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From the PRESIDENT

s we complete one acadernic year and plan for

the nexr, | am impressed by the richness and

multidimensional nacure of the Lincoln Insti-

rute’s edacational programs. We have dev-
eloped a strong curriculum in two departments and in
pur Program on Latin America and the Caribbean, Most
of our planning efforts for 2003--2004 are focused on
consolidaring and improving what we have established,
but I thoughe it might be instructive ro discuss some
new initiatives chat ilustrate our forward chinking.
The program is described fully in che Institute's catalog, which will be
available by late summer {sec page 4.

There are a couple of new efforts in the Department of Planning and
Development thar T find especially excicing. The firse involves document-
ing the relationship berween land price changes and problems associared
with providing atfordable housing, and then using that research in a varety
of educational programs to explore the effectiveness of policies to improve
housing affordability. The second effore secks to develop links among
several pne-day courses so they can be consolidated into Jonger, richer
experiences {or both taculey and parcicipants.

We have offered a basic curriculum in the Department of Valuarion
and Taxation for several years, and we are continuing to enhance the
program by developing additional second-level courses to supplement
the introductory offerings. One such course will help participanes develop
the stacistical and economic skells necessary for using mass appraisal
rechniques to measure land value, as part of our rwo-rate eax program.

The faculty, participants and Lincola staff have been so enthusiascic
about the week-long seminars offered at Lincoln House for our Lacin
American colleagues char for nexc year we are scheduling some refresher
courses in Latin America for former parcicipants, as well as some short
incrodactory sessions for chose who would like some onencation before
ateending the full-lengeh courses in Cambridge.

Finaily, everyone on our staff is rying to hind ways co use che new
technology to impeove our effectiveness in gerting information to those
who need it. Over the past year our website has been redesigned and enhanced
to provide easy access to information about courses, publications and other
educarional produces, as well as online ordering oprions. In addicion we
now have more than 350 working papers and more than 350 Lawd Lines
articles in English and Spanish that can be downleaded guicldy from our
websice, Qur Planning Fundamentals course for local planning and zoning
board members is available on the web, and companion versions have
been modified for asers in Vermont and Montana, We are alse invesei-
gating other ways to use technology to help participanes prepare for our
face-to-face courses, to interact after attending courses, and to provide
course marterials for those who are unable to attend the course sesstons.

I am proud of the many ways the Insticate is providing assistance 1o
praceicioners, professionals and others involved in land and rax policy so they
can do their jobs better. If you have ideas about other things we can and

should be doing, please let us know.
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GREGORY S. PRINCE JR.

ow do you build a relation-
ship between an institution
and the community in which
_ it lives, in all of its forms?”
This is a ropic that I have struggled with
“for more than the 14 years I've been at

" Hampshire; building these relacionships is
- an incredibly interesting process. I'm going
to describe some of the salient points that
have influenced the way I work on Hamp-
shire’s community relations. It is not cohe-
rent. It does not start with a grand design.
Rather, it's inductive, based on my experi-
ences and my observarions. In addition,
this inceraction, this back and forth between
rhoughts and acrions, berween the college
and the community, has been an impor-
tant part of my own ongoing education
abour this critical ropic.

This process for me began when I worked
at Darrmouth College for 19 years. One of
the things I found extraordinary ar Dart-
mouth, which is so different from Hamp-

: shire, is chat Darcmourh is taxed like any
other institution, for profit or not, in the
state. Because New Hampshire does not
have the income tax or the sales tax, the
town of Hanover is permitted to impose a
- Property cax on all nonacademic facilities
ac the college, This rax policy has been in
<thiect for decades, so it is an accepted part of
-dife. People struggle over all the same issues
“that any academic community faces, but

the conversation in town meetings is quite

different when the college is paying just
Eke anyhody else. Granted, in Hanover,
tax dollars 1o to the schools where the

facalty send their own children, so they

have a vesred interest. Buc, I saw a

_ This article is adapted from a keynote address delivered by President Gregory S. Prince Ir. of Hampshire College in Amherst,
" Massachusetts, at a Lincoln Institute-sponsored conference in May 2003 at Lincoln House. Focusing on the topic “Universities
evelopers,” the conference brought together some 40 college and university presidents and administrators who deal with

real estate and development issues for their institutions.
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A view of the Hampshire College campus and surrounding farm and forest lands.

relationship between the college and the
communiry that I found very healthy.
When I came to Hampshire College in
1989, everyone was talking about PILOTS
{payments in lieu of taxes). I hadn’t thought
mauch abour PILOTS until T found our
that the University of Massachusetts was
mazking these payments to the town, and
the town manager wanted Hampshire and
Ambherst College to start paying as well.
So I learned to talk abour PILOTS, but 1
felt there was something intrinsically short-
sighted about the arrangement because it
was based on a very narrow conversation
about money and not about needs. Both
Hampshire and Amberst colleges have
made contributions to the town of Amherst
for certain items, but we have not called
them PILOTS, and we have not made them

on a regular basis. Now, I am not saying

that when a college or university does
make a payment in lieu of taxes to a city it
is necessarily a sign of an unhealthy relation-
ship. All too often, however, the negotia-
tions about what schools ought to pay to
their host communities focus on the cost
of police protection or snow removal, for
example, rather than what it means to be
part of a community with the rights and
obligations that accompany citizenship,
what are some of the critical needs of the
community, and which ones could the
institution most effeceively address.

As I tried o figure outr how to change
the conversation, [ wanted all of us to un-
derstand that we were having a dialogue.
Thart is, when I'm having a conversation
at Hampshire about the town, or with the
town about Hampshite, I need to acknowl-
edge that UMass and Ambherstc College
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College and Community Interactions CONTINUED

are also part of the conversation. Wherever
possible, we make sure that all three of us
are communicating with the town; admit-
tedly, this four-way conversation is com-
plicated. I found in the process that the
real discussion was about how to build
sustainable communities. At Amberst Col-
lege or UMass, sustainability is viewed
differently than at Hampshire, a 33-year-
old institution with little endowment. We
need to figure out how to sustain our col-
lege over the long term within these differ-
ent, complicared relationships. The PILOT
conversation never seemed to quite get at

that issue, so we've tried to expand it.

Broadening the Conversation
Two very different sets of experiences in-
fluenced my thinking about how to enrich

the conversation with the community.

Urban Conferences

When 1 first arrived at Hampshire, I re-
ceived a phone call from the chief counsel
for the "Fransic Police in New York Ciry,
whom I had raught years before. He asked
if Hampshire College would host a confer-
ence in association with the International
Association of Chiefs of Police, bringing
together representatives from several large
urban communities. My first question was,
“Great, but why Harnpshire?” The response
was that at that time, in 1989, people like
Lee Brown (former police commissioner in
New York City and now mayor of Hous-
toh) and Bill Bratton (former police chief
of Boston and New York City, and now
police chief of Los Angeles) felt that Amer-
ica had lost its cities but didn’t know ir,
and they were trying to figure out how to
talk about it. They wanted to meet at
Hampshire because it was the last place in
the United States one would think would
work directly with the police. The part-
nership that emerged berween Hampshire
and the International Association of Chiefs
of Police did send a signal, and people
noticed.

The conference broughe together not
just law enforcement officials but also the
heads of all the major departments of ten
major U.S. cities. Los Angeles dropped

out at the last minute because of the

2 ¢ LINCOLN INSTITUTE OF LAND POLICY

Rodney King incident, bur Atlanta, Bos-
ton, Chicago, New Haven, New York City,
Phoenix, Seartle, Springfield and Tulsa
were involved in the first group; other
cities artended subsequent meetings. The
police chiefs did not want mayors to come,
because they wanted free and open discus-
ston across professions and across cities.
Because Hampshire paid for the conference,
we were able to bring students into the
process.

Among the most important outcomes
of these conferences over several years was
the creation of a forum for people involved
in community schools, community polic-
ing, community health and other areas
who never had a chance to converse, and
thar included the Hampshire students who
contributed to an intergenerational dis-
course. In the first conference, we divided
all the participants into groups, mixing
professions and cities, and we gave them

a four-block area of a fictitious ciry. BEach

group had three hours to write a proposal
to a foundation on how they would use
those city blocks to restore or revive the
most problematic past of the city. They
had access to unlimited funds, but out of
the process came two critical principles
that actually had very lictle to do with
money and had everything ro do with how
people talk to one another and collaborate:
the need to have conversations actoss prof-
essions and across commuanity boundaries;
and the need for every older adult commuit-

tee or commission £o have a younget coun-
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The Hampshire College campus, with the National Yiddish Book Center on the lower left.

terpart organization. Guess who thought
that one up? The students wanted to find
a way to generate necworks and initiate
conversations in which common plans could
be developed; they understood that no plan
was going to succeed without thar kind of
cross-generational ownership, They came
away with the realizacion thar there is no
single answer to what gets done; what is
most important is how it gets done. Hav-
ing conversations across boundaries, be
they professional, historic, generational or
institutional, may be che core value and
core practice of community building.

We had three of these conferences over
three years, and I ¢hink they had a profound
effect on the strategic ways that people like
Bratton and Brown and other law enforce-
ment officers and communiry leaders
changed their communities. These same
principles of open conversation should be
built back into relarionships between col-
leges and universities and their communi-
ties. It’s not just about PILOTS or taxes.
It’s about how you generate a conversation
so that everybody is part of the process,
respects the outcome and is commirted
to the sustainability of the community.

Cultiral Village

The second set of experiences also began
in my first year at Hampshire, a lovely
campus of 1,200 students surrounded by
800 actes of farmland in Amherst, a small
New England town in the western part of
the state. Ambherst also hosts the Unives-




sity of Massachusetts, a major stare land-
grant university with over 20,000 students,
and Ambherst College, with 1,600 students.
A bus system links the colleges with the
town, but many students complained to
me that they were “in a little teenage en-
campment.” They wanted older adults and
more activity around them so chey could
feel more connected to the community.

As I talked with people in the town
and atcended meetings on economic devel-
opment issues, I learned chat Ambherst was
fajrly hostile to development. Lack of dev-
elopment intensified the feeling among
town leaders that PILOTS were the pos-
sible recourse. As I began to understand
thar perceptions, strategics and concerns
about development underlay the conver-
sation about PILOTS, 1, in a clearly self-
interested way, began to look at land.
Could land possibly help the community,
since Hampshire had an abundance of land
relative to available cash? Our land actually
held the seeds for new possibilities in the
form of creating a “culenral village.”

After many years of planning and nego-
tiating, the grounds of Hampshire College
are now being transformed into a center
for nonprofit cutrural and educational in-
stiturions that create more activity for the
students and more economic activity for
the town. The National Yiddish Book
Center became the first new development
when, in the early 1990s, it was looking
for a new home. The centet’s director, Aaron
Lansky, is a Hampshire alumnus and he
wanted ro stay in Amherst where he had
started the center. It took six years to per-
suade the boards of the college and the
center to agree, bue the cenrer now has an
absolutely gorgeous building with 40,000
volumes in the library. It runs tremendous
events, bringing people together from all
over the world. Hampshire College didn’t
pay for ir; the Book Center paid for it. But
its building, its facilicies, its activities and
its staff are on our campus, enriching our
life, putting people into our dinirig room,
creating a more interesting intellecrual
environment for our students, creating
economic activity for the town, and not
using land chat could otherwise be taxed.

