxable in 1956-58. Since that time many 
States have removed one or more items of personal prop- 
erty from the tax r01ls.~ 

cording to the traditional position, the renter pays 
the property tax on residences and the consumer 
pays the property tax on commercial and industrial 
property in the form of higher prices for the goods 
purchased. The property tax is thus viewed as ini- 
tially reducing the rate of return to capital in  im- 
provements thereby slowing investment and result- 
ing in higher prices for the services provided by such 
assets. . 

Dick Netzer recently forcefully summarized this 
traditional view of property tax incidence: 

. . . the component of the property tax that falls 
on housing amounts to the equivalent of a very 
stiff sales tax on consumer expenditures for 
housing. We tax housing more heavily than any 
other item of consumer expenditure in the 
United States with the exception of liquor, 
tobacco, and gasoline. I think it is a grotesque 
social policy to tax something we all agree is a 
good thing, more heavily than almost anything 
else a consumer chooses to spend money for. 

The property tax on housing in American cities 
is probably the most seriously regressive aspect 
of the entire American fiscal system. Other 
taxes that can be said to be more regressive are 
only minor revenue producers. Of the major 
taxes, this one is by far the most r e g r e ~ s i v e . ~  
A more recent view of property tax incidence 

holds that the initially lower rate of return on prop- 
erty improvements does not offset the total level of 
investment but simply channels investment into 
areas of the economy that are  less heavily taxed. 
That leads to a generally lower rate of return on all 
investment and, according to this view, the property 
tax is ultimately borne by the owners of capital. 

---- -- 

Table 11 
Ratio of Wealth to Income, by Age Group and Income Bracket, 1962 

Age of Head 
Income Bracket Under 35 35-54 55-64 65 and Over All Ages 

$ 0 - 2,999 
3,000 - 4,999 

5,000 - 7.499 
7,500 - 9,999 

10,000 - 14,999 
15,000 - 24,999 
25,000 - 49,999 
50,000 - 99,999 

100,000 and over 
All incomes 

-- - -- 

'Sample size of ten or less 
Source: Computed from data in U.S. Board of Governors of the Federal Reserve System, Survey of Financial Charac- 
teristics of Consumers IWashinaton: 19661. 



Those who view the property tax as a tax on 
wealth or on capital also point to the fact that capital 
ownership is largely concentrated in the higher- 
income brackets. (See Table 11.) Therefore, accord- 
ing to this view of property tax incidence, any re- 
duction in the rate of return to assets brought about 
by the property tax results in a progressive distribu- 
tion of the tax burden.' Some people with a low 
current income possess considerable property hold- 
ings, however. Therefore, even when the tax is 
viewed as borne solely by capital, the overall 
burden falls in a U-shaped pattern. 

There is no consensus on the incidence of the 
property tax as it relates to buildings, but it seems 
likely that the burden distribution lies somewhere 
between these two theoretical views. 

In reality, the property tax is levied everywhere, 
but it is not imposed equally on all uses of capital. 
Not all of the funds that are  invested in a business 
manifest themselves in property subject to the tax. 
Some of the capital invested in a business does not 
take the form of physical property but is rather in 
cash for transaction purposes or in accounts receiv- 
able. Furthermore, not all physical property [inven- 
tories in some places, machinery in others, for ex- 
ample) is subject to ad valorem taxation. Thus, 
housing is taxed more heavily than other business by 
the property tax. (See Table 12.) This will cause 
investors to apply more of their funds to other 
businesses and less to rental housing. The supply of 
rental housing will be  reduced and  the price will 
increase. The tax is thus partially borne by renters. 
Yet capital is not unaffected. As investors place 
more of their funds in other businesses where the 

Table 12 
Property Taxes as a Percent of lncome 

From Capital, 1953-59 

Industry group Property Tax 
Manufacturing 6.7 
Residential Real Estate 26.7 
Agriculture, Forestry, and Fishing 16.5 
Mining 10.9 
Construction 9.2 
Trade 9.2 
Transportation 17.6 
Communications and Utilities 16.8 
Services 15.9 

All Non-Financial Industries 14.2 

Source: Leonard G. Rosenberg, "Taxation of lncome from 
Capital. by Industry Group." in Arnold C. Harberger and 
Martin J. Bailey (eds.). The Taxation of lncome from Capital 
(Washington: The Brookings Institution, 1969) pp. 174-1 77. 

property tax burden is lighter, they drive down the 
rate of return on all funds invested in these other 
businesses. Thus all capital, whether invested in 
housing or in other businesses, bears the burden of 
the tax in part. 

Furthermore, property tax rates vary greatly from 
one region to another and investors can choose 
where to use their capital. As a result, tenants and 
other users of local facilities in higher tax regions 
must bear the burden of the higher taxes that must 
be paid if the capital is to be  used to provide housing 
and other local facilities in those regions. In short, 
the burden of the property tax will be divided be- 
tween renters (and other consumers) on the one 
hand and investors (owners of capital) on the other, 
on the basis of real world variations in ad valorem 
taxation between alternate uses and locations of the 
capital. 

Property Tax Incidence by lncome Class 

The differing views regarding the property tax on 
structures, necessitate three alternative distributions 
of the property tax burden. (See Table 13.) Column 
A assumes the tax on structures is borne by capital 
only; Column C assumes the tax is borne by renters 
and consumers; Column B makes a straightforward 
division of the burden between renters and owners 
of capital by taking an  average of the rates shown in 
the other two columns. 

If the traditional view of the property tax is held, 
then the classic pattern of a regressive tax emerges. 
The burden of the property tax falls steadily from 
13.0 percent for those earning less than $3,000 to 2.1 
percent for those earning one million dollars or 
more. If the property tax is viewed as falling on 
owners of capital only, then the burden distribution 
is U-shaped-revealing a regressive pattern for those 
earning less than $15,000 and a progressive pattern 
beyond. In the intermediate case, the U-shaped 
pattern also emerges, but the tax is regressive for 
those with incomes of less than $20,000, and progres- 
sive thereafter. 

It is clear that the burden of the property tax is 
heavier for the lower-than middle-income groups 
regardless of which assumption is made. Since ap- 
proximately 70 percent of the families have an  in- 
come of $15,000 or less, it is also clear-again regard- 
less of assumptions as to property tax incidence- 
that the tax is regressive for the majority of families. 

The Properly Tax as a Tax on Housing* 
To the extent that the property tax results in a n  

increase in rentals, the relationship between income 

*This discussion deals with the relationship between resi- 
dential property taxes and annual household income. See 
Appendix D for a discussion of the property tax and the 
life-cycle income hypothesis. 



Income Class 

0- 2,999 

3,000- 4,999 

5,000- 9,999 

10,000- 14,999 

15,000- 19,999 

20,000- 24,999 

25,000- 49,999 

50,000- 99,999 

100,000-499,999 

500,000-999,999 

1,000,000 and Over 
All Incomes 

Table 13 
Incidence of the Property Tax Under Alternative Assumptions, 1972 

Property Tax Burden as Percent of Income 
Assuming That the Tax on Improvements is Borne by 

Capital 
Only1 

A 

l ntermediate 
Cases 

B 

Renters and Consumers 
Only2 

C 

Note: Property taxes include all levies by State and local governments on automobiles; livestock; commercial, indus- 
trial, and residential property; etc. Income is equol to the sum of Federal adjusted gross income, transfer payments. 
State and local government bond interest and long-term capital gains excluded from Federal income taxation. The 
tax on land is distributed on the basis of income from capital under all sets of assumptions. (The exclusion of imputed 
income from owner-occupied homes from the definition of income somewhat overstates the estimated progressivity of 
the tax in columns A and B. Imputations in the national income accounts for interest, net rent, and proprietors' income 
associated with owner-occupied homes amount to some 18 percent of total proprietors' income, rents, dividends and 
interest.) 

'Property taxes other than levies on non-farm motor vehicles and agricultural property are distributed on the basis of 
total property income; the tax on cars is distributed using the value of cars owned by the family; and agricultural taxes 
are distributed on the basis of gross farm value. 

21t is assumed that the tax on owner-occupied homes falls on the owner-occupier and that the tax on apartments rests 
on tenants in proportion to rents paid. The tax on commercial and industrial improvements is allocated on the basis of 
general consumption, and the tax on farm improvements is allocated among farmers and consumers in general. 

Source: Charles L. Schultze, Edward R. Fried, Alice M. Rivlin, and Nancy H. Teeters, Setting National Priorities, The 
1973 Budget (Washington: Brookings Institution, 1972). Columns A and C are from p. 445. Other column from ACIR staff 
computations based on p. 445 and p. 447. 

a n d  housing expenditures  is the key factor i n  deter-  
mining property tax incidence.  

Professional opinion holds that the  lower a fam- 
ily's income,  the larger  the portion of income it 
spends  on  housing. Moreover ,  a s  a family moves u p  
the  income scale ,  the  percentage of income spen t  o n  
housing decl ines more  rapidly than  the percentage 
spen t  o n  o ther  consumption items. This  pat tern ap- 
pears  i n  the findings of the 1960-61 Consumer Ex- 
pendi tu re  Survey  conducted by the U. S. Bureau of 
Labor Statistics. (See Table 14.) Because of this 
overall  relationship be tween  housing expendi tu re  
a n d  income,  the percentage of income pa id  by  home- 
owners  to mee t  property t ax  liabilities also falls 
sharply a s  income rises. 

A precipitate d rop  i n  the property tax e lement  of 
housing expenditures  relative to income is demon-  
s t rated i n  special  tabulations p r e p a r e d  for  ACIR by  
the US. Bureau of the Census.* 

For the Nation a s  a whole,  a n d  for each  major  

*The Census definition of income is the sum of: (a] money 
wages or salaries; (b) net income from non-farm self em- 
ployment; (c) net income from farm self employment; (dl 
social security benefits; (el dividends, interest (on savings 
or bonds), income from estates or trusts or net rental in- 
come; ( f ]  public assistance or welfare payments; (g) unem- 
ployment compensation, government employee pensions 
or veternas' benefits; (h] private pensions, annuities, ali- 
mony, regular contributions from persons not living in the 
household, net royalties, and other periodic income. 



geographic region, the property tax burden as a per- 
cent of income of the lowest-income groups (under 
$2,000) was several times that of the highest-income 
class ($25,000 or more). (See Table 15.) Nationally, 
the very low-income families had a burden nearly 
six times that of the higher-income class. In the 
Northeast, this ratio was nearly eight-to-one; in the 
northcentral States, almost seven-to-one; in the 
South, close to five-to-one; and in the West, approx- 
imately eight-to-one. In each region, property tax as 
a percentage of family income falls steadily, mark- 
edly and without interruption as income climbs. 

In 1970, homeowners paid a n  average (median) of 
3.4 percent of their income in property taxes.* In 
striking contrast, over six million elderly home- 
owners paid an  average (median) of 5.2 percent of 
their income in property taxes. (See Table 16.) For 
the Nation as a whole, and in each major geographic 
region, the same pattern of a steeply regressive tax 
emerges. The property tax collector took an  average 
of 15.8 percent from the low-income elderly nation- 
ally-29.3 percent in the Northeast, 16.6 percent in 
the northcentral States, 7.8 percent in the South and 
21.5 percent in the West. Nationally, the non-elderly 
poor turned over an  even higher portion of their in- 
come to the property tax collector-18.9 percent. 
(See Table 17.) Both for the Nation as a whole and 

in each major geographic region, the elderly (65 and 
over) paid a higher portion of their income in prop- 
erty taxes than any other age group. [See Table 18.) 

The Property Tax Overburden Issue 
At what point does a property tax constitute a n  

extraordinary burden? This issue is controversial 
and any answer is clearly a matter of individual 
opinion. Two tests can be  used as rough measures of 
property tax overburden-the value test and the 
cash flow test. 

Value Test 
Mabel Walker, a long-time student of the property 

tax and its effects, has taken the position that the 
real estate tax burden should not exceed 2 percent of 
market value: 

"What is a fair tax rate?" or "What should be  

*The median is a more sienificant measure of central " 
tendency than the arithmetic mean, especially where the 
distribution is highly skewed. The difference between the 
3.4 percent mediin and the 4.9 percent arithmetic mean can 
be explained by the very high property tax loads borne by 
low-income households. The distribution is also skewed 
because property tax rates vary so much from region to 
region. 

I 

Table 14 
Relation of Expenditures on Shetter and Expenditures for Other Current Consumption to Family lncome and 

to Each Other, All Families and Single Consumers, by lncome Class, 1960-61 

Average Average Expendi- Ratio of 
Family Money Income Shelter tures on Consump- Shelter Expendi- 
After Personal Taxes Expenditures tion Items Other tures to Other 

as Percent of Than Shelter as Consumption 

I Total Income1 Percent of Income Expenditures 

Under $1,000 33% 153% 21 % 
$ 1,000 - 1,999 19 90 21 

2,000 - 2,999 15 84 18 
3,000 - 3,999 13 82 16 
4,000 - 4,999 11 77 15 
5,000 - 5,999 11 73 15 
6,000 - 7,499 10 71 15 
7,500 - 9,999 9 67 14 

10,000 - 14,999 8 62 13 
15,000 and Over 6 45 14 
All Incomes 10 70 15 

'Total income includes money income before taxes, other money receipts, and value of items received without ex- 
pense. 
Source. Computed from data in U.S. Bureau of Labor Statistics, Consumer Expenditures and Income: Survey Guide- 
lines (Washington: U.S. Government Printing Office, 1971), Table B-9, pp. 90-91. 



TABLE 15-REAL ESTATE TAXES AS A PERCENTAGE OF FAMILY INCOME, 
OWNER-OCCUPIED SING LE-FAMI LY HOMES, BY INCOME CLASS 

AND BY REGION, 1970 

Exhibit: 
No. and distribution 

United North- North- of homeowners 
Family income1 States east central South West 

Total Region Region Region Region No. (000) % dist.' 

Less than $2,000 
$2,000 - 2,999 
3,000 - 3,999 
4,000 - 4,999 
5,000 - 5,999 
6,000 - 6,999 
7,000 - 9,999 
10,000 - 14,999 
15,000 - 24,999 
25,000 or more 

All incomes 31 ,I 44.7 
Arithmetic mean 4.9 6.9 5.1 2.9 5.4 
Median 3.4 5.0 3.5 2.0 3.9 

Census definiton of income, see footnote on page 00. Income reported received in 1970. 

Cumulated from lowest income class. 

Source: U.S. Bureau of the Census, Residential Finance Survey, 1970 (conducted in 1971), special tabulations prepared for the Advisory 
Commission on Intergovernmental Relations. Real estate tax data were compiled for properties acquired prior to 1970 and 
represent taxes paid during 1970.Medians were computed by ACIR staff. 



TABLE 16-REAL ESTATE TAXES AS A PERCENTAGE OF FAMILY INCOME, 
OWNER-OCCUPIED SINGLE-FAMILY HOMES, HOMEOWNERS 
AGE 65 AND OVER, BY INCOME CLASS AND BY REGION, 1970 

Exhibit 

United North- North- No. and distribution 
Family income1 States east central South West of homeowners age 

Total 
65 and over 

Region Region Region Region 
No. (000) % dist.' 

Less than $2,000 
$2,000 - 2,999 
3,000 - 3,999 
4,000 - 4,999 
5,000 - 5,999 
6,000 - 6,999 

7,000 - 9,999 
10.000 - 14,999 

15,000 - 24,999 
25,000 or more 

All incomes 6,294.0 
Arithmetic mean 8.1 1 1.4 8.6 4.7 9.1 
Median 5.2 8.1 5.8 2.9 6.1 

Census definition of income, see footnote on page 00. Income reported received in 1970. 

Cumulated from lowest family income class. 

Source: U.S. Bureau of the Census, Residential Finance Survey, 1970 (conducted in 1971), special tabulations prepared for the 
Advisory Commission on Intergovernmental Relations. Real estate tax data were compiled for properties acquired prior to 
1970 and represent taxes paid during 1970. Medians were computed by ACIR staff. 



TABLE17-REAL ESTATE TAXES AS A PERCENTAGE OF FAMILY INCOME FOR 
ELDERLY AND NON-ELDERLY SINGLE-FAMILY HOMEQWNERS, 

BY INCOME CLASS, 1970 

I Real estate tax as a % 
of family income 

Nonelderly 

(under 65) 

Family income1 

Less than $2,000 
$2,000 - 2,999 
3,000 - 3,999 
4,000 - 4,999 
5,000 - 5,999 
6,000 - 6,999 
7,000 - 9,999 
10,000 - 14,999 
15,000 - 24,999 
25,000 or more 

All incomes 

Exhibit: Number of homeowners (000) 

Elderly 

(age 65 and over) 

15.8 
9.5 
8.0 
7.3 
6.2 
5.8 
4.8 
3.9 
3.3 
2.7 

8.12 

Total 

1,719 
1,289 
1,398 
1,343 
1,365 
1,530 
5,377 
8,910 
6,337 
1,877 

31,145 

Elderly 

Number 

Census definition of income (income from all sources). Income reported received in 1970. 

a Arithmetic mean. 

% of 
total 

Nonelderly 

Number 
% of 
total 

Source: U.S. Bureau of the Census, Residential finance Survey, 1970 (conducted in 1971), special tabulations prepared for the 
Advisory Commission on Intergovernmental Relations. Real estate tax data were compiled for properties acquired prior to 
1970 and represent taxes paid during 1970. 



Table 18 
Real Estate Taxes as a Percentage of Family Income,' Owner-Occupied Single-Family Homes, 

by Age of Principal Owner and by Region, 1970 

United North- North- 
Age of States east central South West 

Principal Owner Total Region Region Region Region 

Less Than 25 Years 
25 - 34 
35 - 44 
45 - 54 
55 - 64 
65 Years or Over 

All ages 

'Census definition of income. Income reported was received in 1970. 
*Based on sample of less than 25 observations. 

Source: US. Bureau of the Census, Residential Finance Survey, 1970 (conducted in 19711, special tabulations prepared 
for the Advisory Commission on Intergovernmental Relations. Real estate tax data were compiled for properties ac- 
quired prior to 1970 and represent taxes paid during 1970. 

the limit on property tax rates?" are questions 
that are  often asked and seIdom answered. Tax 
writers give little attention to such questions, al- 
though they are  fundamental. . . . It seems pro- 
bable that the general public might accept the 
following figures as fair. In a rural area where 
water supply, sewage disposal, and trash collec- 
tion services must be  supplied by the property 
owner and where- unless every house is strung 
along the public highway - the owner is respon- 
sible for constructing, maintaining, and snow- 
plowing his own private road, and where some 
other urban services are  nonexistent, a property 
tax rate of 1 percent on full value assessment 
would seem to be the maximum that should be 
permitted, with the rate perhaps increasing to 
1% or even 2 percent in an  area with a full 
range of urban  service^.^ 
It is significant that residential property tax loads 

in 28 of the 50 largest metropolitan areas now exceed 
the 2 percent figure. (See Appendix A, Table A-2.) 
Those 28 SMSA's contain almost three-fourths of the 
population in the 50 largest metropolitan areas. Ele- 
ven of the metropolitan areas have effective rates 
over 2.5 percent - the Milwaukee area topping the list 
with a 3.5 percent effective rate, followed closely by 
Boston at 3.2 percent. 

A somewhat similar -although diluted- picture 
appears when we look at statewide averages. 
Twenty-three States, with 56 percent of the popula- 
tion, had effective rates over 2 percent. (See Appen- 
dix A, Table A-1.) Massachusetts, Nebraska, New 
Hampshire, New Jersey and Wisconsin topped3 percent. 

Cash Flow Test 
The median residential tax payment in 1970 

amounted to 3.4 percent of the total money income 
of the average homeowner. (See Table 15.) If this 
national norm is considered a reasonable or fair 
figure, residential property tax loads in excess of 5 
or 6 percent of household income could be  deemed 
extraordinary and would justify relief action. 

Using the 5 percent test, almost two-fifths of all 
households in the Nation (22 million) would have 
qualified in 1970 for rebates of about $4.3 billion in 
"excess" residential property tax payments. (See 
Appendix A, Table A-12.) If the 6 percent test is 
applied, then over 30 percent of all homeowners 
and renters (17 million) would have qualified for 
rebates of "excess" property tax payments in the 
amount of $2.9 billion. (See Appendix A, Table A- 
13.) 

With increasing frequency, State policymakers are  
taking the position that residential tax overburden 
can best be measured in relation to household in- 
come. Even where the effective rate (in terms of 
value) can be kept within reasonable bounds, it is 
recognized that low-income households are  affected 
adversely by the property tax. 

The notion of what constitutes an  extraordinary 
property tax burden for a low-income household 
varies among the States that have enacted circuit- 
breaker programs. (See Chapter V.) For example, 
Vermont relieves that portion of the property tax 
that exceeds 7 percent of income for all households 
with incomes of less than $4,286. The other States 



with circuit-breakers use variations of these num- 
bers. In this sense they have made pragmatic de- 
cisions regarding the point at which a property tax 
becomes burdensome. 

The Special Case of the Farmers 
Most State legislators are  under heavy pressure to 

provide property tax relief to farmers. This demand 
can be tied to the steady rise in taxes relative to 
farmers' total income from farm and nonfarm 
sources-from 2.4 percent in 1946 to 7.6 percent in 
1971. (See Table 19.) 

Significantly, the effective property tax rate in 
relation to property values has not shown a similar 
increase because rising farm land values have gen- 
erally kept pace with property tax r a t e s6  

Just as State policymakers have been concerned 
with the extraordinary tax burden on low-income 

Table 19 

Taxes Levied on Farm Real Estate as a 
Percentage of Total Personal lncome of Farm 

Population, United States, 1935-1 971 1 

Taxes as 
Year Percentage 

of lncome 

Taxes as 
Year Percentage 

ot lncome 
1955 . . . . . . . .  4.7 

1956 . . . . . . . .  4.8 
1957 . . . . . . . .  5.1 
1958 . . . . . . . .  4.8 
1959 . . . . . . . .  5.5 

1960 . . . . . . . .  5.7 
1961 . . . . . . . .  5.7 
1962 . . . . . . . .  5.8 
1963 . . . . . . . .  6.0 
1964 . . . . . . . .  6.2 
1965 . . . . . . . .  6.0 
1966 . . . . . . . .  5.9 
1967 . . . . . . . .  6.6 
196a2 . . . . . . .  7.0 

. . . . . . .  19692 7.1 
19702 . . . . . . .  7.5 
19712 . . . . . . . .  7.6 

'Total personal income before deduction of farm real 
estate taxes includes net rent paid to nonfarm landlord. 

Source: U.S. Department of Agriculture, Economic Re- 
search Service, Farm Real Estate Taxes (Washington, Feb- 
ruary 1973. RET-12). Table 7. 

homeowners and renters, they also have been acting 
to relieve farmers of property tax overburden in 
relation to their income flow. In part, this concern 
has been prompted by the need to keep owners of 
farmland from yielding to the inexorable pressures 
from urban developers. To accomplish this objective 
and to shield farmers from rising property tax rates, 
more than half of the States now provide for assess- 
ment of agricultural land according to its use for 
farming, rather than at the higher taxable levels to 
which such land is being pushed by urban develop- 
ers. (See Table 20.) 

Tax Overburden Relative to I ncome-Seven 
Causal Factors 

The following seven factors will affect the relation- 
ship between an individual's property tax bill and his 
income, and will cause his property tax burden to be 
relatively high. 
1. Low household income. 

2. Community poverty - Where property tax re- 
sources are  meager and public needs a re  high, tax 
rates will be high (unless other revenue sources are  
made available). 

3. Heavy State emphasis on local funding of educa- 
tion, welfare, health and highway programs- Junior 
colleges, welfare and social service administration, 
and various health programs are  the responsibility of 
local governments in some States and of State govern- 
ments in others. State support for local school sys- 
tems ranges from 75.9 percent in Delaware to 10.7 
percent in New Hampshire. 

4. Federal property tax deductibility-This feature 
of the Internal Revenue Code is more beneficial to 
high-income taxpayers than to low-income indi- 
viduals. 

5. High State-local dependence on property taxes 
relative to other taxes-By way of contrast, Hawaii, 
with heavy State sales and income taxes, obtains 
only 17 percent of its State and local taxes from prop- 
erty taxation, while New Hampshire, with neither 
a broad-based sales nor a broad-based personal in- 
come tax, depends on property taxation for 62 per- 
cent of its tax revenue. 

6. Above-average preference for housing-A family 
that prefers to put more of its resources into housing 
than into other amenities will have a higher prop- 
erty tax burden than one with the same income but 
a lesser taste for housing. (This is not to say that 
housing expenditures are strictly optional. Even low- 
income families must necessarily spend a minimum 
amount for housing.) 

7. Above-average community taste for public serv- 
ices-Taxes are  the means by which the members of 



State 

Alaska 

Arkansas 

California 

Colorado 

Connecticut 

Delaware 

Florida 

Hawaii 

Illinois 

Indiana 

Iowa 

Kentucky 

Maine 

Maryland 

Massachusetts4 

Minnesota 

Nebraska4 

New Hampshires 

New Jersey 

New Mexico 

New York 

Oregon 

Pennsylvania 

Rhode Island 

South Dakota 

Texas 

Utah 

Vermont 

Virginia 

Washington 

Table 20 
States Wih Differential Farmland 

Assessment Provisions, (January 1, 1973) 

Contracts 

preferential Deterred and 'Preferential assessment: Land to be assessed at value in 
Assessment1 Taxation1 Agreements1 agricultural use, with no penalty if it is later converted to 

another use. Deferred taxation: Additional taxes collected if 

X use of land changes. Contracts and agreements: Local 
government and landowner agree on restrictions on land use 
in return for lower property taxes. Typically there are penalties 

X for not complying with the agreement. 
2Connecticut does not collect a deferred tax upon a change 

X in land use but imposes a special real estate transfer tax on 
the total sales price at rates ranging from 1 to 10 percent, 
depending on the length of time the land was held subsequent 
to its classification as farm land (up to 10 years). The tax 
applies also if the use is changed by the original owner during 
the 10 year period. 

X3 =Applies only to counties with more than 200,000 population. 
'A constitutional amendment was approved recently. The 
actual method of differential assessment has not yet been 
formulated by the legislature. 
=New Hampshire's law is temporary. pending the report of 
the Open Space Land Study Commission. 
6New York's deferred tax law is based chiefly on the estab- 
lishment of agricultural districts, though land not in agricul- 
tural districts may be eligible for agricultural use assessment 
if the landowner enters into an agreement with the local 
government. 
70regon collects deferred taxes on farmland which is not 
zoned for farm use. Land which is zoned for farm use gets 
preferential assessment. 
%outh Dakota limits preferential assessment for agricultural 
property to independent school districts. 
Wermont has provided for contracts between farmers and 
local government to fix the tax rate for land. Vermont also 
enables local governments to purchase rights and interests 
in farmland, with the farmer being taxed according to the 
value of the rights and interests left him. 
'"Virginia's law enables local governments to enact a de- 
ferred tax ordinance. 

Source: U.S. Department of Agriculture. Rural Development 
Service. For further details, see Thomas F. Hady. "Differential 
Assessment of Farmland on the Rural-Urban Fringe," Ameri- 
can Journal of Agricultural Economics (Vol. 52, No. 1, 
February 1970). p. 25. See also, John Kolesar and Jaye 
Scholl, Misplaced Hopes, Misspent Millions, A Report on 
Farmland Assessments in New Jersey (Princeton: The Center 
for Analysis of Public Services, 1972). 



a community purchase those goods and services that 
a re  best provided collectively. Just as the individual 
or family chooses between a large house and a n  ex- 
pensive automobile, so does the collective community 
decide between private and public goods and serv- 
ices. 

The first four factors a re  beyond the control of the 
individual and the community in which h e  lives. The 
fifth may b e  altered by the community if the State 
authorizes it to levy a non-property tax on a local ba- 
sis in that area and such a tax is feasible. The sixth 
is shaped by the 
munity. 

Regardless of 
the incidence of 

taxpayer, and the last, by the com- 

Conclusion 
the assumptions made concerning 
the general property tax, it is a re- 

gressive tax for the majority of American families. 
Moreover, as a tax on housing, the residential 

property tax imposes truly extraordinary burdens on 
low-income groups, both elderly and non-elderly. 

This pattern holds true for the Nation as a whole and 
for each geographic region. 

As to the overburden issue, it is becoming increas- 
ingly clear that policymakers will not permit the ad  
valorem tax to impose extraordinary burdens on the 
flow of cash income into the household. The next 
chapter will trace State efforts to shield low-income 
families from the exigencies of heavy property taxes. 

FOOTNOTES 
'Allen D. Manvel, "Trends in the Value of Real Estate 
and Land," in Three Land Research Studies (Washington: 
National Commission on Urban Problems, 1968). p. 1. 
2Dick Netzer, Economics of the Property Tax (Washing- 
ton: Brookings Institution, 1966). pp. 145-6. 
3Dick Netzer, "Property Taxes," Municipal Finance 44:2 
(November, 19711, p. 36. 
'Mason Gaffney, "The Property Tax is a Progressive 
Tax," 1971 Proceedings of the National Tox Association 
(Columbus, Ohio: 1972), p. 408. 
=Mabel Walker. "Some Thorny Problems," Tax Policy, 
October-December, 1971. 
W.S.  Department of Agriculture, Economic Research Serv- 
ice, Farm Real Estate Taxes (Washington, January, 1972, 
RET 11). 
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tax burden 

nd federal roles 
Here  is pity for human distress, and a 
sympathy for short-lived humanity. 

Virgil1 

This chapter answers the following questions: Is it 
reasonable to assume that the States will provide 
heavy duty protection to overburdened property tax- 
payers within the next few years? In order to answer 
this question, the following sections will trace and 
assess current State efforts to blunt the impact of the 
residential property tax. We shall also evaluate the 
indirect property tax relief embedded in the deduct- 
ibility provisions of the Federal Internal Revenue 
Code. 

In February 1973, Arkansas enacted that State's 
first comprehensive, State-financed property tax 
relief law. It followed the main precepts of the cir- 
cuit-breaker approach, first developed and pio- 
neered by Wisconsin in 1964. This enactment brought 
to 26, the number of States that finance some form of 
property tax relief (14 of these are  circuit-breakers). 
In addition, 15 States require their local governments 
to provide relief, and six States authorize their lo- 
calities to do so. The three remaining States and the 
District of Columbia early in 1973 were considering 
proposals to grant some form of relief. 

State Property Tax Relief Programs 
The traditional form of property tax relief has 

been through homestead exemptions in which the 
State excludes a portion of the assessed value of a 
single-family home from its total assessed value be- 
fore applying the tax rate. In several States-for ex- 
ample, Florida, Georgia, Louisiana and Mississippi- 
up to $5,000 of assessed valuation is relieved. In a 
number of States additional amounts of assessed 
value a re  relieved for senior citizens and veterans. 

Homestead exemptions typically go to all home- 
owners regardless of their income or the value of 
their property. Because the exemption is for the full 
amount even where fractional assessment is tradi- 
tional, the resulting tax relief represents substantially 
more than the nominal amount provided in the stat- 
utes. Furthermore, within any particular State, the 
amount of tax relief usually varies with the location 
of the property, as assessment levels and tax rates 
usually differ from locality to locality. 

The Circuit-Breaker Movement-Easing the 
Property Tax Overload 

The property tax places an  extraordinary burden 
on householders at the low end of the income scale, 
particularly elderly homeowners. This heavy burden 
mainly reflects the incidence of the tax rather than 
the effect of inequitable assessments.* Because the 
property tax will continue to be a major source of 
local revenue for the foreseeable future, policy- 
makers have a special interest in making sure that it 
operates according to ability-to-pay-that the tax 
bears a reasonable relationship to the flow of cash 
income into the household. In recent years tax policy- 



makers have turned to a new form of property tax 
relief - the circuit-breaker. 

Reconciling the property tax with the ability-to- 
pay principle. In 1964, the State of Wisconsin adopted 
a pioneer approach to relieve individuals of exces- 
sive tax burdens at State expense, thus safeguarding 
localities against new fiscal burdens. 

The concept is similar in principle to the circuit- 
breaker that prevents electrical overloads. It protects 
the poor from tax overload without disrupting the 
flow of tax revenue from those able to pay. It is 
State-financed to maintain the fiscal solvency of 
local governments and State administered to promote 
the greatest efficiency, provide the widest base and 
maintain the dignity of the recipients. And the relief 
phases out as family income rises, to prevent an  
abrupt cut-off at an  arbitrary point. 

The idea of the circuit-breaker caught on in other 
States which, in turn, developed their own plans for 
shielding low-income and elderly property taxpay- 
ers. (See Table 21.) The principle of the circuit- 
breaker permits wide flexibility and adaptation to in- 
dividual State tax systems and varying tax relief 
needs. Each State thus administers a unique program. 

How it works.** In its classic form the circuit- 
breaker is administered by a State agency which 
rebates the relief directly to the claimant. To obtain 
circuit-breaker relief, the applicant files a statement 
as a supplement to his income tax return, listing all 
forms of money income, including social security and 
veterans' benefits and railroad retirement payments. 
After the excessive amount of property tax is de- 
termined, he  is allowed a credit against his State in- 
come tax liability-if his income produces a suffi- 
cient tax liability-or he receives back in the mail a 
direct cash refund (the case with 98 percent of the 
recipients under the Wisconsin program, for ex- 
ample). 

Although the circuit-breaker is part of the income 
tax process in Wisconsin, the applicant does not have 
to pay his property tax bill and then wait until in- 
come tax filing time to get his refund. As soon as the 
property tax bill comes, he  may file the statement 
and receive the cash when he  needs it. Because the 
program is administered by the State tax department 
and the refund sent through the mails, no more stig- 

*See Chapter 1V for consideration of the significance of 
alternative incidence theories, especially Table 13. See also 
Tables 15-18, for data that do not take incidence into ac- 
count. 

**A detailed discussion of the political background and the 
operation of circuit-breakers-particularly in Wisconsin, 
Minnesota, Vermont and Maine-appears in Appendix E. 
The circuit-breaker concept is also analyzed in Dennis 
Wittman's article, "Property Tax Relief: A Viable Adjunct 
to Housing Policy?" in Urban Law Annual, 1972 (St. Louis: 
Washington University School of Law). 

ma attaches to it than when a Federal income tax- 
payer receives a tax reduction because he  incurred 
extraordinary medical expenses. Local social welfare 
workers and county courthouse clerks are  bypassed. 

In California, Maine, Pennsylvania and West Vir- 
ginia, the circuit-breaker takes the form of direct 
State cash rebates to all eligible property taxpayers. 
These States have income taxes, but they administer 
the circuit-breaker program separately, demonstrat- 
ing that a State personal income tax is not a prerequi- 
site to the adoption of the concept. 

The Ohio "abatement approach" is another ex- 
ample of a separately administered program. Ohio 
reduces the tax bill directly. The claimant meets with 
the local property tax collector and they compute the 
amount of relief to which the claimant is entitled by 
law. The tax bill is then reduced by that amount and 
the property tax collector bills the State for reim- 
bursement. In Oregon a claimant may choose either 
to file locally for a reduction of his property tax bill 
or to file a claim on his State income tax return. The 
State income tax approach has the advantage of con- 
fidentiality while the partial abatement approach 
has the merit of providing immediate relief. 

Determining overload situations. The property tax 
takes a different bite out of the income of household- 
ers in different parts of the Nation. Because the aver- 
age burden varies, the degree of excessiveness also 
varies. The Minnesota circuit-breaker comes into 
play when the property tax burden exceeds 6 percent 
of household income; Vermont's cuts in at 7 percent; 
several States are  now considering a 4 or 5 percent 
ceiling. 

To avoid providing excessive property tax relief to 
the little old lady "in the mansion on the hill," most 
States have written into the law income ceilings or 
limits on the amount of rebate or on the amount of 
eligible property tax liability. Not all limits are  stated 
explicitly. They also have progressive rates to pro- 
vide the most relief to the most needy cases. Income 
ceilings range downward from a $10,000 limit in 
California. 

Who should be eligible? The flexibility of the cir- 
cuit-breaker extends to the type of recipients as well 
as the amount of relief. Except for Oregon, States 
using the procedure grant relief only to those above 
the age of 62 or 65.* But death of the breadwinner, 
physical disability, or severe unemployment would 
make the property tax just as devastating to a young 
family as to the elderly. 

Colorado, Illinois, Maine, Minnesota, Vermont, 
West Virginia and Wisconsin at present grant circuit- 
breaker relief to renters as well as homeowners on 
the theory that most landlords pass on some of the 

*New Mexico also imposes no age limit, but its program is 
not tied directly to property tax payments. 



TABLE 21 - FEATURES OF STATE FINANCED "CIRCUIT-BREAKER" PROGRAMS: 
PROPERTY TAX RELIEF FOR LOW-INCOME FAMILIES 

Percent of 
Description of Income annual Tax 

State beneficiaries ceiling rent relief formula 
Form of abatement Date of Statutow 

adoption citation 

Wisconsin 

Minnesota 

California 

Vermont 

Homeowners & renters 62 and 
older1 

Homeowners & renters 65 and 
older 

Homeowners age 62 & older 
(Separate program for renters) 

Homeowners & renters age 65 
& older 

Homeowners age 65 & older; 
no relief for renters 

Homeowners 
only - no age restraint 

$lo,ooo (net) - 
$20,000 (gross) 

Not explicit 30% 
Implicit unit 
is $4,286 

None - 

See footnote 1. Limitation on 
amount of property tax liability 
considered for relief is $500. 

Percent of tax relieved declines 
as household income increases. 
Limitation on amount of property 
tax liability considered for relief 
is $800. 

Relief ranges from 96% of tax 
payment on first $7,500 of 
value i f  household income is 
less than $1,400 to  4% of tax 
payment if net household income 
is $10.000. 

State income tax credit or rebate 

State income tax credit or rebate 
(This aid is in addition to a general 
State-financed property tax relief 
that approximates 35% of the 
homeowner's tax bill) 

State rebate only 

Relief limited to that part of tax pay- State income tax credit or rebate 
ment in excess of 7% of household in- 
come times a local rate factor that va- 
ries by tax rate of local community2. 
Limitation on amount of property tax 
liability considered for relief i s  $300. 

Similar to Wisconsin but with State income tax credit or rebate 
different percentages. Limitation 
on amount of property tax 
liability considered for relief is 
$330. 

Relief based on arnwnt by which Taxpayers initial tax bill is reduced 
property taxes exceed percentage by the amount of relief granted by 
of household income. The % ranges the Dept. of Revenue and the Dept. 
from 3% on income up to $1,500 pays to  the counties the amount of 
(max. relief $400) to 7% for income relief granted, or alternatively tax- 
in excess of $8,000 (max. relief payers may claim state income tax 

$1001~ credit. 

1 964 
rev. 1971 

1967 
rev. 1971 

1967 
rev. 1971 

1969 
rev. 1971 

1970 
rev. 1972 

1971 

Chap. 7 1, Sec. 
71.09(7) 

Chap. 290. Sec. 
290.0601 et seq. 

Revenue 81 
Taxation Code. 
Sec. 19501 et seq. 

Title 32, Sec. 
596 1 et seq. 

Sec. 79-4501 
et seq. 

Ch. 747 (H.B. 
1639) 



Description of 
State beneficiaries 

Colorado Homeowners & renters age 
65 & older 

Maine Homeowners & renters age 
65 & older for males and 
62 & older for females (At 
least 35% of household in- 
come must be attributable 
to claimant) 

Pennsylvania Homeowners: age 65 & 
over; Widows age 50 & 
over; permanently disabled 
persons 

Ohio Homeowners, age 65 
& older 

West Virginia Homeowners & renters age 
65 & older 

Percent of 
Income annual 
ceiling rent 

$2,400 single 10% 
$3,700 married 
(In addition, net 
worth during year 
must be less than 
$20.000). 

Tax Form of abatement Date of Statutory 
relief formula and estimated per capita cost adoption citation 

Relief limited to 50% of the tax State income tax credit or rebate 1971 Chap. 138 Secs. 

payment and cannot exceed $250. rev. 1972 138 1-20 & 21 

The credit or refund is reduced by 
10% of income over $500 for in- 
dividuals & 10% of income over 
$1.800 for husband and wife. 

$4,000 (In addi- 20% Relief equal to 7% of the difference State rebate only 
tion, net assets between household income and 
must not exceed $4.000. Limited to the total prop- 

$30.000) erty tax levied. 

$7,500 - Relief ranges from 100% of tax 
(max. $200) when household 
income is less than $1,000 to  
10% where such income is between 
$6.000 and $7.500. 

$8.000 - Reduction of taxable value by 
$5,000 or 70% (whichever is less) 
for incomes below $2,000 to 40% 
or $2,000 for incomes above $6.000. 

$5.000 12% Relief based on ratio of property 
tax to household income. Prop- 
erty taxes exceeding a given percent 
of household income is remitted. 
These percents range from 0.5% to 
4.5%. Limitation on amount of 
property tax liability considered 
for relief is $125. 

Arkansas Homeowners a$65 & older; $5,500 
no relief for renters 

- Relief based on amount by which 
property tax exceeds varying per- 
cents of income, ranging from 1 % 
on incomes below $1.500 to  5% 
on incomes above $4,500. 

1971 Title 36, Chap. 
901, Secs. 6101- 
6120 

State rebate only. Maximum cost 1971 Act No. 3 H.B. 
to  state cannot exceed $60 million. 192 
Excess will be prorated. 

Reduction of tax bill. Cost of 1971 Sec.323.151 
exemption paid by State to rev. 1972 et seq. 
each taxing district. 

Direct state payment 1972 Art. 25 Sec. 2.3 

State income tax 
credit or rebate 

1973 H.B. 10 (1973) 



Percent of 
Description of l ncome annual Tax 

State beneficiaries ceiling rent relief formula 
Form of abatement Date of Statutory 

and estimated per capita cost adoption citation 

Illinois Homeowners and Renters, $lo.Ooo 25% Relief based on amount by which Direct rebate 
age 65 81 older or disabled Implicit property tax (or rent constituting (effective 1973) 

property tax) exceeds 6 percent 
of household income for that year 
on the amount of such income 
between zero and $3,000 plus 7% 
on that amount in excess of $3,000. 
Relief limit is $500 lea 5% of house- 
hold income. 

19724 Laws of 1972, 
P.A. 77-2059 

lnkvr Mexico Applicable to tax years beginning on or after January 1, 1972, a resident individual filing a return and not claimed as a dependent is entitled to a credit for state and local taxes 
to which he has been subject during the tax year for which the return is filed. Taxpayers filing separately for a tax year in whidr they could have filed jointly may each claim 
only one-half of the credit allowable on the joint return. The credit may not be claimed by residents who were inmates of a public institution for more than six months of the 
tax year or by persons not physically present in the state for at least six months during the tax year. I f  the credit exceeds the taxpayer's income tax liability the excess will be 
refunded. The amount of the credit is as follows and is deductible from the taxpayer's income tax liability, i f  any (Ch. 20, Laws 1972; Sec. 72-15A-11.1. Modified Gross Income 
means all income, undiminished by losses, and from whatever source derived). 

Modified gross income 
Over Not over 

Total Exemptions for Federal Purposes 
1 2 3 4 5 6 or More 



Percent of 
Description of l ncorne annual Tax 

State beneficiaries ceiling rent relief formula 
Form of abatement Date of Statutory 

and estimated per capita cost adoption citation 

Exhibit: Other State Financed Property Tax Relief Programs with Income Criteria 

Alaska Homeowners, age 65 $10,000 - Total exemption 
&older 

No tax liability. Cost of exemp- 1972 Sec. 29.53.020e 
tion paid by State to each 
taxing district. 

Michigan Homeowners, age 65 
&older 

Exemption of $2,500 State 
equalized value 

Reduction of tax bill. Cost of 1965 Sec. 21 1 . 7 ~  
exemption paid by State to each rev. 1970 
taxing district. 

Nebraska Homeowners, age 65 
&older 

Single $2,800 - 

Married 
$3,550 
Married and 

Reduction of tax by 25% (Max. 
$125) in 1973 and by 50% 
(max. $250) in 1974 

Reduction of tax bill. Cost of 1972 Sec. 77-202.13 
reduction paid by State to each 
taxing district. 

spouse over 
65 $4,300 

Tennessee Homeowners. age 65 $4.800 - 
I& 
co &older 

Equivalent to reduction of 
assessment by $5,000 

State rebate to taxpayer. H.B. 1714 
(Laws 1972) 

"ew Jersey Homeowners age 65 & $5,000 (exclusive - 
older of m i a l  security 

benefits) 

Deduction from tax bill of $160 
or amount of tax liability which- 
ever is less. 

Reduction of tax bill. One half 
of cost of deduction reimbursed 
to municipality by the State 

1953 
(local) 
1971 

(State- 
local) 

Ch. 172 (Laws 
1968 Sec. 54.4- 
8.40 - 54.4-8.51 
Ch. 20 (Laws 
1971) 

Homeowners: 65 & older $4,m 
or totally disabled 

Deduction from tax bill of $125 
or amount of tax liability which- 
ever is less. 

Reduction of tax bill. Cost of deduc- 
tion paid by State to each taxing 
district. 

Ch. 356 (Laws 
1967) Ch. 1208 
(Laws 1970) H.F. 
654 (Laws 1971) 

1967 
rev. 1971 

Connecticut Homeowners age 65 & older $3,000 single - Exemption of $1,000 assessed 
$5,000 married value. (Also a tax freeze as of the 

year of qualification) 

Reduction of tax bill. Cost of ex- 
emption paid by State to each 
taxing district. 

Wyoming Homeowners age 65 & older $2,000 single - Exemption of $1,000 assessed 
$2,500 married value. 

Reduction of tax bill. Cost of ex- 
emption paid by State to each 
taxing district. 

H.B. 
Act. 109 (1973) 



Note: The key featum of a circuit-breaker am that the popnty tax relief program is statefinanced and that the amount of benefit depends on the recipient's Income and Is phased out gradually as income increases. 

1 Tax burden excesive when 
exceeding following percents Percent of excessive 

Hourhold income of household income burden relieved 

S 0 -  5 1 . m  0% 75% 
1,000- 1,500 5% 60% 
1.500 - 2.000 10% 60% 
2,000 - 5 . m  1 4% 60% 

The ineome constraint column indicates that the real estate taxes become an excessive burden in terms of household income when taxes or 25% of rent in lieu of taxes is in excess of the stated percents. Sixty percent of 
the amount in excess of thas stated percentages is relieved if household i m m e  exceeds $1,000. Program coverage is extended at age M) or older to those totally and permanently disabled. 

2 ~ h e  Commissioner shall annually prepare and make available the local rate factors by  arraying all municipalities according to their effective tax rate and dividing the population of the State into quintiles from such 

* array with thoas having the lowest effective tax rates being in the first quintile. The local rate factors shall be as follows: first quintile, 1.0; second quintile, 1.1; third quintile, 1.2; fourth quintile, 1.3; f i f th quintile, 
CD 1.4. The amount of property taxes or rent constituting property taxes used in computing the credit is limited to $300 per taxable year. 

3~ersons born before March, 1891, with an income not over $3,000 are entitled to relief of the total amount of property taxes on their homestead up to a maximum of $400: 

On any amount of 
household income But not Fixed Maximum 

exceeding exceeding percentage relief 

$ 0 $1.500 3% $400 
1.500 3.000 4 400 
3,000 4.500 5 300 
4.500 6.000 6 300 
6.000 8.000 7 200 
8,000 and over - 7 100 

4~ffective January 1, 1973. 

Sour-: ACI R staff compilation from Commerce Clearing House data. 



property tax burden to their tenants. Vermont as- 
sumes that 30 percent of the rental payment goes for 
property taxes; Wisconsin and Illinois assume 25 
percent; Maine and Minnesota, 20 percent; West 
Virginia, 12 percent; and Colorado, 10 percent. [See 
p. 60, ff, for a discussion of renter relief problems.) 

Do savings held in retirement years and owner- 
ship of other assets (ranging from the home to com- 
mon stock) constitute ability to pay property taxes? 
Under  the  cash  income approach ,  income f rom 
sources such as interest and dividends are  part of 
ability to pay. But does the ownership constitute ad- 
ditional ability? In a conceptual sense, asset holdings 
represent ability to pay taxes, but a host of psycho- 
logical and practical problems arise with a wealth 
criterion in a property tax relief program. People 
tend to dissipate their assets prematurely to become 
eligible-an unsatisfactory public policy. 

Conceptually a superior approach is to treat the 
annuity value of total current wealth as ability to 
pay. This would require distributing the value of the 
assets, together with interest, over the recipient's 
remaining years of life. This approach would neces- 
sitate, however, an  official estimation of both the 
interest rate and the recipient's lifespan. Also, be- 
cause the home is one of the assets, it is difficult for 
the homeowner to save his house when the asset test 
insists that h e  should use the value of his house to 
pay the tax. If the house itself is excluded from the 
total of assets, the test discriminates against renters. 
To restore equity between homeowners and renters 
would then require that all persons be allowed to ex- 
clude from available assets a fixed amount, approxi- 
mately equal to the average value of a home typi- 
cally owned by elderly people. 

Therefore, as a compromise between conceptual 
equity and realistic simplicity, the best criterion for 
appropriate property tax relief is current total cash 
income. 

The intergovernmental virtue. One of the main 
advantages of the circuit-breaker relief program is 
that it is State-financed. The more traditional, locally- 
financed "homestead exemption" approach often re- 
quires local governments and school districts to raise 
tax rates to compensate for the reduction in the local 
property tax base. In communities where the poor 
have clustered together, the exemption approach can 
aggravate tax inequities and impair the community's 
fiscal position. In sharp contrast, State-financed 
property tax relief tends to reduce intergovernmen- 
tal fiscal disparities between high- and low-income 
c o r n m ~ n i t i e s . ~  

ACIR went on record favoring State reimburse- 
ment for property tax relief as early as 1963. In its 
A-17 report [The Role of the States in Strengthening 
the Property Tax), ACIR recommended that: in the 
instance of mandatory tax exemptions extended to 

individuals for such purposes as personal welfare 
and expressions of public esteem, the ~ t ' a t e s  should 
reimburse the local communities for the amounts of 
the tax "loss"; 

How much does it cost? Compared to other types of 
property tax relief, the circuit-breaker is relatively 
inexpensive. The 14 States that have enacted circuit- 
breaker programs now spend an estimated $2.24 per 
capita, or $123 per recipient. The cost of the other 12 
State-financed programs of relief for the elderly is 
an  estimated $2.34 per capita. An ACIR survey re- 
veals the following data as of March 1973: 

Type of Program 

State financed: 
Circuit-breaker 
Other 

Locally financed: 
State mandated 
Local option 

Total 

Possible objections. Some complain that the circuit- 
breaker does not cure poverty, the real culprit. The 
circuit-breaker ensures, however, that a bad situation 
is not made worse by imposition of extraordinary 
property tax burdens on the poor. 

Others complain that the circuit-breaker approach 
makes welfare operators out of State tax collectors. 
State experience indicates that this approach may 
represent the most efficient and dignified way to 
administer a local property tax relief program. 

Some claim that State-financed property tax relief 
might encourage local officials to adopt reckless 
spending policies. The majority of citizens continue 
to pay property taxes without relief, and can be  ex- 
pected to exert continuing restraint on local budget 
expansion. 

Those who wish to recover the cost of property tax 
relief after the death of the homeowner object that 
the circuit-breaker provides unwarranted aid to the 
children who will inherit the property. Yet, where 
the option of tax deferral has been provided-as in 
Oregon-eligible persons did not choose to make use 
of the option. 

Circuit-breaker tax relief has been criticized on the 
grounds that it enables a homeowner to hold his 
property off the market thereby working against the 
highest and best use of land. Proponents of the cir- 
cuit-breaker assert that this objection probably over- 



states the effect of a tax rebate of a few hundred dol- 
lars on a person's decision either to sell or to hold 
the homestead. 

Summary. The circuit-breaker has evolved, over 
the last few years, into a definite form of legislation 
-but only two characteristics are essential: that it be 
State-financed property tax re l ief ;  a n d  that the 
amount of relief phase out as household income in- 

creases. The circuit-breaker approach turns a tax that 
is particularly burdensome at the low end of the in- 
come scale into an essentially proportional levy. It 
provides significant local property tax relief, at mod- 
est State cost, to those who really need it without 
disrupting the regular property tax system. This dis- 
tinguishes it from the more common kind of "home- 
stead exemption" which reduces the official tax base 

Table 22 
Property Tax Relief for the Elderly-A Growing State Concern 

(Summary) 

Type of Relief Program 
State Financed State Mandated-Locally State Authorized-Locally 

(26 States) 

Louisiana1 
Mississippi1 
New Jersey (A-1953, L-1972) 
Wisconsin* (A-1 964, L-1971) 
Conn. (A-1965) 
Michigan (A-1 965, L-1970) 
Calif.' (A-1967, L-1971) 

Iowa (A-1967, L-1971) 
Minn.' (A-1967, L-1971) 
Vermont* (A-1969, L-1971) 
Kansas* (A-1970, L-1972) 

Colorado (L-1972) 
Florida 
Maine* 
Ohio* (L-1972) 
Oregon* 
Pennsylvania* 
South Carolina 

Alaska 
Illinois* 
Nebraska 
New Mexico" 
Tennessee 
West Virginia* 

Arkansas* 
Wyoming 

Financed 

(1 5 States) 
Adopted prior to 1971 

Oklahoma1 
Indiana (A-1957, L-1971) 
Mass. (A-1963, L-1971) 
Georgia (A-1964, L-1972) 
Delaware (A-1 965, L-1967) 
Maryland (A-1967, L-1969) 
Hawaii (A-1 969, L-1972) 
Idaho (A-1969, L-1971) 
Montana (A-1969, L-1971) 
N. Dakota (A-1969) 

Adopted in 1971 
Alabama 
Kentucky 
North Carolina 
Washington (L-1972) 

Adopted in  1972 
South Dakota 

Adopted in  1973 
- 
- 

Financed 
(6 States) 

Rhode I. (A-1 960, L-1972) 
N.Y. (A-1 966, L-1972) 
Utah (A-1 967, L-1969) 
N.H. (A-1969) 

Virginia (L-1972) 

Texas 

NOTE-States listed according to date of adoption (A). The date of most recent liberalization is also noted (L). Proposals for the estab- 
lishment of a State financed program are now under active consideration in the four jurisdictions that have no tax relief policy-Arizona, 
Missouri, Nevada. and the District of Columbia. In approximately 15 other States, proposals for liberalization are under active considera- 
tion. 

"Circuit-breakerw-tax relief phases out as household income rises. 
'Elderly receive tax relief under general homestead tax relief provisions. The State reimburses local governments in Louisiana and 
Mississippi. 

Updated to March 1973 by AClR Staff. 



Table 23 
Property Tax Relief for the Elderly 

A Growing State Concern (as of March 1, 1973) 

Financed Date Description Income Tax Relief Formula Form of 
State of of Ceiling (or general remarks) Relief 

Adoption Beneficiaries (estimated per 
(estimated number capita c d )  

of claimants) 

Alabama State 1971 Homeowners None The $2,000 general exemption of assessed value is Reduction in 
(exemption applies 65 & over 

to state taxes (N.A.) 

only) 

increased to $5,000 for homeowners, 65 and over. 

for State ad valorem taxes only. 
tax bill 
(N.A.) 

Alaska State 1972 Homeowners $10.000 Total exemption. No tax liability 
65 & over ($1.54) 

(1,000) 

Arizona Program under active legislative consideration 

Arkansas State 1973 Homeowners $5,500 Relief ranges from maximum of $400 for income below State income tax 
(circuit-breaker) 65 & over $1.500 to $1 75 for income to $5.500. on graduated scale. credit or rebate 

(90,000) ($1.39) 

California State 1967 Homeowners $10,000 net Relief ranges from 96% of tax payment on first $7,500 of State rebate 
(circuit-breaker) 1972 62 & over $20,000 gross value if net household income is less than $1.400 to 4% only 

rev. (292,999) of tax payment if net household income is $10,000 (in ($2.93) 
All renters addition to homestead exemption of $1 750). 

State 1972 (N.A.) None Relief ranges from $25 if adjusted gross income is less State income 
than $5,000 to $45 on income of $8,000 and over. tax credit 

or rebate (N.A.) 

Colorado State 1971 Homeowners $2,400 single Relief limited to 50% of the tax payment and cannot ex- State income 
(circuit-breaker) 1972 and renters $3,700 married ceed $250. The credit or refund is reduced by 10% of tax credit 

rev. Age 65 and (Net worth less income over $500 for individuals and 10% of income over or rebate 
over than $20,000) $1.800 for husband and wife. (10% or rent= tax equivalent) ($.32) 
(1 1,000) 

Connecticut State 1965 Homeowners $3,000 single Exemption of $1.000 assessed value [also a tax freeze Reduction in 
65 & over $5,000 married as of year of qualification] tax bill 
(N.A.) ($2.27) 

Delaware Localities 1965 Homeowners $3,000 Exemption of $5,000 assessed value from State or 
(mandated) 1967 rev. 65 & over County property taxes. 

(N.A.) 

Reduction in 

tax bill 
(N.A.) 

Localities 1969 Homeowners $3,000 Exemption of $5,000 assessed value from municipal Reduction jn 
(optional) 1970 rev. 65 & over property tax. tax bill 

(N.A.) (N.A.) 



State 
Financed Date Description Income 

by of of Ceiling 
Adoption Beneficiaries 

Tax Relief Formula 
(or general remarks) 

Form of 
Relief 

(e8tImrt.d per 
(estimated number mpltrr cost) 

.- 
of claimants) 

Florida State 1971 Homeowners None The general homestead exemption of $5,000 for all Reduction in 

65 & over Homeowners is increased to $10,000 for homeowners tax bill 

65 and over for taxes levied by district school ($1.47) 
(362,000) boards for current operating purposes. 

Georgia Localities 1964 Homeowners $4,000 Exemption of $4.000 assessed value from State and County Reduction in 

(mandated) 1972 rev. 65 & over property taxes. tax bill 
(1 00.000) ($1.48) 

Localities 1972 Homeowners $6,000 Exemption of ad valorem taxes for educational purposes Reduction in 

(mandated) 62 & over levied on behalf of school districts. tax bill 
(N.A.) (N.A.) 

Hawaii Localities 1969 Homeowners None Exemption of $16,000 of assessed value for homeowners Reduction in 

(mandated) 1972 rev. 60 & over age 60 to 69. tax bill 
(1 80,000) Exemption of $20,000 of assessed value for homeowners ($4.40) 

age 70 or more. 

Idaho Localities 1969 Homeowners $4,800 (value of Elderly homeowners are exempt from property 
(mandated) 1971 rev. 65 & over property not to tax up to $75. 

(N.A.) exceed $1 5,000) 

Reduction in 
tax bill 

(S.72) 

Illinois State 1972 Homeowners $1 0,000 Relief based on amount by which property tax (or rent Direct rebate 
(circuit-breaker) and renters implicit constituting property tax) exceeds 6 percent of house- ($2.58) 

age 65 and hold income for that year on the amount of such income 

older or between zero and $3,000 plus 7% on that amount in excess 

disabled of $3,000. Relief limit is $500 less 5% of household 

(290,000) income. (25% of rent = tax equivalent) 
Localities 1971 Homeowners None Maximum reduction of $1500 Reduction in 

(mandated) 65 & over from assessed value. tax bill 

(N.A.) (N.A.) 

Indiana Localities 1957 Homeowners $6.000 (realty Exemption of $1,000 assessed value. 
(mandated) 1971 rev. 65 & over value not in 

(80.000) excess of $6.500) 

Reduction in 
tax bill 

($1.59) 

State 1967 Homeowners $4,000 Deduction from tax bill of $125 or amount of tax 
1971 rev. 65 & over or liability whichever is less 

totally dis- 

Reduction in 
tax bill 

($2.71) 
abled 
(N.A.) 



State 
Tax Relief Formula 

(or general remarks) 

Financed Date Description Income 
by of 01 Ceiling 

Adoption Beneficiaries 
(estimated number 

of claimants) 

Kansas State 1970 Homeowners $6,000 Similar to Wisconsin but with different percentages. 
(circuit-breaker) 1972 rev. 65 & over Limitation on amount of property tax liability con- 

(N.A.) sidered for relief is $330. 

Form of 
Relief 

(esilmated per 
capita cast) 

State income 
tax credit 
or rebate 

($2.88) 

Kentucky Localities 1971 Homeowners None Exemption of $6,500 assessed value, except for Reduction in 
(mandated) 65 & over assessment for special benefits. tax bill 

(1 25,000) ($3.12) 

Louisiana State finances a general homestead exemption of $2.000 for all homeowners with a reimbursement to local government. 

Maine State 1971 Homeowners $4.000 (in addi- Relief equal to 7% of the difference between house- State rebate 

(circuit-breaker) and renters age tion net assets hold income and $4.000. Limited to the total property only 
65 and older must not exceed tax levied. (20% of rent = tax equivalent) (at ($1.60) 
for males, 62 $30.000) least 35% of household income must be 

and older for attributable to claimant) 
females 

(1 6.000) 

Maryland 

-- 

Localities 1967 Homeowners $5,000 Credit of 50% of assessed value or $4,000, whichever Reduction in 
(mandated) 1969 rev. 65 & over is less, multiplied by the local property tax rate. tax bill 

(61,000) ($1.81) 
Localities 1968 Homeowners Varies by Relief varies from an increase in the credit provided Reduction in 
(optional) 1972 rev. 65 & over County by the State mandated law to a lessening or modifica- tax bill 

(Females 62 tion of conditions of eligibility for such credit. (N.A.) 
8 over in 
Cecil Co.) 

- 

Massachusetts Localities 1963 Homeowners $6.000 single Exemption of $4,000 assessed value or the sum of Reduction in 
(mandated) 1971 rev. 70 8 over $7,000 married $350, whichever would result in an abatement of tax bill 

(74,000) (maximum the greater amount of taxes due. ($5.18) 

estate: 
$40,000 single 
$45,000 married) 

Michigan State 1965 Homeowners $6,000 Exemption of $2.500 State equalized value Reduction in 

1970 rev. 65 & over tax bill 
(220,000) ($3.06) 



Financed Date Description Income Tax Relief Formula Form of 
State by of of Ceiling (or general remarks) Relief 

Adoption Beneficiaries (estimated per 
(estimated number capita cost) 

of claimants) 

Minnesota State 1967 Homeowners $5.000 A percentage of tax is given back as a credit, State income 

(circuit-breaker) 1971 rev. and renters percentage declines as income increases. Not more tax credit 

65 8 over than $800 tax considered. (20% of rent = tax or rebate 

(95.000) equivalent.) ($2.38) 

Missouri (A constitutional amendment was approved in November 1972 to allow property tax relief by means of either a homestead exemption or 
a tax credit, to require that the State must reimburse the local government for any loss of revenue, and to permit such relief 

plans to include renters.) 

Mississippi State finances a partial homestead exemption of $5,000 for all homeowners with a reimbursement to local governments. 

Montana Localities 1969 Retired $4,000 single 50% reduction. 
(mandated) 1971 rev. homeowners $5,200 married 

(N.A.) 

Reduction of 
tax bill 

($1.39) 

Nebraska State 1972 Homeowners $2,800 single Reduction of tax by 25% (max. $125) in 1973 and by 50% Reduction of 
65 8 over $3,550 married (max. $250) in 1974. tax bill 

(60,000) $4,300 married ($4.41) 
and spouse over 65 

Nevada New Program 

New Localities 1969 Homeowners $4,000 single Equalized valuation reduced by $5.000 times 

Hampshire (optional) 70 8 over $5,000 married the local assessment ratio. 

(9,300) ($25.000 asset 
test) 

Reduction of 
tax bill 

($1.99) 

New State 50% 1953 Homeowners $5.000 Reduction of tax bill by $1 60, but 

Jersey Localities 50% 1972 rev. 65 8 over (excluding not more than amount of tax 
(mandated) (1 63,000) social security) 

Reduction of 
tax bill (One- 
half reim- 

bursed by 
State) ($3.50) 

New State 1972 All persons $6,000 Person receives credit based on all State-local State income 
Mexico (circuit-breaker) (70,000) taxes which he is presumed to have paid. Credit tax credit 

varies depending on income and number of personal or rebate 

($1.88) 



Financed Date Description income Tax Relief Formula Form of 
State by of of Ceiling (or general remarks) Relief 

Adoption Beneficiaries (estimated per 
(estimated number capita cost) 

of claimants) 

New York 

North 

Carolina 

Localities 1972 Renters in rent $3,000 (can be Not to exceed amount by which maximum rent 

(optional) controlled raised to exceeds one-third of combined household income. 

housing, 62 $5,000 by 

8 over (N.A.) locality) 

Localities 1966 Homeowners $3.000 (can be Assessed valuation reduced by 50%. 

(optional) 1972 rev. 65 8 over raised to 

(82,000) $6,000 by 

locality) 

Reduction of 

maximum rent 

(N.A.) 

Reduction of 

tax bill 

($1.1 4) 

Localities 1971 Homeowners $3.500 Assessed valuation reduced by $5,000. 

(mandated) 65 8 over 
(retired) 

(19.000) 

Reduction of 

tax bill 

($.I 6) 

North Localities 1969 Homeowners $3,000 Assessed valuation reduced by $1.000 or 50%, 

Dakota (mandated) 65 8 over whichever is less. 

(5,000) 

Reduction in 

tax bill 

(S.47) 

Ohio State 1971 Homeowners $8,000 Benefits range from reduction of 70% or $5,000 Reduction of 
(circuit-breaker) 1972 rev. 65 8 over assessed value (whichever is less) for incomes tax bill 

(N.A.) below $2,000 to 40% or $2.000 for incomes above ($2.78) 
$6,000. 

Oklahoma Homestead exemption of $1.000 of assessed value for all homeowners is mandated by State. No reimbursement to local government. 

Oregon State 1971 All home- None Relief based on amount by which property taxes 

(circuit-breaker) owners exceed percentage of income ranging from 3% on 

(1 00,000) income below $1,500 (max. relief $400) to 7% for 
income above $8.000 (max. $1 00). 

Reduction of 

tax bill (re- 

imbursed) or 

tax credit ($7.80) 

Pennsyl- State Homeowners $7.500 100% of tax for income less than $1,000 (max. State rebate 

vania (circuit-breaker) 1971 65 8 over; rebate $200). ($2.30) 

widows 50 10% of tax for income greater than $6.000. 

8 over; 

totally 

disabled 

(264.000) 
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Financed Date Description Income Tax Rdiet Formula Form ot 

State by ot of ceiling (or general remark) Reliet 
Adoption beneficiaries (estimated per 

(estimated number capHa cost) 
of claimants) 

WasMngton Localities 1971 Homeowners $6.000 l ncome Percentage of 

(mandated) 1972 rev. 62 8 over, excess levies 
or disabled abated 
(72,000) 

$0 - $4.000 100% 
$4,000 - $6.000 50% 
(minimum relief of $50 for income below $4,000) 

Reduction in 
tax bill 

($1 31)  

West Virginia State 1972 Homeowners $5,000 Relief based on ratio of property tax to household Direct State 
(circuit-breaker) and renters income. Taxes exceeding a given percent of income payment 

65 8 over is remitted. These percents range from 3 %  to 4.5% (S.84) 
(N.A.) not more than $125 tax considered for relief. (12% 

of rent = tax equivalent.) 

District ot Columbia Plan under active Congressional consideration 

Wisconsin State 1964 Homeowners $5,000 Income Tax burden excessive when exceeding State 
(circuit-breaker) 1971 rev. and renters following percents of household income income 

62 8 over (cumulative rates) tax 
(79.000) credit 

$0 - $1,000 0 75 % of 
$1,000 - $1.500 5% 60 Exces- 
$1,5000 - $2,000 10% 60 sive 

$2.000 - $5,000 14% 60 burden 
relieved 

or 
rebate 

($2.21) 

Not more than $500 tax considered for relief 
(25% of rent = tax equivalent) 

Wyoming State 1973 Homeowners $2,000 single Exemption of $1.000 assessed value. 
65 8 over $2,500 married 

(8.000) 

Reduction 
in tax bill 

($1.1 6) 

N.A.-Data not available 
Circuit-breaker-A state financed program of property tax relief in which the amount of tax relief phases out as household income rises. 
"Rev." indicates the year of the most recent liberalization of the above property tax relief program. 
Source: AClR Staff compilation based on Commerce Clearing House, State Tax ReporterState of Washington, Department of Revenue, Property Tax Reliet in 

Washington, October, 1972, and telephone and letter survey of the various States. 



considerably, provides a benefit to high-income 
homeowners as well as others and affords no relief 
to householders living in rented homes. The circuit- 
breaker can be  administered by the State separately 
or as part of its income tax, or it can be administered 
by local government as a n  abatement of property tax 
which the State reimburses. 

Other Forms of Property Tax Relief for the 
Elderly 

Although increasingly the most popular form, the 
circuit-breaker has not been the only approach to 
property tax relief for the low-income and the elder- 
ly, even in recent years. Twelve States have adopted 
other types of State-financed plans which provide 
some property tax relief to the elderly, six of them 
enacted since 1970 and three of them liberalized 
since then. This group of 12 States includes Louisiana 
and Mississippi, neither of which has a special pro- 
gram for the low-income or the elderly, but both of 
which provide State financing for a substantial home- 
stead exemption and have very low property tax 
rates. 

While these plans have one great virtue-they are  
State-financed-they lack the other essential feature 

-they do not phase out as household income rises. 
In addition, 15 States now mandate a partial abate- 

ment of the property tax, but do not reimburse the 
local jurisdictions for the revenue foregone. Six addi- 
tional States have granted their local governments 
the option of providing property tax relief to their 
senior citizens within carefully constricted bounds. 

These plans can be faulted on two major counts: 
they a re  financed locally rather than by the State; 
and,  in most cases, relief is cut off abruptly at an  
arbitrary point, rather than phasing out as income 
rises. 

Altogether, including the 14 circuit-breaker States, 
some form of property tax relief is available to the 
elderly in 47 States. (See Tables 22 and 23.) 

Evaluation of Current State Efforts to 
Provide Property Tax Relief to the Elderly 

Because of the truly remarkable upsurge in State 
concern for property tax relief for the elderly since 
1970, approximately 3.4 million elderly households 
residing in 47 States will receive a n  estimated $435 
million in property tax relief rebates and abatements 
in 1973. 

The Box below measures the actual State response 

An estimated 4.1 million elderly households 
would receive about $1.1 billion in rebates 
or abatements in 1973. 

An estimated 3.9 million elderly households 
would receive about $400 million in rebates 
or abatements in 1973. 

Evaluation A Hypothetical "Strong State Response" Test The Actual State Response 
Criteria as of March 1, 1973a 
Type of State 50 States would underwrite circuit-breakerb 47 States now provide some 

1 Involvement protection designed to relieve all elderly form of tax relief under 
homeowners and renters of that part of their one of four arrangements: 
residential property tax in excess of 5 per- 
cent of household income. In the case of 14 States finance circuit- 
renters, an amount equal to 25 percent of breakers. 

1 rent payment is assumed to be property tax. 12 States finance "other" ~ tax relief plans. 
15 States mandate locally 

financed tax relief. 
6 States authorize locally 

financed tax relief. 
Cost of Protecting An estimated 3.2 million 

i Elderly Homeowners elderly households in 47 

States will receive an 
estimated $410 million in 
rebates or abatements in 
1973. 

Cost of Protecting An estimated 200,000 
Elderly Renters elderly households in 

7 States will receive 
about $25 million in 
rebates or abatements in 
1973. 

a ~ ~ l ~  Staff estimate based on State survey March, 1973. 
b~ircuit-breaker program has two essential characteristics-State rather than local financing with a phaseout of tax 

relief as income rises. 



to the property tax relief needs of elderly home- 
owners and renters against a hypothetical "strong 
State response" test. Under such a test the 50 States 
would underwrite circuit-breaker protection de- 
signed to relieve all elderly homeowners and renters 
of that part of their residential property tax in excess 
of 5 percent of household income. In the case of rent- 
ers, an  amount equal to 25 percent of rent payment 
is assumed to be property tax. 

When measured against this hypothetical "strong 
State response" test, the State remedial action to 
relieve the elderly of their extraordinary property 
tax burdens (most of which has taken place since 
1970) still leaves plenty of room for improvement: 

Only 26 States finance tax relief plans and of 
this group only 14 States underwrite the tax 
relief instrument of first choice-the circuit- 
breaker. 

.The estimated $410 million in tax relief for 
elderly homeowners is about one-third of the 
amount needed to meet the "Strong State Re- 
sponse" test. 

.The estimated $25 million in tax relief bene- 
fits to the elderly renter is about one-sixteenth 
of the amount needed to meet the "Strong State 
Response" test. 

Property Tax Relief For Renters 
Do renters deserve property tax relief? If so, how 

should it be extended? The first question should be 
answered affirmatively if one of the major objectives 
of a property tax relief program is to reduce the tax 
burden on low-income families. A large portion of 
these families are  renters, for whom the property 
tax results in higher rental payments than would be  
required in the absence of property taxes. The sec- 
ond question poses more problems. 

One-Time Reduction in Property Taxes 
The amount of the property tax passed on to ten- 

ants depends on the supply and demand for rental 
housing, which varies from time-to-time and place- 
to-place. If some portion of a property tax increase is 
included in rents, then the possibility exists that the 
same portion of a property tax decrease eventually 
will be reflected in lower rents. It is possible, there- 
fore, that renters could receive the benefits more or 
less automatically of a one-time reduction in prop- 
erty taxes. 

A recent study of the rental housing market con- 
cludes, however, that "rents behave fairly sluggishly 
because of slow adjustment on the part of households 
and  landlord^."^ The full impact on rents of a de- 
crease in property taxes might not be felt for three 
to five years. 

These considerations suggest two ways of.dealing 
with renters under a program of one-time property 
tax reduction: 

1 .  Reduce property taxes on rental dwellings and 
wait for the market to pass the reduction on to ten- 
ants. This might take several years and might never 
be visible if it took the form of merely postponing the 
next rent increase. It would avoid administrative 
complexity, however. 

2. Reduce property taxes on rental dwellings and 
require landlords to pass the reduction on to tenants 
immediately. To be effective such a program would 
require the determination of what rents would b e  if 
property taxes had not been decreased, a n  all but 
impossible task. 

Because landlords might raise rents, this second 
alternative does not provide a n  iron-clad guarantee 
of property tax relief to renters. Presumably, if land- 
lords are  able to charge a given rent they could have 
done so whether or not a property tax reduction had 
been enacted. To the extent that landlords attempt 
to recapture decreases in rent the purpose of the 
program is vitiated. 

Continuing Property Tax Relief for Renters 

Even if the level of property taxation were reduced 
sharply and this reduction were passed on to tenants, 
many low-income people would still bear a n  extra- 
ordinary property tax burden in relation to their 
income. This might be mitigated through a circuit- 
breaker program. However, although the applica- 
tion of a circuit-breaker to homeowners is straight- 
forward, the treatment of renters is less clear-cut. 

The standard approach is to establish by statute a 
percentage of rent attributable to property taxes. As 
noted, the figure used by states with circuit-breaker 
programs ranges from 10 percent in Colorado to 30 
percent in Vermont. That these percentages should 
vary from State to State is not unreasonable, because 
the rate of property taxation varies and each State's 
legislature has a different perception of how much 
relief is warranted and how much the State can af- 
ford. The large disparity in property tax rates within 
States could similarly justify interlocal variations in 
the percentage of rent constituting property taxes. 

Special tabulations from the 1971 Residential Fi- 
nance Survey of the Bureau of the Census provide a 
basis for estimating the relation between property 
taxes and rental receipts for rental dwellings in var- 
ious regions. [See Appendix A, Tables A-9 and A-10.) 
The Census data show variations ranging from 41 
percent of rental receipts for one-to-four-unit prop- 
erties in the Northeast to 13 percent for properties 
with five or more units in the South. The fact that 
property taxes represent the largest percentage of 
rents in the region with the highest property tax 



TABLE ZGESTIMATED COST OF STATE "CIRCUIT-BREAKER" SYSTEMS TO 
REBATE TO RENTERS AND HOMEOWNERS THEIR RESIDENTIAL 
PROPERTY TAXES IN EXCESS OF VARIOUS PERCENTAGES OF 

HOUSEHOLD INCOME, 1970' 

l tem 

Total No. 
of home- 
owners 

and 
renters 
(000) 

All age groups 
Homeowners2 31,142 
FIenters3 22,334 

Total 53,476 
CS, + 

Age 65  or over 
Homeowners2 6,294 
FIenters3 3,848 

Total 10,142 

Under age 6 5  
Homeowners2 24,848 
FIenters3 18,486 

Total 43,334 

' Assumes that all fifty states and the District of Columbia adopted such a plan. 

Number of homeowners and renters and estimated cost of a "circuit-breaker" system for households 
with property taxes in excess of the following percentages of household income- 

Limited to one-unit owner-occupied non-farm home properties. 

Excludes one-family homes on 10  acres or more. The property tax equivalent amount is assumed to be 25 percent of gross rent 

Source: ACIR staff estimates based on special tabulations provided by the U.S. Bureau of the Census. These 1970 estimates are for one-family owner-occupied homes 
(31.1 million) and renter-occupied units (22.3 million) due to the limitation of data. The total number of families and unrelated individuals in 1970 was 66.1 
million, and is estimated to be approximately 68.5 million in 1972. The 1970 est. total "circuit-breaker" costs (in billions) of: $6.1 @ 4%; $4.3 @ 5%; $2.9 
@ 6%, and $2.0 @ 7% would rise to approximately $7.8; $5.5; $3.7; and $2.6 respectively for 1972 when the universe is expanded from 53.5 million house- 
hold units to 68.5 million in order to include all families and unrelated individuals. 

Over 7 percent Over 4 percent 

Est. cost 
of "circuit- 

breaker" 

Est. cost 
of "circuit- 
breaker,, 

Over 5 percent 

Homeowners 
& renters 

Homeowners 
& renters 

Over 6 percent 

Number 
(0001 

Number 
(000) 

Est. cost 
of "circuit- 

% of 
total 

Homeowners 
& renters 

% of 
total 

Est. cost 
of "circuit- 
breaker" Number 

(000) 

Homeowners 
& renters 

% of 
total 

Number 
(000) 

% of 
total 



rates does not necessarily mean that rents are  higher 
on that account. 

Because the portion of the rent that is attributable 
to property taxes (as distinct from the quotient of 
property taxes divided by gross rents) is clearly not a 
matter the legislature can determine readily, it has 
been suggested that the legislature establish the 
standard on broad equity grounds. Billy D. Cook 
notes, "The question is not whether property taxes 
average 25 percent of rent, but whether or not using 
the 25 percent figure accurately reflects the need of 
renters versus homeowners." [See Appendix E, Part 
1.1 

Rental factors can b e  developed to provide at a 
given income level: less relief for renters than that 
accorded homeowners; about equivalent relief for 
renters and homeowners; or greater relief for renters 
than for homeowners. Because renters face higher 
out-of-pocket costs for shelter than homeowners at 
the same income level, a strong case can be made for 
giving renters more relief than homeowners. This 
could encourage elderly homeowners to rent apart- 
ments rather than own homes. 

The Ability of States to Finance Major 
Property Tax Relief 

Can the States provide major property tax relief 
from their own resources? While the findings clearly 
indicate that all States can finance limited property 
tax relief programs of the circuit-breaker type for 
low-income families, a major property tax relief pro- 
gram for all households is a far more formidable 
financial undertaking. Significant interstate variation 
in property tax burdens as well as the disparities in 
State use of personal income and general sales tax 
complicate this issue. 

In a few States, mainly in the South, property 
taxes are  so light that any discussion of the need for 
major property tax relief would be purely academic. 
In others, mainly in New England and the Mideast 
but also in other parts of the country, property taxes 
are  particularly heavy. Among these States, some- 
New York, Vermont and Wisconsin, for example- 
already make such heavy use of income and sales 
taxes they might be hard put to offer any substantial 
general property tax relief from their own revenue 
resources. 

Circuit-Breaker Relief 

30 percent of current residential taxes. A program 
that applied only to the elderly and rebated property 
tax payments over 5 percent of household income 
would now cost about $1.5 billion. The cost of any 
circuit-breaker program could be  reduced by impos- 
ing income restraints. For example, only renters and 
homeowners with annual household incomes less 
than $10,000 might be eligible. 

The States now (as of February 1973) spend some 
$400 million on relief for the elderly. Most of them 
help only elderly homeowners, although some also 
aid elderly renters and the non-elderly poor. This 
is about one-fourth of the amount that would be  
spent nationwide on relief for elderly householders 
under g 5 percent circuit-breaker. 

Massive General Relief 
Suppose every State decided to give substantial 

general property relief-for example, a 30 percent 
general reduction-to be financed by higher personal 
income and general sales taxes. This would mean 
(on the basis of fiscal 1971 collections) that a n  esti- 
mated $11 billion would be shifted from local prop- 
erty taxes to personal income and general sales taxes 
and require a 41 percent hike in those taxes. [See 
Table 25.) 

The ability of a given State to shift 30 percent of 
the local property tax load to State income and  sales 
taxes would depend on two factors: the weight of the 
local property tax; and the extent to which the State 
has unused tax potential-particularly personal in- 
come and sales taxes. A few examples from Table 25 
will illustrate the point. 

New Hampshire is a n  extreme case. Its property 
tax burden is among the highest in the Nation. In 
part, this is because it imposes neither a general sales 
nor a broad-based personal income tax.** It presum- 
ably could raise all or part of the $50 million to re- 
place 30 percent of its property tax by levying both a 
general sales and a broad-based income tax and  still 
have a sales and income tax burden well below the 
national average. 

Connecticut and New Jersey-both of which have 
sales taxes but no broad-based personal income tax - 
illustrate the same point, albeit less dramatically. 
While both States would have to double their sales 
and income tax yields, they too would have tax 
burdens below the national average. 

Circuit-breaker programs with various levels of tax *Because data in this section are based on 1970-71 informa- 
relief and broadness of coverage can be devised to tion (the most recent available on a nationwide basis), they 

cost anywhere from billion to $6 billion annually, do not entirely reflect recent changes in State tax struc- 
tures. Any major changes in property tax levels or in gen- 

[See Tab'e 24 and Appendix Tables A-11-A-14.) eral sales or personal income tax provisions would, of 
A program rebating all property tax payments in ex- course, modify the situation for particular States. 
cess of 4 percent of household income and applicable **The $5.2 million shown for New Hampshire in Column (I) 
to all homeowners and renters regardless of income of Table 25, comes from a tax on interest and dividends and 

would reach the $6 billion level nationwide-about from a "commuter tax." 



