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DIFFERENCES IN BATES AMINC CORONITIES

Host of the interesting practical complications of ¢

the variations in effective rates among different sommunities and

w2 universal tendency toward diffeventizl rates, o notorious feature

of the Amsricen property tax, resulis from differeness in community wealch

‘variations in the prices of public services, and varistions in prafarences for

goots.  Bat though arising from different causes, i1t leads everywhere to

effect, namely inequity in the short run and malallocatrion of
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in the long run. This chapter details these statements,

. Lauses of Differences in Rates

ater-communitcy rate differentials are obvwious to the nshed
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s a representative sample of the data for los 4ngeles

ssesament procedures are veasonsbly uniform, The variations
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True Property Tax Rates fn the Twenty Five
Largeet American Cities
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iozal serwices, finsnced by local sources, eguals or exceeds umity.

The propevty tax, a5 shown in the lsst two columns of Tabie 5.4, had a

)]

1

greatey velative importance in the 19205 and 15308 ., when it coliected beatwesn

i

%4 and 7 per cent of GVNP, than it dees in the early 3194607z, when it recedes to

L 3 - AR P 1o s o Lo : .
avout 3%z per ceni. These data do uot, thevefore, support the hypothesis thet

gservices financed by property taxes have an income elasticity egqual to or greater
than vnity; in still other words, we cannot be certain that the proportion of GN
allocated to local govermment, from its ocwn sources, would have vemained at iks

] . BET cent
fong term & /level if property taxes had to provide thpse services in the 1960

=

tc the same degree as they did in the 1920s. The story looks 2 hit differsnt,
however, for the post-war erz inasmuch as the properiy tax perﬁentagé moves Lrom
2.5 te 3.5 while its absolute yield almost quadruples between 1945 and 1963, As
indicated in chapter Ume, its present yield of neariv $20 billion represents
appf@xi&aiely 2 Z per cent levy on about §1 iriiiion in taxable properiy.

¢,  Summasyy

b3

To summarize the evidence, local and state govermments which differ in per

capita income and flscal capaciiy at any moment of time show an income elasticity
8 e o Feerr el T4 3 azid b11 T ’SC‘%‘ = zayn g devy 7hiie Imeanliess anao
of cemand for public services conzideyably smeller than unity, while loealities an

states which increase in income with the passage of time show an average income

3

lnsticity equal to, or greater than, unity -- bssed on U.5. data for 1325-63,
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e Time sevies income elasticity for local services provided through property taxes
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Since they embody much the sswe productive process iz each community,
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ng in & burry crzaves a demand for comtinued possesgion that venders

libyium presritain., Since henants prefer to siay putb,

=d up at the adge of town and dickered -- fia Edgeworth ~- for the

at the price they ¢ould sffopd.

ieases, moveover, vegquire temants to pay the taxes. But the longer
for living space and commercizl facilities becomes much wmore siastic

ey
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in saaach of cheaper guariers,

e gbout double un, or lesve town.

rising therefore, the increase in faxes momentarily

panto tenants becomes smaller and smaller as
izs former equilibyims.)

rhese short run losses and gaions enter into the prices of propexty
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that preserves neutrality” amone different places and investment clazses.

Unfortunately for the simple 1ife however, any change in property fax

rates which produces long rum efficiency alsc srestes shorit runm inequity be-

A

cause 1t awards windfall losses and gains to the owners of existing assets.

Even if ultimately righs and proper to divest vested interests for larger gosls,
the change is "unfair" in the narrow sense that it treats equals {who invest
the same sum of money in differemt places) umequally. For the wide screen
version of the same point: if the market has adjusted to any pattern of 4if-
ferential incentives such as tariffs, subsidies, biszsed regulations, or sberrant

taxes, the atlempt to remove them in the interest of either efficiency or justice

eresies insgquity.

To summsrize! in the long run the market Iranslateés ineauifies inte ineffi-

E@ancigi; After this happens ghe attempt fo achieve gfficiency by regtorips

peutraliity creates further ineguity. These principles, which cbviously apply

2

far beyond the nmazrow domain of property taxation, indicate a hasic problem in

oiizy for a democratilec souiety, namely the chdide between efficiency and
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feay Sir:

The encloged dogument summsarizes zome material en PropeT Ly G

prasented at the June 1961 Tax Conference held on the campus of

Fs

Clarvemont Men's College and sponsored by the Linceln Foundarion.

The material I presented dealt with the effect of differencas in
tax vates on the locstion of business and industrial activity. &4
mamber ol

remariks: I

something T consider svitable.

Az indicated on the cover sheet, this is part of a larger wmanu-

-------- ~gorint on the %ist@f&a admzngsé"gtlﬂwg ghd znci&eqce of propariy

taxes which will see the light of day some time in the next yasr
“T #0. We will send wou & notice asbout the book when it issues
from the press.

Yours truly,
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Py !
ad,,q‘gfgﬁﬁﬁﬂ §E FAS P a st or
Procier Thomson
Johr €. Lincoln Profasssor
of Economics and Administraiion.
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