The second member of the cultural

village, the Eric Carle Museum of Picture
Book Art, opened in che fall of 2002. One
may well ask, “What does it do for Hamp-
shire College to be the site of the first pic-
ture-book art museum in the U.5.2” The
40,000-square-foot building sits on land
that Hampshire donated, but Eric Carle,
the author of The Very Hungry Caserpillar,
endowed the museum. It employs 18 people,
including some of our students. So we're
enriching the faculty and cultural resources
for our students, and the town of Amherst
gets a large museum to sustain its econ-
omic base while limiting environmental
impact on its land resources. Only 25,600
museum-goers were expected in the first
year, but more than 40,000 atrended in
the first four months, bringing vitality

to both the rown and the college.

Intergenerational Viewpecints

These two experiences—developing the
cubtural village and learning from the urban
conferences years before—make me feel
that even though Hampshire is in a rural

. area, the principles that have guided com-

muniry outreach are replicable even for
large universities in urban environments.
The key is to generate a conversation that
crosses boundaries and in so doing weakens
those boundaries. The process is ongoing
and has led to many interesting new
conversations.

Recently the town of Ambherst approach-
ed me about developing open space on the
edge of the campus for a commercial village
center. The area now houses a well-known
farm stand, but the town wanted to expand
the amount of commetcial activity. Through
open conversation with the community,
college trustees, students and residents,
the land was purchased and given to Hamp-
shire with the proviso that it be used to
generate income to support the college. At
the first public hearing on whar to do with
the land, we invited the entire communi-
ty. All ages were present. A group of Hamp-
shire students came to the meeting intend-
ing to argue against development; they
wanted the area kept as open space. How-
ever, the first citizens to speak were in
their 70s and 80s; they tore us apart abourt
how terrible it would be to develop this

area and how they had bought their apat-
ments nearby because of this open beauti-
ful land. In truth, their retirement com-
munity had been built while I was the
president of the college, so T knew it, too,
had been built on open land. Their atti-
tude was, “we’re here and now we don’t
want any more development.” The students
understood these arguments, but found
themselves thinking about how they wanted
to behave when they were 75 years old.
They didn’t want to imagine themselves
as being opposed to growth and change,
so this intergenerational conversation made
a2 huge difference in their actitudes, Talks
have continued and the plan is still in
development, with a targer date of spring
2004 to present it at town meeting.

Principles of Sustainability
Developing the cultoral village and new
developments in academic curricula con-
verged to make sustainability an increas-
ingly important issue. Suddenly, che
cultural village was also becoming a fab-
oratory. When the faculty, in response to
issues in the culrural village, proposed
seeking funds fo do a sustainable campus
plan focusing on the natural environment,
I suggested that the most important prin-
ciple in the plan be sustaining Hampshire
College. My statement generated a very
constructive conversation abour what
sustainability should mean for Harnpshire.
Let me sammarize the principles that we
developed.

1. The core goal in planning for the
college must be the school’s long-term
sustainability as an educarional institution
committed to providing students with the
most constructively transforming liberal
arts education possible.

2. In pursuing the first goal, the col-
lege must strive for human sustainability
—for mainraining and enriching our capa-
city to live well together, for providing
for the economic well-being of those who
work at the college, and for nurruring their
creative spiric and sense of fulfillment that
comes from working at the college.

3. In pursuing the educational and
social goals, we must recognize the funda-
mental relationship between the goals and
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College and Community Interactions CONTINUED

the physical environment, and strive to
achieve the sustainability of that physical
environment to the greatest extent possible.

4. In pursuing the core goals of sus-
taining the college as an educational insti-
tution, we must strive to ensure that as an
institution, independent of what its grad-
uates accomplish, what we do makes a
difference locally, nationally and interna-
tionally. Success in achieving the first
three goals will ensure that we take a sig-
nificant step in achieving the fourth goal.
In effect, our primary aim is to provide the
best education we can. We must model
the behavior we expect of our graduates.

5. In pursuing educational and social
sustainability, we must encourage entre-
preneurial activity, invention and innova-
tion, even if it entails the risk of failure.

6. In sustaining the human spirir of
the college community, economic needs
must be met, but with the recognition that
we aust also offer 2 meaningful mission,

a stimulating and creative intellectual
environment, and a supportive and enrich-
ing physical environment.

7. In seeking to create a sustainable,
healthy and enriching social environment,
the practical must be balanced with the
artistic, the physical and rational with the
contemplative, the values of individualism
with those of community, and the needs
of the college with those of the larger
community.

8. In secking to create a sustainable phy-
sical environment, efficient use of energy
should be the highest priority, followed by
other resoutce uses and resource disposal.
Appropriate land use must be made
another high priority. In maintaining the
physical plant, we should consider the ease
and efficiency of maintenance in terms of
those who perform the worl, as well as the
level of resonrces needed to carry it out.

9. Wherever possible, physical infra-
structute changes should include visible
demonstration or interactive educational
displays designed to educate about sus-
tainabilicy.

10. 'The cost of innovations in programs
or in the physical environment should in-
clude the endowment required to ensure
that those who follow us will not be bur-
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dened with their maintenance. The proj-
ects should be designed so they can be con-
verted to other uses, removed or terminated.

The Board of Trustees reviewed the ten
principles of sustainabilicy, then challenged
us on how we will interpret and implement
them. In the process of working on these
discrete tasks, additional guidelines began
to emerge:

1. Process is important: conversation
and explorations can uncover interests as
opposed to positions.

2. Geography martets. It may not be
destiny, but it has a great deal to do with
it and how you have to build and grow.

3. Focus on the culrure, the economy
and the environment comprehensively, not
as separate subjects in conversations and
plans, and involve them early.

4. Involve the community.

5. Involve young people, especially
high school students, in any community
planning.

6. Promote interdependence.

While these guidelines answer some
questions, I struggle with other questions.
One of particular importance to me is the
issue of contiguity. Do our endeavors need
to be within our current campus of town
or can we successfully move into other com-
munities? The five colleges in the region
( Amherst, Hampshire, Mt. Holyoke,
Smith and UMass) already work together
on many joint programs and all of us have
done a great deal of work in Holyole, a
small city abour 15 miles south of Amherse
that exemplifies all the problems of urban
America.

We spent a lot of time trying to en-
courage UMass to move its art department
to an old warehouse in Holyoke. We felt it
would be a major boost to the community,
but it looks as though it will not happen
for equally legitimate reasons. Moving an
academic department geographically from
the rest of the academic community will
increase intellectual isolation and fragmen-
tation. Other ideas include building a five-
college dormitory in Holyoke, and that
possibility raises equally complex questions
related to contiguity and community
citizenship.

In both projects the issue is what malces
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up contiguity. Do you have to always main-
tain your place as a cenrral, unbroken whole,
ot can you move outside of your special
place? That’s the challenge. I think we
have to. I think Hampshire has to somehow
build a presence in Holyoke. We have made
a huge investment there already, and I
believe the city has incredible potential. 1
think we bave to face the issue of opening
ourselves up physically, not just maintain-
ing the boundaries of our space but carry-
ing ourselves outside of the institution as
well. But others resist. What is exciting is
the conversation and the process of engag-
ing all of the related communities in that
dialogue. i

GREGORY S. PRINCE JR. is president of
Hampshive College in Amberst, Massachuseits.

Contact: gspPR@bampshire.edu
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H. WOODS BOWMAN

overnment-owned propercy
~is exempt from local taxes
almost everywhere in the
United States, but this situ-

ation is based less on logic than on now-
owtdated historical considerations. Remark-
ably, there are no comprehensive estimates
of the value of rhese exemptions. For com-
parison, the value of property tax exemp-
tions for nonprofit institations (excluding
houses of worship) was about $900 billion
in 1997, and charitable properties (includ-
ing hospitals and universities) accounted
for about $500 billion of this Agure (Cordes,
Gantz and Pollak 2002, 89). Even without
comprehensive data, it is clear that the
amount of government-owned land is
vastly greater than nonprofic holdings.
However, the exempt status of government
land barely provokes complaint (except in
the western states where federal landhold-
ings are enormous) whereas exemptions for
nonprofit organizations are frequently
challenged.

Historical Background
and Federzlism Today
Government-owned property traditionally
has been exempt from taxation in order to
avoid an empty ritual whereby the sovereign
taxed itself. The implicit assumption of a
single sovereign was quite reasonable in
Elizabethan England, where the property
tax first took root, but not so in the U.S,
today. The myriad school districes and
special districts that now compete with
counties and municipalities for property tax
revenues wete virtually nonexistent in the
nineteenth century, Today there is no economic
reason to exclude all government property
from the tax base.
Exemprtions for private, nonprofit enrities
grew out of the government exemption. In
the seventeenth century, private parties did
not always wait for the Crown to repair their

bridges, causeways, seawalls or highways.
They assumed this responsibility whenever
self-interest required and the purse permit-
ted. The capital-intensive nature of such
activities that relieved governmenr of a burden
made a property tax exemption a logical tool
for encouraging private initiarive. Thus the
first chatitable exemptions were a type of
quasi-government exemption, subsidizing
private parties who discharged public
responsibilities.

Charitable exemptions for the alleviation
of poverty began as a separate category,
because reducing poverty was not originally
considered a government responsibility.
The change in this actitude over rime had
the effect of diminishing the distinction
between alleviating poverty and relieving
government of a burden, but these remain

" two separate bases for the charitable exemp-

tion. Before the New Deal of the 1930s, U.S.
councies had the primary governmental
responsibility for poor relief, through main-
raining almshouses and work farms. The
principal public expenditure required for
them was for land and construction, since
the residents did the day-to-day work of
running these facilities. In this situation,
a property tax exemption made sense. If a
charitable organization did not build such
a facility, the responsibility would fall to
county government and would be funded
through property taxes. It was easy to see
a clear and convincing connection between
the alleviation of poverty, relief of a govern-
ment burden and a property tax exemption.
Modern U.8. federalism has undermined
these connections. There is no single sovereign
now, but rather 87,000 units of government,
including 19,000 municipalities, 16,600
townships and towns, 3,000 counties, 13,700
school districts and 34,700 special districts,
which often overlap in complex ways. The
propercy tax is vircually the sole source of
internally generated revenues for school
districes and special districts. A government
exemption can be administered so that no

JULY 2003 |

unit of government need pay taxes to itself,
while taxpayers outside the taxing jurisdic-
tion who benefit from the property would
pay the tax.