State and Region 

United States 
NEW ENGLAND & 
MIDEAST 
New England 

Maine 
New Hampshire 
Vermont 
Massachusetts 
Rhode Island 
Connecticut 

Mideast 
New York 
New Jersey 
Pennsylvania 
Delaware 
Maryland 

MIDWEST 
Great Lakes 

Michigan 
Ohio 
Indiana 
Illinois 
Wisconsin 

Plains 
Minnesota 
Iowa 
Missouri 
North Dakota 
South Dakota 
Nebraska 
Kansas 

SOUTH 
Southeast 

Virginia 
West Virginia 
Kentucky 
Tennessee 
North Carolina 
South Carolina 
Georgia 

Table 25 
The Effect of Shifting 30 Percent of 

Local Property Taxes to State Personal lncome and 
General Sales Taxes, by Region and State, 1970-71 

(in millions) 

State Personal 
lncome Tax and 
General Sales 
Tax Collections 

30 Percent 
of All Local 
Property Tax 
Collections 

(2) 
$1 0,977.2 

3,592.5 
928.2 
54.7 
49.6 
25.3 
494.1 
52.0 
252.5 

2,664.3 
1,423.5 
579.5 
456.9 
14.6 
189.8 

3,297.5 
2,332.3 
519.1 

537.8 
31 7.9 
670.1 
287.4 
965.2 
243.2 
191.7 
208.1 
34.9 
48.3 
100.1 
138.9 

1,759.3 
1,128.8 
150.3 
38.8 
61.2 
101.9 
123.2 
51.4 
148.5 

Expanded 
Personal 
lncome Tax 
and General 
Sales Tax 
Collections 
cols. (1) + (2) 

(3) 
$37,890.6 

11,623.4 

2,266.6 
170.6 

54.8 
87.6 

1,252.7 
1 72.9 
528.0 

9,356.8 
5,129.6 
1,120.8 
2,145.8 

94.0 
866.6 

11,250.0 
8,371.4 
1,873.1 
1,956.5 
940.5 

2,467.5 
1,133.8 
2,878.6 
826.6 
519.3 
702.4 
106.2 
101.5 
242.9 
379.7 

7,740.0 
5,886.4 
692.7 
289.7 
483.8 
378.5 
71 1.1 
373.5 
693.1 

Percent 
Increase 
as Result 
of Shifl 
Col (3) 
t Col. (1) 

(4) 
40.8 

44.7 
69.4 
47.2 

953.8 
40.6 
65.1 
43.0 
91.7 
39.8 
38.4 
107.1 
27.1 
18.4 
28.0 
41.5 

38.6 
38.3 
37.9 
51.1 
37.3 
34.0 
50.4 
41.7 
58.5 
42.1 
48.9 
90.8 
70.1 
57.7 
29.4 
23.7 
27.7 
15.5 
14.5 
36.8 
21 .o 
16.0 
27.3 

Exhibit: 
State Personal lncome Tax 
and General Sales Tax 
Collections as Percent of 
State Personal Income- 
Before Shift-Afler Shifl 



State and Region 

Florida 
Alabama 
Mississippi 
Louisiana 
Arkansas 

Southwest 
Oklahoma 
Texas 
New Mexico 
Arizona 

WEST 
Rocky Mountain 

Montana 
Idaho 
Wyoming 
Colorado 
Utah 

Far West 
Washington 
Oregon 
Nevada 
California 
Alaska 
Hawaii 

State Personal 30 Percent 
lncome Tax and of All Local 
General Sales Property Tax 
Tax Collections Collections 

Expanded 
Personal 
lncome Tax 
and General 
Sales Tax 
Collections 
cols. (1) + (2) 

(3) 

972.4 

358.5 
342.3 
386.6 
204.2 

1,853.6 
241.3 

1,088.0 
177.3 
347.0 

7.277.2 
910.1 

89.7 
132.3 

54.7 
428.0 
205.4 

6,367.1 
754.7 

357.9 
93.1 

4,789.2 
51.7 

320.5 

Percent 
Increase 
as Result 
of Shin 
Col (3) 
+ Col. (1) 

(4) 

36.0 
11 .o 
17.1 
22.5 
24.2 
51.5 
46.3 
71.2 
14.5 

29.6 
47.0 
41.8 

111.6 

30.2 
60.4 
42.5 
25.9 
47.8 
22.7 
58.2 
41.7 

56.3 
23.7 

9.0 

Exhibit: 
State Personal lncome Tax 
and General Sales Tax 
Collections as Percent of 
State Personal Income-- 
Before Shift-Afler Shifl 

'The Pennsylvania income tax became effective on June 1. 1971. The estimate here projects 10 month receipts to an annual total. The 
Ohio income tax became effective January 1, 1972. Data here are estimates submitted to the President's Commission on School Finance 
(State-Local Revenue Systems and Educational Finance.) 

Source: State income and general sales taxes, except for Ohio and Pennsylvania, are from the Bureau of the Census publication, State 
Government Finances in 1971. Property tax collections for fiscal years 1970-71 are from the Bureau of the Census publication, Govern- 
mental Finances in 7970-71. State personal income data (for calendar year 1970) are from U.S. Department of Commerce, Survey ot 
Current Business, April 1972. p. 20. 



States like Vermont and Wisconsin, which now use provisions regarding property taxes and mortgage 
all three tax sources heavily, would experience diffi- interest payments. 
culty in trying to shift 30 percent of their property In addition to the economic advantages of the de- 
tax load to their sales and income taxes. Although the ductibility provision, the itemizers reap a n  added 
percentage increases in their sales and income tax -psychological advantage-the visibility of deducting 
collections would be at about the national average, the property tax on the income tax form. 
their rates would far exceed the national average. 
A few other States, like California, Minnesota, New 
York and North Dakota, might experience similar 
difficulties. 

Most of the southern States, which generally make 
light use of the property tax, would not be forced to 
raise their sales and income tax rates sharply and 
would continue to enjoy a relatively advantageous 
interstate tax position. 

Current Federal Role 

The Federal government provides a form of prop- 
erty tax relief by permitting the deduction of prop- 
erty tax payments from taxable personal income. 
However, this relief goes primarily to upper-income 
families. For the 1972 tax year, some 20 million Fed- 
eral income taxpayers will itemize nearly $10 billion 
of property taxes on their Form 1040. This represents 
about 70 percent of the $14 billion in property taxes 
on single-family homes. Some fraction of this amount 
will also appear as itemized deductions on State per- 
sonal income tax returns and will be written off at 
a lower rate. For 1972, the cost of property tax deduc- 
tibility in  foregone Federal revenue will be  a n  esti- 
mated $2.6 billion. 

The estimated distribution of itemized property 
tax deductions on Federal individual income returns 
for 1972 is shown in Table 26. A similar distribution 
for the District of Columbia for 1969, as an  example 
of property tax deductibility on State personal in- 
come tax returns, is shown in Table 27. 

Poor persons spend a higher proportion of their 
income on housing than the rich, but upper-income 
persons benefit more from property tax deductibility. 
There a re  several reasons. First, property tax deduc- 
tibility is worth more to upper-income persons be- 
cause they are  taxed at a higher marginal rate. Sec- 
ond, because of the large and recently increased 
standard deduction, low-income persons a re  less apt 
to have enough deductible expenses to make it worth 
their while to itemize. Property tax payments by 
themselves a re  generally not large enough to make 
itemization worthwhile, although property taxes plus 
mortgage interest payments usually are.  This works 
to the disadvantage of elderly persons whose mort- 
gages are  paid off even if they have enough taxable 
income to be liable for the income tax in the first 
place. Third, most low-income persons are  renters, 
and thus cannot take advantage of the deductibility 

Property Tax Deductions-Pros and Cons 
The property tax deduction has become a very 

controversial aspect of the Federal income tax, usu- 
ally appearing high on the list of income tax "loop- 
holes" when tax reform is contemplated. 

Defenders of the tax deduction argue that payment 
of taxes reduces the ability to pay and this must be  
taken into account in the calculation of the income 
tax. Reformists reply that property taxes arise as 
part of the cost of shelter. If the homeowner can de- 
duct part of the costs of his shelter, then the tenant 
should be  allowed to deduct part of his rent pay- 
ment. 

Another justification of the property tax deduction 
stems from concern about confiscatory taxation. If 
each level of government imposed taxes without 
regard for taxes of the other levels, total taxes might 
conceivably exceed 100 percent of income. To pre- 
vent this, the Federal government allows State and  
local taxes to be deducted from adjusted gross in- 
come. 

A third rationale for the deduction of the property 
tax (and one of the reasons for the deductibility of 
interest on mortgages) is to encourage homeowner- 
ship. Behind this homeownership argument is the 
alleged social value that flows from families with a 
"stake in the community." 

The deduction has also been defended as an  in- 
direct form of Federal assistance to State and local 
governments. The ability of local governments to 
raise taxes is presumed to be increased when middle- 
and upper-income persons can partially "write off" 
increases in their property taxes against their Fed- 
eral income taxes. 

Yet, the property tax deduction manifests several 
points of inequity. When two taxpayers with the 
same property tax are  compared, the higher-income 
taxpayer receives the greater benefit. Renters re- 
ceive no benefit, although they pay part of the tax 
through their rent. The deduction does work to en- 
courage homeownership, but the incentives become 
more pronounced as income rises. 

The "tranquility argumentw4 stands out as perhaps 
the most persuasive rationale for preserving the 
property tax deduction in spite of its manifest in- 
equities. Millions of homeowners have built the tax 
deductibility privilege into their long-term financial 
arrangements. Thus any attempt to abolish this tax 
preference would meet most widespread and stren- 
uous public opposition. 



Table 26 
ltemized Property Tax Deductions on Federal Individual lncome Tax Returns, 1972 

Number of 
Adjusted Gross Returns 
lncome Class (thousands) 

$ 0- 2,999 15,470 
3,000- 4,999 8,740 
5,000- 6,999 7,970 
7,000- 9,999 12.610 

10,000-14,999 17,230 
15,000-19,999 7,100 
20,000-49,999 4,375 
50,000-99,999 41 5 

100,000 and Over 90 
All lncomes 74,000 

Source: AClR staff estimates 

Taxable 
Returns With 
Property Tax 
Deductions 
(thousands) 

55 
595 

1,450 
3,890 
6,725 
3,920 
2,980 

345 
8 1 

20,041 

Amount of 
Property Tax 
Deductions 
(millions) 

$ 14 
184 
457 

1,274 

2,784 
1,984 
2,396 

483 
208 

9,782 

Cost of 
Property Tax 
Deductions 

to Gov't 
(millions) 

$ 2  
29 
79 

238 
580 
485 
785 
246 
117 

2.560 

Average 
Property Tax 

Deduction 
Per Return 

With ltemized 
Property Taxes 

Value of 
Property Tax 

Deduction 
Per Return 

With ltemized 
Property Taxes 

Table 27 
ltemized Property Tax Deductions on District of Columbia Individual lncome Tax Returns, 1969 

Adjusted Gross 
lncome Class 

$ 0- 2,999 
3,000- 4,999 
5,000- 6,999 
7,000- 9,999 

10,000-14.999 
15,000-1 9,999 
20,000-49,999 
50,000-99,999 

100,000 and Over 
All lncomes 

Number of 
Returns 

(hundreds) 
532 
60 1 
61 7 
656 
361 
121 
11 5 

12 
5 

3.020 

Taxable 
Returns With 
Property Tax 
Deductions 
(hundreds) 

42 
70 
95 

155 
122 

5 7 
73 
10 
4 

628 

Amount of 
Property Tax 
Deductions 
(thousands) 
$ 1.356 

2,325 
2,862 
4,984 
4,809 
2,784 
5,328 
1.532 

864 
27.051 

Cost of 
Property Tax 
Deductions 

to Gov't 
(thousands) 

$ 27 
8 1 

143 
299 
337 
223 
480 
153 
86 

1,729 

Average 
Property Tax 
Deduction 
Per Return 

With Itemized 
Property Taxes 

$ 323 
332 
30 1 
322 
394 
488 
73 0 

1,473 
2,261 

428 

Value of 
Property Tax 

Deduction 
Per Return 

With itemized 
Property Taxes 

$ 6 
12 
15 
19 
28 
39 
66 

147 
226 
27 

Source: Billy D. Cook, "An Analysis of the Utilization of the Deduction Sources-Who Benefits from Selected ltemized Deductions under 
the D.C. lncome Tax?", unpublished paper, 1972; cost of deductions and value of deduction per return estimated by AClR staff. 



Summary 
There appears to be a growing division between 

federally-financed and state-financed property tax 
relief. The Federal government has always provided 
indirect  proper ty  tax relief  for t h e  middle-  a n d  
upper-income group by means of the income tax 
deduction for property taxes (currently $2.6 billion 
in Federal revenue foregone). The States and locali- 
ties are providing approximately $400 million in 
direct but limited property tax relief for low-income 
and elderly families. 

While the States still have a long way to go before 
reaching the goal of heavy duty protection, the mo- 
mentum of the property tax relief movement for the 
elderly is now so strong that it is reasonable to ex- 
pect that virtually all of the States will be providing 
heavy duty protection for elderly homeowners with- 
in five or six years. 

The situation with respect to elderly renters is far 
different. It will probably take a long time before 
most States bring this group into their property tax 
relief fold. The same can probably be said for the 
low-income non-elderly homeowners- although 
there are a few signs of growing support for univer- 
sal circuit-breakers that would shield all low-income 
and most middle-income families (renters as  well as  
homeowners) from excessive property tax loads. 

FOOTNOTES 

'"Sunt rerum lacrirnae et rnentem rnortalio tangunt." 
Aepeid, Book I ,  462. 

2Kenneth E. Quindry and Billy D. Cook. "Humanization of 
the Property Tax for Low-Income Households," National 
Tax Journal, September 1969. 

=Frank de Leeuw, Time Lags in the Rental Housing Market 
(Washington: Urban Institute, 19701, p. 54 





chapter VI 

four approaches 
to reform 

the property tax: 
their potential for relief 

What one man can imagine, another can 
make a reality. 

Jules Verne 

Four approaches to reform the property tax a re  
receiving considerable attention from tax policy- 
makers. They are: actions to insure proper assess- 
ment, reclassification of property, the levy of a uni- 
form statewide property tax and site value taxation. 

This chapter will describe these approaches and 
evaluate their potential both to substitute for gen- 
eral residential property tax relief and to improve 
the property tax structure. 

Assessment Reform 
On the basis of a n  extensive study of property tax 

assessment administration, ACIR issued a report that 
contained 29 recommendations to the States for re- 
habilitating their property tax assessment systems.' 
Four major premises underpin the Commission's 
prescription for overhauling property tax adminis- 
tration: 

1. The prevailing joint State-local system of ad- 
ministering the property tax can work with a 
reasonable degree of effectiveness only if the 
State tax department is given sufficient execu- 
tive support, legal authority, and professional 
stature to insure local compliance with State law 
calling for uniformity of tax treatment. 

2. Professionalization of the assessment func- 
tion can ordinarily be achieved only if the as- 
sessor is removed from the elective process and 
is selected on the basis of demonstrated ability 
to appraise property. 

3. Each State should pursue a full disclosure 
policy, requiring the State tax department to 
make annual ratio studies and to give property 
owners a full report on the fractional valuation 
policy adopted by local assessors. 

4. Appeal procedures should be  relatively sim- 
ple and each aggrieved taxpayer should be spe- 
cifically authorized to introduce State assess- 
ment ratio data as evidence in appeals to re- 
view agencies on whether his assessment is in- 
equitable. 

Many advocates of assessment reform claim that 
these reforms to remove the inequities between dif- 
ferent properties would be reflected in a tre- 
mendous shift of the property tax burden from resi- 
dential property owners to business property. They 
also suggest such a change would provide the tax- 
ing jurisdictions with a substantial increase in rev- 
enue. 

But the claim that a property tax bonanza will 
accrue to small taxpayers and to local governments 
as a result of assessment reform must be viewed 
with caution. There are  several reasons for this: 



1. Some big firms undoubtedly are being under- 
assessed as a result of the cupidity or incompetence 
of local assessors. Indeed, in local situations where 
a relatively few with large holdings get the favor of 
discounted assessed valuations, the effect is to in- 
crease the burden for other components of the base. 
Favoritism, however, can also result from a delib- 
erate State policy to ignore constitutional or statu- 
tory mandates for assessment uniformity. A timber 
State, for example, may take the position that for- 
estry must be encouraged and protected, regardless 
of what the State constitution says. If pressed to cor- 
rect the situation, State policymakers will seek to 
change the constitution in a way that continues the 
encouragement of forestry. If the latter policy is in- 
deed the will of the people, it should survive within 
the law and not outside of it. 

2. Cases of overassessment and underassessment 
of business property easily can be  more apparent 
than real. Whenever the market is so sparse or sub- 
jective that it prevents or hinders discovery of its 
existence, its utility as a criterion dissolves. Such is 
the market for much business property. An assessed 
value which that market judges "low" may be just 
as correct as one which that market judges "high" 
Nobody really knows, and nobody ever will know 
until more objective determinants of what is correct 
can be identified and applied. 

3. Some revaluation experience suggests that the 
little taxpayers (farmers and homeowners) are more 
apt to be systematically underassessed than business 
firms-especially publicly regulated companies and 
commercial establishments. Again, however, it 
should be realized that terms like "underassessed" in 
this context contain inherent deficiencies. The basis 
for judging either a residential property assessment 
or a business property assessment is the market 
within which each is calculated. Residential prop- 
erty markets, though often themselves influenced by 
subjective, capricious factors, nevertheless possess 
more discernible value identifying characteristics 
than business property markets. The latter possess 
practically no standardization. This not only helps 
to explain differences among appraisers; it also 
seriously undermines any judgment about assess- 
ment that is based on an assessment/"sales" ratio for 
business or industrial property. 

There is no doubt that among the tens of millions 
of individual parcels of real estate that are assessed 
in this country for property tax purposes, many 
cases of apparent underassessment and overassess- 
ment could be  found.* But, the 1967 Census of Gov- 

*According to the 1967 Census of Governments, there were 
7.48 million locally assessed real properties in 1966. 

ernments shows 20 States in which commercial and 
industrial assessment levels are higher than those 
for residential property, 24 in which the situation 
is reversed, and 7 in which there is a standoff.2* 

An unpublished tabulation of 1966 assessment 
ratios for larger cities, arranged by size-class of 
property, reveals a generally progressive situation: 
as values rise so do assessment ratios.** This is 
true in 85 percent of the 117 cities for which valid 
data are available. A comparison from the same tab- 
ulation of the assessment ratios for single-family 
homes with those for apartment houses shows that 
the former were "underassessed" relative to the 
latter in about three-fifths of 116 cities. And, a simi- 
lar pattern existed when total residential property 
(both single-family homes and apartment houses) 
was compared with commercial and industrial 
properties.*** 

As noted, the conclusions to be  drawn from the 
Census sales/assessment ratio data apply only to 
"ordinary real estate" and therefore have limited 
applicability. Other, more broadly based evidence, 
however, also indicates that commercial proper- 
ties are often assessed at a higher level than resi- 
dential properties. 

An intensive study of assessment ratios in Bos- 
ton, based on 1962 sales prices and assessments, 
found that without question commercial property 
was assessed at a much higher ratio than residential - 
property.= In central Boston, single-family homes 
were assessed at 44 percent of market value, while 
commercial property carried a ratio of 78 percent. 
Indeed, looking at the ratios for the city as a 
whole,**** there was a smooth progression of ratios: 
from 34 percent for single-family homes to 41 per- 
cent for two-family residences, 52 percent for three- 
to-five family residences, 58 percent for six-or-more 
families, and 79 percent for commercial properties. 

A recent article in the New York Times indicates 
a similar situation in New York City: 

Generally, the homes are assessed at a much 
lower ratio to their market value- the price the 

*The Census ratio data apply only to "ordinary real es- 
tate," i.e., excluding separately assessed mineral rights, 
realty not subject to use-classification, and real estate that 
is presumed to have a market value of over $250.000. 
**See Appendix A, Table A-20 for a summary of the de- 
tailed census tabulation. Again, the data are for "ordinary 
real estate." 

***Data for only 39 cities could be used for this comparison. 
as there were too few valid transfers of commercial and in- 
dustrial properties in most of the cities for which the Bu- 
reau of the Census compiled such information. 

****Ratios varied considerably as between sections of the 
city as well. 



house could be sold for- than income-producing 
properties. "This undervaluation," according to 
a report by the State Commission of Investiga- 
tion, (is) "apparently a traditional and delib- 
erate decision on the part of various city admin- 
istrations to deter middle-income families from 
leaving the city for the suburbs."' 

When Kentucky was forced by court action in 1965 
to quadruple its assessed values from about a 25 per- 
cent level to the constitutionally required fair cash 
value, the result was as follows (in millions of dol- 
lars) .5 

Class of Real Estate Assessed Valuation 
1/1/65 1/1/66 Percent Increase 

Residential 1,639 5.617 342.7 
Farms-Acreage 788 3,777 479.3 
Commercial-Industrial 685 2,243 327.4 
Oil, Mineral Rights, etc. 75 174 232.0 -- - 

Total 3,187 11,811 370.6 

On the average, residential and farm properties ap- 
parently were assessed at a lower level than com- 
mercial and industrial property-and consider- 
ably lower than oil and mineral rights-before the 
reassessment. 

Because of the thin market for commercial and in- 
dustrial properties, assessors generally use non- 
market factors to arrive at taxable valuations for 
such properties-reproduction cost and deprecia- 
tion factors, as well as capitalized earnings. The 
"non-market" taxable valuation becomes the num- 
erator of the ratio fraction, and value as indicated 
by the "thin market" becomes the denominator. A 

well arrive at six different valuations. The subjec- 
tive nature of property appraisal-particularly for 
complex properties that change hands infrequently 
-may well result in random underassessment or 
overassessment. Therefore, even the strongest effort 
to achieve absolute uniformity of assessment might 
not result in a general increase in assessments for 
large industrial and commercial properties and a 
reduction for homeowners and small businessmen. 

Nor is it likely that assessment reform pe r  s e  
would result in a tax bonanza for local governments. 
Jurisdictions that drastically increase the overall 
assessment level through reassessment - to achieve 
uniformity-generally take steps to roll back rates 
and avoid the sharp increase in individual tax bills 
that would otherwise result from a general increase 
in valuations.* Otherwise, the reassessment effort 
is doomed to failure. If there were significant dis- 
parities between different types of property before 
the general reassessment, the reassessment will shift 
tax burdens, not increase property tax collections. 

Property Tax Classification 
Cognizant of the fact that general assessment re- 

form will not necessarily provide residential prop- 
erty tax relief, State policymakers have been con- 
sidering another change-tax classification-which 
can be  a vehicle for deliberately shifting part of the 
property tax burden from residential property to 
business property. One scheme now being discussed 
in New Jersey is designed both to relieve residential 
property taxes and to raise State revenue to help 
finance local schools. 

recent report on assessment practices in Cook Coun- New Jersev Plan 
ty should be  judged within this framework, when it 
notes that the assessment ratio for commercial and 
industrial properties is about double that for single- 
family homes. Commercial and industrial proper- 
ties, especially within the city of Chicago, "have 
generally declined in market value much faster than 
the Assessor's traditional depreciation factors have 
allowed for. The result is that older buildings tend 
to have considerably higher assessment ratios than 
the newer ones."6 A similar conclusion was drawn 
by Oldman and Aaron regarding such properties in 
Boston.' These conclusions of course, are,  significant 
only to the extent that apparent declines in value a re  
significant in thin markets. 

Conclusion 

It is clear that individual properties will be found 
which have been given preferential treatment by 
the assessor-wittingly or unwittingly. Indeed, when 
it comes to complex industrial plants, three private 
appraisers and three tax assessors, all equally com- 
petent and using generally accepted methods, could 

New Jersey, like many other States, is faced with 
the problem of revamping its State-local tax struc- 
ture in response to a court mandate for a more equi- 
table system of school finance. A comprehensive 
tax study recommended a massive restructuring of 
the New Jersey tax system, including: enactment of 
a broad-based personal income tax; massive reduc- 
tion of local property taxes, underpinned by strin- 
gent tax limits and replaced, in part, by a uniform 
1 percent statewide property tax; a circuit-breaker 
for low-income elderly householders; and strength- 
ened property tax assessment administration.8 

The New Jersey Tax Policy Committee, the body 
that conducted the study, considered a tax classifi- 
cation proposal but turned it down because of two 
potentially detrimental effects: 

First it would restore the pressure on local 

*Both Kentucky and Washington had to take such steps in 
their recent reassessment programs which quadrupled 
values in Kentucky and are doubling them in Washington. 



officials to zone out people, which the Com- 
mittee's program is designed to avoid; and sec- 
ond, it would shift a substantial portion of the 
tax burden from homeowners to home renters 
and to apartment dwellers, the latter getting no 
benefit from the homestead exemption. Experi- 
ence in Florida indicates that homestead exemp- 
tion also tends to raise the tax rate on all local 
property and to create the need for additional 
taxes in the form of local non-property taxes. In 
an  industrial state such as New Jersey, which de- 
pends upon a healthy economic environment for 
industrial development perhaps more than other 
states, any attempt to shift the tax burden from 
residential to commercial and industrial prop- 
erty by a legally sanctioned classification sys- 
tem would create a very damaging reputation 
for the state and seriously affect its future econ- 
omy, employment and  payroll^.^ 

the position that, if they must resolve the conflict 
between law and practice, they will do so con- 
sciously by removing the uniformity provisions and  
specifically authorizing the legislature to discrim- 
inate among property classes. 

Six States now comprehensively classify property 
for tax purposes.* Five of them do so with the ex- 
press purpose of imposing a heavier property tax 
on business than on homeowners and farmers. 
Montana, which has ten separate classes, places the 
usual kinds of real estate-residential, commercial 
and industrial, and farms-in one class to be  as- 
sessed at 30 percent of "true and full value," and 
uses the other classes for various kinds of personal 
property. 

West Virginia's classification system, which ap- 
plies to rate limits rather than assessment levels, 
establishes higher limits for business property than 
for residential or farm property. And Minnesota- 
which has been classifying property since 1913- 

The tax reform legislative package that was sub- now has an extremely complex system that contains 
mitted by Governor 'ahill to the 25 separate classes. Owner-occupied homes a re  
mittee's recommendations did not include property given a homestead exemption through the classifi- 
tax classification. It, did, however, take cognizance cation system by requiring the first $12,000 of market 
of the windfall effect  of the proposed drastic Proper- value t o  be assessed at 25 percent (for  farms the 
ty tax reduction plan and make provision for partial ratio is 20 percent) and the remaining full  value at 
recapture of such gains to business. 40 percent (33-1/3 percent for farms). Commercial 

The package was when the leg- and industrial real estate is required to be assessed 
islature failed to enact a personal income tax. Much a t  43 percent of market value, 
of the opposition to the Tax Policy Committee's pro- The three most recent entries into the tax classi- 
posals came from the Democratic minority in the fication fie1daAlabama, Arizona and Tennessee- 
General Assembly, which felt that the business sec- took a simpler approach. Each classifi- 

was being On to  carry enough of the cation system established no more than four classes 
tax load.lO and was aimed frankly at taxing business property 

~ e w  jersey policymakers are  still faced with the a t  a higher rate than owner-occupied homes and 
need to raise sufficient funds for expanded State fi- farms. (see ~ ~ b l ~  28,) 
nancial support of local schools. To accomplish this, Alabama and Tennessee had to amend their con- 
the Democratic minority proposed a substantial stitutions to allow classification. Arizona simply 
statewide property tax levy for education, classified needed to enact legislation (in 1967) to implement a 
to increase the burden on business property and re- long-standing constitutional provision stipulating 
duce it on residential property. ~ p e c i f i c a l l y ~  Sen- that, taxes shall be  uniform upon the same class 
ate Minority ~ e a d e r  J .  Edward Crabiel has proposed of property within the territorial limits of the au- 
a statewide property tax at $2.40 Per $100 of taxable thority levying the tax, and shall be  levied and col- 
value on business and 40 cents per $100 on residen- lected for  public purposes o n l y . ~ ~ ~  
tial property-six to one against business. Several Both the Alabama and the Tennessee constitution- 
Democratic Party have proposed a al amendments followed court decisions that de- 
three-to-one levy -$2.25 per hundred on business clared their assessment practices discriminatory. 
and 75 cents on residential and farm property. The In Tennessee, two railroads brought suit in 1966 
New Jersey legislature will be considering these and 
other school financing plans as it continues to try to 
resolve the dilemma posed by the courts. *Alabama, Arizona, Minnesota, Montana, Tennessee and 

West Virginia. The new Illinois constitution allows a form 
Other Tax Classification Schemes of property tax classification in the largest counties (those 

over 200,000 population) by providing that "the level of as- *' the courts question the sessment or rate of tax of the highest class in  a county shall 
t ional i t~  of extra-legal property tax c l a ~ ~ i f i c a t i o n  not exceed two and one-half times the level of assessment 
that has been brought about by shoddy assessment or rate of the lowest class in that county" (Art. IX. Sec. 4 

practices, tax policymakers are  beginning to take Ibl )  

72 



Table 28 
Property Classifications and Assessment Levels 

In Alabama, Arizona and Tennessee 
Class of Property Assessment Ratio 

Alabama Arizona Tennessee 
Railroad Property 30%' 60%2 55%' 
Utility Property 30 40 55 

Commercial and Industrial3 25 25 40 

Residential and Farm 15 18 2 54 

'Included with utility property classification. 
2Also producing mines and standing timber. 
Includes multi-family residential rental property (apartment 

houses). 
'Farm property established as a separate class, but with the 
same ratio as residential property. 

on grounds that their properties were assessed at a 
higher level than other properties. The courts ruled 
in favor of the railroads, and the Louisville and 
Nashville R. R. decision was upheld by the U.S. 
Court of Appeals, Sixth District in a decision handed 
down on February 14, 1968.12 A constitutional 
amendment authorizing property tax classification 
was approved by the electorate in August 1972. 

The United States District Court, on June 29, 1971, 
declared unconstitutional a 1967 Alabama law that 
changed the statutory assessment ratio from 60 per- 
cent to "up to 30 percent," on the grounds that this 
provision was too vague and allowed assessors to 
establish assessments from zero to 30 percent.* 

The court ordered the State Commissioner of Rev- 
enue to equalize assessments to the 60 percent stand- 
ard  (the standard that had been superseded by the 
law that was declared unconstitutionall within one 
year. Soon thereafter, the legislature approved a 
classification amendment for submission to the elec- 
torate. The voters ratified the amendment on May 
30. 1972. 

Legal, Political and Administrative 
I mplications 

Depending upon the precise legal concepts used, 
different studies of property tax classification among 
the States indicate that about 30 States now have 
some constitutional authority to classify real prop- 
erty. But many of these, as well as the other 20 
States, would require constitutional amendments to 
give the State legislature broad discretion in classi- 
fying real property.13 

*Susan Lee Weissinger, et. al. vs. Charles A. Boswell. There 
was also a technical point  that the l a w  was a revenue meas- 
u re  and therefore should have originated in the House of 
Representatives rather than in the Senate. 

Constitutional changes to provide for property 
classification are  hard to come by. Numerous at- 
tempts were made in Tennessee, beginning in 1915, 
before the amendment was finally adopted in 1972. 
Such proposals have been turned down repeatedly 
by the electorate in Massachusetts-most recently 
in 1970. Taxpayers generally mistrust any proposal 
that would shift the burden of a tax for fear they 
themselves may end up with higher tax bills. Similar 
reasoning is usually applied to proposals to move 
from fractional to full-value assessment. 

Classification does not absolve the State and local 
assessors of their responsibility to assure assessment 
uniformity within each class; indeed it fortifies the 
need to accomplish this goal. Commenting on this 
aspect of property tax classification, Rolland Hat- 
field, a former Minnesota Tax Commissioner, wrote: 

. . . from observation of our (Minnesota's) sys- 
tem, classification appears to be  no cure for il- 
legal assessments. If it really was believed in 
those days that legalization of what the assessor 
was doing illegally would stop the illegal proc- 
ess, especially with regard to fractional assess- 
ments, then I can also assure you that history 
has proven just the opposite. The assessor, 
under the classified system, has proceeded to 
have his fractional assessments just as h e  had 
before. So we have a situation where we have 
not only legal classifications, but also illegal 
fractional assessments; and this, of course, com- 
pounds the inequities that exist between one 
class of property and another." 

One further aspect of classification centers around 
the identify of market value. Properties which do not 
sell, or which sell only rarely, or which "sell" more 
in a nominal than genuine sense, do not lend them- 
sevels to valuation in terms of market value. Many 
industrial and commercial properties are  in this 
category. For them, a statutory requirement for as- 
sessment at "43 percent of market value" or "60 per- 
cent of market value" is as difficult a standard as a 
requirement for assessment at full market value. 
Moreover, it provides little assurance of equitable 
tax burden distribution among typpes of property. In- 
deed, the stated percentages can easily mislead. If 
industrial property is to be assessed at 40 percent of 
market value and residential property at 20 percent, 
the implication is that the burden on industrial prop- 
erty is twice that on residential property. This would 
be true only in the extremely unlikely circumstances 
that a market actually conditioned the assessment of 
each. 

The reality is very different. Industrial properties 
are  not part of any market in the sense that residen- 
tial properties are.  When they are  "sold," transfer 



considerations adjust, magnify, minimize, or con- 
ceal any dollar amount that might be called the 
price. Obviously, 40 percent of such a quantity in- 
dicates very little, if any, relationship it may have 
to 20 percent of what the average house sells for. 

This is a particular problem with classification. 
It may intend "favorable" treatment for residential 
property within a statutory framework, and it in- 
vites that superficial interpretation. Because its im- 
plementation is based in part on what cannot be  
identified, however, its value in the promotion of 
equity is dubious. The need remains to find a bet- 
ter standard for valuing properties basically resist- 
ant to the concept of market value. 

One other complication deserves mention. When- 
ever multi-family housing is included in the commer- 
cial and industrial class (as frequently happens) the 
possibility arises of tax burden on tenant-occupied 
housing heavier than that on owner-occupied hous- 
ing. 

Conclusion 
Tax classification purportedly gives State policy- 

makers- and the electorate by referendum- an op- 
portunity to determine by constitutional and legis- 
lative action how the property tax will affect differ- 
ent kinds of property. For those classification sys- 
tems that have been initiated recently, the intent 
has been to shift more of the property tax to com- 
mercial and industrial firms and away from home- 
owners and farmers. But the use of "market value" 
as an  assessment standard at best complicates, and 
may even prevent the achievement of this intent. 

Is tax classification property tax relief? Certainly 
the current intent is to provide relief to homeown- 
ers and farmers. But this intent can only be guaran- 
teed if at the same time firm action is taken to 
strengthen and supervise assessment administra- 
tion, and to define valuation standards with greater 
precision. Genuine uniformity in effect will remain 
as elusive as it is under usual constitutional and 
statutory provisions. Further, tax classification may 
give the State an  anti-business reputation, with the 
result that pressure may increase on local assessors 
to "go easy on business property." 

Tax policymakers often propose property tax in- 
creases on business in the belief that they can be  
passed on readily to the consumer-a form of dis- 
guised sales tax. This tax-shifting assumption is com- 
ing under increasing fire as economic theorists give 
greater weight to the claim that the property tax is 
a levy on wealth and therefore is not readily passed 
on to consumers.* Despite uncertainty about inci- 
dence, one factor cannot be ignored by State tax 
policymakers-the possibility that what looks like 

*See Chapter IV, p. 34 ff. 

legally sanctioned tax "discrimination" against busi- 
ness may adversely affect the State's economy, even 
though preferential assessment may offset part or 
all of the legalized "discrimination." 

Statewide Property Tax 
Pressures from the courts and tax study commis- 

sions to revamp local school finance are  posing 
some knotty problems for State policymakers.* 
These pressures are directed toward shifting from 
local property taxation to a broad form of State fi- 
nancing. Some States, like Hawaii and a number in 
the South, have been moving in this direction for 
many years. Others, like California, New York and 
Wisconsin, which already make heavy use of sales 
and income taxes, also rely heavily on local prop- 
erty taxation."" 

Proposals have been made in California, New Jer- 
sey and New York for statewide property taxes to fi- 
nance local schools. More such recommendations 
will follow. What are  the property tax relief and re- 
form implications of such proposals? 

Economic and Fiscal Effects of a Statewide 
School Levy 

A uniform State rate would tax property tax re- 
sources equally across the State, regardless of how 
those resources are  distributed among the local po- 
litical subdivisions that provide educational services. 
By the same token, the tax rate applied to a commu- 
nity with a large property tax base would make 
more funds available for statewide distribution than 
the same rate applied to a community with a small 
base. In this sense, the statewide property tax has 
an  equalizing tendency; property tax revenue from 
the wealthy school districts is redistributed to the 
poor ones. 

To the extent that a statewide tax replaces local 
school taxes it has similar effects to those described 
in Chapter VII, under "Economic Windfall Issue." 
The change in local taxes would bring capital gains 
to owners of property that had been taxed at rates 
above the new statewide rate and capital losses to 
owners of property in jurisdictions where the tax 
was below the new statewide rate. The actual effect 
on a particular community would depend on the 
level of the State rate and the amount of local prop- 
erty taxes it supplants. 

Replacing local school property taxes with a state- 
wide property tax will differ from replacing all lo- 

*See Chap. IX, p. 101 f f ,  for a discussion of the court deci- 
sions on school financing. 
**Virtually all States imposed general property tax levies 
prior to the 1930's. Although about half of the States now 
levy uniform State general property taxes, these levies a re  
minimal except in a handful of States. 



cal property taxes because wide interjurisdictional 
variations exist in school rates relative to rates for 
non-school purposes. In large urban centers, school 
rates often comprise as little as 30 percent of the to- 
tal property tax; in wealthy suburbs they may be as 
much as 80 percent of the total levy. Thus an  area 
cannot be assured that, because it has the highest 
total tax rate, it will experience the largest property 
tax rate reduction after the local school tax is re- 
placed 

Effect in an agricultural State. School property 
taxes were analyzed in a predominantly agricultural 
State to determine the effect of a statewide property 
tax for schools on the tax burdens of farmers. The 
rates were adjusted from the actual rates by con- 
verting property values to full and true value, elim- 
inating currently applied farmland tax preferences 
and requiring each school district to raise the same 
revenue as before. Then a uniform statewide rate 
was calculated that would provide the same total 
revenue. The tax liability of each of the three classes 
of property-agricultural, non-agricultural resi- 
dential, and non-agricultural business - was com- 
puted. In this example, the property tax liability for 
farm property as a whole would be increased by 10.6 
percent under a statewide tax; that on business 
would be reduced 12.5 percent, and that on resi- 
dential property, reduced by 9.4 percent. 

Farms, non-farm businesses and residential prop- 
erty can all be  found (in varying combinations) in 
most school districts, and the tax liabilities on vari- 
ous properties in one district would be increased or 
decreased in tandem. Thus what is true of farmland 
in the aggregate for a State is not necessarily true 
of each parcel of farmland. The State analyzed had 
207 school districts. A district-by-district examination 
of the data showed that 73 districts would experience 
tax reductions and 134 would experience tax in- 
creases under a statewide tax. While the districts ex- 
periencing the tax decreases had 43.4 percent of all 
taxable property, they contained only 27.7 percent 
of all agricultural property.* 

Effect in an urbanized State. An analysis was 
made of New Jersey data to determine the effect of 
a statewide school tax on the tax rates in major 
cities. It was found that a statewide tax rate of ap- 
proximately 2.4 percent would raise the same 
amount that the local school districts raised with 
their existing rates and a statewide tax rate of ap- 
proximately 3.3 percent would be required to level 

*If the current farmland preferences are retained in calcu- 
lating both local and statewide rates, the liability of agri- 
cultural property would still be increased by 9.2 percent 
if all property taxation for school purposes were shifted 
to the State level. 

up school expenditures per child to the 95th per- 
centile. 

The 12 largest municipalities in New Jersey and 
their effective tax rates for schools in 1971 are  shown 
in Table 29. Eight of the 12 have rates above 2.4 per- 
cent, but only one is above 3.3 percent. Of all 567 
municipalities in the State, only 41 had school rates 
that high. Newark taxpayers would clearly gain from 
statewide financing of schools under any circum- 
stances, and most of the largest cities would prob- 
ably gain if school expenditures were equalized at 
a lower level. 

Table 29 
Effective School Tax Rates in the 

12 Largest Municipalities in New Jersey, 1971 
Rank for Total 

citv Populatlon School Tax Rate Tax Rate' 
(1970 Census) 

Newark 382.374 4.28 6 

Jersey City 260,549 3.24 7 

Trenton 104.521 3.06 8 

East Orange 75,419 2.91 4 
Camden 102,551 2.86 14 

Union City 58,537 2.78 12 

Paterson 144,835 2.74 27 

Passaic 55,124 2.45 12 

Bloomfield 51.997 2.09 72 

lwington 59,727 2.09 23 

Elizabeth 112,720 2.02 161 

Bayonne 72.719 1.72 63 

'Based on ranking for all 567 municipalities in New Jersey 

Source: New Jersey Tax Policy Committee, Report Vol. 11, 
The Property Tax (Trenton: February 23, 1972), Appendix 

Seven-State simulation. A comparative analysis of 
seven States was made by staff of the Office of the 
Assistant Secretary for Planning and Evaluation, 
Department of Health, Education and Welfare, and 
the National Planning Association.* Looking at the 
largest city, other central cities, rural areas, and sub- 
urbs at seven income levels, the analysis simulates 
the changes in per-pupil school expenditures and 
taxes that would result from maintaining the same 
total expenditure in each State, but equalizing 
school expenditures in all districts and then financ- 
ing the expenditures through a statewide property 
tax. 

Preliminary results indicate increased taxes in the 

*This analysis was still in process at this writing, and the 
findings and conclusions can only be considered tentative. 
These results are part of a larger study by Alan Ginsburg, 
Susan Sargen, B. J.  Stone and Joan Turek, scheduled for 
completion in 1973. The seven States are: California, Kan- 
sas, Massachusetts, Mississippi, New York, Texas and 
Virginia. 



rural areas of six states and a negligible decline in 
the seventh (Mississippi). These increases in taxes 
could be  accompanied by increased expenditure per 
pupil in four of the seven cases and decreased ex- 
penditures in the other three. In four States the 
higher-income suburbs (top three classes) would 
have lower taxes; in one State the results would be  
mixed; and in two, data are  not yet available. All the 
higher-income suburbs for which there are  data also 
would experience substantial reductions in school 
expenditures. The results for the other four income 
classes of suburbs would be mixed, showing lower 
taxes in New York and Massachusetts, some indica- 
tion of increased taxes in California and Texas, and 
no discernible pattern in the other three. 

The pattern for center cities is irregular. In Kan- 
sas, Massachusetts and Texas, statewide financing 
reduces taxes in the center cities; in New York, i t  
increases them. In Virginia and Mississippi, the 
largest city experiences higher taxes while the other 
center cities experience decreases. In California, the 
result is reversed. Thus, the preliminary results of 
this simulation-the most extensive study made thus 
far of the actual effects of a statewide property tax 
for school financing-indicate the hazards of gen- 
eralizing about the effects of such a policy. 

Legal and Political Obstacles 
Sixteen States would have to amend their consti- 

tutions or submit the question to referendum in or- 
der to have meaningful State-level property taxes. 
Almost all the remaining States would require 
changes in statutory limits or other statutory revi- 
sions.15* The general public disaffection with the 
property tax would lead to citizen resistance to these 
changes unless they were accompanied by some re- 
duction in the overall property tax burdem16 But 
even with some promise of property tax relief, pro- 
posals for statewide property tax levies-because 
of the intended redistribution of resources which is 
at their heart-can be expected to encounter politi- 
cal obstacles. The difficulties would be compounded 
in States with substantial variation in interdistrict 
assessment levels-those particularly vulnerable to 
property tax burden shifts that would result from 
statewide levies-unless special steps were taken to 
equalize the variations. 

In an  article on the need to restructure school fi- 
nancing, a New York State Senator pointed out the 
possible consequences for the property tax: 

Practically, the first steps would be (for the 
States) to take over the real estate tax base. This 
requires dealing with the very difficult problems 
of equalization of assessments to determine 

*See Appendix F for details. 

"true value". This change may result in a reform 
that would be beneficial to local communities 
in the use of this tax base for other services. 
When you tamper with an  existing tax structure, 
the removal of these inequalities creates politi- 
cal sensitivities that pragmatically make change 
difficult - even impossible.17 

Finally, since a statewide property tax levy to fi- 
nance schools is likely to shift resources from rich 
areas to poor ones, it is bound to be opposed by the 
more highly endowed communities. A uniform levy 
would raise relatively more revenue in the jurisdic- 
tions with high-value tax bases than in the low-value 
jurisdictions. Since the State would apportion the 
funds back to the local communities on the basis of 
need rather than origin, some of the property tax 
revenue raised in the wealthy communities would 
therefore be redistributed. 

This was undoubtedly a key factor in the minds of 
New Jersey legislators when they turned down a 
personal income tax bill in July 1972. This legislation 
was the cornerstone of the comprehensive tax re- 
form program that had been recommended by the 
blue ribbon Tax Policy Committee. (See p. 711 

Administrative l mplications 
A return to State property taxes could well hasten 

more effective State supervision over property tax- 
ation. 

Once a uniform levy is spread over the entire 
State, something has to be done about differentials 
in assessment ratios among local assessing jurisdic- 
tions. The State would have to keep close track of 
assessment ratios by means of studies and it would 
either have to enforce the equalization of differen- 
tials or apply variable State rates in accordance with 
those differentials. The State would also have to im- 
pose stiff standards for assessing personnel, pro- 
vide effective assessing tools and guidelines and 
offer technical assistance to local assessors. It might 
even have to take on part of the assessing job itself. 
The result could be a more equitable system of prop- 
erty taxation-both for State and for local purposes. 

Ideally, the State would have to make sure that all 
local jurisdictions value property at the same assess- 
ment level. Otherwise the State rate would not be  
uniform across the board, as intended. Short of this, 
it would be necessary for the State to measure the 
interjurisdictional assessment ratios carefully in 
order to develop adjustment factors as a basis for 
varying the State rate as it bears on different assess- 
ing jurisdictions. 

The California State Board of Equalization, which 
conducts one of the most sophisticated assessment 
ratio studies in the nation, is convinced that absolute 
inter-jurisdictional uniformity (as to assessment lev- 



els) cannot be  achieved without drawing consider- 
able fire from the local assessors and the local citi- 
zenry.lB The California agency urges its legislature 
to consider what Ronald Welch calls "variable- 
ratio equalizationn-a procedure whereby the State 
agency would adjust the State tax rate in each coun- 
ty in accordance with its assessment ratio findings- 
should it adopt a statewide property tax levy.lg 

Conclusion 
If a State overcame the legal and political ob- 

stacles and adopted a substantial statewide property 
tax, this action probably would be accompanied by 
a move to strengthen the State's role in assessment 
administration. Without a stake in the property tax 
as a State revenue source, States are  reluctant to 
supervise local assessment practices. 

Frequent and comprehensive ratio studies would 
be essential to maintaining an  equitable State prop- 
erty tax levy. They would also be instrumental in 
producing full disclosure procedures, thus keeping 
the taxpayers informed of the basis for their prop- 
erty tax bills. The need for rationalizing the local 
government assessing organization would become 
obvious as the State adjusted the levy to eradicate 
or accommodate the numerous differential assess- 
ment levels. 

A statewide property tax for schools would result 
in tax relief in some communities and tax increases 
in others. Where present school rates a re  below av- 
erage, as in agricultural areas and in many central 
cities, a statewide rate might well mean a property 
tax increase (but it could also mean a higher level 
of school spending). Where school rates are  above 
average, as in many suburban communities, it could 
result in substantial property tax relief. A statewide 
property tax for school financing would thus result 
in an  intercommunity shift i n  both property tax 
burdens and the level of school s ~ e n d i n e .  To the u 

extent a statewide property tax resulted in more 
uniform assessments generally (because of better 
State supervision -or even takeover -of the assess- 
ment process] it could also mean a significant move 
toward a more effective and equitable revenue in- 
strument. 

Site Value Taxation 
Take now . . . some hard-headed business 
man, who has no theories, but knows how 
to make money. Say to him: "Here is a 
little village; in ten years it will be a great 
city-in ten years the railroad will have 
taken the place of the stage coach, the elec- 
tric light of the candle; it will abound with 
all the machinery and improvements that 
so enormously multiply the effective 

power of labor. Will, in ten years, interest 
be any higher?" 

He will tell you, "No!" 

"Will the wages of common labor be -any 
higher. . . ?"  

He will tell you, "No, the wages of com- 
mon labor will not be any higher. . . ." 

"What, then, will be higher?" 

"Rent, the value of land. Go, get yourself a 
piece of ground, and hold possession." 

And if, under such circumstances, you take 
his advice, you need do nothing more. You 
may sit down and smoke your pipe; you 
may lie around like the lazzaroni of Naples 
or the leperos of Mexico; you may go up in 
a balloon or down a hole in the ground; 
and without doing one stroke of work, 
without adding one iota of wealth to the 
community, in ten years you will be rich! 

Henry George 
In the face of high property tax rates and renewed 

interest in the problems of America's urban areas, 
ser-ious attention has been focused on the concept 
of site value or land value taxation." The idea of site 
value taxation dates back nearly a century to the 
writings of Henry George. Essentially it is a tax on 
land-either exclusively or at rates higher than those 
applicable to the value of improvements. It differs 
from the current pattern of the property tax which 
applies generally the same tax rate to both land and 
improvements, and,  in effect, often taxes improve- 
ments at higher rates because land is underassessed 
relative to improvements.** 

*For a detailed discussion of site value taxation in Hawaii 
and efforts to introduce it in Oregon, see Appendix H. 

**One reason why land is generally undertaxed relative to 
buildings is given by Mason Gaffney: "Property assessment 
also plays a central role in avoidance of state and federal 
income taxes. Income property is tax-depreciable. Law and 
Internal Revenue Service (IRS) practice allow repeated de- 
preciation by successive owners, ridiculous as that may be. 
The law recognizes that land does not depreciate, so each 
successive owner can depreciate only the building, not the 
land. When he buys he must allocate the cost between de- 
preciable building and nondepreciable land. Enter the local 
tax assessor. It is IRS practice to accept the local assessor's 
allocation of value between land and buildings. Local as- 
sessors, by undervaluing land relative to buildings, thus 
help their constituents depreciate land and so avoid a large 
share of the income tax due on real estate and help con- 
vert it from a taxpayer to a tax shelter. This is the modern 
version of competitive underassessment, one that costs the 
federal treasury billions annually and goes virtually un- 



The case for site value taxation rests on the idea 
that the tax is capable of raising substantial amounts 
of revenue without discouraging productive activity 
or encouraging inefficiency. This comes about be- 
cause - as noted before - the quantity of land is com- 
pletely fixed. Land, for all practical purposes, can- 
not be created or destroyed. Landowners cannot 
collectively supply more or less to the market. Po- 
tential renters need bid no more for the land than 
they did before the tax was imposed, since the 
owner must rent the land to someone, if only to him- 
self. Consequently, taxation of the land will simply 
divert part of the rental returns of the land to the 
taxing authority and away from the owners of the 
land. 

Consequences of the Present Property Tax 
Because the present property tax increases as the 

value of buildings or improvements rises, it is not 
neutral toward land use and the construction of 
buildings. This can be illustrated by "converting" the 
property tax rate to its sales tax equivalent. An an- 
nual property tax payment of one dollar continued 
for 60 years and discounted at five percent, has a 
present value of $19. Thus, an  effective tax rate of 1 
percent, lower than effective rates in most locali- 
ties, would be  equivalent to a 19 percent tax payable 
at the time of building or a 19 percent sales tax. The 
usual State sales tax rate is 4 or 5 percent. If consid- 
ered in these terms, the property tax could be a po- 
tential deterrent to the purchase of (and thus invest- 
ment in) new buildings. The conversion of the prop- 
erty tax rate into its sales tax equivalent has led to 
the charge that the property tax is an  unjustifiable 
tax on housing consumption. 

Because the present property tax is not neutral 
toward the construction of buildings it acts as a de- 
terrent to the expenditure of capital on land. There- 
fore the present property tax works in favor of less 
intensive site development and constitutes a force to 
promote leap-frogging development and urban 
sprawl. Partly as a result of the way improvements 
are taxed, many areas are held in relatively low use. 
This in turn fosters speculative land holding because 
the owner, whether recent or long-time, will hold 
the land as long as the rate of return exceeds the tax. 
The potential increase in tax liabilities will deter 
him from improving it. 

To be sure, the property tax is not the sole vil- 
lain-favorable capital gains tax treatment adds in- 
centive to land speculation as does fiscal zoning (the 
practice of requiring minimum-size lots and forbid- 

ding multiple-family dwellings in some jurisdic- 
tions). Because the property tax is used to finance 
education the taxing jurisdiction frequently will at- 
tempt to achieve low tax rates by maintaining a high 
taxable property value per student. Singly and in 
combination these incentives are  detrimental to in- 
tensive land use.* 

Leap-frogging developments require public im- 
provements and services, generally at a higher per 
unit cost. If local public transit lines are  not extend- 
ed  to the new areas, residents must rely on their own 
automobiles-travelling longer distances to work 
and to shop. Water systems, other utilities and sani- 
tation facilities-all of which necessitate heavy cap- 
ital outlays-must be extended or installed. Since 
such services are  most economical when provided 
in a compact area to a large number of individuals, 
it seems likely that these newer, more remote, areas 
of settlement will incur, at least initially, relatively 
high unit costs. 

Consequences of Changing to Site Value 
Taxation 

Changing the present use of the property tax-a 
tax of generally equal rates on both land and im- 
provements-to a site value levy-a differentially 
higher tax on land-can be expected to alter indi- 
vidual decisions about the "most desirable" use of 
specific parcels of land. 

Land use. The present property tax is applied to 
buildings and improvements, while the site value 
tax either applies only to land or taxes the buildings 
and improvements at more favorable rates than 
land. Therefore, a changeover to the site value tax 
should provide an  incentive-or reduce the present 
disincentive-to improve and build structures. The 
present property tax structure discourages the con- 
struction of buildings and leads to less intensive use 
of land (fewer or smaller buildings per acre).  A shift 
to a site value system (or to any plan which taxes 
new buildings less than they are  now taxed) would 
result in more intensive use of land. 

Stock of housing. A change from the property tax 
to a site value levy may encourage building and im- 
provements, but it will not necessarily result in a 
large supply of all types of building. In particular, 
the effects of site value taxation on the stock of low- 
and medium-priced housing a re  not clear-cut. 

Undoubtedly the present property tax discour- 
ages rehabilitation and improvement of existing 
structures. Higher assessments or simply the fear of 
future higher assessments are  a retarding factor. The 

checked. This practice creates a strong local bias to under- 
assess land; which in turn tends, through its direct effect 
on landowner incentives, to keep land from serving the 
needs of the median c ~ n s u m e r . " ~ ~  

-- 

*Mason Gaffney has  a thorough explanation of the inter- 
actions among the tendencies for the property tax to dis- 
courage improvements, to encourage speculation, and to 
encourage fiscal ~ o n i n g . ~ '  



slums and ghettos of major cities are classic exam- 
ples. Yet, replacing the property tax with a site value 
levy provides no guarantee that more low- or mid- 
dle-income housing will actually be produced. 
Higher taxes on land and lower taxes on improve- 
ments will be a desirable stimulus, but the incentive 
toward the highest and best use will mean more in- 
tensive use of existing land. The financial pressures 
of site value taxation will not distinguish between 
low-rent housing and urban slums. Rather, both will 
be  pushed into more intensive use with a possible 
increase in congestion, greater use of vertical rather 
than horizontal structures and fewer open space 
areas. 

It would be too easy, however, to overdraw these 
arguments. For example, it is impossible to maintain 
that the present property tax has led to preservation 
of just the right socially desirable areas. The areas 
that are  preserved are  more the result of accident 
than of plan. If the goal is preservation of open 
space, it seems clear that the necessary and ap- 
propriate device is intentional planning of land use, 
not a n  unneutral fiscal instrument. Nor is congestion 
necessarily increased just because more taller build- 
ings are  constructed, especially if more space is al- 
lowed per inhabitant. 

It seems likely that more homes will be built and 
existing residences rehabilitated and improved un- 
der the conventional property tax. Especially in the 
fringe areas, where land is held presently in low- 
intensity use, it seems likely that lower taxes on im- 
provements would lead to conversion of such spaces 
into additional housing and shopping center areas. 
However, the central cities probably would still face 
a problem of providing adequate low- and middle- 
income housing. 

Practical Limitations 
Potential opposition. Although the theoretical case 

for site value taxation is indeed strong, any major 
institutional tax change must be expected to encoun- 
ter practical obstacles. This is certainly the case with 
site value taxation. 

As with other proposed tax changes, opposition to 
the site value system comes from those who believe 
their tax liabilities will increase and those who be- 
lieve they will suffer capital losses. The two groups 
whose interests would most obviously be  affected 
are  land-speculators and farmers. These groups 
present formidable political opposition. 

The prospect of a shift to site value taxation rouses 
misgivings among others as well. On the face of it, 
site value taxation discriminates in favor of improve- 
ments and against land. To the average citizen such 
discrimination flies in the face of tax equity, and 
he  remains skeptical. To business, this tax opens the 
prospect of property classification. Still others re- 

tain the belief that buildings give rise to social costs 
and the need for governmental services and there- 
fore should continue to bear a major share of the 
property tax. 

Revenue adequacy. A very relevant concern about 
site value taxation is whether it can provide suffi- 
cient revenues to replace some $40 billion now de- 
rived from real estate taxes. Here the evidence is 
conflicting. Shifting the entire burden of the real 
estate tax from buildings to land would initially re- 
quire at least doubling-if not tripling-the rate to 
maintain the same flow of revenue from the prop- 
erty tax. The political feasibility of such a dramatic 
rate increase is questionable, despite the fact that 
the increased tax on land would be  offset by a like 
reduction in its market value. Proponents of site 
value taxation contend, however, that rates would 
not need to be raised quite so much, because the 
taxable value of land, which is generally underas- 
sessed under the present property tax system, would 
be  raised to a more realistic level. Furthermore, site 
value taxation would encourage more rapid devel- 
opment and increasing demands for land, which, in 
the long run, would raise land values and therefore 
the tax base. 

Legal restrictions.* To use the site value tax as 
only a partial replacement for real estate taxes on 
improvements-a step that would certainly defuse 
the revenue-adequacy concern-would probably en- 
counter legal restrictions. Constitutional require- 
ments of uniformity probably would prevent ex- 
emption of buildings in 16 States, while the constitu- 
tional issue is unclear in 13 others. To overcome 
these restrictions would take time. Additional ob- 
stacles to higher land taxes could come in the form 
of State restrictions on property tax rates, the limi- 
tations imposed on debt service tax levies and the 
limitations of indebtedness to a percentage of the 
local assessed values. Clearly, less restrictive limita- 
tions would have to be  enacted before site value tax- 
ation could be widely adopted. 

Assessment administration. Site value taxation 
puts a premium on equitable assessment, but in  this 
country underassessment and inequitable assess- 
ment a re  prevalent. Further there a re  fewer sales 
or rentals of unimproved sites than of improved 
sites-and market transactions are  a test of assess- 
ment quality. Site value would have to be  derived 
from the sale of improved sites with the depreciated 
replacement cost of the improvement factored out 
to leave a land value residual. This would place a 
premium on well trained, experienced assessors, 
one of the biggest gaps in the current assessment 
process. 

*See Chapter VII, p. 86 f f . ,  and Appendix G for more de- 
tails on these matters. 



Evaluation Ratios Under the Boston Property Tax," National   ax Jour- 
nal, Vol. XVIII, No. 1. March, 1965. 

The  present  property tax appl ied  at  general ly  
'Robert E. Tomasson, "840,000 Parcels Recorded by Hand," 

equa l  rates  to both l a n d  a n d  improvements  resul ts  Times, February 22, 1973, p, 35. 
in  less than optimal use  of land.  As a tax o n  improve- 
ments ,  it r e ta rds  rehabilitation a n d  discourages in- 
tensive use of the land.  A si te  va lue  tax would re- 
move the  financial de te r ren t  toward rehabilitation, 
stimulate redevelopment  a n d  foster more  efficient 
land-use pat terns.  While  not a panacea for  all  u r b a n  
ills a n d  certainly not a solution to al l  the  p rob lems  
it h a s  b e e n  alleged to mitigate o r  correct,  s i te  va lue  
taxation would not de te r  efficient l and  use a n d  
would become particularly attractive w h e n  coupled 
with adequa te  zoning a n d  land-use controls. 

Yet, s i te  va lue  taxation would constitute a major  
change i n  the  institutional f ramework  for financing 
local government .  T h e  empir ical  ev idence  f rom ex- 
periments  i n  this country a n d  others  abroad-though 
not a lways in  a p u r e  form-is  scanty a n d  general ly  
inconclusive. The  obstacles to its enactment  a n d  
adoption i n  a widespread  fashion a p p e a r  formidable 
at  present." As such,  s i te  value taxation seems  likely 
to remain ,  for  the  foreseeable fu ture  at  least,  a n  un- 
t r ied tax instrument ,  though o n e  that  possesses a n  
inherent  appea l .  

General Conclusions 
Reform proposals such  a s  more uniform assess- 

ment ,  classification of property,  s ta tewide property 
taxation, a n d  site va lue  taxation d o  not hold for th 
much  promise of genera l  property tax relief.  While  
e a c h  of these proposals deserves consideration a s  a 
means  for  s t rengthening the property tax a n d  making 
it more  equi table ,  their  main  effect,  if adopted ,  
would b e  to shift  property tax b u r d e n s  ra ther  than 
to provide general  property tax relief.  Tax  classifica- 
tion does not hold forth much  promise of general  
property tax relief although it must b e  admit ted that 
a classified property tax can  b e  designed to "hit 
business" h a r d e r  than  resident ial  o r  f a r m  property.  

*For example, the New Jersey Tax Policy Committee states 
". . . a shift to site value taxation is not acceptable at this 
time for purpose of general application." The Committee 
further recommended that major urban core municipali- 
ties should be permitted the option of site value taxation 
with improvements being taxed at half the land values.zz 
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An initial assumption by many observers is that 
property tax relief must be  a good thing, in and of 
itself. But, could the act of reducing the property 
levy raise some fundamental problems? Would eco- 
nomic and political "fallout" result from a sudden 
and general reduction in property taxes? 

This chapter looks at three major "pitfalls" in 
property tax relief: economic windfalls to some in- 
vestors at the expense of others; intergovernmental 
"waves" caused by property tax reduction; and 
some legal obstacles to achieving property tax relief. 

The Economic "Windfall" Issue 
Investors choose between alternative possible in- 

vestments primarily on the basis of the size of the re- 
turn they can expect. Because it bears on the amount 
of return, investors take into account different taxes 
or different tax rates affecting the potential invest- 
ment. 

chapter VII A sudden change in property taxes will affect how 
investors view the market and could result in some 
dramatic economic effects. 

pitfal IS some Examples 

Land. Suppose an  investor has $100,000 and the 

for general choice between investing in land that can then be  
rented out for $10,000 per year and investing in a - - 
business that would yield 10 percent per year on his 

property tax re1 i ef investment. Since ~ i o . o o o  is l o  percent of 1100.000 h e  
would receive the same income from rent as h e  
would from the other business. But if the parcel of 
land is subject to a $2,000 annual tax, his return 
would be $8,000 per year. If the investor had to pay 
more than $80,000 for this land, he  would not buy it 
since he  would receive more from investing in the 
other business. Thus, the owner of land that sells 
for $100,000 when there is no tax, will find that land 
will sell for only $80,000 after a $2,000 tax is imposed. 
He is thus $20,000 worse off. Conversely, a man who 
owns land with a market value of $80,000 when sub- 
ject to a $2,000 tax, will be able to sell it for $100,000 
if the tax were abolished and thus would be wealth- 
ier by $20,000. 

It might appear that if a property tax levy is im- 
posed and repealed after several years, all would 
be as it was before imposition. This would be basi- 
cally true if the same individual who originally 
owned the land still owned it, but few parcels of 
land would still be owned by the same individuals 
or even the same families that owned them when 
property taxes were first imposed. Individuals who 
owned the land at the time of each increase in taxes 
would be  the losers and those who own the land 
when the tax is reduced would derive the gain. 

Rental Housing. The effect of the sudden removal 
of the tax on residential property would be similar 



but more complicated. As Chapter IV indicated, the 
property tax has the effect of reducing the supply 
of housing, raising the rent, and reducing the return 
to all capital (not simply to the capital invested in 
buildings). But a sudden reduction in the property 
tax-similar to the effect of the reduction of the 
property tax on land-would bring instant capital 
gains to the particular owners of the property ex- 
periencing the change in the tax. The owners would 
have lower costs because of the property tax reduc- 
tion, but they would still receive the same rental 
payments because neither the number of people 
wanting to rent, nor the price they would be willing 
to pay, nor the number of apartments and houses 
immediately available has changed because of the 
tax. Thus the landlords would receive a larger net 
income than before and the tenants would not im- 
mediately benefit. Even an attempt to require land- 
lords to pass on the tax reductions to tenants in the 
form of lower rents probably would not bring relief. 
When confronted with lower rents, tenants would 
want to increase their consumption of housing and 
would bid up rents until they were paying the same 
rent as before. 

Eventually the supply of housing would change. 
Investors who before the tax reduction would have 
invested in some other sector would now invest in 
residential building because the costs would be 
lower. The greater investment would increase the 
supply of housing. The rental price of housing would 
be bid down by competition among all the owners 
of apartments, old and new, and tenants would re- 
ceive genuine relief without rent control. 

In the interval, however, those who happened to 
own buildings at the time of the property tax reduc- 
tion would benefit by the amount of the property 
tax reduction. This is similar to the land case. But 
annual income in the case of land would increase 
permanently by the amount of the tax, because the 
amount of land is fixed and the supply would not 
be altered by the change in taxes. In the case of 
buildings, however, this gain would be temporary 
for the interval between the repeal of the tax and the 
time the supply of housing increases to its new level. 
After that, the reduction in annual rental income re- 
sulting from the increase in the supply of housing 
would partially offset the gain. This difference in 
income would also affect the price of the building if 
the owner should sell it after the reduction in taxes 
but before the increase in the supply of housing. 

Homeowners. Homeowners would experience a 
sudden increase in the value of their homes as more 
people would be buying homes; and those who 
would have purchased them in any case would be  
buying larger ones because they no longer would 
have to pay the property tax. People who owned 

their homes before the property tax reduction would 
benefit from the reduction, while those who had 
been renting and now purchased their home would 
not benefit. The person who owned his home be- 
fore the tax reduction has the advantage of lower 
tax payments with no offsetting disadvantage. The 
person who purchases a home after the decrease 
would also pay these lower taxes, but the price h e  
pays for the house would have increased by a n  
amount to offset this advantage. After several years, 
however, the supply of homes would increase, and 
the advantage of owning a home at the time of the 
tax reduction would gradually disappear (although 
the advantage of owning land at the time would not 
disappear). 

The Tax Freeze Approach 
How can a State provide property tax relief and 

still avoid the economic windfalls that result from 
sudden changes in the level of property taxation? 
Gradual tax reduction is not the answer-if the deci- 
sion is firm-for it is the announcement of the re- 
duction (whether immediate or as a phase-out) that 
creates economic windfalls. 

One suggested approach is to declare a property 
tax freeze on the amount that each piece of property 
would pay. New buildings and improvements of old 
ones would not be taxed. Old buildings would con- 
tinue to be taxed the same amount, even if they de- 
teriorated-indeed, even if they no longer existed. 
Vacant land would simply have the same annual tax 
payment year after year. 

The amount of taxes to be paid would no longer be 
affected by individual behavior, so the amount of 
property tax would cease to be  the basis for deci- 
sions. Residential and factory construction and the 
course of urban development would take place a s  
if the tax did not exist. 

Revenue Implications. There would be no need 
for additional taxes immediately after the freeze be- 
cause the frozen taxes would produce the same 
amount of revenue. But the growth in public needs 
accompanied by inflation would require additional 
funds in subsequent years. This would amount to a 
gradual phase-out of the property tax as a source of 
local revenue-but a n  immediate end of the prop- 
erty tax as a discourager of housing and urban eco- 
nomic development. 

The Capital Gains Tax Approach 

Another approach to avoid unwarranted windfalls 
for certain property owners is for the State to levy a 
tax on capital gains derived from realized increases 
in the value of real estate. (The proceeds of the State 
levy could be earmarked for return to the munici- 
pality in which the property was located if that were 



deemed advisable by the legislature.) If the tax rate 
were set at 90 percent, the community could recover 
most of the benefit obtained by those who happened 
to be  property owners at the time of the tax decrease 
and who subsequently sold their properties. If the 
tax rate were set at 100 percent, however, the owner 
would not care about making a profit when he  sub- 
sequently sold the property. One problem with the 
capital gains tax is that it may create a tremendous 
incentive not to sell the property and thus "lock in" 
present ownership. Furthermore, the tax on realized 
capital gains would have to be permanent and apply 
to all future sales. Otherwise, it would be possible 
to avoid the tax by making a subterfuge sale prior 
to the genuine transaction. 

Conclusion 
Because the property tax is deeply entrenched in  

the capital structure, the economic consequences of 
a drastic reduction, say 50 percent for all classes of 
property, should be  taken into account when prop- 
erty tax relief is proposed. Owners of land, whether 
occupied or vacant, would reap large gains. Owners 
of houses and other buildings would experience 
somewhat smaller gains. Reduction of the tax would 
spur an  increase in construction of houses and other 
buildings, eventually bringing lower rents to tenants 
(both residential and commercial) and making it pos- 
sible for prospective homeowners to buy larger or 
better homes. 

Windfall capital gains such as those described 
would occur only if people believe the tax reduc- 
tion really is permanent. Furthermore, any reduc- 
tion in the level of public services important to prop- 
erty owners or potential buyers accompanying the 
tax reduction probably would offset the gain and 
also could cause the property to lose value. 

The Fiscal "Windfall" Issue 
A sudden reduction in  local property taxes for 

schools would ease pressure from the school levy 
on the prime source of city and county revenue, and 
make the property tax more available to meet urgent 
local nonschool needs. 

Indeed, the prospect of a fiscal windfall for cities 
and counties partly motivated ACIR to recommend 
in 1969 that each State adopt the long-range objec- 
tive of assuming substantially all responsibility for 
financing local schools.' The Commission's position 
in State Aid to Local Government-State takeover to 
equalize school financing with benefits to local gov- 
ernment as a by-product-contrasts with current in- 
terest in property tax relief per se. But, if the pur- 
pose of shifting all or part of the financial responsi- 
bility for schools to the State is property tax relief, 
precautions must be  taken to prevent cities and 
counties from raising their property tax rates to soak 

up the property tax that was intended to be-relieved. 
A Minnesota attempt to provide property tax re- 

lief backfired because of the "windfall" problem. 
And a tax reform proposal in New Jersey took this 
problem into account. And, most recently, California 
used the idea in its tax relief act of 1972. 

The Minnesota Experience 
The Minnesota Property Tax Reform and Relief 

Act of 1967 levied a new State sales tax to finance a 
program to ease the fiscal pressure on localities, re- 
lieve agricultural and residential properties of a sub- 
stantial portion of the local property tax and replace 
local revenue lost by the repeal of the tax on busi- 
ness personalty. 

In 1970 the Minnesota State Planning Agency pub- 
lished a report which showed that initially effective 
property tax rates were reduced but the rates soon 
rose again. To test whether the additional funds to 
local governments had substituted for local prop- 
erty tax revenues, the study compared actual taxes 
and computed or "expected" taxes for each munici- 
pality with a population of at least 2,500 taking into 
account the effect of inflation on governmental 
costs. The test revealed that "about 60 percent of the 
municipalities had tax levies in 1970 that were at 
least 90 percent as large as 'would have been ex- 
pected' without the relief act had the trend of tax 
levies from 1960-67 continued. Nearly 30 percent ap- 
peared to be  levying as much or more property 
taxes in 1970 as was projected for 1970 in the absence 
of the Act. In only 20 [of 1021 municipalities do 
the ratios appear such that one might say that the lo- 
calities used all or most of the funds for tax re- 
duction."* 

In 1971, the Minnesota legislature again enacted 
a property tax relief measure. This time, it laid down 
stringent rules on local budget and tax levy in- 
creases, recognizing that such action was essential 
to guarantee relief. 

The New Jersey Proposal 

The New Jersey Tax Policy Committee's recom- 
mendations for restructuring the State-local tax sys- 
tem to provide massive relief to property taxpayers 
(See page 62) also dealt with "the problem of pre- 
venting an  erosion of the benefits through future 
escalation of the rates." New Jersey, the Commit- 
tee noted, is one of the seven States, all in the North- 
east, with no property tax limits whatever. While it 
recognized that property tax limits are ineffective 
in curtailing overall government spending, the Com- 
mittee concluded that the limits have been success- 
ful in diverting pressure for increased revenues to 
nonproperty tax sources. Therefore, the Committee 
recommended stringent property tax  limit^.^ As 



noted earlier, the recommendations were rejected 
by the legislature. 

The California Approach 
California's experience in 1972 is another example 

of the competing needs in any major property tax 
relief proposal. 

Initially, Governor Reagan proposed a major re- 
form program calling for a cut in school property 
tax levies by $650 million and a two-year mora- 
torium on raising the rates. The County Supervisors 
Association of California proposed an  alternative 
tax reform package without the restriction. 

A massive tax relief measure was adopted, includ- 
ing a compromise on this issue which: limits tax 
rates for cities and special districts to their 1972-73 
rate, with a formula to permit increases tied to 
growth in assessed values or population and price 
level; and restricts counties to either their 1971-72 
or 1972-3 rates. 

Summary 
A program to relieve the burden from property 

tax on schools will yield a financial windfall. With 
the heavy fiscal pressures on local governments in- 
creasing rather than decreasing, the temptation will 
be  great for local government to cash in on it. There- 
fore, before the relief program is enacted, a State 
must clarify its objectives: to guarantee property 
tax relief by putting shackles on local government 
fiscal powers; or to allow local governments to 
take advantage of the opportunity and use up part or 
all of their new-found property tax capacity. 

Legal Obstacles to Property Tax 
Relief Proposals* 

So far, this chapter has examined the economic 
and political pitfalls in major property tax relief pro- 
grams. This section deals with the legal obstacles. 

Do State constitutions and statutes prohibit the 
State from stopping local governments from using 
property tax revenues for school financing if they 
continue to use these revenues for other purposes? 
What about a State residential property tax for this 
purpose? Are there legal obstacles to using income 
tax credits or rebates for property tax relief to low- 
income persons-the circuit breaker idea? And what 
about taxing land values at differential rates? 

In evaluating the proposed limitations on the use 
of property tax resources, it is important to keep in 
mind: the function the local property tax performs 

*This section is derived from a report prepared for ACIR 
by Oliver Oldman, Charles K. Cobb, Jr., and Paul W. Oos- 
terbuis, Harvard University Law School. 

in the United States tax system; the purpose of con- 
stitutional restrictions on legislative powers to dif- 
ferentiate among classes of property or classes of 
taxpayers; and the objectives sought in proposals to 
exclude local property taxation and State taxation of 
residential property as sources of local school op- 
erating financing. 

The purpose of local property taxation has been, 
from the beginning, to finance the provision of local 
government services for which the individual con- 
sumer could not be charged-such as police and  fire 
protection-or whose provision to all was felt to be  
required by the public interest regardless of, indi-  
vidual demand or choice-such as education. 

Constitutional uniformity provisions were b- 
tended to assure that the burden of these costs 
would be  distributed equitably, in relation to their 
resources, among the persons who benefited from 
the services provided. Although the rigidity of some 
of these limitations as interpreted by the courts has 
prevented differentiations which would have been 
reasonable means to achieve reasonable objectives 
of tax policy, the limits have been and still a re  used 
to prevent discriminations which many would regard 
as unjust. At the same time, constitutional uniform- 
ity provisions have failed to prevent serious inequi- 
ties in the distribution of the burden of educational 
and other costs. 

The question to be asked is whether the exclusion 
of local and State taxation of residential property 
as means of school financing is the proper method of 
dealing with these inequities-in other words, whe- 
ther the proposed cure would be worse than the 
disease. 

Owners and occupants of residential property de- 
rive the most immediate private benefit from local 
educational services. Assuming that education is a 
general good which diffuses benefits throughout so- 
ciety including the industrial and commercial sector 
as well as the population of individual residents, is 
there any justification for giving special relief to the 
residential taxpayer who receives the bulk of what- 
ever private benefit educational expenditure entails? 

In the general discussion of constitutional and 
statutory problems of making the property tax more 
discriminating particular reference is made to Ala- 
bama. California, Illinois, Kansas, Massachusetts and 
New York.* 

Because only six States were examined in any de- 
tail, the tentative conclusions set forth here  are  nec- 
essarily subject to revision. 
- - 

*A more detailed discussion of the doctrine in each of 
those States is given in Appendices G-1 through G-6. The 
Appendix on Massachusetts is more complete than the 
others and includes some numerical examples. 



Conclusions 
Exempting residential property. At least 16 States 

would have to amend their constitutions in order to 
exempt residential real property from State-local 
taxation for public elementary and secondary 
schools. The constitutions of these States allow 
neither exemptions not specified in their constitu- 
tions nor real property classification under which 
residential property could be placed in a separate 
class and taxed at a zero rate. 

Arkansas Illinois Ohio 
California Indiana South Carolina 
Colorado Missouri Tennessee 
Florida Nebraska Texas 
Georgia Nevada Utah 

West Virginia 

Five additional States allow exemptions beyond 
those specified by their constitutions, but subject 
any additional exemptions to restrictions tighter 
than a test of reasonableness. In Massachusetts, it 
would appear that a constitutional amendment 
would be  required to exempt residential property. 
In the other four-Idaho, Kansas, Minnesota, and 
New Hampshire-it is at least doubtful that residen- 
tial real property could be  exempt without consti- 
tutional amendment. In Minnesota, however, the 
permitted categories of classification may include 
residential property taxed at a zero rate. 

Site value taxation. The 16 States listed above 
would also require a constitutional amendment in 
order to adopt either (1) site value taxation, that is, 
to tax land alone or, equivalently, to exempt im- 
provements entirely, or (2) differential taxation of 
land and improvements where the rates on each are 
greater than zero. 

The five additional States offer the same uncer- 
tainties about site value taxation and differential tax- 
ation of land and improvements as were noted with 
respect to exempting residential property. 

Eight additional States which do not permit ex- 
emptions not specified in  their constitutions, but do 
permit classification, may or may not allow site 
value taxation. Even where they do not they may al- 
low differential taxation of land and improvements. 
These are: Arizona, Kentucky, Louisiana, Montana, 
New Mexico, North Carolina, Oklahoma and Vir- 
ginia. 

Low-income property tax credit. A refundable 
credit against income tax liability for excessive prop- 
erty taxes paid by low-income persons would run 
into far fewer constitutional obstacles than the pro- 
posals noted above. Although there is apparently no 
State for which it could confidently be asserted that 
a constitutional amendment would be required to 

adopt such a credit, there are several in which there 
is doubt - even serious doubt. 

Problems in Limiting Property Tax Use for 
Education to State Taxation of Nonresidential 
Property 

Constitutional problems in limiting local property 
tax use to noneducational purposes. None of the 
States under study has any apparent constitutional 
obstacle to limiting the use of the local property tax 
to the financing of functions other than education. 

In none of the States studied does the constitution 
place primary responsibility for public school fi- 
nance on the municipalities. Under the Illinois, Kan- 
sas, and New York constitutions the State has the 
primary responsibility for financing public educa- 
tion. In California, Kansas and New York the mu- 
nicipalities-but not necessarily the school districts 
-can levy nonproperty taxes witL legislative author- 
ization. Of the States studied, only Massachusetts 
does not authorize municipalities to levy nonprop- 
erty taxes or empower the legislature to authorize 
municipalities to levy taxes. 

Statutory and practical problems in limiting prop- 
erty tax use to noneducational purposes. In order to 
finance local education without local property tax 
resources-the only source of direct local tax reve- 
nues permitted under the Massachusetts Constitu- 
tion-it is estimated that the State would have to 
have raised close to $500 million from additional 
State taxes in fiscal 1969. At present, Massachusetts 
finances about 35 percent of local school expendi- 
ture by distributions of State aid. Other States would 
have a smaller gap to make up, and in some States 
the municipalities could be  permitted to levy their 
own taxes (although allowing municipal nonprop- 
erty tax levies would not necessarily promote equal- 
ity of resources). Quantitative studies would have 
to be  made to determine whether the combination 
of State aid and local nonproperty tax revenues 
would be  adequate. Kansas law at present forbids 
municipalities to levy excise, sales, use, or income 
taxes, but this bar could be  removed by legislation. 

Withdrawal of local sources of revenue from the 
financing of local education might jeopardize local 
government control over educational spending and 
policy. 

Constitutional problems of uniformity in estab- 
lishing a State property tax on nonresidential prop- 
erty only. Thirty-six of the States have constitu- 
tional provisions requiring uniformity in property 
taxation. A property tax uniformity provision may 
effectively limit the powers of the State legislature 
by requiring one or more of the following: 
(1) All property to be  taxed, with no exemptions 



Summary of State Constitutional Property Tax 
Unitormity Limitations, by Type, As Applied to 

Real Property 
1. States requiring fixed proportional rate, uni- 
versality, and unlform rate for all classes of prop 
erty (12): 

Arkansas West Virginia 
California Florida 
Illinois Indiana 
Nebraska Nevada 
Ohio South Carolina 
Texas Utah 

2. States requiring Rxed proportional rate and uni- 
versality, but not uniform rate (7): 

Colorado Montana New Mexico 
Georgia Missouri 
Louisiana Tennessee 

3. States requiring Rxed proportional rate and uni- 
form rate, but not universality (10): 

Maine Wisconsin 
Alaska Mississippi 
Massachusetts Kansas 
New Hampshire Idaho 
New Jersey Wyoming 

4. States requiring universality, but neither Rxed 
proportional nor uniform rate (4): 

Virginia North Carolina 
Arizona Kentucky 

5. States requiring fixed proportional rate, but 
neither universality, nor unlform rate (3): 

Alabama Maryland Pennsylvania 
6. States requiring neither fixed proportional rate, 
nor universality, nor uniform rate (12): 

Delaware Rhode Island 
Minnesota Vermont 
Oklahoma* Connecticut 
Oregon Iowa 
North Dakota New York 
South Dakota Hawaii 

7. States requiring uniform rate and universality, 
but not Rxed proportional rates (2): 

Michigan Washington 
8. States requiring a uniform rate but neither uni- 
versality nor a Rxed proportional rate: None 

'Exemptions allowed only for property subjected to in 
lieu tax. 