Valuation of unique government property
and infrastructure is a problem, but it is not
insurmountable. A new addition to generally
accepted accounting principles requires local
governments to catty on1 their balance sheets
the depreciated value of their physical assets,
including infrastructure, which can be a
starting point for valuing such property.
Already local government property is raxable
in 11 states, provided it lies ourtside the

As long as
govermment property is
exempt, the case for charities
is strengibened.

owner’s boundary. For example, a reservoir
owned by a water district can be taxed by
the town or county where the reservoir is
located, and the tax can be collected through
increased water rates charged to the utility’s
customers.

The strong consensus in favor of exempting
government property is due to inertia, power
and precantcion. The federal government has
vast landholdings, collects no propetty taxes,
and therefore would oppose any tax on govern-
ment property. Besides, the Constitution
shields it. State governments also have
extensive holdings and do not benefir from
propetty taxes to anhy sighificant degree, so
they too would oppose taxing government
propetty. Local governments, special districts
and school districts would be the net bene-
ficiaries if government property were taxed,
since their own property holdings are small
in comparison to federal and state govern-
ments, yet the property tax provides almost
40 percent of their revenue (U.S. Census
Bureau 1998).
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Reexamining the Property Tax Exemption CONTINUED

Charitable Exemptions

as Sovereign Exemptions

As long as government property is exempt,
the case for charities is strengthened. Evelyn
Brody {1998; 2002) argues that the states,
by conferring benefits of sovereignty on
nonprofit institutions, are acknowledging

the underlying independent, self-governing

nature of those institutions. “Tax exemption
carries with it a sense of leaving che non-
profit sector inviolate, and the very concept
of sovereignty embodies the independent
power to govern” (Brody 1998, 588). Under
federal tax law, neither charitable institu-
tions nor local governments ate taxed on net
income, contributions or interest income
from bonds, but both are taxed for payments
made for services rendered. Considering
charirable nonprofit institetions as quasi-
sovereign allows us to make sense of “the
rules in the tax scheme that opetate o curtail
rather than enhance the economic strength
of the charitable sector. After all, rival

sovereigns rarely feel comfortable letting
the orher grow too powerful” (Brody
1998, 586).

The U.S. Supreme Court, in Walz v Tax
Commiissioners, 397 U.S. 664 (1969), supports
the position caken by Brody: “[Exemption}
restricts the fiscal relationship betweeni church
and state, and tends to complement and

Hvery siate exempts
charitable propersy, but the
meaning of “charitable”

varies quite a lot.

reinforce the desired separation fnsulating each
from the ather (emphasis added).” Churches,
and by extension other nonprofit instirutions,
are sovereigns in their own domaif, which
is circumscribed by a higher sovereign—
state governuent.

Conversely, arguments used to arrack

certain charitable exemptions can also be

applied to the governmenral exemprion. Crirics
of nonprofit rax exemption focus on large,
propetty-rich and financially strong organi-
zations, calling them commercial enterprises
(Balk 1971; Hyman 1990; Gaul and Borowski
1993). This category includes colleges,
universities, hospitals and nursing homes.
No state prohibits charities from engaging
in commercial activities, but 8 states out
of 43 responding to the survey described
below prohibit charities from earning a
profir, even for institutional purposes. All
states prohibit the charitable owner of exempe
property from distributing profit to privare
parties. “Tt is a well-established principle of
law that a charitable institution does not lose
its charitable character and its consequent
exemption from taxation mesely because
recipients of its benefits who are able to pay
are required fo do so, as long as funds derived
in this manner are devoted to the charitdble
purposes of the institution” (Ametican
Jurisprudence 1944).

i Arizonal requrres qualrfymg_ haritable organrzatrons to spend

;'at least 50 percent of: their. budgets on services to state resrdents

: '-.'-"who recerve temporary assistance to neeciy famrlres benefits of low

'nd therr households" {A R S.. § 43 1088 G(2)]3"-

In Flonde “Chantable purpose means 3 functron or servrce whrch :
1) drscontrnued could legally result in.the allocatron of pubhc funds;_ i
: : '_for the centrnuance of the functron or service; It is. not necessary

-~ that pubErc furids’ [actually] be! allocated bitt only that such; allocatron g
* is legal” {FS. " o
i separate statute

iF.

S '§196 012} Houses of worshrp are exempt under a

R loan under the laws of t’ne Unrted States" [H C. A § 246 32(c)(2)]

~In Montana charrtres must accornplrsh therr activities "through

absolute graturty or grant_s" [M C A § 15 6 201(2)(3)(1)]

: ' In Nebraska chantres must operate exc[usrvely for the purposes :
“of the mental social, or physicat, beneﬁt of the pubhc oran '
: :11ndeﬁn1te eumber of persons" [R S N A% 77 202(1}(d)]

-"'A New Hampshrre chanty is one that perforrns "50me- servrce of
: 'publrc good or welfare advancmg the spmtual physrcai intellectifal,

' A socral of econorrnc well- bemg of the general publrc of @ substantral :
_'and rndeﬁmte segment of the general pubhc that rncludes residents
o of the state of New Hampshrre

i
61

- [RA. § 72:23- 1}
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: ..recogmzed as rmportant and berieficiat. to the publrc and that adva_ ices
' socral moral or physrcal objectr s-' {10 Penn Stats § 372 v

" of therr abrlrty to pay for such servrces

.-_'In North Earolma, “A chantab purpose 1s_one that has humane
._-_'anri pl'nlanthroprc Ob_]ECtWES‘

s, an’ activity that beneﬁts hurnanrty v

-1

L ota srgmﬁcant rather than a lrmrted segment ‘of the commumty
without. the expectatron of pecumary proﬁt or: reward The humane' B
L '.treatment of ammals is also a chantahle purpose” {N C Gen Stat -
o 105 278, 3(d)(2)] ' it

: Pennsylvanla requrres (1} relref of poverty, (2) advancement and :
2 provrsron of educatron, mcludrng secondary educatron (3) advance« -

' "mcludmg mental retardatron and mental drsorders (5) government

: e ' Coer mumcrpal purposes, or (6): accomplrshment ofa purpose that i is’
: _Hawam deﬁnes chantable purposes as commumty character burldrng, Sa N

; _socral service, or educatronal nature, rncluclrng museums, lrbranes, -
art academres, and semor crtrzens ‘housing facrlrtres qualrfymg for

. A South Dakota publrc chanty ‘st recewe a ma]onty of 1ts revenue '
* from donatrons, puhhc funds, rnemhershtp fees, or pragram fees gene- -':
' 'rated solely to cover operatmg expenses; it must lessen & government'_
L burden by provrdrng its servrces to people who would otherw15e use_ )

government serwces it must oﬁ’er 1ts servrces to people regardless
[SDCL §10491}

- Texas deﬁnes chanty by reference to the type of actrvrty such an
. _'organazatron undertakes.’ TTC §13(d) lrsts 19 actnntres, _mchdmg 5
' (d)(l) ”provrdmg medrcal care wrthout regard to the beneﬁcranes
. 'ai:nlrtytopay' ' : ST




Commercial enterprises of local govern-
ment are generally tax exempt, including
air and marine ports, electric power gene-
rating facilities, water treatment and distri-
bution plants, golf courses, package liquor
stores and parking garages, to name a few.
If commercial activity is to be the test for
caxation, this should be applied evenhandedly
and extend to government property as well.

& Survey of State Charitable Exemptions
Every state exempts charitable property, but
the meaning of “charitable” varies quite a
lot because its legal antecedents are traceable
to the English Statute of Charirable Uses
of 1601. Policy malkers have shown consider-
able ingenuity in adapting an ancient law to
modern needs, and ingenuity breeds variety.
A Lincoln Instituee-sponsored survey explored
the taws in each of the 50 states to clarify
the definition and application of “chatitable”
PIOpErLy tax exemptions.

As befitting a sovereign, private non-
profit institutions enjoy a constitutionally
protected tax exemption in almost as many
states as do local governments. The consti-
tutions of 38 states make reference to exemp-
tion of local government or private insti-
tutions, ot both. States have probably been
reluctant to define charicy statutorily because
the judicial branch is the final arbiter of
constitutional matters. Four states aathorize
legislatures to grant exemprions without
giving specific direction; only 9 (including
all 6 New England states) are silent. Specific
exemptions are mandated in 27 states, and
are discretionary in 16. Arizona, Missouri,
Nebtaska, North Carolina and Virginia are
in both categories because they mandate some
exemptions (usually governmental) but give
their legislatures discrecion with respect
to other classes of institutional property.

Only 10 states have statutory definitions,
and they show very little similarity (see
Figure 1}. Four of them define charity in
tetms of a public benefit, two in terms of
relieving government of a burden, and one
(Florida) could be placed in either category.
Other individual states define charity in terms
of relief of poverty or deriving income in
the form of donations, or simply by listing
exemption-eligible activities, with a slight
overlap with relief of poverty. Five state

definitions (Florida, Nebraska, New Hamp-
shire, North Carolina and Pennsylvania) are
extremely broad, which essentially punts
the issue to the judicial branch.

“T'he lack of a discernable pattern in judicial
opinions arouses suspicion that courts must
work backwards from a desired result to
develop standards and tests. The situation
today parailels the first half of the twentieth
century, when buteaucrats and judges were
gatekeepers to the nonprofit sector, approving
or denying a petition for a nonprofit cor-
porare charter, and chey “used their control

As befitting a
sovereign, private non-
profit insiitutions enjoy a
constitutionally protected
tax exemption in almost
as many siates as do
local governments.

‘to promote the causes they believed in” (Silber
2001, 6). Awarding a nonprofit charter

is now a ministerial act, but property tax
exemption for charitable purposes femains
subject to a variety of state laws with idio-
syncratic judicial interpretations in every
state. Confusion in the public debate ovet
the charitable propetty tax exemption is the
sure result. In devising tests, coufts some-
rimes conflate public benefit with relief of
povetty, and the result is unenforceable. Either
one or the other must take precedence. Unless
statutes are clear, courts are free to choose
and to switch back and fosth.