Sources: Appendix G-7, revised to reflect recent consti- 
tutional amendments in Alabama and Tennessee. 

Commonwealth of Massachusetts. First Report of the 
Special Commission to Develop a Master Tax Plan Rel- 
ative to Constitutional Limits on the Tax Power (Senate, 
No. 126, September 1969). 

Newhouse. Constitutional Uniformity and Equality in State 
Taxation (Ann Arbor: University of Michigan Law School, 
1959). 

other than those defined by the constitution; 
(2) Property taxes to be  levied at a fixed propor- 
tional rate; or 
(3) Property of all classes to be  taxed at the 
same rate (or in some cases, requiring only that 
all property of the same class be  taxed at the 
same rate, allowing different rates to be  used for 
different classes of property). 
The distribution of these components among the 

constitutional provisions of the 50 States is sum- 
marized in Table 30. Despite the expectation that a 
rate uniform for all classes of property must be a 
fixed proportional rate, two States require a uniform 
rate for all classes of property but not a fixed pro- 
portional rate. 

Of immediate concern to this investigation a re  the 
24 States that require a uniform rate of tax on all 
classes of property for which .a departure is not ex- 
pressly authorized, and the 10 other States which 
preclude any exemptions other than those author- 
ized by the constitution. Since an  exemption can be 
thought of as the taxation of property at a zero rate, 
it might be  supposed that the requirement of a uni- 
form rate would preclude exemptions; however, 
there are  11 States whose uniformity provisions ef- 
fectively prescribe a uniform rate for all classes of 
property but do not prohibit exemptions. 

Three theories. From this framework of constitu- 
tional provisions, three theories for upholding a 
property tax on nonresidential property arise: f;rct, 
a n  exemption to residential property could be  cre- 
ated within a general property tax system; second, 
a limited or specific property tax on non-residential 
property could be established; and third, residential 
property could be  classified separately from other 
types of property and then assessed or taxed at a 
zero rate. The potential of each of these theories in 
the various States was examined in  detail and is dis- 
cussed in the three sections that follow. 

Can residential property be exempted from a gen- 
eral State property tax? A total of 24 States prohibit 
property tax exemptions otherwise than as specifi- 
cally allowed by their constitutions [see Appendix 
G-7). In most cases the exemptions specifically al- 
lowed relate to governmental or charitable prop- 
erty. In these States residential property could not 
be exempted from a general State property tax with- 
out a constitutional amendment. 

For example, the exemption of residential prop- 
erty from a general State property tax would be pro- 
hibited by the California Constitution and by both 
the 1870 and 1970 Constitutions of Illinois. Although 
Massachusetts is listed among the States that allow 
exemptions, the limited kinds of exemptions that 
have been granted by the Massachusetts legislature 
give little ground for believing that a general exemp- 



tion for residential property would be valid under 
the State constitutional uniformity provision. The 
validity of an  exemption for residential property is 
doubtful under the Kansas Constitution, but more 
likely in Alabama. 

There seems to be no obstacle to exemption of 
residential property from a general State property 
tax in any of the 27 States that allow exemptions sub- 
ject only to the "reasonable basis" requirement of 
the U.S. Constitution's equal protection clause (see 
Appendix G-8) and any similar State constitutional 
provisions. But whether a reasonable and balanced 
tax structure would result from the adjustments that 
would have to made in the rest of the State tax 
system would remain to be  considered. 

Can a limited property tax be established? In prin- 
ciple, the validity of a limited property tax on non- 
residential property is decided on the same basis as 
the validity of the exemption of residential property 
from a general property tax. It appears that in Kan- 
sas a limited property tax would not be  valid, de- 
spite the possible validity of an exemption for resi- 
dential property; in each of the other States studied 
the conclusion reached regarding the validity of a 
limited property tax on nonresidential property is 
the same as the conclusion reached regarding the 
validity of an exemption for residential property. 
Thus, in 21 States such a tax probably could be es- 
tablished; in 24 States the tax would be unconstitu- 
tional; and in five States the matter is uncertain. 

Can residential property be classified separately 
within a general property tax system and be valued 
or taxed at a zero rate? Twenty-six States have uni- 
formity provisions which effectively require that 
all classes of property be  taxed at the same rate, ex- 
cepting only as provided in the constitution itself. In 
these States, it would not be  possible to classify resi- 
dential property separately and tax it at a zero rate. 
All of the six States discussed in the separate ap-r 
pendices, except New York, are  among those requir- 
ing a uniform rate of property taxation. 

Twenty-four States, including 10 that forbid non- 
specified exemptions, allow rate differentiation 
among classes of property. The New York court, for 
example, has ruled that even property taxes need 
only be uniform within classes. The only limitations 
are those imposed by the equal protection clauses 
of the Federal and New York constitutions. The only 
serious question that could arise in those States is 
the following: if the State constitution permits rea- 
sonable classification of property for purposes of 
rate differentiation, would complete exemption of 
residential property be reasonable under the equal 
protection clauses? The States selected for analysis 
furnish no decisions that approach this question. 
But it would be difficult to read Federal equal pro- 
tection cases on the property tax as forbidding com- 

plete exemption of residential property [see Ap- 
pendix (2-8). 

Does a State property tax on nonresidential prop- 
erty preclude a local tax on such property? Although 
a State in which property tax rate differentiation is 
permitted could in principle impose a State property 
tax on nonresidential property in addition to the 
local tax on such property, the validity of such an  
arrangement would depend on whether or not the 
overall differential burden on nonresidential prop- 
erty were reasonable under the Federal and State 
equal protection requirements. 

Since the continued local taxation of residential 
property in such a State would tend to equalize tax 
burdens on residential and nonresidential prop- 
erty, it does not seem likely that a bar on the local 
taxation of nonresidential property resulting from 
the imposition of a State tax would deprive local 
governments of their power to tax residential prop- 
erty. 

Practical and statutory problems in a State non- 
residential property tax. The possible alternatives 
for the assessment of nonresidential property for a 
State property tax are  as follows: 

*Assess all property locally, as at present in 
most States, and apply equalizing ratios. Estab- 
lish special new uniform criteria for local as- 
sessment of nonresidential property. 

Establish special State assessment of nonresi- 
dential property. 

Equity as well as constitutional requirements of 
a uniform effective proportional rate on all prop- 
erty of the same class argue strongly in favor of cen- 
tralized assessment of property subject to a State 
property tax. The need for different criteria from 
those used for residential property may not be  a 
serious obstacle, since even under uniform assess- 
ment for all property it is difficult to apply the mar- 
ket value standards commonly used for residential 
property to many types of business property. The 
application of different assessing methods to resi- 
dential as contrasted to industrial and commercial 
property, would not be  more troublesome under a 
State property tax than under local property tax- 
ation. 

In any of the 24 States whose constitutions require 
the rate of property taxation to be  uniform within 
each taxing district, the values of different classes 
of property and particular properties vary both in 
the average ratio of assessments to market values 
and in the degree of uniformity achieved within 
each community; hence it would be difficult to 
achieve a uniform effective rate in a taxing district 
comprising the entire State. Perhaps in most States 



that already have functioning limited State property 
taxes, comprehensive changes in valuation methods 
and procedures would be necessary. 

Purely from the point of view of local financing 
of local government expenditures, limiting the re- 
quirement of a uniform effective rate to the local 
taxing district does not give rise to serious inequi- 
ties. Only with the introduction of State aid distribu- 
tion formulas designed to promote equalization of 
property tax resources among communities have in- 
terlocal differences become important. The intro- 
duction of statewide property taxation would greatly 
increase the stakes in local variation in assessment 
ratios and would make it necessary for the State to 
make a substantial investment in improved supervi- 
sion of local assessment procedures. 

If a State cannot constitutionally establish a State 
nonresidential property tax, are there any potential 
equivalent alternatives? With very few exceptions- 
none in the six cases selected for study-even the 
strictest State constitutional uniformity provisions 
apply only to property taxes. In California, Illinois 
and Massachusetts, the three States under study that 
have extensive doctrine on the distinction between 
property and nonproperty taxes, the court cases give 
little grounds for believing that a State tax on non- 
residential property would not be  regarded as a 
property tax. An excise or privilege tax levied on 
corporations and measured by their property would 
not reach all of a State's nonresidential property and 
would not be an  equivalent alternative. 

Constitutional Problems in Limiting Property 
Tax Use to Taxation of Land Only 

Since the basic principle of the property tax uni- 
formity provision is a general prohibition against 
differentiation of any but the most limited kinds, 
differentiation between land and improvements is 
subject to the same constitutional limitations as dif- 
ferentiation between residential and other kinds of 
property. Among the States under study, therefore, 
only New York and perhaps Alabama could levy 
a site value tax; the other States could not. 

Problems With Obtaining Property Tax Relief 
Through An Income Tax Credit to Low-Income 
Taxpayers 

Constitutional problems with property tax uni- 
formity provisions. As of 1973 forty-seven States of- 
fered some type of low-income relief under their 
property taxes, but mainly to persons who were 

elderly, widowed, or disabled. (See S.1281, cited in 
full in Appendix G-5 on Massachusetts; and also 
Chapter V.) California, Massachusetts and New 
York, of the States under study, were among those 
giving low-income relief against property taxes of 
the elderly. The validity of these arrangements, how- 
ever, apparently does not imply that property tax re- 
lief for all low-income taxpayers would be valid; the 
study raises serious doubts on this point for Cali- 
fornia, Illinois and Kansas. 

Property tax uniformity provisions a re  not vio- 
lated by a credit against income tax. It is the prop- 
erty tax liability which must be proportional under 
uniformity provisions. But if a relief not propor- 
tional to both the local tax rate and the local as- 
sessed value were treated as part of the property 
tax, it would risk violating constitutional require- 
ments of a uniform effective rate within the taxing 
district. (See Appendix G-3, III.C, for example.) 
From the point of view of the local governments a n  
income tax credit would be  preferable to an  abate- 
ment of property tax; the costs of a credit a re  borne 
by income taxpayers throughout the State, while the 
costs of abatement (where locally financed) are  
borne by other property taxpayers in the same com- 
munity. 

Constitutional problems with income tax provi- 
sions. Massachusetts and Illinois have constitutional 
prohibitions against the levy of a graduated income 
tax. In both these States making the credit part of the 
income tax system would risk violating the require- 
ment of a proportional rate. In Massachusetts the 
credit would also risk violating the requirement that 
the rate on each class of income be uniform through- 
out the Commonwealth. In both States treating the 
relief as part of the property tax would risk violat- 
ing property tax uniformity requirements. In  Ala- 
bama, California, Kansas and New York the credit 
would be  valid if it meets the test of reasonableness 
under equal protection requirements. 

FOOTNOTES 
'ACIR, State Aid to Local Government (Washington: GPO. 
1969), p. 15. 

2Minnesota State Planning Agency. An Analysis of the Ef- 
fects of the Minnesota Property Tax Reform and Relief Act 
on the Financial Positions of Local Governments [St. Paul: 
1970). passim. 

3New Jersey Tax Policy Committee, Summary Report 
[Trenton: 1972), p. 26. 







The principle that the quality of a student's pub- 
lic elementary and secondary education should not 
be dependent on the wealth of his parents and neigh- 
bors stands out as a sound objective of public school 
finance policy on reasonableness and equity 
grounds. The principle is implicit in State school 
equalization laws. 

Scope Of Analysis 
This part focuses on the question of whether and 

to what extent additional Federal assistance is need- 
ed to help each State place its local school districts 
on ari equal fiscal footing-an issue raised by Ser- 
rano-type litigation. 

The Commission is aware of other recent studies 
of education finance such as the National Educa- 
tional Finance Project funded by the U.S. Office of 
Education and the President's Commission on 

chapter 'I1' School Finance. These studies considered school fi- 
nance in its broadest context and therefore properly 
took policy positions on such questions as the role 

Scope and summary of the Federal government in school support. Hav- 
ing no desire to duplicate the work of others, this 
Commission has devoted its study to the quest of 

of findings this admittedly more narrow issue-the role of the 
National government with regard to intrastate - 
equalization of school finances. In doing so the 
Commission neither accepts nor rejects policy rec- 
ommendations on other related school finance and 
educational questions. 

Previous Commission Studies 
The Advisory Commission on Intergovernmental 

Relations has studied school finance both directly 
and indirectly in connection with its continuing con- 
cern about friction points in our federal system. The 
$45 billion currently devoted to school financing has 
a major impact on the intergovernmental fiscal sys- 
tem. The Commission studied the subject of school 
finance specifically in its report on State Aid to Lo- 
cal Government. Indeed, the first policy recom- 
mendation in that report called for State assump- 
tion of all responsibility for financing public schools 
in the following terms: 

In order to create a financial environment more 
conducive to attainment of equality of educa- 
tional opportunity and to remove the massive 
and growing pressure of the school tax on own- 
ers of local property, the Commission recom- 
mends that each State adopt as a basic objective 
of its long-range State-local fiscal policy the as- 
sumption by the State of substantially all fiscal 
responsibility for financing local schools with 
opportunity for financial enrichment at the local 
level and assurance of retention of appropriate 
local policymaking authority.' 



In this recommendation, the Commission defined 
the role of the States in the intrastate school finance 
issue. Now, in response to President Nixon's request, 
the Commission examines the Federal role, if any, in 
helping the States discharge their school finance re- 
sponsibilities. 

Summary Of Major Findings 
1. A major Federal educational aid program to 

help States finance the costs of equalizing per-pupil 
spending within each State cannot be justified on 
the grounds that States confront insurmountable fis- 
cal burdens. Our analysis reveals that only a few 
States would experience fiscal difficulty in bringing 
per-pupil expenditures to the relatively high levels 
needed to comply with the "no wealth" principle 
enunciated first in the Serrano case. The great ma- 
jority of States have the necessary untapped relative 
tax potential. New York, Vermont and Wisconsin, 
however, stand out as the States that would experi- 
ence greatest fiscal difficulty because of their cur- 
rent heavy use of all State and local taxes. (See 
Chapter X.) 

Prospects for easing pressures for additional 
school spending have now appeared. School work- 
load will tend to ease in  the future as the rapid re- 
duction in the birthrate is reflected in lower school 
enrollment. The continued expansion of Federal fi- 
nancial assistance, including revenue sharing, to 
States and localities portends a further easing of fis- 
cal pressures on States. (See Chapter X.) 

Thus, while there may be other reasons for Fed- 
eral aid to help States in reducing school spending 
disparities, such support is difficult to justify on the 
grounds that the monetary costs imposed by the 
court decisions or by conscious public policy con- 
stitute an  insurmountable fiscal burden for more 
than a few States. 

2. State legislatures retain wide discretion to de- 
vise a school funding system that will both serve 
the State's purposes and pass the test of constitu- 
tionality. The court decisions outlawing persistent 
school finance disparities have not declared the 
property tax unconstitutional nor even indicted it 
as an  unsuitable tax. Neither have court decisions 
required equal dollar expenditures per pupil. The 
courts have recognized that State legislatures have 
been unwilling to offset fully the variations in local 
fiscal capacity with equalizing State aid dollars. Per- 
pupil spending is still at least twice as great at the 
90th pupil percentile level as at the lowest level in  
half of the States. (See Chapter IX.) 

As part of the reform of its existing school fi- 
nance system, a State may confront a major new fis- 
cal demand: that of eliminating wealth as a determi- 
nant of local per-pupil spending. Three of the four 

broad approaches to school finance reform-a 
"beefed-up" foundation program, power equaliz- 
ing, and the full State funding approach-are likely 
to entail additional funding to assure that no exist- 
ing program is cut back. The fourth-school district 
reorganization-would entail a constant adjustment 
of boundaries to preserve equal per-pupil valuation 
but no State financial outlay. (See Chapter IX.) 

The cost to the States of overcoming a great por- 
tion of the impact of local fiscal disparities does 
not seem large when the full revenue potential of 
the States is considered. Raising the minimum per- 
pupil expenditure to the 90th percentile level would 
cost about $6.9 billion and draw down 27.4 percent 
of the estimated untapped State-local tax capacity - 
less in some States and more in others, of course. 
[See Chapter X.J 

The actual cost in each State might entail some- 
what less money because a State has several op- 
tions, including school district reorganization, de- 
signed expressly to put districts on a more equal lo- 
cal fiscal footing and thereby ease the fiscal pres- 
sure on the State. 

All but three States (New York, Vermont, and Wis- 
consin) could raise per-pupil spending to the 90th 
percentile level by using substantially less than their 
entire untapped relative tax capacity. The same 
three States would have to use all of their apparent 
fiscal elbow room-and more-to level up to the 
90th percentile even with the addition of general 
revenue sharing. 

One specific source of State fiscal pain to which 
the Federal government can minister with good ef- 
fects for the States is the welfare area.  For exam- 
ple, New York lays out 2.34 percent of its personal 
income to meet State-local public assistance and 
medicaid costs. If the National government assumed 
all public assistance and medicaid costs, as ACIR 
has recommended in its report on State Aid to Local 
Government, State and local governments in New 
York would get over $2 billion of fiscal relief. 

Pressure on State political leadership to raise 
more revenue in response to expenditure demands 
has the positive virtue of forcing States to keep their 
own fiscal house in order-in the case of education, 
to reform property tax assessment administration 
and to make appropriate changes in local govern- 
ment structure to eliminate debilitating fragmenta- 
tion. Fiscal pressure probably explains much of the 
move to improve property tax administration and 
also the reduction in the number of local school dis- 
tricts from about 109,000 in the 1941-42 school year 
to about 16,000 in the 1971-72 school year. 

If schools get no more than their present share of 
the budget in most States over the next decade, they 
can do much to make their existing equalization ef- 
forts more effective. Lower rates of growth in school 



enrollment will free-up school funds for redistribu- 
tion in a n  equalizing fashion. 

3. The issue of intrastate disparities in school fi- 
nance stands out as one problem of federalism that 
will tend to abate rather than worsen as time goes 
by. Thus the question confronting political leaders 
at all levels of government is just how long should 
the reform process take. (See Chapter X.) 

Two forces are  at work tending to delay State 
initiative on the school finance disparities issue. 

Mindful of the fiscal consequences of most pro- 
posed solutions to the disparities issue the public 
response to a proposed State initiative on school fi- 
nance is more likely to meet with overt resistance 
than passive acceptance. The defeat of Governor 
Cahill's income tax proposal in  New Jersey stands 
out as a case of overt resistance to a proposal call- 
ing for a major departure from the status quo. The 
shift from local school property taxes to a statewide 
levy for this purpose also carries another set of con- 
troversial tax implications. The most important of 
these would be the demand that the States equalize 
property tax assessments both within and among lo- 
cal assessment districts with a consequent shift in 
burdens among property owners. 

A shift toward centralized financing of schools is 
viewed in many quarters as a threat to local control 
-control of funds having traditionally served as the 
instrument for making educational policy. While 
most proposals for school finance reform have 
sought to accommodate the concept of local control 
by permitting local supplementation within limits, 
New York's Fleischmann Commission recommended 
against authority for local supplementation on the 
ground that it would lead ultimately to the re-crea- 
tion of the school disparities State financing was 
designed to ~ o r r e c t . ~  Others, including ACIR, have 
contended that a more centralized school financing 
system should not preclude local control over ma- 
jor aspects of education. The controversy over local 
control gives the upper hand to the status quo posi- 
tion on school finance because of the lack o'f evi- 
dence to support any other position. 

Several forces at work on State governments por- 
tend a gradual lessening of inter-district school fi- 
nance disparities. 

By their past action, States have set a strong prece- 
dent for continuously improving the operation of 
their school finance systems. The improvements 
have resulted in part from school district consolida- 
tion and from States assuming a larger share of 
State-local costs. States are  not likely to stop or re- 
verse this trend. 

Without any direct Federal intervention, States 
have made progress in reducing disparities in school 

spending. The trend to improved State-local finance 
programs is firmly established, and there is no rea- 
son to believe it will be turned around. A recent re- 
port by the National Committee for the Support of 
the Public Schools on the long-run progress of the 
States in reducing the range of expenditures shows 
generally a narrowing of the gap in spending on chil- 
dren in the high-spending districts as contrasted to 
children in the low-spending  district^.^ 

The reduction in the number of local school sys- 
tems accounts for much of the State progress in re- 
ducing disparities in local school spending. Both the 
opportunity to improve educational programs by 
school consolidation and the urge to get the most out 
of the educational dollar have led States to exert 
control over school district boundaries. State action 
on boundaries promotes efficiency yet permits flex- 
ibility to reflect vital local interests in school district 
organization. 

Taxpayer pressure to slow the rise in aggregate 
property tax levies and,  in some instances, to ob- 
tain outright property tax relief has had and will 
continue to have a n  equalizing impact on the school 
finance system. To the extent that the taxpayer pres- 
sure is successful, a larger proportion of State-local 
school costs will be supported by State non-property 
taxes thereby reducing the significance of inter-dis- 
trict school finance disparities. 

Federal aid to States and localities has been trend- 
ing upward, revenue sharing being the most recent 
manifestation. Recent amendments to the Social Se- 
curity Act shifted more of the responsibility for wel- 
fare financing from the States to the Federal govern- 
ment. Federal funds free-up State funds for use on 
other State functions. Part of the money probably 
will be  channeled into school support to relieve 
pressure on the local school property tax. At a mini- 
mum, the expansion of Federal aid to States and lo- 
calities will help the States in meeting school costs. 

Even though the Supreme Court has overturned 
the Rodriguez decision, Serrano-type litigation has 
so dramatized the existence of introstate school fi- 
nance disparities that State political leaders will 
hereafter be under constant pressure to improve the 
State's distribution of school funds.* 

4. Congress has not given explicit recognition to 
the relative financial ability of local school districts 
in Federal education aid legislation as a general rule, 
although it has incorporated provisions to equalize 
among States in some aid programs. Where a Fed- 
eral school aid program has affected intrastate 
school finance disparities, the influence has been 
at best a secondary concern or an  unintended effect. 

*The U.S. Supreme Court overturned the Rodriguez deci- 
sion on March 21,1973. 



The Federal government has heretofore followed FOOTNOTES 
a "hands off" policy with respect to the division of 'ACIR, State Aid to Local Government (Washington: GPO. 
fiscal responsibility between a State and its local lg69) P.14. 

districts. This neutrality policy has rested 'Report of the New York State Commission on the Quality, 
Cost, and Financing of Elementary and Secondary Educa- 

on the belief that the hammering out of the details tion f~~~ york: ~h~ Commission, 1972), p. 213. 
of the State-local financial partnership in the school 3Bendixsen, ~ ~ ~ i ~ ~ ,  rn search of ~ ~ ~ ~ l i ~ ~ :  school ~i~~~~~ 
finance area is an "internal" matter that should be Revisited (Washington: National Committee for the Sup- 
resolved by each State. port of the Public Schools. 1972). p. 41. 



As the euphoria was replaced by 
thoughts about what to do next, Serrano 
became a springborad for everyone's pet 
solution to the education problem. The 
Advisory Commission on Intergovernmen- 
tal Relations hoped Serrano would 
strengthen the State's role in the federal 
partnership and lead to a total State as- 
sumption of education costs. Certain econ- 
omists were pleased that their favorite 
whipping boy, the regressive property 
tax, had been dealt a major blow. Ralph 
Nader used Serrano to press instead for 
reforms that would increase the property 
tax's equity and yield. Some people want- 
ed "upward leveling" to get more dis- 
tricts to spend more; others wanted 

chapter IX "downward leveling" to stop some dis- 
tricts from spending too much. Some 
wanted to preserve local options, others the disparities issue to kill them. Many taxpayers just thought 
the whole thing would lower their tax 
bill. But most of those who were early 
supporters of the lawsuits seemed to 
think that Serrano would funnel more 
funds into the increasing number of bank- 
rupt city schools - 

Phyllis Myers, City 
Winter 1971 

Public schools in the United States have long been 
thought of primarily as a local enterprise; yet, in- 
contestably, the States possess all of the plenary 
powers in education. By tradition most States have 
delegated a major share of the financing responsi- 
bility to local school districts. When a legislature 
delegates certain of its fiscal powers to subdivisions 
of the State, however, it delegates unequal powers 
unless each subdivision is a microcosm of the State 
itself. No State has ever succeeded in making each 
school district a miniature version of the State. 
School districts vary greatly in two important ways: 
(a) their fiscal capacity (See Table 31) and (b) the 
commitment of their residents to the support of 
schools. 

To assure that the unequal local commitment to 
schools does not undermine basic State educational 
interests, the States have enacted compulsory school 
attendance and other laws requiring local districts 
to tax themselves in order to provide certain edu- 
cational programs. In recognition both of the im- 
portance of education and of the unequal local fiscal 



Colorado* 
Connecticut' 
Delaware 
Florida 
Georgia 

Hawaii 
Idaho* 
Illinois' 
l ndiana 
Iowa 

Kansas 
Kentucky 
Louisiana* 
Maine 
Maryland 

Massachusetts 
Michigan 
Minnesota 
Mississippi 
Missouri 

11.411 New Mexico 
5.711 New York 
5.511 North Crolina 
9.311 North Dakota* 
4.711 Ohio 

. Oklahoma 

3.011 Oregon 
20.111 Pennsylvania 
17.411 Rhode Island 
5.211 South Carolina 

782.811 South Dakota 
8.611 Tennessee 

13.511 Texas 
11.211 Utah 
2.811 Vermont 

10.411 Virginia 
30.011 Washington 

5.211 West Virginia 
5.211 Wisconsin 

29.611 Wyoming* 

Table 31 

Ratio of Assessed Valuation Per Pupil in District With Largest Valuation Per Pupil to That in District with 
Smallest Valuation Per Pupil For Each State, 1968-69 

State Ratio State Ratio 
Alabama 4.511 Montana 3.111 
Alaska 3.911 Nebraska 19.011 
Arizona 22.211 Nevada 4.011 
Arkansas 10.711 New Hampshire 4.511 

California 24.611 New Jersey 10.511 

Locally assessed valuation is used for these States. Otherwise, equalized assessed valuation is used. 
"Property tax revenues not used to support education in Hawaii. 
Source: President's Commission on School Finance, Review Of Existing State School Finance Programs (Washington: 1972), vol. 11. 

capacity to finance it, most States have established 
school aid programs to channel funds to local dis- 
tricts to permit them to meet the basic State interest 
in education. 

A majority of the States guarantee a minimum or 
"foundation" level of spending per pupil for each 
local school district. If a required local property tax 
rate fails to raise enough revenue to meet the foun- ., 
dation level, the State pays the difference. For ex- 
ample, if the foundation level were $400 per pupil 
and the required property tax rate 10 mills, one 
school district with 2000 pupils and taxable value of 
$60,000,000 would only be  able to raise $600,000 
while the minimum would be  $800,000. The State 
would make up the $200,000 difference to that dis- 
trict. 

In virtually all cases, however, the foundation 
level of expenditure per pupil has been set at a level 
well below the statewide average of actual expendi- 
ture per pupil. In fact, in all States except Hawaii, 
legislators have been unwilling to offset fully the 
variations in local fiscal capacity with equalizing 
State aid. 

The ACIR noted in its report, State Aid to Local 
Government: 

In theory at least, State legislators could adopt 
"Robin Hood3'-type equalization programs de- 
signed to skim off excess property tax wealth 
from rich districts and transfer these resources 
to poor jurisdictions. In practice, however, this 
is extremely difficult as State legislators can 



States 

Alabama 
Alaska 
Arizona 
Arkansas 
California 

Colorado 
Connecticut 
Delaware 
Florida 
Georgia 

Hawaii 
Idaho 
Illinois 
Indiana 
Iowa 

Kansas 
Kentucky 
Louisiana 
Maine 
Maryland 

Table 32 

Variations in State Expenditure Per Pupil, by State, 1969-70 

High District Low District 
Expenditure Expenditure 

$ 580 $ 294 
1,810 480 
2.900 410 
1,005 294 
3,187 402 

Massachusetts 4,243 454 
Michigan 1,275 409 
Minnesota 1,492 3 73 
Mississippi 825 321 
Missouri 1,929 21 3 

High to 
Low Ratio 

2.0 
3.8 
7.1 
3.4 
7.9 

6.3 
2.6 
1.7 
1 .8 
2.0 

1 .o 
6.6 
5.9 
2.6 
2.0 

3.2 
2.6 
1.8 
9.1 
1.6 

9.3 
3.1 
4.0 
2.6 
9.1 

State 

Montana 
Nebraska 
Nevada 
New Hampshire 
New Jersey 

New Mexico 
New York 
North Carolina 
North Dakota 
Ohio 

Oklahoma 
Oregon 
Pennsylvania 
Rhode Island 
South Carolina 

South Dakota 
Tennessee 
Texas 
Utah 
Vermont 

Virginia 
Washington 
West Virginia 
Wisconsin 
Wyoming 

High District Low District High to 
Expenditure 

8.51 5 
3,417 
1,678 
1,356 
2,876 

1,183 
7,241 

732 
1,842 
1,684 

2,565 
4,941 
4,230 
1,206 

61 0 

6,012 
774 

11,096 
1,514 
1,517 

1,159 
3,993 

72 1 
1,391 

14,554 

Expenditure Low Ratio 

Source: President's Commission on School Finance, Review of Existing State School Finance Programs (Washington: 1972). Vol. 1 1 ,  with 

additional analysis by the U . S .  Office of Education. 

generally be  expected to support proposals that 
will aid their districts and to oppose any bald at- 
tempt to transfer their district's wealth to poorer 
jurisdictions. As a result, most State aid pro- 
grams at best are  "mildly" equalizing; incredible 
as it may seem, many of them discriminate 
against the central cities where educational 
needs are  the most dire. For this reason then, 
State aid programs generally fail to level off 
the great peaks thrown up by wealth and local 
fiscal autonomy and only partially fill in the 
valleys left by anemic local resources.' 

Magnitude of the Disparities 
As a result of the inadequacy of State equalization 

programs, the fiscal disparities among school dis- 
tricts a re  considerable. Data for the 1969-70 school 
year indicated that the ratio in per-pupil spending 
between the high spending district and the low 
spending district was equal to or less than 2 to 1 in 
11 States. (See Table 32.) In seven States the ratio 
exceeded 10 to 1. 

Extremely high expenditures per pupil in some 
districts, however, often represent very special situ- 
ations. In some States they occur in sparsely popu- 
ated rural districts with a single one-room school, 
one teacher, very few pupils, and possibly very high 
transportation costs. In other States they may be  
in districts that serve primarily handicapped or 
mentally retarded children. 
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Table 33 

Ratio of Expenditure Per Pupil at The 90th Pupil Percentile to Lowest Per-Pupil Expenditure in Each State, 

Lowest District 
Per-Pupil 
Expenditure 

Per-Pupil 
Expenditure 
at the 90th Pupil 
Percentile 

Ratio of 90th 
Percentile 
Levd to 
Lowest Level State 

Alabama 
Alaska 
Arizona 
Arkansas 
California 

Colorado 
Connecticut 

Delaware 
Florida 
Georgia 

Hawaii 
Idaho 
Illinois 

Indiana 
Iowa 

Kansas 

Kentucky 
Louisiana 
Maine 
Maryland 

Massachusetts 
Michigan 
Minnesota 
Mississippi 
Missouri 

Montana 
Nebraska 
Nevada 
New Hampshire 
New Jersey 

New Mexico 
New York 
North Carolina 
North Dakota 
Ohio 



State 

0 klahoma 
Oregon 
Pennsylvania 
Rhode Island 
South Carolina 

South Dakota 
Tennessee 
Texas 
Utah 
Vermont 

Virginia 
Washington 
West Virginia 
Wisconsin 
Wyoming 

Lowest District Per-Pupil Ratio of 90th 
Per-Pupil Expenditure Percentile 
Expenditure at the 90th Pupil Level to 

Percentile Lowest Level 

Source: President's Commission on School Finance. Review of Existing State School Finance Programs (Washington: 1972), Vol. I I ,  
with additional analysis by the U.S. Office of Education. 

For these reasons, a more accurate picture of the 
true disparities in educational spending may be 
obtained by comparing the lowest per-pupil ex- 
penditure with per-pupil expenditure at the 90th 
pupil percentile in each State.* Table 33 gives the 
results of this comparison. In half the States per- 
pupil spending is still at least twice as great at the 
90th pupil percentile level as at the lowest level. 

A Critical Event-The Judges Decide 
The California Supreme Court sent shockwaves 

across the country on August 30, 1971, when it held 
that California's school finance system was uncon- 
stitutional if, as the plaintiffs in Serrano vs. Priest 
alleged, the quality of a child's education depends 
on the wealth of his parents and neighbors. After- 
shocks soon followed as Federal courts made similar 
rulings in Minnesota in October, and Texas in De- 
cember. Early in 1972, a State court in New Jersey 
held that State's education financing system in vio- 

*The 90th pupil percentile level of per-pupil expenditure is 
the level at which 90 percent of the State's pupils are in 
districts with that level of per-pupil spending or less. Only 
10 percent of the State's pupils are in districts with that 
level of per-pupil spending or more. 

lation of both the State and Federal constitutions. 
Additional suits were brought in other States. The 
United States Supreme Court accepted the Texas 
case (Rodriguez v. Sun Antonio Independent School 
District) for review during its 1972-73 term." 

Earlier Cases 

These cases did not spring upon the Nation's 
judiciary from the void. Over the years, a judicial 
history had been building toward these suits. In 1969, 
in McInnis v. Shapiro, a three-judge Federal court 
in Illinois rejected an appeal for statewide appor- 
tionment of school funds based on "educational 
needs." The court rejected the McInnis contention 
primarily because: 

Unequal educational expenditures per student, 
based upon variable property values and tax 
rates of local school districts do not amount to 
invidious discrimination. . . . There is no con- 
stitutional requirement that public school ex- 
penditures be made only on the basis of pupils' 
educational needs without regard to the finan- 

*The U. S. Supreme Court overturned the Rodriguez de- 
cision on March 21. 1973. 



cia1 strength of local school districts. . . . The In summary, so long as the assessed valuation 
allocation of public revenues is a basic policy within a district's boundaries is a major deter- 
decision more appropriately handled by a legis- 
lature than a court. 

This decision was upheld by a summary ruling of the 
U.S. Supreme Court in 1970 (McInnis v. Ogilvie). In 
Virginia, a suit attacking that State's school financing 
system (Burruss v. Wilkerson) was turned down, 
based on the McInnis decision. 

Subsequent suits carefully avoided the "education 
need" test but dealt specifically with discrimination 
on the basis of wealth. 

Government Intent 

As to a defense contention that, at most, the Ser- 
rano case involved d e  facto discrimination, the Cali- 
fornia Supreme Court held: 

We disagree. Indeed, we find the case unusual in 
the extent to which governmental action is the 
cause of the wealth classifications. The school 
funding scheme is mandated in every detail by 
the California Constitution and statutes. Al- 
though private residential and commercial pat- 
terns may be partly responsible for the distribu- 
tion of assessed valuation throughout the State, 
such patterns are shaped and hardened by zon- 

minant of how much it can spend for its schools, 
only a district with a large tax base will be  truly 
able to decide how much it really cares about 
education. The poor district cannot freely 
choose to tax itself into an  excellence which its 
tax rolls cannot provide. Far from being neces- 
sary to promote local fiscal choice, the present 
financing system actually deprives the less 
wealthy districts of that option. 

Misgivings About the Court Decisions 
These court decisions have aroused considerable 

controversy. Some argue that since studies have 
failed to show any connection between level of ex- 
penditure and quality of education, the courts 
should not concern themselves with school finance 
disparities. Others contend that the reduction of 
disparities is not worth the sacrifice of local control 
of schools which they claim would b e  required. 
Those concerned with the plight of the Nation's 
cities support the findings of the courts but fear that 
solutions to the problem will not take the needs of 
the cities sufficiently into account. 

ing ordinances and other governmental land use 
controls which uromote economic exclusivitv. . . The Cost-Quality Controversy 

Governmental action drew the school district Some critics of the Serrano decision have alleged 
boundary lines, thus determining how much lo- that the Coleman report2 and subsequent studies 
cal wealth each district would contain. have failed to establish any connection between 

provision of school facilities and quality of school- 
Local Control ing; that a child's family background and preschool 

A major philosophical and political question run- environment have a far greater effect on his edu- 
ning through all discussions of school financing is cational achievement than other factors. They argue 
the desirability of local control. California has a that increasing school expenditures-whether for 
State policy "to strengthen and encourage local more teachers, teacher training, more books and 
responsibility for control of public education." The equipment, or other school facilities-will have 
court, in Serrano, found the financing system and  negligible effects on pupil achievement. It is there- 
the decision-making power to be separate. It had fore a waste of time, according to these critics, to 
a telling response to the assertion that the current pay any attention to variations in school expendi- 
system permitted local districts to choose how much tures since variations have such slight educational 
to spend on the education of their children: significance. 

We cannot agree that Baldwin Park residents While it is true that the Coleman report found that 
care less about education that those in Beverly a child's family background and  peer group have a 
Hills solely because Baldwin Park spends less substantial effect on his achievement in school, 
than $600 per child while Beverly Hills spends none of the major studies of school spending and 
over $1,200. As defendants themselves recognize, pupil achievement has found a complete absence of 
perhaps the most accurate reflection of a com- significant relations between school inputs and out- 
munity's commitment to education is the rate at puts. Appendix J provides a summary of a selected 
which its citizens are  willing to tax themselves to group of these studies. While the potential effect of 
support their schools. Yet by that standard, Bald- schools on student achievement may be limited, 
win Park should be deemed far more devoted to even a small school effect does not vitiate the argu- 
learning than Beverly Hills, for Baldwin Park ments for spending larger amounts in low spending 
citizens levied a school tax of well over $5 per districts without reducing expenditures in others- 
$100 of assessed valuation, while residents of that is, for placing school districts on an  equal fiscal 
Beverly Hills paid only slightly more than $2. footing. 



Local Control 

The court cases invalidating State school finance 
systems have led some laymen and professional 
educators to fear the loss of local control over 
schools. They foresee the implied equalization of 
per-pupil support by larger grants from higher gov- 
ernmental levels resulting in demands by officials 
at higher governmental levels for a greater say in  
how funds a re  spent at the local level. Thus, they 
claim, one potential outcome of the court cases is 
the shift of policy control from local to State or Fed- 
eral governmental levels. 

Those who believe that control follows money 
would like to preserve the positive contributions 
local control has made to our educational system: 
diverse educational techniques; pursuit of educa- 
tional excellence with minimal bureaucratic clear- 
ance; parental involvement along with practice in 
the skills of citizenship and public policy determi- 
nation; and responsiveness to the particular needs 
of unique communities. 

Arrayed opposite the proponents of undiluted 
local control stand those who believe the issue is a 
mere smoke-screen for opponents of equal edu- 
cational opportunity. According to this view, local 
control is more myth than substance. It is the means 
by which privileged districts will retain their status 
thereby perpetuating not only unequal education but 
also racial, social and economic isolation. 

There is another argument as well. If local control 
is not a myth but is in fact reality, then the exercise 
of local control has been one of the reasons for the 
state in which elementary and secondary education 
now finds itself. Those who see  problems in educa- 
tion now, regard the problems as evidence that local 
control is not effective. 

The middle ground is occupied by those seeking 
to get equality in per-pupil financial support while 
maintaining significant decision-making-at least i n  
nonfinancial areas-at the local level. This view is 
held by some ardent proponents of centralized fi- 
nancing who nonetheless advocate local decision- 
making for such matters as hiring, firing and assign- 
ing personnel as well as the control function (assign- 
ment and discipline of students]. They also suggest 
local control within appropriate State guidelines 
over: curriculum content and sequence; textbook 
and instructional material selection; and establish- 
ment of school attendance zones. 

The effort to arrive at a workable compromise 
between centralized financing and a large measure 
of local control is exemplified in ACIR's State Aid 
to Local Government. In support of its recommenda- 
tion for State assumption of financial responsibility 
for schools, the Commission argued that: 

. . . Once liberated from the necessity of "sell- 

ing" local bond issues and tax rate increases, 
school superintendents and local board mem- 
bers can concentrate their efforts on the true in- 
terest of local control-namely the nature and 
quality of education that is provided for the chil- 
dren of their locality. Further, the long tradition 
of local control of education and the keen con- 
cern of most parents for the educational well- 
being of their children will serve as sturdy de- 
fenses against both arbitrary State administra- 
tive action and any policy that short changes 
educational financial requirements. Indeed, 
there is reason to believe that forward looking 
State educational leadership would encourage 
and promote local educational innovations3 
Action by a higher level of government is required 

in order to reduce intrastate school finance dispari- 
ties. To the extent that the distribution of school 
support is made more uniform there will be some in- 
fringement of local powers. Some local districts may 
have to take less in the way of State support. In 
other districts, the State may have to impose a limit 
on spending to hold down the amount of State funds 
that otherwise would be required for equalizing pur- 
poses. 

Virtually every State has laws reflecting past ac- 
commodations to conflicting views about who should 
control expenditure decisions; and each State ap- 
parently has arrived at a different accommodation 
of the interests. Studies have failed to detect any 
relationship between the State's share in school sup- 
port and the controls the State exerts over local 
school districts. Recently the Urban Institute re- 
viewed a sample of States and concluded that: 

There is little direct relationship between the 
percentage of State aid provided and the degree 
of State restrictions on the operation of local 
school boards? 
In summing up the local control controversy, one 

student of the issue noted, "It is clear that the States 
have had the wherewithal to usurp local preroga- 
tives if they were so inclined. Yet the concept of lo- 
cal control is so strong in American public educa- 
tion, it is probably its own sturdiest defense."S 

Concern for the Big Cities 

The possible effects of Serrano have also been 
viewed somewhat skeptically by those concerned 
about the fiscal and  social problems of the Nation's 
central cities. Urbanists fully support the argument 
that current school finance disparities ought to be  
corrected, but they a re  apprehensive about the 
means used to correct them. This apprehension was 
expressed in a Washington Post editorial on the 
lower court decision in the Rodriguez case: 

The first question is whether . . . inequalities 



violate the Constitution. The second question is on three main points. First, it is argued that true 
how to move toward equality. . . equality of educational opportunity requires that 

The Texas decision implies full State funding 
which, in its simplest form, would mean uniform 
statewide tax rates. It would also mean uniform 
statewide expenditures on children, possibly 
with adjustments for local operating costs. The 
effect is to bring the low-budget school system 
up to the statewide level, wherever it may be 
set, but it also holds the high-budget school sys- 
tems down to the statewide level. The Texas de- 
cision has a certain superficial attraction be- 
cause it offers one simple thou-shalt-not. But it is 
a dangerous simplicity. 

Equal statewide financing will take more money 
out of the central cities than it will give to them. 
If the greatest needs, and the greatest depriva- 
tions of equal educational opportunity, a re  in 
the central cities, then it follows that full equali- 
zation will only make bad matters worse. Under 
the Texas decision a State could theoretically 
choose to appropriate extra funds to deprived 
urban children. But it would be very difficult for 
the cities to get those appropriations through 
any legislature, as a matter of practical politics, 
in a period in which other wealthy districts were 
being held down. The most dramatic benefits of 
equalization would flow to rural schools. . . Any 
rule of statewide equalization would turn out to 
have unintended effects that have not yet been 
examined in the national discussion of this 
issue? 

This same question of how the central cities would 
fare under a n  equalization scheme designed to sat- 
isfy the courts was raised by Joel S. Berke of Syra- 
cuse University and John J .  Callahan of the Univer- 
sity of Virginia. Their concern is revealed in  the 
following passage: 

On several counts, then, popular acclaim for the 
fiscal reforms of state assumption of educational 
finances or power equalizing needs further scru- 
tiny. School tax efforts and school expenditures, 
measured in per pupil terms, will indeed be 
more congruent after the fiscal reforms of state 
assumption or power equalizing. Yet enduring 
problems of assuring comprehensive fiscal 
equity will still affect poorer school systems. 
Cities will be forced to raise their total tax levies 
at a time when they can ill afford to. In many 

additional compensatory resources be devoted to 
the education of disadvantaged children. (A similar 
case can be made for physically handicapped, men- 
tally retarded and "gified" children). A strict equali- 
zation of expenditures per pupil without regard to 
the special needs of the educationally disadvantaged 
would be a particularly severe hardship for central 
cities since it is there that disadvantaged children are  
concentrated. 

Second, urbanists point out that educational inputs 
-land, insurance, repair of vandalism damage, 
teachers and other personnel-generally cost more 
in the central city. If equalization is based strictly on 
dollar amounts, the actual resources devoted to edu- 
cation will not be equalized. Because a given level 
of expenditure per pupil will buy less in cities than 
elsewhere, a n  equalization formula that does not 
make adjustment for relative costs of providing edu- 
cational services discriminates against the cities. 

Finally, the urbanists argue that central cities 
suffer from municipal overburden. The municipal 
budget must necessarily be much greater relative to 
population or tax base in central cities than in sub- 
urban or rural areas because more services must be  
provided and because these services cost more to 
provide. Funds for education are  therefore more 
difficult to raise, and it is argued that school equali- 
zation formulas should take account of this greater 
demand on the central city tax base. 

Answering the urbanists. With regard to the urban- 
ists' first two points, it should be noted that nothing 
in the Serrano decision requires absolutely equal 
dollar expenditures per pupil throughout a State. 
James A. Kelly of Columbia University has stated: 

If the major city in a state already spends above 
average for public education, the legislature 
could manage the continuation or expansion of 
such above-average expenditures by providing 
in its finance formulas for variations based upon 
socioeconomic need of students, or upon the in- 
creased costs of urban educational services. 
Nothing in Serrano indicates that the courts 
would strike down such provisions should a 
legislature choose to include them in a formula 
that met the "wealth neutrality" test. To date, 
the courts have taken pains not to foreclose the 
possibility for "rational" differentials in per 
pupil expenditures.' 

cases this equal rate of effort will be levied on 
a fiscal capacity that is lower than suburban Both the Washington Post editorial cited earlier 

areas, tightening the winch on central city fiscal and Berke and Callahan contend that while strict 

p r e s s ~ r e . ~  equality of expenditures is not required by the 
courts, the political realities in State legislatures 

The urbanists base their concern over equalization make it the likely outcome of the Serrano litiga- 



t i ~ n . ~  Strong political leadership and perhaps a 
Federal incentive may therefore b e  required to as- 
sure equity for the cities. But unfair treatment of 
city school children is not an  inevitable result of 
school finance reform. In response to the Washing- 
ton Post editorial, Governor Wendell R. Anderson of 
Minnesota stated in a letter to the editor of the Post, 
published June 17,1972: 

You say the (Rodriguez) decision "theoretically" 
allows extra funds for deprived urban children, 
but that it would be  "very difficult" to get these 
funds for the educational overburden of hard-to- 
educate children. In Minnesota it is not theory. 
Minnesota's new school aid law counts each 
child from an  AFDC family as an  additional 
pupil unit. The cost of this extra weighting is 
$37,000,000, with the largest part going to the 
central cities. 

To the extent that municipal overburden is a valid 
concern (for example under circumstances in which 
inner city residents are  unable to choose freely 
their place of residence because of various artificial 
barriers) the preferable governmental response 
would be to attack the problem directly. ACIR re- 
commended in 1969 that until States have assumed 
substantially full responsibility for financing edu- 
cation, State equalization programs should make 
some allowance for municipal overburden.1° But 
the report noted that if it were politically feasible, 
a more direct program of "front door" financing 
would be preferable to the "back door" approach of 
building a municipal overburden factor into the 
school aid program. 

Implications of the School Finance Cases 
Far more restructuring of school finance was read 

into Serrano-type suits originally than subsequent 
analysis of the judicial opinions revealed. Indeed, 
the California Supreme Court had to issue a modifi- 
cation of its original opinion noting that it had not 
invalidated the property tax as  a means of financing 
education nor had it held that property tax rates for 
schools must be equal throughout the State. 

Because no court has as yet prescribed the way a 
State must arrange its school finance system, the 
school finance cases have only general implications. 
Fiscally speaking, the implications of Serrano-type 
suits s e e m  to be that States have an  obligation, 
backed by judicial decree, to reform their existing 
system of school finance. 

As part of the reform of its existing school finance 
system, a State is likely to confront a major new 
fiscal demand-the cost of raising per-pupil spend- 
ing in low wealth districts-if it seriously intends to 

eliminate wealth as a determinant of local per-pupil 
spending. 

Four Paths to Fiscal Equalization 
At least four broad approaches to school finance 

reform would meet the Serrano test of eliminating 
local wealth as a substantial determinant of per- 
pupil expenditures-reorganization of school dis- 
tricts, a "beefed-up" foundation program, power 
equalizing, and full State funding. 

School district reorganization. Reorganization of 
school districts would entail redrawing school dis- 
trict boundaries to ~ r o v i d e  equal property valu- 
ation per pupil in each district. This remedy would 
preserve local control completely intact. No major 
new State tax effort would be  required. But some 
means would have to be  devised to insure the 
equality of valuations per pupil in  subsequent years. 

"Beefed-up" foundation programs. If the State 
funding of present State foundation programs were 
"beefed-up" to a point where each local district 
were assured a per-pupil expenditure near the maxi- 
mum in any district in the State, a court might view 
the inequalities in local resources as "tolerable." 
Local districts would still have unequal abilities to 
move beyond the foundation level, but a high foun- 
dation level might be  viewed as a n  acceptable ac- 
commodation between two conflicting goals-that of 
permitting a degree of local fiscal control and that 
of placing local districts on substantially equal fiscal 
footing.* This approach would probably require a 
major increase in State school aid. 

Power equalizing. Power equalizing, a plan dis- 
cussed extensively by Coons, Clune, and Sugar- 
man." would involve the use of State aid to com- 
pensate for disparities in local tax bases so that at 
any level of tax effort every local district would 
raise the same amount of money per pupil through 
the combination of locally raised revenue and com- 
pensating State aid. In its simplest form, some speci- 
fied level of valuation per pupil would be guaran- 
teed for each district. If the district's actual per-pupil 
valuation fell below the guarantee, it would be en- 
titled to State aid equal to the difference between its 

*Two alternative formulations of "substantially equal 
fiscal footing" might be: (1) not less than (80) percent of 
the State-local costs of the public elementary and sec- 
ondary school program derived from State revenue sources, 
or (2) a State foundation program that resulted in a vari- 
ance in the expenditure per pupil of no more than 1 to 1.3 
between the district spending the least per pupil and the 
district spending at the 95th percentile of per-pupil expen- 
diture in the State when a uniform property tax rate is 
applied to property values equalized between districts to 
reflect differences in the relationship of assessed value to 
market value. 



actual tax collections and the yield of its tax levy on 
the guaranteed valuation per pupil. If the wealthier 
districts had valuations above the guarantee level, 
they would be required to pay into a statewide pool 
the yield from the excess valuation per pupil. Each 
local district would remain free to set its tax rate for 
school purposes at the level it wished, but the re- 
sultant expenditure per pupil would be determined 
by the State formula. Additional State funds might 
or might not be required, depending on the level of 
the guaranteed valuation per pupil. 

Full State funding. Finally, the State government 
might assume the responsibility for raising and dis- 
tributing virtually all revenues for local schools. 
Local districts might be permitted to add on 10  or 20 
percent of the State funds, possibly on a power- 
equalized basis. Local school taxes would be re- 
duced, and State taxes increased to replace the local 
taxes. Additional tax revenue might be required if 
the State adopted a policy of "leveling-up" lower 
districts to avoid having to reduce expenditures in 
high-spending districts. This is the approach that has 
been endorsed by ACIR and by the President's Com- 
mission on School Finance. Governor William G. 
Milliken of Michigan and Governor Wendell R. 
Anderson of Minnesota; New York's Commission on 
the Quality, Cost and Financing of Elementary and 
Secondary Education; and the Citizens Commission 
on Maryland Government have all supported the 
concept of State assumption of financial responsi- 
bility for schools. 

Regardless of the approach taken, the question of 

prime importance from an intergovernmental aspect 
is whether the States have the necessary Capabilities 
to solve the problem of intrastate fiscal equalization. 
This will be taken up in the next chapter. 
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chapter X 

the ability of the states 
to solve the 

intrastate disparities 
problem 

Let's face it. There just were not enough 
votes in the Assembly for an income tax, 
and 1 doubt if there will be in the near 
future. That tells me that the Assembly 
has interpreted the voice of the people, 
rightly or wrongly, as not wanting to sub- 
stitute state taxes for local property taxes. 

They are willing, for now, to accept a 10 
percent yearly increase in real estate 
taxes. They have given me that message 
loud and clear. 

William T. Cahill 
Governor of New Jersey 

Press Conference, July 18, 1972 

Regardless of the U. S. Supreme Court's interpre- 
tation of the constitutional issue of State school fi- 
nance systems, State courts may find grounds in 
their own constitutions for requiring the elimination 
of existing disparities. Thus, it is important to assess 
State ability to solve the school finance disparities 
problem. This assessment has two dimensions- 
fiscal and political. The fiscal question is whether 
States have the capacity to raise the revenue re- 
quired to eliminate a major portion of the existing 
disparities. The political question hinges on whether 
States have the capacity to overcome the political 
problems inherent in a major realignment of the 
school financial structure. 

The Fiscal Dimension 
A fairly simple procedure can be  worked out to 

evaluate State fiscal capacity to deal with dispari- 
ties provided certain assumptions a r e  made. 

The New Money Requirement 
Difficulties arise with the very first step of this 

analysis. In the decisions handed down thus far ,  the 
courts have ruled that local school expenditures 
should not be  influenced by the wealth of the local 
school district. A number of alternative school fi- 
nance schemes would meet this criterion, ranging 
from reorganization of school districts with equal 
wealth per pupil to full State funding of schools. 
Depending on the plan adopted, the level of total 
school spending might or might not be increased in 
the process of responding to a court ruling. Theo- 
retically, the influence of wealth on school spending 
could be  eliminated without the need for a net in- 
crease in total State-local spending for schools al- 
though local school tax revenues might be  replaced 
with State revenues. A State could adopt a plan that 
would require reductions in the spending levels of 
wealthier districts or the transfer of funds from 
wealthier to poorer districts ("leveling-down"). 
States could, alternatively, adopt a plan that would 
bring ~ e r - p u p i l  spending levels of low-spending dis- 
tricts to the maximum spending level ("leveling-up"). 

On the assumption that this last response is most 
feasible politically, the staff of the President's Com- 
mission on School Finance collected data on the dis- 
tribution of school expenditures in  each State to 
permit an  estimate of the net increase in revenues 
required for such a leveling-up program. Table 34 
shows the estimates of additional amounts needed- 
over and above present uneven financing from State 
and local sources-to achieve the specified expen- 
diture level in those districts now below that level. 
The figures were not adjusted to allow for legitimate 
variations in expenditures such as the higher costs 
of educating secondary pupils as compared to ele- 



TABLE 34-COST OF RAISING PER-PUPIL SPENDING I N  ALL LOWER SPENDING DISTRICTS 
TO SPECIFIED PUPIL PERCENTILE SPENDING LEVELS, BY STATES, 1969-70 

(In Millions of Dollars) 

Alabama 
Alaska 
Arizona 
Arkansas 
California 
Colorado 
Connecticut 
Delaware 
Florida 
Georgia 
Hawaii 
Idaho 
Illinois 
Indiana 
Iowa 
Kansas 
Kentucky 
Louisiana 
Maine 
Maryland 
Massachusetts 
Michigan 
Minnesota 
Mississippi 
Missouri 
Montana 
Nebraska 
Nevada 
New Hampshire 
New Jersey 
New Mexico 
New York 
North Carolina 
North Dakota 
Ohio 
Oklahoma 
Oregon 
Pennsylvania 
Rhode Island 
South Carolina 
South Dakota 
Tennessee 
Texas 
Utah 
Vermont 
Virginia 
Washington 
West Virginia 
Wisconsin 
Wyoming 

States 

Note: Costs o f  leveling-up are based on State reports of school district per pupil expenditures. There has been no attempt to make per 
pupil expenditure calculations comparable within or among States, and the indicated leveling-up costs are to  be considered only rough ap- 
proximations. 

Excluding the District o f  Columbia. 

United States $37.301.2l $6.928.8 $4.333.2 $3.095.9 

Exhibit: 
State-local 

expenditures 
for local 
schools 

Source: President's Commission on School Finance, Review of Existing State School Finance Programs, Vol. 11, with additional 
analysis b y  the U.S.O.E. 

Cost of leveling up per-pupil spending to- 

90th 
pupil 

percentile 

80th 
 PUP^! 

percentlie 

70th 
pupil. 

percentile 

60th 
pupil 

percentile 

50th 
 PUP^ 

percentile 



mentary pupils, or the higher transportation costs 
in some areas. This lack of refinement in the data 
probably results in an overestimate of the leveling- 
up costs. Analysis of the New Jersey figures indi- 
cates that this is indeed the case in that State.* The 
estimates in Table 34 may thus represent an upper 
bound on the increase in the total State-local tax 
burden required in each State to comply with a Ser- 
rano-type court decision. The actual outcome could 
range anywhere between these estimates and zero 
depending upon the school finance program adopted 
by the State. 

It should be emphasized that the calculation of 
leveling-up costs does not estimate the added costs 
of an actual program in which a State would make 
a grant to each district sufficient to bring its spending 
up to a specified percentile level. These calculations 
assume present local effort (1969-70) in terms of the 
sums provided. If the influence of local wealth on 
school spending is to be eliminated, an add-on grant 
program based only on spending levels would not be 
sufficient. The leveling-up costs in Table 34 are sim- 
ply estimates of the additional school revenues re- 
quired to establish a spending floor at a given per- 
centile level, regardless of the actual distribution 
system used-full State funding, increased State aid 
or whatever. 

Fiscal Capacity 
The next step is to compare the cost of leveling-up 

with the current tax effort and the estimated taxable 
capacity of each State. To make this comparison, a 
"total tax capacity" series was constructed based on 
State personal income estimates modified by a tax 
capacity factor for each State. (See Table 35.) State 
personal income fails to reflect fully the real tax 
capacity of certain jurisdictions as studies by this 
Commission have shown.' For example, personal 
income sharply understates the true taxable base of 
oil and mineral-rich States like Louisiana, Wyoming 
and Texas because of their ability to tax certain cap- 
tive industries heavily or of tourist States like Ne- 
vada which can capitalize on their peculiar geo- 

*The staff recalculated leveling-up costs for the 90th per- 
centile spending level in New Jersey. The staff used the 
same expenditure concept underlying the computations 
for Table 34, but elementary, secondary and unitary school 
districts were regrouped to provide comparable K-12 pro- 
grams in the districts and county vocational schools were 
excluded from consideration of the percentile spending 
level on the grounds that these schools serve a special 
population and are not comparable with other school dis- 
tricts. This recomputation resulted in an estimated $205.2 
million cost of leveling-up to the 90th percentile for those 
1.2 million pupils below this level in 1969-70, which con- 
trasts with the estimated cost of $317.5 million shown in 
Table 34. 

graphical-locational advantages. 
The fiscal capacity calculations published by ACIR 

have been used, therefore, to adjust personal income 
to reflect capacity based on all major taxable sources 
rather than simply resident personal income. The 
ACIR data estimated what State and local govern- 
ments would get if they made average use-applied 
a common national rate of use-of all the wealth 
these jurisdictions have and can tax, including such 
sources as tourism and mineral wealth. 

The ratio of this index of tax capacity to an index 
of personal income as of 1966-67, the latest year for 
which the comprehensive capacity measure has been 
prepared, was then used to modify State personal 
income to reflect a State's entire relative tax ca- 
pacity.* 

As Column 5 of Table 35 shows, State and local 
taxes take a greater share of this adjusted tax ca- 
pacity in some States than in others. New York 
exerts the greatest tax effort at 16.1 percent of tax 
capacity. 

This table of relative tax effort serves as a foun- 
dation for estimating a State's untapped relative tax 
potential. On the theory that State policymakers 
will be reluctant to push their State's tax effort 
beyond that of other States competing for growth 
and economic development, it is possible to suggest 
the ranges within which a State's untapped relative 
tax capacity will fall. (See Table 36.)** 

At the upper extreme a State's untapped relative 
tax potential might be viewed as the difference be- 
tween its actual tax collections and the amount it 
could raise if it made the same tax effort as the high- 
est tax effort State in the Nation-in this case, New 
York. If this stringent test is used to measure un- 
tapped relative potential, 45 States had a lot of fiscal 
elbow room as of 1971 -estimated untapped relative 
tax capacity in excess of 20 percent of their actual 
State-local tax collections. Only New York closely 
followed by Wisconsin, Vermont, Massachusetts and 

*The indexes were taken from Table G-1, pp. 120-121, in 
Measuring the Fiscal Capacity and Effort of State and Lo- 
cal Areas (ACIR Report M-58, March 1971). Personal in- 
come in 1970 in each State was multiplied by the ratio of 
the index of estimated tax capacity (Column 8 of Table 
G-1) to the index of residents' personal income (Column 
10 of Table G-1) to get the adjusted personal income "tax 
capacity" measure. 

**Some critics suggest that the burden of Federal as well as 
State and local taxes relative to State personal income 
should be considered. Based on the estimates of Federal 
revenue and expenditure for States and regions for fiscal 
years 1965-67 prepared by the Legislative Reference Serv- 
ice Library of Congress, the States of Delaware, Connecti- 
cut, and Illinois would have significantly less overall un- 
tapped tax capacity because of their above-average Federal 
tax contributions. 



TABLE 35-A MEASURE OF STATE-LOCAL TAX EFFORT-STATE-LOCAL TAXES AS A 
PERCENTAGE OF STATE PERSONAL INCOME ADJUSTED FOR TOTAL TAX 

CAPACITY, BY STATE AND REGION 
(Dollar amounts in millions) 

State and region 

Personal 
income 
19701 

United states3 $797,377 

New England 
Maine 
New Hampshire 
Vermont 
Massachusetts 
Rhode Island 
Connecticut 

Mideast 
New York 
New Jersey 
Pennsylvania 
Delaware 
Maryland 

Great Lakes 
Michigan 
Ohio 
Indiana 
Illinois 
Wisconsin 

Plains 
Minnesota 
Iowa 
Missouri 
North Dakota 
South Dakota 
Nebraska 
Kansas 

Southeast 
Virginia 
West Virginia 
Kentucky 
Tennessee 
North Carolina 
South Carolina 
Georgia 
Florida 
Alabama 
Mississippi 
Louisiana 
Arkansas 

Ratio o f  
AClR capacity 

index t o  
personal income 

index 
(1966-67)~ 

(2) 

Personal income 
adjusted for 

"tax capacity" 
[col.(l) x c01.(2)] 

Total 
state-local 

tax collections, 
1970-71 

Relative tax effort 
(collections as X 

of  adjusted 
personal income) 
[co1.(4) + co1.(3)1 



TABLE 35-A MEASURE OF STATE-LOCAL TAX EFFORT-STATE-LOCAL TAXES AS A 
PERCENTAGE OF STATE PERSONAL INCOME ADJUSTED FOR TOTAL TAX 

CAPACITY, BY STATE AND REGION 
(Dollar amounts in millions) 

Note: This table presents each State's tax effort in relation to a measure that reflects all major taxable sources rather than simply 
resident personal inwme. ACIR has published two studies on fiscal capacity and tax effort. The most recent publication, Measuring the 
Fiscal Capacity and Effort of State and Local Areas, presents estimates of what State and local governments would collect if they 
imposed national average tax rates to the various tax bases-property, income, sales-they have and can tax, including such sources as 
tourism and natural resources. The ratio of this index of tax capacity to an index of personal income as of 1966-67, the latest year for 
which the comprehensive opacity measure has been prepared, was used to modify State personal income in 1970 to reflect the State's 
entire relative tax capacity. Actual State-local tax collections for 1970-71 were divided by the amount of the entire relative tax capacity 
to obtain the State's relative tax effort. 

State and region 

1 U.S. Department of Commerce, Survey o f  Current Business, August 1972, p. 25. 

ACIR Report M-58, pp. 120-121 

Southwest 
Oklahoma 8,570 1.229 10,533 843.0 8.00 
Texas 40,213 1.126 45,280 3,926.9 8.67 
New Mexiw 3,183 1 .I90 3,788 402.9 10.64 
Arizona 6,487 1 .lo5 7.1 68 855.1 11.93 

Rocky Mountain 
Montana 2,400 1.167 2.8~1 c 299.3 10.69 
Idaho 2,340 1.123 2,628 29 1.9 11.11 
Wyoming 1,227 1.516 1,860 164.2 8.83 
Colorado 8,523 1.072 9,137 1,021.6 11.18 
Utah 3,443 1.036 3,567 425.9 1 1.94 

Far west4 
Washington 13,602 1.037 1 4,105 1,679.3 11.91 
Oregon 7,816 1 .07 1 8,371 898.0 10.73 
Nevada 2,244 1.462 3,281 293.7 8.34 
California 88,863 1.060 94.1 95 12,199.0 12.95 
Alaska 1,399 0.846 1,184 146.0 12.33 
Hawaii 3,472 0.952 3,305 484.2 14.65 

Excluding the District of Columbia. 

Personal 
income 
1970' 

(1) 

Excluding Alaska and Hawaii. 

Ratio of 
AClR capacity 

index to 
personal income 

index 
( 1966-67) 

(2) 

Personal income 
adjusted for 

"tax capacity" 
[col.(l) x coL(2)l 

(3) 

Source: ACIR Staff. 

Total 
state-local 

tax collections, 
1970-71 

(4) 

Relative tax effort 
Icollections as % 

of adjusted 
personal income) 
[co1.(4) f co1.(3)1 

(51 



TABLE 36-THREE ESTIMATES OF EACH STATE'S UNTAPPED TAX CAPACITY, BY STATE 
AND REGION 

(Dollar amounts in millions) 

United States4 $94,541 .O $1 29,298.7 $34,757.7 36.8 $120.1 45.6 $25,604.6 27.1 $1 10,992.6 $16,451.6 17.4 

New England ( 6,173.6) (7,557.7) (1,384.1 1 (22.4) (7,262.7) (1,089.1) (17.6) (6,967.8) (794.2) (12.9) 
Maine 41 2.3 508.2 95.9 23.3 488.4 76.1 18.5 468.6 56.3 13.7 
New Hampshire ., 285.9 502.0 21 6.1 75.6 482.4 196.5 68.7 462.8 176.9 61.9 

Actual 
State-local I W 

State and region collections 

1970-7 1 

(1) 

Vermont 
Massachusetts 
Rhode Island 
Connecticut 

* 
r Mideast 

New York 
New Jersey 
Pennsylvania 
Delaware 
Maryland 

Great Lakes 
Michigan 
Ohio 
Indiana 
Illinois 
Wisconsin 

Plains 
Minnesota 
Iowa 
Missouri 
North Dakota 
South Dakota 
Nebraska 
Kansas 

Southeast 
Virginia 
West Virginia 
Kentucky 
Tennessee 

Intermediate capacity test2 Most stringent capacity test1 Least stringent capacity test3 

Potential 
capacity 

(2) 

Untapped capacity Potential 
capacity 

(5) 

Amount 
[col.(2)-col.( 1 ) I  

(3) 

% of actual 
collections 

(4) 

Untapped capacity Potential 
capacity 

(81 

Amount 
[col.(5)-col.( 1) I 

(6)  

% of actual 
collections 

(7) 

Untapped capacity 

Amount 
[col.(8)-col.(l)] 

(91 

% of actual 
collections 

(10) 



North Carolina 
South Carolina 
Georgia 
Florida 
Alabama 
Mississippi 
Louisiana 
Arkansas 

Southwest 
Oklahoma 
Texas 
New Mexico 
Arizona 

Rocky Mountain 
Montana 
Idaho 
Wyoming 
Colorado 
Utah 

Far wests 
Washington 
Oregon 
Nevada 
California 
Alaska 
Hawaii 

Note: The relative tax effort provides the foundation for estimating a State's untapped relative tax potential. Actual State-local tax collections are compared to three 
different levels of potential tax collections determined on the grounds that State policymakers will be reluctant to push their State's tax effort beyond that of States 
competing for economic growth and development. 

' The amount of potential revenue a State could raise if it made the same tax effort as the Nation's highest tax effort State-in this case, New York. 

The amount of potential revenue a State could raise if it made a tax effort midway between the highest tax effort State in the Nation and the highest tax effort State 
in its region. 

The amount of potential revenue a State could raise if it made the same tax effort as the highest tax effort State in its region. 

Excluding the District of Columbia. 

Excluding Alaska and Hawaii. 

Source: ACIR Staff calculations. 



Rhode Islandappear to be in a tight fiscal situation." 
At the lower extreme, a State's untapped relative 

tax potential could be viewed as the difference be- 
tween actual collections and that which could be  
raised if the State made the same tax effort as the 
highest tax effort State in its region. Using this least 
stringent test almost half the States still had un- 
tapped relative tax capacity in excess of 20 percent 
of actual tax collections in 1971. 

The regional figures a re  relevant if interstate com- 
petition exists primarily among States within a re- 
gion, while the National figures are  relevant if each 
State considers itself in competition with every other 
State. In reality, State policymakers probably con- 
ceive of interstate competition as lying somewhere 
between these two extremes. 

Thus, the most realistic relative tax capacity test 
may be one that "splits the difference" by saying, in 
effect, that the amount of potential revenue a State 
could raise is midway between the highest tax effort 
State in the Nation (New York) and the highest tax 
effort State in its region. This approach recognizes 
that State policymakers may have one eye cocked 
on what neighbor States are  doing and the other eye 
on what National experience shows is possible. 
Using this intermediate approach, there a re  36 States 
in a relatively strong fiscal position-with untapped 
relative tax potential in excess of 20 percent of actu- 
al collections. All of the southeastern States fall into 
this category. 

Even this "middling" approach to tax capacity may 
fail to satisfy those who think tax capacity and effort 
can be more finely honed. Some would argue, for 
example, that the sacrifice of a dollar to the public 
sector is much greater in a poor State than in a rich 
State and perhaps the least that should be done to 
make fiscal data comparable is to subtract from fis- 
cal capacity in each State the amount of money each 
person requires for bare subsistence purposes, say 
$750 per capita. Others would minimize the role of 
interstate tax competition in State tax policymaking 
on three grounds. Many individuals and businesses 
a re  simply unaware of interstate tax differentials 
and therefore are  not motivated by them. Businesses 
which presumably are  most aware of tax differen- 
tials focus their concern on specific taxes like the 
corporate income tax rather than on the State-local 
tax burden in general. Individuals and businesses 
inevitably must also concern themselves with the 
scope and adequacy of public services which a tax 
analysis skirts completely. 

Effort Required to Level-Up 

The next step is to relate leveling-up costs to the 
amount of untapped relative tax capacity in order to 
show the degree of fiscal difficulty individual States 
will encounter in meeting leveling-up costs. The 
leveling-up costs as percentages of untapped tax 
potential measured by the three standards are  shown 
in Tables 37, 38 and 39. 

Forty-one States would need less than 20 percent 
of their untapped relative tax capacity to finance the 
cost of leveling up per-pupil expenditures to the 80th 
pupil-percentile level using the stringent test of un- 
tapped potential. (See Table 37.) (In Hawaii the 
State finances the school system and thereby avoids 
the intrastate disparities.) For leveling up to the 50th 
percentile, only Massachusetts, Vermont, Wisconsin 
and New York would need more than 10 percent of 
untapped potential.* 

When the untapped capacity is defined on a re- 
gional basis, 32 States a re  still able to finance level- 
ing-up to the 80th pupil percentile with less than half 
of their untapped capacity. (See Table 38.) Only the 
eight regional leaders are  unable to level-up to the 
50th percentile with less than half of untapped ca- 
pacity. (Alaska and Hawaii are  excluded in the 
regional comparisons.) 

Using the intermediate measure of untapped tax 
capacity, New York, Vermont and Wisconsin would 
need more than their entire untapped relative tax 
capacity in leveling-up to the 80th percentile. (See 
Table 39.) All other States except Arizona would 
need less than fifty percent of their untapped rela- 
tive tax capacity. 

Revenue Sharing and Welfare Reform- 
Fiscal Effects 

The prospect that New York and other States lack- 
ing in untapped relative fiscal capacity could meet 
leveling-up requirements has been brightened some- 
what by passage of revenue sharing, The State and 
Local Fiscal Assistance Act of 1972 (P.L. 92-512). The 
Act adds about $1.7 billion annually to the untapped 
State tax capacity figures. (See Table 40.) 

Over the longer run, the States may gain added 
revenue potential from resources freed up by 
changes in welfare legislation. The 1972 Social Se- 
curity Act Amendments, in effect, nationalized three 
welfare categories-old-age assistance, aid to the 
blind, and aid to the permanently and totally dis- 
abled-effective January 1, 1974. As of June 1972, 
qpproximately 3.2 million individuals received as- 

*Hawaii does not confront a potential equalization require- 
ment and is therefore excluded here. 

*Because the highest effort State is defined here to have no 
untapped capacity, New York has no untapped potential. 



Table 37 

Leveling-Up Costs as Percentages of Untapped Tax Capacity Computed on a National Basis (most stringent 
test), by State and Region, 1969-70 (dollar amount in 

millions) 

State & Region 

United States 
New England 

Maine 
New Hampshire 
Vermont 
Massachusetts 
Rhode Island 
Connecticut 

Mideast 
New York 
New Jersey 
Pennsylvania 
Delaware 
Maryland 

Great Lakes 
Michigan 
Ohio 
Indiana 
Illinois 
Wisconsin 

Plains 
Minnesota 
Iowa 
Missouri 
North Dakota 
South Dakota 
Nebraska 
Kansas 

Southeast 
Virginia 
West Virginia 
Kentucky 
Tennessee 
North Carolina 
South Carolina 
Georgia 
Florida 
Alabama 
Mississippi 
Louisiana 
Arkansas 

Southwest 
Oklahoma 
Texas 
New Mexico 
Arizona 

Untapped Tax 
Capacity (most 
stringent ca- 
pacity test) 

$33,825.6 

94.4 
219.2 

18.1 
478.6 
105.8 
625.9 

-0- 
1,332.4 

1,620.9 
137.7 
414.2 

1,692.2 
2,601.2 
1,092.2 
1,895.5 

73.4 

455.6 
415.0 

1,050.6 
106.2 

88.9 
364.8 
531 .O 

854.2 
260.2 
599.3 
789.3 
890.8 
341.8 
885.1 

1,889.4 
604.9 
262.7 
859.4 
442.0 

767.7 
3,089.8 

194.3 
272.6 

Leveling-Up Cost at Selected Per-Pupil 
Expenditure Percentiles As a Percent of 

Untapped Capacity 



State & Region 

aocky Mountain 
Montana 

Idaho 

Wyoming 

Colorado 

Utah 

Far West 
Washington 

Oregon 

Nevada 

California 

Alaska 

Hawaii 

Untapped Tax Levding-Up Cost at Selected Per-Pupil 
Capacity (most Expenditure Percentiles As a Percent of 
stringent ca- Untapped Capacity 
pacity test) 

135.4 
138.6 
123.0 
393.7 
123.0 

692.4 
424.9 
230.8 

3,072.5 
604.9 

27.8 

xx New York is defined as having no untapped tax capacity. 
Less than 0.05 Percent. 

- Hawaii's single State school system precludes "wealth-based" per-pupil expenditure differentials. 

Source: AClR Staff: for additional information see text. 

Sate and Region 

Table 38 

Leveling-Up Costs as Percentages of Untapped Tax Capacity on a Regional Basis (least stringent test), by 
State and Region, 1969-70 

(dollar amounts in millions) 

Untapped Tax Levding-Up Cost at Selected Per-Pupil 
Capacity (least Expenditure Percentiles As a Percent of 
stringent ca- Untapped Capaclty 
pacity test) 

Percentiles 
90th 80th 70th 

United States 

New England 
Maine 

New Hampshire 

Vermont 

Massachwetts 
Rhode Island 
Connecticut 

Mideast 
New York 
New Jersey 
Pennsylvania 

Delaware 
Maryland 

Great Lakes 
Michigan 

Ohio 

-0- XX XX- XX 

1,332.4 23.8 14.2 9.5 
1.620.9 31.1 24.3 13.0 

137.7 23.7 5.7 4.2 
414.2 45.5 8.1 8.1 



State & Region 

l ndiana 
Illinois 
Wisconsin 

Plains 
Minnesota 
Iowa 
Missouri 
North Dakota 
South Dakota 
Nebraska 
Kansas 

Southeast 
Virginia 
West Virginia 
Kentucky 
Tennessee 
North Carolina 
South Carolina 
Georgia 
Florida 
Alabama 
Mississippi 
Louisiana 
Arkansas 

Southwest 
Oklahoma 
Texas 
New Mexico 
Arizona 

Rocky Mountain 
Montana 
Idaho 
Wyoming 
Colorado 
Utah 

Far West 
Washington 
Oregon 
Nevada 
California 
Alaska 
Hawaii 

Untapped Tax 
Capacity (most 

stringent ca- 
pacity test) 

Leveling-Up Cost at Selected Per-Pupil 
Expenditure Percentiles As a Percent of 

Untapped Capacity 

xx State defined as having no untapped tax capacity. 

- Hawaii's single State school system precludes "wealth-based" pupil expenditure differentials. 

Source: AClR Staff; for additional information see text. 



Table 39 
Leveling-Up Costs as Percentages of Untapped Tax Capacity Computed on An Intermediate Capacity Test 

Basis, by State and Region, 1969-70 
(dollar amounts in millions) 

State and Region 

United States 
New England 

Maine 
New Hampshire 
Vermont 
Massachusetts 
Rhode Island 
Connecticut 

Mideast 
New York 
New Jersey 
Pennsylvania 
Delaware 
Maryland 

Great Lakes 
Michigan 
Ohio 
Indiana 
Illinois 
Wisconsin 

Plains 
Minnesota 
Iowa 
Missouri 
North Dakota 
South Dakota 
Nebraska 
Kansas 

Southeast 
Virginia 
West Virginia 
Kentucky 
Tennessee 
North Carolina 
South Carolina 
Georgia 
Florida 
Alabama 
Mississippi 
Louisiana 
Arkansas 

Southwest 
Oklahoma 
Texas 
New Mexico 
Arizona 

Untapped 
tax capacity 

(Intermediate 
capacity 

test) 

$25,332.3 

75.6 

200.6 

9.1 
346.5 

86.1 
542.2 

-0- 

1,332.4 
1,620.9 

137.7 

414.2 

1,601.6 

2,502.4 
1,045.7 

1,780.1 
36.7 

227.8 
239.4 

767.8 
70.2 
51.2 

263.2 

379.9 

505.6 
147.8 

375.8 
519.5 
537.2 
191.2 
553.6 

1.281.9 
390.8 
131.4 
563.8 
309.5 

561.7 
2,208.6 

120.0 
136.3 

Leveling-up cost at selected 
per-pupil expenditure percentiles as a percent 

of untapped tax capacity 



State and Region, 

Rocky Mountain 
Montana 

Idaho 
Wyoming 

Colorado 

Utah 

Far West 
Washington 

Oregon 

Nevada 
California 

Alaska 
Hawaii 

Untapped Tax Leveling-Up Cost at Selected Per-Pupil 

Capacity (most Expenditure Percentiles As a Percent of 

stringent ca- Untapped Capacity 
pacity test) 

86.7 

92.9 
91.4 

237.8 

61.5 

455.0 

289.0 

178.7 

1,536.3 

23.1 

13.9 

xx New York is defined as having no untapped tax capacity. 

- Hawaii's single State school system precludes "wealth-based" per pupil expenditure differentials. 

Source: ACIR Staff; for additional information see text. 

Table 40 

Leveling-Up Costs as Percentages of Untapped Tax Capacity (Intermediate Capacity Test1) Plus Funds from 
Revenue Sharing by State and Region, 1970-71 

State and Region 

United States 
New England 

Maine 

New Hampshire 

Vermont 
Massachusetts 

Rhode Island 

Connecticut 
Mideast 

New York 

New Jersey 
Pennsylvania 
Delaware 
Maryland 

Great Lakes 
Michigan 
Ohio 
Indiana 

Untapped Revenue Capacity ($millions) 
Untapped Revenue 
tax capacity Shar- 
(intermediate ing2 
capacity P.L. 92- 
test) 51 2) 

Total 

$27,328.9 

86.1 

201.9 

14.4 

315.1 

70.8 

503.9 

190.4 

1,314.7 
1,652.5 

137.2 

527.0 

1,543.2 
2.61 1.5 

914.6 

Leveling-up cost at selected 
per-pupil expenditure per- 
centiles as a percent of un- 
tapped tax capacity plus 
funds from revenue sharing 



State & Region 

Illinois 
Wisconsin 

Plains 
Minnesota 
Iowa 
Missouri 
North Dakota 
South Dakota 
Nebraska 
Kansas 

Southeast 
Virginia 
West Virginia 
Kentucky 
Tennessee 
North Carolina 
South Carolina 
Georgia 
Florida 
Alabama 
Mississippi 
Louisiana 
Arkansas 

Southwest 
Oklahoma 
Texas 
New Mexico 
Arizona 

Rocky Mountain 
Montana 
Idaho 
Wyoming 
Colorado 
Utah 

Far West 
Washington 
Oregon 
Nevada 
California 
Alaska 
Hawaii 

Untapped 
tax capacity 

(Intermediate 
capacity 

test) 

1,818.2 
51.4 

198.2 
328.4 
914.7 

52.0 
49.3 

273.7 
467.0 

516.8 
159.7 
401.9 
516.7 
541.5 
185.8 
564.2 

1,375.4 
418.6 
153.1 
487.9 
332.0 

635.3 
2.428.1 

128.7 
150.9 

93.9 
77.1 
97.0 

261.2 
74.9 

372.3 
319.6 
183.5 

1,502.0 
22.6 
24.6 

(Revenue 
Sharing2 
P.L. 92- 

51 2) 

88.6 
43.1 

34.4 
24.4 
31.8 

7.2 
7.8 

12.6 
17.0 

34.4 
22.8 

34.9 
32.0 
44 .O 

23.9 
35.5 
47.4 
29.3 
29.1 
40.3 
19.1 

19.1 
80.3 
11.1 

16.2 

6.6 
6.9 
3.2 

17.6 
9.9 

25.2 
17.1 
3.7 

181.2 
2.1 
7.7 

Total 

1,906.8 
94.5 

232.6 
352.8 
946.5 

59.2 
57.1 

286.3 
484.0 

551.2 
182.5 
436.8 
548.7 
585.5 
209.7 
599.7 

1,422.8 
447.9 
182.2 
528.2 
351.1 

654.4 
2.508.4 

139.8 
167.1 

100.5 
84.0 

100.2 
278.8 

84.8 

397.5 
336.7 
187.2 

1,683.2 
24.7 
32.3 

Leveling-up Cost at Selected 
Per-Pupil Expenditure Per- 

centiles As a Percent of Un- 
tapped Tax Capacity Plus 

Funds from Revenue Sharing 

'The amount of potential revenue a State could raise if it made a tax effort midway between the highest tax effort State in the Nation 
(New York) and the highest tax effort State in its region. 
2First year receipts (1st and 2nd payments) as published by the U. S. Treasury Department, Office of Revenue Sharing. 



Table 41 

A Ranking of States on the Basis of Leveling-Up Costs (to the 80th percentile) as Percentages of Untapped 
Revenue Capacity1 

Well On-1 State 
Nevada (0.8) 

In Good Shape-1 7 States 
West Virginia (1 0.2) 

Somewhat Pinched-9 States 
South Dakota (21.9) 

South Carolina 
Utah (10.8) 
Georgia (1 1.0 
New Mexico (1 
Ohio (11 . l )  
Oregon (1 1.3) 
Missouri (12.7) 

Moderately Well On--14 States 
Alabama (5.6) 
Delaware (5.7) 
Kansas (6.3) 
Louisiana (6.3) 
Maryland (6.3) 
Mississippi (6.3) 

(1 0.5) Maine (22.4) 
Washington (22.9) 
Pennsylvania (23.8) 

1 .O) Colorado (26.1 ) 
Virginia (26.3) 
California (27.1) 
North Dakota (27.5) 

Oklahoma (6.3) Tennessee (13.3) Rhode Island (27.8) 
Arkansas (6.4) Iowa (13.7) Pinched-4 States 
New Hampshire (6.5) Michigan (14.0) Minnesota (37.6) 
Texas (6.7) Kentucky (14.4) Montana (38.8) 
Nebraska (8.0) New Jersey (14.4) Arizona (41.7) 
North Carolina (8.6) Wyoming (1 7.5) Massachusetts (44.1 ) 
Florida (9.0) Illinois (1 8.0) In Poor Shape-3 States 
Indiana (9.9) Connecticut (1 8.8) Wisconsin (71.2) 

Idaho (19.2) Vermont (1 10.4) 
New York (174.0) 

Note: Hawaii and Alaska are excluded as non-comparable States. 

'See table 40 for detail. 

sistance under those categories from Federal, State 
and local funds, totalling more than $3 billion. 

Table 40 highlights the amount of untapped State 
revenue capacity needed to meet leveling-up costs 
which are  expressed at various pupil percentile ex- 
penditure levels. Untapped revenue capacity is the 
sum of untapped tax capacity as defined by the 
intermediate test and the State funds provided under 
P.L. 92-512. Vermont and New York would need to 
use all the new Federal funds as well as all of their 
untapped relative tax potential in order to level-up 
to the 80th pupil percentile according to this cal- 
culation. Wisconsin is the only other State that would 
require as much as 50 percent of its untapped reve- 
nue capacity to level-up to the 80th pupil percentile. 

To answer the question of whether States have 
sufficient untapped capacity to equalize school fi- 
nance, it is necessary to specify certain criteria of 
performance. (See Table 41.1 The measure of un- 
tapped relative revenue poltential is the intermediate 
tax capacity test plus anticipated funds from P.L. 
92-512. States are  then classified according to the 
percentage of capacity (shown in parentheses) they 
would use up in meeting the equalization test of 
leveling up per-pupil expenditures to the 80th per- 
centile. States that would use little of their untapped 

potential are classified as "well off" while those that 
would need virtually all of their untapped potential 
are classified as "in poor shape". On the basis of 
these criteria the preponderant number of States 
would need less than one-fifth of their untapped 
revenue potential to level up to the 80th per-pupil 
spending percentile. 

Thus, Federal aid to help States to reduce school 
spending disparities could hardly be  justified on the 
grounds that the monetary costs imposed by the 
court decisions or by conscious public policy are a n  
insurmountable fiscal burden for the States. 

Projections to 1980 
It is possible that school finance reform might be  

within the States' means at present, but likely to out- 
strip the States' capacity in the future. But a care- 
ful look at projections of school enrollments through 
1980 does not indicate any hidden crisis lurking just 
around the c ~ r n e r . ~  Due primarily to the recent 
dramatic decline in the birth rate, the U. S. Office 
of Education projects enrollments at the same level 
in 1980 as in 1970. Another projection estimates an  
increase of only 0.6 percent. This contrasts with an  
increase of 29.7 percent from 1960 to 1970. Under 



reasonable assumptions the total increase in school involved. It is in this area that the situation might be 
costs from 1970 to 1980 is projected by various fore- considered less promising. 
casts between 48.6 percent and 107.4 percent. With 
a tax structure elasticity near 1.0, States could fi- The Political Obstacles 
nance this growth of expenditures without any in- 
crease in tax rates for schools, assuming the econo- 
my continues to grow at about the same rate a s  dur- 
ing the last decade. 

State tax collections rise each year more or less 
automatically as a result of economic growth. There- 
fore, with no change in tax rates, legal base and ad- 
ministrative procedures, a State's tax system will 
produce additional  revenue^.^ While each State's 
experience differs from year to year as to the 
amount of revenue made available by "automatic" 
growth, State policymakers have come to count on 
this source to offset rising outlays. 

Some would argue that while enrollment trends 
point to a decline in school spending, three specific 
program areas stand out as potential sniirces of addi- 
tional fiscal pressure on the States: strengthening of 
inner-city schools; education of the physically 
handicapped and mentally retarded; and pre-pri- 
mary education especially as a response to the 
needs of poor children. 

Expenditure expansion in these three areas could 
conceivably require $3 to $5 billion of additional 
State revenue within a very few years. 

Those who would argue that States have ample 
fiscal capacity note that the prospects for easing the 
fiscal requirements of the States extends to the reve- 
nue side as well. As public welfare programs are  
converted from a joint State-Federal undertaking to 
a largely Federal responsibility, the States will ex- 
perience substantial fiscal relief. Charles Saunders, 
Deputy Commissioner for External Relations of the 
U. S. Office of Education told a meeting of State 
legislative leaders from the Southeastern States that 
H.R. 1, the welfare reform bill before the 92nd Con- 
gress, if enacted, would provide $2.3 billion in fiscal 
relief for the States in fiscal year 1974. By fiscal 
year 1977, the last year for which solid estimates a re  
available, fiscal relief to the States would be  $3.4 
billion, not counting savings from Federal ad- 
ministration. Fiscal relief brought about by possible 
Federal takeover of welfare financing combined 
with the $300 million annual growth of revenue 
sharing with the States makes it difficult to foresee 
any State fiscal crisis in the near term. 

It seems reasonable to conclude, therefore, that 
the fiscal capacity of most States is adequate to fi- 
nance the additional public school expenditures that 
may be required in efforts to comply with Serrano- 
type court decisions, both now and in the future. But 
a full appraisal of the ability of the States to act also 
requires a n  evaluation of the political difficulties 

In practical terms fiscal capacity has two dimen- 
sions. One dimension has been illustrated by the 
"untapped capacity" measure developed here.  The 
other dimension is "effective" fiscal capacity-the 
untapped tax capacity that political leaders can turn 
into actual tax collections. 

Effective fiscal capacity is harder to quantify. For 
example, we know that taxpayer attitudes toward 
specific taxes differ from State to State. An Ore- 
gonian will not support a sales tax, a Washingtonian 
will oppose a personal income tax, New Hampshire 
residents want to avoid both types of taxes. We also 
know that each State's tax system reflects the history 
of that State's past tax actions. More importantly, 
each State's tax system reflects the ability of its 
political leadership to convince people that public 
sector activities are  of sufficient merit to warrant 
the sacrifice taxation implies. Competition for the 
State tax dollar is intense; education is only one of 
the State-financed activities making substantial 
claims on new State revenue. 

State efforts on the equalization front pose sub- 
stantially similar political problems for State lead- 
ers. Equalization forces a difficult choice between 
increasing taxes to finance leveling-up and,  equally 
unpalatable, reducing the expenditures of wealthy 
districts or transferring a portion of their resources 
to poorer districts. The representatives of wealthier 
districts must be persuaded to accede to a shift of 
resources, either through higher taxes or through 
actual transfer, from their districts to the poorer 
ones. Moreover, State legislators may have to con- 
sider placing a lid on the amount their local con- 
stituents can spend on schools. Even Congress, with 
the Nation's tax potential at its disposal, has no ef- 
fective fiscal capacity when it seeks to support a pro- 
gram lacking in public support-e.g., assisting the 
States to buy school buses. 

State political leadership can point to a steady 
spate of State and local tax increases during recent 
years which has presumably made further tax in- 
creases harder to obtain. State and local taxes repre- 
sented 6.4 percent of the Gross National Product in 
1956 whereas by 1971 they had risen to 9.8 percent of 
GNP. Because of hardening public attitudes toward 
further State and local tax increases, a Federal in- 
centive grant might be a way to induce State revenue 
action to reduce intrastate disparities. 

State Takeover of School Funding 
One school finance scheme that has been pro- 

posed to meet the requirements of the courts is a 



system in which the States would assume about 90 
percent of the costs of public schools. Uniformity in 
school spending would be the rule, modified, how- 
ever, by special needs or costs in some jurisdictions 
and by any limited local add-on spending per- 
mitted. 

As with any other proposal, expenditure under a 
State takeover plan could be set at any level desired. 
The current level of total school spending could, be 
maintained, or total spending could be increased so 
that spending reduction in high-spending districts 
would not be necessary. The capacity for raising 
these additional revenues was considered in the 
preceding section. 

There is an additional revenue difficulty involved 
in the State taking over the funding of schools. In 
addition to any new money requirements, full State 
takeover requires the replacement of local school 
taxes with State taxes. The total State-local tax bur- 
den for the States as a whole would not be increased 
by this replacement, but the burden on an individual 
taxpayer might be increased or decreased. Further- 
more, considerations such as interstate tax com- 
petition may make the replacement of local with 
State taxes not quite as simple as it sounds. 

Statewide property tax. State takeover of school 
funding would bring least change from the status 
quo if it were financed by means of a statewide 
property tax. The local property tax for schools 
would be replaced by a statewide tax. Shifts in tax 
burdens among property owners in different loca- 
tions would result from the uniformity of the rate of 
the statewide tax, but the total burden would remain 
with property owners as a group. Some of the im- 
plications of statewide property taxes are discussed 
in Chapter VI. (See page 74 ff.) 

Without a statewide property tax. Major shifts in 
tax burdens would be involved if the State takeover 
of school finance were to be funded with non-prop- 

erty taxes-the income and sales taxes. Some of the 
economic and political problems are discussed in 
Chapter VII. (See page 83 ff.) 

Minimizing the Need for Incurring Additional 
"Leveling-Up" Costs 

Because of the lengthy treatment accorded "level- 
ing-up'' costs and their relationship to untapped 
State-local fiscal capacity, it is appropriate to re- 
iterate that State policymakers have several options 
for minimizing the need for additional revenue 
when responding to Serrano-type litigation. 
.States could restructure local school districts to 
make them more nearly the fiscal image of one 
*another and thereby fiscal equals. 

States could, if they so chose, pull out for special 
property tax treatment those types of property- 
industrial plants and shopping centers-that con- 
tribute most to local wealth disparities. State prop- 
ertv tax revenue from these facilities could then be 
redistributed to school districts in an equalizing 
manner. 

States could strive to make more efficient use of 
the dollars already earmarked for school support. 

States could "level down" by cutting back spend- 
ing levels in high spending districts, rather than 
bringing all lower spending districts up to these 
levels. 

FOOTNOTES 
'ACIR, Measures of State and Local Fiscal Capacity and 
Tax Effort (Washington: GPO, 1962) and Measuring the Fis- 
cal Capacity and Effort of State and Local Areas (Wash- 
ington: GPO, 1971). 
2National Center for Education Statistics, Projections of 
Educational Statistics to 1979-80 (Washington: GPO, 19711, 
Table 4, p. 21. 

3See ACIR, State-Local Finances: Significant Features 
and Suggested Legislation (Washington: GPO, 1972), pp. 
43-49. 



Part IV 

THE FEDERAL 
INTERVENTION 

ISSUE 



Is the cause of federalism well served when the 
National government moves into policy areas tra- 
ditionally reserved for the States and attempts to 
reduce both the burdens of the local property tax 
and the fiscal disparities among local school districts 
within each State? This was the central intergovern- 
mental question raised by the proposal that called 
upon the National government to launch a major 
new initiative designed both to reduce residential 
property taxes substantially and to encourage the 
States to assume primary responsibility for the 
financing of public schools. 

That problems exist with both property tax and 
school equalization cannot be denied-but the scope 
and character of the problem is open for debate. The 
central issue, therefore, is not the existence of a 
problem but, rather, the clarification and isolation of 
the specific problem and the determination of the 

chapter XI appropriate governmental level for effecting a solu- 
tion.. 

the case Two Views of the National Government's Role 

The Activist View and the "Timely for and against Contribution" Test 

Those inclined toward an  "activist" view believe 

federal aid that National government involvement is called for 
if the proposal can pass the timely contribution test 
-will the proposed action make an  effective and 
prompt contribution to the solution of a serious and 
persistent domestic problem? 

In support of this test, the activist argues that 
extensive Federal aid experience has now clearly 
established the precedent of National interest 
throughout the domestic public sector. If Federal 
grant dollars can be used to help disadvantaged 
students, why not use Federal grant dollars to help 
disadvantaged local school districts? 

The activist will also argue that if it makes sense 
to use Federal revenue sharing dollars to strengthen 
the fiscal position of State and local governments 
within the federal system, it makes even more sense 
for Congress to use Federal categorical aid dollars in 
a way that would encourage the States to place their 
own revenue houses in order. Thus, the activist will 
contend that a categorical aid program that en- 
courages the States to help themselves-in this case 
the promotion of property tax relief and reform- 
must be regarded as strengthening, not weakening 
our system of shared power. 

The activist will also point out that it is often 
necessary to hurry history along if the National 
government and the States a re  to be responsive to 
the needs of the people-justice delayed all too fre- 
quently means justice denied.. 

The activist will claim that Federal involvement in 



areas of traditional State concern need not result in 
a "boiler plate" solution to the problem. Federal aid 
programs can be designed with sufficient flexibility 
to accommodate the National interest in developing 
minimum standards while still permitting States 
great latitude in formulating their own programs. 

The Traditional View and the "lrreconcilable 
Conflict" Test 

When confronted with the proposal that calls on 
the National government to help solve a problem 
previously regarded as the exclusive responsibility 
of the States, a traditional federalist will urge Con- 
gress to pursue a policy of great restraint. He views 
the variations in the way each State responds to a 
problem as proof of the great diversity of needs and 
expectations to be found in this country; he  is reluc- 
tant to use Federal fiscal power in a way that would 
force all States to reorder their priorities and toe the 
Federal mark. 

In those cases where the need for corrective 
government action is clear, the traditional federalist 
recommends individual State action as the most ef- 
fective way to tailor solution of the problem to the 
differing needs of each State. 

Thus, the traditional federalist is not satisfied with 
the vague contention that new Federal aid programs 
will "promote the general welfare." Rather h e  sub- 
jects the proposal to a test that is rigorous enough to 
screen out all but the most persuasive plans for new 
Federal initiatives in areas of traditional State-local 
concern. 

The "irreconcilable conflict" test set forth below 
possesses this rigor because it requires a proposal 
for a new Federal aid initiative to meet two tough 
conditions before a strong National interest can be 
established. 

The problem that precipitated the demand for 
Federal intervention stems from a head-on con- 
flict-a serious undercutting of a major Federal 
program objective by policies of most States. 
*The intergovernmental conflict can be re- 
solved only by Federal government action. 

The traditional federalist also contends that con- 
gressional restraint with respect to the creation of 
new categorical aid programs stands out as the 
necessary corollary to general revenue sharing and 
the consolidation of existing categorical aid programs 
into broader block grants. These three actions when 
taken in concert can check the trend toward centra- 
lization of power in Washington. 

The traditional federalist also has a more relaxed 
attitude when it comes to the pace of reform. He  
generally opposes attempts to "hurry history along" 
by means of Federal carrots and sticks. He is more 

comfortable when promoting remedial State action 
than in devising another Federal aid scheme calcu- 
lated to trigger quick and concerted State action in 
still another problem area. 

General Residential Property Tax Relief 
Proposal 

The Commission was asked among other things to 
evaluate a proposal that had two major objectives: 

*To cut the average residential property tax 
approximately 50 per cent by removing that part 
of the property tax that underwrites local school 
operation. 

To eliminate fiscal disparities among school 
districts in each State by encouraging the States 
to assume most of the cost of financing public 
elementary and secondary schools. 

In order to accomplish these two objectives, the 
plan called for a Federal value-added tax designed 
to yield $18 billion the first year. Part of this revenue 
yield-approximately $5 to $6 billion-would be  set 
aside to underwrite a system of personal income tax 
credits and rebates thereby removing the regressivity 
of the value-added tax for most taxpayers. 

The remaining $12 to $13 billion was to be distri- 
buted by the Federal government to the States for 
the support of public elementary and secondary 
education, provided the States agreed to remove the 
local school tax on residential and nonresidential 
property and also agreed to refrain from levying a 
State tax on residential property for the support of 
local schools. 

Pro Arguments 
There are  two arguments in favor of this property 

tax relief-school finance reform proposal. First, it 
is contended that our Nation's tax system would be  
significantly improved by shifting most of the re- 
sponsibility of financing schools from the local 
property tax to State and Federal revenue sources. 
The local property tax is the most unpopular of all 
major revenue instruments and bears down harshly 
on low-income households in general and on the 
elderly in particular. Moreover, the property tax has 
always had a very bad reputation due to the inherent 
subjectivity of the valuation process and the great 
inequities in assessment administration. 

Second, this Federal aid proposal would encourage 
the States to assume primary responsibility for 
financing schools thereby placing all local school 
districts within each State on an  essentially equal 
fiscal footing. It would put an  end to the inequitable 
situation prevailing in most States, where the amount 
of resources placed behind each child is largely de- 
termined by the accidents of local property tax 



geography. In this connection it should be  noted that 
in its 1969 report, State Aid to local Governments, 
the Advisory Commission on Intergovernmental 
Relations urged the States to take on most of the 
responsibility for the financing of local schools. 

Con Arguments 

While the property tax creates excessive burdens 
for low-income households, our investigation failed 
to reveal a strong National interest in a program de- 
signed to provide across-the-board tax reduction for 
every homeowner in the United States. Specifically, 
there is no evidence to suggest that a massive resi- 
dential property tax relief program is necessary to 
protect the vital Federal interest nor can it be dem- 
onstrated that the relatively high property taxes in 
New Jersey and New Hampshire cause serious eco- 
nomic harm beyond their own boundaries. 

This massive program would create more prob- 
lems than it would solve: 

It would be  extremely difficult to develop a 
Federal program capable of distributing resi- 
dential property tax relief equitably across the 
Nation because the tremendous variations in the 
use of the property tax would create unequal 
windfalls both between jurisdictions and among 
classes of property owners within the same 
jurisdiction. 

* In  order to protect the reductions in resi- 
dential property taxes, Congress would be  under 
considerable pressure to exercise unprece- 
dented control over both State and local tax 
policymakers. 
*This plan for residential property tax relief 
would create serious constitutional problems for 
many States because their uniformity provisions 
prohibit preferential treatment for residential 
property. 

A multi-billion dollar Federal program of tax 
relief-school finance reform cannot be justified on 
the grounds that States lack the fiscal capacity 
necessary to place their local school districts on a n  
equal fiscal footing. Our analysis reveals that only 
a few States would experience fiscal difficulty in 
bringing per-pupil expenditures to the relatively 
high levels needed to comply with the principle 
enunciated in Serrano v. Priest, the California 
Supreme Court decision that first demanded equali- 
zation of school district fiscal resources. The great 
majority of States have the necessary untapped 
relative tax potential. 

Limited Property Tax Relief 
A limited program of Federal property tax relief is 

subject to varying interpretations. Narrowly con- 

ceived, the program would restrict benefits. to those 
low-income elderly homeowners deemed to be  
carrying extraordinary property tax burdens in re- 
lation to total household income. For example, if 
federally financed property tax relief had been ex- 
tended to those elderly homeowners who turned 
over more than 5 per cent of their total money in- 
come to the residential property tax collectors in 
1972, approximately 4.5 million elderly homeowners 
would have received approximately $1 billion in 
property tax rebates. 

At the other extreme, a limited property tax relief 
program could conceivahly be  designed to come to 
the aid of all households with property tax burdens 
in excess of 5 percent of family income. Using this 
liberal version of "limited relief," approximately 27 
million households and unrelated individuals would 
have received close to $5.5 billion in property tax re- 
bates in 1972. In this case Federal aid would go to the 
nonelderly as well as the elderly, to renters as well 
as homeowners and to many families in the middle- 
income range as well as to most families in the low- 
income class. 

The Case for Federal Involvement 
While the advocates of Federal intervention will 

concede that the States have made some progress on 
the property tax relief front in the last few years, 
they contend that these efforts must be judged too 
little and too late. There are  still great gaps in State 
programs for shielding low-income households from 
property tax relief overloads. Just a handful of 
States come to the aid of low-income elderly renters 
and only two States presently help nonelderly 
households. Many States either mandate property 
tax relief (15 States) or authorize local governments 
to provide such relief (six States), but, whether 
mandated or authorized, local governments are 
forced to underwrite the programs. There a re  also 
great variations in the coverage of the 26 State- 
financed programs for the elderly; some are  fairly 
generous while others provide thin protection. 

Thus, proponents of Federal action argue that 
local property tax policies still seriously undercut 
the income maintenance objectives of the National 
government and that remedial congressional action 
is needed now. 

Those favoring Federal involvement also point out 
that Congress has a broad array of feasible solutions 
that range from a centralized approach-100 percent 
federally financed "circuit-breaker" administered 
by a Federal agency (probably IRS) -to a fairly 
decentralized plan-National government reim- 
bursement of part of the cost the States incur in 
coming to the aid of overburdened property tax- 
payers. 

It can also be argued that by helping to remove the 



harshest feature from the property tax-the heavy 
burden it places on the poor-remedial Federal 
action makes this tax a more effective and equitable 
revenue instrument for local government and there- 
by strengthens our decentralized system of govern- 
ment. 

The Case for a Federal Hands-Off Policy 
Those favoring a Federal hands-off policy con- 

cede that the heavy local property taxes borne by 
low-income families in general and the elderly in 
particular certainly undercut the National govern- 
ment objective of income maintenance. Nevertheless, 
they emphasize that the States have made truly re- 
markable progress since 1970 in providing property 
tax relief for the low-income elderly. Twenty-three 
of the 26 States that now finance this type of aid 
either adopted or liberalized their program after 
January 1,1970. 

This truly remarkable upsurge of interest in prop- 
erty tax relief legislation argues for congressional 
patience and restraint. Most significantly, there is 
growing State interest in "heavy-duty circuit- 
breakers" designed to shield all low and moderate 
income families-renters as well as homeowners, 
the nonelderly as well as the elderly-from property 
tax overload situations. 

It can also be  argued that Federal incentive grants 
should not have to be used to induce States to do 
something that is morally right, highly popular, and 
relatively inexpensive. All of the States have suf- 
ficient fiscal capacity to underwrite a limited prop- 
erty tax relief program for low-income households. 

Perhaps the most persuasive argument for looking 
to the States to put their own property tax relief 
houses in order arises from the fact that State fiscal 
policies are largely responsible for the weight of the 
local property tax. These jurisdictions, therefore- 
not the National government -should finance circuit- 
breaker programs designed to shield low-income 
homeowners from property tax overload situations. 
Moreover, if the Federal government becomes in- 
volved in property tax relief, it will unduly reward 
those States that force local governments to make 
heavy use of the property tax and shortchange those 
States that make relavitely light use of this revenue 
instrument. 

Finally, those favoring a State solution also con- 
tend that the creation of still another narrow cate- 
gorical aid program designed to encourage States to 
accelerate their property tax relief efforts runs 
completely counter to present efforts to overhaul 
our Federal aid system. The emphasis now is on 
building greater flexibility into the Federal grant 
mechanism by means of revenue sharing and the 
consolidation of narrow categorical aids into broader 
block grants. Thus the creation of a new categorical 

aid program with its own bureaucracy and expendi- 
ture guidelines would undercut current efforts to 
decentralize government by allowing States greater 
latitude in determining their own priorities. 

The Intrastate School Equalization Issue 
The Federal government has followed a "hands 

off" policy with respect to the division of fiscal 
responsibility between a State and its local school 
districts. This neutrality policy has rested on the 
belief that hammering out the details of a State-local 
financial partnership in the school finance area is a n  
"internal" matter that should be resolved by each 
State. 

The growing demand for property tax relief and 
the spread of Serrano-type litigation necessitates a 
reconsideration of this Federal "hands off" posture. 
Specifically, the issue for National policymakers is 
this-should Federal aid be extended to the States in 
order to encourage them to place their local school 
districts on a more equal fiscal footing? 

The Case For Federal Involvement 
The National interest in education. The day when 

schools, like police, could be neatly labeled "local" 
has passed. Wherever a problem area is identified, 
and school finance disparities stand out as a prob- 
lem area,  the true test of federalism is to enlist 
Federal, State and local levels of government in a 
cooperative effort to resolve it. Table 42 presents 
various aspects of school finance, including the dis- 
tribution among levels of government. 

The grant-in-aid mechanism exists to achieve 
limited objectives in the National interest such as 
encouraging States to put their school districts on a n  
equal fiscal footing. By focusing Federal aid on this 
aspect of the problem of equalizing educational 
opportunity, the National government would be 
strengthening the hand of the States as effective 
partners in the federal system. 

Further need for a Federal initiative to improve 
educational opportunity arises out of the increasing 
interdependence and mobility of our Nation's popu- 
lation. As well-educated children grow up and 
migrate to other States, they carry with them the 
benefits that accrue to a community with a well- 
educated population. Conversely, when poorly edu- 
cated children move to other regions, their new 
communities are  burdened with the cost of support- 
ing unemployable and unproductive citizens. Thus, 
the residents of one State have a very real stake in 
the quality of education provided in every other 
State. 

It will take a long time before most of the States 
on their own initiative, equalize resources among 
school districts. A Federal school aid initiative stands 



Table 42 
Estimated School Finance Data, 1971-72 

Amount Percentage 

Item (in billions) distribution 

State and Local Expenditures for Public Schools $46.8 100.0 

Current Expenditures 40.8 87.2 

Capital Outlay 4.5 9.6 

Interest on School Debt 1.5 3.2 

Revenue Receipts for Public Schools1 

Local Governments 

State Governments 

Federal Government 

Local Property Tax Collections2 

School districts3 

Single-family homes 

Multi-family homes 

Commercial, industrial, 

acreage, and farms 

Other local governments 

1 National Education Association, Estimates of School Statistics, 1971-72, Washington: 1971. 
AClR staff estimates. 
Includes amounts allocable to dependent citv and county school systems. 

out as the best approach (a) to overcome political 
and fiscal obstacles the States face in upgrading their 
school finance systems to reduce intrastate dispari- 
ties in school spending and (b) to assert the National 
interest in the equitable provision of educational 
programs to children in all States. 

State efforts on the equalization front can be  
expected to be excruciatingly slow for four reasons. 
First, State leadership faces the distasteful task of 
trying to convince a n  increasingly hostile public of 
the need for more taxes. Second, the representatives 
from the wealthier districts must be  convinced that 
the poorer districts should receive the lion's share of 
the additional State tax revenue. Third, the repre- 
sentatives of the wealthier districts must be asked 
with increasing frequency to acquiesce in legislation 
that places a lid on the amount their local constitu- 
ents can spend on schools. Fourth, rightly or 
wrongly, there is fear that any basic change in fi- 
nancing will threaten "local control" of education. 

These are  formidable political obstacles to State 
action which Federal policymakers should weigh as 
they judge whether States need financial assistance 
for intrastate equalization purposes. Because the 
issue bristles with political difficulties, no set of 
financial calculations can convey the costs-political 
as well as fiscal-involved in placing all local school 
districts on essentially equal footing. 

Federal financial assistance could serve the dual 

purposes of rewarding political courage and over- 
coming the opposition to fiscal equalization by 
representatives of the wealthier districts. 

Equipped with a self-destruct mechanism, a limited 
Federal aid intrastate school equalization program 
would strengthen, not weaken, our federal system. 

The key feature of such an  approach would call for 
the automatic phasing-out of Federal school equali- 
zation grants as the National government assumes a 
progressively larger share of public assistance costs. 

In order to minimize the time period for accom- 
plishing school finance equalization and help the 
States surmount the obvious political obstacles, Con- 
gress could fashion a limited assistance program. 
The assistance might take the form of a general 
purpose grant in the range of $20 to $40 per school 
age child that could be used for any purpose so long 
as a State met equalization objectives specified by 
the Federal aid legislation. These features assure 
that a State like Hawaii. which has eliminated inter- 
local fiscal disparities by opting for a statewide 
school system, would not be deprived of the benefit 
of the aid program. 

Each State would be free to work out its own 
solution to the disparities problem-increased State 
equalization payments, full State financing, power 
equalizing or any other approach-so long as the 
result fell within the acceptable range of the equali- 



zation standards. For example, a State might be eli- 
gible for the Federal grant if its school finance 
system resulted in a program in which no more than 
5 percent of the pupils reside in districts in which 
per-pupil expenditure is less than 90 percent of 
the pupils reside in districts in which per-pupil out- 
lay exceeds 120 percent of the statewide average. 

The Case Against Federal Involvement 
State responsibility for intrastate equalization. The 

States have plenary powers in the education field 
and they also have an  overriding self-interest in 
adequate provision of this single most costly State- 
local function. Moreover, the issue here-the intra- 
state equalization of school financing-is clearly the 
States' responsibility. This stands in sharp contrast 
to the issue of interstate equalization-which of 
necessity would involve the National government. 

States have at least four options in responding to 
any court decision invalidating a school finance 
system that relies too heavily on the local school 
property tax. They can reorganize their school dis- 
tricts to make each local district reflect the situation 
in the State as a whole. They can mandate a uniform 
school property tax rate the proceeds of which could 
be used to equalize financial capacity among dis- 
tricts. They could enact State property or non- 
property taxes the proceeds of which could be used 
to equalize local fiscal capacity. They could finance 
schools from non-property tax sources as does 
Hawaii. The States alone have the capacity to take 
any or all of these options should the need arise as 
a result of court action. Thus, Federal intervention 
is not a prerequisite to State solution of the intra- 
state school finance disparities issue. 

States are making good progress on the equali- 
zation front, and the added spur of school finance 
litigation should intensify State efforts of this kind. 

Without any direct Federal intervention, States 
have made progress in reducing disparities in school 
spending. The trend to improved State-local finahce 
programs is firmly established, and there is no 
reason to believe it will be turned around. A recent 
report by the National Committee for the Support of 
the Public Schools on the long-run progress of the 
States in reducing the range of expenditures shows a 
narrowing gap in spending on children in the high 
spending districts.' 

The reduction in the number of local school 
systems accounts for much of the State progress in 
reducing disparities in local school spending. Both 
the opportunity to improve educational programs by 
school consolidation and the urge to get the most 
out of the educational dollar have led States to 
exert control over school district boundaries. State 

action on boundaries promotes efficiency yet per- 
mits flexibility to reflect vital local interests in 
school district organization. 

Even though the Supreme Court has overturned 
the Rodriguez decision, Serrano-type litigation has 
so dramatized the existence of intrastate school 
finance disparities that State political leaders will 
hereafter be under constant pressure to improve the 
States' distribution of school funds. 

The Federal government should be wary of push- 
ing more dollars into present educational programs. 
School finance reformers hope to achieve their goal 
-raising the achievement level of disadvantaged 
youngsters-by reducing intrastate disparities. But 
the Coleman report and subsequent studies have 
shown that unequal schools are only one of the 
factors resulting in unequal educational oppor- 
t ~ n i t y . ~  A child's family background and his peer 
group will have an  even greater effect on his edu- 
cational achievement. 

Increased total spending for public education 
assuredly will not close the achievement gap if 
spread over a large number of students. Rather than 
equalizing per-pupil spending at a level above the 
mean, any additional State or Federal funds might 
better be spent for compensatory programs aimed at 
the disadvantaged or for programs related to other 
factors affecting a child's educational performance- 
family instability, poor nutrition, bad health. 

In view of the States' responsibility for intrastate 
equalization and the heightening interest of States 
in improving the equalization features of their 
school aid systems, National policymakers should 
maintain a hands off policy. 

Property Tax Assessment Reform 

There is no area in the American public finance 
field that is more difficult to reform or in greater 
need of reform than the local property tax. It is 
understandable, therefore, that reformers, frustrated 
by State and local inertia in the property tax field, 
are prompted to recommend Federal incentives to 
encourage States to improve the administration of 
this tax. The Federal incentives could take the form 
of a "carrot,"grants and loans to States that carry out 
congressionally prescribed practices, or a "stick", 
withholding Federal aid from States for failure to 
carry out certain practices, or some combination of 
Federal carrots and sticks. To strengthen the States' 
role in property tax administration, the reforms 
most often cited as worthy of Federal encourage- 
ment are: full State disclosure of local assessment 
ratio data; easy taxpayer access to appeal proce- 
dures; assessing tax exempt property and publiciz- 
ing such information; the use of tax maps; and State 
training and certification of local assessors. 



The Case for Federal Incentives 
Proponents of Federal incentive grants for en- 

couraging State assessment administration reform 
point to the slow pace of State efforts in this area.  
They recognize the major political obstacles that 
impede reform progress and suggest that even a small 
Federal incentive might hurry history along. They 
emphasize that it is precisely in areas where reform 
is especially difficult to achieve that Federal aid 
can make its greatest contribution. 

They also contend that Federal action designed to 
make the property tax a more effective revenue in- 
strument for local government strengthens rather 
than weakens our system of shared powers. In fact, 
they argue, this type of categorical aid which en- 
courages State and local governments to help them- 
selves on the revenue front is more in keeping with 
the true spirit of federalism than "no strings" rev- 
enue sharing. Moreover, if there is a National in- 
terest in providing revenue sharing dollars to States 
and their localities, there is certainly a National in- 
terest in helping the States put their own revenue 
houses in order. 

The Case Against Federal l ncentives 
Those favoring a Federal hands off policy argue 

that there is no evidence to support the contention 
that some vital National interest is seriously under- 
cut by poor property tax assessment administration. 
It is therefore a State-not a Federal-responsibility. 

It should also be noted that the adoption of a 
Federal incentive would add still another narrow 
purpose categorical aid program with its own set of 
Federal guidelines and controls. Before such action 
is taken, the Federal government would be well- 
advised to coordinate and strengthen a number of 
existing Federal governmental activities for helping 
States and localities improve assessment administra- 
tion. 

Some critics of Federal incentives also point out 
that only a very large Federal carrot or a very formi- 
dable Federal stick or both could quickly effect 
major property tax reform. In support of this conten- 
tion they emphasize the fact that property tax re- 
form fairly bristles with controversial political 
ramifications and that it would be  naive, therefore, 
to assume that a relatively small Federal grant could 
do the job. Moreover, financial administration is one 
of the priority items for which general revenue shar- 
ing funds may be spent. State and local governments 
can therefore spend any portion of the Federal 
revenue sharing funds to strengthen assessment 
administration. 

After weighing the pros and cons a majority of the 
Commission resolved these four issues by supporting 
the traditional position-that school finance reform 
and property tax relief and reform should remain 
the responsibility of the States. 

They argue that if our federal system is to main- 
tain its integrity, the States should continue to ex- 
ercise sole responsiblity in these important areas of 
domestic policy. For this reason, the Commission 
majority favored State-initiated reform even though 
it comes more slowly than Federally-induced re- 
form. They selected the State approach on the 
grounds that there must be no blurring of State re- 
sponsibility for property tax and school equaliza- 
tion policies. 

FOOTNOTES 

'Bendixsen, Marian, In Search of Equality: School Fi- 
nance Revisited (Washington: National Committee for 
Support of the Public Schools, 19721, p. 41. 

2Harvey A. Averch, et. al. How Effective is Schooling? 
(Santa Monica; The Rand Corporation, 1971). A critical 
review and synthesis of research findings for the Pres- 
ident's Commission on School Finance. 
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TABLEA-1-AVERAGE EFFECTIVE PROPERTY TAX RATES, EXISTING SINGLE-FAMILY 
HOMES WITH FHA INSURED MORTGAGES, BY STATE AND REGION, SELECTED 

YEARS 1958-1971' 

State and Region 1 1971 

United States 

New England 
Maine 
New Hampshire 
Vermont 
Massachusetts 
Rhode Island 
Connecticut 

Mideast 
New York 
New Jersey 
Pennsylvania 
Delaware 
Mary land 
Dist. o f  Columbia 

Great Lakes 
Michigan 
Ohio 
Indiana 
Illinois 
Wisconsin 

Plains 
Minnesota 
Iowa 
Missouri 
North Dakota 
South Dakota 
Nebraska 
Kansas 

-continued next column1- 

1958 State and Region 1971 

II 
Southeast 

Virginia 
West Virginia 
Kentucky 
Tennessee 
North Carolina 
South Carolina 
Georgia 
Florida 
Alabama 
Mississippi 
Louisiana 
Arkansas 

.7 1 
1.47 Southwest 
1.08 Oklahoma 

Texas 
New Mexico 
Arizona 

Rocky Mountain 
Montana 
Idaho 
Wyoming 
Colorado 
Utah 

Far West 
Washington 
Oregon 
Nevada 
California 
Alaska 
Hawaii 

Effective tax rate is the percentage that tax liability is o f  the market or true value o f  the house. 

Source: Computed b y  ACIR staff f rom data contained in U.S. Department o f  Housing and Urban Development, Federal Housing 
Administration, Statistics Section, Data for States and Selected Areas on Characteristics of FHA Operations Under Section 
203; 1971 data f rom unpublished F H A  tabulations. 



TABLE A-2-AVERAGE EFFECTIVE PROPERTY TAX RATES, EXISTING SINGLE-FAMILY 
I .OMES WITH FHA INSURED MORTGAGES, 50 LARGEST SMSA'S, BY REGION, 

SELECTED YEARS, 1958-1971 

standard metropolitan 
statistical area 81 region 

Median of 50 SMSA's 

New England 
Boston 
Hartford 
Providence 

Mideast 
Albany 
Baltimore 
Buffalo 
New York 
Newark 
Paterson 
Philadelphia 
Pittsburgh 
Rochester 
Washington, D.C. 

Great Lakes 
Akron 
Chicago 
Cincinnati 
Cleveland 
Columbus 
Dayton 
Detroit 
Indianapolis 
Milwaukee 
Toledo 

Plains 
Kansas City 
Minneapolis 

-continued next column- 

1958 Standard metropolitan 
statistical area & region 

I, 

St. Louis 

Southeast 
Atlanta 
Birmingham 
Louisville 
Memphis 
Miami 
New Orleans 
Norfolk 
Tampa 

Southwest 
Dallas 
Ft. Worth 
Houston 
Oklahoma City 
Phoenix 
San Antonio 

::6 11 Rocky Mountain 
Denver 

1.23 
0.86 Far West 
1.09 Anaheim 
1.56 Los Angeles 
0.84 Portland, Oregon 
1.93 Sacramento 
0.95 San Bernardino 

San Diego 
San Francisco 

'.l6 SanJose 
.67 Seattle 

NA - Data not available 

* New York-Northeastern New Jersey 

** Included in New York-Northeastern New Jersey 

Effective tax rate is the percentage that tax liability is of market or true value of the house. 

Source: Computed by ACIR staff from US. Department of Housing and Urban Development, Federal Housing Administration, 
Statistics Section, Data for States and Selected Areas on Characteristics of FHA Operations Under Section 203; 1971 data 
from unpublished FHA tabulations. 



Table A-3 
Apartment Building Real Estate Taxes in Selected Metropolitan Areas For Walk-up Buildings, 25 Units and Over, Unfurnished 

Selected Years, 1962-1 970 

Metropolitan Area 
Ann Arbor 

Atlanta 

Boston 
Chicago 

Cleveland 
Denver 

Detroit 

Honolulu 

Houston 
Indianapolis 

Kansas City 

Los Angeles 
Louisville 

Miami 

Milwaukee 
Minneapolis 

Newark 

Omaha 

Paterson 
Pittsburgh 

Portland, Oregon 

St. Louis 
San Diego 

San Francisco 

Seattle 

Toledo 
Washington, D.C. 

(a) Dollars per room per annum 
(b) Percent of gross possible income 
-Data not available 
Source: Institute of Real Estate Management, Apartment Building Income-Expense Analysis (Chicago: annual). 



Table A-4 
Apartment Building Real Estate Taxes in Selected Metropolitan Areas for Elevator Buildings, Unfurnished 

selected Years 1962-1 970 

1962 1964 1966 
Metropolitan Area (a) (b) (a) (b) (a) (b) 
Baltimore 56 11 - - 8 7 17 

Boston 110 23 109 20 98 17 

Chicago 130 20 139 2 1 121 18 

Cleveland - - - - 8 7 15 
Dallas-Ft. Worth - - - - - - 

Denver 58 15 - - 83 14 

Detroit - - - - - - 

Kansas City - - - 6 1 9 

Los Angeles - - - - - - 
Milwaukee 110 20 - - 90 22 
Newark - - - - 148 28 

New York 88 19 - - - - 
Philadelphia - - - - - - 

Pittsburgh 68 12 92 15 98 15 

Portland, Oregon - - - - - - 

St. Louis - - - - 63 13 

San Francisco - - - - 133 20 

Seattle - - - - - - 

Washington, D.C. 49 10 53 10 59 11 

(a) Dollars per room per annum 
(b) Percent of gross possible income 
-Data not available 
Source: Institute of Real Estate Management, Apartment Building Income-Expense Analysis (Chicago: annual). 



Table A-5 
Apartment Building Real Estate Taxes in Selected Metropolitan Areas 

Garden-Type Buildings, Unfurnished, Selected Years, 1962-1970 

Metropolitan Area 
Atlanta 
Baltimore 

Boston 

Buffalo 
Chicago 

Cleveland 
Dallas-Ft. Worth 

Denver 
Durham 

Houston 

l ndianapolis 

Kansas City 
Los Angeles 

Louisville 

Memphis 

Milwaukee 
Minneapolis 
Newark 

Norfolk 

Omaha 
Philadelphia 

Phoenix 

Pittsburgh 
Portland. Oregon 

Providence 

Richmond 

San Antonio 

San Francisco 

Washington, D.C. 

(a) Dollars per room per annum 
(b) Percent of gross possible income 
-Data not available 
Source: Institute of Real Estate Management; Apartment Building Income-Expense Analysis (Chicago: annual). 



Table A-6 

Office Building Property Taxes for Regions and Selected Cities, 1970 

Region and City 

United States 
Middle Atlantic 
North Central 
Midwest Northern 
Pacific Northwest 
Pacific Southwest 

Southern 
Southwest 

Akron 
Atlanta 
Baltimore 
Birmingham 
Boston 
Chicago 
Cincinnati 
Cleveland 
Dallas 
Denver 
Des Moines 

Detroit 
Duluth 
Houston 
Indianapolis 
Kansas City 
Los Angeles 
Louisville 
Miami 
Milwaukee 
Minneapolis 
New York 
Oklahoma City 
Omaha 
Peoria 
Philadelphia 
Phoenix 
Pittsburgh 
Portland 
San Francisco 
Seattle 
Spokane 
Washington 
Wilmington 

Cents Per 
Square Foot 

88.9 
96.0 

103.1 
91.8 
47.9 

102.6 

51.8 
64.7 

32.3 
57.6 

70.2 
15.8 

146.8 

135.5 
31.6 
49.8 

85.1 
54.1 

87.7 

60.6 

74.9 
67.5 

63.5 

49.6 
68.7 
31.3 

54.4 

108.0 
123.0 

159.4 
34.2 

58.4 
66.9 

59.3 
53.9 

99.9 
57.8 

121.7 
44.8 

43.1 
44.2 
49.3 

Percent of 
Total Income 

18 
18 

19 

20 
13 

20 
14 

14 

Source: Building Owners and Managers Association International. Experience Exchange Report, Office 
Building Operations, Calendar Year 1970 (Chicago: 1971 ) .  



Table A-7 
Real Estate Taxes as a Percentage of Value of Property . . 

1-4 Unit Residential Rental Properties, By Value Class and By Region, 1970 

United North- North- 
Value of Property States east central South West 

Total Region Region Region Region 
Less than $5,000 2.7 4.7 3.3 2.2 2.3 
$ 5,000- 7,499 2.3 3.7 2.7 1.8 2.2 

7,500- 9,999 2.2 3.2 2.5 1.6 2.3 
10,000-1 2,499 2.1 3.3 2.2 1.4 2.3 
12,500-14,999 2.1 2.9 2.2 1.7 2.3 
15,000-1 7,499 2.2 3.4 2.3 1.5 2.2 
17,500-19,999 2.2 3.2 2.2 1.6 2.2 
20,000-24,999 2.2 3.3 2.3 1.2 2.2 
25,000-29,999 2.2 2.7 2.1 1.6 2.3 
30,000-39,999 2.2 2.9 2.4 1 .5  2.2 
40,000-49,999 2.1 2.5' 2.4' 1.5' 2.1 
50,000-74,999 1.9 2.6' 1.9' 1.2' 1.9 
75,000-99,999 1.9' 2.4' 2.2' 0.8' 2.0' 

100,000 or m o r e  1.2' 2.1 I 1.2' 0.5' 1.1' 
All values 2.2 3.3 2.5 1.7 2.2 

'Based on sample of less than 25 observations. 
Source: US.  Bureau of the Census, Residential Finance Survey, 1970 (Conducted in 1971), special tabulations prepared for the Advisory 
Commission on lntergovernmental Relations. Real estate tax data were compiled for properties acquired prior to 1970 and represent 
taxes paid in 1970. 

Table A-8 
Real Estate Taxes as Percentage of Value of Property 

5-49 Unit Residential Rental Properties, By Value Class and By Region 1970 

United North- North- 
Value of Property States east central South West 

Total Region Region Region Region 
Less than $1 0,000 3.5 6.2' 3.6' 1.2' 3.2' 
$ 10,000- 24,999 3.5 4.9 3.2 2.2 2.8 

25,000- 49,999 3.1 4.2 2.9 1.6 2.5 
50,000- 74,999 2.8 3.8 3.0 1.6 2.5 
75,000- 99,999 3.0 4.4 3.3 1.7 2.4 

100,000-149,999 3.0 4.6 3.2 1.6 2.5 
150,000-1 99,999 2.9 4.5 3.2 1.7 2.2 
200,000-249,999 2.8 3.9 2.9 1.9' 2.5 
250,000-299,999 2.8 3.7' 3.4' 2.0' 2.1 
300,000-399,999 2.4 3.3' 2.8' 1.6' 2.1 
400,000-499,999 2.5 3.4' 2.5' 1 .8' 2.3' 
500,000-749,999 2.1 3.4' 2.0' 1.2' 2.2' 
750,000-999,999 1.8' 2.9' 2.6' 2.5' 1.2' 

1 ,000,000 dr more  3.4' 4.1' 3.9' 3.8' 2.4' 
All values 3.0 4.3 3.1 1.8 2.4 

'Based on sample of less than 25 observations. 
Source: US.  Bureau of the Census, Residential Finance Survey, 1970 (conducted in 1971), special tabulations prepared for the Advisory 
Commission on lntergovernmental Relations. Real estate tax data were compiled for properties acquired prior to 1970 and represent 
taxes paid in 1970. 



Value of Property 

Less than $5,000 
$ 5,000- 7,499 

7,500- 9,999 
10,000-1 2,499 
12,500-1 4,999 
15,000-1 7,499 
17,500-1 9,999 
20,000-24,999 
25,000-29,999 
30,000-39,999 
40,000-49,999 
50,000-74,999 
75,000-99,999 
100,000 or m o r e  

All values 

Table A-9 
Real Estate Taxes as Percentage of Rental Receipts 

1-4 Unit Residential Rental Properties, By Value Class and By Region, 1970 

United 
States 
Total 
19.4 
22.0 
22.1 
23.6 
25.6 
26.1 
29.1 
27.7 
30.3 
29.8 
28.1 
31.7 
37.9' 
48.7' 
25.2 

North- 
east 

Region 
30.9 
32.1 
27.8 
32.5 
31.2' 
40.5 
35.5 
36.7 
35.3 
37.1 
30.8' 
43.0' 
51.6' 
42.7' 
34.4 

North- 
central 
Region 
23.2 
23.4 
24.5 
25.6 
25.4 
26.1 
24.8 
27.4 
28.7 
28.1 
35.7' 
19.7' 
47.4' 
84.4' 
26.0 

South 
Region 
16.7 
19.5 
17.2 
16.5 
22.1 
18.7 
26.2 
17.6 
23.5 
25.2 
22.4' 
33.3' 
25.5' 
19.0' 
19.5 

West 
Region 
22.9' 
19.4 
25.5 
27.1 
28.2 
27.7 
31.8 
29.7 
31.6 
29.8 
25.6 
31.8' 
29.8' 
53.8' 
28.2 

'Based on sample of less than 25 observations. 
Note: Excluded from this tabulation are properties with less than 50 percent of the units in the rental market the entire year. Rental 
receipts and real estate tax data are for the year 1970. 
Source: U.S. Bureau of the Census, Residential Finance Survey, 1970 (conducted in 1971), special tabulations prepared for the Advisory 
Commission on lntergovernmental Relations. 

Value of Property 

Less than $1 0,000 
$ 10,000-24,999 

25,000-49,999 
50,000-74,999 
75,000-99,999 
100,000-1 49,999 
l5O,OOO-l99,999 
200,000-249,999 
250,000-299,939 
300,000-399,999 
400,000-499,999 
500,000-749,999 
750,000-999,999 

1,000,000 or more  

All values 

Table A-10 
Real Estate Taxes as Percentage of Rental Receipts 

5-49 Unit Residential Rental Properties, By Value Class and By Region, 1970 

United 
States 
Total 
12.0 
18.3 
20.9 
21.4 
21.7 
23.3 
24.2 
22.7 
24.5 
20.3 
19.1 
21.1 
25.0' 
29.2' 
21.4 

North- 
east 

Region 
14.9' 
24.5 
25.3 
25.6 
27.6 
25.8 
31.8 
28.0' 
24.9' 
34.7' 
26.2' 
25.3' 
30.0' 
29.8' 
26.8 

North- 
central 
Region 
10.3' 
16.1 
18.8 
20.0 
23.8 
25.3 
27.9 
23.0' 
23.9' 
19.1 ' 
17.9' 
18.3' 
25.3' 
30.3' 
20.6 

South 
Region 
5.9' 
13.1 
13.6 
14.1 
13.7 
16.2 
16.2' 
20.4' 
13.8' 
15.0' 
13.8' 
25.0' 
8.3' 
48.8' 
14.2 

West 
Region 
17.6' 
17.0 
21.4 
22.3 
19.5 
23.1 
20.8 
19.9 
27.2 
17.0 
18.2' 
19.1' 
23.6' 
22.5' 
21.5 

'Based on sample of less than 25 observations. 
Note: Excluded from this tabulation are properties with less than 50 percent of the units in the rental market the entire year. Rental 
receipts and real estate tax data are for the year 1970. 
Source: U S .  Bureau of the Census. Residential Finance Survey, 1970 (conducted in 1971), special tabulations prepared for the Advisory 
Commission on lntergovernmental Relations. 



Table A-11 
Estimated Distribution, By Income Class, of The Benefits of State "Circuit-Breaker" Systems to Rebate to Renters And Home- 

owners Their Residential Property Taxes in Excess of Four Percent of Household Income, 1970' 

Total Age 65 or Over Under Age 65 Exhibit: 

Less than $3,000 

$ 3,000 to $ 4.999 

$ 5.000 to $ 6.999 

$ 7,000 to $ 9,999 

$10.000 to $14,999 

$15,000 to 24,999 

$25.000 or more 

Total 

Number 

8,437 

6,090 

6.354 

9.775 

12,672 

7.908 

2.240 

53,476 

Percent 
Receiving 
Rebate 

89.9 

77.0 

64.3 

49.1 

35.9 

25.9 

20.1 

52.7 

Number 

4.352 

2,121 

1.181 

1.013 

783 

455 

238 

10,142 

Percent 
Receiving 
Rebate 

86.6 

74.9 

64 4 

51.4 

38.6 

25.3 

14.3 

69.9 

Number 

4,085 

3,969 

5.173 

8.762 

11,889 

7.453 

2.002 

43,334 

'Assumes that all fifty states and the District of Columbia adopted such a plan. For renters, the property tax equivalent amount IS assumed to be 25 percent of 
gross rent. Homeowner coverage is limited to one-unit owner-occupied nonfarm properties, one-family homes on 10 acres or more are excluded for renters. 
%ensus definition of income; see footnote on p. 34. 
Source: AClR staff estimates based on special tabulations provided by the U.S. Bureau of the Census from the 1970 Residential Finance Survey and the 1970 
Decennial Census Sixth Count for renters. 

Percent 
Receiving 

Rebate 

93.5 

78.2 

64.2 

48.8 

35.7 

25.9 

20.8 

48.7 



Table A-12 
Estimated Distribution, By Income Class, of The Benefits of State "Circuit-Breaker" Systems to Rebate to Renters And 

Homeowners Their Residential Property Taxes in Excess of Five Percent of Household Income, 1970' 

Less than $3,000 

$ 3,000 to $ 4,999 

$ 5.000 to $ 6,999 

$ 7,000 to $ 9,999 

$10,000 to $14,999 

$1 5,000 to $24,999 

$25.000 or more 
Total 

Total Age 65 or Over Under Age 65 Exhibit: 

Percent Percent 
Receiving Receiving 

Number Rebate Number Rebate 

Percent 
Receiving 

Number Rebate 

'Assumes that all fifty states and the District of Columbia adopted such a plan. For renters, the property tax equivalent amount is assumed to be 25 percent of 
gross rent. Homeowner coverage is limited to one-unit owner-occupied nonfarm properties; one-family homes on 10 acres or more excluded for renters. 
ZCensus definition of income; see footnote on p. 34. 
Source: AClR staff estimates based on special tabulations prov~ded by the U.S. Bureau of the Census from the 1970 Residential Finance Survey and the 1970 
Decennial Census Sixth Count for renters. 



PPT. 

lncome Class2 

Number With Estimated Real 

Estate Tax in Excess of 6% of 

lncome (000) 

Estimated Cost of "Circuit- 

Breaker" ($000,000) 

Number With Estimated Real 

Estate Tax in Excess of 6% of 

lncome (000) 

Estimated Cost of "Circuit- 

Breaker ($000,000) 

Number With Estimated Real 

Estate Tax in Excess of 6% of 

lncome (000) 

Estimated Cost of "Circuit- 

Breaker" ($000,000) 

2 

5 
u m Total Number of Homeowners - 

and Renters by lncome Class 

(D 

4 Total Number of Homeowners 

and Renters age 65 or Over by 

n lncome Class (000) sx; " 9. a 5. ;  
0 

z 
5 
w 
4 Total Number of Homeowners 

and Renters Under age 65 by 

2 2 lncome Class (000) 
$:a 
a g:z 

(D 



TABLEA-14-ESTIMATED DISTRIBUTION, BY INCOME CLASS, OF THE BENEFITS OF STATE 
"CIRCUIT-BREAKER" SYSTEMS TO REBATE TO RENTERS AND HOMEOWNERS 
THEIR RESIDENTIAL PROPERTY TAXES IN EXCESS OF SEVEN PERCENT OF 

HOUSEHOLD INCOME, 19701 

Total 

I 
I No. w i th  I 

wt.  real Estimated 

Income class2 estate tax cost o f  
in  excess "circuit I of 7% of 1 breaker" 
income 
(000) ($000.000) 

$25,000 or more 1 93 1 59.8 

Total ( 13,520 12,012.0 

Age 65 or Over Under Age 65 

I 
No. w i th  No. w i th  
est. real Estimated est. real 

estate tax cost of estate tax 
in  excess "circuit in  excess 
o f  7% of  breaker" of 7% of  
income income 
(000) ($000,000) (000) 

Estimated 
cost of 
''circuit 

breaker" 

($000,000~ 

Total no. o f  home- 
owners & renters 
by  income class 

(000) 

% receiv. 
Number ing 

rebate 

Exhibit- 
- -  - - 

Total no. of hommwn 
ers & renters age 65 & 
over b y  income class 

(000) 

% receiv. 

rebate 

Total no. o f  homeown- 
ers & renters under age 

6 5 b y  income class 

% receiv- 

rebate 

1 Assumes that all fifty states and the District of Columbia adopted such a plan. For renters, the property tax equivalent amount is assumed to be 25 percent of gross rent. 
Homeowner coverage is limited to one-unit owner-occupied nonfarm properties; one-family homes on 10 acres or more excluded for renters. 

2 Census definition of income, see footnote on page 00 

Source: ACIR staff estimates based on special tabulations provided by the U.S. Bureau of the Census from the 1970 Residential Finance Survey and the I970 Decennial 
Census Sixth Count for renters. 



Table A-15 
Real Estate Taxes As A Percentage of Household lncorne for Owner-occupied Single-Family Homes, By lncome Class and 

Age Group, 1970' 

lncome Class 

All Homeowners 

Percent Distribution Real 
Cumulated Estate Tax 

Age Number from as Percent ol 
Group (000) Lowest Income 

Income (mean 
Class average) 

Less than $ 3,000 

$ 3,000 to $ 4,999 

$ 5,000 to $ 6,999 

$ 7.000 to $ 9,999 

$10.000 to $14.999 

$15,000 to $24,999 

$25,000 or more 

All classes 

Total 

Under 65 
65 or over 
Under 65 

65 or over 
Under 65 

65 or over 
Under 65 
65 or over 
Under 65 

65 or over 
Under 65 
65 or over 

Under 65 
65 or over 

Under 65 
65 or over 

'Limited to one-family homes on less than 10 acres and no business property. 

Percentage of Homeowners With Real Estate Taxes at the Following 
Percentages of lncome 

1.0% 2.0% 3.0% 4.0% 5.0% 7.5%10.0% 
LessThan to to to to to to or 

1% 1.9% 2.9% 3.9% 4.9% 7.4% 9.9% More 

Source: AClR staff computations based on special tabulations provided by the U.S. Bureau of the Census from the 1970 Residential Finance Survey. 



Table A-16 
Estimated Property Taxes Paid By Renters As A Percentage of Income, By lncome Class and Age Group, 1970' 

lncome Class 

All Households 

Percent Distribution 
Cumulated 

Age from 
Group Number Lowest 

(000) Income 
Class 

Less than $3,000 

$ 3,000 to $ 4,999 

5,000 to $ 6,999 

$ 7,000 to $ 9,999 

$1 0,000 to $14,999 

$15,000 to $24,999 

$25,000 or more 

All Classes 

Total 

Under 65 
65 or over 

Under 65 
65 or Over 

Under 65 
65 or Over 

Under 65 
65 or Over 

Under 65 
65 or Over 
Under 65 

65 or Over 
Under 65 

65 or Over 

Under 65 
65 or Over 

Percentage of Households with Estimated Real Estate Taxes at the Following 
Percentages of lncome 

Under to to to to or 
2.5% 3.75% 5.0% 6.25% 8.75% More 

'The property tax equivalent amount is assumed to be 25 percent of gross rent. Excludes one-family homes on 10 acres or more. 
Source: AClR staff computations based on US. Bureau of the Census, 1970 Census of Housing data. 



TABLE A-17 - THE ESTIMATED BURDEN OF MAJOR FEDERAL, STATE AND LOCAL TAXES FOR A 
HYPOTHETICAL FAMILY OF FOUR, FOR VARIOUS FAMILY INCOME 

GROUPS, 1953 AND 19721 

Estimated Tax as a Percent of Family Income by Income Group 

1972 
Type of Tax --- 

1953 

$5,000 $7,5w $ l o e ~  $20,000 $25,000 $50,000 $5,000 $7,5000 $10,000 $20,000 $25,w0 $50,000 

Federal Personal 
I ncome Tax 

Social Security 
Tax (OASDHI) 

Major State and 
Local Taxes 

Property 

Personal 
l ncome 

General 
Sales 

Total 

'~ssurner all income from wages and salaries earned by one spouse. 
Source: AClR Staff comoutations. 



TABLE A-18 - THE ESTIMATED BURDEN OF MAJOR STATE AND LOCAL TAXES 
FOR A HYPOTHETICAL FAMILY OF FOUR, FOR VARIOUS FAMILY INCOME GROUPS, 

SELECTED CITIES, 1971-72 

Est~mated major state and local taxes as a percentage at family income 

Family' U.S. City Atlanta 
Income Tax Average Average Minn. Boston New York Chicago (Fulton Co) Houston Denver Lor Angeles Seattle 

$ 7.500 Residential 
Property 3.6 6.6 7.6 13.0 7.8 6.9 2.7 1.8 5.2 8.3 6.1 

Personal 
Income 1.1 1.2 3.9 2.0 2.0 1.2 0.4 0.0 0.9 0.1 0.0 

General 
Sales 1.6 1.8 0.9 0.3 2.6 2.3 2.1 1.5 2.9 1.4 2.4 

I Total 6.3 9.6 12.4 15.3 12.4 10.4 5.2 3.3 9.0 9.8 8.5 

I $12.000 Residential 
Property 3.4 4.6 5.4 8.9 5.4 4.8 2.0 1.4 3.8 5.8 4.3 

Personal 
Income 1.8 2.0 5.4 3.0 3.4 1.7 1.4 0.0 1.9 1 .O 0.0 

General 
Sales 1.4 1.6 0.8 0.3 2.3 1.9 1 .8 1.3 2.4 1.3 2.0 

Total 6.6 8.2 11.6 12.2 11.1 8.4 5.2 2.7 8.1 8.1 6.3 

$25.000 Residential 
Property 2.9 2.7 3.0 5.1 3.0 2.7 1.3 0.9 2.2 3.4 2.5 

Personal 
Income 2.7 3.2 6.5 4.0 6.6 2.1 3.1 0.0 3.3 3.0 0.0 

General 
Sales 0.9 1.1 0.6 0.3 1.6 1.3 1.2 1 .O 1.7 1 .O 1.4 

.- -- 

Total 6.5 7.0 10.1 9.4 11.2 6.1 5.6 1.9 7.2 7.4 3.9 
-- 

$50.000 Res~dential 
Property 2.5 2.1 2.3 3.9 2.2 2.1 1 .O 0.8 1.6 2.8 1 .8 

Personal 
Income 3.7 4.3 6.9 4.4 11.1 2.3 4.1 0.0 3.9 5.6 0.0 

General 
Sales 0.7 0.8 0.5 0.2 1.2 1.0 0.9 0.7 1.2 0.7 1 .O 

Total 6.9 7.1 9.7 8.5 14.5 5.4 6.0 1.5 6.7 9.1 2.8 

Note The nme cmer selected for thlr tabulat6on are generally reprerentatwe of large urban centers tn each of  the major reglonr of the natmn Thedata are presented here to  bllurtrate that the State-local tax burden borne 
by rer~denrr of large c l t w  8s well above the national average I t  should be noted, however. thal there data apply only to  the "btg three"-taxes on personal Income. retall raler and resldent8al property. Because 
numerous (ndrrect taxer. ar well ar fees and charger are excluded, rhtr tabulat8on Is  not approprme for rankmg the clrter on the bass of total tax burdens. 

' ~ r r u m e r  all Income from wager and nalarker earned by  one spouse 

Source AClR staff comPutat8onr 

Ertmated raler tar  payments are bared on the 1972 Opt8onal Sales Tax tables prepared by  the Internal Revenue Service lor  raler tax deducttons Income tax payments were determmed by  apPly,ng the rerpct lve State land 
tocall income tax laws to the hyporhet~cal Incomes and wze of famoly, ~ 8 t h  rpec(f#c aSwmptrons made concernmg the rlze of  deductmnr Properly fax paymenu were derwed b y  multlplymg the apparent effectlvt rate times 
the presumed house value The effective rate of  the property tax war calculared by  mu l t~p lymq the nommal properly tax rate of each place lar reported ~n Commerce Clearmg House, State Tax Reporter) tlmer the assessment 
ratlo reported rn the 1961 Census of Governments. except where there war reliable informatron rhat rhcr arrerrment r a m  had changed materrally snce  1966 The presumed house value for each famlly on each reglon war based 
on Metrapolrran Hourrng Chamcrerrrt~cr 11970 Census of Hour~nql  for the approprmte SMSA 



Table A-19 
Intra-Area Coefficients of Dispersion and Median Assessment Ratios-Single-Family Homes, Selected 

Major Cities And Their Related Counties, 1956, 1961 and 1966 

Coefficient of Dispersion from Median Assessment Ratio Based 
on Measurable Sales of Nonfarm Single-Family Houses During A 

City and County 

Birmingham, Jefferson, Ala. 
Mobile, Mobile, Ala. 
Montgomery, Montgomery, Ala. 
Phoenix, Maricopa, Arizona 
Tucson, Pima, Arizona 

Little Rock, Pulaski, Arkansas 
Berkeley, Alameda, California 
Oakland, Alameda, California 
Fresno, Fresno, California 
Glendale, Los Angeles, California 

Long Beach, Los Angeles, Calif. 
Los Angeles, Los Angeles, Calif. 
Pasadena, Los Angeles, Calif. 
Torrance, Los Angeles, Calif. 
Anaheim, Orange, California 

Santa Ana, Orange. California 
Sacramento, Sacramento, Calif. 
San Diego, San Diego, Calif. 
San Francisco, Calif. 
San Jose, Santa Clara, Calif. 

Denver, Colorado 
Bridgeport, Connecticut 
Hartford, Connecticut 
New Haven, Connecticut 
Waterbury, Connecticut 

Washington, D.C. 
Miami, Dade, Florida 
Jacksonville, Duval, Fla. 
Tampa, Hillsborough, Fla. 
St. Petersb.urg, Pinellas, Fla 

Savannah, Chatham, Georgia 
Atlanta, Fulton (part), Ga. 
Columbus, Muscogee, Ga. 
Honolulu, Hawaii 
Chicago, Cook, Illinois 

I966 
Coefficient 

16.1 

17.8 
17.8 

15.8 

25.2 

16.5 

14.5 
12.1 

9.4 
11.8 

12.4 
17.0 

18.2 

13.1 
7.2 

9.5 

13.5 
18.2 

28.9 

9.4 

11.9 
18.7 

12.3 
14.3 
12.7 

16.9 
15.6 
13.4 
13.3 
19.2 

20.3 
18.3 
14.5 
16.5 
24.5 

&Month Period 

City 

A or 
E ' 
E 
E" 
E 
E* 
E*  

E" 
E*  
E*  
E*  
E 

E*  
E*  
E" 
E*  
E*  

E 
E * 
E * 
E 
E* 

E 
A 
A 
A 
A 

A 
E^ 
E' 

E*  
E*  

A *  
A 
A*  

I966 
Coefficient 

14.9 
17.2 

19.1 

16.0 

27.9 

17.6 

13.6 

13.6 
10.6 
16.4 

16.4 

16.4 
16.4 

16.4 
11.3 

11.3 

11.5 
17.1 
- 

10.6 

- 
- 
- 
- 

- 

- 
12.5 
11.6 
14.1 
16.1 

19.0 
16.7 
12.0 
- 

20.3 

County 

A or 
El 
E 
E 
E 
E 
E 

E 
E 
E 
E 
E 

E 
E 
E 
E 
E 

E 
E 
E 
- 
E 

- 
- 
- 
- 
- 

- 
E 
E 
E 
E 

A 

A 
A 
- 
E 

Median Assessment 
Ratio, 1966 

City County 
1961 1956 



Coefficient of Dispersion from Median Assessment Ratio Based 
on Measurable Sales of Nonfarm Single-Family Houses During A 

City and County 

Peoria, Peoria, Illinois 

Rockford, Winnebago, Illinois 
Fort Wayne, Allen, lndiana 
Gary, Lake, lndiana 
Hammond, Lake, lndiana 

Indianapolis, Marion, lndiana 

South Bend, St. Joseph, lndiana 

Evansville, Vanderburgh, lndiana 
Des Moines, Polk, Iowa 

Wichita, Sedgwick, Kansas 

Topeka, Shawnee, Kansas 

Kansas City, Wyandotte, Kansas 
Louisville, Jefferson, Kentucky 

Shreveport, Caddo (part) Louisiana 
New Orleans, Orleans, Louisiana 

Baltimore City, Maryland 

New Bedford, Bristol, Massachusetts 

Springfield, Hampden, Mass. 
Cambridge, Middlesex, Mass. 

Boston, Suffolk, Massachusetts 
Worcester, Worcester, Mass. 

Flint, Genesee, Michigan 
Lansing, Ingham, Michigan 
Grand Rapids, Kent, Michigan 
Dearborn, Wayne, Michigan 

Detroit, Wayne, Michigan 

Minneapolis, Hennepin, Minn. 
St. Paul, Ramsey, Minn. 

Duluth, St. Louis, Minn. 
Jackson, Hinds, Mississippi 
Kansas City, Jackson (part), Mo. 

St. Louis City, Mo. 
Omaha, Douglas, Nebraska 

Lincoln. Lancaster. Nebraska 
Camden, Camden, New Jersey 
Newark, Essex, New Jersey 

Jersey City, Hudson, N.J. 
Trenton, Mercer, N.J. 
Paterson, Passaic, N.J. 
Elizabeth, Union, N.J. 
Albuquerque, Bernalillo, N.M 

I966 
Coefficienl 

21.2 
18.6 
18.7 
18.7 

16.4 
19.3 

20.6 

17.2 

14.6 
14.6 

19.7 

32.9 
13.6 
17.0 

26.9 
24.3 

23.1 

8.7 
15.8 
28.9 
18.9 

11.7 
12.3 
11.3 

13.6 
20.4 

19.1 

24.7 
31.7 

18.1 
24.5 

26.4 
18.2 
15.4 
16.7 
19.7 

34.6 
24.1 
10.0 
13.1 
18.1 

6-Month Period 

City 

A or 
E ' 
E' 
E* 
E 

E3 
E3 
E3 

E3 
E3 

A' 

E * 
E* 

E*  
E 
E 

E 
A 

E 
A 

A 

A 
A 

A 
A 
A 

A 
A 

A 
A" 

A 
E" 
A* 

A 
E" 
E* 

A 
A 

A 
A 
A 
A 
E 

I966 
Coefficient 

16.9 
18.5 
17.3 
21.2 

21.2 
16.5 

19.1 

18.2 
12.9 
14.4 

20.5 

30.9 
12.3 

15.8 
- 
- 

- 
- 
- 
- 
- 

- 
- 
- 
- 
- 

19.6 

26.7 

34.0 
18.5 
25.3 

- 
17.5 
17.1 
14.5 
15.5 

39.9 
17.7 
13.3 
12.3 
18.3 

Median Assessment 
Ratio, 1966 

County City County 



City and County 

Coefficient of Dispersion from Median Assessment Ratio Based 
on Measurable Sales of Nonfarm Single-Family Houses During A 

6-Month Period Median Assessment 

Ratio, 1966 

City County City County 
1966 1961 1956 1966 1961 1956 

Coefficient A or Coefficient A or 
E' El 

Albany, Albany, New York 16.2 A NA NA 69.2 A 35.6 22  44.1 15.6 
Buffalo, Erie, New York 19.8 A NA NA 57.0 A 26.1 28.5 63.2 21.4 
Rochester, Monroe, New York 24.5 A 21.5 NA 34.3 A 21.4 36.7 37.3 26.3 
Niagara Falls, Niagara, New York 32.4 A NA NA 48.0 A 47.0 2 2  24.5 28.3 
Utica, Oneida, New York 21.8 E NA NA N A A 57.0 43.4 51.0 NA 

Syracuse, Onondaga, New York 21.9 A NA NA 49.6 A 24.9 34.2 44.9 19.0 
Yonkers, Westchester, New York 20.7 A NA NA 39.8 A 29.9 26.3 44.2 38.5 
New York City, New York 23.1 A 23.2 30.6 - - - - 41.1 - 
Winston-Salem, Forsyth, N.C. 10.4 A* NA NA 12.8 A 18.3 30.2 47.2 47.1 
Greensboro, Guilford, N.C: 8.2 A* NA NA 10.1 A 18.4 27.6 63.3 62.2 

Charlotte, Mecklenburg, N.C. 14.7 A* NA NA 14.5 A 16.0 16.5 47.5 47.6 
Cleveland, Cuyahoga, Ohio 15.8 E* 16.7 NA 14.7 E 16.5 18.4 33.3 33.9 

Columbus, Franklin, Ohio 12.8 E*  16.4 NA 12.8 E 16.6 16.4 37.8 37.9 

Cincinnati, Hamilton, Ohio 15.2 E* 14.9 NA 16.8 E 15.9 19.0 44.4 45.2 

Toledo, Lucas, Ohio 14.3 E* 26.0 NA 14.1 E 25.7 18.2 36.8 36.5 

Youngstown, Mahoning (part) Ohio 26.8 E*  NA NA 21.4 E 22.7 24.8 43.3 40.4 
Dayton, Montgomery, Ohio 18.5 E* NA NA 11.8 E 25.9 22.4 38.5 40.3 
Canton, Stark, Ohio 17.8 E* NA NA 15.9 E 22.3 22.7 42.6 40.8 
Akron, Summit, Ohio 16.7 E *  NA NA 16.4 E 15.3 14.3 39:3 38.7 
Oklahoma City, Oklahoma 18.7 E* NA NA 18.0 E 22.4 24.0 21.9 22.0 

Tulsa, Tulsa, Oklahoma 15.4 E" NA NA 17.3 E 17.2 23.5 25.6 25.1 
Portland, Multnomah (part) Ore. 18.3 E* 19.3 NA 18.0 E 20.2 22.6 21.7 22.0 
Pittsburgh, Allegheny, Pa. 20.4 A* 28.7 NA 19.9 A 23.4 24.6 40.7 41.5 
Erie, Erie, Pa. 34.0 A* NA NA 32.8 A 32.6 28.1 26.3 26.1 
Scranton, Lackawanna. Pa. 15.7 A* NA NA 29.1 A 39.5 2 '  16.7 17.7 

Allentown, Lehigh, Pa. 15.6 A*  NA NA 15.8 A 28.7 26.8 26.6 24.9 

Philadelphia, Pa. 26.3 A 23.7 22.5 - - - - 58.4 - 

Providence, Providence, R. I. 15.4 A 18.3 28.0 - - - - 68.1 - 

Chattanooga, Hamilton, Tenn. 23.4 E* NA NA 18.8 E 15.4 27.9 34.9 38.9 

Knoxville, Knox, Tenn. 22.1 E* NA NA 25.9 E 29.0 29.4 27.1 25.0 

Memphis, Shelby, Tenn. 
Nashville, Davidson, Tenn. 
San Antonio, Bexar, Texas 
Dallas, Dallas, Texas 
El Paso, El Paso, Texas 

Houston, Harris, Texas 
Beaumont, Jefferson, Texas 
Lubbock, Lubbock, Texas 
Corpus Christi, Nueces, Texas 
Amarillo, Potter, Texas 



City and County 

Coefficient of Dispersion from Median Assessment Ratio Based 
on Measurable Sales of Nonfarm Single-Family Houses During A 

6-Month Period Median Assessment 
Ratio, 1966 

City 
I966 

Coefficient A or 
El 

Fort Worth, Tarrant, Texas 18.3 E*  
Austin, Travis, Texas 15.4 E" 
Wichita Falls, Wichita, Texas 12.5 E 
Salt Lake City. Salt Lake, Utah 26.8 E*  
Newport News, Virginia 10.2 A 

County City County 
1961 1956 1966 1961 1956 

Coefficient A or 
E' 

23.0 NA 17.9 E 24.7 26.1 25.9 25.9 
NA NA 16.7 E 23.1 28.3 20.7 20.5 
NA NA 14.6 E 23.0 33.1 27.6 27.5 
NA NA 21 .O E 22.3 18.8 16.3 17.2 

19.0 NA - - - - 34.2 - 

Norfolk, Virginia 16.1 A 14.5 21.6 - - - - 39.2 - 
Portsmouth, Virginia 3.8 A 49.7 18.3 - - - - 62.7 - 
Richmond, Virginia 13.6 A 16.0 16.0 - - - - 82.4 - 
Seattle, King, Washington 18.2 E" 22.8 NA 19.2 E 24.8 24.3 15.2 15.2 
Tacoma, Pierce, Washington 22.7 E* NA NA 24.2 E 23.3 29.1 17.1 16.9 

Spokane. Spokane, Washington 17.0 E* NA NA 15.2 E 21.0 22.5 24.0 22.9 
Madison, Dane, Wisconsin 11.9 A 12.5 12.3 - - - - 54.7 - 
Milwaukee, Milwaukee, Wisconsin 17.4 A 16.3 16.8 - - - - 48.8 - 

NA-Data not available. 
*-Based on assessments placed on property in the city by the county assessor. 
"-Based on assessments placed on property in the city by the State Department of taxation. 

A-Appointive Assessor; €-Elective Assessor 
50 or over 
Based on assessments placed on property in the city by the township assessor and equalized by the county. 

Source: U.S. Bureau of the Census, 1967 Census of Governments, Vol. 2, Taxable Property Values, Table 19; 1962 Census of Govern- 
ments, Vol. 2, Taxable Property Values, Table 22; and 1957 Census of Governments, Vol. V, Taxable Property Values, Table 22. 



City 

Birmingham, Ala. 
Mobile, Ala. 
Montgomery, Ala. 
Phoenix, Ariz. 
Tucson, Ariz. 
Little Rock, Ark. 
Berkeley, Calif. 
Oakland, Calif. 
Fresno, Calif. 

+ Glendale, Calif. 
cn 
IP 

Long Beach, Calif. 
Los Angeles, Calif. 
Pasadena, Calif. 
Torrance, Calif. 
Anaheim, Calif. 
Santa Ana, Calif. 
Sacramento, Calif. 
San Diego, Calif. 
San Jose. Calif. 
San Francisco. Calif. 

Denver, Colo. 
Bridgeport, Conn. 
Hartford, Conn. 
New Haven, Conn. 
Waterbury, Conn. 
Washington, D.C. 
Miami, Fla. 
Jacksonville, Fla. 
Tampa. Fla. 
St. Petersburg, Fla. 

Table A-20 
Relative Assessment Ratios By Class of Property And Value Size, Selected Major Cities, 1966 

Ratios of Assessed Value to Sales Price 

Lower Half as 
Lower Half Upper Half percent 
of Assessed of Assessed of Upper Half 
Value Classes 

(1) 
24.7 
19.2 
17.9 
17.6 
15.4 
15.1 
12.7 
14.4 
19.0 
20.0 

17.2 
17.7 
18.8 
17.1 
17.9 
20.5 
22.5 
22.6 
20.6 

9.3 

28.0 
30.9 
51.4 
48.3 
73.3 
43 .O 
78.1 
78.7 
49.6 
65.2 

Value Classes [Col 1 + Col 21 

Single 
Family 
Residential 

(4) 
27.9 
20.8 
17.6 
21.1 
17.1 
17.6 
12.8 
14.7 
20.0 
21.8 

17.6 
19.7 
21.5 
17.6 
19.8 
20.4 
21.8 
22.9 
22.0 

9.6 

28.9 
34.4 
56.7 
51.2 
91.4 
43.2 
83.6 
78.6 
49.9 
78.0 

Multi- 
Family 
Residential 

(5) 
26.6 
31.6 
20.3 
21 .o 
14.5 
17.0 
11.5 
12.8 
19.7 
20.0 

20.3 
23.1 
25.5 
16.0 
21.4 
18.3 
15.4 
18.1 
23.2 
12.2 

28.2 
33.7 
52.4 
51.2 
92.2 
46.5 
76.4 
85.1 
46.6 
68.7 

Total 
Residential 

(6) 
27.7 
20.9 
17.8 
21.1 
16.8 
17.5 
12.6 
14.3 
20.0 
21.5 

18.1 
20.2 
22.2 
17.6 
20.1 
20.2 
20.9 
21.7 
22.0 
10.3 

28.8 
34.2 
53.9 
51.2 
91.5 
43.8 
81 .O 
80.4 
49.7 
77.6 

Commercial 
and 
Industrial 

(7) 
8.1 

n.r. 
8.2 

11.5 
9.7 

15.2 
14.7 
17.5 
16.1 
23.6 

23.2 
16.4 
n.r. 
n.r. 
10.4 
n.r. 
16.4 
11.6 
19.2 
15.6 

29.2 
48.0 
57.1 
38.6 
65.3 
39.5 
60.8 

108.8 
45.7 
85.6 

Total Residential 
Single Family as as Percent Of 

Percent of Commercial 
Multi-Family and Industrial 
[Col 4 t Col 51 [Col 6 + Col 71 



Ratios of Assessed Value to Sales Price 

City 

Savannah, Ga. 
Atlanta, Ga. 
(Fulton Co. Part) 
Atlanta, Ga. 
(DeKalb Co. Part) 
Columbus, Ga. 
Honolulu, Hawaii 
Chicago, Ill. 
Peoria, Ill. 
Rockford. Ill. 
Fort Wayne, Ind. 
Gary, Indiana 

c' 
Hammond, Ind. 

U1 
Indianapolis, Ind 
South Bend, lnd. 
Evansville, Ind. 
Des Moines, Iowa 
Wichita, Kansas 
Topeka, Kansas 
Kansas City, Kan. 
Louisville, Ky. 
Shreveport, La. 
(Caddo Parish Part) 

Baton Rouge, La. 
New Orleans, La. 
Baltimore, Md. 
New Bedford, Mass 
Springfield, Mass. 
Cambridge, Mass. 
Boston, Mass. 
Worcester, Mass. 
Flint, Mich. 
Lansing, Mich. 

Lower Half as 
Lower Half Upper Half percent Single 
of Assessed of Assessed of Upper Half Family 
Value Classes Value Classes [Col 1 + Col 21 Residential 

Multi- 
Family 
Residential 

(5) 

38.5 

18.0 

n.r. 