The case of hospitals is illustrative.
Although one will find exempt hospitals in
every state, the law is ambivalent. Hospitals
have constitutional protection in only 3 states,
while in 17 they are exempt only because
the court regards chem as “institutions of
putely public charity.” The famous 1985
decisions in the supreme courts of Utah and
Pennsylvania that undermined hospiral tax
exemption were health care cases. The coures
concluded thar the hospital (Utah) and the
consortinm of hospitals (Pennsylvania) were
not in fact charities. Without putting too
fine a point on it, the judicial remedies were
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based on the principle of relieving poverty.
Much angst and legal conflict conld be
averted if relief of poverty could be treated
as separate and distinct from public benefi
and relieving government of a burden, and
fortunacely it can be quantified. If a legis-
latute wants a particular type of insttution
(e.g., hospitals) to relieve poverty, then the
state should rax the hospitals, but award
each property owner in the group a tax credit
equal to the amount of service they give away
up to their tax liabilicy. This proposal raises
the thorny question of how to measure the
value of services priced below market, but
the problems are surmountable (see Bowman
[19991 for a method for hospital services).
Solurions to these complexities are not likely
to introduce the element of atbitrariness
that pervades judicial decisions today. o

H. WOODS BOWMAN is associaie professor
in the Public Services Program at DePaul Uni-
versiry in Chicago, Wlinois. He was a visiting fellow
at the Lincoln Institute in 2001 and he conributed
20 the Urban Institute book Property Tax Exemp-
ton for Charities, edited by Evelyn Brody
(2002). Contact: whewman@depanl.edu




As part of the American Planning Association (APA)
a group of planning directors from large and small western cities t
important, including infill housing, maintaining the core vs. spraw
and land use. To explore these issues and exchange case histori

2003 national conference held in Denver in March, the Lincoln Institute assembled
o discuss a set of topics they had previously identified as being
ting at the edge, paying for infrastructure, and transportation
es, the planners met for a weekend retreat organized by Peter Pollock,

Boulder’s planning director, before presenting their findings at an APA session titled “Urban Challenges and Opportunities in the
d during both the retreat and the APA panel.

Rocky Mountain West.” This report highlights key discussion points raise

ARMANDO CARBONELL
and LISA CLOUTIER

he West remains one of the
fastest growing regions in
the country. Not surprising-

ly, the liveliest discussions
among western city planners center on
issues of infill housing and the need to
protect and maintain the viabilicy of the
urban cote in the face of continued regional
growth. As Chris Knight of Las Vegas
poted, “protecting the core is important
to the health of the entire region.” Lowis
Zunguze of Salt Lake City emphasized
thar “the core area has a real responsibility
for the pace of sprawl,” adding that there
is a practical need “to keep the area

attractive from many perspectives.”

Neighberhood Responses

to Infill Development

Part of that challenge has to do with neigh-
borhood resistance to change and increased
density. In Billings, Montana, for example
(metro population approximately 100,000,
county population 140,000), sprawl is
becoming a significant issue, according to
Ramona Mattix. Yer, despite substantial
capital sapport for downtown revitaliza-
tion and favorable zoning densities, the
city faces considerable resistance from its
residents, many of whom are attached o
their traditional wide-open spaces.

Bill Healy of Colorado Springs (popula-
tion 368,000) spoke of his earlier experi-
ence as a planner in Salem, Oregon (popu-
lation 137,000, when he addressed the
problem of how to “sell density” in older
neighborhoods. As in Billings, the great-
est opposition to infitl housing in Salem,
which involved rezoning established neigh-

participants in the Lincoln Institute-sponsered retreat for planning direciors of western

cities: Top row, from left: Mike Abe!, Cheyenne; Bill Healy, Colorade Springs; Chris Knight,
Las Vegas; John Hester, Reno. Middle row: Louis Zunguze, Salt Lake City: Ramona Mattix,
Biilings; Ellen Ittleson, Denver. Botiom row: Armande Carbonell, Lincoln Institute;

Bavid Richert, Phoenix; Peter Pollock, Boutder.

borhoods to accommodate multifamily
housing, came from existing residents who
would grow increasingly vocal if growth
was slated to occur in their “back yard.”
Healy explained, “The way we sold density
[in Salern} was to couple it with better de-
sign standards.” People there found density
much more acceptable if new development
was designed compatibly wich existing
neighborhoods. A further benefit was that
the ciry obtained new design standards.
“Public acceptance of infill is like a sine
curve,” Healy explained. “In urban areas
there is grear acceptance. Bur as you get
out to the fisst-ting suburbs, there is a real
fear of density. Way out where populations
are spasce it’s not an issue.” In Colorado
Springs, Healy noted, there is little econ-
oic incentive for infill. “Half our land
area is vacant, so that is a disincentive for

infilt development. It’s an issue from a
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planning standpoint.”

Not all western city planners cited
neighborhood opposition to infill develop-
ment as a major obsticle to accommodat-
ing growth, however. Ellen Irtleson, for
example, discussed Denver’s (population
553,000) recent success in “planning
around resistance” in the city’s most recent
plan, Blueprint Denver. While preparing
the plan, the cicy looked at growth projec-
tions over the next 20 years and devised
a way to accommodate the addition of
132,000 predicted new residents and
109,000 new jobs to the city and county.
The metro area is expected to receive an
additional 760,000 new residents over the
same period. “Once we accepted the
growth,” remarked Itcleson, “the real task
became figuring out where to put it, be-
cause where the markee or zoning would

have put it was not acceptahle.”




The Blueprint Denver plan identifies
two types of infill areas. “Areas of change”
are those parts of the city that would bene-
fit from increased population densities,
such as areas of economic need where land
use change and transportation initiatives
could go hand-in-hand with realizing
mixed-use, pedesttian-otiented and transit-
oriented development. The only strictly
residential area of change is Cherry Creek,
which is being transformed from a single-
family neighborhood to one with single-
family and attached housing. “Areas of
stability” are represented primarily by
traditional residential neighborhoods, but
also include small commercial and even
industrial districts where the effore will
focus on how to protect the character of
these areas rather than adding new
households or jobs. '

“There has been great consensus on
where growth should be and where it
should not be,” Ttileson retnarked. Yer,
there remains considerable controversy “at
the edge, that is, how to transition from
areas of change to areas of stabiliry,” she
continued. Another major obstacle facing
the city’s housing initiative is land assembly.
“We have the Denver Urban Renewal
Aurhority, but it's a politically superchatged
thing to use. It’s expensive and politically
complicated,” she added. Another difficul-
ty is Denver’s “archaic legislation,” which
offers far less acceptance of inclusionary
zoning than in the East.

Salt Lake City (population 182,000;
metro population 1 million) also has demon-

The Phoenix plan identifies

strated considerable acceptance of the need
for more infill and density downtown. Re-
nowned for its abundant natural amenities,
the city has a thriving toutist industry

and has become a magnet for growth. As a
result, land costs are very high to accom-
modate the new population, and there are
serious discussions between the mayor, the
city council and the development commu-
niry on how o make the city more viable
in the face of this challenge. Louis Zunguze
remarked that the city is keenly aware chat
“what happens around us has a lot to do
with what we do in the core.”

As patt of its efforts to contain the pace
of sprawl and attract new development to
the downtown, Salr Lake City is putting
together a major housing initiative and
has studied downtown sites suitable for
infill, With the ambitious goal of creating
401,000 new housing units in and around
the downtown area, amounting to a three-
fold increase in density, a considerable chal-
lenge will be to “strike a balance” with
more traditional neighborhoods. Strategies
include block consolidations for small sub-
divisions and amending the zoning ordi-
nance to allow {or more height in certain
appropriate areas, “so more density can
be accommodated gradually,”

Salt Lake City has considerable assers
wortking in its favor, notably the Church of
Jesus Christ of Latter Day Saints (the Mor-
mon Church), whose world headquarters is
locared downtown. “The Church is a signi-
ficant entity from both a social and finan-
cial standpoint,” Zunguze noted. In addi-

six growth aveas as overall tar-

geis for development and infill,

To alieviate iraffic congestion
within and among the desig-
nated growitd areas, the plan
also vecommends vedirecting
growth to cevtain strategic
perimeter aveas,

tion to complementing the city on key

housing and economic initiatives, the
Church works hard to induce corporations
to relocate downtown near the Church'’s
own headquarters. The Church partoers
with new development and redevelopment
in other ways as well. For example, it has
built a new confetence center and recently
bought the Crossroads Mall located down-
town (that is still raxable) and other proj-
ects as addirions to Church facilities.
Cheyenne (population $3,000; county
population 81,000) is the largest commu-
nity in Wyoming but the smallest cicy rep-
resented on the APA panel and it does not
have issues witch infill housing, “We'te a
landlocked, small communiry,” notes Mike
Abel. “Residential areas are close by, so
residential development downtown is not
a huge issue right now. We're more inter-
ested in community development issues
...our infill focus is on commercial

redevelopment.”

Regional Planning

According to John Hester, Reno (popula-
tion 200,000; metra population. 550,000)
relies heavily on regional planning. The
city has a state-mandated regional plan,
updated every five years and designed to
account for growth and development over
a 20-year period. The recently revised plan
promotes the objective of directing devel-
opment to existing areas and infrastruc-
ture. It also introduces a2 new conceptual
tramework for identifying and priotitizing
those districts and transit corridors most
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Planning for Growth in Western Cities CONTINUED

suitable for infill and development. On a
broad scale the plan presents the idea of
Municipal Service Areas designed to cap-
ture what has already been built and ap-
proved. Urban and suburban land uses are
allowed only in these service areas. Then,
within these areas, the plan identifies acti-
vity centers and auto-dependent transit
corridors most suitable for high-intensity
land use and development. One specific
target for the city, noted Hester, “is to
capture 35 percent of &ll regional metro
housing over the next 20 years within the
McCarran Ring, a four-mile radius from
downtown.”

For David Richert, the cities of Phoenix
{population 1.4 million; metro population
3 million) and Reno appear to shate similar
planning approaches roward managed
growth. The Phoenix plan identifies six
growth areas as overall targets for develop-
ment and infill. To alleviate traffic conges-
tion within and among the designated
growth ateas, the plan also recommends
redirecting growth to certain strategic
perimeter areas. “They become edge cities
within a village system,” he explained.
“There are one hundred years worth of
growth in the Phoenix plan. We're putting
in infrastructure where we think growth is
going to occur.” Richert noted, however,
that it was important to keep in mind that
“gecting the infill requires getring the
people who want it, too.... Among ocur
goals is to get a fair share of everything
that happens in the valley and to set a
good example.”

Las Vegas (population 500,000; metro
population 1.5 million) has been the nation’s
fastest growing region for more than 60
years. But, according to Chris Knight,
“the city is still young, with an outrward
focus and large expanses of vacant land.
We tear things down if we don’t like them.
If it’s bad, we just blow it up and move
elsewhere. Redevelopment is difficule be-
canse some of the meore prominent redevel-
opment tools such as eminent domain are
raboo.” Downtown Las Vegas is perceived
to be in trouble, and its revitalization is at
the top of the mayor’s agenda. “One obstacle
is that the private ownets of downtown
propetties need to buy in on fixing the

Campaige Place, an infill housing
development in dowrtown Las VYegas.

ptoblem,” Knight explained. Another
problem he noted is that “a number of
downtown property owners believe they
own the site of ‘the next big casine,” so
land prices are very inflated.”

The mayor of Las Vegas has been a
champion of regional planning and recog-
nizes that protecting the core is vital to
the heaith of the region. “The mayor wants
to leave the legacy of a new downtown,”
Knight added. Part of that legacy would
include the introduction of new medical
research facilities and 40,000 units of hous-
ing to the downtown area. “Big retailers
are already coming in,” added Knight,
and the city is “looking for tall buildings.”
The city is also beginning to investigare
transportation-related development to
support the existing monorail system,
“but our zoning standards may be archaic
and will be in the way, We have to figure

out how to remove them,” he explains.

Infrastructure and Land Management
Mazintaining control of a city’s services and
proper fiscal strategies may help in manag-
ing growth. Sale Lake City is well endowed
with transportation facilities: light rail, bus
{local and Greyhound) and train (Amtrak)
services, and an airport that is within ten
miles of downtown. Moreover, the streets
in Salt Lake are so wide that it’s easy to
install new rail lines down the center for
new transit services. The city also has chree
large malls within the downtown area,
which help keep the city viable. In addi-
tion, there is considerable willingness on
the part of developers “to lock at the bar-
riets in the way of the kind of the develop-

ment we want downtown (i.e., mixed-used
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along transit},” Louis Zunguze noted. In
Sale Lake, “the city development and finance
communities are beginning to come to the
table together to discuss what type of hous-
ing should be developed and how to finance
it.... The banks are willing to loock at new
ways to finance mixed-used developments,”
he noted. While work still needs to be
done in terms of purting the most viable
financing rools together, Zunguze cived
land use regulations as the city's major
obstacle to its infill efforts. The city is
faced with “contradictions of wanting to
do things but the process being very slow.
. .. Developers seem to have no problem
assembling land, but projects are seriously
challenged by the review and permircting
processes,” he explained.

Reno has less than half che population
of Las Vegas, but as the second largest city
in the nation’s fastest growing state, growth
management is a high prioricy. John Hester
cited two other factors, in addition to
strong regional planning, thar have been
instrumental in shaping the city’s response
to growth. First is the need to work within
the limitations imposed by the city’s phy-
sical constraints: Reno is landlocked and
must also contend with limited water sup-
plies. Second is the ciey’s concern for fiscal
equity and accountability. Taxpayers sub-
sidize growth, and the city, in consultation
with outside fiscal consultants, has made
concerted effores to ensure that only those
who receive municipal services pay for
them, and that taxpayers in one area are
not subsidizing the provision of mumnicipal
services elsewhere. “A lot of what we try
to do is use the fiscal system to make peo-
ple realize they can't keep building out,”
says Hester. He also noted thart the city
has a unique tax structure that enables
depreciation.

David Richert considers the situation
in Phoenix to be very similar to that in
Reno only on a bigger scale. “We have our
land constraints—the Indian reservations. ..
and the state trust lands. Only 13 percent
of the State of Arizona is in private hands,”
he explained. However, the city itself has
no constraints on water. “Phoenix is in the
business. It sells water to other communi-

ties,” he noted. But controlling the allo-




cation of water “provides a measute of
growth control in other areas. In Arizona,
you need a 100-year water supply for
everything you do.”

Phoenix is also trying to achieve “a
balance of transportation,” with efforts
to enhance existing transportation rather
than building new. Greenspace planning
is also becoming increasingly important
within the Phoenix region. As an example,
Richert cited the recent introduction of
special zoning for drainage washes and
meanders. The city also passed a bill to
collect taxes to pay for park acquisition.
“It won’t be enough,” he added, “because
once you start buying land you create a
market. Land values go up and you can’t
buy as much.”

Cheyenne is a city poised for change.
As the “northern anchor” of the Colorado
Rocky’s Front Range, Cheyenne is only 90
miles from urban Denver. Because of its
strategic location on north-south and east-
west highways and railread lines, the city
is looking to capitalize on its potential as a
major regional transporcation hub. “Region-

ally, we have a lot going for us as a trans-
portation center. Businesses are looking ar
Cheyenne because of its proximity to ocher
major centers,” Abel explained. Moreover,
for businesses Wyorming has a very atcrac-
tive tax structure, and Cheyenne is also
proving popular for commercial develop-
ment because it is “ready to build.” The
city has many greenways, and the strong
pedestrian orientation within the commu-
nity is appealing to new development and
infill initiatives. Already, Abel stated, “once-
vacant city blocks are beginning to change,
and there’s a new parking structure down-
town.” Growth is not without obstacles,
however. Specifically, water will be the
limiting factor in the city’s growth cycle.
Like many western cities, noted Abel,
“we're dependent on our water resources
and future enhancements. Withourt suffi-
cient snowpack to balance out the high
mountain reservoirs during a drought situ-
ation such as we have now, Cheyenne could
be out of water in less than three years.”
Despite this sobering prospect, the city

remains more than optimistic abour its

furure. Recently, a local property owner
offered the city a massive 17,000-acre
ranch that appears to have several water
sources, and with them significant devel-
opment capability. The city has taken the
option to purchase the ranch for its water
rights, but the city would acquire both che
land and its water. “With this purchase,
we could double the size of Cheyenne
overnight,” exclaimed Abel, adding that
“ic wilt force the city to look differently
at land use in the area for commercial and
urban development. It’s an opporcunicy to
develop the next generation of Cheyenne.”
David Richert commented, “17,000 acres
is buge. ... You'll need a lot of expertise
from the private sector. But you're doing
a very progressive thing; your government
has a chance to control development.” I
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Salt Lake City bas considerable assets working in iis favor,
notably the Church of Jesus Christ of Laiter Day Saints (the Mormon Church),
whose world beadguarters is located downtown.
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MARTIM O. SMOLKA
and FERWNANDA FURTADO

alue capture is an increasingly
popular concept that seeks
to captute for public benefit

all or part of the increments
in land value resulting from communiry,
rather than private, investments and actions.
Yet, based on the Lincoln Institute’s experi-
ence in sponsoring many educational and
tesearch programs dealing with value capture
policies in Latin America, it is also quite
controversial.

This article addresses some of the con-
tentious and persistent issues that have
engaged participants in the ongoing debate
over value capture, ranging from basic
concerns, such as the proper understand-
ing of the legal basis for land property
rights, to larger political questions raised
by new or higher charges on real estate
property. Technical issues also are in-
volved, such as distinguishing land value
increments (or plusvalias) atrributed to
specific public investments or planning
decisions from other more general sources

or factors that influence land markets, as
well as pragmatic challenges that arise in
selecting the tight instrument for the right
circumstances at the right cime.

To gain a better understanding of value
capture, one cannot rely simply on technical
arguments or expert authorities. At the same
time, one cannot dismiss the issue on purely
political grounds by atteibuting the main
obstacles to the implementation of value
capture policies to well-positioned inrerest
groups. Rather, a considerable share of the
“unexplained variance” in the application
of value capture seems to be the resule of
inadequate informartion or misunderstanding
held by major stakeholders in the debare.

Figure 1 summarizes 10 contentious
value capture issues; items 1, 2 and 3 are
discussed briefly below.
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The favela of Laju in Ric de Janeiro is.a traditional settlement resulting from informal

and unplanned development.

Unfair Charges for the Poor

Although support for direct subsidies or
grants to the poor is waning in Latin Ametica,
many still believe that the poor should not
pay for urban services, or should be exempted
from taxes and other charges on cheir fand,
as is required by many of the more progres-
sive value capture policies and laws.

A common arguement in favor of exempt-
ing the poor from such charges raises an
intergenerational dilemma: since wealthy
residetits for many years have enjoyed urban
services thar they did not pay for, why should
the poor be charged now for services that
they need and deserve? Another argument
centers on the idea that most land value
increments in poor areas have in fact been
generated by the poor themselves, through
sweat equity or private schemes to access
basic services in their ateas, not through
public intervention. Some recognize that
urban upgrading programs simply bring
poor setclements to the first stage of che
urbanization process, which is a bare mini-
orum for participation in regular land markets.
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Others believe that even a socially neutral
value caprure instrument may produce a
regressive result, perpetuating the disparity
between the rich and the poor in the context
of inequitable access to urban facilities and
services, as is the case in most Latin
American cities (Furtado 2000),

On the other end of the spectrum are those
who argue thar value capture payments are
part of the poor sector’s claim to full citizen-
ship, including the right to demand attention
from the government. There are many exam-
ples where the poor have been eager to pay
for receiving services (such as water systems,
public lighting and flood control} since the
cost of not accessing them is perceived to
be higher than the actual payment, This was
the case in Lima, Peru, in the early 1990s
when more than 30 poor commaunities par-
ticipated in a public service program that
included payment for the cost of the
services provided.

A more theotetical and perhaps less
intuitive argument considers the cz;pital-
ization effect of any charge on land prices.

eAjowg "0 wipey




1. It is unfair to charge
the urban poor who
benefit from regularization
or upgrading programs.

Evidence shows that expectations regarding publicly funded

future upgrading programs tead to higher markups or premi-
ums on current land prices in irregular or iltegal settlements.
Charging for such benefits would simply switch the recipient of a
payment burden that is already being imposed on the poor
from the subdivider to the government collecting the charge.

2. Urban land policy must
take into account previous
development rights, for
they are acquired rights.

Although expectations are an important part of land market
prices, they do nat create rights. Zoning designations or
development rights, when not realized, are not acquired rights
and therefore they can be taken without compensation.

3. Minusvalias are not com-
pensated for; the asymmetry
between plusvalias and
minusvalias is unfair,

Minusvalias are the exception in Latin American cities where land
value increments are much higher than the cost of servicing

tand. In practice, however, public compensaticn to private owners
usually far surpasses cotlection through value capture policies.

4. Land value capture
policy is “communist.”

Paying for “free rides” is certainly not a communist idea. One
is reminded of mainstream economic theories regarding the merits
of a system where individuals and social costs and benefits
converge at the margin.

5. Value capture over and
above the property tax
implies double taxation,

In effect, observed land prices to which land value increments
apply are already net of the capitalization effect of property
tax on land values.

6. Value capture distorts
the functioning of the
land market.

In actuality, it's the opposite: uncontrolled land value
increments distort the behavior of agents. The presence

of plusvalias is as distorting a factor for urban development
as inflation is for economic development in general.

7. Private appropriation

of land value increments is
"o more objectionable than

similar windfalls obtained

in capital markets.

There is a fundamental conceptual difference. In capital mar-
kets equity and honds are issued against productive investments
as collateral for increases in productivity in individual business-
es. In the land market, by contrast, land value increments
result from the community effort, not individual effort,

8. Value capture is tech-
nically impractical because
it is impossible to measure
the land value increment.

With the technical resources available today it is fudicrous
to think it “can’t be done.” Ingenious and practical solutions
have been developed in Cartagena, Colombia, and Porto
Alegre, Brazil, for example.

9. Value capture is over-
whelniingly rejected by the
citizens, and therefore is
politically impractical.

The privileged few are the main source of rejection, not

the poorer majority of the pepulation who often are charged
higher prices in order to access public services through
informal arrangements.

10. The amount that can be
coltected with supplementary
value capture instruments
is a negligible amount in the
pubtic budget.