31.9 
51.9 
42.7 
49.1 
47.7 

33.1 
18.3 

18.4 

34.1 
15.7 

38.9 
25.2 

17.8 
23.1 

17.3 
91.5 

38.3 

9.6 
22.0 

73.9 

35.9 
69.8 
29.9 

43.3 

48.8 
68.9 
82.6 

Total 
Residential 

(6) 

37.7 
18.8 

n.r. 

34.7 

62.3 
37.9 
50.8 
53.1 

28.8 
17.3 

18.1 

31 .O 
27.6 
26.7 
25.2 

26.9 
19.3 

13.6 
92.4 
31.7 

19.6 
22.4 

68.0 
34.4 
71.5 

29.1 
43.1 

44.7 
38.0 
77.6 

Total Residential 
Single Family as as Percent of 

Commercial Percent of 
and Multi-Family 
Industrial [Col 4 + Col 51 

(7) (8) 

23.9 97 
19.5 105 

Commercial 
and Industrial 
[Col 6 + Col 71 

(9) 

1 / 

96 



City 

Grand Rapids, Mich. 
Dearborn, Mich. 
Detroit, Mich. 
Minneapolis, Minn. 
St. Paul, Minn. 
Duluth, Minn. 
Jackson, Miss. 
Kansas City, Mo. 
(Clay Co. Part) 
Kansas City, Mo. 

(Jackson Co. Part) 
St. Louis, Mo. 

Omaha, Neb. 

C\ Lincoln, Neb. 
U7 
a Newark, New Jersey 

Jersey City, N.J. 
Trenton, N.J. 
Paterson, N.J. 
Elizabeth, N.J. 
Albuquerque, N.M. 
Albany, N.Y. 
Buffalo. N.Y. 

Rochester, N.Y. 
Niagara Falls, N.Y. 
Utica, N.Y. 
Syracuse, N.Y. 
Yonkers, N.Y. 
New York, N.Y. 
Winston-Salem, N.C. 
Greensboro, N.C. 
Charlotte, N.C. 
Cleveland, Ohio 

Columbus, Ohio 
Cincinnati. Ohio 

Ratios of Assessed Value to Sales Price 

Lower Half as 
Lower Half Upper Half Percent Single 
of Assessed of Assessed of Upper Half Family 
Value Classes Value Classes [Col 1 t Col 21 Residential 

Multi- 
Family 
Residential 

(5) 
44.0 
21.7 

40.8 
11.1 
11.7 
11.7 
23.2 

36.3 

29.8 

42.3 

25.1 

29.8 
74.3 
36.5 

38.3 
67.8 
43.1 
17.5 
62.6 

79.6 

38.9 
25.8 
56.2 
57.1 
61 .O 
52.1 

54.5 
n.r. 
64.1 
37.8 

37.6 
52.8 

Total 
Residential 

(6) 
32.5 

19.0 
39.4 

10.0 
8.8 

10.4 
21.3 
26.1 

26.4 

37.4 

36.1 
31.4 
72.8 
32.6 
43.1 
71 .O 
46.6 
15.4 
50.7 
67.8 

39.3 
23.4 

49.0 
48.1 
47.8 
47.7 
47.2 

n.r. 
49.7 
37.3 

38.3 
45.5 

Commercial 
and 
Industrial 

(7) 
32.2 

35.5 
52.1 

10.6 
10.4 
n.r. 
n.r. 
n.r. 

28.5 

55.6 

20.6 
12.1 
79.2 

67.9 
31.6 
71.6 
44.5 
12.6 

n.r. 
132.4 

35.7 
16.9 
n.r. 
59.2 
35.8 
58.4 
11.1 
n.r. 
67.1 

50.2 

43.8 

56.2 

Total Residential 
Single Family as as Percent 
Percent of of Commercial 

Multi-Family and Industrial 
[COI 4 t Col 51 [Col 6 t Col 71 



Ratios of Assessed Value to Sales Price 

City 

Toledo, Ohio 
Youngstown, Ohio 

Dayton, Ohio 
Canton, Ohio 
Akron, Ohio 
Oklahoma City, Okla. 

Tulsa, Okla. 
Portland, Ore. 
(Multnomah Co. Part) 

Pittsburgh, Pa. 
Erie, Pa. 

Scranton, Pa. 
Allentown, Pa. 

C\ Philadelphia, Pa. 
01 
u Providence, R. I. 

Chattanooga, Tenn. 
Knoxville, Tenn. 
Memphis, Tenn. 
Nashville-Davidson, 

Tenn. 

Salt Lake City, Utah 
Newport News, Va. 
Norfolk, Va. 

Portsmouth, Va. 
Richmond, Va. 
Seattle, Wash. 

Tacoma, Wash. 
Spokane, Wash. 
Madison, Wisc. 
Milwaukee, Wisc. 

Lower Half as 
Lower Half Upper Half Percent Single 
of Assessed of Assessed of Upper Half Family 
Value Classes Value Classes [Col 1 + Col 21 Residential 

n.r. Not reported 
n.c. Not cofn~uted 
'Not computed due to insufficient number of properties in sample (less than 5) 

Multi- 
Family 
Residential 

31.4 
45.9 
36.5 
46.4 
43.7 
23.1 
24.2 
22.2 

49.6 
37.3 
36.8 
28.5 
63.5 
70.0 
49.4 
19.8 
46.9 
32.1 

15.2 
n.r. 

49.7 
n.r. 

1 1  6.4 
16.9 
21.7 
27.7 
37.7 
52.8 

Total 
Residential 

36.3 
48.7 
36.7 
42.9 
40.3 
21.5 
25.2 
21.5 

43.4 
29.2 
18.6 
28.2 
59.3 
67.0 
39.2 
26.0 
46.8 
33.3 

16.7 
n.r. 

39.3 
n.r. 
87.9 
15.9 
17.0 
23.5 
51 .O 
52.6 

Commercial 
and 
Industrial 

48.5 
55.2 
n.r. 

53.0 
30.4 
13.8 
14.1 
19.1 

45.1 
27.1 
n.r. 

78.7 
52.9 
71.5 
64.3 
26.8 
46.8 
23.7 

6.0 
n.r. 
61.6 

n.r. 
n.r. 
21.8 
10.5 
20.7 
56.8 
41 .O 

Total Residential 

Single Family as as Percent of 
Percent of 
Multi-Family 
[Col 4 + Col 51 

116 
lo8 
101 
89 
92 
93 
104 
96 

83 
75 
39 
99 
92 
93 
74 
133 
100 
104 

112 
n.c. 

76 
n.c. 
73 
93 
76 
84 
140 
100 

Commercial 
and Industrial 
[Col 6 + Col 71 

Source: AClR staff calculations based on U.S. Bureau of the Census, unpublished property tax survey data from the 1967 Census of Governments. 





Appendix B 

Public Opinion and Taxes 
Resea rch  Findings  Conduc ted  

b Y 
C a r a v a n  Surveys ,  Incorpora ted ,  

a division of 
Op in ion  R e s e a r c h  Corporat ion,  

Pr inceton,  N e w  Je r sey  

Foreward 

This appendix presents the findings of a personal 
interview research survey conducted among 2,195 
men and women, 18 years of age or over, living in 
private households in the continental United States. 

Interviewing for this survey was completed during 
the period March 35 through April 8, 1972. All inter- 
views were conducted in the homes of the re- 
spondents. 

The most advanced probability sampling tech- 
niques were used in the design and execution of the 
sample plan and the results, therefore, may be pro- 
jected to the total U.S. population of men and 
women 18 years of age or over. 

Only one interview was taken per household, 
regardless of the number of people 18 years of age 
or over in the household. Weights were introduced 
into the tabulations to ensure proper representation 
in the sample. 

Introduction to Detailed Findings 

The following definitions are  provided for some 
of the sidebreaks by which the data are  analyzed. 
Other sidebreaks are self-explanatory. 

Occupation refers to the occupation of the chief 
wage earner in the household. 

City Size 
Non-Metro-Rural areas are  under 2,500 in popu- 

lation and are  not included in a metropolitan area. 
Non-Metro-Urban areas are places with 2,500- 

50,000 population which are not within a metropoli- 
tan area.  

Metro-50,000-999,999, is a place in a standard 

metropolitan statistical area with a population be- 
tween 50,000 and 999,999. 

Metro-1,000,000 and over refers to places in a 
standard metropolitan statistical area with a 
population of 1,000,000 or over. 

Population figures a re  taken from the 1970 Bureau 
of the Census. Note that for all places in a metropoli- 
tan area the criterion of size refers to the population 
of the metropolitan area. 

Geographic Regions 
The Northeast includes Maine, New Hampshire, 

Vermont, Massachusetts, Rhode Island, Connecticut, 
New York, New Jersey, and Pennsylvania. 

The North Central States a re  Ohio, Indiana, Illi- 
nois, Michigan, Wisconsin, Minnesota, Iowa, Mis- 
souri, North Dakota, South Dakota, Nebraska, and 
Kansas. 

The South is comprised of Delaware, Maryland, 
D.C., Virginia, West Virginia, North Carolina, South 
Carolina, Georgia, Florida, Kentucky, Tennessee, 
Alabama, Mississippi, Arkansas, Louisiana, Okla- 
homa and Texas. 

The West includes Montana, Idaho, Wyoming, 
Colorado, New Mexico, Arizona, Utah, Nevada, 
Washington, Oregon, California. 

Income is the total family income in 1971, before 
taxes. 

The Tables 
The tables read across. All figures in the body of 

the tables are  percentages. Where percentages add 
to more than 100, it is because of multiple answers. 
Some of the percentage distributions are based on 
small numbers of interviews. The reader is urged 
to interpret them with caution. 



Table B-1 

Suppose the Federal Gov- 
ernment must raise taxes 

substantially, which of these 
do you think would be the 

best way to do it? 

1. Collect a value added tax (vat), a form of 

national sales tax on things other than 

food and similar necessities 

2. Raise individual income tax rates 

3. Raise Money by reducing special tax treatment 

for capital gains and cutting tax deduction 

allowances for charitable contributions, state 

and local taxes, medical expenses, etc. 

4. Don't know 

Total U.S. Public 

Men 

Women 

18-29 Years of Age 

30-39 
4029 

50-59 

60 Years or over 

Less than High School Complete 

High School Complete 

Some College 

Professional 

Managerial 

Clerical, Sales 

Craftsman, Foreman 

Other Manual, Service 

Farmer, Farm Laborer 

Non-Metro - Rural 

Urban 

Metro-50,000-999,999 

1,000,000 or over 

Northeast 
North Central 

South 
West 

Under $5,000 Family Income 
$5,000-$6,999 
$7,000-$9,999 
$1 0,000-$14,999 
$1 5,000 or Over 

White 
Nonwhite 



No Children in Household 
With Children Under 18 

With Teenagers 12-1 7 

Own Home 
Rent Home 

Table 8-2 

Which do you think would be the next best way? 

1. Collect a value added tax (vat), a form of 
National Sales Tax on things other than 

Food and Similar Necessities 
2. Raise Individual Income Tax Rates 

3. Raise Money by Reducing Special Tax Treatment 
for Capital Gains and cutting Tax Deduction 
Allowances for Charitable Contributions, State 
and Local Taxes, Medical Expenses, etc. 

4. Don't Know 

Total U.S. Public 

Men 
Women 

18-29 Years of Age 

30-39 
40-49 

50-59 
60 Years or Over 

Less than High School Complete 

High School Complete 

Some College 

Professional 
Managerial 
Clerical, Sales 
Craftsman, Foreman 
Other Manual, Service 
Farmer, Farm Laborer 

Non-Metro - Rural 
Urban 

Metro-50,000-999,999 
1,000,000 or Over 

Northeast 
North Central 
South 
West 

Under $5,000 Family Income 
$5,000-$6,999 
$7,000-$9,999 
$1 0,000-$14,999 
$1 5,000 or Over 



White 
Nonwhite 

No Children in Household 
With Children under 18 

With Teenagers 12-1 7 

Own Home 
Rent Home 

Table B-3 

Suppose your State Government must raise taxes substantially, which of these do you 
think would be the best way to do it-State Income Tax, State Sales Tax, or State Property Tax? 

1. State Income Tax 

2. State Sales Tax 
3. State Property Tax 
4. Other 

5. Don't Know 

Total U.S. Public 

Men 

Women 

18-29 Years of Age 

30-39 
40-49 

50-59 
60 Years or Over 

Less than High School Complete 
High School Complete 

Some College 

Professional 
Managerial 
Clerical, Sales 
Craftsman, Foreman 
Other Manual, Service 

Farmer, Farm Laborer 

Non-Metro - Rural 
Urban 

Metro-50,000-999.999 
1,000,000 or Over 

Northeast 
North Central 

South 
West 



Under $5,000 Family lncome 

$5,000-$6,999 

$7,000-$9,999 
$1 0,000-$14,999 
$1 5,000 or Over 

White 
Nonwhite 

No Children in Household 
With Children under 18 

With Teenagers 12-1 7 

Own Home 

Rent Home 

1. Federal lncome Tax 

2. State lncome Tax 

Total U.S. Public 

Men 
Women 

18-29 Years of Age 

30-39 
40-49 
50-59 

60 Years or Over 

Table B-4 

Here is a list of the major types of Taxes in the country today. 
Which do you think is fairest? 

Less than High School Complete 

High School Complete 

Some College 

Professional 
Managerial 
Clerical, Sales 
Craftsman, Foreman 
Other Manual, Service 
Farmer, Farm Laborer 

Non-Metro-Rural 
Urban 

Metro-50,000-999,999 
1,000,000 or Over 

3. State Sales Tax 
4. Local Property tax 

5. Don't Know 

5. 

13 

10 
15 

10 
11 

12 

9 

20 

18 

9 
9 

9 

9 
11 

11 

15 
12 

22 
13 
8 

14 



Northeast 
North Central 

South 
West 

Under $5,000 Family lncome 

$5,000-$6,999 
$7,000-$9,999 

$1 0,000-$14,999 
$15,000 or Over 

White 
Nonwhite 

No Children in Household 
With Children Under 18 

With Teenagers 12-1 7 

Own Home 
Rent H o v e  

Table B-5 

Which do you think is the Worst Tax, that is, the Least Fair? 

1. Federal lncome Tax 

2. State lncome Tax 

State Sales Tax 
Local Property Tax 

5. Don't Know 

Total US. Public 

Men 

Women 

18-29 Years of Age 

30-39 
40-49 
50-59 

60 Years or Over 

Less Than High School Complete 
High School Complete 
Some College 

Professional 
Managerial 
Clerical, Sales 
Craftsman, Foreman 
Other Manual, Service 
Farmer, Farm Laborer 



Non-Metro-Rural 
Urban 

Metro-50,000-999,999 
1,000,000 or Over 

Northeast 
North Central 
South 
West 

Under $5,000 Family Income 

$5,000-$6,999 
$7,000-$9,999 

$1 0,000-$14,999 

$1 5,000 or Over 

White 
Nonwhite 

No Children in Household 
With Children under 18 

With Teenagers 12-1 7 

Own Home 

Rent Home 

Table 8-6 

From which level of Government do you feel you get the most 
for your money-Federal, State or Local? 

1. Federal 

2. State 
3. Local 
4. Don't know 

Total U.S. Public 

Men 
Women 

18-29 Years of Age 
30-39 
40-49 
50-59 
60 Years or Over 

Less Than High School Complete 
High School Complete 
Some College 

Professional 
Managerial 



Clerical, Sales 
Craftsman, Foreman 
Other Manual, Service 
Farmer, Farm Laborer 

Non-Metro-Rural 

Urban 
Metro-50,000-999,999 

1,000,000 or Over 

Northeast 

North Central 

South 
West 

Under $5,000 Family Income 

$5,000-$6,999 

$7,000-$9,999 
$1 0,000-$14,999 

$1 5,000 or Over 

White 

Nonwhite 

No Children in Household 
With Children Under 18 

With Teenagers 12-1 7 

Own Home 
Rent Home 

Table 8-7 

Here are three statements about taxes. Which of the statements agrees most with your own thinking? 

1. The Federal Government should start a Value Added Tax but should raise individual income taxes to help 

(A form of National Sales Tax) and use the money reduce Local Property Taxes. 

to help reduce Local Property Taxes. 3. The Federal Government should take neither of these 

2. The Federal Government should not start a actions to help reduce Local Property Taxes. 

Value Added Tax (A form of National Sales Tax) 4. Don't Know 

Total U.S. Public 

Men 
Women 

18-29 Years of Age 
30-39 
40-49 
50-59 
60 Years or Over 



Less Than High School Complete 

High School Complete 

Some College 

Professional 
Managerial 
Clerical, Sales 
Craftsman, Foreman 

Other Manual, Service 
Farmer, Farm Laborer 

Non-Metro-Rural 

Urban 
Metro-50,000-999,999 

1,000,000 or over 

Northeast 

North Central 
South 

West 

Under $5,000 Family Income 

$5,000-$6,999 
$7,000-$9,999 
$1 0,000-$14.999 
$1 5,000 or over 

White 
Non white 

No Chiidren in Household 

With Children Under 18 
With Teenagers 12-1 7 

Own Home 
Rent Home 





Appendix C 

State Studies And 
Bibliography on 

Property Tax Incidence 

State Studies 

Most State tax studies have made certain specified 
assumptions concerning the incidence of the property 
tax and have allocated the final burden of the tax 
according to these assumptions. These studies have 
generally followed the lead set by Richard A. Mus- 
grave in 1951 in assuming that the tax on owner- 
occupied residences is paid by the current owner 
and that the tax on rented dwellings is shifted to the 
tenant.' Other assumptions are  made for the other 
components of the tax. While the home value, rental 
cost, and other data for each income class vary 
slightly from study to study, the shifting (or non- 
shifting) assumptions are  the crucial part of the anal- 
yses. 

The following selective survey of State tax studies 
highlights their different approaches to property tax 
incidence. Where new data were collected especially 
for the particular study, the results are  cited in de- 
tail. Otherwise, the shifting assumptions and data 
sources are  summarized briefly. 

Michigan (1 958) 

Musgrave based his Michigan study on Census 
Bureau income data, consumer expenditure data 
from a Life magazine survey, data on the value of 
owner-occupied homes from the University of Mich- 
igan Survey Research Center, and data on Business 
Activities Tax collections. He assumed that property 
taxes on owner-occupied houses are  not shifted. 
Seventy-five percent of property taxes on local in- 
dustries, including rental housing, was assumed to 
be shifted to consumers, with the balance falling on 
the owners of land and not shifting. 

Wisconsin (1 959) 
The assumptions of the Wisconsin study are much 

the same as those made by Musgrave. The ultimate 
burden of the tax on owner-occupied residences is 
assumed to be borne by those who initially pay the 
tax. Property taxes applied to land used in businesses 
other than farming, including rental housing, are  as- 

sumed to fall entirely on the owner of the land. Busi- 
ness cost taxes, including property taxes on rental 
housing and other enterprises, a re  assumed to be  
shifted forward to the consumer. The income and 
value component distributions required for the anal- 
ysis come from Wisconsin and Federal income tax 
statistics and from data of the University of Michi- 
gan Survey Research Center. 

California (1 964) 
The California Assembly Interim Committee on 

Revenue and Taxation relied primarily on earlier 
studies of property tax incidence, including those in 
Michigan and Wisconsin. However, the Committee 
also reported the results of a survey of several hun- 
dred householders in eastern Los Angeles County in 
1959. The reported relation between income and 

Table C-1 
Relation of Household lncome to Property Tax 
For Homeowners, Los Angeles County, 1959 

Annual Household lncome Property Tax Payment as 
Percentage of lncome 

$ 3,000 6.95 

4,000 6.00 

5,000 5.35 

6,000 4.70 

7,000 4.15 

8,000 3.95 

9,000 3.80 

10,000 3.60 

11,000 3.10 

12,000 3.20 

13,000 3.26 
14,000 3.10 

15,000 3 .03 
16,000 2 .90 
17,000 2.86 

Source: California Assembly, op. cit., p. 29. 



Table C-2 
Relation of Household lncome to Property Tax 

For Married Homeowners, Minnesota, 1968 

Property Tax Payment as 
Percentage of lncome 

Annual 
Minnesota 

Gross lncome 
$ 2,000 

4,000 

6,000 

8,000 

10,000 

12,000 

14,000 

16,000 

18,000 

20,000 

Minnesota 
6.2 

4.1 

3.2 

2.7 

2.3 

2.1 

1.9 

1.8 

1.7 

1.6 

Minneapolis 
10.2 

6.1 

4.5 

3.6 

3.0 

2.6 

2.4 

2.1 

1.9 

1.8 

St. Paul 
7.1 

4.3 

3.2 

2.6 

2.2 

1.9 

1.7 

1.5 
1.4 

1.3 

Source: Hatfield, op cit., Appendix A 

property tax payments, of course, still assumes that 
the tax on owner-occupied dwellings is not capital- 
ized or shifted to wealth owners in general. 

Minnesota (1 970) 

A special study of a sample of married income- 
taxpayers who owned their own home and did not 
claim the senior citizens property tax credit was con- 
ducted for the Minnesota Property Tax Study. For 
each Minnesota county and large city, 1968 gross in- 
come was compared with homestead property tax 
payments. The portion of income going for property 
taxes was assumed to decline exponentially with in- 
come, and this relation was estimated by a log- 
linear regression. The results for the State as a whole 
and for its two largest cities are  shown in Table C-2. 
In addition to the non-shifting assumption, these 
numbers are  affected to some unknown extent by the 
various items of income excluded from State gross 
income. 

Connecticut (1 970) 
The Connecticut tax study is of particular interest 

because the allocation of the property tax among 
income groups was made under three alternative as- 
sumptions. The tax on single-family residences was 
assumed to be borne entirely by the owner; it was 
distributed among families in proportion to the Uni- 
versity of Michigan Survey Research Center data on 
the value of owner-occupied homes in the Northeast. 
The tax on multi-family properties was allocated by 
each of three assumptions-(1) all the tax is borne 

by the tenant, (2) all the tax is borne by the land- 
lord, and (c) one-third of the tax is borne by the land- 
lord and two-thirds by the tenant. In cases where 
the tax was assumed to be borne by the tenant, it was 
allocated on the basis of the Survey Research Center 
distribution of rental payments. The tax borne by ip- 
corporated landlords (half of the tax on multi-family 
dwellings) was allocated according to the Internal 
Revenue Service distribution of dividends received. 
The tax borne by unincorporated landlords was al- 
located according to the IRS distribution of rental 
income. 

New Jersey (1972)7 

.The New Jersey Tax Policy Committee published 
estimates of effective property tax rates in New 
Jersey by income class. These figures were derived 
by the usual process of making assumptions about 
the tax's incidence and distributing tax payments in 
accord with some proxy variable.8 It was assumed 
that property taxes on owner-occupied residences 
fall solely on homeowners. The net burden was al- 
located among income classes according to reports 
from households on property taxes owed on owner- 
occupied housing. Property taxes on rental resi- 
dences were assumed to be shifted entirely to ten- 
ants and were allocated according to rental outlays. 

Table C-3 
Relation of lncome to Property Tax For Home- 

owners, Guelph, Ontario, 1968 

Gross lncome Class 

Source: Ontario, op cit., p. 97. 

Property Tax Payment as 
Percentage of lncome 

9 

8 
7 

6 

6 

5 

5 

5 

5 
4 
4 
4 
4 
4 

4 
3 

3 
2 



Taxes on businesses and farms were assumed shifted 
forward onto customers. 

Ontario (1 972) 
The Department of the Treasury of the Canadian 

Providence of Ontario, while designing a provincial 
property tax credit scheme, undertook a detailed 
study of the incidence of the property tax. The On- 
tario analysis matched the income and property 
taxes of over 11,000 taxfilers (i.e., homeowners) in 
the city of Guelph. Both gross income and property 
tax data pertained to 1968. 

FOOTNOTES 

'Richard A. Musgrave, et al., "Distribution of Tax Pay- 
ments by Income Groups," National Tax Journal, 4: 1-53 
(Mar.. 1951). 

2Richard A. Musgrave and Darwin W. Daicoff, "Who Pays 
the Michigan Taxes," in Michigan Tax Study Staff Papers 
(Lansing: 1958). 
3Harold W. Groves, Donald Knight, et al., Wisconsin's State 
and Local Tax Burden (Madison: U.  of Wis. Tax Study 
Comm., 1959). 
'California Assembly Interim Committee on Revenue and 
Taxation. Taxation of Property in California (Sacramento: 
19641. 
5Rolland Hatfield, Report to the Governor's Minnesota 
Property Tax Study (St. Paul: State Planning Agency, 19701. 
=A. Thomas Eapen and Ana Navarro Eapen, Incidence of 
Taxes and Expenditures of Connecticut State and Local 
Governments, Fiscal Year 1967 (Hartford: State Revenue 
Task Force, 1970). 
'New Jersey Tax Policy Committee, Report, Part 11, The 
Property Tax (Trenton: 1972). 
8Jeffrey M. Schaefer, unpublished manuscript prepared 
for the New Jersey Tax Policy Committee. 
=Ontario Ministry of Treasury, Economics, and Intergov- 
ernmental Affairs, Analysis of Income and Property Taxes 
in Guelph (Toronto: October 1972). 
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Appendix D 

The Property Tax and 
Life-Cycle Income 

In discussing the relationship of the property tax to 
income, some observers believe that it is inappro- 
priate to look at a single year's cash income or Fed- 
eral adjusted gross income (AGI). They say past in- 
come should also be  considered. This stems from the 
life-cycle income hypothesis which holds that a per- 
son knows in advance that there will be  some years 
in which he  has little or no income (e.g. retirement 
years], that he  does not want his consumption to 
fluctuate in the same way that his income does, and 
that therefore h e  refrains from spending all his in- 
come (i.e., h e  saves) in years in which his income is 
high to be able to consume more than his income in 
years in which it is low. 

The life-cycle nature of expenditures and income 
raises the possibility that housing expenditures may 
be proportional to lifetime income. People do not 
generally change living accommodations every time 
their income changes and frequently remain in the 
same house after retirement. Statistics relating hous- 
ing expenditures (or property taxes, which affect 
housing expenditures) to current income therefore 
show that low-income persons spend a larger pro- 
portion of their income on housing than higher- 
income persons, even if housing expenditures a re  
proportional to lifetime income. The data for higher 
current-income groups include some persons in their 
peak earning years while the data for lower current- 
income groups include some people whose current 
income is considerably below their own peak. From 
this point of view, the property tax, to the extent 
that it raises the cost of housing, would be in a basic 
sense a proportional rather than a regressive tax. 

As yet, empirical evidence on the relationship be- 
tween lifetime income and housing expenditures 
does not provide a firm basis for policymaking. Con- 
flicting results have been presented on this relation- 
ship.' More basic, however, is the fact that basing 
policy on the life-cycle approach does not allow for 
unforeseen changes in circumstances. Many persons 
whose past income was sufficient and who could 
have saved enough for today's needs were not suf- 
ficiently prescient to know how much they would 
need today. Part of the current property tax com- 

plaint lodged by the elderly stems from the failure 
to anticipate a long and sustained period of inflation. 
Inflation drives up  the cost of public services and 
governments pass increased costs on to the home- 
owner in the form of higher property taxes. 

Increased costs are  also passed on in the form of 
higher State income taxes. Income taxes, however, 
affect mainly current wage-earners while the prop- 
erty tax increase also affects those who have com- 
mitted themselves to a house in the distant past, and 
lack the means to increase current income. It should 
also be noted that the cost of public services rises 
faster than the general price level because of the 
labor-intensive nature of the public sector. Those 
who committed themselves to homeownership years 
ago could not have foreseen the increase in union 
activity in the public sector and its impact on govern- 
mental costs and taxes. 

Even when the future is properly foreseen, the 
problem remains of the weakness of the human spirit. 
The prospect of immediate pleasures is frequently 
so great that a person cannot restrain himself from 
spending too much and from putting off the act of 
saving. "If I discount the future, then, when that fu- 
ture day becomes the present, I shall kick myself," 
says Joan Robinson. In a basic sense, the person who 
suffers in his retirement years because he  did not 
save enough in his younger years is not the same 
person who did not save for his future. His goals, his 
attitudes, his beliefs, his values have all changed. 
And he  does not have the capacity now to undo the 
past or to earn a sufficient income in the present. H e  
is, at least in an economic sense, "a man with a fixed 
past and an  empty future." 

FOOTNOTES 
'Frank de Leeuw, "The Demand for Housing," Review of 
Economics and Statistics, 53: 1-10 (February, 1971). Sherman 
Maisel, James Burnham and John Austin, "The Demand for 
Housing: A Comment," Review of Economics and Statis- 
tics, 53:410-13 (November, 1971). Henry Aaron, Shelter and 
Subsidies: Who Benefits from Federal Housing Policies? 
(Washington: The Brookings Institution. 1972). Chapter 2 
of the latter work has an excellent explanation of the dif- 
ficulties of obtaining accurate data for these studies. 





Appendix E 

State Programs for 
Relieving Property 
Tax Overloads- 

The Circuit Breaker 
Approach 

The tax-credit/tax-rebate technique for granting a 
partial real estate tax exemption to the low-income 
homeowner has been studied widely. The relevant 
literature has largely supported this approach. How- 
ever, the majority of the States utilizing the tech- 
nique have limited its coverage to their low-income 
elderly. 

First introduced in Wisconsin in 1964 and later in 
Minnesota (1967), a number of States have since 
introduced the system. Moreover, a large number of 
the remaining States have shown considerable inter- 
est in its use. Some major reasons for this interest 
may be summarized as follows: 

*States and local governments have become 
increasingly aware of property tax inequities 

and burdens on particular citizen groups. 

*The optimum role of the property tax as a 
local source of revenue has come under increas- 
ing debate, especially in regard to the appro- 
priate role of exemption policies. 

* A  strong interest in tax reform in general and 
in an equitable distribution of aggregate tax bur- 
dens among the various sectors of society in par- 
ticular, has developed. 

*State and local governments a re  becoming 
increasingly aware of the inequities of the ex- 
isting methods used in granting partial or com- 
plete real estate tax exemptions to selected 
citizen groups. 

Part I 
The 

Ta 
"Circuit-Breaker" Approach for Granting Property 

x Relief With Special Emphasis on Wisconsin and 
Minnesota 

By Billy D. Cook 
Assistant Director for Fiscal Planning and  Research 

Department of Finance and  Revenue 
Washington, D.C. 

In an  attempt to review the experiences States 
have had with the circuit-breaker system visits were 
made to Wisconsin and Minnesota". Discussions 
were held with a wide variety of public officials, 
including, elected officials, program administrators, 
State and local tax officials, political leaders and 
officials of aging commissions. Presented below a re  
some results of these discussions. 

Wisconsin 
Wisconsin was the first to introduce the circuit- 

breaker. The States which have since introduced the 
system have followed, in large part, the basic ideas 
of the Wisconsin approach. Accordingly a brief pre- 
sentation of the background in Wisconsin leading to 
the introduction of the system there, and later in 
other States, is appropriate. 

A revenue survey commission in 1960 examined 
the State-local tax problem and expressed the view 
that a property tax relief program costing upwards 

*Additional visits to Vermont and Maine a re  discussed in 
Part I1 of this Appendix. 



of $100 million should be  initiated in Wisconsin and 
that a sales tax was the most logical means of financ- 
ing it under the existing circumstances. It further 
stated that the relief program should be discrimi- 
nating. The commission noted (hat while some prop- 
erty taxpayers might be overburdened, by no means 
all of them were. Similar observations had been 
made by a 1958 tax study committee. 

Both tax studies noted that the property tax con- 
stitutes a heavy burden on housing, especially for 
those who are  relatively rich in terms of housing 
assets but are  income-poor. Both dealt critically with 
proposals for a general homestead exemption, not- 
ing that it would be relatively expensive and would 
provide relief to many whose property taxes were 
not an  undue burden, but nothing at all for needy 
tenants. 

The Wisconsin legislature took note of this advice 
and responded as follows: 

1) Additional revenues, the result of a newly im- 
posed selective sales tax, were destined to absorb 
half of the levies on merchants', manufacturers' and 
farmers' inventories. 

2) General property tax relief was initiated, but 
only to communities with average full value rates 
in excess of 14 mills and in proportion to the excess. 

3) Homestead relief was pinpointed by confining 
it to the aged (65 and over) with low incomes and 
extraordinary tax burdens. However this phase was 
not implemented until April 1964 when the State had 
a general fund surplus. 

With this latter enactment the new era in granting 
partial real estate tax exemptions was begun-the 
circuit-breaker was born. Wisconsin was the parent 
-the State was to finance it, and low-income elderly 
homeowners and renters who were faced with inor- 
dinate residential real estate tax burdens were the 
recipients. 

In a paper on the first year's experience and oper- 
ation of the new Wisconsin program, the author 
recalled Sydney Smith's lively description of the 
career of the schoolboy, which was a relevant sum- 
mary of the various considerations and rationale of 
those primarily responsible for the program's in- 
troduction in Wisconsin.' Smith told of the school- 
boy who "whips his taxed top, who rides, as a youth, 
on a taxed horse with a taxed bridle along a taxed 
road, who dies at last, in a bed taxed 22 percent, 
after taking his last drop of medicine, taxed 7 per- 
cent, in a spoon taxed 15 percent; his virtues a re  
handed down to posterity upon taxed marble, and 
he  is then gathered to his fathers, to be taxed no 
more." It was noted that the new Wisconsin tax 
relief program provided a break in this life cycle- 
the circuit had been broken for the low income 
elderly in Wisconsin prior to their being gathered to 
this fathers to be taxed no more. 

Passage of the Wisconsin program was substan- 
tially assisted by the recommendations of two pre- 
vious tax studies by commissions which provided a 
large degree of objectivity, thereby removing some 
of the political gamesmanship usually associated 
with the introduction and passage of such programs. 
Moreover, passage was materially assisted by the 
presence of a general fund revenue surplus which 
provided funds for program financing without the 
political difficulties usually associated with tax in- 
creases necessary to finance new programs. 

Given these factors, the program received support 
from all political parties, old-age groups and associ- 
ations and the general public. Most officials with 
whom the program was recently discussed indicated 
that the most important reasons for program support 
were: the high level of real estate tax burdens gen- 
erally, and those faced by the low-income elderly in 
particular; and,  the rate of increase in real estate 
tax burdens in the State. 
The Original Wisconsin Proposal 

The original proposal (except for a similar bill that 
got nowhere in the legislature) would (a)  pay 50 per- 
cent of the property tax above 5 percent of the total 
income of persons 65 years of age or older, up to a 
maximum homestead relief payment of $100 per 
year; and (b) pay identical relief to persons aged 65 
and older who lived in rental housing, with 25 per- 
cent of the rent to be considered as equivalent to a 
property tax payment. 

The relief was to be distributed directly to the 
taxpayer in the form of an  offset against income 
taxes due or a direct refund when relief exceeded 
income tax liability. The bill as finally passed con- 
tained these original tenets, but was somewhat modi- 
fied. 

Stated simply, the bill that passed provided no 
relief if household income was more than $3,000, and 
limited the amount of tax or rent paid constituting 
taxes in computing relief to $300.002 The amount of 
relief granted was a function of the levels of income 
and tax burden. For those with household incomes 
below $2,000, taxes had to exceed 5 percent of in- 
come before they were considered excessive and for 
those having household incomes above $2,000, taxes 
had to exceed 20 percent of income before being 
deemed an excessive burden. After determination 
of that part of the tax burden considered excessive, 
75 percent of the part considered excessive was re- 
mitted if household income was below $1,000 and 
50 percent was remitted for those whose household 
incomes exceeded $1,000. 

During the first year of operation (1965) $2,829,426 
was granted to 30,714 beneficiaries for an  average 
benefit of $59.56. 

Along Comes Minnesota 
Minnesota passed a senior citizens' income tax 



credit or tax rebate system for low-income elderly 
homeowners and renters in 1967. This program was 
part of the "Tax Reform and Relief Act of 1967." 

Discussions with various Minnesota officials who 
were close to the developments surrounding passage 
of their program indicated the following: The pro- 
gram had broad support from the aged, from organi- 
zations representing the aged, and from the general 
public. A number of hearings were held throughout 
the State and over 30 bills were introduced in two 
consecutive legislative sessions. Although no politi- 
cal objections were leveled specifically at the relief 
program, substantial objections were made to other 
parts of the overall tax reform bill of which the 
relief program was only a part. Indeed, some sug- 
gested that the relief program along with other items 
was introduced, in part, to sweeten the entire tax 
reform package and assist in its passage. Moreover, 
the relief part of the tax reform bill obtained broad 
political and general support because of existing 
levels of real estate tax burdens and their rate of in- 
crease. Given these conditions, substantial and 
general support was forthcoming, with special con- 
cern for the tax burdens faced by the low-income 
elderly. 

The 1967 Minnesota program was fashioned after 
the Wisconsin program. The income concept used 
(household income of claimant and his or her spouse 
when present in the household) was similar to the 
Wisconsin program. However, unlike the original 
Wisconsin law, Minnesota did not include income 
from other members of the household beyond claim- 
ant and spouse, and the household income ceiling 
was fixed at $3,500 compared to $3,000 in Wisconsin. 
Whereas 25 percent of rent was used in Wisconsin, 
20 percent of annual rent was used as an  in-lieu 
real estate tax for renters in Minnesota. The most 
significant difference in the two programs was in 
the method used in computing relief. Unlike the 
graduated rates used in Wisconsin to measure ex- 
cessive tax burdens, coupled with the use of two 
percentages to calculate the actual amount of the 
excessive tax burden to be remitted, the Minnesota 
program relieved a prescribed percent of the tax 
burden. The percent of tax burden relieved varied 
inversely with the level of household income. Those 
percentages ranged from 75 percent of the tax bur- 
den for households with incomes from $0-$500, to 
10 percent for those having incomes from $3,000 to 
$3,500. 

Administration of the relief programs in both 
States was similar. Both use the individual income 
tax return as the vehicle on which to claim a tax 
credit. Direct refund payments a re  made in those 
cases where income taxes are  not due. The data re- 
quired to be submitted by renters and the adminis- 
trative methods used are  similar in both Wisconsin 

and Minnesota. Each State requires homeowners to 
attach copies of their real estate tax bills to their 
relief applications. 

Data on the first year program costs and coverage 
for Minnesota indicates that 16,727 elderly home- 
owners and renters obtained benefits of $639,186, 
providing an  average relief of $38.21. 

Changes Made to Original Programs 
Both Wisconsin and Minnesota have made exten- 

sive changes in their programs. Only the major pro- 
gram changes are  presented below. 

Wisconsin 
Wisconsin has made a number of changes during 

the last several years to increase both program 
coverage and benefits. Successive changes were 
made raising the income ceiling from $3,000 to $5,000, 
by increasing the maximum tax used in computing 
relief from $300 to $500. Household income was re- 
defined to exclude income of household members 
other than the claimant and his or her spouse, when 
present. Also removed from the income base was 
the prior year's homestead relief payments. The 
age limit has been reduced from 65 to 62 (60 for 
totally and permanently disabled]. The present per- 
centages of excessive tax burdens that are  relieved 
are  75 percent for those with household incomes 
below $1,000 and 60 percent for those having house- 
hold incomes greater than $1,000. Another change 
removed the necessity of prorating taxes between 
residential and rental, farm or business use, pro- 
viding the tax on the homestead is covered by a 
single real estate tax bill and does not include more 
than 40 acres of land [previously one acre). A num- 
ber of other changes which have improved program 
administration and reduced the complexity of the 
program for claimants have been introduced. Pro- 
visions have been introduced permitting program 
claims to be filed during any time of the year and 
relief is now granted to those qualifying who reach 
age 62 any time during the year (previously claim- 
ants had to be 65 on January 1 of the year for which 
claims were filed). 

Minnesota 
Minnesota has also changed its program to in- 

crease both the number of households covered and 
to provide greater benefits. The household income 
limit was increased from $3,500 to $5,000. The maxi- 
mum property tax or rent constituting property taxes 
used in computing relief has been increased from 
$300 in 1967 to $800 in 1971. Simplified provisions for 
computing credit or relief, along with provision of 
tables from which tax relief can be read directly, 
have been introduced. The household income defi- 
nition has been changed to enable those receiving 



public assistance benefits to qualify for the program. 
Moreover, the filing deadline has been extended to 
permit claimants more time to file their claims. 

Fiscal Effect of the Statutory Changes 

The combined fiscal effect of the 1966 Wisconsin 
program revisions was to increase tax relief paid 
from slightly less than $2 million to over $5 million 
and to expand the number of claimants from about 
35,000 to 70,000 in 1968. Tax relief paid remained 
stable during the first two years of program oper- 
ation, but increased greatly in 1966 and thereafter 
because of the liberalization provisions introduced 
in 1966. 

The 1966 program changes having the major fiscal 
and coverage impact were as follows. Most signifi- 
cant was the change involving the formula used for 
measuring excessive tax burdens in relation to 
household income. These changes reduced the 5 to 
20 percent rates to 3 to 15  percent with an increased 
number of intermediate steps. The household in- 
come limit was increased from $3,000 to $3,500 by 
increasing the amount of tax or rent paid constitu- 
ting taxes used in computing tax relief. Although a 
number of other program changes were introduced 
in the 1966 amendments, none was of major signifi- 
cance in terms of aggregate relief levels and program 
coverage. 

The 1966 law change resulted in increasing average 
relief payments in 1966 by 45 percent while increas- 
ing the number of recipients by 90 percent over 1965. 
The effect of the 1966 law changes can be demon- 
strated by computing Claimant A's relief under the 
two programs. Assume Claimant A has a tax of $200 
and a n  income of $1600; his relief under the previous 

law would be $60. Under the liberalized law, he  
would obtain $88 of relief. 

Complete data covering more recent changes in 
the Wisconsin program are not yet avail?ble. How- 
ever, these changes (a) increased the income limit 
to $5,000 by i~c reas ing  to $500 the maximum tax that 
can be used to compute the amount of relief; (b) 
modified the set of graduated percentages to 5 per- 
cent, 10 percent and 14 percent; (c) reduced the age 
from 65 to 62 (60 for those totally and permanently 
disabled; and (dl made other minor changes which 
will increase both program coverage and costs. Esti- 
mated coverage will likely increase by 12,000 to 
18,000, while program costs will increase, though at 
somewhat lower rates of increase than program 
coverage. 

The program changes in the Minnesota law with 
major fiscal and coverage impact are  as follows: 
(a) increasing the income limit from $3,500 to $5,000; 
(b) increasing the limit on the amount of property 
tax liability eligible for tax relief from $300 to $800; 
and (c) including as qualified claimants those who 
receive public assistance. Although complete data 
are not yet available, current information indicates 
that program coverage will increase from approxi- 
mately 52,000 (1970) to a n  estimated coverage of 
84,000 in 1971-a 62 percent increase largely as the 
result of program changes. Program costs will in- 
crease substantially, but at lower rates of increase 
than that for program coverage. 

Impact on Households 

Table 21 (pg. 45) presents the main features of the 
State circuit-breaker programs that were in effect 
by early 1973. Additional information relating to 

Year 
No. of 
Claims 

Table E-1 
Program Coverage and Benefits, Wisconsin and Minnesota 

Elderly Tax and Rent Relief Programs, 1965-1971 

WISCONSIN 

Tax 
Credits 
($000) 

26 
5 

100 
131 

93 

110 
98 

Cash 
Refunds 
($000) 
1,803 
2,085 
5,102 
6,011 
6,036 
7,114 
6,642 

Total 
Tax 
Relief 
($000) 
- ,829 
2,090 
5,202 

6,142 
6,129 
7,224 
6,740 

'Paid during following fiscal year. 
2Wisconsin has received approximately 81,000 returns through May, 1972. 
-NA-Data not available. 

MINNESOTA 

No. of Tax Tax 
Claims Credits Refunds 

($000) ($000) 
- - - 

Total 
Tax 
Reliefi 
($000) 
- 



To bl e E-2 
Selected Data, By lncome Class, Wisconsin Program, 1970-71 

Average Average Percent Tax Tax 
Household Number Average Tax Tax Tax Burden Burden 

Income of Household Before After Burden Before After 
Class Claims Income Relief Relief Relieved Relief' Relief* 

$ 0- 499 

500- 999 

1,000-1,499 

1,500-1,999 

2,000-2.499 

2,500-2,999 

3,000-3,499 

3,500-3,700 

Total 

'Tax burden is expressed as the percent of average household income allocated to pay taxes before and after the relief program. Property 
taxes include rent paid in lieu of taxes for renters. 
NC-Not computed 

amounts of relief at various property tax and income 
levels for some of the States with such relief pro- 
grams a re  presented in tables E-6 through E-10. 

With this brief review of the background of these 
two program, our next consideration is an  analysis 
of their coverage, costs and impact. Table E-1 pre- 
sents the relevant data for the Wisconsin program 
from fiscal 1965 to fiscal 1971 and for the Minnesota 
program for calendar years 1967 to 1971. 

As indicated in Table E-1, the Wisconsin program 
has reached a larger number of households and pro- 
gram costs have been greater. However, the number 
of current-year claims now being processed in each 
State appear to be  approximately equal. It should be  

- 

noted that these aggregate data do not reveal signi- 
ficant aspects of each of these programs. Tables E-2 
and E-3 provide a more detailed analysis with re- 
spect to their impact upon those households covered. 

Data presented in Tables E-2 and E-3 indicate that 
incomes of the elderly in both States are similar, 
while real estate tax burdens paid by the elderly in  
Wisconsin are  nearly twice those of Minnesota. 
Note also the high degree of regressivity of the real 
estate tax before relief [Column 7 in each table). 
However, the relief programs in both States have 
essentially made the real estate tax a proportional 
tax for those covered by them [Column 8). 
While the Wisconsin program relieved an  average 

Table E-3 
Selected Data, by lncome Class, Minnesota Program, 1970 

Average Average Percent Tax Tax 
Household Number Average Tax Tax Tax Burden Burden 

Income of Household Before After Burden Before After 
Class Claims Income Relief Relief Relieved Relief* Relief' 

$ 0- 499 

500- 999 

1,000-1,499 
1,500-1,999 
2,000-2,499 
2,500-2,999 
3,000-3.499 
Total 

'Tax burden is expressed as the percent of average household income allocated to pay taxes before and after the relief program. Property 
taxes include rent paid in lieu of taxes for renters. 
NC-Not computed 



of 28 percent of the tax burden overall, the Minne- 
sota program reduced the burden by 35 percent. 
Furthermore, 16 percent of average household in- 
come was required to pay these tax burdens in Wis- 
consin. In Minnesota only 9 percent of average 
household incomes was allocated to payment of real 
estate taxes before relief. The percentages of income 
needed to pay real estate taxes after relief were 1 2  
percent in Wisconsin and 6 percent in Minnesota 
(Column 8, Tables E-2 and E-3) 

Table E-4 
Comparative Tax Burdens Paid by Program 

Recipients, Wisconsin and Minnesota, Before 
and After Tax Relief 

Minnesota 
Household Percent Average Tax Burden is 

Income of Wisconsin Average Tax Burden 
Class Before Relief After Relief 

Source: Tables E-2 and E-3 

The real estate tax relief program for the elderly 
utilized by Wisconsin and Minnesota theoretically 
should provide assistance to two groups of people: 
those who a re  indeed impoverished, and those who 
have substantial assets in the form of residential 
property, but have low household incomes from 
which to pay property taxes. Data presented in the 
next section indicate the dominant place of the im- 
poverished among the relief recipients in both 
States. 

Characteristics of Program Recipients' 
l ncome 

Data related to the 1966 Wisconsin program indi- 
cate the following: Over 93 percent of the program 
recipients had household income below $3,000, with 
62.5 percent below $2,000 and 15.4 percent below 
$1,000.3 

Adjusted gross income accounted for only 32.5 
percent of household income. The major sources of 
these incomes were, in order of importance, interest, 
rent and wages. Income sources not a part of ad- 
justed gross income accounted for 67.5 percent of 
household income. These nontaxable income sources 
in order of importance were,  social security (54.0 
percent), tax relief payments (4.5 percent), veteran's 

disability payments (2.4 percent), railroad retire- 
ment (2.3 percent) and interest on U S .  securities 
(1.3 percent). All other pensions and annuities ac- 
counted for only 3 percent of the nontaxable income 
sources. 

Data covering the 1969 Minnesota program indi- 
cate the following: 90 percent of the program recipi- 
ents had household income below $3,000, with 52.8 
percent below $2,000 and 10.3 percent below $1,000. 
Taxable income accounted for 31 percent of house- 
hold income. The major sources of taxacle income in 
order of importance were: dividends and interest, 
wages, other income sources, rent, business and 
farm income. Nontaxable income sources in order 
.of their importance were social security (55 percent) ,  
veteran's pension (5.5 percent), other pensions (4 
percent), railroad retirement (3 percent), with all 
other sources of only minor importance. 

Comparison of the components of program recipi- 
ents income between taxable and  nontaxable as well 
as the relative importance of each income source in 
each of these two States are  very similar. Moreover, 
there is a striking similarity in the distribution of 
program recipients' household incomes in both 
States. 

In addition to income components and levels of 
those under the various relief programs, other in- 
come-related issues and questions are  often raised. 
Some of these are  as follows: (a)  what is low in- 
come?; (b) what level of income should be used as 
the income limit above which the elderly or non- 
elderly (if the program covers all low income) would 
not qualify for program benefits?; (c) what is the 
appropriate role of asset tests?; (dl what is an  ade- 
quate income measure to use?; and (e) what time 
period should an income concept cover? These ques- 
tions and issues are  listed as illustrative only and no 
attempt is made to be all inclusive, nor will we at- 
tempt to provide answers to them, specifically. Ap- 
propriate answers will depend to a large degree 
upon the area and State considering the program as 
well as the fiscal institutional setting with respect to 
which the relief programs are  considered. 

The most basic consideration, however, under- 
lying all these income-related issues, one which 
should always be borne in mind, is that the use of 
the income concept in the first instance is to achieve 
one purpose-a measure of the ability to pay real 
estate taxes. Given this important objective, the 
income concept should be one which covers all in- 
come sources. Thus, it necessarily will include in- 
come not presently a part of income definitions used 
for Federal, State and local individual income tax 
purposes. 

What is the appropriate role of asset tests for in- 
clusion in these relief programs? Most States do not 
make use of asset tests, due largely to their recog- 



nition of the added administrative difficulties associ- 
ated with their use. Rather, an  alternative to an  asset 
test is used, namely, provision of a limit on the 
amount of relief that any one claimant may receive, 
coupled with audit programs. As a practical matter, 
these devices can be made to work effectively with- 
out the undue administrative problems introduced 
when asset tests are provided. 

However, if States extend their program coverage 
to all low income (removing the present age limits) 
additional considerations regarding the adequacy 
of the "annual" household income concepts a re  in- 
troduced. The problem of income timing and averag- 
ing, especially for farmers and small businessmen 
would present itself. This problem would be similar 
in nature to that faced by the various negative in- 
come tax proposals, The introduction of income 
averaging procedures coupled with limitations 
placed upon the amount of relief granted and audit 
programs could help in reducing or removing this 
problem. 

In addition to these income issues, other important 
and related policy questions a re  often raised re- 
garding those most appropriate for program cover- 
age. Important among these are questions with re- 
spect to the program coverage provisions for home- 
owners versus renters. 

Homeowners versus Renters 
Seven States- Wisconsin, Minnesota, Vermont, 

Colorado, Maine, West Virginia and Illinois-explic- 
itly extend their real estate tax relief programs to 
renters. Each of these States measures the amount 
of in-lieu real estate tax payments of renters by 
using a percentage of annual rental payments for 
occupancy and/or shelter rent only. These percent- 
ages range from 10 to 30 percent. 

The actual amount of the real estate tax com- 
ponent of rent is difficult to determine. Questions 
regarding the incidence of the property tax are  often 
raised. The difficulty in measuring the degree of 
shifting real estate taxes forward from the landlord 
to the tenant introduces the many complexities in- 
volved in attempts to measure the incidence of real 
estate taxes. 

There are essentially two basic approaches by 
which these specific rental factors representing in- 
lieu real estate tax payments of renters can be made. 
First, results from any attempt to estimate the in- 
cidence of the tax upon renters can be used as a 
basis upon which rental factors can be determined. 
Second, once the level of relief is determined in 
relation to household income before relief for 
homeowners, the percent of rent used for tenants 
may be set on the basis of horizontal equity between 
homeowners and renters. For example, if the tax 
relief provided the homeowner having an  income of 

$1,000 is, say, 10 percent of income, or $100, a percent 
of annual rent that provides the renter with a $1,000 
income, 10 percent of his income or $100 in relief 
could be established. This approach has been la- 
beled the income method as distinguished from the 
tax-incidence or tax-shifting method. 

The major problem with the tax-incidence method 
is the difficulty in measuring the actual tax burdens 
of renters. However, a number of criticisms may be 
presented against the income approach, although we 
have recommended its use on a number of occa- 
sions. Perhaps the most important criticism of the 
method relates to the fact that no direct attempt is 
made to measure actual real estate tax burdens 
borne by tenants. 

Moreover, if actual tax burdens borne by tenants 
are,  in fact, lower than for homeowners, the income 
method would likely relieve a higher percentage of 
the actual tax burden borne by renters and a cor- 
respondingly lower percentage of the tax burden 
borne by homeowners. It is likely, also, to provide 
higher rental factors for tenants than those estab- 
lished by use of the tax incidence method. 

However, the income method has the practical 
virtue of simplicity. Use of the income method to 
establish annual rental factors for tenants can also 
be used to provide the following predetermined 
relief program policy implications as between home- 
owners and renters. 

a) Rental factors can be developed that provide 
lower average relief for renters than that provided 
for homeowners at a given income level. 

b) Rental factors can be  developed that provide 
equal average relief for homeowners and renters at 
a given income level. 

c) Rental factors can be developed that provide 
higher average relief for renters than that provided 
homeowners at a given income level. 

The percentages of annual rent currently in use 
are  not sufficiently high to provide the results as 
outlined in (b) above. Rather, current rental factors 
used provide relief results to homeowners vs. renters 
similar to that outlined in (a)  above. For example, 
using 1966 data, the author and Kenneth Quindry 
presented evidence in a previously published paper, 
indicating that Wisconsin would have to increase its 
25 percent factor used for tenants to 32.6 percent, to 
assure that renters' relief would be similar to home- 
owners' at similar levels of income [ [b) above). 
More recent data (1970) on the average relief pro- 
vided homeowners vs. renters are  presented in 
Table E-5. 

The lack of horizontal equity of the relief pay- 
ments a s  between homeowners and tenants is ap- 
parent. Similar data for Minnesota shows that aver- 
age relief payments there to homeowners are  higher 



Table E-5 
Selected Data, Wisconsin Program 

Average Relief of Homeowners versus Renters, 1970 

Household 
lncome 

Class 
$ - 0  

1- 499 

500- 999 

1,000-1,499 

1,500-1,999 

2,000-2,4999 

2,500-2,999 

3,000-3,499 
3,500-3,699 

Homeowners 
Average Average 

Income Relief 
$ 0  $21 6 

346 184 

81 6 162 

1,272 130 
1,751 122 

2,240 101 
2,740 70 

3,231 34 
3,582 9 

Total $2,127 $1 00 

Source: Wisconsin Department of Revenue 
NC-Not Computed 

Renters Renters Relief 
Average 
lncome 
$ 0  

430 

81 9 

1,281 
1,744 

2,233 
2,722 

3,209 
3,585 

$1 $1 4 

Average 
Relief 
$1 59 

110 

102 

69 
70 

60 

45 

26 
6 

$65 

as percent of 
Homeowners Relief 

74 % 
60 

63 

53 
5 7 
59 

64 

76 
6 7 

Average 

Relief As Percent of 
Average lncome 

Homeowners Renters 
N C NC 
53 26 
20 20 

10 5 
7 4 

5 3 
3 2 
1 1 
- - 

than those to tenants at similar income levels. 
We should note that from a legal standpoint, the 

Wisconsin law is not tax relief but strictly relief. 
In State Ex Rel. Harvey v. Morgan (1966), 30 Wis. 
(2d) 1, the Wisconsin Supreme Court stated, "Basi- 
cally and in fact this is a relief measure, enacted 
under the police power of the state. The act takes 
shelter, a major cost-of-living item, as a factor upon 
which relief is predicated. Important components of 
shelter cost are alternatively rent and property 
taxes." The tour t  also stated that "this is in no way 
a property tax law" and "the relief granted is to 
the aged needy and is not property tax relief." 

Thus, the question is not whether property taxes 
average 25 percent of rent, but whether or not using 
the 25 percent figure accurately reflects the need of 
renters versus homeowners. The statistics from the 
1970 Wisconsin returns [Table E-5) clearly indicate 
that homeowners receive more relief than renters, 
given the same income level. 

Furthermore, it can be easily established that the 
annual cost to the elderly renter for housing is great- 
er  than that of the elderly homeowner in the major 
Wisconsin cities. [See data published by the U.S. 
Department of Labor, Bureau of Labor Statistics in 
3 Budgets for a Retired Couple in Urban Areas of the 
U.S.) .  Data from the same publication indicate simi- 
lar results for urban areas in Minnesota. 

Therefore, elderly renters apparently face higher 
total shelter costs than elderly homeowners, while 
the net worth of the homeowner would generally be 
higher than that of the renter because of the equity 
in the home. In addition, the quality of housing also 
may be higher for elderly homeowners. Add to this 

the fact that tax advantages available to the home- 
owners are not equally available to tenants. In any 
event, at the same level of income, the economic 
status of the homeowner may definitely be  higher 
than that for the renter-a fact which should be 
recognized in whatever method is used in establish- 
ing the level of relief to be provided renters by these 
relief programs. 

Rental factors for tenants should at least provide 
equal relief between homeowners and renters hav- 
ing equal income. However, an  interesting case can 
be made in support of point (c) above, which pro- 
vides a rental factor that delivers average relief pay- 
ments favoring renters over homeowners. The ra- 
tionale for this is as follows. 

One criticism levied against the circuit-breaker 
argues that the relief provided under the program 
tends to keep elderly people in their large older 
homes and thus they become over-housed in rela- 
tion to their needs. A rental factor which would pro- 
vide higher average relief to renters than that pro- 
vided to homeowners might tend to encourage elder- 
ly homeowners to sell their homes and become 
tenants. 

Thus, States should seriously consider extending 
their relief programs to renters and if errors are  
made in establishing the rental factors to be used 
for tenants, these errors should hopefully be on the 
side favoring renters. 

Administration and Finance 

In addition to those issues discussed above, there 
are a number of other important considerations 



regarding property tax relief programs. Important 
among these is program administration and finance. 

Generally, the circuit-breaker type property tax 
relief programs may take three broad approaches to 
program administration: (I) the tax credit or rebate 
method tied to the State individual income tax re- 
turns; (2) separate the relief program from any exist- 
ing tax administration program; and (3) use of the 
real estate tax bill. 

The first approach has been used very success- 
fully in Minnesota and Wisconsin, as previously in- 
dicated. Administrative costs in these States approxi- 
mate 2 percent of the aggregate amounts of prop- 
erty tax relief paid. Obviously, increasing average 
benefits through program changes would (and did) 
reduce average administrative costs per program 
applicant. Use of this administrative method pro- 
vides an  opportunity for integration of the relief 
program administration with the administration of 
the State individual income tax, thereby achieving a 
number of economies. For example, those who are  
required to file a State income tax return may use 
the same return to obtain their property tax relief. 
In addition, verification of the various computations 
in determining the correct amount of property tax 
relief can be done by use of computer programs that 
become a part of similar programs employed for 
State individual income tax purposes. 

Use of the second administrative method-admin- 
istration of the property tax relief program mutually 
exclusive of other tax administration programs- 
may be the only feasible method in those States that 
do not have State individual income taxes. This 
method of program administration can be effective, 
although administrative costs would likely be slight- 
ly higher than use of the first method. 

The third approach to program administration- 
use of the real estate tax bill-would likely prove 
effective. This method, however, has one major 
limitation. The property tax relief program would 
cover only homeowners. If renters are to be covered 
by the relief program, another administrative meth- 
od would have to be used for them. 

Choice of the administrative method to be used 
depends upon a variety of considerations. Important 
among these is who will administer the relief pro- 
grams'? There are  three major alternatives: the Fed- 
eral government, the State government or the vari- 
ous local governments within a State. Obviously, if 
the third program administrative method is used- 
the real estate tax bill-local governments would 
likely become the program administrators. 

Another important consideration closely related 
to program administration is program finance. What 
level of government should finance the tax relief 
program? Again, these programs could be financed 
entirely by (a]  the Federal government; (b)  the State 

government; (c) the various local governments with- 
in each State; or, alternatively, (d )  each IeGel of gov- 
ernment could share program costs. 

The author's views with respect to program ad- 
ministration and finance a r e  as follows: (a)  pro- 
gram administration should be  provided by the 
State government; (b) program finance should be  
provided by the State governments or, alternatively, 
the Federal government might finance a share of 
program costs. 

In order to encourage States to provide property 
tax relief to those in most need of such relief, the 
Federal government could share a part of the cost of 
these relief programs. To assure responsible State 
action in this area,  the Federal government should 
finance only a part of the program costs-and only 
for those State programs having as a n  essential part 
of their relief program formula a strong ability-to- 
pay test. 

In either event (State or State-Federal financed) 
the financial program could be  considered a form of 
revenue sharing. Financing circuit-breaker type 
property tax relief programs would provide an  ideal 
type of revenue sharing. Some of the unique fea- 
tures and predicatable results of this revenue shar- 
ing plan are  as follows: 

*The plan would distribute revenues to the low- 
est-income families and individuals (a direct and 
positive income redistribution program). This can 
be done with predictable results and  low adminis- 
trative costs with these revenues going only to those 
for whom the program is intended. 

The plan would distribute revenues to those jur- 
isdictions (States and local governments) having the 
lowest average incomes associated with the highest 
average property tax burdens. Thus, those juris- 
dictions most in need of these revenues would ob- 
tain the lion's share of these Federal-State shared 
revenues. 

*The Federal government could be  assured of 
those results outlined above without the need to de- 
velop a complicated single nationwide formula for 
a revenue sharing plan. Rather States would develop 
their own formula-an essential feature of their 
property tax relief programs- that would be  directly 
related to the needs of that particular State and the 
State would share a part of the cost (50 percent) re- 
sulting from their own decisions. Much of the diffi- 
culty - especially political -of passing a Federal 
revenue sharing program involves the development 
of a single nationwide formula that distributes funds 
within and among the States equitably, based on 
need in relation to taxable resources available and 
the willingness of the States and local governments 
to tax themselves. Moreover, the need for this kind 



of property tax relief varies considerably from State 
to State. 

*The National level policy implications of pro- 
viding Federal funds-through this revenue sharing 
plan-to finance a well established and proven 
property tax relief program (evaluation of the relief 
program is presented in the next section of this 
paper] has many merits. Only one among many of 
these advantages is the substantial improvement 
that would accrue in utilizing intergovernmental 
fiscal tools to improve one of the weaker links (the 
property tax) in our Federal-State-local fiscal in- 
stitutions. 

We should note that the revenue sharing plan de- 
scribed above should be considered a "special reve- 
nue sharing plan." The level of funds made available 
under this plan are  modest when compared to the 
revenues made available ($5 billion) under the gen- 
eral revenue sharing plans currently under discus- 
sion. For example, assume each State had the Wis- 
consin type of tax relief program-with relief form- 
ula modifications to meet local income tax levels- 
the Federal share (50 percent) of the costs would 
likely be between $200 and $250 million. The actual 
Federal costs would depend upon the specific prop- 
erty tax relief programs passed in those States not 
currently having these relief programs. 

The remainder of this paper presents some actual 
results along with a brief general evaluation of the 
circuit-breaker type of property tax relief programs. 
Some possible modifications of these programs are  
also discussed. All these observations are based 
largely upon the experience of those two States 
having the longest experience with these programs- 
Wisconsin and Minnesota. 

General Evaluation and Comment 
Some of the major contributions of the circuit- 

breaker plan are as follows: 

"right" direction, both interpersonally and inter- 
jurisdictionally. 

*The plan has income distributional influences 
that can favor either renters or homeowners, or 
neither, depending upon the wishes of the law- 
makers. As discussed previously, the benefits ob- 
tained from the relief program by homeowners 
versus renters can be easily established with pre- 
dictable results. 

*The costs of the plan can be borne by any level 
of government desired and these costs are accounted 
for annually. Plan costs can be set by the policy 
makers at levels they c ~ n s i d e r  appropriate. 

The plan improves the equity of the residential 
property tax and indirectly provides for further and 
more equitable utilization of the property tax as a 
local revenue source, while at the same time, guard- 
ing against property tax burden overloads. 

The plan does not involve in  any way the Asses- 
sor's job in determining the value of the real estate 
for property tax purposes, thereby improving the 
equity of the aggregate property tax burden. 

The plan delivers the tax relief funds where they 
are  most needed. 

*The plan is a dignified and humane method for 
granting tax relief. 

*The plan introduces a badly needed element of 
economic realism (total income into the ancient 
property tax thereby improving the equity of the tax. 

*The approach can be used to aid any group 
selected by the legislature that in its consideration 
merits tax relief. In this regard, we have often recom- 
mended use of the circuit-breaker plan for farmers 
on the urban fringe rather than use of the preferen- 
tial assessment technique-a system of questionable 

The plan successfully accomplished the objec- merit in our opinion. 
tive intended-removing the inordinate part of the The plan relieves pressures on assessors to grant 
residential tax burden to those, and those-for hardship relief through extra-legal assessment poli- 
whom the program was intended. This result was cies, 
achieved at a relatively low administrative cost. 
Moreover, some important side benefits of the pro- *The plan can be easily changed to meet the 
gram were achieved and are  presented below as desires of the policy makers. 
major contributions of the plan. 

*The plan can be used not only to grant partial 
*The plan has transformed the residential prop- property tax exemptions, but also to phase in cur- 

erty tax from a regressive levy into essentially a rently existing institutions that are  presently ex- 
proportional levy for those under the program. empted from the property tax. We have often dis- 
Modification of the relief formula could achieve a cussed this unique use of this approach. This system 
progressive property tax burden in relation to annu- has unique implications for use in phasing into taxa- 
a1 household income. tion currently exempted property. 

*The plan influences income distribution in the In summary, we submit that the circuit-breaker type 
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of property tax relief programs have a number of badlands in our intergovernmental fiscal institutions 
unique advantages that in the aggregate can serve to to a modern plateau where the property tax becomes 
remove the property tax from the area of the fiscal a twentieth century fiscal institution. 

Additional Data for Selected States 

The following tables outline the amount of relief differ slightly from that actually paid. This resu!ts 
under varying income and tax levels provided by from the specific income and property tax levels 
selected State property tax relief programs. In some assumed and the use of tax relief tables in some 
cases the relief amounts shown in these tables would States. 

To bl e E-6 
Comparison of Tax Relief for Homestead With Household Income $1,000 and Various Levels of 

Property Taxes 

Property Taxes 
State $100 $200 $300 $400 $500 $600 $700 

Wisconsin 60 120 180 240 297 297 297 

Minnesota 100 180 260 340 420 500 580 

Vermont 
a) 1.0 Local Rate Factor 30 130 230 230 230 230 230 
b) 1.4 Local Rate Factor 42 182 300 322 322 322 322 

Colorado 

a) Married Couple 50 100 150 200 200 200 200 
b) Single Person 50 100 150 150 150 150 150 

Maine 100 200 21 0 210 21 0 210 210 
New Jersey 100 160 160 160 160 160 1 60 
Pennsylvania 90 180 200 200 200 200 200 

Iowa 100 125 125 125 125 125 125 
Oregon 

a) Born Before March 1, 1891 100 200 300 400 400 400 400 

b) Born March 1, 1891, or After 70 170 2 70 3 70 400 400 400 

Source: Tax Analysis Staff, Wisconsin Department of Revenue 

Table E-7 

Comparison of Tax Relief for Homestead with Household Income of $2,000 and Various Levels of 

Properly Taxes 
Properly Taxes 

State $100 $200 $300 $400 $500 $600 $700 $800 
Wisconsin 14 74 134 194 251 251 251 251 

Minnesota 65 117 169 221 2 73 325 377 416 

Vermont 

a) 1.0 Local Rate Factor 60 160 160 160 160 160 160 
b) 1.4 Local Rate Factor - 84 224 224 224 224 224 224 

Colorado 

a) Married Couple 50 100 150 180 180 180 180 180 
b) Single Person 50 50 50 50 50 50 50 50 

Maine 100 140 140 140 140 140 140 140 
New Jersey 100 160 160 160 160 160 160 160 
Pennsylvania 70 140 200 200 200 200 200 200 
Iowa 100 125 125 125 125 125 125 125 
Oregon 

a) Born Before March 1, 1891 100 200 300 400 400 400 400 400 
b) Born March 1, 1891, or After 20 120 220 320 400 400 400 400 

Source: Tax Analysis Staff, Wisconsin Department of Revenue 
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To be E-8 
Comparison of Tax Relief for Homestead with Household Income of $3,000 and Various Levels of 

Property Taxes 

Property Taxes 

State 
Wisconsin 

Minnesota 

Vermont 

a) 1.0 Local Rate Factor 

b) 1.4 Local Rat; Factor 

Colorado 

a) Married Couple 

b) Single Person 

Maine 

New Jersey 

Pennsylvania 

lowa 

Oregon 

a) Born Before March 1, 1891 
b) Born March 1, 1891, or After 

Source: Tax Analysis Staff, Wisconsin Department of Revenue 

Table E-9 
Comparison of Tax Relief for Homestead With Household Income of $4,000 and Various Levels of 

Property Taxes 

Property Taxes 

State 
Wisconsin 

Minnesota 

Vermont 

a) 1.0 Local Rate Factor 

b) 1.4 Local Rate Factor 
Colorado 

a) Married Couple 
b) Single Person 

Maine 

New Jersey 
Pennsylvania 
lowa 

Oregon 
a) Born Before March 1, 1891 
b) Born March 1, 1891, or After 

Source: Tax Analysis Staff, Wisconsin Department of Revenue 



- -- - 

Table E-10 

Comparison of Tax Relief for Homestead With Household Income of $4,500 and Various Levels of 
Property Taxes 

States 
Wisconsin 

Minnesota 

Vermont 

a) 1.0 Local Rate Factor 

b) 1.4 Local Rate Factor 

Colorado 

a) Married Couple 
b) Single Person 

Maine 

New Jersey 
Pennsylvania 

Iowa 

a) Born Before March 1, 1891 

b) Born March 1, 1891, or After 

Source: Tax Analysis Staff. Wisconsin Department of Revenue 

Property Taxes 
WOO $500 
- 41 

42 52 

FOOTNOTES 
2Billy D. Cook, Kenneth E. Quindry, and Harold M. Groves, 
"Old Aged Homestead Relief -The Wisconsin Experience," 
National Tax Journal, XIX, September, 1966, pp. 319-324, 

'Billy D. Cook, Some Salient Observations on the Wiscon- Xenneth E. Quindry and Billy D. Cook, "Humaniza~ion 
sin Circuit-Breaker: An Anti-Poverty Device, 1965, un- of the Property Tax for Low-Income Households," National 
published paper. Tax journal, XXII, September, 1969, pp. 357-367. 



Part I1 
Residential Property Tax Relief for Senior Citizens in Maine 

and Vermont 

by Kenneth E. Quindry 
Research Professor 

College of Business Administration 
University of Tennessee 
Knoxville, Tennessee' 

Several public officials were interviewed in the 
States of Maine and Vermont in the period, May 1 
to May 5, 1972. In Maine, those interviewed included 
members of the legislature, the Office of the Gover- 
nor, the Bureau of Taxation, and the Governor's 
Committee on Aging. In Vermont, we spoke to peo- 
ple in the legislature, the Office of the Governor, 
the Department of Taxes, and the Department of 
Budget and Management. The following comments 
relay the impressions we, as interviewers, received 
and also some salient provisions of the programs in 
the two States. Lastly, some general comments 
based on the discussions are  presented. 

The Program In Maine 
The program grew out of the realization by the 

Governor's Committee on Aging of the increasing 
property tax burden on senior citizens. There seemed 
to be  no opposition to relief, but some disagreement 
as to the distribution formula and the amount the 
State could afford. Both private organizations and 
public administrative officials were agreeable to 
relief but did not press for it; senior citizens groups 
and retiree groups were instrumental. The most 
favored form of relief was a proposal modeled on 
the Wisconsin plan. The 104th legislature (1969) con- 
sidered several proposals to provide property tax 
relief. One rather widely discussed program was 
Governor Curtis' recommendations of rebates from 
the State general fund to provide property tax relief 
for homeowners aged 65 and over with household 
incomes of $3,000 per year or less. 

The bill that finally passed relieved household 
heads from increases in property taxes. It permitted 
localities to waive increases in property taxes of 
senior citizens who occupied a single family resi- 
dence and who had income of $4,000 per year or 
less. No relief was granted to renters. Costs were to 
be recovered by localities by use of a tax lien on the 
home to be enforced after claimant and spouse, if 
present, ceased to use the home as a residence. The 
lien provision was found after passage to be very 
unpopular. Only 88 percent of those who inquired 

about the program actually applied for relief, and 
only $4,500 was paid out. 

This program was replaced with circuit-breaker 
legislation by the 105th legislature in 1971 and 
amended in 1972. The first claims were filed between 
August 1, 1972 and October 15, 1972 in regard to 
claims for rebates based on 1971 incomes and taxes 
or rent accrued or paid. 

The original administration proposal was modeled 
after the Wisconsin program and the ACIR suggested 
statute. However, because of a revision in the dis- 
tribution formula, the program as finally accepted 
was really an  income supplement rather than prop- 
erty tax relief. Relief is computed a s  7 percent of the 
difference between household income and $4,000, 
but no more than the amount of occupancy property 
tax or 20 percent of occupancy rent. This formula 
is considered to be  more easily understood and 
more readily accepted than the Wisconsin formula. 
The House sponsor of the bill attempted to set 25 
percent of rent as the property tax equivalent figure, 
but this was cut to 20 percent because of budgetary 
limitations. An amendment (1972) provides that in 
subsequent years relief payments will be increased 
as the consumer price index increases, once it ad- 
vances by 3 percent. 

Payment is made by the Bureau of Taxation direct- 
ly to the claimant. Only minimum auditing of claims 
is anticipated. The administration bill was also 
amended to include an  assets test or limitation of 
$30,000. Retired farmers and families in expensive 
homes are  those most likely to be adversely af- 
fected by this change. No lien on property was re- 
quired. The cost of the program, and the administra- 
tion, are  the responsibility of the State. 

While the program as passed by the 105th legisla- 
ture was largely an  administration measure, no or- 
ganized groups opposed property tax relief for the 
elderly in some form. Numerous statewide private 
groups, including retired teachers groups, retired 
State employees groups as well a s  senior citizens 
groups attended public hearings and generally 
favored the administration proposal. Senior citizens 



particularly opposed alternative bills with lien pro- 
visions or small appropriations. 

Salient features of the programs are  listed in Table 
E-13. Since the program was initiated in 1972, no sta- 
tistical data a re  available. However, some estimates 
have been furnished. For 1972-73 $3,430,000 was ap- 
propriated for payment of claims and $11,420 for 
administrative costs. It is not clear, however, that 
$11,420 will meet the true cost of administration. The 
original bill had requested $3,400 for capital expen- 
dutures and $38,000 for personal services. The 1972 
amendments transferred $600,000 to the Department 
of Health and Welfare when property tax relief to 
welfare recipients was shifted to the old age assist- 
ance program. Average payments under the circuit- 
breaker are  estimated at near $120 for 23,245 claim- 
ants. 

The law is not specific in many cases. Some prob- 
lems can be solved by administrative ruling. For 
those that cannot, amendments will be proposed in 
1973. 

Because of the newness of the program, problems 
can only be anticipated. It was suggested that a 
breakdown of rent into payment for occupancy and 
additional payments for rental of furniture, utilities, 
etc. might prove difficult. Other problems foreseen 
included treatment of mobile homes (e.g. owned 
home placed on rented pad) and those living in 
rented quarters a part of the year and owned quar- 
ters the rest of the year. The law is specific on this 
last point, but seems to be biased since it allows 
credit only for the property tax portion. 

Efforts to publicize the program have not been 
excessively vigorous. Originally no newspaper, tele- 
vision or radio coverage was used. The Committee 
on Aging, however, plans to do some one minute 
video tapes for release to television stations. There 
was little evident concern that large numbers of 
eligible claimants will be uninformed about the pro- 
gram. 

The Program In Vermont 
The circuit-breaker in Vermont was, in part, a 

"sweetener" for the new sales tax. It was designed to 
relieve burdens of both the property and sales taxes 
of one group of households with low ability to pay 
taxes. Because the circuit-breaker was tied to enact- 
ment of the sales tax, senior citizens became strong 
advocates of the consumer levy. The program was 
sponsored by the Governor and met almost no op- 
position from either political party, individual legis- 
lators, or private or public agencies; although these 
organized groups were not pushing vigorously for 
property tax relief for senior citizens. 

It was recognized, however, that the growing 
property tax burden, especially that part attributed 
to educational costs, was rapidly becoming unduly 

burdensome on low-income families. Responsibility 
for the growing burden was placed, in part, on out- 
of-state investments in vacation homes and recre- 
ational facilities. These investments were driving up  
real estate prices without creating any evident com- 
parable rises in household incomes of many native 
Vermonters. Rises in government costs precluded 
any lowering of effective property tax rates. 

The proposal for senior citizen property tax relief 
originally was suggested in a tax study report i n  1966. 
The recommendation suggested that the General As- 
sembly adopt the Wisconsin plan of income tax 
credits for excessive property tax liabilities. This 
recommendation was coupled with a general home- 
stead exemption recommendation, and was expected 
to cost about $500,000 annually. This initial proposal 
was associated with a democratic governor and met 
with no success in the republican legislature. 

The republican gubernatorial candidate in 1968 
made the circuit-breaker part of his platform, and 
the program that passed in 1969 was essentially his 
program. It was modelled after the Wisconsin plan, 
but the distribution formula was modified and some- 
what simplified. Relief is granted to eligible claim- 
ants for property taxes in excess of 7 percent of 
household income, with three exceptions. First, a 
$300 limit is placed on property taxes or rent consti- 
tuting property taxes that can be used to compute 
relief. Second, eligible claimants living in areas of 
high property tax rates will have their relief multi- 
plied by a factor ranging from 1.1 to 1.4, thus reduc- 
ing the effective tax below 7 percent of household 
income for many. Third, relief, is limited to the 
amount of property taxes or rent constituting prop- 
erty taxes accrued or paid in the year for which re- 
lief is requested. Basic relief is computed as a n  
amount equal to the amount by which property taxes 
or rent constituting property taxes exceeds 7 percent 
of household income, modified as noted above. 

Payment of relief is accomplished through income 
tax credits or rebates if income tax liability is less 
than the relief. Originally 20 percent of rent was 
used in lieu of property taxes for computing relief. 
This amount was increased to 30 percent for 1972, 
and there is a possibility that proposals will b e  of- 
fered to the 1973 legislature to raise it to 40 percent 
because the relationship of the property tax burden 
to rent paid seems to be "out of order." The original 
20 percent figure was selected because of the ACIR 
recommendations and practices in other States. The 
change to 30 percent was thought to bring payments 
to renters and homeowners at similar income levels 
more into balance. 

The possibility of an  asset test was discussed 
briefly and discarded because of the rare instances 
in which it would affect rebates and because of the 



administrative problems and inequities it might cre- 
ate. Since property lien provisions were removed 
from the welfare programs, it was not considered 
equitable to include liens in the old aged property 
tax relief program. 

Only a minimum amount of auditing of claimants' 
returns is being undertaken. 

The cost of the program (both relief and adminis- 
tration) is borne by the State. In 1969-70 and 1970-71 
total relief amounted to $608,475 and $533,400 re- 
spectively. Because of some liberalizations, cost in 
1972 (for calendar year 1971 property taxes), is ap- 
proaching $1 million, the amount originally suggested 
by the administration as being available for relief. 
The belief was stated by some interviewees that 
numerous potential (and eligible) claimants are  not 
filing for tax relief in spite of rather vigorous efforts 
to publicize the program. Others believed that the 
bulk of claimants meeting all requirements for 
credits or rebates were filing. A rather widespread 
effort was made to publicize the program through 
tax department visual aids, radio announcements, 
news releases, senior citizens groups, social welfare 
groups and welfare departments. It was estimated 
that $50,000 was spent on the publicity campaign. 

General Comments 

In several respects, attitudes and beliefs about 
the program of property tax relief were similar in 
the two States. For that reason, the general com- 
ments that follow attempt to summarize the impres- 
sions we received in our discussions in both Maine 
and Vermont. 

Providing similar tax relief for other low-income 
groups. This would include provision of relief to the 
totally and permanently disabled regardless of age, 
reduction of the age limits, and relief to all low- 
income families whose taxes exceeded an estab- 
lished percentage of household income. The general 
belief was that this was desirable, but State finances 
might not stretch that far. The programs limited to 
the aged were not really general property tax relief 
but did benefit a small group. Because of the limited 
scope, attitudes toward the property tax were not 
likely to be  significantly altered. 

Formulas could well be liberalized, increasing the 
average amount of relief, but again liberalization is 
limited by the availability of funds. It was generally 
considered essential to include renters in the pro- 
gram in the interest of equity. 

In summary, there was considerable belief that the 
program should be expanded to include other low- 
income groups and that average payments should be  
increased. On the other hand, others believed that 
efforts could better be directed toward general prop- 
erty tax relief. 

The Form of the Relief 
For the most part the Wisconsin plan was favored. 

In both States the plan was compromised (especially 
the formula for distributing relief) in the interest of 
simplicity and of appeasing a minority of legislators. 
The simplified provisions, however, did not seem to 
be  generally favored because they compromised 
equity. 

Financing 

Such programs could be financed by local govern- 
ments, State governments, the Federal government 
or some combination of the three. Most interviewees 
expressed the view that local governments in general 
could ill afford to finance a mandatory program; the 
States could finance a minimum program, but a com- 
prehensive (or liberalized) program would need 
some Federal financial assistance. 

Administration 
Regardless of the method of financing, the State 

should retain the administrative responsibility. It 
was not generally considered desirable to have local 
administration because of possible lack of uni- 
formity in administration and the possibility that 
many prospective claimants would not reveal con- 
fidential data to local officials. It was felt that States 
should control the administration of the program 
even if a significant portion of the financing came 
from the Federal government. One reason for favor- 
ing State administrative responsibility seemed to be 
political. State politicians wanted claimants to real- 
ize their involvement in providing the relief. Federal 
administration through the Internal Revenue Service 
was not favored. 