Because of limited collection of the property tax in Latin
America, value capture resources can assume an important
role in financing urban development. Besides, use of value
capture brings to light plusvalias, which has traditionally
been a key saurce of corruption, and thus contributes to a
healthier fiscal environment.
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That effect is the reduction {or increase)
of the current marker price of land by
the capitalized or discounted sum of the
costs (or benefits) affecting the furure
earnings the property is expected to gen-
erate. To the extent that value caprure
charges on regularized or upgraded areas
are integrared in the expectacions re-
garding the future burden imposed on
unserviced land bought from illegal or
pirate sabdividers, they would tend to
be capitalized in the price chat buyers
would be willing to pay or che subdi-
vider was able to charge (Smolka 2003).
Although the poor would end up paying
the same amount over time, the money
would go to the Jocal public treasury
rather than the subdivider’s pocker,

Incidently, a common but mistaken
view holds that such charges (value capture
or land value taxes) are inflationary or
increase the market price of land. Although
the capitalization effect is complicated,
most pecple can understand a situation
comparing two otherwise identical apare-
ments, where the one located in a building
with a higher condo fee would get a lower
rent in the marketplace than the apart-
ment with a smallet fee, The same line
of reasoning may be used to explain why
there is no double taxation between value
capture and the property tax. The relevant
fand value increment resulting from some
public intervention accumulates or adds
to an observed base market price that
already is net of the capitalized effect of
any anticipated future benefits or burdens,
including the property cax.

Acguired Rights When

Charging Land Uses

Although few would argue that expecta-
tions play a crucial role in determining
land prices, it is widely considered unfair
if price compensation falls below current
matket prices. This idea is now begin-
ning to change, as reflected in recent legis-
lation. For example, Law 388 of 1997 in
Colombia allows for public acquisition
of land at fair market prices, but not
including the increment of land vatue
resulting from previous public invest-
ments or changes in regulatory land
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uses (see article by Maldonado and Smolka,
page 15). The same principle is stated in
Brazil’s new City Statute (Law 10.257 of
2001) when fand expropriation is used as
a sanction against a landowner who is not
complying with social uses of the land.
Many lawyers agree that expectations do not
create rights; therefore, expectations not
realized should not be compensated. The
social unrest around public land acquisi-
tion that led to the postponement of
Mexico City’s proposed new airport mega-
project vividly illustrates this problem.

It is hard for the typical landowner who
in good faith bought a piece of land with
the expectation of using its development
potential to understand why he should not
be compensated for the loss of that land
at the current market price or at least the
acquisition price, even if the development
rights had not been exercised. However,
the resule often depends on the extent to
which the new policy is actually imple-
mented. In practice, prices reflect expecta-
tions regarding the {(usually weak) enforce-
ment of existing legislation, including legal
variances ot loopholes in the relevant fiscal
and regulatory environment. This has been
the case in most court decisions regarding
fair compensation on public land acqui-
sition processes and on claims from land-
owners {or developers) on whom local ad-

;

merica

ministrations impose plusvalfas charges.

A more pragmatic argument is that rights
may indeed be restricted by a new legisla-
tion or zoning code, as long as it is accom-
panied by adequate transition rules to protect
the rights of those who had previous legi-
timate claims. Others defend the transition
process as an indispensable step toward
allowing the market to gradually absorb
such changes.

Economists struggle to convey the
importance of expectations in determining
the structure of current observed land prices.
How the future affects current land prices
is in fact harder to express to the general
public than the notion that current prices
reflect rights as realized in comparable
properties in the past. In Latin America

expectations associated with land uses are

" not always related co zening or building

codes, but racher to land speculation. It may
be of interest to note that whereas specula-
tion in Latin America is associated with long-
term retention of land, in North America
it is associated more with rapid tutnover
of properties. The phenomenon of land
retention for future development, with
the consequent private appropriation of
unearned increments in land values, has
stymied urban planning and development
ever since cities began expanding rapidly

over many decades.

%

§ T PR,
rogram Brochure

: ?ﬁe Institute has produced a new Spanish-language broch'ure 'déstribing the Program
on Latin America and the Caribhean and its four core courses that are offered at Lincoln
House: Large -scale Urban Redeveiopment Prajects, Property Taxatron Value Capture

and Informai Lanci Markets.

The brochure also’ presents a series of quest'rons
and answers about the Institirte’s educational and re-
seaich programs for Latin American audiences, descrip-

* tions of its faculty, and other information to assist those
who may wish to participate in programs offered

throughout Latin America.

A copy of the brochure will be sent to individu-
als and organizations cn the Institute’s mailing list.
If you would {ike to request a copy, please send an
email message to lac@lincolminst.edu or visit the
Latin America section of our website at Attn;//www.

lincolninst.edu/aboutlincoln/lac.asp.
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Asymmetrical Compensation

for Wipeouts

The debate over value capture (i.e., captuting
land value inctements, windfalls or plusvalfas)
inevitably raises the question: What abour
the wipeours (mznusvalias)? The common
perception is that governiments are more eager
to approve legislation to capture land value
increments than to provide fegal protections
for citizens against takings or arbitrary com-
pensation for equally predictable losses
{minusvalias). The Latin American record
has shown, however, that the balance between
the plusvalfas captured and the minusvalias
paid for is clearly negative. The amount paid
in compensation to landowners surpasses
by far the small and sporadic gains the pub-
lic has been able to recover from the direct
benefits it generates for private properties.

All rents, and land prices for that matter,
are in. essence nothing more than accumu-
lated plusvalias, or land value increments,
over time, echoing Henry George’s argument
for full confiscation of land rents. Thus, che
alleged minusvalfas are considered incidental
and just part of a value to which individual
rights are not (or should not be) absolute.
The debare on this asymmetry bears directly.
on the proper definition of wipeours and
on how those losses are understood, which
raises the issue of development righes. While
some are willing to restrict the compensa-~
tion for land and building improvements
that the owner may lose, others argue that
development rights are permanently built
in as an inherent attribute of the land.

In practice it is not easy to make these
arguments. What may be valid in the aggre-
gate does not necessarily hold true for the
part, since individual landowners consider
it a loss in land value when, for example,

a walled expressway cuts across their back
vard or a viaduct blocks their view and
produces noise and pollution. The average
citizen is not easily convinced by the above
arguments. The quest for symmetrical treat-
ment is too socially and culcurally sensicive
to be ignored.

Transfer of development rights (IDRs)
—an instrument originally conceived for
compensating minusvalias from historical,
architeceural, cultural or environmental
preservation ordinances for plusvalias some-




where else—has now been extended to miti-
gate other legitimate claims for minusvalias
compensation. Some argue that regular com-
pensation for wipeours is a guarantee, making
it easier to accept payments for windfalls.
Under the equity principle, planning deci-
sions including zoning schemes are recog-
nized as potentially unfair with regacd to
the distribution of values in land markers,
However ingenious the TDR instrument
may appear, it does not help clarify the issites
at stake. On the contrary, it adds to the
debate since it simultaneously recognizes
the right for minusvalias to be compensated
and sanctions the right of individuals ro
plusvalias, reintroducing the question of

private approptiations of community values.

Final Comments

The complex debates over value capture
policies and instruments in Latin America
indicate that much remains to be researched
and Jearned. If the issues do not necessarily
have 4 single answer, the arguments dis-
cussed here demonstrate char a significant
portion of the resistance to such ideas may
be attributed to misconceptions and insuf-

ficient informartion. Although the positions

taken by different groups are not ‘as clear-
cut or coherent as expected, perceptions and
attirudes do change, as the accompanying
article indicates. F]

MARYIM Q. SMOLKA is 4 senior fellow
and direcior of the Lincoln Institute’s Program

on Latin America and the Caribbean.
FERNANDA FURTADO #s5 a fellow of

the lustituie and a professor in the Urbanism
Department ar the Fluminense Foderal Univer-
sizy i Niteroi, Brazil. Contact: msmolla®

lincolninst. edu ov furiadof@ gbl.com. by,

Using Value Capture to Benefit the Poor

e Us

# ARTA MERCEDES MALDONADO
COPELLO and MARTIM O. SMOLK A

ublic policies and actions regard-
ing social housing in Colombia,
as in other Latin American
countries, have concentrared on
regularization and upgrading programs,
which in many cases are linked to the need
for infrastructure funding. These programs
also are scen as the only palliative instrument
for addressing an apparently insoluble problem,
ilfegal (pirate) urban development, alehough
they have been found to be quite limited
and even counterproductive. Here we pre-
sent an alternative policy: the application
Of principles and instruments for land
_management and participacion en plusvaliag
(qublic participation in land value incre-
ments resulting from administrative
actions). ‘This policy was established in rhe
Colombian Constitution and in Law 388
of 1997, which prescribes that the reve-
nues generated from land value increments
e 10 be used for social investments.
- Operacidn Urbanfstica Nuevo Usme is
97¢ of the strategic projects promoted by
Bogors Mayor Antanas Mockus to solve
he problem of illegal developraents.

Located in the southeastern sector of the
city, Usme is one of the areas most vul-
nerable to the pressures of illegal urban-
tzation; powerful pirate subdividers have
developed more than half of the 1,000 hec-
tares already set aside for urban use. The
predeminant mechanism for this kind of
extra-legal development, besides invasions
or squatter settlements, has been the sale
of plots by subdividers who buy large
areas of land at riral prices and sell them
without providing any services or infrastrac-
ture and without approval from the public
administration. The negative consequences
of this kind of development include rela-
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tively high land prices and inequitable

land occupation parterns.

Usme is expected to expand into another
600 hectates of steeply sloped, ecologically
fragile and still predominantly rural land,
according to the city’s master plan (Plan de
Ordenamiento Tervitorial or POT), which was
approved in June 2000. Bogord's adminis-
tration already has invested in water and
sewage systems for the area and is executing
other projects, including the extension of
the Transmilenio public transport system
and construcrion of 6,200 low-income
housing units. In addirion, under the initi-

ative of citizens otganizations, two large




areas, the Pargue entre Nubes and the Agro-
parque los Soches, have been designated by
the POT as both meaningful and symbolic
local landmarks. The first is a large park
marking the transition area between urban
and rural, which is constantly threatened
with illegal development and exploitation.
The second area, a type of agricultural buf-
fer zone, was created by a peasant organiza-
tion that consciously assumed an important
reduction of its land price by changing the
land classification from suburban to rural,
in order to preserve its agrarian character.
This organization is now developing inno-
vative alternative means of land management
through ecological conservation projects
to benefit the city as a whole and to block
the threat of iliegal urban growth.

How can this diversity of elements,

The Usme Project in Colombia CONTINUED

ranging from social housing to public trans-

portation and agricultural land conservation,
create an opportunity for sustainable living
conditions for the poorest people of the city?
How does one reconcile the objectives of

| urban policy with social justice? How can

| the city prevent pirate subdividers from

i taking undeserved advantage of Usme’s

new development area? TFhis is the challenge

for the city’s administration, for popular

housing organizations and for the residents

living south of the city.

Alternative Mechanisms

for Yalue Capture

One of the topics under debate with regard
to Law 388 is the precedent of recovering
land value increments for areas designared

for social housing. Housing crganizations

have sought to exempt such lands from
participation in plusvalias, based on a com-
mon misundetstanding about the nature
of the instrument, which views the value
captured as being transferred to the final
price of housing (see Smolka and Furtado,
page 12). Taking a different approach, the
Usme project is structured around several
alternative mechanisms for value capture
that go beyond its restricted and miscon-
ceived role as a tax.

The first mechanism is simply the
announcement of the Usme project, since
Law 388 provides that in the case of public
land acquisition the land’s commercial value
(for compensatory purposes) cannor include
the amount corresponding to the plusvalias
generated by the project. This provision
freezes the land price to its level prior to the

.:4»-4

- In 1989; after three years of parlramen~.
tary dehates Law 9a (for L urban reform)

- was approved desprte opposmon from .
. FEDELONJAS, the entity representrng the' o
real estate and development groups After: |
the law was appmved FEE}ELONJAS brought
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: @ie etween 1970 and 1989, 17 progres- o
&% sive: arban reform pm]ects were sub» :
v mﬁied to the Colombian Congress, R
_ but alt failed due to opposition from the
conservatrve party supporteci by the mﬂuw .
" entiat pnvate sector mdudmg the construc—- ;
tion mdustry and real estate cievelopers Eh

1 citgwhiose lands wete held by a small furber
of owners. In anticipation, developers and
‘builders i in Cafi suggested that these land—

- owners join together in an assocratron to:

'deveLop a [arge ameunt of socral housmg

~on therr propertres :

3_ Camara Nacional de la Construccion (CAMACOL,
the national unioti of the construction industry,
irictuding devetopers, constructors and p'ro-
moters of urban pro;ects) supported these

' developrnent processes in other cities, espemally
_ Bognta and Mede{hn The ‘way was paved so.
that the private reat estate sector accepted

Law 388 in 1997, whlch was an enhancement

of Law 9a, and that support has revolytions
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As a résult of thrs pOSEtIVE expenence thei_ :

. Emstruments such as the pammpatlon 1n

‘this legislation releases land for develop- .
ment, generates land sharing in large proj-. -
ects, and facilitates the production of sociat
housing. High urban land prices have been
moderated, and theé financial capital is now.'-'

- iised more efficiently for home building in" .

Colombian cities. Opposition to the reforms - .

 remains, especiatly in intermediate-sized

icities, but it is not as strong as in the
1970s and 1980s. : :
The change of attttude il the pnvate '
real estate sector brings its mterests cl.oser '
to other social and collective concerns. It
1% clear that the proprietor dwns the land;
but that the right to develop land is owned .
Ly the public and may he ranted through

ban land develepment are now better
triboted among Il three stakeholders




announcement of the project, and therefore
is an expedient instrument to reduce the
cost that the local administration would
otherwise pay for land for its own urban
development projects.

The second mechanism is the Plan Parcial,
a plan for local development parcels, which
applies the principle of equitable distribu-
tion of costs and benefits that Colombian
law has adopted from the Spanish faw. This
mode of reparcelacidn (or equitable land re-
adjustment) includes the distribution of
infrastructure costs as well as development
rights, and allows the public administra-
tion to obtain a portion of the developed
lands as a return payment for its investment
in the development. Through this mecha-
nism, the Municipality of Bogotd can obtain
free or low-cost land for infrastruceure ot
public facilities, ot for social housing.

A third mechanism is the recovery of
plusvalias as established by Law 388, which
requites the prior approval of a specific agree-
ment by the City Council. If the recovery
plan is approved, the municipality could
regain between 30 and 50 percent of the
land’s price increment detived from the land’s
change it classification from rural to urban,
the authorization for mote profitable uses,
or the increment of development rights.
The plusvalias could be paid in land, as a
percentage of participation in the project,
in infraseructure or in cash. Again, the effect
is to reduce the price of land obtained by
the local administration for the fulfillment
of its social objectives.

A more innovative alternative is for the
local administration or municipality to assign
land development rights directly to the low-
income beneficiaties of the housing program.
This ingenicus mechanism, based on the
separation of building rights from ownership
rights, in effect shifts the balance of power
from the land subdividers to the low-income
families who move to the area and subse-
quently share in the land value increment
generated by the development. These new
residents now hold the land rights that would
otherwise have been sold to them by pirate
subdividers who no longer have a captive
matrket.

Taking an active role in regulating the
occupation of the area through the distri-

bution of such building rights, the muni-
cipality finds itself in a better position to
negotiate directly with pitate subdividers,
and to emulate in some way their actions
by providing serviced land (“sites and
services”) at affordable prices. This legal
approach by the municipality ensures the
provision of roads, public services networks,
green spaces and recreational and public
facilities that usually are not provided by
pirate subdividers or that the original rural
landowners are unable to support. In sum,
the procedure assigns the building rights
to the low-income inhabitants who will
construct housing by their own efforts over
time. Once the otiginal owner’s develop-
ment rights ate reduced through the Plan
Parcial, the land price is also reduced.

Broadening the Participation

in Plusvalias

The plusvalfas policy of capruring private
land value increments for public benefit
has been accepted in high-income areas
where revenues are used to subsidize social
investments elsewhere. However, pirate
subdividers often find ways to expropriate
these investments in low-income areas
theough the prevailing illegal and clandes-
tine activities used to access and occupy
land. The Usme project represents an at-
tempt to shift the bargaining power of the
public vis-a-vis pirate subdividers by de-
signing alternative urbanization processes.

The mayor’s office has already made a de
facto commitment to apply value capture
instruments, but they are still being explained
and discussed within the broader debate over
the policy of participation in plusvalfas. As
we have seen, the practical principle on which
this policy is based is the separation of pro-
perty rights from building rights. However,
the policy faces enormous resistance because
of the civil law tradition that unitaty and
absolute rights are associated with private
land ownership.

The novelty of the program is its potential
to directly address the challenges of low-
income urbanization. Expectations have
driven up the price of illegally subdivided
lards in Usme and have stimulated pirate
developers to “produce commercial land”
by destroying peasant communities, de-

grading areas with environmental impor-

tance, and occupying risky zones. The tole-
rance of such practices reached such an
extreme level that the prevailing inflated
prices in these mostly informal market
arrangements have been used by the local
aclministration as the benchmark to deterrnine
just compensation for land acquisition.

In the absence of public mechanisms to
intervene in the land market, such as through
participation in plusvalias, landowners,
particularly pirate subdividers, not only have
captured all the price increments generated
by the urban development but actually have
raken control of the process. The resulring
illegal urbanization is costly to the individual
occupants of such settlements and to society
as a whole, as it raises the cost of subsequent
upgrading programs three to five times
the cost of urbanizing unoccupied land.

Through the alternative mechanisms
kisted above, it is expected that more land
use conversions, such as in the urbaniza-
tion of Usme, will be managed in an alcer-
native political economic environment
whereby the municipality participates as
an active and socially responsible regulator
of the process. These projects will estab-
lish close ties between regularory land
policies and che rules under which land is
publicly purchased or auctioned, the costs
of infrastructure and public facilities
provision are distribured, and development
rights are exercised. The return to the
community of the plusvalias derived from
these changes in development regulations
and public investments constitutes the
most efficient way to construct more
democratic relations based on the exercise

of a renewed demand for urban reform

and the right to access the city. .

MARIA MERCEDES MALDONADG
COPELLG #5 professor and vesearcher at the
Interdisciplinary Center for Regional Studies
{Ceniro Intevdisciplinario de Estudios Region-
ales, CIDER) at the Untversity of the Andes
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Caribbean. Contact: mmaldma@nnigndes. edy.co
or msmolka@lincolninst. edi,
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FACULTY PROFILE

ick Netzer

Municipalities across the United States face social problems caused by high land prices and a shortage of affordable housing.
Dick Netzer, professor emeritus of economics and public administration at the Wagner Graduate School of Public Service at New
York University, discusses the role that land taxation might play in addressing these issues. Netzer is a long-time faculty associ-
ate of the Institute and is the editor of several Institute publications, including Land Value Taxation: Can It and Will It Work

Today {1998). Contact: dick.nefzer@nyu.edu

Land Lines: Could a land tax affect the
building portion of the bousing supply?

Dick Netzer: Yes. This is a point on which
it is useful to distinguish the effect of taxes
on land, capiral and labor. A change in the
tax system that affects the return on an
investment in any of these factors will affect
the amount that is invested, becanse a higher
rate of return will encourage more invest-
ment in that factor and increase its supply.
Here, of course, land is an unusual factor
of production, because for most purposes
we can consider the supply of land as fixed.
An increase in demand will not preduce
an increased supply of land, and reduced
demand will not decrease the supply.

On the other hand, lower taxes on capital
and labor will cause their supply to increase
because of the increased net return to these
factors. So a tax shift that reduces taxes on
capiral and labor and increases taxes on land
will increase the supply of capital and labor
but not reduce the supply of land. Building
construction is a very capital-inrensive
industry, and an increased supply of capital
and labot, reflecting their higher after-
tax rewards, will allow more building
construction to take place.

LL: How would a land tax affect the
price of land?

DN: We can assume that the pre-tax prices
reflect “what the market would bear,” and
that imposition of a tax will not increase
demand or raise the amount that buyers
would be willing to pay for land. In thar case,
the total amount buyers will pay, including
the new tax that they will face, will be un-
changed. But the division of chat payment
will change. Less will go to the seller, and
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that will be balanced by the increased tax
that will be paid ro the government. We
need to distinguish here between short-term
and long-term effects. In the long term,
the price does not change—it just is divided
differently between the seller and the govern-
ment. But the short-ran outlay does change,
because the tax is 2 pericdic charge over
time, while the price paid to rhe seller is

a lump sum, or requires a morrgage and

a down payment. Reducing the lump-sum
component and increasing the periodic charge
can ease liquidity problems, making land
more accessible ro purchasers who cannot
readily raise large amounts of cash but

who can meet their rax obligations.

LL: So the overall effect would be to
belp make bousing move affordable?

DN: Yes. Together these effects on building
supply and on land prices should result in
lower rents and lower housing prices. Note
that this is not a direct effect of increasing
land taxes, but an indirect effect as a con-

sequence of #ntaxing fabor and capital.

LAND LINES | JULY 2003

LL: How do you analyze our current
shartage of affordable bousing?

DN: Since landownets are currently able
to command an outsized return on their
landholdings, tenants are paying higher
rents than one would expect if the returns
to land ownership were more modest. We
are fortunate ¢to live at a time when demand
for housing is increasing—and so is demand
for land on which to build new housing or
to renovate existing housing. When demand
rises for a product in fixed supply, prices
generally rise as well, Bur this rising dernand
and these rising prices are not the result of
actions by landowners themselves. So there
is neither an economic need nor an equitable
requirement that this increasing demand

produce larger returns to landowners.

LL: What would the economic transition
to bigher land taxes look like?