Within the State government, the department of 
taxation (or finance, or revenue, etc.) was consid- 
ered to be  the most likely agency for administration 
because of the "welfare" connotation that would be  
attached to administration by a welfare department. 
However, it might be that a welfare department 
would be better prepared to administer the program 
because of its field staff and greater acquaintance 
with senior citizens and low-income people. 

Coverage 
For equity reasons, both owners and renters 

should be covered regardless of how limited the 
program was. There was no real knowledge as to the 
amount of rent that should constitute property taxes 
for purposes of computing relief. However, some 
knowledge was developing as to average payments 
of owners and renters in relation to household in- 
come. Out of this could develop some adjustments 
that would lead to somewhat "equitable" relief pay- 
ments. The percentage will differ between States, 
but possibly be  within a range of 20 to 40 percent. 



l ncome Ceiling 
There should be a n  income ceiling, and it possibly 

should be  near the intermediate level of the living 
costs of a senior couple as established by the Bureau 
of Labor Statistics ($4,489 in the spring of 1970). 

l nformation Programs 
There was some indecision as to the effectiveness 

of information programs. There was much belief that 
not all potentially eligible claimants were filing, 
but some of those likely to be most knowledgeable 
disagreed with this assessment. Some people were 
thought not to be filing because of the "welfare" 
connotation of property tax relief, but some did not 
feel this group to be  very large. 

l mplementation 
The program was implemented through income tax 

credits or rebates in one State and directly a s  rebates 
in the other. Each State believed its system superior. 
Maine officials believed direct rebates preferable 
because rebates could be  processed in "off-season" 
periods. Vermont officials believed using the income 
tax as a vehicle of providing the relief would be 
more efficient. Maine officials pointed out that only 
about a third of the claimants in Vermont had legal 
responsibility for filing income tax returns, and al- 
most all of these had property tax credits greater 
than their income tax liability. Combining the prop- 
erty tax credit with the income tax would thus have 
little effect on the number of checks to be sent out. 

Asset Test 
This was not generally favored by the interviewees 

even though one was incorporated in the program 

for Maine. Certain groups of households would have 
considerable property values with little income pro- 
ducing ability. They would be  ineligible yet have 
inordinately high tax burdens. In addition, it was 
believed that an  insignificant number of families 
would be affected and auditing problems would b e  
compounded. 

Lien 
Establishing a lien on the homestead in the amount 

of tax relief also was not favored. In the first place, 
a lien could not be  established on the renter. For the 
homeowner, a lien is little more than a loan and few 
senior citizens would be willing to mortgage their 
homestead after working years to pay for it. Lien 
programs, where tried, have generally failed to at- 
tract many takers. 

Cost 
In both States (as well as in several others) a sug- 

gested cost of the program had been established be- 
fore the formula for distribution was devised. The 
purpose of this was to limit the cost to a n  amount 
the State authorities believe they could reasonably 
allocate to the program. Refunds by income class for 
Vermont's program for 1969-70 and 1970-71 are listed 
in Table E-11. Maine as yet has no collection experi- 
ence to report. Liberalization of the program gen- 
erally follows after a year or two of experience. 
Liberalization takes the form of (a]  increasing the 
portion of tax payments to be relieved, (b) lowering 
the age limit, (c) raising the income maximum, (dl 
bringing under the program additional groups, (e)  
raising the limit of taxes or rent constituting taxes or 
( f )  a combination of these. 



Table E-11 
Summary of Senior Citizens Property Tax Refunds, 

Vermont, 1969-70 and 1970-71 
by lncome Class 

1970-71 
Homeowners Renters 

lncome Class Claims Refunds Claims Refunds 

$ 0- 500 

500-1,000 

1,000-1,500 

1,500-2,000 

2,000-2,500 

2,500-3,000 

3,000-3,500 

3,500-4,000 

4,000-UP 

Total 
Average 

Source: Department of Budget and Management, State of Vermont. 

Average Refund 

Claims Refunds 

Table E-12 
Vermont Circuit-Breaker Program 

Selected Data, Calendar 1970 
Homeowners Only 

Household Number Average Average Percent of 
Income of Property Tax Property Tax Tax Burden 
Class Claims Before Relief After Relief Relieved 

$ 0- 499 

500- 999 

1,000-1,499 

1,500-1,999 
2,000-2,499 

2,500-2.999 
3,000-3,499 
3,500-3,999 
4,000 and up 

'Tax burden is tax as percent of household income 

Tax Burden 
Before 
Relief* 

Tax Burden 
After 

Relief' 

Source: AClR staff calculations based on data supplied by Vermont Department of Taxes 



Relief 
Computation of 
Amount of Relief 

Cost of Program 

Number of Claims Filed 

Asset Limit 

Income Limit 
Administration of Program 
Eligible Groups 

Residence Requirement 

Payments 

Age Requirements 

Administrative Costs 

Maximum Amount of Property 
Tax Relief 
Relief up to 100% of Property 
Tax in Some Cases? 

Table E-13 
Analysis of Residential Property Tax Relief 

for Senior Citizens, Maine and Vermont 

Maine 
Owners and Renters 

7% of difference between total in- 

come of household and $4,000 

but not to exceed the amount of 

property tax or 20% of rent paid. 

$3,430,000 (est. 1972-73) 

123,245 (est. 1972-73) 

$30,000 market value including 

residence 

$4,000 

State Bureau of Taxation 

Aged only, excluding individuals 
in households receiving aid to 

aged, disabled, or blind from the 

State Dept. of Health and Welfare. 

Domiciled in state for entire year 

for which relief is claimed and 

owned or rented dwelling during 

the entire year. 

Directly to claimant by State 
Bureau of Taxation 

One member in the household 
must have reached age 65 (male) 

or 62 (female) during the year 
with no less than 35% of income 

being attributable to that member. 

Appropriation of $1 1,420 (1 972- 

73) 

Yes 

Vermont 
Owners and Renters 
The amount by which property taxes 

or 30 percent of rent exceed 7 per- 

cent of household income times a 

local rate factor. 

$533,400 (1 970-71 ) 
$608,475' (1969-70) 

5,485 (1970-71) 

6,128 (1 969-70) 

None 

$4,286 

State Department of Taxes 
Aged only, including individuals 

on old aged assistance 

Domiciled in state during entire 

year. 

As an income tax credit or refund 

when rebate exceeds income tax 

liability 

Claimant or one of two individuals 

filing must be 65 years of age or 

older during some part of taxable 

year. 

Yes 

'Rebates in 1971-72 on 1971 property taxes will be approximately $1,000,000 because of liberalization of the program; average refunds 
are expected to increase from $99 and $88 in the two previous years to $135 in 1972-73. 





Appendix F 

Status of State Level General Property Tax, 1 972 

Is Statewide 
General Property 

State Tax Legal? 

Alabama Yes Rate: 

Basis: 

Alaska N o Not 

Arizona Yes Rate: 

Arkansas N o 

California No 

Basis: 

Not 

Statewide General Comments: Legal Necessary Changes 
Property Tax Status of Statewide to Shift from Local 
Rate/Basis General Property Tax to Statewide Tax 

65/100's of 1 %  of 
sessed value (6?4 
mills]. 

as- New property classifi- Rate legislation 
cation adopted by con- 
stitutional amend- 
ment, June ,  1972. 

Three classes of 
property assessed at 
30, 25, and 1570 of 
market value (see 
comments). 
Applicable. 

Set annually 
by State Tax Com- 
mission; Automatic 
rate of $1.50 per 
$100 of assessed val- 
uation if not set by 
commission. 
Four classes of 
property, assessed 
at 60, 40, 25, and 
18% of cash value. 
Applicable. 

Not Applicable. 

Colorado Yes Rate: 
Basis: 

Not currently levied. 
3O070 of actual value. 

A 1949 law imposed a 
general property tax 
for Alaska. Law was 
repealed in 1953, 
but was ruled con- 
stitutional before 
repeal. 
Established by statute 
and upheld by U.S. 
Supreme Court. 

State general property 
tax repealed by statute 
-1947. Further pro- 
hibited by constitu- 
tional amendment No. 
47, 1958. 
State has reserved the 
right to levy statewide 
general property tax 
up to 25% of total ap- 
propriations from all 
its funds, but has not 
levied one since 1914. 
Rate of state tax sub- 
ject to constitutional 
limits-maximum rate 
of 5 mills per $1 of as- 
sessed valuation. 
Tax not currently 

Enabling and  rate 
legislation 

None 

Constitutional change; 
Enabling and rate 
legislation 

Enabling and rate 
legislation 

Constitutional change; 
Enabling and  rate 
legislation 

levied. 



State 

Connecticul 

Delaware 

Florida 

Georgia 

Hawaii 

Idaho 

Illinois 

Indiana 

Iowa 

Kansas 

Is Statewide Statewide General 
General Property 

Tax Legal? 

N 0 

No 

No 

Yes 

Yes 

N 0 

Yes 

Yes 

Yes 

Yes 

Not 

Not 

Not 

Rate: 

Basis: 

Rate: 

Basis: 

Not 

Rate: 

Rate: 

Basis: 

Rate: 

Rate: 

Basis: 

Property Tax 
Rate/Basis 

Applicable. 

Applicable. 

Applicable. 

l/4 of 1 mill per $1; 5 
mills per $1 on bank 
shares (see com- 
ments). 
40°h of assessed 
valuation. 
Varies by district 
(see comments). 
1971 Range from 
$12.00 to $22.12 per 
$1,000. 
Fair Market Value 
(generally as- 
sessed at 70%). 
Applicable. 

Not currently 
levied (see com- 
ments). 
4 per $100 of as- 
sessed value. 
Assessed at 33 1/3C7~ 
of cash value. 
Not currently 
levied (see com- 
ments]. 
1.5 mills per dollar 
of assessed valua- 
tion. 
30% of "fair market 
value." 

Comments: Legal 
Status of Statewide 

General Property Tax 

Constitution silent on 
taxation provisions. 
No prohibiting consti- 
tutional provisions. 
State constitution pro- 
vides that no state ad 
valorem taxes be  
levied upon real or 
tangible personal 
property. Sizable state 
revenues are  derived 
from a special prop- 
erty tax on intangibles. 
Current rates a re  at 
constitutional limits. 

All property taxes in 
Hawaii are levied by 
the state government, 
varying by district to 
satisfy county budgets. 

Tax authorized by 
constitution, up  to but 
not to exceed 10 mills 
without approval of 
people by general elec- 
tion, suspended by 
statute in 1965, for any 
period during which a 
sales tax is in force. 
Tax is authorized, but 
there has been no levy 
since 1932. 
Legislative limit of @ 
per $100. 

Tax is authorized, but 
there has been no levy 
since 1941. 

Necessary Changes 
to Shift from Local 
to Statewide Tax 

Enabling and rate 
legislation 
Enabling and rate 
legislation 
Constitutional change; 
Enabling and rate 
legislation 

Constitutional change; 
Rate legislation 

None 

Constitutional change 
as to rate; 
Repeal, enabling 
legislation 

Enabling legislation 

Rate legislation 

Enabling and rate 
legislation 

Rate legislation 



Is Statewide 
General Property 

State Tax Legal? 

Kentucky Yes 

Louisiana Yes 

Maine Yes 

Maryland Yes 

Massachusetts No 

Michigan 

Minnesota 

Mississippi 

Missouri 

Yes 

Yes 

Yes 

Yes 

Rates: 

Basis: 

Rate: 

Basis: 

Rate: 
Basis: 

Rate: 
Basis: 

Not 

Rate: 

Rate: 

Basis: 

Rate: 

Basis: 

Rate: 

Basis: 

Statewide General 
Property Tax 

Rate/Basis 

Real property l l / zC  
per $100; money, etc. 
2% per $100; other 
special rates- 
otherwise all other 
property 1% per 
$100. 
Assessed at 100% 
of fair cash value. 
5J/4 mills per dollar 
of assessed cash 
value (see com- 
ments). 
Not more than actual 
cash value. 
20 mills per $1.00. 
Currently fixed at 
50% of present day 
market values. 
$1.80 per $1000. 
100C/o of market val- 
ue (generally as- 
sessed at 60% ]. 
Applicable 

Not currently levied 
(see comments). 

Not currently levied 
(see comments). 
Assessed at market 
value; various prop- 
erty classifications. 

4 mills per $1 of 
assessed valuation. 
Assessed in propor- 
tion to its value 
(what the owner would 
accept for it if disposed 
to sell). 
$.03 per $100 of as- 
sessed valuation. 
Property assessed at 
a 30% assessment 
ratio. 
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Comments: Legal Necessary Changes 
Status of Statewide to Shift from Local 

General Property Tax to Statewide Tax 

Rate legislation 

Constitutional limit of 
5% mills; can b e  in- 
creased by % legisla- 
tive vote to 5Y4 mills. 

No prohibiting consti- 
tutional provisions. 
1932 constitutional 
amendment placed 
1l/zoh limit on property 
taxes. State levy was 
discontinued in 1935. 
New constitution (1964) 
removed the limit to 
tax for obligations of 
school districts. 
Beginning with the 
taxes payable in 1968, 
other revenues have 
been appropriated by 
the legislature to fund 
expenditures, rather 
than to make a state- 
wide property tax levy. 

Constitutional change; 
Rate legislation 

Rate legislation 

Rate legislation 

Enabling and rate 
legislation 
Enabling and rate 
legislation 

Rate legislation 

Rate legislation 

Rate legislation 



Is Statewide Statewide General 
General Property Property Tax 

Rate/Basis State Tax ~ e ~ a l ?  

Montana 

Nebraska 

Nevada 

New 

Hampshire 

New Jersey 

New Mexico 

New York 

North Carolina 

Yes 

No 

Yes 

No 

Yes 

Yes 

No 

Yes 

Rate: 2 mills per $1 -gen- 
eral fund; 7 mills 
per $1 -special pur- 
poses (see com- 
ments). 

Basis: Taxable value ap- 
proximates 12% of 
true value. 

Not Applicable. 

Rate: $.25 per $100 (see 
comments). 

Basis: 35% of its full cash 
value. 

Not Applicable. 

Rate: $1.30 per $100 of 
taxable value. 

Basis: 50% of fair value 
(original cost). 

Rate: $5.55 per $1,000, es- 
tablished each year 
by State Tax Com- 
mission (see com- 
ments). 

Basis: 33 1/3Oh of taxable 
value. 

Not Applicable 

Rate: Not currently levied. 

Comments: Legal 
Status of Statewide 

General Property Tax 

New constitution, 
adopted June,  1972, 
does not have rate 
limits that were in pre- 
vious constitution. 

In 1966, constitution 
amended to prohibit 
the state from levying 
a property tax. 
Rate subject to con- 
stitutional limit of $5 
on each $100 value of 
taxable property. 

Legislation provides 
that no direct state 
tax levied on cities and 
towns while tobacco 
tax is in effect. 
After 1968, all non- 
business personalty 
exempt from state and 
local property taxation. 

Rate subject to constitu- 
tional limit of 20 mills; 
additional taxes out- 
side of this limitation 
when approved by a 
majority of the voters 
of the taxing district 
voting on bonds. Tax 
basis also subject to 
constitutional limit. 

The state real prop- 
erty tax was discon- 
tinued in 1928. Per- 
sonal property taxation 
was discontinued for 
both the state and lo- 
calities in 1933. Act 
XVI, Sec. 3 ,  adopted in 
1938 prohibits ad 
valorem taxation of in- 
tangible personal 
property. 

All limits removed by 
new Article of Consti- 
tution, effective 

Necessary Changes 
to Shift from Local 
to Statewide Tax 

Rate legislation 

Constitutional change; 
Enabling and rate 
legislation 

Rate legislation 

Repeal, enabling, 
and rate legislation 

Repeal and rate 
legislation 

Constitutional change; 
or referendum 
Rate legislation 

Enabling and rate 
legislation for real or 
tangible personal 
property taxation; 
constitutional amend- 
ment for intangible 
personal property 
taxation. 

Rate legislation 



State 

Is Statewide 
General Property 

Tax Legal? 

North Dakota Yes 

Ohio Yes 

Oklahoma No 

Oregon No 

Pennsylvania Yes 

Rhode Island Yes 

Rate: 

Basis: 

Rate: 

Basis: 

Not 

Rate: 
Basis: 

Rate: 

Rate: 

Basis: 

Statewide General 
Property Tax 
Rate/Basis 

1 mill per dollar of 
valuation [see com- 
ments). 
50% of full and true 
value. 
Not currently levied 
(see comments). 

Real property -35% 
of its true value in 
money; personal 
property 4 5 7 ~ ~ 6 6 %  - 
usually 50% of de- 
preciated value. 
Applicable. 

Not applicable. 
Real and personal 
property -10O0/6 of 
its true cash value. 

Not currently levied 
(see comments]. 

Not currently levied. 
Levy for state pur- 
poses is a levy 
against cities and 
towns, rather than 
directly against in- 
dividuals (see com- 
ments). 
Law requires 100% 
of fair cash value; 
actual proportion 
varies by com- 
munity. 
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Comments: Legal 
Status of Statewide 

General Property Tax 

July 1, 1973. Presently 
limited to % per $100 
value. Has not been 
levied for many years 
(limitation does not 
apply to taxes levied 
for the maintenance 
of public schools). 
Rate subject to con- 
stitutional limits of 4 
mills on the dollar of 
the net taxable as- 
sessed valuation. 
Rate subject to con- 
stitutional limits of 10 
mills (except in a num- 
ber of charter cities]; 
rate may be  higher if 
voted by electorate. 

Constitution provides 
that no property tax 
shall be levied for 
state purposes. 
Constitutional tax base 
(expenditure limit) 
inadequate. Statutes 
presently limit state 
levy to bonded in- 
debtedness or interest 
purposes only. No 
state tax levied since 
1960, or collected 
since 1940. 
No constitutional re- 
strictions. State levies 
a property tax on cer- 
tain types of intangible 
personal property. 
Right to levy statewide 
general property tax 
exists at the state level, 
but the Legislature has 
assigned this right to 
cities and towns. 

Necessary Changes 
to Shift from Local 
to Statewide Tax 

Constitutional change; 
Rate legislation 

Constitutional change; 
or referendum 
Rate legislation 

Constitutional change; 
Enabling and rate 
legislation 

Tax base increase 
(referendum), or con- 
stitutional change; 
Repeal, enabling and 
rate legislation 

Enabling and rate 
legislation 

Rate legislation 



Is Statewide Statewide General 
General Property 

State Tax Legal? 

South Carolina 

South Dakota 

N o Not 

Yes Rate: 

Basis: 

Tennessee N o 

Texas 

Utah 

Vermont 

Virginia 

Washington 

Not 

No Not 

Yes Rate: 

Basis: 

No Not 

N 0 Not 

Yes Rate: 

Basis: 

Property Tax 
Rate/Basis 

Applicable. 

Not currently levied 
(see comments). 
Taxable value 60% 
of assessed value. 
Latest assessed 
value at 40% of 
selling price. 

Applicable. 

Applicable. 

7.2 mills on each 
dollar of valuation. 
30% of its reason- 
able fair cash value. 
Applicable. 

Applicable. 

4 mills per dollar of 
valuation (see com- 
ments). 
50% of its true and 
fair value. 

Comments: Legal 
Status of Statewide 

General Property Tax 

Although not prohib- 
ited by the state's con- 
stitution, there has 
been no state levy 
since 1942. 
Constitution empowers 
the legislature, when- 
ever it appears that 
ordinary expenses 
shall exceed the state's 
income for a particular 
year, to provide for 
levying a state tax for 
the ensuing year, not 
to exceed in any one 
year 2 mills on each 
dollar of valuation. 
Last levied in 1956, at 
1 mill. 
Chapter 90, Laws of 
1949, abolished the 
state ad valorem tax 
on property 
In 1951, state consti- 
tution amended to 
abolish the state ad 
valorem tax for gen- 
eral revenue purposes. 

Although not prohibi- 
ted by the constitu- 
tion, the state does not 
levy a general state ad 
valorem tax. 
1928 constitutional 
amendment prohibited 
a state tax for state 
purposes. 
Rate subject by law 
that the aggregate of 
all tax levies on real 
and personal property 
may not exceed 22 
mills per dollar of as- 
sessed value for 
levies made in 1970, 
1971 and 1972 and 2 1  
mills per dollar for 
levies made in sub- 
sequent years. 

Necessary Changes 
to Shift from Local 
to Statewide Tax 

Enabling and rate 
legislation 

Constitutional change; 
Rate legislation 

Enabling and rate 
legislation 

Constitutional change; 
Enabling and rate 
legislation 

Rate legislation 

Enabling and rate 
legislation 

Constitutional change; 
Enabling and rate 
legislation 

Rate legislation 



Is Statewide Statewide General 
General Property Property Tax 

State Tax Legal? Rate/Basis 

West Virginia Yes Rate: Class 1 (.0025'/c); 
Class I1 (.005% 1; 
Class 111 (.OlO/c); 
Class IV (.01%) 

Basis: (see comments) 
All property as- 
sessed at its true and 
actual value. 

Wisconsin Yes Rate: .2 mill per dollar. 
Basis: 100C7c of true value. 

Wyoming Yes Rate: $6.00 per $1,000 of 
assessed valuation 
(see comments). 

Basis: 
100% of its fair value 
for all minerals, all 
other property at an  
approximate 25'10 of 
fair value. 

Comments: Legal Necessav Changes 
Status of Statewide to Shift from L O C ~  

General Property Tax to Statewide Tax 

Rate limitations es- Rate legislation; 
tablished by consti- Allocation 
tutional amendment legislation 
and are implemented 
by statute-Class I 
($0.50 per $100) ; Class 
11 ($1.00 per $100); 
Class 111 ($1.50 per 
$100); Class IV ($2.00 
per $100). Limited 
term excess levy rates 
may be imposed by 
referendum. Rates ex- 
pressed above are  total 
limits for all levying 
bodies on any one 
piece of property. 

Rate legislation 

Rate subject to consti- Constitutional change; 
tutional limits of 4 Rate legislation 
mills on the dollar of 
assessed value for 
state general revenue; 
6 mills including pub- 
lic schools. 

Source: Charles E. Venus and W. Richard McLean, Status 
of State Level General Property Taxes, 1972 (Little Rock: 
University of Arkansas, Industrial Research and Extension 
Center, College of Business Administration, June, 1972, Pub. 
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and local sales taxes in those communities adopting 
Alabama that tax. State aid is given primarily through a mini- 

I. Problems in limiting property tax use for educa- mum Program fund (see T. 53, Chs. 208-215), plus 

tion to State taxation of nonresidential property. assorted special aid programs. Through these pro- 
grams the State distributes nearly 70 percent of the 

A. Problems in limiting local property tax use to total State and local revenues used for education 

non-education purposes. (ACIR, State and Local Finances, 1972, p. 132). 
This statutory framework would require only 

1. Constitutional problems 

Alabama's constitution, as amended in the 1950s, 
does not describe education as a primary responsi- 
bility of State government. The constitution estab- 
lishes a "state policy to foster and promote the edu- 
cation of its citizens," but states that "nothing in this 
Constitution should be  construed as creating or 
recognizing any right to education at public ex- 
pense." (Amdt. 111, S. 256). Hence, the State has no 
constitutional duty to establish modes of local gov- 
ernment financing of education. 

However, a n  end to local property tax financing of 
education does not leave local governments without 
a way to fund local education expenditures. Local 
governments can by ordinance enact a local sales 
tax which in form parallels the State sales tax and 
is collected by the State (Title 37, Ch. 771 (1) 1. Each 
local government is free to set the local tax rate (T. 
37, Ch. 771 (2)). In addition, as there is no constitu- 
tional prohibition against a local income tax (see 
Amdt 25), the legislature could authorize communi- 
ties to enact local income taxes. 

2. Statutory problems 

School expenditures a re  presently financed out of 
a combination of local property tax funds, State aid 
(from the State sales, income and property taxes), 

minor revision if local property tax financing of edu- 
cation were to be ended. Most local governments 
could finance their share of expenditures out of a 
local sales tax, except perhaps wealthy communities 
where State aid does not constitute a large propor- 
tion of local school expenditures. Thus, the primary 
statutory alteration that may be required (unless 
complete State financing is desired) might be to 
change the present State aid program away from a n  
equalizing scheme to a high level flat grant scheme. 

B. Problems in establishing a State property tax 
on nonresidential property only. 

1. Constitutional problems 

a. Exempting residential property from a 
general State property tax. 

The Alabama constitution contains two clauses 
that pertain to property taxation. Section 211 pro- 
vides that "all taxes levied on property in this State 
shall be assessed in exact proportion to the value of 
such property." Until May 1, 1972, the second clause, 
Section 217, read as follows: 

The property of private corporations, associ- 
-ations and individuals of this State shall forever 



be taxed at the same rate; provided, this section 
shall not apply to institutions devoted exclusive- 
ly to religious, educational or charitable pur- 
poses. 

However, this version of Section 217 has now been 
replaced with a lengthy amendment [see CCA 90- 
157a) which establishes three class of property- 
(I) public utilities, (11) all property not otherwise 
classified, and (111) agricultural, forest and residen- 
tial property-and requires that Class I properties 
be assessed at 30 percent, Class I1 at 25 percent, and 
Class I11 at 15 percent unless the State legislature 
provides for different assessment ratios. But in no 
case can a n  assessment go below 15 percent or above 
35 percent of market value. Tax exemptions are  re- 
quired for U S . ,  State, county and municipal prop- 
erty and for property used exclusively for religious, 
educational or charitable purposes. No limit is set 
on additional exemptions. 

No cases have yet been decided under this new 
provision. Nonetheless, it appears from the wording 
of the amendment that the legislature intended to 
keep intact the requirements of the old S. 217 re- 
garding exemptions except that the exemptions men- 
tioned above are  mandatory. The courts interpreted 
the earlier S. 217 to give the legislature virtually 
complete discretion in deciding what property could 
be exempted from taxation. In State v. Birmingham 
Southern Railway Co., 182 Ala. 475, 62 So. 77 (1913), 
the Alabama Supreme Court described the legisla- 
ture's power to include: 

ternal organizations and partial exemptions for the 
aged ($5,000), the blind ($12.000) and for incompe- 
tent veterans ($3,000). [See Title 51, ch.2,a-k.) 

A relatively recent case approved an exemption 
for the property of non-religious educational insti- 
tutions only (State v. Alabama Education Founda- 
tion, 231 Ala. 11, 163 So. 527 (19351.) The court saw 
the legislature's power to create exemptions for edu- 
cational institutions as derived not only from S. 217 
but also from the "inherent right of the legislature 
to make such exemptions." The court proceeded to 
judge the exemption by the reasonablenkss standards 
of the U.S. 14th Amendment and its Alabama con- 
stitution equivalent. (Art. I ,  SS 1 and 2.) Since this 
case and State v. Ala. Power Co., supra,  however, no 
cases significantly involving the validity of exemp- 
tions have been decided. 

From these precedents it can only be concluded 
that the Alabama courts view the legislature as hav- 
ing complete power to create exemptions, subject 
only to the constraint of reasonableness under the 
U.S. 14th Amendment and its Alabama eauivalent. 
Hence, it can be said with some confidence that a 
State property tax on nonresidential property would 
be  held to b e  constitutional. But it must be remem- 
bered that this conclusion is derived from dicta in 
early cases. The Alabama courts have never decided 
a case involving a n  exemption of the magnitude of 
all residential property in the State. 

b. Establishing a limited property tax 

The same cases that lead to a conclusion that resi- 

. . . the power to select for taxation only real dential property can be  exempted from a general 

estate with a resulting exemption on personalty, property tax, also lead to a conclusion that the legis- 

and vice versa. And if either class may be  ex- lature could establish a limited property tax. (In 

empted, . . . both may be  exempted. And if both particular, see State v. Birmingham Southern Rail- 

a re  exempted, what becomes of the general tax? way Co., supra.) The Alabama courts have never in- 

. . . This demonstrates to a certainty that, so far terpreted Sections 211 and 217 as requiring a general 

as mere power is concerned, the Constitution property tax. (See State v. Hooper, 141 Ala. 111, 37 

has left in the legislature the absolute power to So. 662 (1904j.j Thus, a limited tax could constitu- 

nullify all taxation and destroy all sources of tionally be enacted. 

tax revenue. 

This passage was dictum, since that case dealt with 
the legislature's power to authorize the valuation at 
a percentage less than 100 percent for all property. 
Nonetheless, it has been quoted and cited in more 
recent cases. [See, for example, State v. Alabama 
Power Co., 254 Ala. 327, 48 So.2d 445 [1950).) How- 
ever, few cases challenging the validity of specific 
exemptions have arisen, perhaps because of the 
broad language just quoted, but also because the 
legislature has enacted few exemptions beyond ones 
applying to religious, charitable and educational in- 
stitutions. Other exemptions include government 
property, specific items of household personal prop- 
erty, the property of scientific, literary, and fra- 

c. Can residential property be classified 
separately within a general property tax 
system and be valued or  taxed at a zero 
rate? 

This theory for excluding taxation of residential 
property is clearly prohibited by the new amend- 
ment to Section 217, supra. That amendment allows 
the legislature to place residential property in a 
class along with forest and agricultural property. But 
the legislature cannot assess property in that class 
at less than 15 percent of fair market value. And 
under S. 211 all property (regardless of S. 217 classi- 
fications for valuation purposes] must be taxed at 
the same rate. [See, e.g. Phoenix Carpet Co. v. State, 
118 Ala. 143, 22 So. 627, (1897).) 



2. Statutory problems in establishing a State 
property tax on nonresidential property. 

If a State property tax on nonresidential property 
is constitutional, few statutory problems would be  
encountered in revising the State tax system. Ala- 
bama already uses a statewide property tax [see 
Title 51 generally) but the tax does not produce 
much revenue. In 1971 the State collected $24 million 
in property taxes, only 2 percent of total state reve- 
nue collections. Nonetheless, the statutory frame- 
work exists. Assessments are  made by municipal 
and county officials lT.51, Ch. 30,78,87). Taxpayer 
appeals are  taken to each county's Board of Equali- 
zation (T.51, Ch. 55,104), whose decisions a r e  direct- 
ly reviewable by the State courts (T.51, Ch. 109). 
The State Department of Revenue is charged with the 
duty to supervise local assessments and to equalize 
assessments for State tax purposes and has the 
power to alter individual assessments and order re- 
assessments generally (T.51, Ch. 131). This adminis- 
trative structure could be utilized to implement a 
State property tax on non-residential property with- 
out statutory change as long as the State Department 
of Revenue closely supervised local assessing prac- 
tices. 

11. Constitutional problems in limiting property tax 
use to taxation of land only. 

If the interpretation of precedents presented in 
I.B. above is correct, Alabama could enact a system 
of site value taxation in either of two ways. It could 
exempt all improvements from taxation, which 
should be  constitutional under the court's statements 
in State v. Birmingham Southern Railway, supra. Or  
the legislature could abolish the present general 
property tax and enact a new system of site value 
taxation. Since the courts have stated (as dicta) that 
a limited property tax can be established (see, e.g., 
State v. Hooper, supra), such a n  enactment should 
also be  constitutional. Regardless of which proce- 
dure is preferred, the cases that have been decided 
by the Alabama Supreme Court give every indi- 
cation that the resulting site value taxation system 
would be constitutional. 

111. Problems with obtaining property tax relief 
through an income tax credit to low-income tax- 
payers. 

A. Constitutional problems with the property 
tax uniformity provisions. 

1. Are low income exemptions allowed? 

Presently Alabama has a homestead exemption of 
$2,000 in valuation for all homeowners (T.51, Ch.151. 
It also has larger exemptions for the elderly, the 

blind and incompetent veterans fT.51, Ch.2). None of 
these exemptions has been challenged in the courts. 
According to the Alabama Supreme Court in State v. 
Alabama Education Foundation, supra,  such exemp- 
tions a re  constitutional if they meet the standards of 
reasonableness of the U.S. 14th Amendment anL its 
Alabama equivalent [Art. I, SS 1 and 2). A well de- 
signed system of income tax credits for property tax 
payments by low-income taxpayers should have no 
difficulty meeting those standards. 

2. Can the credit be characterized as a reason- 
able abatement? 

. Alabama has not adopted any legal doctrines of 
granting property tax abatements because of inabili- 
ty to pay the tax. A tax payment is reduced only in  
cases of over-assessment and then only through a 
valuation reduction. [See T.51, S.30-109.) 

B. Constitutional problems with income tax pro- 
visions. 

Alabama has a n  income tax with graduated rates 
beginning at 3 percent and going up  to 5 percent. 
Amendment 25 to the State constitution explicitly 
re-classified the income tax as a non-property tax, 
thus ending the requirement that it conform to the 
uniformity provisions of S. 211 and S. 217. (See Elias- 
berg Bros. Mercantile Co. v. Grimes, 204 Ala. 492, 86 
So.56 (1920J.J Thus it is subject only to the require- 
ments of reasonable classifications and exemptions 
which stem from Article I, Sections 1 and 2 of the 
Alabama constitution and the 14th Amendment of 
the U S .  Constitution. [See, e.g., State Tax Commis- 
sioner v. Nachman, 233 Ala. 628, 173 So. 25 (19371, 
which held that the State's sales and  use taxes were 
subject only to these requirements.) Again, a well 
designed credit system can easily meet these tests. 

C. Statutory problems in enacting an income tax 
credit for low income taxpayers. 

Since we have concluded that the credit system 
will probably be upheld irrespective of whether it is 
characterized as a property tax exemption or an  in- 
come tax exemption, the credit system need not be  
designed with' an  eye toward a proper characteriza- 
tion under one of these taxes. Thus, no significant 
problems should be  encountered in drafting the 
necessary legislation. A simple addition to the pres- 
ent State income tax statute should suffice. 

California 
I. Problems in limiting property tax use for educa- 

tion to State taxation of nonresidential property. 

A. Problems in limiting local property tax use to 
non-educational expenditures. 



1. Constitutional problems 

The California constitution presents no barriers to 
limiting local property tax use to non-educational 
expenditures. Local governments are not consti- 
tutionally required to finance education programs 
out of property taxes. The State's Home Rule Amend- 
ment permits local government to institute non- 
property taxes unless expressly prohibited by State 
legislation (Art. 13, S. 37). Under legislative author- 
ization most municipalities have enacted local sales 
tax supplements of 1.25 percent to the State sales 
tax (Revenue and Taxation Code, S.7200 et.seq.1, 
although none of the proceeds presently go to school 
districts. The legislature has prohibited local govern- 
ments from establishing local income taxes (Revenue 
and  Tax Code, S.17041.51, but nothing in the Cali- 
fornia constitution prohibits the use of either local 
sales taxes or income taxes to fund education. 

2. Statutory problems 

Given the unavailability of local income or sales 
tax revenues to local school districts, school ex- 
penditures are  presently funded through a mixture 
of local property tax revenues and State aid. In 1968- 
69 local property taxes provided 56 percent of all 
school funds and State aid added 36 percent. (Cali- 
fornia Legislative Analyst, Public School Finance, 
part I, 1970, p.5.) State aid is distributed partly 
through a flat grant of $125 per pupil to each district, 
with the rest of the aid given on an  equalization 
basis. (See Education Code, SS.17751, 17801, 17702.1 

Some alteration of this statutory arrangement 
would be required if local property tax funding of 
education were to end. The State could, for example, 
easily permit local communities to use sales tax 
revenues or to establish a local income tax to pro- 
vide some local funding for education. Also the State 
aid framework exists through which the State could 
accept a greater role in funding local education ex- 
penditures. 

B. Problems in establishing a State property tax 
on nonresidential property only. 

1. Constitutional problems 

a. Exempting residential property from a 
general property tax. 

California's constitution contains two different 
provisions which determine what exemptions are  
permissible. Article 13, Section 1 states that except as 
otherwise provided in the constitution, "all property 
in the State, not exempt under the laws of the United 
States, shall be taxed in proportion to value." Sec- 
tion 14 of Article 13 permits the separate classifi- 
cation of personal property and taxation of it at a 
lower rate than real property or its exemption from 

taxation. Other sections of Article 13 exempt reli- 
gious, hospital and charitable property (S.lc), ceme- 
teries [S.lb) property used exclusively for education 
(S.la), among others, provides for a $100 minimum 
exemption of personal property for each household 
plus a $750 minimum exemption for the taxpayer's 
principal dwelling if not entitled to a veteran's ex- 
emption. 

The California courts have interpreted these pro- 
visions to require that the legislature cannot author- 
ize any exemptions not specified in the constitution. 
[See, e.g., Crocker v. Scott, 149 Cal. 575, 87 Pac. 102 
[1906).) Thus, without question residential property 
could not be exempted from a general property tax 
in California unless a constitutional amendment 
were passed. 

b. Establishing a limited property tax. 

As described above, Art. 13,Sl requires that "all 
property" not exempted by the State constitution or 
by Federal law must be taxed. Hence the constitu- 
tion's language clearly prohibits the institution of a 
limited property tax. The cases uphold this reading 
of the Constitution. [See, e.g., People v. McCreery, 
34 Cal. 432 (18681, and 14 Opinion of the Attorney 
General 246.) 

c. Can residential property be classified 
separately within a general property tax 
system and be valued or taxed at a zero 
rate? 

Section 37 of Article 13 states that "all property 
subject to taxation shall be assessed at its full cash 
value." Although this language clearly leads to the 
conclusion that all property in California except 
personal property under Art. 13, S. 14 must be  as- 
sessed at 100 percent of market value, the California 
Supreme Court has not so interpreted the constitu- 
tion. Rather the court has consistently held that 
fractional assessment is allowed, on the theory that 
the constitutional provision must be read in light of 
the statutes and practices at the time the constitu- 
tional provision was adopted. Since at that time 
fractional assessments were the normal practice, the 
court has held they are  constitutionally permissible. 
(See, e.g., Southern Pacific Land Co. v. County of 
San Diego, 183 Gal. 543, 191 Pac. 931 (1920). and Blinn 
Lumber Co. v. County of Los Angeles, 216 Cal. 474, 
14 p.2d 512 [1932), both decided before the addition 
of the "full cash value" provision to the Constitu- 
tion.) Thus the court recently upheld a statute re- 
quiring that all property (including personal prop- 
erty) be assessed at a percentage between 20 percent 
and 25 percent publicly announced by local asses- 
sors before each assessment period. (Revenue and 
Taxation Code, S401.1 In that case, Sacramento 
County v. Hickman, 66 Cal.2d 841, 428 Pac.2d 593 



(1966), the court held that fractional assessments are  
constitutional as long as all real property is assessed 
at the same ratio to market value and as long as per- 
sonal property is assessed at a ratio equal to or less 
than the real property ratio. 

Thus, although the California courts have not 
followed the literal wording of the California con- 
stitution regarding assessments, the cases do make 
clear that no separate classes of property will be  
allowed among different types of real property. 
Hence, residential property could not constitution- 
ally be separately classified. 

Uniformity of nonproperty taxation is required in 
California within classes only, under a constitutional 
provision that all laws of general nature shall have 
a uniform operation. [Art. I, S . l l ;  see  Newhouse 105 
et. seq.) However, a local motor vehicle license tax 
has been held to be  a property tax.(Flynn v. San 
Francisco, 18 Cal.2d 210 (1941J.J Although a corpo- 
rate franchise tax based on capital stock has been 
held to be  a nonproperty tax (Kaiser Land v. Curry, 
155 Cal. 638 [1909),) there is no ground for believing 
that a State tax on nonresidential property would be  
regarded as a nonproperty tax. 

2. Statutory problems in establishing a State 
property tax on nonresidential property. 

Because a State property tax limited to nonresi- 
dential property is unconstitutional in California, 
the question of statutory problems involved in estab- 
lishing such a tax is not reached. 

11. Constitutional problems in establishing a system 
of site value taxation. 

Because the California constitution requires that 
all property not exempted in the constitution be  
taxed and because the constitution forbids the im- 
position of a limited property tax, a system of site 
value taxation could be instituted only through a 
constitutional amendment. 

111. Problems in obtaining property tax relief through 
an income tax credit to low-income taxpayers. 

A. Constitutional problems with the property 
tax uniformity provision. 

1. Are low-income exemptions allowed? 

Although the California constitution does not per- 
mit a property tax exemption for low income tax- 
payers, it does permit a homestead exemption which 
the legislature can set at any amount not less than 
$750 in valuation. [See Art. 13, S.1d.J However, this 
exemption must apply to all homeowners except 
those on public assistance, regardless of their in- 
come, and must be measured in terms of a valuation 
reduction, not a reduction in property tax payments. 

Thus, if the courts viewed the tax credit as a part 
of the property tax rather than the income tax and  
thus subject to the property tax uniformity pro- 
visions of the constitution, the credit would not be  
constitutional. It would be if viewed as part of the 
income tax. 

2. Can the credit be characterized as a rea- 
sonable abatement? 

In California, property tax abatements are  granted 
only for over-assessments based on overvaluation. 
(See Revenue and Taxation Code, Sections 400 et. 
seq.) Neither the statutes nor any cases discuss in- 
ability to pay as a basis for granting an  abatement of 
property taxes due. 

B. Constitutional problems with the income tax 
provisions. 

Article 13, Section 11 permits a n  income tax to be  
established "in such cases and amounts and in such 
a manner as shall be prescribed by law." Under this 
authorization the legislature has established an  in- 
come tax with graduated rates from 1 percent to 11 
percent, (see Revenue and Taxation Code, 5.17943) 
and with personal exemption tax credits of $25 per 
taxpayer and $8 for each dependent (5.17054). The 
law makes no mention of refunds for credits exceed- 
ing tax liability. The California Supreme Court has 
not been forced to decide whether Article 13 Section 
11 requires that any income tax provisions meet a 
constitutional standard more strict than that of rea- 
sonableness (embodied in the U.S. 14th Amendment 
and California's Article 1) .  But given the latitude 
which the constitution's wording appears to give the 
legislature, it is highly doubtful that the court would 
subject any income tax provision to a more strict test. 

Thus, if the courts see the tax credit for property 
tax payments as an  income tax provision, they would 
probably uphold it. However, if the credit can pro- 
duce refunds, there is the possibility that a court 
may not see the credit as merely a n  income tax pro- 
vision, but as a violation of property tax uniformity 
requirements. Against this possibility a court may 
be urged to accept the refund feature as a logical ex- 
tension of the income tax to the so-called negative 
income tax. 

Illinois 
Illinois is unique among the six states under study 

because it adopted a new constitution, the Constitu- 
tion of 1970, which went into effect on July 1, 1971. 
This constitution substantially altered the revenue 
sections of the old Constitution of 1870. No cases 
challenging the new revenue sections have reached 
the Illinois Supreme Court, and  no reported lower 
court decisions have been found. Thus the analysis 



presented here is based on a linguistic interpreta- 
tion of the relevant provisions, aided by a commen- 
tary annotated to the Smith-Hurd edition of the new 
constitution and by Illinois court interpretations of 
provisions of previous constitutions. The recom- 
mendations contained in the Report to the Constitu- 
tional Convention of the Committee on Revenue and 
Finance were accepted by the convention with 
several significant changes. 

I. Problems in limiting property tax use for educa- 
tion to State taxation of nonresidential property. 

A. Problem in limiting local property tax use to 
non-educational expenditures. 

1. Constitutional problems 

The 1970 constitution presents no apparent barri- 
ers to ending local property tax financing of educa- 
tion. It charges the State with responsibility for pro- 
viding "an efficient system of high quality public 
education institutions and services" which shall be  
free through the secondary level. [Art. 10, S.l.1 It 
also gives the State "primary responsibility for fi- 
nancing the system of public education." (Art. 10, 
S.1.) How broadly the constitutional convention de- 
sired this latter provision to be interpreted is not 
known. 

Preventing local property tax financing of educa- 
tion does not rule out any local funding of educa- 
tional expenditures. The 1970 constitution allows 
school districts to enact non-property taxes after 
first obtaining approval of the General Assembly. 
(Art. 7, S.8.) Absent such legislative approval, school 
districts would not be able to finance education ex- 
cept through property taxes. 

2; Satutory probfemii 

School expenditures are  presen,,, funded by a 
combination of State aid and local property tax 
revenues. (See Ill. Ann. St., Ch. 122, S. 10,11,17,18, 
32, and 34.) The State has established a Common 
School Fund to which it appropriates moneys each 
year. (Ch. 122, S.18.) Distributions from the fund 
give each district general aid on a flat per pupil basis 
and give equalization aid to districts which exert a 
certain level of tax effort without generating some 
minimum level of funds. (Ch. 122, 5.18-8.) In addition 
to the Common School Fund, a district can receive 
funds from the Local Government Distribution Fund. 
These funds can be applied to any governmental 
activity including schools. (Ch. 85, S. 611, 613.) The 
remaining funds for education are  raised by the 
local property tax. Each district has a statutorily im- 
posed maximum local tax rate for school purposes 
which can be exceeded only after local referendum 
approval. (Ch. 122, S. 10, 11, 17, 32, and 34.) 

Some revision of this statutory framework would 
be necessary to accommodate a Federal program 
requiring that no local property tax funds be  used 
for education. But the revisions need not be drastic. 
The State could allow local communities to establish 
non-property taxes; or the State could increase the 
size of either the Common School Fund or the Local 
Government Distribution Fund, or both, and require 
local districts to finance education out of these 
funds. 

B. Problems in establishing a State property tax 
on nonresidential property only. 

I. Constitutional problems 

a. Exempting residential property from a 
general property tax. 

The Illinois Constitution of 1970 prohibits a prop- 
erty tax exemption for residential property by re- 
quiring that real property taxes be "levied uniformly 
by valuation". (Art. 9, S.4.) The new constitution also 
provides for the abolition of all personal property 
taxes by January 1, 1979. (Art. 9, S.5). Complete ex- 
emptions to either the personal or real property 
taxes a re  permitted for "only the property of the 
State, units of local government and school districts, 
and property used exclusively for agricultural and 
horticultural societies and for school, religious, 
cemetery and charitable purposes." (Art. 9 S. 6, em- 
phasis added.) Residential property does not fit any 
of these categories, and the constitution explicitly 
limits exemptions to the categories listed. 

This conclusion is re-inforced by Illinois court 
interpretations of the 1870 constitutional provisions. 
That constitution permitted revenue to be  gained by 
"levying a tax, by valuation, so that every person 
and corporation shall pay a tax in proportion to the 
value of his, her,  or its property." (Const. of 1870, 
Art. 9, S.1.J This provision, coupled with the pro- 
vision of Art. 9, S. 3 that 

The property of the State, counties and other 
municipal corporations, both real and personal, 
and such other property as may be  used exclu- 
sively for agricultural and horticultural soci- 
eties, for school, religious, cemetery, and chari- 
table purposes, may be exempted from taxation. 

was interpreted by the Illinois courts to require all 
property except that specifically exempted under 
Article 9, S.3 to be taxed. (See Crane v. W. Chicago 
Park Commissioners, 153 Ill. 348, 38 NE 943 (18941, 
Peoples' Loan and Homestead Assn. v. Keith, 153 
111. 609, 39 NE 1072 (1894), and In re St. Louis Loan 
and Investment Co. 194 111. 609, 63 NE 810 (1902).) 
Thus, in spite of the fact that the 1870 constitution 
did not explicitly limit exemptions to those cate- 
gories mentioned in it, the Illinois courts gave that 



interpretation and the 1970 constitution expressly 
ratifies it. Under the 1870 constitution the require- 
ment of universality was held to preclude the taxa- 
tion of land only (59 111. 142); the exemption of secu- 
rities of building and loan associations 1153 111. 609); 
State assessment of stock of certain corporations 
(248 111. 141; 236 111. 149); and the exemption of par- 
sonages (232 111. 158). 

b. Establishing a limited property tax 

Even if residential property cannot be  exempted 
from a general property tax, it is possible that the 
State could be permitted to establish a limited prop- 
erty tax, which would tax only nonresidential prop- 
erty. The Illinois courts consistently interpreted the 
Constitution of 1870 as permitting only a general 
property tax, given the wording of Art. 9, S. 1 that 
"every person and corporation shall pay a tax" on 
his property. (People v. Cook Co., 221 Ill. 493, 77 NE 
914 (1906).) Since the 1970 constitution only requires 
that real property be taxed "uniformly by valuation" 
without specifically mentioning that all property 
must be subject to the tax, it could be  argued that the 
new provisions do not require a general property 
tax if any tax is enacted. Under this theory exemp- 
tions would apply only to those categories of prop- 
erty which would be  subject to the limited property 
tax. Whether the court would accept this argument 
is, of course, not known. It does run contrary to the 
exemption provisions of Art. 9,  S. 5 which imply that 
the property tax must cover all property except 
those specifically exempted. Also the uniformity 
provision itself (Art. 9, 5.4) can be interpreted as 
requiring a general tax. 

If the courts do not see  S. 4 or S. 5 of Art. 9 as pro- 
hibiting a limited property tax, presumably such a 
tax could be established on "reasonable" categories 
of property. A clue to how the Illinois courts would 
define such reasonable categories can be found in 
Lake Shore Auto Parts Co. v. Barrett,-Ill. 2d- 
11971). In that case the Illinois Supreme Court struck 
down an amendment to the 1870 constitution (passed 
before the 1970 constitution) barring personal prop- 
erty taxes on individuals. The court held that the 
amendment was contrary to the Equal Protection 
clause of the 14th Amendment of the U.S. Constitu- 
tion because it did not meet the test of reasonable- 
ness under that clause. Under the court's construc- 
tion of the Federal equal protection test, only classes 
based on different kinds of property, and not classes 
based on different kinds of property owners, could 
meet the Federal test. 

A property tax limited to nonresidential property 
would presumably meet this criterion; all nonresi- 
dential property, whether owned by an individual or 
a corporation, would be  taxed. Thus, Lake Shore can 
be met. But the court would no doubt require that, 

beyond the holding in Lake Shore, the different 
kinds of property taxed must be  determined on some 
reasonable basis. Whether a tax on all nonresiden- 
tial property would meet this test cannot be  pre- 
dicted. Since the 1870 Constitution clearly prohibited 
limited property taxes, no Illinois cases have dis- 
cussed what might constitute reasonable classes of 
property for purposes of a limited property tax. 

c. Can residential property be classified 
separately within a general property tax 
system and be valued or taxed at a zero rate? 

The 1970 constitution, unlike the 1870 constitu- 
tion, does permit "reasonable" classifications of 
property for purposes of valuation, but only within 
counties with a population over 200,000. [Art. 9, S. 
4.) This provision precludes any classification in  
counties with a population less than 200,000; thus, a 
statewide classification system would be precluded. 
Moreover, even in those counties where classifi- 
cation is permitted, no property can be assessed at 
less than 2/5ths the value of the highest class of 
property. (Art. 9, S. 4(bJ.) This minimum prevents 
assessment of any property at a zero value. 

The requirement of proportionality applies only 
to property taxes, but the list of occupational, use 
and license taxes whose validity has been sustained 
under the 1870 constitution offers no encourage- 
ment to the belief that a State tax on nonresidential 
property would qualify unless it could be trans- 
muted into some sort of general business or occupa- 
tional tax. (See Newhouse 128.) 

2. Statutory problems in establishing a State 
property tax on nonresidential property. 

If a State property tax on nonresidential property 
were constitutional, few statutory problems would 
be encountered in enacting the tax system. Present- 
ly local assessors (employed by counties or town- 
ships] assess all property except that of railroad 
companies and certain corporate capital stock. (Ill. 
Ann. Statutes, Ch. 120, S. 498.) Appellate tax review 
boards exist on the county level for all counties. 
(Ch. 120, S. 489-492.) A State tax appeals board has 
jurisdiction only over appeals from counties less 
than 1 million population. (Ch. 120, S. 592. 1.1 

Thus property assessment and review responsi- 
bility is given to both local and State government. 
Also, the State Department of Revenue has broad 
powers and duties to supervise local assessments 
(Ch. 120, S. 611 (1) ), to prescribe general rules and 
regulations for local assessors [Ch. 120, S. 611 [3)),  
to investigate assessments of any county or assessing 
district (Ch. 120, S. 611 ( 7 7 1 ,  and to order reassess- 
ment of any district or county it finds to be in- 
equitably assessed [Ch. 120, S. 621). Within this statu- 
tory framework the State could easily create a sys- 



tem of thorough review of local assessments by the 
Department of Revenue. With such review the State 
could then rely, if it wishes, on equalized local as- 
sessments in administering a statewide property tax. 

In fact, the State presently has the power to estab- 
lish a statewide property tax on all property to raise 
reven-.es either for general use (Ch. 120, S. 634) or 
specifically for school financing (Ch. 120, S. 635). 
These statutes could easily be amended to establish 
a State tax on non-residential property only. With 
that change alone, the State would have a n  adequate 
statutory framework to establish and administer a 
State property tax on non-residential property. 

XI. Constitutional problems in establishing a system 
of site value taxation. 

For the reasons discussed in I, it is unlikely that 
site value taxation could be validly enacted in Illi- 
nois. 

111. Problems with obtaining property tax relief 
through an income tax credit to low income tax- 
payers. 

A. Constitutional problems with the property 
tax uniformity provisions. 

1. Are low-income exemptions allowed? 

The 1970 Illinois constitution specifically allows 
homestead exemptions and credits for renters. [Art. 
9, S. 6.) But it is not clear that such an  exemption 
limited to low-income homeowners and renters only 
would be constitutional. It appears that the constitu- 
tion writers intended such an  exemption to be  con- 
stitutional. According to the Smith-Hurd commen- 
tary on the new constitution, the convention at first 
r e j ec tedaproposa l  k d b w  homestead exemptions 
only for the elderly poor. Instead the broader clause 
was inserted apparently to allow the legislature 
more freedom in fashioning exemptions which it 
felt were needed. (Ill. Ann. Statute Vol. 3 p. 206.) 
The implication of this decision is that the constitu- 
tion writers wanted to allow the legislature to create 
whatever homestead exemptions it felt to be reason- 
able. If the courts read the constitution in this way, 
they probably will permit homestead exemptions 
for reasonable classes of taxpayers, which would 
include exemptions for low-income taxpayers only. 

2. Can the credit be characterized as a rea- 
sonable a batement? 

There is no constitutional or statutory basis for 
permitting abatements based on some notion of in- 
ability to pay. The Illinois courts rejected theories 
characterizing exemptions as abatements under the 
1870 constitution. In Hoffman v. Lefnhausen, 48 111. 
2d 323 [1971), the court stated that a $1,000 decrease 

of valuation of property held by those 65 and over 
could not be considered a reasonable abatement of 
property valuation, but was in fact a partial exemp- 
tion and thus must be examined under the constitu- 
tion's exemption provisions. Since the 1970 constitu- 
tion and subsequent statutes have not changed any 
provisions regarding abatements, it is doubtful that 
the Illinois courts would change its refusal to char- 
acterize property tax credits or valuation reductions 
as reasonable abatements. 

B. Constitutional problems with income tax 
provisions. 

The present Illinois income tax (which was in- 
stituted before the new constitution was enacted) 
has been characterized by the Illinois Supreme 
Court as a non-property tax. (Thorpe v. Malin, 43 
111. 2d 36 (1969J.j Thus the tax is not subject to the 
property tax uniformity and exemption provisions; 
instead the tax must meet the provisions of Art. 9, 
S. 2,  which permits "reasonable exemptions and 
credits" for non-property taxes. According to the 
Smith-Hurd commentary, this provision was pri- 
marily intended to permit sales tax exemptions for 
articles such as food and to allow low-income per- 
sons income tax credits for sales tax payments. [Ill. 
Ann. Statutes Vol. 3, p .  185.) Thus, this section would 
also seem to permit an  income tax credit based on 
property tax payments. 

However, the income tax must be non-graduated. 
(Art. 9, S. 3.) The Illinois courts could read this re- 
quirement as modifying the more general Section 2 
and not allow credits on the income tax which have 
the effect of graduating the income tax. But, again, 
we cannot say with assurance whether or not the 
court would give this interpretation since Section 3 
is new to the 1970 constitution. 

In any case, the court can see  a property tax pay- 
ment credit on the income tax as affecting the rate of 
the income tax only if the court sees the credit as 
accruing to the income tax (but measured by prop- 
erty tax payments) rather than as accruing to the 
property tax (with the income tax system used mere- 
ly as an  administratively convenient method of re- 
bating the excess property tax payments). Which 
way the court characterizes the tax credit may de- 
pend on how the credit is structured. If the State 
finances "refunds" equal to the credit for low-in- 
come persons who are  not liable for any income tax 
at all, the court might be more likely to regard the 
credit as a property tax rather than as an  income 
tax measure: Thus, the usual structure of a credit 
system would maximize the chances that the Illinois 
courts would see the credit as a modification of the 
property tax system rather than as a subterfuge for 
graduating income tax rates. 



C. Statutory problems in enacting an income tax 
credit for low-income property taxpayers. 

Illinois has a functioning income tax, with taxable 
income determined by Federal adjusted gross in- 
come as modified by a number of provisions. (See 
Ch. 120, S. 2-203.) The low-income credit could easily 
be added to these provisions. 

However, the statute must be  carefully drafted to 
avoid two problems. First, since the credit is possibly 
contrary to the income tax non-graduation provi- 
sions of Art. 9, S. 3, the credit should be  structured 
so as to maximize its chances of being viewed as not 
affecting the income tax requirements (as discussed 
above). Second, if the credit is to be justified under 
the property tax provisions rather than the income 
tax provisions, it must be  structured as a homestead 
exemption for low-income persons, and not as a tax 
credit if it is to fall under the permitted homestead 
exemption section. (Art. 9, S. 6.) Thus, the credit 
must be in the form of a valuation reduction for 
those whose incomes are  under some ceiling. The 
reduction could be the same for all under the ceiling 
or perhaps it could get larger as income decreases. 
But because the exemption must be on valuation and 
not on the amount of tax paid, the amount of the 
exemption could not vary as each community's tax 
rate varies. Perhaps reasonable classes could be  
established (e.g. allowing a larger valuation reduc- 
tion for low-income people living in cities over 
100,000 than in other communities) to mitigate the 
effects of this problem. 

Kansas 
The basic document for Kansas is the Constitution 

of 1859. It has remained in force with only minor 
changes since the State joined the Union. In general, 
the constitution is relatively restrictive in its pro- 
visions regarding legislative and municipal power 
over sources of revenues. However, the cases that 
have arisen under the constitution do not, in many 
instances, point to restrictions against the types of 
reforms with which the proposals prompting this 
study are  concerned. Thus it may turn out that, in 
spite of Kansas' general restrictiveness, its constitu- 
tion permits more of the reforms than many other 
constitutions under study. 

I. Problems in limiting property tax use for educa- 
tion to State taxation of nonresidential property. 

A. Problems in limiting local property tax use to 
non-educational expenditures. 

1. Constitutional problems 

The Kansas constitution would not present signi- 
ficant obstacles to ending local property tax financ- 

ing of education. The State is given primary respon- 
sibility for providing "a uniform system of common 
schools." (Art. 6, S. 2.) However, the constitution 
imposes no requirements on the State to provide any 
school financing itself for elementary and second- 
ary schools. 

Ending local property tax financing of education 
does not rule out any local funding of educational 
expenditures. Municipalities a re  authorized under 
the State's Home Rule Amendment to levy any taxes, 
excises, fees and charges they choose as long as 
such measures are not prohibited by general law. 
(Art. 12, S. 5(b).) Thus, under an  appropriate statu- 
tory structure municipalities could finance school 
expenditures out of non-property taxes. 

2. Statutory problems 

School expenditures are  presently funded by a 
combination of State aid and local property tax 
revenues. The State has established a school foun- 
dation aid program which basically provides suffi- 
cient aid to insure that a specified minimum tax rate 
in each district will provide a certain amount of 
funds per  pupil. (See KAS Ch. 72, Art. 7001.) Addi- 
tional aid is given for special school purposes, such 
as transportation of students and special programs 
for the retarded. (See, e.g., Ch. 72, Art. 405.) All other 
funds for local schools must come from local prop- 
erty taxes. General law forbids municipalities from 
instituting any excise, sales or use taxes (KAS Ch. 
12, Art. 1391 or any income tax (KAS Ch. 12, Art. 
140); and fees and license revenues must be based 
on administrative costs, not on sales or income 
(KAS, Ch. 12, Art. 143). Local school districts set their 
own budgets and instruct county assessors to levy 
whatever amounts are  needed on property within 
the school district. (KAS, Ch. 79, Art. 1801.) Each 
school district must stay within certain statutory 
maximum rates; the maximum rate varies with 
classes of districts. (See KAS, Ch. 79, Art. 41.) 

Although some modification of this statutory 
scheme would be required to accommodate a system 
of non-property tax financing of local education, the 
changes should not be difficult to enact. The legis- 
lature could remove its prohibition on local non- 
property taxes, thus allowing alternate methods of 
local taxation. Or the State could increase the funds 
in the School Foundation Program, distribute the 
funds on a flat per pupil basis, and require that 
school districts meet their budgets entirely from 
these funds. 

B. Problems in establishing a State property tax 
on nonresidential property only. 

1. Constitutional problems 



a. Exempting residential property from a 
general statewide property tax. 

The Kansas constitution requires that the State 
legislature provide "for a uniform and equal rate of 
assessment and taxation." [Art. 11, S. 1.) This basic 
uniformity provision has been interpreted to apply 
only to property taxes [see, e.g., State v. Cline, 91 
Kan. 416, 137 Pac. 932 (1914), and State v. Wilson, 101 
Kan. 789, 168 Pac. 679 [1917)), even though the lan- 
guage of the constitution makes no distinction be- 
tween property and non-property taxes. The same 
section of the constitution provides for a number of 
exemptions for taxation: 

but all property used exclusively for State, coun- 
ty, municipal, literary, education, scientific, reli- 
gious, benevolent and charitable purposes, and 
all the household goods and personal effects not 
used for the production of income, shall be ex- 
empted from taxation. (Art. 12, S. 1.) 

This section has remained unchanged since the adop- 
tion of the 1858 constitution, except that before 1963 
household goods and personal effects were exempt 
only to the extent of $200 in valuation. 

The Kansas courts have interpreted this exemp- 
tion provision to require that exemptions must be 
given to the property listed. (See, e.g., Comm'rs of  
Ottawa v. Nelson, 19 Kan. 234 (18771.) But the court 
has not limited exemptions to those specified; other 
categories of property may be exempted by legis- 
lation if certain tests are  met. 

The primary court requirement for upholding ad- 
ditional, nonspecified exemptions is that some pub- 
lic interest be served. In Sumner Co. v. Wellington, 
66 Kan. 590, 72 Pac. 216 (19031, the Kansas Supreme 
Court held that "the Constitution does not forbid the 
exercise of the inherent power of the legislature to 
exempt property from taxation when it may conduce 
to the public welfare." The legislature, not the court, 
is to determine what exemptions are  proper. "With- 
in the scope of legislative power, the legislature 
itself is judge of what exemptions are  in the public 
interest and will conduce to the public welfme." 
[Gunkle v. Killingsworth, 118 Kan. 154, 233 Pac. 803 
(1925).) Court review determines only if the legis- 
lature's action was "devoid of a rational basis." 

total taxable property. In Wheeler v. Weightman, 96 
Kan. 50, 149 Pac. 977 (19151, the court described this 
requirement at length: 

No one could successfully contend that the Con- 
stitution permits the legislature to exempt all 
real estate in the state from taxation and so cast 
the burden of sustaining the government on per- 
sonal property alone. No one could successfully 
contend that all personal property in the State 
may be exempted from taxation or that all prop- 
erty belonging to corporations or a class of cor- 
porations, like railroads, could be exempted. 
To do so would manifestly violate the rule of 
uniformity and equality. (96 Kan. 67, 68.1 

Language such as this appears in a number of early 
exemption cases. (See, e.g., Baird V. Joslin, 116 Kan. 
615, 227 Pac. 543 (1924).) But in none of these cases 
does any additional analysis appear.  And in none of 
the cases, including Wheeler v. Weightman, was a 
proposed exemption struck down because it did not 
meet this requirement. . 

If the Kansas courts follow the requirement as 
expressed in Wheeler v. Weightman and other early 
cases, an exemption for residential property would 
quite clearly be  held unconstitutional even though 
it met the public interest test. But whether or not the 
courts will follow this requirement is not known. 
The requirement was clearly dictum in those cases 
in which it appears. The Supreme Court has not 
mentioned it in an exemption case since 1924 (but 
no cases which have arisen since then have involved 
substantial amounts of property). There is, thus, no 
way of telling whether the court will hold such an  
exemption constitutional. The court could go either 
way. 

b. Establishing a limited property tax. 

The Kansas courts have interpreted the exemption 
provision of the Kansas constitution (Art. 12, S. 1) to 
require that all real and personal property except 
that specifically exempted by law must be subject 
to property taxation. (See, e.g., M. 6. M. Ry. Co. v. 
Champlin, 37 Kan. 682, 16 Pac. 222 (1887J.J Thus Kan- 
sas cannot establish a limited property tax, and the 
only method of excluding any property from the tax 
system is through exemptions. 

(State v. Board of Regents of Kansas, 167 Kan. 587, 
207 Pac.2d 373 (1949).) Under this test, which is the 

c. Can residential property be classified 
separately within a general property tax 

same as the reasonableness test under the U.S. Con- 
system and be valued or taxed at a zero 

stitution's 14th Amendment equal protection clause, 
rate? 

an  exemption of residential property would have a 
good chance of passing court scrutiny. Despite the relative liberality of the Kansas pro- 

However, in earlier cases the Kansas supreme vision regarding exemptions, the Kansas courts have 
Court discussed an  additional requirement beyond consistently held that the uniformity provision of 
serving the public interest: that the exempted prop- Art. 11, S. 1 of the consitution forbids any classifi- 
erty should not constitute a substantial portion of cation of property for valuation or tax rate purposes. 



(See State ex rel. A m  v. Cline, 91 Kan. 416, 137 Pac. 
932 [1914), Wheeler v. Weightman, supra.) A few 
narrowly drawn exceptions have been made for un- 
organized areas (where the court permitted the State 
to assess and tax railroad properties-without taxing 
all of the prairie lands, (Francis v. Atchison, T. 8 
S. F.R. Co., 19 Kan. 303 (1877) 1, and for railroad roll- 
ing stock [which the courts allowed to be taxed on a 
statewide, rather than a local basis, since the situs of 
the property could not be determined, Associated 
Ry. Equipment Owners v. Wilson, 167 Kan. 608, 208 
P.2d 604 (1949)). These exceptions, however, do not 
produce any relevant theories for arguing that sepa- 
rate classification of residential property is con- 
stitutionally permissible. 

In practice the Kansas courts have permitted sub- 
stantial deviation from the requirement of uniform 
assessment by imposing numerous roadblocks to any 
effective challenge of assessing practices. The courts 
have repeatedly stated that "mere excessive assess- 
ment or mistaken assessment" does not present a 
cause of action. Rather the taxDaver must show that . " 

the assessor fraudulently or intentionally over- 
assessed the property. (See, e.g., Addington v. Bd. of 
County Commissioners, 191 Kan. 528, 38 P.2d 315 
(1957).) Later cases indicate that a "gross and arbi- 
trary discrepancy" in assessment, if proved, will 
constitute constructive fraud and relief will be  
granted to a taxpayer with a high assessment. [Beard- 
more v. Ling, 203 Kan. 803, 457 P. 2d 117 (1969).) But 
even gross discrepancies are  difficult to prove in 
court because of a judicial reluctance to accept the 
conclusions of private assessment ratio studies. (See, 
e.g., Cities Service Oil Co. v. Murphy, 202 Kan. 282, 
447 P.2d 791 (1968) and Sebits v. Jones, 202 Kan. 435, 
449 P.2d 551 (1968).) Moreover, the relief granted is 
limited to tax abatement to the complaining tax- 
payer; the courts refuse to enjoin the general col- 
lection of taxes. [See Harshberger v. Bd. of County 
Commissioners, 201 Kan. 592, 442 P.2d 5 (1967).) 

For all of these reasons, the Kansas courts make 
it relatively easy for local assessors to informally 
assess different types of property at different values. 
However, even informal assessment of residential 
property at zero valuation would no doubt be seen 
as a "gross discrepancy" in relation to the assess- 
ment of non-residential property. The courts would 
quickly strike it down. 

2. Statutory problems in establishing a State 
property tax on nonresidential property. 

If the constitutional problems of a State property 
tax on nonresidential property were overcome, such 
a tax could be set up with few statutory changes. 
Under the present statutory structure, assessments 
are  made by county assessors. [Ch. 79, S. 1411 (a).) 
Each local governmental unit, including school dis- 

tricts, notifies the county assessors of the amount of 
revenues needed for their purposes and the county 
assessors levy the tax accordingly [Ch. 79, S. 18011, 
adding on county expenditures to the amount to be 
taxed-for each local community in the county (Ch. 
79. S. 18021. 

A State property tax is authorized by State law 
for various purposes (e.g., for State educational in- 
stitutions, c h .  76, S. 6b01 and S. 6b02). Thus, the 
State Appellate Tax Board and the State Director of 
Property Valuation have extensive power to alter 
and equalize local assessments. The Director of 
Valuation is specifically instructed to require local 
assessing officials to assess all property at 30 percent 
of fair market value. (Ch. 79, S. 1404 (I).) He has the 
power to prosecute local officials violating this re- 
quirement. (Ch. 79, S. 1404(3).) Also, he  himself is 
subject to prosecution for willingly or knowingly 
failing to assess properly. (Ch. 79, S. 1439.) 

With this statutory framework few changes would 
be required to establish a n  effective system of State 
control over local assessments. Thus a State tax on 
nonresidential property could easily be administer- 
ed  through use of local assessments as supervised by 
State officials. 

II.Constitutiona1 problems in establishing a State or 
local system of site value taxation. 

The only theories under which site value taxation 
could arguably be consitutional a re  the same theo- 
ries presented for establishing a nonresidential 
property tax. The prospects of judicial acceptance of 
any of these theories for purposes of nonresidential 
property tax were viewed as dim; the same holds 
true for a property tax on land only. 

111. Problems with obtaining property tax relief 
through an income tax credit to low-income tax- 
payers. 

A. Constitutional problems with the property 
tax uniformity provisions. 

1. Are low-income exemptions allowed? 

The constitution makes no specific provision for 
the exemption of low-income property owners, and 
the legislature has never attempted to institute one. 
Thus, a case has not been litigated on this point. 
However, applying the general judicial standards for 
permitting exemptions (i.e. public interest, and,  
perhaps, a non-substantial portion of taxable prop- 
erty), good arguments can be made in favor of the 
constitutionality of low-income exemption. Under 
the public interest test, the court only requires that 
it be able to perceive some rational basis in the 
legislature's conclusion that a n  exemption is in the 



public interest. This is the same test which the court 
applies to non-property taxation schemes. (See, for 
example, State v. Wilson, 101 Kan. 789, 168 Pac. 679 
(1917J.) And the Kansas courts have under that test 
upheld progressive rates in State excise taxes. [See 
In re. Martin, 62 Kan. 638, 64 Pac. 43 (1901).) Thus, 
if progressive rates can rationally be seen as in the 
public interest, it would be  difficult for the court to 
conclude that low-income exemptions cannot be 
similarly viewed. 

However, the possibility of a low-income exemp- 
tion being prohibited as exempting a substantial 
portion of taxable property (See pp. 5-6, supra) does 
exist. But because this requirement (if the court will 
apply it) has not been discussed in recent cases and 
was not discussed with precision in early cases, and 
because there is little likelihood that low-income 
people in Kansas own or occupy a substantial por- 
tion of taxable property, this restriction may not be 
a significant obstacle to a low-income property tax 
exemption. 

2. Can the credit be characterized as a rea- 
sonable a batement? 

The cases examined indicate that abatements 
apply solely to reductions of a tax based on an  over- 
assessment, [See Beardmore v. Ling, supra.) No 
cases were discovered which discussed inability to 
pay as a potential reason for allowing an abatement 
of a tax; nor do the statutes give any basis for de- 
veloping such a theory. 

B. Constitutional problems with the income tax 
provisions. 

Article 11, S. 2 explicitly provides for an  income 
tax with graduated rates. The present Kansas income 
tax system has rates graduated from 0.5 percent to 
5.5 percent. (Ch. 79, S. 3202.) All taxpayers receive 
a $600 exemption. [Ch. 79, S. 3210.) The tax credit 
could be seen either as a way of further increasing 
the progressivity of the income tax rates (which is 
expressly allowed by Amd. 11, S. 2 of the constitu- 
tion) or as a reasonable exemption or credit. Any 
court review would be limited to the reasonableness 
of the credit. (See Hartman v. State Comm. of Reve- 
nue, 164 Kan. 67, 187 P. 2d 939 (1947J.1 

C. Statutory problems in enacting an income tax 
credit for low-income taxpayers. 

Because Kansas has a functioning income tax sys- 
tem with its own schedule of deductions and exemp- 
tions separate from the Federal income tax system 
(See Ch. 79, S. 3200 et seq.), a simple addition to the 
statutes would easily set up the credit system. Be- 
cause the credit is likely to be upheld regardless of 
whether it is viewed as an  income tax or a property 
tax measure, the problems of refunds discussed in 

the body of this report and in earlier appendices 
should be even less troublesome in Kansas. 

Massachusetts 
I. Problems in limiting property tax use for educa- 

tion to State taxation of nonresidential property. 

A. Problems in limiting local property tax use 
to non-education purposes. 

1. Constitutional problems 

In Massachusetts, there seems to be  no constitu- 
tional obstacle to limiting the use of the local prop- 
erty tax to the financing of functions other than 
education. 

2. Statutory and practical problems 

In Massachusetts, the property tax is the only 
source of direct local tax revenue which the cities 
and towns are  constitutionally permitted to use to 
finance local government expenditures. If the cities 
and towns could not use local property tax revenue 
for education, they would have to rely entirely 
either on State aid for education or on direct State 
financing of education. Local autonomy in educa- 
tional policy, already eroded by statewide regula- 
tions and standards, would certainly not be helped 
by either of these arrangements. 

The magnitude of the financial problem for the 
State should not be overlooked. In fiscal 1969, 
Massachusetts cities and towns spent $746 million 
for education, 41 percent of total city and town ex- 
penditure. Of this amount about $260 million, 35 per- 
cent of local school expenditure, was financed by 
transfers from the State. In order to finance local 
education without local property tax resources, the 
State would have to raise close to $500 million from 
additional State taxes. 

B. Problems in establishing a State property tax 
on nonresidential property only. 

1 .  Constitutional problems of uniformity. 

a. Can residential property be exempted 
from a general State property tax? 

In practice Massachusetts has allowed exemptions 
only (1) by limiting the requirement of taxation to 
property which ought to assist in defraying the ex- 
penses of government, thus excluding property of 
persons who are  not able to contribute (S. 126, p. 
28*); (2) for property in the ownership of which tax- 
payers may be deemed not to differ greatly, such 
as household furniture up to a stated value [S. 126, 
p. 29*]; and (31 for property devoted to public or 



quasi-public uses (S. 126, pp. 29, 37*). A general 
exemption for residential property would not qual- 
ify under any of these rather narrow, if uncertain, 
tests. In addition, the Massachusetts Supreme Judi- 
cial Court has stated in a n  advisory opinion that a 
$5,000 homestead exemption for residents would in- 
volve an  unconstitutional discrimination against 
corporate owners, nonresident owners and resident 
individuals living in rented housing. (Opinion of the 
Justices, 344 Mass. 766, 181 N.E. 2d 793 (1962); see S. 
126, p. 29*.) However, a general exemption in favor 
of residential property would not discriminate 
against rental housing or nonresident owners, al- 
though it would discriminate against nonresidential 
property or corporations and other taxpayers. 

b. If not, can residential property be 
classified separately and taxed at a zero 
rate? 

In Massachusetts, the Special Commission to 
Develop a Master Tax Plan has concluded that in 
principle, "the levy of a state tax at a uniform rate 
throughout the commonwealth on any selected class 
of property, in substitution for or in addition to the 
local rate, violates the requirement of a uniform 
effective rate of taxation for all property subject to 
tax in the city or town." (S. 126, p. 32*.) By contrast, 
a State tax at a uniform rate on all property would 
be valid if based on genuine equalized valuations. 
(S. 126, pp. 42-43.*) 

2. Practical and statutory problems in a 
State nonresidential property tax. 

a. Unequal assessment among municipal- 
ities. 

As in many States, the valuation of the local prop- 
erty tax base in Massachusetts varies widely from 
one community to another, not only in average ap- 
proximation of true market value, but also in the 
degree to which each community achieves uniform- 
ity in valuing different classes of property and par- 
ticular pieces of property. The uniformity provision 
of the Massachusetts constitution requires a uniform 
effective rate of taxation on all property within the 
taxing district; if the entire Commonwealth were 
the taxing district, a uniform effective rate could 
probably not be achieved without comprehensive 
changes in valuation methods. [See S. 126, p. 43*.) 

b. Adequacy of prospective revenue. 

According to the 1967 Census of Governments, in 
1966 Massachusetts raised 70 percent of its real prop- 

*Reference is to Commonwealth of Massachusetts, Con- 
stitutional Limits of the Tax Power, First Report of the Spe- 
cial Commission to Develop a Master Tax Plan, Senate No. 
126 of 1970 (September 1969). 

erty tax revenue from nonfarm residential property. 
Assuming that most of the 7.3 percent of total Massa- 
chusetts property tax revenue which was derived 
from personal property represented nonresidential 
assets, Massachusetts obtained about 65 percent of 
its local property tax revenue from residential'prop- 
erty, and about 35 percent from nonresidential prop- 
erty. Thirty-five percent of the fiscal 1969 property 
tax levy ($1.206 billion) amounts to $422 million, 
only 56.6 percent of the $746 million which the cities 
and towns spent for education in fiscal 1969. Since 
the Commonwealth already contributed $260 million 
to the cities and towns in aid for education in that 
year, however, the balance to be  raised by an  in- 
crease in property taxation of nonresidential prop- 
erty would have been $164 million-almost 40 per- 
cent above the 1969 level of such taxation and 
almost 70 percent of the 1969 level of the Massa- 
chusetts revenues from corporation excises. If 
Massachusetts had received from the Federal gov- 
ernment $1 for every $2 of State funds distributed 
for local education, however, it would only have had 
to raise an  additional $76 million from the taxation 
of nonresidential property in order to have the 1969 
amount of $746 million available for local education. 

3. If a State cannot constitutionally establish 
a State nonresidential property tax, a re  
there any potential equivalent alternatives? 

Among the States which permit exemptions but 
require a uniform rate in property taxation, only 
Massachusetts has an  extensive doctrine on "ex- 
cises" in lieu of property taxes. Massachusetts levies 
excises on motor vehicles (the validity of the excise 
was sustained in 1924 in Opinion of the Justices, 250 
Mass. 5911, trailers, mobile homes, aircraft and 
ships; but the corresponding exclusions of such 
property from the general local property tax have 
never expressly been held constitutional. (See S. 
126, p. 37*.] Under Massachusetts doctrine an  excise 
of this type cannot be sustained except on the theory 
of a "privilege," and a tax on a "common right" is 
regarded as a property tax. [S. 126, p. 55*.) It is hard 
to imagine that a State tax on nonresidential prop- 
erty would not be regarded as a property tax, or that 
a general tax on business would be  treated as a tax 
on a "privilege" under Massachusetts doctrine. 
While the existing Massachusetts excise tax on cor- 
porations includes a property measure of tax lia- 
bility which could be  altered, such a tax would not 
be equivalent to a tax on all nonresidential property. 
Only property owned by corporations would be in- 
cluded. 

11. Problems with differential taxation of land and 
improvements. 



A. Constitutional problems 

Although there are  no Massachusetts cases on an  
express distinction between land and improvements, 
and the decision that a homestead exemption would 
be  invalid could apply only to a certain class of im- 
proved land [S. 126, p. 29*), the specific differenti- 
ations which have been held invalid in Massachu- 
setts have all been struck down by application of a 
general rule against differentiation of any but the 
most limited kinds. The uniformity provisions of 
other States have a similar general application. The 
analysis of the validity of differentiation between 
residential and other property is therefore valid for 
any distinction between land and improvements, so 
that site value taxation in Massachusetts would be 
likely to be  held unconstitutional. 

111. Problems with obtaining property tax relief 
through an income tax credit to low-income tax- 
payers. 

A. Constitutional problems with property tax 
uniformity provisions. 

I. Is a low-income exemption allowed? 

As stated in the main body of this report, 21 States 
offered some type of low-income relief under their 
property taxes in 1969, but only to persons who were 
elderly, widowed or disabled. [See S. 1281**, pp. 
255 et seq..) Massachusetts is among those giving low- 
income relief against property taxes to the elderly. 

There seems to be no serious obstacle to granting 
property tax relief to low-income taxpayers, without 
regard to age or disability. 

2. Can a credit against income tax liability 
be characterized as a reasonable abatement? 

No special problems appear to be posed in Massa- 
chusetts under this rubric. (See the discussion in the 
next paragraph.) 

B. Constitutional problems with income tax 
uniformity provisions. 

Does the credit violate the Massachusetts prohi- 
bition against graduated rates? Massachusetts is one 
of five states with a broad-based income tax without 
graduated rates. The Massachusetts income tax is 
levied under a 1915 constitutional amendment which 
requires that the tax on income derived from the 
same class of property be levied at a uniform rate 
throughout the Commonwealth; authorizes the Gen- 
eral Court to grant "reasonable exemptions and 
abatements"; and authorizes the application of dif- 
ferent classes of property. [See S. 126, pp. 25, 47-48*.) 

If a credit were given for the excess of property 

*See reference on page 215. 