DN: In a period when housing demand is
rising, one solution would be to increase the
tax on land values while reducing taxes
ont labor, machinery and other productive
equipment. First, let’s consider the effect
of artaxing labor and capiral to some extent,
A reduction in taxes on labor and machinery
will allow people who offer their labor and
savings to earn more after taxes. When these
earnings increase, we would expect that more
labor and savings will be offered, which in
turn will cause some reduction in earnings,
but not enough to drive the supply to irs
previous levels. Because the costs of con-
struction and the cost of equipment will
be lower, the prices that consumers pay
for new housing will decline.

1 don’t want to overstate the scale of this
effect. If housing demand is very strong, the




effects on prices are likely to be modest, but
the supply of housing will increase. The net
result will be to dampen increases in housing

prices and rents.

LL: What about the effect of the transition
on land prices themselves?

DN: Thar is the other part of the tax shift.
Right afrer such a change in the tax system,
the prices of land for new buyers will fall
sharply, because along with the land chey
are buying an obligation to pay the new,
higher land taxes. So homebuyers and renters,
as well as homebuilders, will face lower
immediate ptices for land, offsec by the higher
taxes they will pay over time. Even with
this offset, they will be in a better position
than they were before the tax shift. There
will be a significant lowering in the need
for cash when homebuilding begins, when
a home is purchased, and when rental property
is sold to new investors. These are critical
times for homebuyers and for investors in
residential property, and a reduction in their
cash requirements at these points can be a
great benehir, Of course, they will have to
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pay the higher land taxes each year. Bur these
taxes do not require an advance lump-sum
payment, and they require no mortgage or
construction loans. These positive liquidity
effects can be very important in housing
markets—perhaps not to the very lasgese
commercial homebuilders or to the most
affluenc buyers, who may not require a mort-
gage at all, bur very important to ordinary
participants in the housing market.

LL: What about existing landmoners
wha suddenly face bigher taxes?

DN: This is a genuine issue, and there may
well be negative liquidiry effects for them.
The sale value of their land will fall imme-
diately and substantially. If so, they may be
less willing or able to withhold their land
from the market in hopes of gains from
increases in market values in the future. We
can expect another impact on land taxes, in
a different direction. The lower prices on
labor and equipment will cause a greater
investment in housing and other construc-
tion. That means there will be mote demand

_for land, and this increased demand will raise
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land prices. However, this rise will be of 2

different character from the price increase
that we considered at the beginning of this
discussion, which represented an outsized
return to landowners. Unlike speculative
price increases that stem from expectations
of even higher prices in the fature, the rise
in land values resulting from increased
investment in labor and equipment will
not eutpace the increase in income generally.
The knowledge thar a large portion of the
future gains will have to be paid to the
government in the form of a high land value
tax will prevent buyers from bidding up
the price of land simply in expectation of
those gains. This is a good example of the
distinction between two types of price
increases. The purely speculative increase
produces outsized returns to current land-
owners but does not benefit society as a whole.
A price increase that reflects greater avail-
ability of labor and capital can serve the
function of atlocaring fand among competing
uses, which helps the economy function
efficiently. L

LINCOLN INSTITUTE OF LAND POLICY | 19

R

R




PROGRAM CALENDAR

Courses and Conferences

"The courses and conferences listed here are offered on an open admission basis and are presented at Lincoln House in Cambridge,
Massachuserts, unless otherwise noted. For more information about the agenda, facuity, accommodations, tuition fee and registration

procedures, visit the Lincoln Institute website at bazp/funemy lincolninst.edu/education/comrres.asp or email rhoff@lincolninst, edy.

TUESDAY, SEPT. 9-SATURDAY, SEPT. 13
Value Capture: Mobilization of Land
Value Increments to Promote Urban
Development

Martim Smolka, Lincoln Institute of Land Policy;
and Maria Clara Vejarano, Department of Urban
Studies, National University of Colombia.
Value caprure mechanisms are experiencing
increased populatity in several Latin American
countries, yet in other parts of the region
the notion meets suspicion and resistance.
‘This course examines the various value cap-
ture mechanisms and how they have been
and can be applied in different contexts,

including: the process of generating land
value increments (plusvalias); the fundamen-
tals of value capture; and presentation and
discussion of various formal and informal
instruments applied in Latin America. Ex-
amples including linkage and urban operations
in Brazil, variations on Contribucion de Valori-
zZacidn in many countries, Participacion en
Plusvalizs in Colombia, land readjustment
schemes, and others are studied in terms of
their effectiveness to finance urban develop-
ment and to contribute to regulation and

management of the land use process.

RELATED PUBLICATIONS

TUESDAY, OCTCBER 7

The New Model of Tax Administration:
Computer-Assisted Mass Appraisal,
Geographic Information Systems,

and Spatial Analysis

Jereme C. German, Lucas County Auditors Office,
Tolede, Ohio; and Michelle Thompsen, Linceln
Institute of Land Policy

All policy issues concerning value-based taxes,
from the distribution of the tax burden to
the impact of a tax on land use decisions,
depend on a prior determination as to the
meaning and computation of value for pus-
poses of taxation. The Institute’s courses in

Ushan Lavd Markets in Trangitlon {005
Edited by Gareth A, Jones

“he chirteen papers collected on this

new CD were inidally worten for and

presented at the Lincoln Instirute confer-
ence, "Comparative Policy Perspectives
on Urban Land Marker Reform in Eastern
Euvrope, Southern Africa and Latin Amer
ica,” held ia July 1998 1 Cambridge,
Massachusetts. Gareth A. Jones of che
London School of Bconomics organized
the conference, with Marrim O, Smolka
and Rosalind Greenstein of the Lincoln
Institate, and he coordinated the editing
and assembly of these revised papers.
Jones also offers a new Introduction to
this collection.

In many developing countries, govern-
ments have embarked on a process of
constitutional and institutional change
as part of wide-rangiag urban policy reform.
This CD compiles case studies of changing
land market expetiences in such diverse
countries as Albania, Uganda, South Africa
and Chile. The papers examine the preceps,
promises and performance of che reforms
and assess their impacts on methods of
land defivery, changing notions of
property righes, social and spatial

segregation, and access o land for low-

income groups. ’
The individual papers can be downloaded

for free from the Lincoln Instizure websire

{heepi e frcolurent. el pebsfuorking babers, asp),

Enter the author name inco the search field.

CB003. $7.00 plus shipping and handling,

Ordering Information

Mail or fax the order form on the inside
back cover of this newsletter, order ontine
at www. lincolninst.edu, email to help@
lincotpinst.edu, or catl 1-800-LAND-USE
{800-526-3873).

The Informat City: The Challengs
of Latin American Cities
A cidade da informaiidade: 0 desafio

das cidades lating-americanas
Edited by Pedro Abramo

%ixtccn Latin American teseaichers with

cgrounds provide

bh.d ifferens academic backg

a comprehensive piceare of wrban enformalicy

in connection with the issue of access o land.

in the larger Latin American cities. The
book’s four sections address (1} urban ig-
formeality issues in Brazil, Mexico, Peru and
Argentina; {2) the challenge of policies to
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legalize property ownership in Larin
America; (3) economic issues in the inter
action between urban informality and kand
ase; and (4) chree projects undertaken
by local administrations (Rio de Janeiro,
Porto Alegre and Santo André) char have
artemipted to enforee local policies to
confront the informal ciry.

Hdited by Pedre Abramo, professor
ar the Insoitute of Urban and Regional
Planning and Research at the Federal
Universicy of Rio de Janeize, with the sap-
pore of the Lincoln Insucuee, The fnforpad

City offers readers a new way 10 understand
the nuances and diversity of informal
cities as a first step oward bridging the
gap thae splics Larin American cities into

differens worlds from the standpoint of
the rule of law, social mseiturions and

aceess to wealch. i|

Published in Portuguese by Sette Letras

at the Federal University of Rio de Jangirp, :
Brazil. %
2003. 328 pages. Reais 30.00; US$12.00 4
ISBEN: 85-7388-322-7

Contact: biblioteco(@ippur.ufi. br
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this area examine the theoretical and practical
challenges of the valuation process and the
best means of addressing them. Large-scale
valuation of land throughout a taxing juris-
diction requires techniques different from
che intensive single-parcel approach con-
sidered in the course on “The Theory and
Practice of Land Valuation.” This advanced
course reviews innovative methods for inte-
grating computerized appraisal and spatial
analysis techniques and considers their place

in modern assessment practice.

Audic Conference Training
Program for Planning Officials
W”fgﬂhis series is cosponsored wich the
% American Planning Association (APA).
& All programs begin at 4 p.m., E.T.
and run for one howr. For more information
or to register, call the APA at 312-431-9100

ot visit APA’s website (wwew planning org).

WEDNESDAY, GCTOBER 1

Context Sensitive Street Design
Streets are a vital dimension in every com-
munity’s design but remain an overlooked
aspect of public space. Now planners, pre-
servationists and engineers are rethinking

the means to reconstract the urban fabric

of communities through street connectivity.

Promising new approaches such as transit-
orientved design, traditional neighborhood
developments and traffic calming are
reshaping central cities and suburbs.

YWEDNESDAY, DECEMBER 3

Green Infrastructure

More and more communities are coming to
recognize the importance of parks, greenways
and other islands of green to environmental
health and good planning. Find out how some
cities are creating an entire infrastructure
from existing resources combined with stra-
tegic connections and new investments. Dis-
cover how to green your community in a
way that sustains the enviroament and
enhances livability for residents.

: To receive further information on Lincoln Institute programs, please
Lomp{ete and return this form. Please send me

_ tand Lines .. Institute Catalog

g 2. To erder specific Lincoln Institute publications or other products, list the
1tems you wish, add up the total cost, including shipping and handiing, and send this form
with prepayment by check or credit card to Lincoln Institute Information Services. Institutions
and booksellers may caill 800-LAND-USE (526-3873) for special ordering instructions,

FHIE

Within the WL.S., add 57.00 for the first item and
$1.00 for each odditions! ftern. For rush and overseas
ovders, call the Lincoln Institute at 800-LAND-USE
(800-526-3873} in the U5, or 617-661-3016 from
culside the L5,
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& {prepayment Ts required)

.. Check (payable in U.5. funds to Lincoln Institute of Land Policy)
Credit Card: _ Visa
Card Number
Signature (required for credit cord orders) .

FORM GF BAYRENT
_ Mastercard American Express

txp. Date
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First Name Middle Initial ..

Last Name

Job Title .

(rganization
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Maiting Address

City State ... . Postal Code
Country
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Email Web/URL

Please check the appropriate categories below
so we can send vou additional material of interest.

] ... Land reform and land

tenure
Land value taxation

fterpst

_ Common property and

ganlzation Type
Educaticnal Institution

_. Public Sector property rights Latin America and the
Private Sector . Economic and community {aribbean
___________ NGO /Monprofit development Matural resources
organization Ethics of land use and environment
Media Farm and forest land Open space
Other Growth management Property taxation
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. Urban planning and
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international
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Information Services, 113 Brattle Street, Cambridge, MA 02138-3400 USA
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