**Commonwealth of Massachusetts, The Massachusetts 
Revenue Structure (Second Report of the Special Com- 
mission to Develop a Master Tax Plan, Senate No. 1281 
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Table G-1 
Comparison of Tax Value and Residual Tax Liability for Property Tax Exemption 

and Alternative lncome Tax Credit Plans 

Base 

Rate 

Property tax exemptions: 

Exempt amount 
Tax value 
Residual liability 

lncome tax credit for excess of property 
tax over k percent of income: 

Tax value 
Residual liability 

lncome tax credit for q percent of 
property tax: 

Tax value 
Residual liability 
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Tax 

v 
r 
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re  
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- 
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- 
rv qrx* 

Income Total 
Tax 

rv-kx rv- kx 
sx- (rv-kx) x(s+k) 
=x(s+k)-rv 

'Residual liability if credit subtracted from property tax 
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tax liability over a fixed percentage of income, and 
were applicable wholly to income of the same class, 
the result-taking the income tax alone-would be 
equivalent to adding the percent to the income tax 
rate and giving a credit for the entire amount of the 
property tax. [See Table G-1.1 A taxpayer entitled to 
the credit would in the first place be taxed at a 
higher marginal rate than other taxpayers, and sec- 
ondly, would receive a credit whose value was 
wholly determined by the local tax rate and the 
value of his property. It is not possible to say with 
any confidence that such a credit would be regarded 
as a reasonable abatement. A variable schedule of 
personal allowances sustained by the Massachusetts 
Court differentiated only according to personal legal 
status and amount of total income. [Opinion of the 
Justices, 270 Mass. 593, 170 N.E.  800 (1930); see S. 
126, p. 48*.) Massachusetts also has a small credit in 
a fixed amount for low-income taxpayers, intended 
to take account of sales tax paid; its validity has 
never been judicially considered, however. The pro- 
posed credit would differ from the present personal 
allowance not only in having no relation to the in- 
come or the income tax rate, but in  varying accord- 
ing to the location of the property. Further differ- 
entiations among taxpayers would arise if the credit 
were incompletely used against tax on one class of 
income and were carried forward to another tax im- 
posed at a different rate, although differentiations 
resulting from the carry-over of unused fixed per- 
sonal allowances have not been challenged. 

If credit were given for a fixed percentage of the 
property tax liability, the marginal rate of the in- 
come tax would remain unchanged, but the amount 
of the credit again would vary according to the 
value of the property and the tax rate of the com- 
munity. 

It is interesting to note that if the property and in- 
come taxes a re  regarded as a system, the first ,type 
of credit eliminates the property tax entirely, leaving 
an  income tax levied at a uniform rate consisting of 
the statutory rate plus the chosen percent of income. 
Taxpayers entitled to the credit would pay income 
tax at the same rate as other taxpayers, but would 
be paying in effect an  in-lieu property tax bearing 
no relation to the value of their property. From this 
global point of view, the second type of credit is 
perhaps more plausible: taxpayers entitled to it 
would be paying income tax at the normal rate plus 
that part of the local tax which was credited against 
income tax liability. 

Finally, even assuming that a reduction of positive 
income tax liability, measured by property tax lia- 
bility, would be a reasonable abatement, a refund 
for any excess of such a credit would certainly be 

*See reference on page 215. 

a departure from the more usual concept of an  in- 
come tax, to say nothing of the income tax concepts 
embodied in the Massachusetts 1915 amendment. 

Against these doctrinal uncertainties must be  set 
the realities of political pressure for property tax 
relief, offered here in a form which does not appear 
unreasonable to those who are  familiar with the 
doctrine, and the fact that the problem is probably 
peculiar to Massachusetts. 

New York 
I.  Problems in limiting property tax use for educa- 

tion to State taxation of nonresidential property. 

A. Problems in limiting local property tax use to 
non-education expenditures. 

1. Constitutional problems 

No constitutional problems are  presented by end- 
ing local property tax financing of education. Under 
the New York constitution education is the primary 
responsibility of the State legislature, not local gov- 
ernments. The legislature is required to "provide for 
the maintenance and support of a system of free 
common schools, wherein all the children of the 
state may be educated." [Art. 11, S. I.) 

Local governments could have a role in financing 
schools even if local property tax financing were 
ended. New York's Home Rule constitutional pro- 
vision allows local governments to enact any form 
of taxation after obtaining authorization from the 
State legislature. [Art. 9, S. 2.) Thus, the State legis- 
lature could work out any number of plans for local 
non-property tax financing of education. 

2. Statutory problems 

Local school expenditures are presently financed 
from two main sources (in addition to Federal aid) 
The State government finances about 55 percent; 
most of the remaining 45 percent is financed out of 
local property taxes, although local sales taxes can 
be used toward education financing in all com- 
munities, and New York City's income tax can be  
used for education expenditures. (See N.Y. Tax Law, 
Art. 9, 29, S. 1201 and S. 1203.) 

Some modification of this statutory system would 
be required to end local property tax funding of 
education. The local sales taxes, which are  presently 
functioning in 19 cities and towns and 41 counties, 
would need to be enacted by the remaining com- 
munities if each community is to take some part in 
funding education. This change, plus a substantial 
increase in State aid, could provide a satisfactory 
alternative. Also, given the flexibility of New York's 
constitutional provisions regarding State and local 
taxation, the State legislature could easily go beyond 



this simple change to establish other alternative 
financing schemes. 

B. Problems in establishing a State property tax 
on nonresidential property only. 

1. Constitutional problems 

a. Exempting residential property from a 
general property tax. 

The New York constitution discusses exemptions 
in Article 16, Section 1: 

Exemptions from taxation may be granted only 
by general law. Exemptions may be altered or 
repealed except those exempting real or per- 
sonal property used exclusively for religious, 
educational or charitable purposes.  . . 

This section has been liberally interpreted by the 
New York courts. The courts have held that the 
State legislature can enact or revoke exemptions at 
will, except for those exemptions explicitly re- 
quired by the section. [See Grossman v. Wagner, 
20 Misc.2d 707, 192 N.Y.S.2d 557 (1959j.j The only re- 
straint on legislative discretion in granting or re- 
voking exemptions stems from Art. 1, S. 1 of the 
New York constitution: "No person shall be denied 
equal protection of the laws." This section has been 
interpreted to impose on the legislature the same 
standards of reasonableness that is imposed by the 
14th Amendment of the U.S. Constitution. Under 
this constitutional framework the New York legis- 
lature has granted exemptions as liberally as any 
State in the union. Forty-three private exemptions 
exist in all, including those for private playgrounds 
and opera houses and for all Indians. In no report- 
ed case have any of these exemptions been chal- 
lenged on constitutional barriers to exempting resi- 
dential property. Such an  exemption can easily 
meet a 14th Amendment test of reasonableness. 

b. Establishing a limited property tax. 

The New York courts have, in several cases, stated 
that the constitution makes no requirement that all 
property be taxed or that any tax must be on prop- 
erty generally rather than on specific classes of 
property. (See, e.g., Feld v. Hanna, 4 Misc.2d 543, 
195 N.Y.2d 269 (19591.) The only constitutional re- 
quirement is that personal property not be taxed (it 
is explicitly exempted under Art. 16, S. 3 of the Con- 
stitution). Thus, again, the constitution presents no 
barrier. A property tax limited to nonresidential 
property would be constitutional. 

c. Can residential property be classified 
separately within a general property tax 

system and be valued or taxed at a zero 
rate? 

The analysis presented in subsection 0 ,  supra,  
applies equally well to this theory for establishing 
a nonresidential property tax. As long as the State 
legislature, rather than local government mandates 
that residential property be assessed or taxed at a 
zero rate, the scheme would be constitutional. A 
problem would arise if local governments were 
given discretion in establishing the classifications or 
the differences in rates between classes, since Arti- 
cle 16, S. 1 forbids State delegation of its taxing 
power over property. (See, N.Y. Steam Corp. v. City 
of New York, 268 N.Y. 137, 197 N.E. 172 (1935j.j But 
a statutory requirement that residential property be 
classified separately and assessed or taxed at a zero 
rate would be constitutional. 

2. Statutory problems in establishing a State 
tax on nonresidential property. 

New York does not have a State property tax. 
Thus some statutory changes would be required to 
establish a State tax on nonresidential property. 
While extensive assessment improvement legislation 
was enacted in 1970 (Real Property Tax Law, Oct. 
15-A], the present statutory framework does not 
provide for State supervision and review of local 
assessments, essential for any State property tax. 
Substantial revision would be necessary. Nonethe- 
less, close State supervision of local assessments 
could be established without radical change, espe- 
cially since the State Board of Equalization already 
actively participates in assessor training and prepa- 
ration of manuals and provides numerous advisory 
services. 

11. Constitutional problems in establishing a system 
of site value taxation. 

In New York, site value taxation clearly is con- 
stitutional. As discussed in IBla, b, and c supra, the 
constitution allows a tax limited to any reasonable 
class of property. In Hanna v. Feld, 4 Misc.2d 2, 158 
N.Y.S2d 94 (19561, the court explicitly said that a tax 
on land only would be constitutional (though that 
statement was dictum). A tax on land only can be 
shown, no doubt, to have a rational basis, the only 
requirement the courts will impose. 

111. Problems in obtaining property tax relief 
through an income tax credit to low-income tax- 
payers. 

A. Constitutional problems with property tax 
uniformity provisions. 

1. Are low-income exemptions allowed? 



Although New York does not now have a home- 
stead exemption or any other exemption for home- 
owners, except that veterans and the elderly get a 
maximum $5000 exemption (Real Property Tax, Art. 
4, S. 4541, such an  exemption would be constitution- 
al. Again the only requirement is that the exemption 
have some rational basis. An exemption limited to 
low-income taxpayers would have no difficulty 
meeting that test. 

2. Can the credit be characterized as a rea- 
sonable abatement? 

In New York, as in most States except Massa- 
chusetts, abatements are  granted only for over- 
assessment of a particular piece of property. (See 
Real Property Tax, Art. 7 ,  S. 702.1 The ability of the 
taxpayer to pay is not a relevant consideration in 
any review of a local assessment. Thus, the credit 
would not be approved under this theory. 

B. Constitutional problems with the income tax 
provisions. 

The New York income tax is subject to the same 
constitutional restraints as the property tax, namely, 
that as long as any classifications established (for 
inclusions in income or deductions from income) 
have a rational basis, no constitutional problems are  
presented. (See, e.g., In r e  Vanderbilt's Estate, 281 
N.Y. 297, 22 N.E.2d 379 (19391.) The present New 
York income tax has graduated rates (from 2 percent 
to 15 percent, Tax Law, Art. 22, S. 602); a tax credit 
of $10 per household individual plus $25 for the head 
of the household (S. 606) has been abolished. These 
provisions have not been challenged on constitu- 
tional grounds, and an  additional credit for property 
taxes paid by low-income taxpayers is not likely to 
be  challenged. Such challenges would not succeed. 

Fifty State Survey of Exemptions* 
Beyond the in-depth analysis presented above for 

six States, a brief survey of property tax exemp- 
tions in the remaining 44 States was conducted. Only 
the leading cases of each State were read. From 
these cases, however, tentative conclusions were 
reached on (1) the constitutionality of a nonresi- 
dential property tax, i.e. of exempting residential 
property or of classifying it separately and taxing it 

*In general the laws on which this report is based were 
researched to a cutoff date of January 1, 1972. The most 
important changes since then are the amendments to the 
constitutions of Alabama and Tennessee. Their positions 
in the various lists in this appendix a re  not changed by 
these amendments because in neither State does this new 
classification system permit taxing residential property at 
an assessment ratio of less than 15 percent (Alabama] or 
25 percent (Tennessee). 

at a zero rate; (2) the constitutionality of site value 
taxation; and (3) the consitutional problems pre- 
sented by property tax provisions for a low-income 
exemption proposal. Problems presented by income 
tax provisions for a low-income exemption pro- 
posal were not examined at all. The results from 
these 44 States were added to the results from the 
six other States for the survey discussed below. 
These composite results are  to be  taken only for 
what they are,  namely, tentative conclusions based 
only on a brief survey. 

A. The constitutionality of exempting residential 
property from a general property tax. 

The constitutions of 24 States forbid the exemp- 
tion of any property from taxation except certain 
types of property specifically listed in that constitu- 
tion. In none of these states is residential property 
specifically exempted. The States include: 

Arizona 
Arkansas 
California 
Colorado 
Florida 
Georgia 
Illinois 
Indiana 
Kentucky 
Louisiana 
Missouri 
Montana 

Nebraska 
Nevada 
New Mexico 
North Carolina 
Ohio 
Oklahoma 
South Carolina 
Tennessee 
Texas 
Utah 
Virginia 
West Virginia 

In none of these States could a nonresidential prop- 
erty tax be established by exempting residential 
property. The only alternative basis through which 
such a tax could be established is to create a sepa- 
rate classification for residential property and tax it 
at a zero rate. Eight of the 24 States listed above 
allow some classification of real property. (See 
Section B, infra.) In the 16 other States a nonresi- 
dential property tax could be established only after 
the adoption of a constitutional amendment. 

The constitutions of 21 other States appear to 
allow their legislatures to create any exemptions 
which conform to the "reasonable basis" require- 
ment of the U.S. Constitution's 14th Amendment's 
equal protection clause and any comparable re- 
quirement found in each State's constitution. In 
these States it  appears that an  exemption of resi- 
dential property would be permitted. However, this 
conclusion cannot be stated firmly. Most cases which 
challenge the constitutionality of exemptions in- 
volve lesser exemptions (e.g, charitable institutions, 
fraternal organizations or, at most, household per- 
sonal property). While a court may only speak of a 
"reasonable basis" requirement when dealing with 



such exemptions, it may not so readily permit a n  
exemption which so significantly alters tax burdens 
as an  exemption of residential property would do. 
Thus a number of courts might create a requirement, 
similar to the one discussed in old Kansas cases, 
(see discussion, supra], that an  exemption cannot 
alter the basic system of taxation. In light of this 
potential obstacle the only conclusion that should 
be reached is that in the following 21 States there is 
a good chance that an  exemption of residential prop- 
erty would be held to be constitutional: 

Alaska 
Alabama 
Connecticut 
Delaware 
Hawaii 
Iowa 
Maine 
Michigan 
Maryland 
Mississippi 
New Jersey 

New York 
North Dakota 
Oregon 
Pennsylvania 
Rhode Island 
South Dakota 
Vermont 
Washington 
Wisconsin 
Wyoming 

In the remaining five States the permissibility of 
a residential property exemption is unclear or doubt- 
ful. These States (Idaho, Kansas, Massachusetts, 
Minnesota and New Hampshire) allow exemptions 
beyond those specified in their State constitutions, 
but the requirements which must be met are  stricter 
than a "reasonable basis" standard. Kansas' stand- 
ards of not altering the basic nature of the tax is dis- 
cussed above; in the other four States the standard 
appears to be a narrowly drawn definition of "the 
public interest," but see the Massachusetts section 
for an analysis of that State's law. Twnety-four 
States, thus, would not allow an exemption of resi- 
dential property, 21 States probably would allow it, 
snd five States are uncertain. 

B. The constitutionality of classifying residen- 
tial property separately and taxing it at a zero 
rate. 

Classifying residential property separately and 
taxing it at a zero rate is not as strong a constitu- 
tional theory for creating a nonresidential property 
tax as is the exemption theory. The courts may well 
view the classification scheme as a sham device to 
create an  exemption without calling it an  exemp- 
tion. Nonetheless, there is at least one State, Arizona, 
where an authority (Att. Gen. Opinion 67-75) has 
indicated that although exemptions of property not 
specified in the constitution could not be created, 
such property could be classified and taxed or as- 
sessed at a zero rate. Thus, there is a chance that this 

theory might work in other States where additional 
exemptions are  not allowed. 

A total of 21 States allow some classification of 
real property (some additional States allow classi- 
fications involving personal property, but that is of 
no concern here) ,  with court review limited to dis- 
cerning a "reasonable basis" for the classes creatad. 
However, in 11 of these States in which additional 
exemptions are also allowed, the classification 
theory is probably not needed to justify a nonresi- 
dential property tax. These States are: 

Alaska Oregon 
Delaware Rhode Island 
Hawaii Pennsylvania 
Iowa South Dakota 
New York Vermont 
North Dakota 

In one State-Minnesota-the permissibility of addi- 
tional exemptions is not certain, but classification 
is allowed. And eight States which prohibit addi- 
tional exemptions do allow reasonable classification. 
These States are: 

Arizona Kentucky 
Louisiana Montana 
New Mexico Oklahoma 
North Carolina Virginia 

Thus, in 21 States the exemption theory allows a 
basis for a nonresidential property tax. And in an  
additional eight States the classification theory 
affords some hope for establishing the tax. 

However, there remain 16 States which allow 
neither additional exemptions nor classification. In 
these States a nonresidential property tax cannot be 
established without constitutional amendment: 

Arkansas 
California 
Colorado 
Florida 
Georgia 
Illinois 
Indiana 
Missouri 

Nebraska 
Nevada 
Ohio 
South Carolina 
Tennessee 
Texas 
Utah 
West Virginia 

C. The possibilities for site-value taxation. 

A property tax which is levied only on land faces 
the same constitutional obstacles as a property tax 
on nonresidential property only. Both would proba- 
bly meet a "reasonable basis" requirement applied 
to an  exemption or classification scheme for the tax 
system. But a stricter requirement probably could 
not be met. 

Thus, a tax on land alone would probably be ap- 



proved in the 21 States which allow reasonable ex- 
emptions. (See Section A, supra.) In the five States 
where the possibility of such an  exemption is un- 
certain, the possibilities for a land tax are  also un- 
clear. (Minnesota permits classification, an  alternate 
basis for justifying the tax.) In the 24 States which 
do not permit exemptions not specified in the consti- 
tution, an  exemption of improvements would not be 
permitted. However, since eight of these States 
allow classification, that theory may provide a basis 
for establishing a land tax. In any case, in these 
States, as in all 21 States which allow classification 
regardless of their exemption requirements, im- 
provements and land could be  classed separately 
with improvements taxed at a lower level if not a 
zero level. 

D. Constitutional problems created by property 
tax uniformity provisions for a low-income ex- 
emption scheme. 

The analysis here is similar to that presented in 
the above sections. If a State allows reasonable 
exemptions, it will approve an  exemption for low- 
income taxpayers. Thus, at least 21 States can insti- 
tute such an  exemption, five are uncertain, and 24 
probably cannot. 

However, the low-income exemption may alterna- 
tively be viewed as a separate classification for low- 
income taxpayers with taxation at a lower rate. This 
theory will not necessarily be approved by all States 
which permit reasonable classification. Most such 
States have cases holding that distinctions between 
taxpayers, rather than distinctions between classes 
of property regardless of owner, cannot be reason- 
able [See, e.g., Weissinger v. Boswell, 330 E. Supp. 
615, D.C. Ala. (1971) which held that classification 
according to property owner violated not only the 
Alabama Constitution but the U.S. Constitution's 
equal protection clause as we1l.J The survey con- 
ducted did not collect the number of such cases in 
all States, but it is doubtful that more than five to 
eight States would allow the establishment of classes 
based on the taxpayer rather than on the type of 
property. The reader is reminded that the research 
for this survey excluded validity under income tax 
provisions, which in fact would permit exemptions 
or credits for low-income taxpayers in most if not 
all the States where denied under property tax rules. 

Federal Equal Protection Cases 
Extract  f r o m  Phi l ip  Nichols,  Taxa t ion  i n  

Massachuse t t s  63-68 (3d ed., Boston, 1938): 

Discriminatory Taxation 
It is well settled that there is nothing in the Four- 

teenth Amendment which requires a state to tax all 

property within its jurisdiction at the same rate. 
Different classes of property may be taxed at dif- 
ferent  rates as the public policy of the state may 
seem to require and excises may be imposed upon 
certain occupations and not upon others without 
violating the provisions of the amendment unless 
there is a clearly hostile discrimination against cer- 
tain persons or classes, not based upon any reason- 
able distinction.' Certain classes of property may be 
wholly exempted from taxation without giving rise 
to an  occasion for interference by the federal 
 court^.^ The latitude of discretion is notably wide 
in the classification of property for purposes of 
taxation and the granting of partial or total exernp- 
tions upon grounds of policy.3 Nevertheless the 
classification must be reasonable and not arbitrary, 
and must rest upon some ground of difference hav- 
ing a fair and substantial relation to the object of 
the legislation, so that all persons similarly circum- 
stanced shall be treated alike. A discriminatory tax 
law cannot be sustained as a lawful classification 
if the classification appears to be  altogether illu- 
~ o r y . ~  

Discrimination in Rate 
Property taxes are  now almost always assessed in 

proportion to value, at least within the class, and a 
system by which a certain type of land is assessed 
at a fixed value per acre when in fact there is a great 
divergence in value is repugnant to constitutional 
right.5 An exemption of smaller units, such as 
homesteads, is however commonly accepted, and a 
statute taxing smaller properties at a lower pro- 
portionate rate has been sustained.= Income taxes 
are  of course measured by income, but substantial 
exemptions and progressively graduated rates vio- 
late no rights under the Fourteenth Amendment.' 

With excise taxes there is often no such readily 
available rule for apportioning the tax as in the case 
of property taxes or income taxes. In many instances 
a fixed amount is charged in all cases, and a tax- 
payer cannot insist upon a reduction of the tax in 
proportion to the slight use which he  wishes to 
make of the privilege taxed.8 Usually however the 
tax is measured by the value of the privilege for 
which it is imposed, but there is no requirement that 
it be so measured. If however the excise is not of a 
fixed amount, the measure of the tax must have 
some relation to the value of the privilege; if it is 
dependent upon an unrelated and arbitrary factor 
it will be unconstitutional.9 

Editorial note: None of the more recent cases examined 
requires any significant change in the statements made in 
the text .  S e e  a l so  F. P. Schoe t t l e ,  " Jud ic i a l  Requ i r e -  
men t s .  . . . ," 25 National Tax Journal 455 (Sept. 1972), es- 
pecially p. 456. 



FOOTNOTES 

'Bell's Gap R.R. Co. v. Pennsylvania, 134 U.S. 232, 237 
(1890); Home Insurance Co. v. New York, 134 U.S. 606 
(1890); Giozza v. Tiernan, 148 U.S. 662 (1893). Thus all cor- 
porations may be  put in one class for purposes of tax- 
ation and  taxed upon a different basis from individuals 
engaged in the same business, Michigan Central R.R. Co. 
v. Powers, 201 U.S. 245 (1906); Fort Smith Lumber Co. v. 
Arkansas, 251 U.S. 532 (1920); or corporations may be  clas- 
sified separately according to the business done by them, 
as banks. Provident lnstitution for Savings v. Massachu- 
setts, 6 Wall. 611 (1867); railroad companies, State Railroad 
Tax Cases, 92 U.S. 575 (1875); Kentucky Railroad Tax Cases, 
115 U.S. 321 (1885); Charlotte etc. R.R. Co. v. Gibbes, 142 
U.S. 386 (1892); Florida Central etc. R.R. Co. v. Reynolds, 
183 U.S. 471 (1902); Ohio Tax Cases, 232 U.S. 576 (1914); 
express companies, Pacific Express Co. v. Seibert, 142 U.S. 
339 (1892); or oil companies, Southwestern Oil Co. v. Texas, 
217 U.S. 114 (1910). An inheritance tax law which taxes at 
a higher rate property which, though taxable, escaped tax- 
ation during the life of the decendent is constitutional. 
Watson v. State Comptroller, 254 U.S. 122 (1920). A distinc- 
tion may be  made between steam railroads and street rail- 
ways, Savannah etc. R.R. Co. v. Savannah, 198 U.S. 392 
(1905); and between surface street railways and those 
operated in subways, New York v. State Board of Tax Com- 
missioners, 199 U.S. 1 (1905). The franchises of corporations 
may be  taxed at a different rate from tangible property, 
Coulter v. Louisville etc. R.R. Co. 196 U.S. 599 (1905). Secu- 
rities issued by corporations may be  taxed at a different 
rate from all other moneyed securities. Bell's Gap R.R. Co. 
v. Pennsylvania, 134 U.S. 232 (1890); New York v. Reardon, 
204 U.S. 142 (1907). A distinction may be  made between 
corporations doing business for profit and  co-operative or 
mutual associations. Citizens Telephone Co. v. Fuller, 229 
U.S. 322 (19131, and  between express companies which 

own their means of transportation and those which employ 
the services of a carrier,  Pacific Express Co. v. Seibert, 142 
U S .  339 (1892), and between large and small tracts of land, 
King v. Mullins, 171 U.S. 404 (1898). A distinction may be  
made between the different classes of insurance contracts, 
Farmers' etc, Insurance Co. v. Dobbins, 189 U.S. 301 (1903). 
A tax may be  imposed on anthracite and not on bituminous 
coal, Heisler v. Thomas Colliery Co., 260 U S .  245 (1922) . . . 
(numerous citations of excise cases omitted). 

2Florida Central R.R. Co. v. Reynolds, 183 U.S. 480 (1902); 
Missouri V. Dockery, 191 U.S. 170 (1903). 

3Royster Guano Co. v. Virginia, 253 U.S. 412, 415 (1920); 
Louisville Gas Co. v. Colman, 277 U.S. 32 (1928); Utah 
Power & Light Co. v. Pfost, 286 U.S. 165 (1932); Williams v. 
Mayor of Balitmore, 289 U.S. 36 (1933). 

'Thus a state law which taxes the income of domestic 
corporations doing business inside the state whether de- 
rived from business carried on within or without the state, 
but exempts altogether the income of domestic corpo- 
rations which do no business within the state is uncon- 
stitutional as imposing a n  arbitrary discrimination. Royster 
Guano Co. v. Virginia, 253 U.S. 412 (1920). A state law which 
imposes a tax upon a foreign corporation which has come 
into a state in accordance with its laws and acquired prop- 
erty of a permanent character, at a higher rate than is im- 
posed upon domestic corporations for carrying on pre- 
cisely the same business is unconstitutional. Southern Ry. 
Co. v. Greene, 216 U.S. 400, 417 (1910) . . . . (further citations 
of excise cases omitted). 

SCumberland Coal Co. v. Greene County Board of Re- 
vision, 284 U.S. 23 (1931). 

6Columbus etc. Ry. Co. v. Miller, 283 U.S. 96 (1931) 

'(Citations omitted). 

e(Citations omitted). 

$Air-Way Electric Appliconce Corporation v. Day, 266 
U.S. 71 (1924). 
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Taxation of Land 
With Special Emphasis 
On Site Value Taxation 
in Hawaii and Oregon 

BY 
Richard W. Lindholm 
University of Oregon 

Eugene, Oregon 

This paper discusses the potential of limited use 
of land value taxation (LVT) as a property tax and 
general economic reform measure, with special ref- 
erence to the use and interest in LVT in Hawaii and 
Oregon.* Consideration is given to the problem and 
modifications required by the LVT approach to tax 
reform. 

The emphasis is on (I) the political and economic 
conditions in Hawaii and Oregon that have led to 
LVT legislative action; (2) the problems and diffi- 
culties encountered in gaining political acceptance 
and legislative action and in carrying out actual ad- 
ministration of LVT; and (3) the procedures that 
were considered and adopted to overcome opposi- 
tion to LVT and to improve its usefulness as a tax 
and economic measure. 

Summary of Selected Findings 

Hawaii 
The Hawaiian graded property tax has never been 

a statewide approach to land taxation. The original 
legislation exempted land zoned or dedicated for 
agricultural and conservation use. In 1969 improved 
residential property was also removed from the 

*The materials considered in this DaDer came from Ill in- 
& .  . , 

terviewing leaders in Hawaii and Oregon interested in leg- 
islating and administering taxes; (2) published analytical 
and descriptive articles and studies dealing with site value 
taxation and the graded property tax in general, and spe- 
cifically with their use and consideration in Hawaii and 
Oregon; and (3) relationships developed out of The De- 
scription and Analysis of Oregon's Fiscal System, prepared 
in 1970 and 1971 by a task force of Oregon-based econ- 
omists. The latter study covers 25 topics and is available 
from the Department of Revenue. Salem, Oregon 97310. 
Three terms-(land value taxation (LVT), site value taxa- 
tion and graded property tax) -will be used in referring to 
increasing the taxation of land rent and land values. When 
specific reference is made to Hawaii's legislation, the grad- 
ed property tax term will usually be used. 

graded approach to property taxation. However, the 
Hawaiian experience has been broad enough to de- 
stroy once and for all the old canard that land can- 
not easily be assessed separately from the improve- 
ments on it. 

Both the original exclusion and the later one of 
1969 favored the large landowners. The difficulties 
that were remedied by complete exemption from the 
graded property tax could have been removed with- 
out throwing out the baby with the bathwater. The 
most obvious possibility was the adoption of a grad- 
uated graded property tax. 

The land classification system used by the Ha- 
waiian Tax Department and the State's Land Use 
Law have caused unnecessary confusion and compli- 
cations. As a result, assessment shortcomings are  en- 
couraged and the graded property tax has become 
too complicated for the legislature or the voters to 
understand. 

The graded-tax concept appears to have few 
friends in Hawaii. It has been constantly opposed 
by the Governor and the Department of Taxation 
and more recently by the construction industry and  
hotel owners. Nevertheless, the law is not expected 
to be repealed. Also, a number of political leaders 
have plans to expand the application of the principle 
of LVT and to remove some of the shortcomings of 
the graded property tax as it now exists in Hawaii. 

Oregon 
Oregon, like Hawaii, has a concentration of land 

ownership and considerable private monopoly over 
the productivity of government-owned lands. How- 
ever, residential land is readily available, and the 
Hawaiian leasehold system is not practiced in 
Oregon. 

The portion of America's populist movement con- 
cerned with direct legislation by the people first 
arose in Oregon. Along with political populism came 



a form of economic populism that advocated a modi- 
fied version of the ideas of Henry George, particu- 
larly the use of LVT to finance State and local gov-' 
ernment. William Simon U'Ren, the leader of the 
movement, stated that his development of populist 
political tools such as the secret ballot and the initia- 
tive was largely for the purpose of bringing about 
the enactment of LVT. 

Between 1905 and 1917 U'Ren's movement advo- 
cated the use of LVT in various forms. Efforts at  
both the statewide and county levels failed to attract 
sufficient support to enact LVT into law. 

Nevertheless, the general concept has remained 
in the political arena. 

The adoption of LVT to finance schools in Ore- 
gon would bring about a reduction of about 25 per- 
cent in residential property taxes and a n  increase 
in property taxes on vacant urban land and agricul- 
ture, grazing and forest lands. The groups that would 
experience a tax increase, particularly the farmers, 
have been active in countering the LVT movement 
in Oregon. 

General Issues 

The advocates of LVT have been guilty of claim- 
ing more than their reform could deliver. In Hawaii, 
with its modest property tax collections, a partial 
LVT was incapable of breaking up the large land 
holdings or of making a complicated land dedica- 
tion program work. Yet, when this has not happened, 
LVT has been blamed because its advocates had 
promised these results. 

Neither in Hawaii nor in Oregon have LVT advo- 
cates been able to overcome the opposition of agri- 
cultural interests. In Hawaii, dedicated agricultural 
land has been exempted. In 1912, Oregon farmers 
prevented the adoption of LVT legislation, and in 
1972, by active opposition, prevented serious legis- 
lative consideration of it. 

An alternative to the Hawaiian exemption of 
large land areas from the graded property tax would 
be a more complete integration between the land 
dedication and property taxation activities. Neither 
Hawaii nor Oregon has quite made the decision that, 
for the foreseeable future, dedicates land to one use 
only, with a change possible only if the land is State- 
owned. However, both States have moved in this di- 
rection, and both have statewide zoning. 

More general problems relate to the use of LVT, 
but possible approaches exist. For example, (1) the 
betterment tax is better than nothing, and may turn 
out to be the first step to LVT, and (2) a problem is 
encountered by LVT when land decreases in value 
because of reduced demand and because of rising 
interest rates. In this connection the LVT can pro- 
vide a useful cushion to the landowner under low- 
demand circumstances, because the LVT portion of 

the fixed cost of ownership decreases as highest- 
and-best-use value declines. This decline makes it 
somewhat easier to meet constant mortgage costs 
and therefore assists in continuing the investment 
during difficult times. 

The use of LVT encounters the traditional ob- 
stacles to the removal of economic power. Almost 
nobody enjoys a reduction of ability to profit from 
the control of scarce resources. The only effective 
procedure is to make the voters aware of the re- 
quirements of democratic capitalism. Tax adminis- 
trators in Hawaii and Oregon see education and the 
informing of voters as the prime requisite to LVT 
adoption and to sound administration. 

The long-term economic effects of LVT are  not 
easily explained. But a seeming injustice to an  old 
couple required to pay taxes because of the valuable 
land under the old homestead is easily dramatized 
by opponents of LVT. Those advocating LVT in both 
Hawaii and Oregon have not learned the lesson well 
understood by the managers of the income tax: 
When pressures develop, a minor concession or two 
is made; i.e., neither insist on purity nor exempt a 
large portion of the tax base. 

Those convinced of the sound economics of LVT 
often forget that its introduction nudges institutions 
and individuals to change their accustomed be- 
havior. The construction industry today is accus- 
tomed to horizontal building development and the 
construction of highways. Adoption of site value 
taxation pushes vertical development and rapid- 
transit construction. The construction industry and 
other businesses find change of this character un- 
comfortable. The tile manufacturer wants to keep 
his inventory in open sheds on the ground rather 
than in a vertical facility. LVT, however, nudges him 
to go vertical. 

Each land user who economizes his use of land re- 
leases land for others. The builder accustomed to 
locating a new development out in the countryside 
feels uncomfortable using released city land,  so uti- 
lization is slower than it need be,  but this is the di- 
rection in which urban development needs to go.' 
The impact of very incomplete site value taxation in 
Hawaii seems to demonstrate its usefulness as a 
catalyst in this process. 

Tax Impact, Capitalization and Ability to Pay 
The groups favoring site value taxation in Hawaii 

and Oregon often face the criticism that the tax may 
have to be paid by those with little taxpaying ability 
and that the tax payment burden is often not carried 
by those with a high ability to pay taxes. This situa- 
tion is a serious political liability that must be modi- 
fied satisfactorily before the benefits of site value 
taxation can be enjoyed. 

Hawaii and  Oregon tax administrators agree that 



the reduction of the property taxes on the typical 
homestead is a vital first step. However, communi- 
cating that fact and explaining how it takes place is 
as important as the reduction itself. It would per- 
haps be  best to create the correct tax burden image 
by establishing land tax rates graduated by several 
steps based on the total assessed value of land 
owned by a single family or a business. In addition, 
the first $1,000 or so of land owned by a n  individual 
or a corporation needs to be  exempt. Also, a pro- 
cedure is required to reduce the LVT liability of per- 
sons in unusual circumstances that cause payment 
to be  a great individual economic sacrifice or an  ap- 
parent social loss. 

One of the basic political and administrative deci- 
sions in the introduction of site value taxation ap- 
pears to be  whether the LVT concept is introduced 
(1) on a local government basis a s  part of a land- 
use dedication or zoning program in urban areas- 
an  approximation of what has developed in Hawaii 
-or (2) on a statewide uniform basis applied to 
highest-and-best-use value as a property tax reform 
that meets court objections to current school finance 
procedures while increasing the social use of land 
rents-a recommendation of the Oregon Fiscal Sys- 
tem Task Force. Although the local and the uniform 
State approaches to LVT are  correctly considered 
alternatives, they are  also compatible. Taking the 
first step toward LVT, whether it is the local ap- 
proach or the statewide procedure, seems to lead 
to a realization that both programs are  needed for 
for the people of a State to enjoy the contribution 
site value taxation can make to good private-sector 
land-use decisions and a tax program using a socially 
and economically wise choice of bases. 

tard economic growth and to increase the cost of 
housing. 

Land Reform. The concentration of economic 
power resting in land ownership was seen to be tol- 
erable if two developments took place: (1) if the 
land were fully utilized in carrying out economic 
activities; and (21 if parcels of the large landhold- 
ings were brought to the market for sale under rel- 
atively competitive ccndilions. 

The legislature, where the new political groupings 
were represented, saw its taxing power as a princi- 
pal base from which to develop procedures to bring 
ahout the desired type of land management." The 
taxation of land on the basis of its highest and best 
use would place economic pressure on the landhold- 
ing groups to develop the potential of their hold- 
ings. Also, it seemed apparent that the need for capi- 
tal to develop the large landholdings of the estates 
and funds to pay the taxes on the land would bring 
parcels of land onto the market at  relatively com- 
petitive prices, lower than current levels.** 

Economic Development. In addition to this "stick" 
type of pressure seen to arise out of the graded 
property tax, the procedure was also expected to 
provide a useful "carrot." The structures and im- 
provements placed on the land would be  taxed at a -  
lower level than land. As a result, taxes on property 
whose value consisted largely of improvements 
would be  less than on a piece of property of the 
same value but consisting largely of land, if both 
pieces of property were in the same class.*** 

1963 Legislation. The 1963 legislation, as adopted, 
applied only to urban property. Land classified as 
agricultural or conservation by the State Tax De- 

Hawaii's Graded Property Tax 

Political Background 
The fiscal-political background of the existing 

graded property tax of Hawaii goes back to the 1954 
economic and political "revolution" in Hawaii. The 
Democratic Party came to power in the legisiature 
and set out to make politically effective the eco- 
nomic goals of the ordinary working Hawaiian. 

Economic injustice and economic weakness were 
attributed to one characteristic: the existing concen- 
tration of land ownership in the hands of a few fami- 
lies." The distribution of land ownership was seen 
to give a relatively small number of persons undue 
economic power over the lives of most residents. It 
was believed the economic power was used to re- 

*The concentration of ownership remains high, but devel- 
opment control has been diffused. Twelve owners hold 52 
percent of the land area of the State. 

*In addition to the tax proposal (called the "Pittsburgh 
Land Tax") the land reform package called for the so- 
called "Maryland Ground Rent" bill and the "New Zea- 
land Condemnation" measure. The Maryland Ground Rent 
law makes provision for lessees acquiring ownership in 
fee. The law has not been used, so its constitutionality re- 
mains unknown. The New Zealand Condemnation Law 
provides for government condemning land for use as pri- 
vately owned residences. 

**Working under provisions of the law, estate manage- 
ment people developed leases that included a fixed annual 
rent on the land for 40 years, with the lessee responsible 
for paying the property taxes. The effect of these leases 
was to bring the impact of land tax legislation onto the 
lessee and not the landowner. The graded tax provision, 
then, may have hastened the setting up of development ar- 
rangements, but it did not hasten the breakup of land hold- 
ings. Land ownership concentration remains today about 
as it was in 1954. 
***The seven classes used by the Department of Taxation 
are (1) conservation, (2) agriculture, (3) improved residen- 
tial, (4) unimproved residential, (5) hotel/apartment/resort, 
(6) commercial and (7) industrial. The graded property tax 
is applied only to property classes (4) through (7). 



partment was not included under the graded tax leg- 
islation, and the tax levied on land and buildings in 
these areas remained uniform. If the fiscal-political 
philosophy of the reform group that came into 
power in the legislature in 1954 had been carried out, 
the LVT approach would have been applied first 
and most completely to the agricultural and con- 
servation-type properties. Because the assessed 
value of these properties arises largely from land, 
the reduction of the tax rate on buildings was unim- 
portant; full exemption would have changed the tax 
rates applied to land only slightly, but it would 
have extended the stimulus to construction.* 

The political requirement in the 1950's to do some- 
thing to hit the pocketbook of Hawaiian landowners, 
to reduce the monopoly power of land owners, and 
to stimulate Hawaiian economic development 
brought forth Hawaii's graded property tax legis- 
lation. It was an  approach developed and pursued 
by the legislature. The State's Legislative Reference 
Bureau provided a general historical and theoret- 
ical underpinning that was useful in demonstrating 
that what was new to Hawaii was not new to the 
world. Here the Pittsburgh experience and the the- 
oretical writings of Henry George proved to be most 
helpful. The aim was to improve the economic well 
being of the ordinary Hawaiian citizen by bringing 
about more complete use of the economic potential 
of the State's land resources. The Hawaiian reform 
did not have as an  aim the increase of the property 
tax portion of total taxes. There was very little of 
the idea of the capture of land rent in the proposal. 
Rather, the aim was to reduce the portion of prop- 
erty taxes collected from improvements and in- 
crease the portion based on land values. 

Problems 
Administration. The problems that have been en- 

countered in the application of the graded property 
tax have in the main arisen from unique Hawaiian 

*In none of the discussions of the period when the graded 
property tax was being considered, nor in my interviews of 
May 19-23.1972, was the idea presented that land possessed 
unique characteristics that made it an  appropriate base to 
tax. Land taxation, instead, was and is always considered 
as largely a method of improving land use or reducing the 
concentration of land ownership. Therefore, the fundamen- 
tal desirability of reducing land rents by increasing land 
taxes is not considered. 
Currently some advocates of change are  considering pro- 
cedures to pick up the unearned increment when land is 
rezoned. Again, however, the basic desirability of taxing 
land, the one fixed factor and therefore the recipient of 
rents that labor and capital cannot receive because their 
quantities vary depending on return, is not developed. See 
Louise A. Rose. Taxation of Land Value lncrements At- 
tributable to Rezoning (Honolulu: Economic Research 
Center, 19711, for a consideration of some aspects of the 
problem. 

conditions rather than in the areas generally identi- 
fied as problem spots." For example, it is frequently 
alleged that it is very difficult to set separate values 
for the land and the improvements of a given piece 
of property. The tax administrators of the State, as 
well as others associated less directly with the Ha- 
waiian graded property tax, reported without ex- 
ception that setting separate values for land and im- 
provements caused no problems. 

Some tax administrators have speculated that un- 
der the graded property tax the existing problem of 
pushing value toward structures and away from land 
would be intensified. The current practice of plac- 
ing a high portion of the value of a real estate hold- 
ing on the buildings is one of the impacts of the lib- 
eral depreciation deduction on buildings allowed 
under the Federal income tax. The Hawaiian offi- 
cials report that this problem has neither worsened 
nor improved. 

Another problem to be expected from the use of 
LVT has been avoided by dividing all property of 
the State into seven classes. Currently, the graded 
tax system only applies to four of these seven 
classes. The effect of this restriction is to limit the 
Hawaiian graded property tax largely to urban non- 
residential real estate. By grouping like properties 
and by varying valuations on the basis of a tax class- 
ification corresponding to the State's land-use zon- 
ing, the classification procedure has prevented the 
graded property tax from generally increasing taxes 
paid by large land users. Thus, the difficulties aris- 
ing from an increase in the tax burden because of 
the nature of the industry have been largely avoid- 
ed  because the procedure used has only required 
similarly placed property owners to alter the por- 
tion of their total property tax payment resting on 
land and that resting on improvements.** 

The procedure used largely precluded a n  in- 
creased relative tax burden on large land users but 
at the expense of making the application of the leg- 
islation much more complicated than it needed to 
be and of applying economic pressure for more in- 
tensive land use only in the area where land was 
already highly developed. Pressures exist in built-up 
areas because, when the improvement portion of the 
property tax base is very high, the increase in the 
land rate required to absorb a 20 percent reduction 
in the taxes on improvements is relatively large. 

*For example, one continuing problem existed because the 
Director of Taxation was a brother of the Governor. His 
department year after year introduced legislation to elim- 
inate the graded principle, and h e  induced the Governor to , 

delay the speed of introduction. He no longer heads the 
department, and opposition appears to have declined. 

**The graded tax falls heavily on urban activities such as 
gasoline stations, drive-in facilities and storage and ware- 
housing activities. 



Economic Impact. The form in which the Hawaiian 
graded tax law was enacted and the manner in which 
it has evolved have caused the pressure for the con- 
struction of more buildings to be in the very areas 
where concentration is already the greatest. On the 
other hand, building construction is not stimulated 
in agricultural or conservation or residential areas. 
The result has been a feeling of dissatisfaction evi- 
denced by pointing to the high-rise hotels, apart- 
ments and office buildings on Waikiki beach and in 
the neighborhood of the State Capitol in Honolulu. 
The concentration of people and buildings has been 
carried to extremes. This shows the ability of the 
graded property tax to increase the intensiveness 
with which land is used. This was not an  aim of the 
original land-policy reform group in Hawaii, but is 
to be expected from the use of procedures that in- 
crease the portion of the property tax burden car- 
ried by land. 

The construction and the hotel industries, which 
originally supported the graded property tax idea, 
are reported to favor repeal. Their position appears 
to rest on a fear that continued building will reduce 
the rate of return on the construction already com- 
pleted by more than the higher taxes on buildings 
from abandoning the graded feature. 

Few of those paying the traditional property tax 
understand it. The property tax in Hawaii is even 
less straightforward, and only the experts under- 
stand it. Some believe that despite educational ef- 
forts, even most assessors do not understand the 
law. 

The first deterrent to public understanding arises 
because all property in Hawaii is assessed at 70 per- 
cent of market value. This figure frequently is con- 
fused with the 70 percent of the assessed value of 
buildings that is the building's tax base (in 1973). 

Another area of public confusion exists because 
the State is divided into four zones under the Basic 
Land Use Act and property into seven classes by 
the Department of Taxation. Although both the De- 
partment of Taxation and the Department of Plan- 
ning and Economic Development insist that this is 
not confusing, one would be hard pressed to locate 
ten citizens able to understand the purpose of the 
two different land classifications. This situation has, 
of course, rubbed off onto attitudes toward the 
graded tax approach itself.* 

*The basic zoning law of Hawaii, Act 187, was amended by 
Act 205 in 1963. Under these acts, the Department of Taxa- 
tion is given a sound basis upon which land assessments 
can be made. The Land Use Commission files certified 
copies of its classification, showing district boundaries, 
with the Department of Taxation. Thereafter the Depart- 
ment of Taxation gives consideration to existing and per- 
mitted use of land in making assessments. (See Stephen M. 
Oone, The State Zoning Law [University of Hawaii, Co- 
operative Extension Service, 19641, p. 9. 

Political Support. The 1963 graded property tax 
became effective January 1, 1965, when 90 percent 
of the assessed value of buildings within covered 
classifications was included in the tax base. Al- 
though the Governor could have reduced the build- 
ing factor to 80 percent after two years, h e  did not 
act. Thus, the provision of the law requiring the 80 
percent building factor did not become effective 
until 1969. Two years later the Governor again failed 
to act and the 70 percent building factor was not to 
become effective until January 1, 1973." Further re- 
duction of the building factor depends on action of 
the city council with approval of the Governor. The 
building factor can be decreased by 10 percent at in- 
tervals of not less than two years until it reaches 40 
percent. Therefore, the 40 percent building factor 
could be reached in some urban areas by 1980. 

The unwillingness of the Governor to act has de- 
layed the application of the graded principle. It has 
also prevented absorption of the maximum amount 
of unearned increment possible under the law dur- 
ing the past several years of very rapidly rising land 
prices in Hawaii. The same man has been Governor 
during the entire period of the existence of the 
graded tax law. His re-election demonstrates that 
his lack of action leading to delay of application of 
the full impact of the graded tax law was not an  un- 
popular act. 

In 1969. illustrative tax statements were circulated 
showing that residents with very modest old homes 
on relatively valuable land paid more property taxes 
than taxpayers with modern homes with the same 
total assessed value. This tax differential on residen- 
tial property with the building constituting varying- 
portions of the total value led to the removal of im- 
proved single-family and two-family residential 
property from the application of the graded tax.** 

The legislation removing improved one- and two- 
family residential property from the graded tax re- 
sulted in  the establishment of a n  unimproved resi- 
dential category. Property placed here  is in the same 
category as three-or-more family apartments and 
hotel and resort properties, and the graded principle 
applies. The law does not require vacant lots to be 
taxed as unimproved residential property in an  area 
sufficiently developed to support "a single or two- 
or-more family residence at a density of at least a 
single or two-family residential building per acre."2 

*A change of the fiscal year in 1966 moved the effective 
date to July 1,1973. 

**Act 218, 1969 Session Laws of Hawaii. The change grew 
out of a problem that also existed because single-family 
residences were located on land dedicated for higher uses. 
See Walter Nicklius, Taxation of Urban Land: Noncon- 
forming Residential Properties (Honolulu: Economic Re- 
search Center, 1968). 



Therefore, the modification has gone further thar 
was required to alleviate the tax liability compari- 
son between modest homes on valuable land and ex- 
pensive homes on land of a similar or lower value. 
Speculative holding of residential lots was also made 
less expensive and more profitable. This type of 
problem is avoided if land alone is included in the 
ad valorem tax base and service charges are  used to 
meet most costs of city government. 

Tax Base and Collections. Hawaii is unique among 
States in that the property tax rate is uniform in  each 
county. In Honolulu, the rate was $19.21 for 1972. 
This rate was applied to the assessed value (70 per- 
cent of full value) of all real estate located in the im- 
proved residential, agricultural and conservation 
areas where the graded tax system does not apply. 

The rate applied to the other property classes 
varied between buildings and land as shown in table 
H-1. The average weighted rate, however, was $19.21 
for these classes, the same as the single rate applied 
on real estate located in areas classified as improved 
residential, agricultural and conservation." 

The total real property tax collections for all four 
counties totaled $98.3 million for fiscal 1972. This 
total is some $11.5 million more than that for 1971 
and $28.0 million greater than that for 1969. The av- 
erage unweighted rate was $18.62 in 1972. This is just 
a bit lower than the average for the three previous 
years. The average effective tax rate for Hawaii was 
about 1.5 percent in 1972. 

*The official example of the procedure used to adjust tax 
rates to meet the requirements of the graded property tax 
can be obtained by writing the Department of Taxation, 
Hawaii and asking for "Examples for Computing the Build- 
ing, Land, and Real Property Tax Rates for various General 
Classes of Real Property under the Provisions of Act 142, 
1963, the Pittsburgh Plan of Taxation." 

The Hawaiian graded tax procedure-combined 
with a requirement that the same amount of taxes 
be collected from a general land-class area  as would 
be the case if the uniform flat rate applied to the as- 
sessed value of all property -causes the rate on land 
to be relatively much higher where there are  many 
large buildings. This impact is apparent in the rate 
of $22.12 per $1,000 of assessed value of land in the 
hotel-apartment class area shown in table H-1. This 
procedure makes the graded tax with a building fac- 
tor of 70 percent more potent than is first apparent. 

The impact of the graded tax under the 80 percent 
building factor in Hawaii is considerably greater on 
land classified as hotel-apartment and commercial 
and industrial and located in Honolulu County than 
the percentage factor indicates. For example, table 
H-1 shows that the rate applied to land located in an  
area classified as hotel-apartment is 25 percent 
higher than the rate applied to the building portion 
of the base. About the same situation exists for land 
and buildings in areas classified as commercial and 
industrial. 

Business Attitudes 
Construction Industry. The construction industry 

can be divided into two major divisions-the con- 
struction of buildings on the one hand and of roads 
and sewer lines on the other. Those that construct 
buildings have always, in a general way, favored 
moving toward greater use of the land portion of the 
real estate tax base. The other portion of the con- 
struction industry and the real estate industry have 
been less than enthusiastic. As in the rest of the U S . ,  
the real estate industry in Hawaii has become com- 
mitted to the horizontal development of land. Also, 
the builders have sometimes developed a divided - 

Table H-1 
Honolulu Real Property Tax Base and Collections, FY 1972 

(in thousands) 

I Land Buildings 

I Property Classes 

Improved residential 
Unimproved residential 
Hotel-Apartment 
Commercial 
Industrial 
Agricultural 

Conservation 

Total 
Assessed Tax Assessed Tax Tax 

Value1 Rate Value1 Rate Collections 

'70% of full value. 

Source: Tables 18 and 19, Government in Hawaii, Tax Foundation of Hawaii, 19th edition, 1972. 



loyalty because they saw the land tax reducing 
short-run gain from speculative land holdings. 

The expected transfer of substantial funds in Hon- 
olulu from highway to mass transit could be helpful 
in increasing the construction industry's pro-land- 
tax position. The industry will become aware that 
emphasis on land taxation develops conditions ap- 
propriate for more contracts for mass transport. The 
conventional property tax is a revenue source with 
a "heavy bias against replacement."3 Gradually, the 
real estate industry can be expected to become cog- 
nizant of the profitability of both vertical develop- 
ment and structure replacement. 

Waikiki Improvement Association, Inc. The Wai- 
kiki Improvement Association, Inc. has developed a 
public position regarding the "highest and best use" 
gpproach to property assessment. Members of this 
group believe that the graded property tax has "re- 
sulted in rapid high density development, overbur- 
dening of public facilities and a glutting of the hotel 
market."" 

The association advocates setting assessed value - 
on :he basis of income from current land use only. It 
feels that this policy, at even the current low Waikiki 
tax rates, would preserve planted areas, low-rise 
buildings and landmarks. The State Tax Department 
estimates that valuation of land on the basis of ex- 
isting use only, rather than highest and best use, 
would decrease property tax collections by about 
30 percent at current tax rates. 

The high-rise hotels on Waikiki were partially the 
result of high land prices.** Both resulted from a 
failure to set hotel height limits that increased with 
the distance from the beach. Legislation has been 
adopted to encourage private land dedication of 
open space in Waikiki for public use. This, however, 
does not appear to be the type of open space fa- 
vored because the opportunity provided has not 
been utilized:'"" 

Tax Foundation of Hawaii. The Tax Foundation 
of Hawaii has analyzed how LVT has worked in 
HawaiL4 It takes the position that in Hawaii total 
value in any one class is not affected by site value 
taxation and states that "Site valuation redistributes 
value" but only within a class. The paper suggests 
that the salutory goals of site value taxation could 
be  better carried out through zoning ordinances and 
building codes. 

*Stated in a letter of April 3, 1972, sent to Hon. Nadao 
Yoshinaga, Chairman, Senate Ways and Means Committee. 

**An acre with ocean frontage has a mortgage value of 
about $4 million. 

***Interview with Randolph M. Lee, Jr. ,  rresident of Hale- 
kulani Hotel, a low-rise open space facility located on the 
beach. He estimates he pays $1.000 property tax per room, 
while a high-rise next door pays $200 per room. 

Attitude of the Department of Taxation 
The Hawaii State Department of Taxation has pre- 

sented its reasons for believing the goals of the 
g a d e d  property tax can be better achieved with a 
single tax rate law. Basically, the department's po- 
sition amounts to a belief that higher single-rate 
property taxes plus effective administration can ac- 
complish the aims of the graded property tax, while 
avoiding the serious problems created by collect- 
ing differing amounts of taxes from properties of 
the same value because different portions of the 
values are  attributable to land. 

The problems of the Hawaiian graded approach 
to property taxation, as seen by the State Tax De- 
partment, arise in part from the type of legislation 
enacted in Hawaii but to a greater extent from the 
concept itself. The department also believes that the 
additional difficulties fail to bring forth commen- 
surate benefits. 

The difficulty noted by the State Tax Department 
arises from the division of the land into dedicated 
use classes and the shifting of the tax burden onto 
land only within each class. [See pp. 226-228) Each 
dedicated use category of land is given a total as- 
sessed value which must be  in the base, but the im- 
pact of the graded feature varies depending on the 
portion of this total base that consists of buildings. 

The adverse impacts of the site value concept, as 
applied in Hawaii, are: (1) the costs to husiness of 
providing open space a re  increased; 12) tax calculaJ 
tions are  more complicated; (3)  land-intensive in- 
dustries are  favored; and (4) a higher tax on vacant 
land violates the concept of taxation according to 
benefits of government expenditures. 

The difficulty of (2) is to a considerable extent 
the result of the way Hawaii has legislated site value 
taxation and of the attitude of the administration. 
Moving toward LVT by the introduction of a flat- 
rate statewide LVT that is in addition to local prop- 
erty taxes has the advantage of introducing the con- 
cept gradually without the complications of grad- 
ualism. (See also pp. 236-238.) 

Solutions Considered 
Zoning and Dedicated Land Use. The property 

classification used by the Hawaii Tax Department 
and the land-use categories identified for zoning by 
the State of Hawaii Land Use Commission require 
consolidation. This legislative action would bring 
about simplification and would recognize the fact 
that the Real Property Tax Law and the Land Use 
Law have so many linkages that they are really in- 
separable. This action would also effectuate the 
stated purpose of using tax policy to assist in the 
carrying out of land-use planning decisions. 

Betterment Tax. The next step is to adopt legisla- 



tion making land-use changes nearly impossible and 
establishing a n  effective betterment tax to pick up a 
very large percentage of the value increase when a 
change is made. (See pp.  240.) the value of prop- 
erty within a category zoned for lower use is in- 
creased if the possibility of rezoning exists. The sub- 
stantial removal of this possibility goes a long way 
to assure economic soundness of zoning. 

Increase Emphasis. A more drastic solution to the 
problem of the highest and best use of zoned prop- 
erty rising above its value for the zoned use would 
be to apply the graded property concept more in- 
tensively by (1) raising property tax rates, (2) plac- 
ing a higher portion of total property taxes on land 
and a lower portion on buildings, and (31 raising 
assessment levels from 70 percent to 100 percent. 
Under this procedure a substantial portion of land 
value increase would be  drained off as the increased 
land tax was paid. 

Graduated Property Tax Rates. Hecause land own- 
ership continues to be  concentrated in Hawaii, more 
intensive use of the graded property tax could be  
combined with rates graduated on the basis of size 
of land holding. If graduated rates are not used, the 
large landowners can follow their present practice 
-specifically approved in the LVT legislation-of 
making lease contracts that provide for the payment 
of property taxes by the lessees. The procedure is 
credited with transferring the economic burden of 
property tax payments from the owner to the lessee. 
A change to graduated rates would shift the eco- 
nomic burden of LVT on large land holdings to the 
owners. This shift can be expected because the land 
tax portion of the property tax would be higher for 
them, but the price they could charge as rent would 
have to be competitive. 

Information Program,Better understanding of the 
purpose of the graded property tax and the way this 
purpose is carried out requires simplification and 
greater coordination of information efforts. The con- 
tinued antagonism of the Department of Taxation 
to the graded tax concept has undoubtedly retarded 
both developments. 

Public support of a tax weakens when the public 
believes that (I) ability to pay is being violated, (2)  
prices are  increased, (3) the number of jobs is de- 
creased, and (4) environment is worsened. The 
graded tax and the taxation of land generally in 
Hawaii comes out very well when measured in terms 
of avoiding these shortcomings, but public under- 
standing of Hawaii's graded property tax needs to 
be sharply increased. The existing situation has de- 
creased public support and slowed down progress 
toward the original goal of the 1963 legislation. 

Uniform State Land Tax. The most direct step that 
can be  taken toward public understanding would 
be to apply a uniform statewide tax rate to 100 per- 

cent of the highest-and-best-use value of all land. 
The present low property tax collections in Hawaii 
and State financing of primary and secondary edu- 
cation make this action possible. More than likely 
its introduction should be accompanied by the levy 
of service charges on all income-producing build- 
ings. 

The zoning and capital gains problems that would 
arise from the recommended direct approach have 
been considered by the writer. A recent study points 
out that these problems already exist in Hawaii and 
have been exacerbated by the existing very compli- 
cated procedures.* The current situation actually 
can be  accurately characterized as a device to pro- 
'duce lower property taxes to support speculation in 
later land development and higher use opportuni- 
ties.= Even without protection devices, the simple 
procedure outlined would be a n  improvement over 
what apparently exists. 

Homeowner Treatment. The service charges rec- 
ommended are  limited to income-producing build- 
ings in order to extend an  inducement to homeown- 
ership. The service charges would be based on full 
costs and cover sewer, garbage, fire protection and 
police services. The procedure would be  readily 
understandable. 

Homeowners, in exchange for exemption from 
service charges and exemption of the house from 
the property tax, would have their exemption of 
$8,000 of assessed value eliminated on a graduated 
basis, i.e., the higher the income, the less the exemp- 
tion.** The additional exemptions now given to 
elderly homeowners would be  available only to the 
low-income aged. 

The property tax amendments of 1969, which re- 
moved the graded property tax from improved resi- 
dential property, arose directly from examples 
showing that a residential property worth, say, 
$30,000 and consisting of two-thirds house and one- 
third land paid less taxes than another residential 
property made up of $20,000 land and $10,000 house. 
Instead of working out a procedure whereby a low- 
valued house owned and occupied by a low-income 
family could have its property tax frozen until the 
present owner sold the property and realized the 
capital gain or died, the legislature was induced to 
exempt this very large portion of real estate from 
the application of the graded property tax. 

Many of the homes in Hawaii are  built on rented 

*This problem is serious under the present system. One 
study has concluded that Hawaii's dedication law is really 
not a method of preserving agriculture but rather a method 
or license to profit.5 

**The $8,000 exemption at 70 percent valuation includes 
land and building on fee simple property but buildings 
only on leased property. 



land with a lease requiring the householders to pay 
the property tax. The arrangement lessens the in- 
ducement to invest in housing. This situation plus the 
high price of land makes the land frequently more 
valuable than the buildings. This is, of course, the 
reverse of the typical situation on the mainland. 

The fact that land occupied by the home is leased 
at a constant dollar rent on a long-term basis adds 
another dimension to the Hawaiian household- 
property tax relationship. The homeowner loses 
some of the benefit arising from a fixed land rent 
as the taxes based on current market value of the 
land are  increased. Because the house is apt to be  
modest, the rising property taxes are  seen to be  
largely a n  adjustment through the years of the fixed- 
money rent paid for the land. 

Also, the Hawaiian landowner, by avoiding the 
placement of all property taxes on land, has im- 
proved his long-term position. When he  reclaims 
the use of his land upon the expiration of the lease, 
the tax liability adhering to the land will be  lower if 
the house has been included in the base at fully as- 
sessed value than if the land alone constituted the 
tax base. 

When all the relatively unusual elements of the 
Hawaiian situation are brought to the surface, one 
can understand the failure of the legislature to cling 
to the graded property tax on improved residential 
property. The consideration of these elements also 
leads to a uniform State LVT levied on highest-and- 
best use as the appropriate way to reduce Hawaiian 
difficulties in the application of the graded property 
tax to residential land. 

Conclusions 
The conditions in Hawaii that have resulted in 

the non-application of the graded property tax in 
residential, agricultural and conservation areas 
make more acceptable a tax program that allocates 
much of land rent to the State. The unique Hawaiian 
conditions that provide this opportunity have al- 
ready been mentioned but in a different context. 
They consist of the following: 

(1) The classification or dedication of property is 
the Hawaiian way of giving, under a unitary tax sys- 
tem, some of the advantages of different tax jurisdic- 
tions found on the mainland. Because the land dedi- 
cation is not associated with government services, 
the removal of the different treatment given to the 
value of land dedicated to different purposes should 
be  somewhat easier to accomplish in Hawaii than is 
likely to be the case on the mainland. 

(2) Because schools are  not financed with prop- 
erty taxes, the rates are  much lower than on the 
mainland. This dissociation makes the impact on 

capital values of a change in the property tax base 
less important. 

(3) The relatively high land values in Hawaii pro- 
vide an  exceptionally strong base to which land tax 
rates would apply. The adoption of a land-only 
property tax in Hawaii does not involve as great a 
narrowing of the property tax base as would a sim- 
ilar shift on the mainland. 

(4) The increase of the land tax on residential 
property under Hawaiian conditions does not de- 
crease the capital value of a household's investment 
in land as is the case on the mainland where the 
land on which a residence stands is owned in fee  
instead of as a leasehold. 

Oregon's Interest in Site Value Taxation 
Oregon's political and economic concern with site 

value taxation goes back to the early part of the cen- 
tury. Many of the political and economic realities 
in 1912 that quickened Oregon's interest in making 
extensive use of the land portion of the property 
tax base and exempting the buildings portion con- 
tinue to exist in 1972. Also, many of the roadblocks 
to enacting the principle of land taxation exist now 
as they did 60 years ago. 

Oregon in 1972, as in 1912, includes large tracts of 
forest, grazing and ranching land. The control 
through ownership or right of use or purchase of 
production is concentrated in the hands of a rela- 
tively few businesses and individuals. This situation 
provided the political and economic backdrop to the 
strength of populism and site value taxation in 1912 
and provides part of the explanation of Oregon's 
failure to adopt the retail sales tax through the years 
and the continued political interest in land taxa- 
tion. 

The January 1971 report of the Oregon Fiscal Sys- 
tem Task Force considered a uniform statewide land 
tax the best type of site value taxation. An Oregon 
initiative in 1908 had also sought to introduce a state- 
wide land tax. However, at that time, State financ- 
ing of schools with a uniform statewide land tax was 
not the principal issue. In 1908, property taxes pro- 
vided most of the financing of the State government 
as well as of local government and the schools. LVT 
at the State and local government levels and cus- 
toms collections at the Federal level were envisaged 
as financing a very major portion of all government 
services appropriately provided during periods of 
peace. 

The changes of the past 60 years are  many. 
Whether the current conditions make site value tax- 
ation more acceptable to Oregon voters is unknown. 
Also, one cannot be sanguine, despite Oregon's fond- 
ness for voter-initiated legislation, that the test will 



be  made when Orenon revises its school finance - 
methods to meet the expected decision of Oregon's - 
courts in a pending school finance case following 
the path marked out by decisions in California, 
Texas, Minnesota and New Jersey. 

Historical Background 
Oregon Political System. The Oregon involvement 

with site value taxation is entwined with the pro- 
motion and adoption of what is often called the 
"Oregon political system," which provides for leg- 
islation and control of elected officials directly by 
the people. This "political power to the people" 
program is provided for in the initiative, referral and 
recall. 

The political leader largely responsible for put- 
ting through this populist form of both State and lo- 
cal government was William Simon U'Ren (1859- 
1949). In his Report of Single Tax Conference (pp. 
21-22] in 1910, he  points out that he  saw the initia- 
tive and the referendum plus the restriction on the 
power of the legislature to enact tax legislation as a 
way of bringing about the adoption of site value tax- 
ation in Oregon.* 

Mr. U'Ren and his supporters were successful in 
their efforts to introduce the "Oregon political sys- 
tem," including direct voter action to initiate state 
constitutional amendments. The "system" was ex- 
tended to "all local, special, and municipal legisla- 
tion" of every character in 1906.' However, "politi- 
cal power to the people" did not prove to be  as 
popular as it had been when adopted for State gov- 
ernment in 1902. 

Land Tax Proposals. With these preliminaries out 
of the way, Mr. U'Ren was ready to move forward 
to the introduction of site value taxation on a state- 
wide basis. In 1908, initiative legislation to amend 
the constitution was proposed to exempt certain 
improvements and personal property from taxation. 

The proposal was for the property tax rate to rest 
only on the value of land and certain other prop- 
erty such as railroads, inventories and retail  store^.^ 
The initiative was defeated 60,871 to 32,066 but the 
election returns showed that certain counties were 
closely divided on the desirability of site value 
property taxation? This prompted action ending in 
adoption of legislation in 1910 that provided for 
county option as to type of property tax to be uti- 
ized. 

The constitutional provision prohibiting the use of the 
tmergency clause on tax legislation was created through 
initiative petition filed June 23, 1910, adopted by people 
November 8, 1910; amendment proposed by Senate Joint 
Resolution No. 10. 1911. and adopted by people November 
5, 1912. 

The Constitution of Oregon still contains the 1912 amend- 
ment which effectively prohibits placing a n  emergency 
clause on tax legislation. This, along with provisions for re- 

This legislation was repealed two years later but 
during the brief time county option was in effect, 
the several counties where the 1908 LVT vote was 
close failed to adopt the site value approach to prop- 
erty taxation." County option did not result in LVT, 
despite very active campaigns by U'Ren and others.** 
A statewide graduated site value tax amendment was 
defeated in 1912 by a vote of 82,015 to 31,534. 

The Oregon site value property tax campaigns of 
the 1906-1912 period received substantial outside fi- 
nancial and organizational assistance from the Fels 
Fund of Cincinnati, Ohio. This assistance declined 
as the program failed to attract enough political sup- 
port to be adopted. In addition, the excitement of 
participation in World War 1 reduced interest in 
domestic reform. By 1917, the site value tax move- 
ment in Oregon was dead.*** 

To explain the failure to gain site value taxation, 
U'Ren identified several causes: resentment of out- 
of-State financing of the campaign; the claim that 
the Oregon agriculture industry would be  ruined by 
site value taxation; and the attempt to bring about 
the tax change in too short a period of time.1° 

Political Tactics. Throughout the period of active 
political consideration of site value taxation in Ore- 
gon, some advocated gradualism and others recom- 
mended making the change in one step. This early 
disagreement in political tactics remains unresolved. 
Proponents of gradualism in 1910 were reflecting 
ability-to-pay and benefit attitudes toward taxation. 
Although they favored taxing land more heavily 
than other property, they were also aware that other 
property represented wealth and required govern- 
ment services, and therefore should bear a tax bur- 
den. U'Ren's basic position, although modified 
somewhat on occasion, was that only land should 
be included in the property tax base and that this 
was best brought about in one step. He saw grad- 
ualism as defeatism; nevertheless, when he  ran for 
- - 

ferral of legislation to the voters, prevents tax legislation 
from becoming effective prior to approval by the people 
if the legally required number of referral signatures are  
gathered (4% of votes cast for Governor at previous elec- 
tion). The effect has been to reduce legislative revenue- 
raising responsibility. 
*In order to reclaim control over the property tax, the 
Oregon legislature was forced to introduce the constitu- 
tional amendment which removed its power to place an  
emergency clause on t;.x legislation. This amendment is 
still in effect in Oregon, the only State now restricting leg- 
islative tax action in this manner. 
**Three counties proposed site value taxation and in each 
case the proposal was defeated. It was beaten by a vote of 
23,901 to 11,146 in Multnomah County, by 3,787 to 1,827 in  
Clackamas County and by 1,909 to 1,113 in Coos County. 
***Part of the reason for decline was the pacifist position 
of Henry George, the author of Progress and Poverty. the 
book containing the economic analysis of site value taxa- 
tion used as the basis for the Oregon proposals. 



governor as an  independent in 1914, h e  proposed 
and supported an  amendment exempting only $1,500 
of real estate improvements. Neither U'Ren nor his 
amendment received voter approval. 

Looking at the 1908 Oregon situation from the per- 
spective of the 1970s, it appears as though a compro- 
mise position taken early in the campaign might 
have been politically acceptable." However, by the 
time it became apparent that this might be a desir- 
able tactic, too many of the active political groups 
favoring a change had become committed to the 
whole loaf and the opposition campaign against 
single-tax radicals had gained in strength. It may be  
that the Fels Foundation financial resources and in- 
tellectual support were elements that made early 
compromise proposals more difficult, and the reduc- 
tion of this aid, when compromise was proposed 
again, made success more difficult. 

A substantial portion of the continued Oregon in- 
terest in LVT can be traced to the architects who 
graduated from the University of Oregon before 
1950. Dean W. R. B. Willcox of the School of Archi- 
tecture became very much concerned with the im- 
pact of the conventional property tax on the quality 
of buildings constructed and the small tax burden 
carried by economic rent.Iz 
1970-71 Tax Study 

A recommendation for the introduction of a uni- 
form statewide land tax was a major aspect of the 
findings of a Description and Analysis of Oregon's 
Fiscal System completed in 1970. 

Statewide Uniform Land Tax Recommended. The 
recommendation provided for a 2 percent statewide 
land tax to provide revenues to finance 100 percent 
of the costs of education from kindergarten through 
6th grade." 

The adoption by Oregon of the 2 percent state- 
wide land tax would give 27.7 percent property tax 
relief to urban homeowners and renters. (See p. 234 
f f . )  This property tax relief to homeowners would be  
provided without introducing higher income taxes 
or additional excise taxes on retail sales or business 
payrolls. Also, the procedure would avoid the use 
of a classified property tax that applied different 
rates to different types of businesses or real estate 
uses. Finally, the procedure would double the State's 
total contribution to the financing of public educa- 
tion-from about 20 percent of the total to 40 per- 
cent. 

In addition to general economic, administrative 
and uniformity advantages, the use of a statewide 
land tax was seen to establish favorable conditions 
for utilization of the tax base provided by the large 
Federal government holdings of forest and grazing 
lands. A careful Federal study of the management 

*Limited to 1 through 6 in original report. 

of its lands had concluded that payments to State 
and local governments should be in l i e i  of normal 
taxes paid by private owners of similar properties 
in the area.13 The adoption of a uniform and rela- 
tively substantial State land tax to finance basic edu- 
cation of all the children in the State would make a 
strong case for equivalent payments in lieu of taxes 
based on Federal land holdings, thereby extracting 
revenue not available under any other method of 
school finance. 

Relation of Land Values to Provision of Educa- 
tional Opportunities. Since the earliest days land 
values have been seen to be created socially. Be- 
cause this was the case, and because basic education 
was fundamental to a productive society, the financ- 
ing of basic education out of land values has been 
considered appropriate American economic and so- 
cial policy. 

The cost of basic education does not vary with 
land values of a school district. Many children who 
do not live in an  area having a land value per child 
equal to the statewide per student average still re- 
quire the basic education necessary to become a 
functioning social and economic citizen.* The sim- 
ple and appropriate procedure to correct this situa- 
tion is to apply a uniform land tax throughout the 
State to pay the costs of basic education. 

A statewide uniform land tax rate helps prevent 
land-use decisions that are  artificially desirable be- 
cause of tax differences. True economic efficiency in  
the use of land resources of the State is stimulated 
by land tax equality throughout the State. In addi- 
tion, of course, there is a fundamental justice in 
using an  equal portion of the economic rent of land 
throughout the State to pay the costs of basic com- 
mon education. Socially created land values and a 
sound fundamental education go hand in hand, and 
each should support the other.14 The very unequal 
support that land gives to basic education disturbs 
this fundamental relationship. 

Political Problems. Although LVT has a long his- 
tory of support in Oregon and much of Oregon's 
land is owned by the Federal government and large 
individual and corporate owners, the Oregon 1970-71 
Tax Study proposal failed to strike political pay dirt. 

One explanation, and it is a n  old problem, is that 
the concept of the tax and land value relationships 
is too involved to be readily understood. To explain 
the concept would require a very active local group 
with considerable indigenous financial support. 
Neither the financial support nor the group has ap- 
peared on the scene. 

*In Oregon in 1967-68, some 300 code areas enjoyed prop- 
erty tax rates below 1.5 percent, while 366 code areas had 
rates between 2.5 and 2.9 percent. About 70 percent of Ore- 
gon property tax collections are used to finance the 
schools. 



Educational effort has been limited to a few talks 
before luncheon and professional groups. Newspa- 
per, radio and television coverage of the proposal 
and later editorial discussions have been minimal. 
Several newsletters circulated by relatively small 
groups have urged their readers to support LVT pro- 
posals actively as a tax reform measure. Their im- 
pact has not been great. 

The Governor's staff had the 1970-71 Study's LVT 
proposal, as well as its other proposals, before them 
when they developed the Governor's tax and educa- 
tional finance reform proposal in the Spring of 
1972.i5* Although the LVT proposal was not recom- 
mended as such, the political combination included 
in the LVT Tax Study proposal made up a basic por- 
tion of the Governor's plan. 

The political combination developed in the Tax 
Study's proposal was lower property taxes for 
households, somewhat higher real estate taxes for 
businesses, and substantially higher property taxes 
in certain areas on forest, range and farm lands, and - 
vacant urban areas. The procedure utilized to bring 
about the Study's LVT political combination was as 
follows: the Governor's proposal recommended that 
only income-producing real estate be included in a 
statewide base and bear a uniform tax rate; and 
these funds plus additional State collections would 
finance 100 percent of the costs of providing aver- 
age schooling to the children of Oregon. 

The definition of income-producing property was 
not established in detail. Rather, the procedure was 
to define other property. Basically, this has been 
identified as property included in homesteads, 
owned and rented. Difficulties have arisen in identi- 
fying procedures to be  used to give renters the bene- 
fit of a reduction of about 70 percent in property 
taxes on their living quarters. 

The Governor's tax-school finance program re- 
ceived wide publicity and generally favorable com- 
ment from the media. However, the land-tax aspect 
was not picked up for special consideration. Since 
March 1972, several legislative and citizens' commit- 
tees have been working through details related to 
the proposal, and again the land-tax aspect has not 
surfaced. However, real estate, forest and agricul- 
ture groups have become aware of what is involved 
in the recommendation, and thev have been indi- 
rectly-largely through analysis of school control 
and employment levels in the State-highlighting 
adverse aspects of the Governor's program. 

The Democratic party includes most of the Ore- 
gon legislators favoring the idea of LVT. This may 
be part of the reason why editorial writers have on 
occasion stated that Governor McCall's tax program 

*The program was adopted by the Oregon legislature in 
March 1973, and referred to the people for a vote on May 
1. The proposal was able to attract only 2 out of 5 votes. 

has received more support from the Democratic 
party than from his own party. However, on July 
29, 1972, when the liberal members of the Oregon 
Democratic party met to consider taxation, they 
failed to support a statewide LVT and  instead looked 
toward higher business and individual income taxes. 

Tax Application Examples 
The introduction of a uniform statewide land tax 

at a 2 percent rate would extend to the people of the 
State the benefits outlined above. The cost of the 
tax comes largely in the form of a temporary land 
price adjustment. Some of the adjustment is in the 
form of lower land prices, some in higher earned in- 
comes and some in an  increased demand for land 
because construction is stimulated.16 None of the 
adjustment is in higher prices or costs for land per 
unit of service or production. 

Residential. In this example, a typical urban home 
is taken to have an  assessed value of $20,000 and to 
be located on a $4,000 lot. The property tax rate for 
schools is taken to be the 1969 Oregon State average 
of 1.73 percent. A 1.73 percent rate applied to a 
$24,000 property becomes $415 of property taxes to 
support the schools. Using the revenues of a 2 per- 
cent uniform statewide land tax to pay all the costs 
for schooling in grades Kindergarten through 6, 
would reduce school costs to be  covered with prop- 
erty taxes per $24,000 residence from $415 to $300. 
Property taxes on residences used to finance educa- 
tion would be reduced by 27.7 percent. (See p. 235 f f . )  

With a 2 percent State land tax, the land would 
continue to bear the amount the local district places 
on land to finance education above the 6th year. 
This local tax would, on the average, have a rate 
of 0.92 percent. Therefore, the average tax rate on 
land for schools in urban areas under a program of 
a 2 percent uniform statewide land tax would in- 
crease from 1.73 percent to 2.92 percent. 

Agriculture adjustments. Agriculture is an  indus- 
try where the impact of a 2 percent State land tax 
requires softening legislative provisions. For other 
businesses the adjustment would not be difficult, as 
total property taxes would remain about the same. 

The problem in the case of agriculture arises be- 
cause a large portion of fixed investment is in land 
and because the prices of wheat, beef, etc., a re  set 
outside of Oregon and outside the control of the 
farmer. A decline in the value of land resulting from 
the 2 percent State land tax will only benefit farm- 
ers entering the business or expanding their opera- 
tions. 

The transition stage in the application of a State 2 
percent land tax on agriculture could be eased in a 
number of ways. 

One way would be: all land occupied by indi- 
vidual farmers earning more than two-thirds of their 



income from the sale of products raised on the farm 
would have the land tax rate increased by 10 percent 
of 2 percent a year, or 0.2 percent a year. The full 
2 percent State land tax would not become effective, 
on the full and true cash value of the land meeting 
the above conditions, until the end of a 10-year pe- 
riod. On all other land used for agriculture, the 2 
percent rate would be reached in two annual steps 
of one percentage point a year. 

Base of Statewide Land Tax in Oregon. The Ore- 
gon land values that would be  included in the base 
of a 2 percent statewide land tax consist of: 

$4,450,000,000 value of taxable locally assessed 
land 

425,000,000 zoned land and other reductions 
from full cash value 

640,000,000 land of utilities 
375,000,000 undervaluation of vacant lots 
600,000,000 base upon which the Federal 

government would make pay- 
ments in lieu of property taxes1' 

$6,490,000,000 total land values to bear a 2 per- 
cent tax for 100 percent financing 
of basic education (Kindergarten 
through 6th grade] 

The amount raised by the 2 percent State land tax 
and the payments in lieu of tax on Federal lands 
would be about $128.8 million.* The 1969-70 school 
tax levy after tax relief plus the county school levy, 
also after relief, was $298.60 million; about $130.4 
million of this total was needed to cover education 
for grades K through 6 .  

The revenues of a 2 percent land tax at $128.8 mil- 
lion are  approximately equal to the $130.4 million 

- - 

total tax levy cost of education for grades K through 
6 in 1969-70. The apparent revenue shortage could 
be covered by leaving to local money-raising efforts 
some of the expenditures made in the richer districts 
and by savings arising from centralized purchasing 
and the reduced birthrate. 

Examples of Effect of Two Percent Statewide 
Land Tax 

Residential Property. 
$ 4,000 value of lot 

20,000 value of house 
$ 24,000 value of house and lot 

1.73% current average rate used to raise funds 
to finance schools 

$ 415 average amount paid in 1969-70 on a $24,- 
000 residential property 

Under the proposed 2 percent State land tax to 
cover all costs of education in K through 6 ,  the prop- 

*52.2 percent of Oregon's land area is Federally owned 

erty taxes on the same residential property work out 
as follows: 

value of lot 
tax rate (consists of 2 percent State land 

tax to finance all costs of education 
in grades K through 6 and 0.92 per- 
cent rate applied to taxable values to 
provide revenues equal to those of 
1969-70 to finance grades 7 through 
12 schooling (land is not brought up  
to full value as it is for 2 percent 
State land tax)) 

tax due on lot to support all pri- 
mary and secondary education 

value of house 
tax rate to support education 111 

grades 7 through 12 
tax due on house to support educa- 
tion in grades 7 through 12 

total property tax on $24,000 residence 
to support primary and secondary 
education under the proposed 2 per- 
cent land tax 

dollar reduction of property taxes on 
typical homestead to support educa- 
tion brought about by the introduc- 
tion of a statewide land tax dedicated 
to support of education in grades K 
through 6 

percentage reduction 

Business Property 

$250,000 value of business property 
1.73Ok current average property tax rate 

for education 
$ 4,325 property taxes for support of educa- 

tion under existing procedures 

Situation under a 2 percent State land tax to pay 
100 percent of education in grades K through 6:  

value of land 
tax rate on land (includes broader 

base only for 2 percent State land 
tax) 

total taxes on land 
value of building 
rate on building 
total taxes on building 
total school taxes under 2 percent 

State land tax to pay 100 percent of 
costs of education in grades K 
through 6 and continuation of pres- 
ent procedure to finance educa- 
tion in grades 7 through 12 

additional property taxes under 2 per- 
cent State land tax 



Agricultural Property. 

value of total farm and farmstead 
current average property tax rate for 

education 
property taxes for support of educa- 

tion under existing procedures 
value of land 
tax rate 
taxes due 
value of buildings and personal prop- 

erty 
tax rate 
taxes due 
total taxes for education 
additional taxes under 2 percent State 

land tax to support education. 

Conclusion 
The adoption of a statewide land tax of 2 percent 

would: 

(1) provide a very substantial increase in State 
support of primary and secondary education in Ore- 
gon; 

(2) assure equal educational opportunity during 
early formative years; 

(3) decrease by about 27.7 percent the real estate 
taxes going for education paid by a typical urban 
family owning its home; 

(4) decrease substantially the property taxes rest- 
ing on business improvements and inventories and 
in this way increase employment opportunities; 

(5) set in motion forces that would reduce specu- 
lation in agricultural land; 

(6) increase use of Federal landholdings as a tax 
base; and 

(7) return to the basic American idea that land 
values and basic education are closely related. 

Land Tax Issues 
The discussion of the Hawaiian use and Oregon 

consideration of LVT has brought to the surface a 
number of particular problems and tentative ap- 
proaches to acceptable solutions. This section dis- 
cusses some of these points plus others that are  
closely related to the use of site value taxation. 

Statewide Land Value Tax 
The use of a statewide LVT reduces the economic 

rent or surplus flowing to owners of natural re- 
sources. An effect of these reduced capital values is 
lower imputed interest cost. The collection of rev- 
enues from a statewide land tax will also permit 

service levels of State and local governments to con- 
tinue without raising taxes that increase costs or that 
reduce directly the purchasing power of citizens, 
except for those who are  unable or unwilling to uti- 
lize the land completely. 

The economic rent or surplus arising from control 
of natural resources, especially land, has been in- 
creasing as population and land-use needs (from rec- 
reation uses to residential sites) have been expand- 
ing. This increased surplus has been rapidly capi- 
talized into higher prices, because the gains are  con- 
ceived to be permanent.* The higher the economic 
rent arising from a natural resource needed to carry 
out production or to provide directly the basic needs 
of the population (e.g., shelter and transportation), 
the higher the costs or the lower the real wages of 
owners of little or no resources. 

The principle of economic rent (its source, its rela- 
tion to cost and its ability to bear taxes without de- 
creasing efficiency of resource use) is one of the 
best established and most generally accepted of all 
economic concepts. The failures around the world 
to completely use it to meet the cost of government 
and to increase economic welfare is unfortunate. 
Recognition of the situation by State legislatures 
through use of a modest land tax seems appropriate. 
Efficient use  of resources means a decrease in  cost 
per unit and increased productivity. This efficiency 
is expected to result in a higher level of human wel- 
fare. 

The efficient use of land and natural resources 
makes up an  important portion of overall economic 
efficiency. A statewide uniform land tax will not 
assure most efficient use of land and natural re- 
sources but it will help. This effect of a land tax re- 
sults from: 

.increasing the out-of-pocket cost of keeping 
land idle, vacant or substantially under-uti- 
lized;** 

.decreasing the amount of capital required to 
go into business; 

.reducing the number able to live directly off 
economic rents, bringing about more com- 
plete use of human resources; and 

permitting reduction of taxes on human effort 
and reproducible goods, and therefore a re- 

*Land prices continue to increase more rapidly than the 
general price level. 
**Here the higher costs on others imposed by forcing resi- 
dential construction "leap frogging" is the appropriate 
consideration when relating land tax pressures to freedom 
of use of private property. 



duction of work deterrents and an  expansion 
of supply. 

It is often said that the only voters who would be 
hurt by the imposition of a major statewide uniform 
land tax would be the land speculators; unfortunate- 
ly, they are  among the most powerful and effective 
pressure groups in local politics. 

In Southfield, Michigan, the impact of an  outside 
assessment of property, under instructions to make 
land values equal the real portion of the market 
value of the entire property, was a doubling of the 
assessment of land and therefore the doubling of 
the taxes paid on land and a sharp reduction of the 
taxes paid on improvements. Consequently, South- 
field experienced a very substantial boom. The 
grateful citizens three times reelected the mayor 
who introduced the tax shift. At least in Southfield, 
in the 1960s, land value taxation gained citizen sup- 
port and was introduced without constitutional 
amendments providing for higher assessed values or 
higher tax rates on the portion of real estate con- 
sisting of land.I8 

To a degree, every owner of real estate is a land 
speculator. Land typically makes up a substantial 
portion of the capital value of a real estate holding, 
and an  increase or decrease in its value is economi- 
cally important to the owner. Moving the property 
tax away from improvements and toward land helps 
the owner of highly developed land at the expense 
of the owner of underdeveloped land. However, as 
Hawaiian experience demonstrated with regard to 
residential property, this kind of shift can cause po- 
litical difficulties because the owner of a homestead 
with modest buildings pays a relatively high tax 
under the graded property tax and is apt to be  eco- 
nomically less well off than the owner with good 
income-producing buildings. 

Land Inventory and Tax Capitalization 
One of the more serious logical flaws of land 

value taxation analysis is that the tax is seen as re- 
ducing the inventory of land held because the cost 
of holding is increased; on the other hand, the tax 
is seen not to be an  economic burden because the 
price of land is reduced by the capitalized value of 
the land-tax payment. Of course, expectation that 
the land inventory will decrease with the introduc- 
tion of land value taxation is based on the immedi- 
ate cost of required land-tax payments. Elimination 
of the added cost of holding land arises from capi- 
talizing land tax payments, causing land to fall in 
price.lg 

Urban Efficiency 
The efficient use of land in urban areas possesses 

the potential of decreasing both the economic cost 

of carrying out production activities and the human 
inconvenience of urban living. The efforts of city 
planners are  aimed at similar goals. Large expendi- 
tures from tax funds have justifiably been allocated 
to carry out these functions. The task has proven to 
be next to impossible as long as individual incentives 
under existing law and varying land tax rates within 
a metropolitan area provide economic pressure for 
decisions opposite to those required to make better 
use of land. The use of a statewide uniform land tax 
as well as a local graded property tax would com- 
plement public expenditures to improve the urban 
environment. In addition to improvement of urban 
environme2t liveability, the efficiency with which 
business firms can function in the urban setting 
would be bettered. 

A number of regional research studies explain 
urban sprawl by the lower land taxes in suburban 
areas and the relatively cheap private transporta- 
tion provided by the passenger car.20 The low direct 
money cost of withholding land from use because 
of low land taxes is identified as a cause of leap- 
frogging by land use economists. Municipal budget 
officers point to subsidization of municipal services 
and access roads in outlying areas by residents of 
the inner city. Property tax specialists point to the 
undervaluation of land for tax purposes in new and 
developing areas and high tax rates on buildings in 
declining areas as another element working to re- 
duce the liveability and efficiency of the American 
city 

A uniform statewide land tax and a local LVT can 
only be a first step in remedying the land-use aspect 
of the urban crisis, but they are  basic. The use of site 
value taxation at the State and local levels sets in 
motion many pressures to bring taxable values given 
to other property.* Even without a local graded 
property tax, a uniform State land tax brings about 
a higher tax rate on land than on other taxable 
property. The intensity of the effect of this action 
would depend on the rate. However, at all rate lev- 
els it would discourage land holdings while encour- 
aging highest and best use of land. The basic eco- 
nomic principle of efficient use of resources would 
be advanced. The Hawaii experience has partially 
demonstrated that this works. 

Another basic economic principle relating to tax- 

*Because the State would benefit only from the property 
tax rates applied to land, the States would be most anxious 
to move these values up to make them uniform and com- 
parable throughout the State with values set on other tax- 
able property. This would be the approach required to 
maximize revenues and reduce political criticism and 
would also assure that land rent, wherever it arises in 
quantities that would be capitalized in excess of an estab- 
lished exempt amount for one owner, would pay its tax 
share. 



ation policy is tax neutrality - the way taxes are  col- 
lected should not induce a n  economic decision- 
maker to make inefficient use of resources. 

Tax Neutrality 

The granting of property tax exemptions to new 
industries is an  example of a tax policy aimed at in- 
ducing business decisions. Established firms are  re- 
quired to subsidize the new ones. The levy of a state- 
wide land tax can encourage new investment with- 
out increasing the tax burden of old firms above 
those of new firms, except to the extent that new 
firms utilize land more c ~ m p l e t e l y . ~ ~  

The stimulation to new industry arises from more 
efficient use of the economic surplus being paid as 
land rents. Land rents collected as taxes are  used to 
support voter-determined services rather than for 
the payment of economic rent to the lucky, to un- 
productive land hoarders, and to land speculators. 
If the level of government services remains con- 
stant, the additional land-tax collections would per- 
mit reductions of other taxes that increase costs 
and that discourage risk-taking and the intensity of 
human effort. 

The use of a uniform State land tax acts to (1) 
reclaim economic surplus for general use, (2) reduce 
capital required for a new business and thus stimu- 
late competition, (3) increase the efficiency of the 
city in providing liveability and improving indus- 
try's environment and (4) expand government rev- 
enues and encourage economic growth without the 
grant of special favors or subsidies. 

Opposition of Farmers to a Statewide Uniform 
Land Tax 

The farmer is understandably the most active op- 
ponent of taxes on land values. This was true in 
Oregon in 1912 and was proven true again at a mass 
meeting in Salem, Oregon in December, 1970.* Op- 
position to LVT from farmers arises from the im- 
pacts of the two basic changes involved in a uni- 
form statewide land tax: 

1) The funds to be collected, as is currently the 
case, a re  destined largely for the support of pri- 
mary and secondary schools. The number of chil- 
dren per $100,000 of land value tends to be smaller 
in the country than in the city. Therefore, under a 
statewide uniform LVT the portion of total school 
support coming from rural areas increases. 

2) The use of only land in the base appears to the 
agricultural community as a tax aimed at agriculture, 

*Meeting called by the State Department of Education. 
A good deal of farmer leadership comes from older farm- 
ers who favor high land prices because they are  about to 
sell out or to live on rents. 

for land represents a large portion of the capital re- 
quired to carry forward farming activity. 

The opposition of the agricultural community to 
LVT could undoubtedly be eliminated by guaran- 
teeing that land taxes would not increase. If this 
guarantee is made, it should be hedged somewhat. 
Some possibilities are: 

1) A tax paid in lieu of the uniform land tax would 
increase or decrease as a statewide index of agricul- 
tural land prices changed. 

2) Agricultural land, to qualify for the in-lieu pay- 
ment, would have to provide over 50 percent of the 
income of the owner. In the case of corporate-owned 
land, the corporation would have to qualify as an  
agricultural corporation. The basic requirements a 
corporation would have to meet to qualify would be: 

a) Eighty percent of the corporate profits 
arising in the State came from the sale of agri- 
cultural products grown on the land cultivated 
in the State. 

b) Agricultural activity is judged each year by 
the State College of Agriculture to be as in- 
tensive as is appropriate for the type of land and 
existing economic conditions. 

Value of Agricultural Land 
There are  a number of arguments for the favor- 

able treatment of agriculture in the application of 
taxes: 

(1) The farmer sells his products in a highly com- 
petitive market that is dominated by changes in sup- 
ply that cannot be foreseen or adequately guarded 
against. Because of this situation, it is argued that 
agricultural selling prices cannot reflect changes 
in taxes and therefore agriculture, unlike other 
businesses, is not a tax conduit but a tax absorber. 
Obviously, this is only a half truth, for other costs 
of the agricultural industry have been generally in- 
creasing, including the price of land. These costs 
must be covered, or agriculture could not pay its 
bills. 

(2) Land, the basic production base of agriculture, 
has a price largely determined by demand in rela- 
tion to supply and not by cost of production. Al- 
though machines, motor fuels, fertilizer, feeds, 
seeds, etc., tend today to loom larger in farming cost 
accounts, land still usually dominates. The unrepro- 
ducibleness of land causes its price to be determined 
by demand based on earning expectations. 

The importance of land to agriculture and the 
nature of its cost determinants cause it to greatly 



absorb both agricultural profits and losses. The more 
profitable the general agricultural industry is, from 
whatever source, the higher the price of land. Con- 
versely, a reduction of agricultural earnings is re- 
flected in lower prices of land. This reflection of 
lower agricultural profits in lower prices of agricul- 
tural land is softened by Federal income tax provi- 
sions. This situation would not be particularly im- 
portant if farms remaintd under one ownership and 
did not expand. Farmland purchased on the market 
has a price that reflects all of the following upward 
pressures: 

greater earnings that result from government 
price support programs; 

*increased productivity because of new farm- 
ing techniques; 

continuing inflation and uncertainty of gen- 
eral industrial conditions in the future; 

*land ownership tax favors granted to high- 
income corporations or individuals receiving 
income from other activities; and 

pressure to enlarge farming operations to en- 
hance efficiency and increase productivity. 

Farm asset values consist largely of real estate 
holdings. In 1972, real estate comprised about two- 
thirds of the $335 billion total. Gains in the value of 
farm real estate adjusted for inflation were about 
3 percent a year during the 1966-71 five-year period. 
The $223 billion of farm real estate in 1972 bore a 
$30.7 billion i n d e b t e d n e s ~ . ~ ~  

These real estate holdings of the agriculture in- 
dustry consist largely of land. The annual cost of 
holding this land consists of the interest cost (im- 
puted or actual) of the funds required to purchase 
the land and the land tax payments assessed against 
the property. The net worth of the land holder can 
be  increased by a decrease in interest rates or a de- 
crease in land taxes. 

If interest rates decrease, land values tend to in- 
crease. The increase in value permits raising the 
same quantity of land taxes while applying reduced 
rates. It is the real interest rate and not the money 
interest rate that that has this effect. The 8-to-9- 
percent money interest rates of 1969 were low real 
interest rates under the existing 5-to-6-percent price 
increases. Because land acquisition is generally a 
long-term commitment and a mortgage contract is 
a long-term interest rate commitment, changes in 
general price levels and interest rates affect the 
market values of both the mortgage and the under- 
lying asset, land. Also, if land increases in dollar 
price at a more rapid rate than other assets pur- 

chased with borrowed funds, the real interest rate 
required of land purchasers is relatively low. This 
situation stimulates continued land speculation and 
higher land costs. 

The rate of the land tax and the going interest rate 
applied to total land value represent the fixed cost 
to agricultural production arising from the use of 
land. If this cost cannot be  met, the value of the in- 
vestment in agriculture decreases until the rate of 
return covers the interest costs of the new invest- 
ment plus the reduced ad valorem land tax. If earn- 
ings are  more than the costs of interest and land 
taxes, the capital value of the investment in agricul- 
ture increases until the imputed interest on the 
value absorbs the higher income. At the same time, 
as higher costs due to increasing imputed interest 
occur, the ad  valorem LVT that would be  collected 
from applying old rates would increase. If addition- 
al government revenues are not needed, the rates 
could be reduced. Reduced land-tax rates would 
increase the portion of farm fixed costs made up 
of imputed interest expense. A decrease of interest 
rates would increase land values and decrease the 
tax rates required to raise the same quantity of rev- 
enues. 

If earnings are  less than costs, the asset declines 
in value. The interest cost to the owner per dollar 
of market value of the investment increases as the 
value decreases. On the other hand, the tax rate 
must increase to prevent a reduction of tax revenues. 

When a farmer purchases agricultural land bearing 
a low tax, his imputed and actual interest cost is 
greater than if he  purchased land with a high tax. 
This increase arises because land bearing a low tax 
produces more after-land-tax income to cover in- 
terest payments. It increases the market value of the 
land and therefore increases by a like amount the 
capital required to gain control. 

As noted above, when earnings worsen the owner 
does not experience a decrease in his interest costs, 
but the land-tax cost does decrease under these cir- 
cumstances. Therefore, with everything else equal, 
the farmer owning land to which a high land-tax rate 
applied is in a preferred economic position, analo- 
gous to a n  owner with a 100 percent mortgage that 
decreased in size and annual cost when conditions 
deteriorated. 

Another way of looking at the division of fixed 
costs that must be paid to enjoy the use of land is to 
look at the quantity of funds required to gain con- 
trol. When the land tax is high and absorbs a goodly 
portion of the earnings, i.e., land rent, the funds re- 
quired to purchase are less than when the land tax 
is low. The higher land tax is the equivalent to the 
purchaser of the land of a grant of credit equal to the 
amount by which the price of the land is decreased 



by the land tax. The cost of the credit grant is the 
annual payment of land taxes. 

The effect of these economic pressures is to push 
farming toward the minimum of profitability. The 
situation would only be changed briefly if prices of 
products increased sharply or if taxes were sharply 
reduced or if government assistance were sharply 
increased. Land would continue to be  the great ab- 
sorber of profitability when profitability is calcu- 
lated as a return on the current capital value of the 
enterprise as judged in the market. 

Betterment Tax 

The building or widening of an  access road can 
increase substantially the market value of certain 
land holdings. The changing of a zoning category can 
also increase certain land values. If overall de- 
mand for land has not changed, these same actions 
will decrease the value of land held in other areas 
by about the same amount. The actions of the com- 
munity through its highway and zoning officials has 
changed the specifications of the commodity that 
comes under the general classification of land. In 
some cases, the new commodity is of greater value 
than the old, and in others it is of less value. 

Against this background one can evaluate a better- 
ment tax, i.e., a special tax levied to remove much of 
private gain from higher land prices due to govern- 
ment action, and a general ad valorem land tax. The 
betterment tax looks only at those gaining directly 
from a particular action. This must be, for to follow 
to their final resting places all the impacts leading 
to reduced and increased values is impossible. The 
obvious public "attitude" toward a landowner mak- 
ing a financial killing as a result of a public action 
can be exploited more effectively through a better- 
ment tax than through a land tax. Moreover, by 
taxing this gain the public fisc is taking something 
that rightfully belongs to government because of 
public action. What is being done is to gather addi- 
tional funds from those currently in an  improved 
economic situation in a manner that meets general 
social approval. 

The general land tax, extending over an area as 
large as a State ideally takes account of a very large 
number of impacts affecting the value of land. It can 
take into consideration, for example, both the in- 
crease in value of suburban land due to better ac- 
cess and the decline in the value of central-city land 
due to the rush of people and business to the sub- 
urbs. In this sense, the land tax is a more equita- 
ble approach to "government created" value than a 
betterment tax. This advantage though apparent to 
economists, is generally believed to increase popu- 
lar acceptance in only a minor way. 

The choice of whether to have a betterment tax or 

a land value tax is a difficult one. Under current con- 
ditions one must accept the betterment tax while 
working on the development of sufficient under- 
standing of land-value taxation to make it accept- 
able in the future.24 

Economic Equality 
"A good market in land, one built around prices, 

is of utmost importance in getting the most produc- 
tive use of something we must all have, s p a ~ e . " ~ 5  
Land differs from other broad categories of wealth 
because a high price or large profits from its con- 
trol cannot stimulate more production. To assure 
wise use of land space, the user must pay the full 
economic productivity of the land, but it is not nec- 
essary that this payment be  received by the owner. 
The owner need not receive the full payment be- 
cause the payment is not needed to provide a maxi- 
mum supply. A considerable part of the price can 
go to government as an  ad valorem land tax with- 
out eliminating the level of return required to induce 
the owner to use his full abilities in the area of land 
investment and development. 

The capitalistic system is constantly endangered 
by two basic problems: (1) power becomes too con- 
centrated to permit democracy to work and (2) re- 
wards are  not necessarily distributed on the basis 
of effort and ability. The use of the land tax at uni- 
form ad valorem rates helps capitalism overcome 
both of these weaknesses. Land-value taxation can- 
not be expected to carry out this continuing battle 
alone. For example, tax shelters under the income 
tax also need to be eliminated. Also persons must 
have an equal opportunity for a n  education and em- 
ployment. In addition, production and marketing 
monopolies need to be controlled. 

The great usefulness of land taxation is that it 
requires a minimum of interference with individual 
decisions in making its contribution to an  effective 
democratic-capitalistic economy. 

The relation of power to large land holdings is 
well documented. Undoubtedly this relationship 
has shifted from the days of the great land barons. 
However, it remains true that land ownership in a 
city, in a suburb or in the country is power. As pop- 
ulation and land uses expand, the monopoly power 
that land ownership always provides increases. De- 
sirable and efficient sites for housing and indus- 
try are  always limited. The land tax, by increasing 
the cost of site ownership, pushes use toward best 
use. Ownership decisions that withdraw land from 
the market's determination of use become too ex- 
pensive to be viable under a substantial LVT. 

When natural resources, including land, increase 
rapidly in value, the increase is socially oriented 
and therefore an unearned increment. The wealth 



that can arise in this fashion is a windfall. This is 
wealth-or-income-creation that can bear a heavier 
tax than other increases in economic well-being. Ap- 
plication of a special tax to pick up all or a portion 
of windfall gains arising from a shift in government 
policy is considered equitable and justified. What 
has been created by the community through legis- 
lative action can also be taken away in whole or in 
part by legislative action. 

This same basic concept of justice is applicable 
to increases in land values that arise from govern- 
mental decisions to change zoning, to change trans- 
portation patterns, to build schools or to construct 
sewers. The increases in land values arising from 
these actions, that were determined by a society 
with growing needs and expanding wealth, are par- 
tially reclaimed for social use when a statewide land 
tax is applied. The unearned gains of the lucky, pow- 
erful or wise landowners are  partially shared when 
a uniform and a relatively substantial land tax is 
applied. 

Resource Use And The Property Tax 
Current property tax procedures subsidize the 

misuse of land in urban areas. Some shortcomings 
can be  avoided by making the property tax a uni- 
form statewide tax. Others remain as long as real 
estate other than land is included in the base. 

Land misuse is caused by light taxation of vacant 
land. This arises because of: 

the practice of placing too large a share of to- 
tal value of a property on its improvements; 

the frequent practice of not changing the as- 
sessed value of a piece of land until it has 
been sold. (The value of urban land is esti- 
mated to be increasing by about 15  percent a 
year, but assessed values do not reflect this 
s i t u a t i ~ n . ~ ~ )  

Special greenbelt legislation placing a lower 
value on land than that of highest and best 
use. 

The conventional property tax encourages the 
misuse of land by placing a burden on new build- 
ings and more intensive investment in improve- 
ments, thus tending to cause land to be utilized less 
ful ly  than a p p r ~ p r i a t e . ~ ~  One can avoid costs under 
the traditional property tax by letting improvements 
run down. This would not be the case if only land 
were taxed for general purposes (and buildings 
merely paid service charges to cover their allocated 
portion of total cost of government activities, e.g., 
police and fire protection]. 

Site value taxation possesses a basic economic 

neutrality that is generally considered to be a de- 
sirable tax quality, because use of the land-value 
tax does n o t  change decisions relative to develop- 
ment. "What was the optimal development in the 
absence of the tax will remain optimal in its pres- 
e n ~ e . ' ' ~ ~  
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Appendix I 

The Effect of 
Property Taxation on 

I ndustrial Development 
in Major Cities-A Survey 

We must rely upon our local property tax 
for 65 percent of our revenues. In a city 
where we already have one of the highest 
and most confiscatory rates in the country, 
we were forced to raise the rate of taxation 
by almost 10 percent. This increase means 
that an owner of a $20,000 home will pay 
about $1,850 in annual property taxes. We 
have reached a point where our property 
tax has only hastened the flight of indus- 

try, commerce, and the remaining middle 
class homeowners out of Newark. The ex- 
cessive rates we are forced to impose have 
actually been the cause of abandonment, 
deterioration, and a decline in our tax 
base. The stark reality finds buildings being 
abandoned at the clip of one a day. 

Mayor Kenneth Gibson 
Newark, N.J. 

Because of rising concern over the effects of the 
property tax on urban economic and industrial devel- 
opment, the ACIR staff surveyed local leaders to 
elicit their impression of those effects in their com- 
munities. They were asked two questions: 

1. Do you have any evidence that would sug- 
gest that rising property taxes have been detri- 
mental to economic development in your city? If 
so, please cite a few specific examples of this 
adverse effect. 

2. If significant economic development has 
occurred in your city during the past ten years, 
has it been accompanied by property tax con- 
cessions? Please describe the types of tax in- 
centives offered. If other kinds of incentives 
have been offered (for example, industrial bond 
financing), please indicate this also. 

Questionnaires were sent to the local Chamber of 
Commerce, the largest bank and the city finance 
department in each of 12 high-property tax cities and 
12 low- or medium-property tax cities.* High-tax 
cities surveyed were: Baltimore, Boston, Chicago, 
Denver, Hartford, Los Angeles, Milwaukee, Min- 
neapolis, New York, Newark, Philadelphia and Prov- 

*Inquiries were also sent to the local labor council in each 
community, but none responded. 

idence. Low- or medium-tax cities included were: 
Atlanta, Cleveland, Dallas, Detroit, Louisville, Mem- 
phis, Miami, Norfolk, Oklahoma City, St. Louis, 
Seattle and Washington, D.C. Tables 1-1 and 1-2 sum- 
marize the responses. 

Tax Concessions 
Several of the eight responding high-tax cities had 

granted some kind of special tax concession to at- 
tract industry but only two cities had used tax con- 
cessions extensively. Of the nine low-tax cities, only 
one made real estate tax concessions. One other low- 
tax city had previously granted concessions and had 
abandoned the practice because it attracted the 
wrong kind of business. 

Nature of Evidence 
Two respondents gave specific examples of how 

the property tax had affected industrial develop- 
ment. In one city, which is separated by a river from 
its neighbor in another State, the respondent re- 
ported much more industry coming to his side of the 
river. He indicated that the principal difference be- 
tween the two sides was that the other State relied 
more on the property tax while his State relied on 
the income tax. 

A respondent from a city located in a State that 
taxed inventories observed that warehousing was 
growing more rapidly in a neighboring city where 



Type 01 Organi- 
zation 
Chamber of 

Commerce 

Bank 

City Finance 

Department 

Total Replies 

Total Cities 

Represented 

Table 1-1 
Summary of Responses to Survey on Effect of 

Property Taxation on Economic Development in Major Cities 

12 High-Tax Cities 
Number Number Indicating 
Responding Adverse Effects 

7a 6 

8 (See Table 1-2) 

12 Low- or Medium-Tax Cities 
Number Number indicating Number of Replies 
Responding Adverse Effects From all Cities 

9 3b,d 16 

9 (See Table 1-2) 1 7  

a) These numbers exclude a reply which consisted simply of forwarding a copy of the letter from another organization in the survey and 
one that did not attempt to answer any questions. 
b) One of these respondents indicated that high property taxes in an adjacent State were hurting the other State and helping the respon- 
dent's State. 
C) One respondent indicated some uncertainty but at the same time said he was very much' in agreement with the letter from the 
Chamber of Commerce of the same city, which insisted very strongly that the property tax did hurt. 
d) The remarks of one of these respondents applied only to the inventory tax, which was not imposed in nearby States. 

inventories were no&ed. (This city's property tax 
was low enough that there was little reason to be- 
lieve that the tax would have had any effect-except 
that the tax base included inventories.] 

Four respondents (all from high-tax cities) asserted 
without reservation that high property taxes had hurt 

Table 1-2 
Detail on "Adverse Effect" Responses To 
Survey On Effect of Property Taxation On 
Economic Development in Major Cities 

High-Tax Low- or Medium- 
Cities Tax Cities 

Number of Cities 
from which re- 
plies were re- 8 9 
ceived 

Number of cities 
in which all re- 
plies (one or 
more) indicated 
adverse effects 

Number of cities 
in which no reply 
indicated adverse 
effects 

Number of cities 
in which there was 
a difference of 2 2 
opinion expressed 
by the respondents 
Note: Refer to  footnotes on Table 1-1. 

economic development in their cities. One named 
several projects that proceeded only after the city 
agreed to a tax freeze. Another mentioned that its 
few economic development projects were under- 
taken with special tax agreements. A third respond- 
ent referred to an  extensive survey showing 16 per- 
cent of firms queried indicated that high property 
taxes were a factor in their decision to leave the 
city. 

On the other hand, respondents from three cities 
(two high-tax and one low-tax) found little indication 
that the property tax was the reason for firms leaving 
their cities. The finance department of one city had 
obtained a list of businesses that supposedly relo- 
cated to the suburbs because of the property tax. 
None of these companies, when queried by the fi- 
nance department, suggested that the property tax 
had any effect on relocation. Another respondent re- 
ported a survey of 17 companies that had moved 
from the city to the surrounding counties. Only five 
of these firms mentioned taxes among the reasons 
for moving out and they gave other reasons as well. 
In a survey of 1,100 local manufacturers in another 
city, only 17 of 874 who responded gave tax savings 
as a reason for locating there originally. More fre- 
quent answers were "near home," "near markets" 
and "availability of land." When asked the major 
advantages and disadvantages of their current loca- 
tion, taxes were mentioned only 18 times. Yet, when 
asked what the area could do to make their current 
location more attractive to present firms, 224 said 
"improve taxes"; and when asked what could b e  



done to make the location more attractive to outside 
firms, 185 said "improve taxes." 

The Role of "Other Taxes" 
Several replies indicated that other taxes or the 

level of total taxes was a problem for industrial de- 
velopment. One banker remarked that the "real 
problem here for economic development relates to 
the business and occupation tax." 

One Chamber of Commerce spokesman made an  
especially revealing comment: 

As we are  all well-aware, State and local busi- 
ness taxes constitute a relatively small cost of 
doing business. Frequently, however, business- 
men judge the community and governmental at- 
titudes toward business at least in part according 
to the level at which business is taxed . . . . From 
a typical businessman's point of view the key 
factor is the total amount of taxes paid as a re- 
sult of its operations in a particular location 
rather than the particular type of tax he  pays. . . . 
In fact, much of the talk of replacing the local 
property tax with some other type of tax is fre- 
quently viewed by the businessman as more of 
a n  academic or philosophical exercise, with 
relatively little meaningful impact on busi- 
ness. . . . While the direct impact of property 
taxes is very self evident, other taxes may have 
more indirect, but nonetheless important, im- 
pact on business costs. For example, personal in- 
come taxes, especially if they are  at a relatively 
high level . . . become a very real cost of doing 
business. This results from the fact that com- 
panies frequently need to pay a premium to off- 
set these higher taxes in trying to recruit man- 
agement talent. And while many businessmen 
philosophically might favor a sales tax over 
other forms of taxation, it is important to realize 
that sales taxes can have a n  important impact on 
business. It is estimated that businesses in . . . 
pay 10-20 percent of all sales taxes collected in 
the State. In addition, sales taxes add to the gen- 
eral cost of living which is at least indirectly re- 
lated to the cost of labor. These examples further 
illustrate the point that the total tax impact is the 
relevant point of focus rather than the particular 
type of tax. 

Another respondent said the second greatest reason 
for businesses leaving his city was its high personal 
and corporate income tax. 

Nontax Factors 
Other respondents mentioned other factors that 

influence industrial location. One Chamber of Com- 
merce spokesman remarked that prospective busi- 

nesses generally would evaluate the tax situation 
along with wage rates, utility costs and freight costs 
and then review the total cost for different locations. 
Respondents from two cities pointed out that as- 
sembly-line operations require extensive use of land 
and that the high cost of land in the central c<ty ef- 
fectively rules out this type of industry. The cost of 
land is high because its price is bid up by investors 
wishing to construct buildings to provide offices, for 
which many firms are  willing to pay high rents. One 
respondent cited another reason for the high cost of 
land. "It seems that you can't clear abandoned hous- 
ing or a n  old three-story plant from land, cart away 
the rubble, and come out with $25,000 per acrem- 
the cost of land in the rural areas of a neighboring 
State. Another respondent expressed the opinion 
that "nontax factors, e.g. suitable areas for expan- 
sion, existing facilities not easily adaptable to tech- 
nological changes and current needs, less depend- 
ence on public transportation, greater emphasis on 
air and highway transportation, requirements for 
employee parking, and shifts in supply, distribution, 
residential, and market patterns, among others, have 
limited the kinds of industrial and commercial de- 
velopments for which central cities have been able 
to compete successfully." Finally, a respondent ex- 
pressed concern about the effect of high and rising 
construction costs in his area upon the attractiveness 
of his city as headquarters for business firms. 

Summary 
The survey results indicate that some local offi- 

cials and businessmen believe the property tax is 
detrimental to economic development of urban areas. 
As expected, this kind of response usually, but not 
always, was from high-tax cities. But many respond- 
ents were aware of other factors affecting the in- 
dustrial development of central urban areas and 
tended to view property taxes as only one aspect of 
the situation. 

This survey of opinion is in accord with the Com- 
mission's earlier observation that: 

Although the generally lower tax rates of subur- 
bia cannot be  cited as the primary factor respon- 
sible for industrial dispersion outside the central 
city, the point must be  emphasized that within 
the State, and more importantly within the 
metropolitan area,  tax rate differentials can 
conceivably become the "swing" factor for the 
plant locator once the management has decided 
to relocate within the area. Tax differentials can 
also have a marginal influence on the location of 
firms moving into the region.' 

While the property tax usually reinforces all the 



other social and economic factors pushing high- 
income families and business firms out of the central FOOTNOTE 
city into suburbia, it is more a symptom than a cause 'AClR State-Local Taxation and Industrial Location (Wash- 
of central-city fiscal distress. ington: GPO 1967), p. 69-70. 



Appendix 

School 
Pupil 

I'm fascinated because . . . When the 
c ,oleman report is cited to promote 

further integration or busing its always 
pooh-poohed as an inadequate base. 
But then when someone proposes fur- 
ther expenditures in poor schools, we 
hear that Dr. Coleman was right all 

Spending and 
Achievement 

along and really what we need is more 
integration, so I'm confused about what 
I should think about it. 

Howard Miller 
The Advocates 

February 29, 1972 PBS 

Recent academic studies of school effectiveness 
have been used to buttress widely divergent pro- 
posals for reform of the public school system. But a 
review of these studies by Commission staff suggests 
that our understanding of how schools work is still 
too rudimentary to provide firm guidance to policy- 
makers. Taking care to make the proper qualifica- 
tions, the following specific conclusions may be 
drawn. 

Conclusions 

Schools Do Make a Difference 
None of the research studies examined by the 

staff has found a complete absence of statistically 
significant relations between school characteristics 
and pupil achievement. This is true despite the fact 
that all of these studies have used data that make it 
difficult to find such re l a t l~ns ,  even when they exist. 

Of the 24 different studies reviewed, including 14 
summarized by a Rand Corporation team, one-third 
use data from the well-known Coleman Report, 
Equality of Educational Opportunity. Another five 
employ statistics gathered for the U.S. Office of Edu- 
cation's Project Talent. Thus the number of inde- 
pendent studies is actually much smaller than it 
would first appear. And the ability of different re- 
searchers to draw quite disparate conclusions from 
the same data illustrates graphically the limitations 
of our analytical techniques. 

All of the studies surveyed used the attainment of 
cognitive skills-logical ability, memory for facts, 
understanding of rules and principles-as the test of 
school effectiveness. Yet, the tests to measure pupil 
achievement in these areas a re  known to have ser- 
ious deficiencies. At best, they measure only certain 
basic skills and make no pretense to measure real 

breadth of knowledge or depth of understanding. 
The Coleman Report data, for instance, include no 
test scores in foreign languages, advanced mathe- 
matics or English literature. There are also many 
non-cognitive qualities which may be equally im- 
portant or more so-socialization, independence, 
maturity, pride, compassion, creativity. But there has 
been virtually no quantitative research on how the 
schools affect these other pupil traits. 

Teacher Affects Student Achievement 
Although different researchers have used varying 

formulations of the concept, each study that tests the 
significance of individual teacher variables, finds 
that some teacher-related factor has a significant im- 
pact on achievement. These variables are: the per- 
centage of teachers in the upper salary quartile (Ben- 
son]; teacher experience (Michelson and O'NeillJ; 
undergraduate institution attended [Michelson); 
teacher attitudes (Guthrie); teachers' verbal ability 
[Bowles, Guthrie and lencks]; and percent of teach- 
ers with a master's degree (Perl). 

Out of 16 similar studies surveyed by the Rand 
Corporation for the President's Commission on 
School Finance, only two (Kiesling (1969) and Smith) 
found no teacher variables to be important.' The re- 
mainder found some teacher variables to have a sig- 
nificant effect on learning-particularly experience: 
(Thomas, Hanushek (1968), Katzman, Burkhead, 
Kiesling (1970). Levin and Michelson); average salary 
[Cohn,  Raymond a n d  Averch) ;  s tar t ing  sa l a ry  
(Thomas]; and verbal ability [Hanushek (19681, 
Bowles and Hanushek (1970) ). 

The impact of school facilities is much more am- 
biguous. Some researchers have concluded that 
smaller classes, newer school buildings, and the 
availability of laboratories and libraries improve 



pupil achievement. Other investigators have discov- 
ered no measurable effects of these items on cogni- 
tive skills. Thus, while we can be reasonably sure 
that teacher quality is important, we cannot com- 
pletely rule out the possibility that other school at- 
tributes also have a significant influence on pupil 
achievement. 

Schools Do Not Buy High-Quality Teachers 
School spending decisions do not follow the latest 

educational research. Various studies have shown 
that the teacher characteristics with the greatest 
effect on pupil achievement are  not those that are 
actually p ~ r c h a s e d . ~  While certain marks of a good 
teacher are  recognized in salary schedules, many 
others are not. And even those that are  given recog- 
nition a re  treated imperfectly. 

One group of investigators argues that additional 
experience increases teacher productivity only for 
the first six or seven years and has little additional 
impact on achievement thereafter.3 But most school 
systems reward experience well in excess of this 
amount. Graduate degrees usually result in a uni- 
form pay increase for the teacher, even though the 
value of the degree to the teacher's students may 
depend on where and how recently it was obtained. 

Under such circumstances it is only to be expected 
that money pe r  se  has a small influence on the re- 
sults of schooling. Yet this does not mean that addi- 
tional spending, if properly directed, would not 
bring about some improvement in pupil achievement. 
The money currently spent on schools could also 
produce better results if concentrated on the school 
inputs which appear to have the greatest effect. 

Family Background, Friends and Classmates 
Affect Achievement 

Equal schools cannot compensate for unequal con- 
ditions outside the school and will not produce grad- 
uates of equal academic achievement, which raises 
the possibility of improving student achievement by 
working outside the schools. 

Some aspects of a student's background can be  
influenced in the short run by government action. 
For instance, family stability could be promoted by 
welfare reform; nutrition could be improved by free 
breakfast and lunch programs; and additional health 
care could be provided. Other background variables, 
such as parents' education, could be  affected only in 
the long run. 

Equal Resources Would Help Reduce the Gap 
The qualitative effect of equalization is not dis- 

puted, but its quantitative impact is quite uncertain. 
For instance, different writers estimate that any- 
where from 10-to-25 percent of the difference in 
average white and black achievement test scores 

could be closed by eliminating differences in the 
quality of schools attended by the two races (not 
merely differences in school expenditures). If the 
current discrimination were reversed and more re- 
sources were devoted to the education of black chil- 
dren than white, the achievement gap could be closed 
still further. The same conclusion can also be drawn 
for students from high- and low-income strata. 

Since fellow students have a major effect on a 
pupil's education, making student bodies more di- 
verse would also help reduce the differences in 
academic achievement. Mixing could involve inte- 
gration of schools with respect both to race and fam- 
ily income and to the elimination of compulsory 
ability grouping within schools. It has been estimated 
that ending racial and socio-economic segregation 
among schools would reduce the test score gap by a n  
additional 10-to-30 percent. 

Uniform Increase Not The Answer 

Increased total spending for public education will 
not close the achievement gap if it is spread evenly 
over all students. A corollary is that equalization and 
integration will improve the situation of some stu- 
dents, primarily the black and the poor, while whites 
and upper-income students will end up less well off. 
Some writers have attempted to show that pupils at 
low levels of achievement will be assisted by such 
changes without adversely affecting the performance 
of high achievers, but the picture is not so rosy-at 
least in the short run. At best it appears that equali- 
zation, compensatory spending and integration can 
be used to redistribute the benefits of schooling-to 
reduce the scatter around the mean-without reduc- 
ing the average level of student achievement. 

Because of this problem many writers have pro- 
posed combining equalization of school spending 
with an increase in the average level of funding. 
Upper-income families would end up with a sub- 
stantial increase in their tax bills, but the education 
of their children would continue to be financed at 
about the same level as before. Children in low-in- 
come communities would benefit both from the 
equalization and the leveling-up. This alternative, 
however, is likely to be very expensive. The Presi- 
dent's Commission on School Finance computed that 
some $7 billion would be required to increase the 
level of per-pupil spending in each school district in 
the country to near the maximum spending level for 
its own State. Thus, raising overall achievement and 
reducing the achievement gap in the short run are  
separate goals, and spending more money for one 
reduces the amount of funds available to the other. 

Major Educational l mprovement 
Requires Changes In Patterns 

Merely spending more money in the same old 



Table J-1 
KlESLlNG STUDY 

Expenditure Coefficients and Tests of Significance, by Grade Level 
All School Districts 

Grades 
Occupation Group 4 A 6  
Professional Persons 1.43 

(0.67) 

Proprietors, Managers, Officials 5.39 
(2.20) " 

Clerks and Kindred Workers 3.91 
(1.69) 

Skilled and Semi-skilled Workers 5.31 
(2.23) " 

Unskilled Workers 2.99 
(1.1 9) 

Grades 
7 3  

-0.09 

( 0.04) 
3.30 

( 1.48) 
1.29 

( 0.61) 
-3.13 

( 1.33) 
-4.00 

( 1.48) 

Grades 
10,ll 
0.50 

( 0.35) 
0.29 

( 0.23) 
1.79 

( 1.37) 

N.A.  
-1 .7l 

( 1 .O5) 

Grades 
4-8 
3.05 

(1.23) 
5.06 
(2.09) 
2.88 

(1.17) 
1.32 

(0.59) 
0.70 

(0.26) 

"Significant at 10% level 

"Significant at 5% level 

Notes: Coefficient shown is for natural logarithm of dollars of expenditure per pupil; other independent variables are- 
constant, intelligence score, and size of district in  ADA. Figures in parenthese represent t values. 
Source: Kieslihg, Tables 1 and 2. 

Table 1-2 
KlESLlNG STUDY 

Expenditure Coefficients and Tests of Significance, by Size of School District, Grades 4-8 

Occupation Group 
Professional Persons 

Proprietors, Managers, and Officials 

Clerks and Kindred Workers 

Skilled and Semi-skilled Workers 

Unskilled Workers 

Large 
School Districts 
0.01 

(1.63) 
0.015 
(2.44) " 
0.014 
(2.32) 

0.013 
(2.07) 

0.005 
(0.61) 

Small 
School Districts 
0.086 

( 1.38) 

0.051 
( 0.84) 
-0.001 

( 0.01) 

0.078 
( 1.33) 

0.116 
( 1.76)' 

'Significant at 10% level 
*Significant at 5% level 

Notes: Coefficient shown is for the effect on the score of dollars of expenditures per pupil; other independent variables are 
intelligence score, size of district, and grade level dummies; large school districts are those with over 2,000 pupils in ADA.  
Figures in parentheses represent t values. 

Source: Kiesling, Table 2. 



Variable 

Table 1-3 

BENSON STUDY 
Significance of Variables in Stepwise Regression on Median Fifth Grade Reading Achievement 

All 
Districts 

Order 
of Entry F-test 

Median Education 1 

of Adults 
in District 

Median Household 2 

Income 

Percent of 3 
Teachers in 

Lower salary 

Quartile 

Percent of 

Teachers in 

Upper Salary 
Quartile 

Pupils per 

Teacher 

Mean Administra- 

tor's Salary 

Expenditure 

Per Pupil 

Mean Teacher's 

Salary 

Size of District 

Teachers Per 

Administrator 

Total District 

I ncorne Per 

Pupil 

Low 
Achievement 

Districts 
Order 
of Entry F-test 

1 7.1" 

'Significant at 5% level 
+"Significant at 1 % level 
t Not sufficiently significant for inclusion in the regression analysis 
Source: Benson, Tables 9, 10, and 11. 

Districts With 
Fewer Than 
2,000 Pupils 
Order 
of Entry F-test 
t 

Districts With 
2,000-4,500 

Pupils 
Order 
of Entry F-test 

Districts With 
More Than 

4,500 Pupils 
Order 
of Entry F-test 
t 



ways will not be  enough. Efforts should be concen- 
trated on the school inputs that appear to have the 
greatest effect, especially on improving the quality 
of teachers. Directing resources in this fashion may 
make educational improvements possible at costs 
substantially less than those cited above. The RAND 
study also reached this conclusion. 

Summaries of School Effectiveness Studies 
In tables accompanying the following summaries 

the t-statistic and F-statistic measure statistical signif- 
icance. Values of t greater than 2 indicate that a fac- 
tor is statistically significant-that is, that the cal- 
culated value for the factor is such that the true val- 
ue will be different from zero in 19 out of 20 cases. 
The F-test is similar to the t-test but is used to test 
the statistical significance of a combination of factors. 

Kiesling Study 
An early attempt to assess the effect of schools was 

carried out under the auspices of the New York 
State Department of Education during the 1957-58 
through 1959-60 academic years. These data were 
analyzed in a 1967 article by Herbert J .  K i e ~ l i n g . ~  

Pupils participating in this Quality Measurement 
Program were given an  Iowa achievement test appro- 
priate to their grade level. The sample was stratified 
by grade, socio-economic class (determined by the 
occupation of the pupil's father) and size of district. 
For each grade level and socio-economic group, the 
average school district achievement was regressed 
on average pupil intelligence (measured by an  I.Q. 
test), school district size and annual per-pupil ex- 
penditure. The regression coefficients for the ex- 
penditure variable are shown in Table J-1. Table 
1-2 shows the coefficients when the sample is divided 
into large and small districts. 

Kiesling finds that the expenditure-performance 
relationship is the strongest for students in lower 
grades, middle socio-economic groups and large 
school districts. For districts with more than 2,000 
pupils in average daily attendance, the cost of raising 
average test scores of middle-class children by one 
month averaged around $70 per pupil. (This is the in- 
verse of the regression co-efficient~ in column 1 of 
Table J-2.) 

Benson Study 
California instituted a statewide testing program 

in its elementary and secondary schools in 1962. The 
data from the California Test of Reading Compre- 
hension for fifth graders in 1962-63 were analyzed 
by Charles S. Benson for a committee of the Califor- 
nia Senate.= 

For each of the 249 districts administering the test, 
information was also collected from published 

sources on school inputs and socio-economic char- 
acteristics of the residents. These explanatory vari- 
ables were then used in a series of stepwise regres- 
sions on the median test score for various groupings 
of districts. The significance of the improvement in 
explanatory power due to the inclusion of additional 
variables is shown in Table 1-3. 

In each regression, one or more of the school vari- 
ables was found to be significant, including either 
expenditure per pupil or percent of teachers in upper 
salary quartile or both. Benson concludes, "The as- 
sociation between the achievement of pupils and the 
instruction offered by those teachers who are  quali- 
fied by experience and training to be paid in the up- 
per salary quartile is positive, and the association 
stands independently of the known connection be- 
tween the home environment of pupils and their 
a ~ h i e v e m e n t . " ~  Benson does not report the regres- 
sion coefficients. Therefore, it is not possible to com- 
pute the improvement in teacher quality meaning- 
fully associated with a specified improvement in 
student achievement. 

Ribich Study 

Another source of information on pupil achieve- 
ment, school characteristics and family background 
is the continuing set of Project Talent surveys, con- 
ducted for the Office of Education. These data have 
been used by Thomas I. Ribich to assess the costs and 
benefits of compensatory education programs.' 

Ribich controlled for social backgrounds by con- 
sidering only male students who ranked nationally 
in the bottom 20 percent on Project Talent's index of 
socio-economic status. To insure comparability, fur- 
ther, he  also excluded students from the South and 
from large cities. He  then compared the achieve- 
ment test performance of these students in school 
districts of differing expenditure levels. The data and 
calculations for this exercise a re  shown in Table J-4. 

Ribich's major conclusion is that an  increase of 
$100 in per pupil expenditures as 1960 spending 
levels increases student achievement by 0.19 yearly 
equivalents or about the same amount as six to eight 
weeks of school. As could be  expected, increased 
expenditures have their greatest effect at the lowest 
spending levels. 

Coleman Report 
The Equality of Educational Opportunity study 

was prepared through the Office of Education in re- 
sponse to a congressional mandate contained in the 
Civil Rights Act of 1964.8 It was based on a stratified 
national sample survey of over 600,000 students, their 
schools, their communities and their homes. Student 
verbal achievement was measured by a uniform test 



Table 1-4 
RlBlCH STUDY 

Estimated Gains in Test Scores Resulting From a $100 Change in Expenditures 

School District Number of 
Expenditure Low Status 

Per Pupil Boys 

Less than $200 99 
$200-$300 4 73 
$300-$400 1512 
$400-$500 

All Districts 2084 
Source: Ribich, Tables 8 and 9. 

Average 
Test 

Score 

9.82 
10.25 
10.32 
10.52 
- 

Average Increase 
in Test Score by 
Moving to Next 

Expenditure 
Category 
0.43 
0.07 
0.20 

- 

Difference in 
Mean Expenditure 

Between 
Categories 
$1 45 

83 
92 
- 
- 

Average Change 
in Test Scores 

Associated with 
$100 Change in 
Expenditures 
0.30 
0.08 
0.22 
- 

0.1 9 

administered by the Educational Testing Service in criticism. First, there was a substantial number of 
the fall of 1965. Other data were obtained through districts that did not participate in the survey, and  
questionnaires completed by students, principals and these were disproportionately large-city districts. 
school superintendents. Second, the many nonresponses were not randomly 

Although this survey is the most comprehensive distributed across the sample. Third, some of the 
available on school resources and student achieve- data, such as per-pupil expenditures, pertained to an  
ment, the data and methodology are  not f ree  from entire school district, while others were collected on 

1) Student Attitude Variables (A) 
Interest in School 
Self-concept 

Sense of Control of Environment 

2) Student Background Variables (B) 
Objective Background Variables (60) 

Urbanism of Background 

Parents' Education 

Structural Integrity of Home 

Smallness of Family 

Items in Home 

Reading Material in Home 

Subjective Background Variables 
Parents' Interest in Children 
Parents' Educational Desires 

3) School Characteristics (S) 
Expenditures (Se) 

Per Pupil Expenditure on Staff 

Other 
Volumes Per Student in Library 

Science Laboratory Facilities 
Extracurricular Activities 
Presence of Accelerated Curriculum 

Table 1-5 
COLEMAN REPORT 
Listing of Variables 

Comprehensiveness of Curriculum 

Use of Tracking 

Movement Between Tracks 

Size 

Guidance Counsellors 
School Location 

4) Student Body Characteristics (School Environment) 

(El 
Proportion Whose Families Own Encyclopedia 
Number of Student Transfers 

Attendance 

Proportion Planning to Attend College 
Average Hours of Homework 

5) Teachers' Characteristics (T) 
Average Educational Level of Teachers' Families 
Average Years of Experience in Teaching 

Localism of Teachers 
Average Educational Level of Teachers 
Average Score on Vocabulary Test 
Teachers' Preference for Teaching Middle-class 

Students 
Proportion of Teachers Who are White 

Source: Coleman, pages 298-31 7. 



a school-by-school basis. This procedure ignores the 
admitted intra-district and intra-school disparities in 
educational resources devoted to individual pupils. 
Fourth, the range of variables measuring available 
school programs was very limited. [Table 1-5.) 

Fifth, the survey collected information solely on cur- 
rent school inputs, ignoring the effect of past input 
levels on current a ~ h i e v e m e n t . ~  It should be noted, 
however, that these criticisms a re  relevant to most, 
if not all, studies of school effectiveness and indicate 
the hazards of the enterprise. 

The analytical procedure in the Coleman report 
rests on a large number of linear regression equa- 
tions designed to explain the individual verbal 
achievement scores. The explanatory variables are 
combined into several groups-student attitudes, 
student background, school characteristics, student 
body characteristics and teacher characteristics. [See 
Table 1-5.) The analysis is based on a comparison 
of the increments in the percentage of variance ex- 
plained resulting from the addition of another group 
of independent variables. 

Since the groups of independent variables are  
highly correlated with one another, only a part of the 
explained variance can be assigned uniquely to one 
group or another. Using the Coleman report tech- 
nique the portion of the variance allocated to each 
group depends on the order in which it is entered. 
Coleman uniformly enters background variables 
first, thereby minimizing the variance explained by 
schools. More important, while the increase in vari- 
ance explained can be used to test whether some 
relation exists between school inputs and outputs, 
it cannot tell us the strength of that relationship- 
how large an  increase in a given input is necessary 
to secure a unit increase in output. The converse is 
also true: a given functional relationship between 
school factors and student achievement is consistent 
with a wide variety of values for the Coleman test 
statistic.1° 

Despite these problems with the data and the sta- 
tistical techniques, the Coleman report still reveals 
that schools do make a difference to student achieve- 
ment. Even when student background factors are  en- 
tered into the regression first, the teacher and school 
facility variables explain another 11 percent of ver- 
bal achievement scores for black 12th graders. This 
compares favorably with the 13 percent explained by 
the objective background factors alone. (See Table 
J-6.) A striking feature of the Coleman statistics is 
that these school factors have a much greater effect 
on blacks than on whites, while for whites the stu- 
dent's background is relatively more important. This 
suggests that improving the quality of schools is a 
particularly effective method of improving the rela- 
tive educational standing of black children." 

Table J-6 
COLEMAN REPORT 

Percentage of Variance in Verbal Achievement 
Explained, Grade 12 

Explanatory Negro, White, Source 
Variables Total Total (Table) 
A 15.89 27.68 3.26.1 
B 15.14 23.03 3.26.1 
Bo 13.48 14.71 3.221.3 

Percentage of Variance in Verbal Achievement 
Explained Controlling for Objective Background 

Variables, Grade 12 
T 9.53 1.82 3.25.3 

T + S  10.70 3.42 3.25.3 
T + S + E  13.78 4.1 8 3.25.3 

S 6.96 2.53 3.24.2 

S + E  12.82 3.69 3.23.2 
Se 2.62 .80 3.24.1 

Note: See listing of variables in Table J-5 for key to abbre- 
viations. 
Source: Coleman, tables as listed. 

Bowles study 
Professor Samuel Bowles of Harvard University 

has subjected a portion of the Coleman report data 
to re-analysis, taking care to avoid the statistical pit- 
falls into which Coleman fe11.12 All the criticisms of 
the data themselves, of course, apply to this study as 
well. 

In his educational production function, Bowles 
attempts to avoid simultaneous equation bias by in- 
cluding only variables thought to be exogenous. Since 
there are  no explicit data available on students' edu- 
cational endowments at the beginning of school, this 
variable is omitted. The dependent variable is Cole- 
man's verbal achievement measure. The equation is 
estimated for a sample of 12th grade Negro males, 
and the resulting coefficient estimates are  shown in 
Table 1-7. School variables found to be significant 
are  teachers' verbal ability, science lab facilities 
(seen as a proxy for school facilities in general), time 
teachers spend in guidance, and the number of days 
the school is in session. 

Bowles also provides an  estimate of the bias due to 
omitting the variable representing students' initial 
educational endowments. He estimates a similar 
equation for grade one, and assumes that a student 
scoring one standard deviation above the mean at 
grade one will score one-half standard deviation 
above the man at grade 12. School variables turn out 
not to be  significant in the first grade, when the 
schools have had little chance to have an  effect. 
Therefore, the bias in the 12th grade estimates ap- 



plies only to the variables representing the home en- 
vironment. Correcting for this bias reduces the ap- 
parent influence of social class on learning. The co- 
efficient on reading material in the home falls from 
1.66 to 1.03, and the coefficient of parents' education 
drops from 2.45 to 0.86.13 

Translating these estimates into a relation between 
educational inputs and outputs, it appears that a uni- 
form improvement of 10 percent in all school inputs 
would raise pupil achievement by 5.7 percent. In 
other terms, students in schools with inputs one 
standard deviation below the mean differ from stu- 
dents in schools with inputs one standard deviation 
above the mean by two-thirds of a standard deviation 
on the achievement scale.l4 

Michelson Study 
Still another re-analysis of the Coleman report 

data has been performed by Stephen Michelson of 
the Harvard School of Education.15 Michelson stud- 
ies data from the sixth grade questionnaire, restrict- 
ing himself to students in  a single large eastern city 
who have attended the same school throughout their 
career. Since the data were collected near the begin- 
ning of the school year, the attributes of fourth and 
fifth grade teachers are  used as explanatory vari- 
ables. 

Michelson emphasizes particularly that improving 
cognitive skills-memory for facts, rules, principles 
and events-may not be the primary objective of 
schools, nor are  cognitive skills necessarily the most 
useful outcomes. Other possible goals of schooling 
are  the socialization of the child, the smoothing of 
the transition from the family to independence, and 
the maintenance of a common cultural core. In addi- 
tion to their status as independent goals, these non- 

cognitive attributes may contribute to making cog- 
nitive gains. 

Sometimes, a policy that helps reach one goal will 
make it more difficult to achieve another. For in- 
stance, tracking may increase the acquisition of cog- 
nitive skills, yet be unacceptable because of its ef- 
fect on student attitudes. 

The author develops a three-equation simultaneous 
model which considers the development of student 
attitudes and aspirations, as well as verbal achieve- 
ment. The model is estimated separately for whites 
and blacks. The equations for verbal achievement 
are  reported in Table 1-8. 

The attitude and aspiration equations had signifi- 
cant coefficients for some school variables. With the 
exception of library volumes per pupil, the school 
variables all represent teacher characteristics. The 
estimates indicate that some gains in achievement 
can be attained by redistributing teacher resources. 
If teachers were distributed evenly by test score, 9 
percent of the achievement gap between black and 
white children would be closed. Putting the teachers 
with the highest test scores with the blacks would 
reduce the gap by 28 percent. 

The effect of redistributing teachers can also be 
measured in terms of the number of whites with test 
scores above the black mean. At present, about 78.5 
percent of whites score above the average black. 
With equal teachers, about 76.3 percent of whites 
would still be above the black mean. 

Michelson observes that choosing the appropriate 
measure of educational significance is a social prob- 
lem, not a scientific one. In this case it depends on 
whether blacks care more about their mean score 
relative to whites, or about the number of whites who 
score better. 

-- 

Table 1-7 
BOWLES STUDY 

Educational Production Function (Reduced Form), Black Twelfth Grade Students 
Variable Coefficient T-statistic Mean 
Verbal Achievement Scale (dependent variable) 49.22 
Constant -14.22 -0.75 1 .OO 
Reading Material in Home 1.66 2.22" -0.1 1 
Number of Siblings 1.76 4 .13***  -0.33 
Family Stability 0.83 1.72" -0.16 
Teacher's Verbal Ability 1.04 5.56" " 21.22 
Science Lab Facilities 0.04 1.88' 89.41 
Average Time in Guidance 1.48 2.37"" 1.85 
Days in Session 0.20 1.92' 179.90 
'Significant at 10% level 
*Significant at 5% level 

"Significant at 1 % level 
Note: The coefficient seeks to show the multiple or fractional increase in verbal achievement scale associated with a unit increase, 
however defined, in one of the independent variables. 
Source: Bowles, Tables 6 and A-2. 



Table 1-8 

MICHELSON STUDY 
Structural Equations Explaining Students' 

Verbal Achievement 
(Two-Stage Least Squares Estimates) 

Independent Variable 
Student's Attitude 

Grade Aspiration 

Background 

Sex 

Age 12 or Over 

Family Size 

Possessions 

Kindergarten 

Father's Education 

School 

Teacher Test Score 

Teacher's Undergraduate 

Institution 

Teacher's Experience 

Teacher Turnover 

Volumes Per Student 

Coefficient 
Whites 

2.391 

(1.62) 

1.622 

(1.63) 

- 0.467 

(0.42) 

- 5.026 

(2.16) 

- 0.080 

(0.29) 

0.630 
(1.41) 

0.969 

(0.77) 

0.066 

(0.33) 

0.246 

(0.96) 

6.457 

(2.27) 

0.637 

(5.1 0) 

- 0.023 

(0.1 9) 

0.380 

(1.08) 

Blacks 
3.33 

,048 

-0.481 

-2.1 60 

-0.395 

0.947 

0.253 

-0.084 

0.254 

-1.463 

-0.1 79 

-0.016 

0.076 

Note: Attitude and aspiration are endogenous to the model; 
other exogenous variables to the model are identification of 
mother, identification of father, and teacher's preference for 
another school; t-statistics in parentheses. 
Source: Michelson, Tables 5 and 6. 

Although no statistical testing was performed on 
the coefficients in the simultaneous equation models, 
it appears that they differ significantly between 
whites and blacks. (Michelson does show significant 
differences in a single-equation model using the 
Chow test.) Some variables even have different signs. 
While there are  alternative explanations for the 
phenomenon, Michelson favors the idea that blacks 
and whites respond to school variables differently. 
He also generalizes this notion to students of differ- 
ing socio-economic background. A given teacher 

characteristic may increase the verbal score of a 
white child but not affect a black student's achieve- 
ment. 

This concept of resource specificity has two impli- 
cations that are  relevant in the present context. First, 
if schools affect different children differently; edu- 
cational models which ignore this will find it diffi- 
cult to identify significant school effects. The under- 
lying assumption for an  analysis of the sources of 
variance in student achievement is that the groups 
for which comparisons are  drawn all belong to the 
same population. The analysis of variance technique 
produces meaningless results where this assumption 
does not hold. 

Second, if all students do not react to teachers in 
the same way, this fact should be taken into account 
in the training of teachers and their allocation to dif- 
ferent schools and classes. Although we have few 
clues as to what this would mean in practice, it sug- 
gests that making more effective use of existing edu- 
cational resources could lead to increases in educa- 
tional outputs. 

Urban Coalition Study 
As part of a court case attempting to overturn 

~ i c h i g a n ' s  school finance system, the National Ur- 
ban Coalition supported an  academic study of schools 
and inequality. The research was carried out by a 
group of economists and educators from Stanford 
University of California.16 

The investigators examined the relationship be- 
tween school service quality and academic achieve- 
ment for the sample of Michigan students contained 
in the Coleman report survey. In order to control 
for student background, students were grouped into 
deciles according to their position on a n  index of 
socio-economic status (one is low, ten is high). Three 
different measures of achievement were used- (1) 
a reading test, (2) a mathematics test, and (31 a test 
of verbal facilitv. For each socio-economic decile a 
rank-order coefficient was calculated between an in- 
dividual student's scores on selected measures of 
school service quality and the three measures of 
school output. 

The results of the exercise are  shown in Table 1-9. 
The table lists the socio-ecbnomic deciles for which 
each of the school service components was found to 
be associated statistically with at least one output 
measure at the 5 percent level of significance. The 
authors recognize that one variable in their analysis 
may be acting as a proxy for another. Nevertheless, 
because of the stratification by socio-economic level, 
it is likely that the underlying factor accounting for 
differences in student achievement is some school 
service resource. 



Table 1-9 
URBAN COALITION STUDY 

Summary of Michigan School Service 
Component Effectiveness 

School Service 
Component 
School Site Size 

Building Age 

Percent of Makeshift Classrooms 

Library Volumes Per Student 

Size of School (Enrollment) 

Percent of Students Transferring 

Classrooms Per Student 

Teacher Experience 

Teacher Attitude" 

Teachers' Verbal Ability 

Direction of relationship 
Between Output Measure 

Output and School Service 
Measure Component 
Math Score + 
Reading Score 
Verbal Score 

Math Score - 
Reading Score 

Verbal Score 
Math Score - 
Reading Score 
Verbal Score 
Math Score 
Reading Score 

Verbal Score 
Math Score 

Reading Score 
Verbal Score 
Math Score 
Reading Score 
Verbal Score 
Math Score . 
Reading Score 
Verbal Score 

Math Score 
Reading Score 
Verbal Score 
Math Score 
Reading Score 
Verbal Score 

Math Score 
Reading Score 
Verbal Score 

Socio-Economic Deciles 
for Which This Relation- 
ship is Statistically 
Significant 
5,8,10 
None 

5,6 
4.6.7,8,9,10 
1,2,4.6,7,9,10 
1,2,4,5,6,7,8,9,10 
7.9,IO 
None 

6 3  
1,6,7,8,9,10 

4,6,8,9 
6,7,8,9 
l,2,6,8,lO 
1,6,lO 
l,2,6,8,lO 

4,6,7,8,9 
1,2.4,5,6,7,8,9 
1,2,4,7,8 
2,6,8,9,10 

2,6,8,9 
2,6,8,9,10 

3,4 
None 

None 
1,2,5,6,7,8,9,10 

1,2,5,6,7,8,9 
1,2,5,6,7,8,9,10 

1,3,4,5,6,7,8,9 
5,6.8,9 
1,3,5,6,7,8 

'Response to question, "Do you like the school you are in?" 
Source: Guthrie et a/.,  Table 4.2. 

Jencks Study 
Christopher Jencks has analyzed the Coleman re- 

port data in a manner similar to the Guthrie group 
but has reached seemingly divergent results." Some 
of this difference is due to an alternative formulation 
of the dependent variable, but much of it is a matter 
of emphasis. Guthrie and his colleagues make the 
most of the statistical significance of the relationship 
between certain educational inputs and outputs. 
Jencks dwells on the apparent small magnitude of 

coefficients and the difficulties in interpreting the 
mathematical results. 

Jencks bases his analysis on the sample of urban 
non-Southern sixth graders included in the Equality 
of Educational Opportunity survey. Like Guthrie and 
colleagues, he  looked at the relationship between 
school service variables and pupil achievement 
(primarily the verbal test), holding student back- 
grounds constant. Jencks used mean school achieve- 
ment - not individual achievement - as his depend- 
ent variable. Also, he  controlled for background not 



by dividing the sample into socio-economic deciles, will lead to biased and inconsistent parameter esti- 
but by including various background characteristics mates if, as is likely, more than one school variable 
in a multiple regression. Each regression contained enters the "true" relation between inputs and out- 
as independent variables several background vari- puts. 
ables plus one school variable. It is the coefficient of In certain cases Jencks reports no significant rela- 
the school variable and its significance that Jencks tion between a school service variable and student 
reports. (See Table J-10.) This approach, however, achievement, in direct opposition to the findings of 

Table J-10 

JENCKS STUDY 
Effect of Changes in Selected School Inputs on Student Verbal Achievement 

School Service Variable 
Name 
Salaries Per Pupil 
Nursery School 

Attendance 

Kindergarten 

Attendance 
School Year 

Half Sessions 

Pupils Per Room 

Size of Site 

Age of School 

Building 
Free Lunches 

Library 

Library Books 

Text books 

Age of Textbooks 

Frequency of 

I. Q. Tests 

Homework 

Tracking 

Class Size 

Non-Teaching 
Teacher Education 

Teacher Verbal 
Facility 

Teacher Preparation 
Time 

Unit 
$100 Per Pupil 

Class of Nursery School 

Graudates 
Class of Kindergarten 

Graudates 
One Day Per Year 

Class on Half Session 

One Pupil Per Room 
One Acre Per School 

One Year Per Building 

Class Receiving Free 

Lunches 
Presence of Library 

100 Volumes Per Pupil 

"Enough" Textbooks 

One Year Per Book 

One Test Administration 
Per Pupil 

One Hour Per Night 

All Students Grouped 

by Ability in Different 

Subjects 
One Student Per Class 

Number Per Student 

All Teachers With 
Master's Degree 

One Standard Deviation 

On Vocabulary Test 
Per Teacher 

One Hour Per Teacher 
Per Day 

Effect of Unit Increase 
on Student Achievement 

(Months) 
95 Percent Confidence Mean 
- 0.10 to f l .OO $0.45 
- 0.75 to +6.00 +2.62 

- 0.1 7 to + 0.03 

No Relation 

- 0.10 to +0.02 

No Relation 

No Relation 

No Relation 0 

- 0.20 to - 0.03 

No Relation 
- 0.50 to +1.50 

Note: Figures converted to monthly basis assuming that one month equals four weeks or thirty days 
Source: Jencks, passim. 



the Guthrie group. This is true of the variables de- 
scribing the physical condition of the school building. 
Since Guthrie used individual achievement as his 
dependent variable and took the number of children 
as the available degrees of freedom, he would natu- 
rally tend to find more significant independent vari- 
ables than Jencks, who used the school as the unit. 
Jencks argues that since the data on schools are  not 
independent for each individual, the Guthrie pro- 
cedure "yields artificially small confidence intervals 
and makes many variables look 'statistically signifi- 
cant' when they are  not."'a 

In other instances Jencks finds sthtistically signif- 
icant relations that have a n  uhexpected algebraic 
sign. For instance, it appears that increasing the 
length of the school year, adding a library to a school, 
having "enough" textbooks or using newer textbooks 
all decrease student achievement. (None of these 
variables was studied by Guthrie.) Jencks notes that 
these correlations most likely reflect the assignment 
of educational resources to areas of greatest need,  
not any true causal relation. 

Most of Jencks' results agree with those in Schools 
and Inequality. Both studies found that adding li- 
brary volumes, increasing the number of classrooms 
per student and having teachers with greater verbal 
ability all have beneficial effects on student achieve- 
ment. Other significant policies found by Jencks in- 
clude sending students to nursery school and kinder- 
garten, assigning more homework, grouping pupils 
by ability, having more teachers with Master's de- 
grees and giving teachers more preparation time. 

Even a significant correlation coefficient with the 
expected sign does not necessarily mean that the 
school characteristic affects student achievement. In 
some cases student achievement may influence the 
school characteristic rather than the other way 
around. For instance, Jencks concludes that teacher 
experience is positively correlated with student 
achievement because more experienced teachers 
have the bargaining power to transfer to schools with 
better students. 

Achievement differences, Jencks notes, may also 
be  caused by "unmeasured school or pupil character- 
istics that happen to be correlated with the school 
characteristic under study."'g Variables such as the 
frequency of intelligence testing or the presence of a 
dictionary in the home tend to correlate with school 
characteristics but the variables may have no direct 
effect in themselves on pupil achievement. Thus the 
coefficient on intelligence testing does not mean that 
verbal scores can be improved by 0.63 months merely 
by administering another test. Students will perform 
better, however, if the additional test administration 
is combined with a proportionate increase in the 
other unknown school resources that give the co- 
efficient its significance. For example, more student 

experience with tests should lessen the chance of 
student emotional strain over having to take an  ad- 
ditional test. 

Given the significance of certain of these produc- 
tion relationships, Jencks considers them to be of 
little magnitude. While it is fruitless to argue whether 
a given number is large or small, it can be  noted that 
Jencks' estimate of the effectiveness of educational 
spending is somewhat more modest than others re- 
ported in these pages. Using 1965-66 data, Jencks 
finds that raising achievement test scores by one 
month would cost some $220 per pupil in salaries. 
For the late 1950s Kiesling estimated a total educa- 
tional cost of $70 per pupil to raise achievement test 
scores by one month and Ribich calculated a per- 
pupil cost of about $50 for a similar achievement 
gain. Jencks' most significant effects, however, come 
from teacher education and preparation, which may 
have only a weak relation to salaries per pupil. 

O'Neill, Gray, and Horowitz Study 

Three economists at the Center for Naval Analyses 
examined the effects of equalizing expenditures for 
individual schools within a school district for the Dis- 
trict of Columbia School Administration.*O They con- 
clude that "very little diminution in quality of school- 
ing variation" would flow from equalizing expendi- 
tures since "dollar expenditures on teachers do not 
necessarily measure teacher quality." 

The authors' analytical innovation is to break with 
the assumption that additional years of teacher ex- 
perience always make the same contribution to pupil 
achievement. Instead, they assume that productivity 
rises linearly with experience to a certain cutoff 
point, and ceases to grow thereafter. 

This experience variable is included in a linear 
regression designed to explain the median sixth 
grade reading achievement test score for each Dis- 
trict of Columbia school. Other independent vari- 
ables were percent of needy lunch children in total 
school enrollment eligible for free lunches, median 
second grade reading achievement test score, amount 
of special expenditures per pupil, pupil-teacher ratio, 
an index of degrees held by teachers and the number 
of teachers new to the school. 

No coefficients are  reported, but the socio-eco- 
nomic variables are said to be "by far the most im- 
portant in accounting for the variation in test scores." 
Of the school variables, only the experience index is 
significant. The authors find the variable to have the 
greatest explanatory power when the cutoff point on 
the learning curve is put at seven years of experi- 
ence. The coefficient of the experience variable, 
itself unreported, has a *-statistic of 2.19 with the 
seven-year cut-off. However, cut-offs of six to ten 
years all result in t-statistics of 1.96 or above. 

Analyzing the variance in total teacher expendi- 



tures per pupil in the District of Columbia, the au- 
thors find that only 28 percent is due  to variations in 
average teacher salary. Of this, only about 20 per- 
cent is due to variation in the percentage of teachers 
with fewer than six years of experience. 

The remainder of the variance in total teacher 
expenditures per pupil is due  to variations in the 
number of teachers per pupil. The regression re- 
sults indicate that, within the range of class sizes 
found in the District of Columbia schools (roughly 
from 22 to 31 students per class), the pupil-teacher 
ratio does not significantly affect the quality of in- 
struction. 

The authors conclude that equalization of specific 
school inputs-particularly experienced teachers 
and class size - would achieve more equalization of 
quality than simple equalized distribution of school 
funds. 

Perl Study 

The Office of Education Project Talent data drawn 
upon by Ribich have also been analyzed by Lewis J 
Perl of the School of Industrial and Labor Relations 
at Cornell U n i ~ e r s i t v . ~ '  Perl examined the male 
high school seniors who responded to one of the 
Project Talent follow-up questionnaires, using every 
fifth observation in the total sample. The output mea- 
sures used are  the first two principal components of 
the battery of aptitude and achievement tests ex- 
pressed as percentiles. Perl notes that these two 
scores explain about 70 percent of the variance in the 
22 ability components from which they were derived. 
The grouping of the ability components in the or- 
iginal tests produced two measures, one which Perl 
considers an  ability measure reflecting general in- 
formation and verbal ability and a second measure 
related to the ability to reason abstractly. 

Estimated family income and father's education 
were used to measure the effect of family back- 
ground on student achievement. Family income also 
was used to measure the influence of the home back- 
ground of other students in each school. 

The effect of school inputs was measured in two 
different ways. In one pair of regression equations 
the only school input variable used was current ex- 
penditure per pupil. In the other pair of regressions, 
each of the expenditure components was measured 
separately. Perl employed three measures of the 
quantity of teacher time per student, seven mea- 
sures of the quantity 6f teacher time per student, 
seven measures of teacher quality, and two mea- 
sures of school facilities. The regression results a re  
reproduced in Table J-11. 

In the expenditure model, Perl finds that each $100 
increase in current expenditures per pupil increases 
achievement measure #1 by 0.9 (391) percentiles and 

achievement measure #2 by 0.8 (.755) percentiles. In 
the physical model, achievement as measured by the 
first component is significantly improved by re- 
ducing class size in nonscience courses, increasing 
the starting salary of teachers, increasing the time 
teachers spend on their subject of specialization, and 
increasing the number of books in the school library. 
Achievement by measure #2 is significantly im- 
proved by increasing the percentage of teachers with 
M.A. or Ph.D, degrees, reducing the percentage of 
teachers who are  male, increasing the percentage of 
time the average teacher spends in his area of spe- 
cialization, increasing the number of school days and 
increasing the size of the school library. Perl com- 
ments on these results as follows: 

In some respects the differences between the 
results of the [Coleman Report] and this study 
are more apparent than real. In the production 
functions described here,  the most consistently 
significant components of school expenditures 
were those related to teacher quality, and this is 
also the case in the EEO Report. . . . Our model 
suggests that while some of the determinants of 
average teacher salary (starting pay, percent 
with M.A. degrees, percent specialized) are  re- 
lated to student performance, other components 
(experience, certification, and percent male) are  
not related to student performance or even in- 
versely related to these output measures. This 
would explain the failure to observe a significant 
relation between average salary and perform- 
ance, while also suggesting that increasing teach- 
er salaries might well be capable of increasing 
student performance. 

According to Perl's results, increasing the percent 
of teachers with M A .  degrees is the most cost-effec- 
tive way of increasing pupil achievement. Spending 
$650 more per pupil in order to increase the percent- 
age of teachers with master's degrees is estimated to 
increase achievement levels by 10 to 15 percentiles. 
Spending the same amount in proportion to existing 
expenditures (merely increasing the average expend- 
iture per pupil) is estimated to increase achievement 
by less than one percentile. 

FOOTNOTES 

'Harvey A. Averch, et al., How Effective is Schooling? 
(Washington: Pesident's Commission on School Finance, 
1972). The Rand researchers summarized 18 educational 
input-output studies. Of these, two gave no tests of signifi- 
cance for individual inputs [Mollenkopf and Coleman). 
Four of the studies summarized here and in the Rand report 
coincide [Benson, Coleman, Bowles and Michelson). 

2Eric Hanushek, "Teacher Characteristics and Gains in 



Table J-11 
PERL STUDY 

Estimated Regression Coefficients Relating Test Scores to Selected Measures of Educational Input 

Variables 

Constant 

Family Characteristics 

lncome (in thousands) 

Father's Education (years) 
Characteristics of other students 

Mean lncome (in thousands) 

Standard Deviation of lncome (in thousands) 
High School Characteristics 

Average Class Size-Science 

Average Class Size-Non Science 

Starting Salary For Teachers 

(in thousands) 

Percent of Teachers With M.A. 
Percent of Teachers With Ph.D. 

Percent of Teachers Who are Male 

Percent of Teachers Who are Certified 

Percent of Teacher's Time Spent in Area 
of Specialization 

Average Teacher Experience (yrs.) 

Pays in School Year 

Age of School Building 
Books in Library (in thousands) 

Enrollment (in hundreds) 
Enrollment2 (in hundreds) 

Expenditure Per Pupil (in hundreds) 

Outputs 

Ability Measure 1 (in percentiles) 

Ability Measure 2 (in percentiles) 
R2 
F 
N 

Mean Value 
of the 

Variable 
1 .o 

9.0 
11.2 

9.0 
2.6 

26.5 
28.2 
4.1 

44.3 
.6 

54.6 
93.9 
94.3 

12.0 
181.5 
22.5 
2.5 
12.0 
250.6 
4.0 

52.0 
51.3 

Ability 
Regression 
Coefflcient 
-55.04 

,497 
1.680 

3.916 
-.670 

,043 
-.318 
2.949 

,026 
,097 
-.014 
,033 
,109 

.009 
,145 

,023 
1.720 
,050 
,001 
,891 

,265 
35.82 

3265 

Measure 
Standard 

Error 
18.46 

,201 

,163 

,470 
,905 

,185 
.1 79 
,859 

,022 
.I 40 
,035 
,028 
,050 

,165 
,101 
.032 
,851 
,175 
,004 
,308 

Significant 
Levela 
.002 

,013 

,000 

.ooo+ 
,459 

,818 
,077 

.ooo+ 

,242 
,490 

,689 
,238 
,031 

,960 
,153 
,478 
,043 
.779 
,881 
,004 

Ability 
Regression 
Coefflcient 

-63.43 

,158 
1.460 

2.41 1 
-.657 

,398 
-.252 

,399 

.038 
,267 

-.081 
-.020 
,145 

-.I88 
,338 
,023 

2.122 
-.085 
,005 
,755 

Measure 
Standard Significant 

Error 
18.93 

,206 
,167 

,482 
,928 

.I89 
,184 
,881 

,022 
,143 

,036 
,029 
,052 

.I 69 

.I04 

,033 
,873 
.I 80 
,180 
,315 

Level a 

,000 + 

,441 
.ooo+ 

.ooo+ 
,477 

,036 
,170 

,652 

,085 
,063 
,024 
,496 
,005 

,267 
.ooo+ 
,496 
,015 
,638 
,638 
,017 

a ~ h e  chances of finding a regression coefficient for the particular factor as against the alternative, or null hypothesis, that the regression coefficient is zero-no 
association between the ability measure and the factor. Thus, the smaller the value in the significant level column, the greater the probability of a significant re- 
gression coefficient, i.e., a regression coefficient that is not likely to be due to chance. 
Source: Perl, op. cit., Table 1. 



Table 1-12 
Selected Data and Comparisons For A Decade of Public School Finance 

Enrollment (thousands) 
Instructional Staff (thousands) 

Classroom Teachers 
Administrators, Librarians, Counselors, etc. 

Average Annual Instructional Salary 
Average Gross Weekly Earnings 

In Private Nonagricultural 
Industries (1 961 and 1971) 

Revenue Receipts (millions) 
Federal Sources 
State Sources 
Local Sources 

Expenditures (millions) 
Gross National Product (billions) 

(1961 and 1971) 
School Revenue a s  a Percent 

of GNP 
Consumer Price Index (1 967 = 100) 

(1961 and 1971) 
Sources: National Education Association, Estimates of School Statistics, 1960-61, 
1972. 

Percent 
Increase 

23.2 
48.7 
44.8 
95.7 
79.8 

53.2 
183.8 

89.6 121.3 
1970-71: Economic Report of the President, January 

Student Achievement:Estimation Using Micro Data," 
American Economic Review, Papers ond Proceedings, 61: 
280-88 (May, 1971); Dave O'Neill, Burton Gray and Stanley 
Horowitz, "Educational Equality and Expenditure Equali- 
zation Orders: The Case of Hobson v. Hansen," Journal of 
Human Resources, Summer, 1972; Lewis J. Perl, "Family 
Background, Secondary School Expenditure and Student 
Ability," Journal of Human Resources, Spring 1973, p. 156- 
180. 

in the Harvard Educational Review, Winter, 1968, published 
in book form as Equal Educational Opportunity, (Cam- 
bridge: Harvard, 1969). 
'2Samuel Bowles, "Towards a n  Educational Production 
Function,'' in W. Lee Hansen (ed.), Education, Income, and 
Human Capital, (New York: National Bureau of Economic 
Research, 1970). 
13Bowles, p. 47. 

30'Neill, Gray and Horowitz, op. cit. 

'Herbert J. Kiesling, "Measuring a Local Government Serv- 
ice: A Study of School Districts in New York State," Reviey 
of Economics and Statistics, 49: 356-67 (August 1967). 

Charles  S. Benson et al., State and Local Fiscal Relation- 
ships in Public Education in California. (Sacramento: Sen- 
ate Fact Finding Committee on Revenue and Taxation, 1965). 
elbid., p. 56. 

'Thomas I. Ribich, Educotion and Poverty. (Washington: 
Brookings Institution, 1968). 
8James S. Coleman et al., Equality of Educational Oppor- 
tunity (Washington: Office of Education, 19661. 

gSamuel Bowles and Henry M. Levin, "The Determinants 
of Scholastic Achievement: An Appraisal of Some Recent 
Evidence," Journal of Human Resources, 3: 1-24 (Winter, 
1968). 
1°These points are illustrated most clearly in a numerical 
example. See Glen Cain and Harold W. Watts, "Problems 
in Making Policy Inferences from the Coleman Report." 
American Sociological Review, 35: 228-41 (April, 1970). 

"Further comments on the Coleman report may be found 

IsStephen Michelson. "The Association of Teacher Re- 
sourceness with Children's Characteristics," in Do Teachers 
Make a Difference? (Washington: U.S. Office of Education, 
1970). This volume also contains useful studies by Hanu- 
shek, Levin, and Mayeske. 

16James W. Guthrie, George B. Kleindorfer, Henry M. Levin, 
and Robert T. Stout, Schools and Inequality (Cambridge: 
MIT Press, 1971), pp. 84-90. 

17Christopher Jencks, "The Coleman Report and the Con- 
ventional Wisdom." in Daniel P. Moynihan and Frederick 
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