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ALTERNATIVES TO LOCAL REAL PROPERTY TAXESH
S by

Bert Mason

The property tax is one of the oldest fofms of taxation and reﬁoios a8s
the prlmary tax lev1ed by local governments Taxation on real property has
persisted since the colonlal perlod of the United States, and is likely to
continue as an 1mportant source of local government revenues., Yet, the prop-
erty tax has been the most eriticized and perhaps most disliked tax collected
by modern government. Calls for reform are not phenomena of the 1970's; in
1895, thE'charge was made that "the general property tax as actually adminis-
terod is beyond ali doubt one of the worst taxes known in tﬂe ci#ilized

nl/

world.

Reaction to real property taxes has been so irate at times that some ob;
servers felt a genuine taxpayers' revolt was immineoﬁ. Among the long list of
criticisms of the property tax‘are the following specific chargeé? (1) it is
regressive in incldence, , (2) it is inequitable in administratlon, (3) the
property tax no longer reflects an indlvidual s ability-to-pay or his/her con-
sumption of local public services; and (4) it effects inefficieocies in re-
source utilization {particularly land-use). In-1931 Jens Jensen said of the

' property tax:

¥  Speech presented to the Hyde Park Visual Environment Commlttee, St. James
Parish, Hyde Park, New York January 20, 1976.

1/ Edwin R. A. Seligman, "The General Property Tax," in Essavs in Taxation,
9th ed., New York: Macmlllan, 1921, p. 62. '

2/ A tax is regressive when the ratio of tax to income falls as income rises;
progressive when the ratio of tax to income rises as income riges; and
proportional when the ratio of tax to income is the same for all income
classes. Bource: Joseph Pechman and Benjamin Okner, Who Bears the Tax
Burden?, Washington, D. C., The Brookings Institution, 1974, p. 1.




If any tax could have been eliminated by adverse criticism,

the property tax should have been elimimated long ago. It is even

difficult to find anyone who has given it careful study who can

subsequently speak of its failure in temperate language.ﬁf

Despite the abundance of long-standing criticism, the annual take from
the property tax has, in absolute terms, been increasing at a prodigious rate.
Nationwide, property taxes yielded $45 billiom in 1973, more than double the
total a decade before.éj This increasing burden on taxpayers has accelerated
concern over property taxes.

It is probably true that much of the criticism levied against property
taxes is ill-foumded. siﬁce the introdﬁction of income and sales taxes a half-
cenbury ago, the prﬁperty:taxrﬁas déciined from 56 percent of ailﬂstate and
local. taxes in 1932 to 16 percent in 1975.5/ Moreover, a recent Brookings
Institution study has found (although its theoretical assumptions and empirical
analysis Qi.data are not necessarily conclusive) that the incidence of property
taxes is slightly progressive and %hat‘pfoperty taxes are faifly neutral in
terms of affecting resource utilization patterns.éj So, the propefty tax may
not be as perverse as often claimed.

With this backgrogn@ information in mind, possible alférnatives to property
taxes can be categor;zéd into three geneial é}eas: reform within' the existing
property_tax strun£u;e; nonmproperty tax revenues; and expendituré'reductions

{including shifts away from local fipancing of some services). These alterna-

tives will be dealt with in turn.

3/ dJens P. Jensen, Property Taxation in the U. 8., University of Chicago,'1931,
p. 478,

h/  Arley D. Waldo and Carole B. Yoho, "Property Taxation in the United States,"
" in Property Taxes...Reform, Relief, Repeal?. North Central Regional Exten-
sion Publication 39, undated, p. 5. ‘

5/ Ibid.

6/ Henry Aaron, Who Pays the Property Tax?, Weshington, D. C.: The Brookings
Institution, 1975. ' .



3

Reform within the existing property tax structure.  One alternative is to

improve the existing methods of administering the property tax. A basic criti-
cism Qf the property tax is that it is inequitable -- and this is primarily be-
cause agsessing a "fair value" for a particular piece of property inevitabl&
includes some sublective value judgement by an appraiser. Property taxes be-
come inequitable when individuels with similar properties have different assess-
ments; various methods have been suggested and adopted by some states to reduce
these inequities.

By way of comparison, New York State cannot be considered at the forefront
of modernized assessment practices. For example, in California real property
is reassessed by market trends on an annual dbasis and is physicallj’reassessed
by an appraiser on a regular basis (usually every L-5 years). Although assess-—
ment practices are far from perfect in California, or any other state of the
Union, New York State can learn something from these. progressive procedures.
It appears that current interest is high in the Empire State to reform assess-
ment praqtiées. These modernized assessment practices include two general cate—
gories:

(1) Computerized assessments: A4 computerized information system which

would allow assessors to update assessments annually without the necessity of
expensive and time cqnsuming onQSité evaluations every year represents one tool
which has the potential for improving assessment practices. The Hew Yofk State
ﬁéalfProperty Tax'informétion System -~ developed by thé Statg Board of Equali-
zatioﬁ and Aééessment -~ is currently being used on a trial basis in a few Juf—
isdictioné. The major advantage of such a sjstem is that it would allow hard-
pressed local assessors to keep reasonably current on fair market values during
periocds of rapidly changing real estate prices. This computerized assistance
represgnts & channel for making the property tax more equitable? particqlarly

if it is used to supplement end imrpove, not replace, local assessment practices.



Computerized assessments will likely encounter serious difficulties--.
compﬁters, and the people who run them, are notorious for their imperfections.
In these times of fiscal belt-tightening, it is likely that the operation will

be underfunded and adeguate services will be delayed.

(2) Full value assessment: The second move towards modernizing assessment
practices is full value assessment for all types of. preal property. Present
practices assess property at different fractions of full value among taxing

jurisdictions, and often at different ratios of full value for different

classes of propérty within Jurisdictions.lj But the Hellerstein vs. Town of Islip

court decision, backstopped by the Bd Guth vs. City of Syracuse case, probably

8/

means that ﬁ move towards full value assessment is on its way in New York State.=
Implementation of full value assessment will cause real aé well as per-
ceived problems in administration in the short-run. Such & major change in
assessment practices is likely to be difficult and costly to achieve. The trans-
ition period will be confusing. It would not be surprising to see efforts in
the State legislature to specify different.assessment ratios for various classes
of property. Such & process might prove to be benefiecial, since it would force

"

7/ According to the 1972 Census of Governments, single~family (non-farm) homes
in New York State were assessed at the average rate of 25.8 percent of full -
market value whereas business properties were assessed at L9 L percent of
full value (Source: U. S. Bureau of the Census, 1972 Census of Governments.,
Vol. 2, Taxable Property Values and Assessment--Sales Price Ratios, Part 2,
Assessment-~Sales Price Ratios and Tax Rates, p. 37). Moreover, there is
much variation from these statewide averages among (es well as within) in-
dividual assessing Jjurisdictions. For exemple, in 1969 assessment-market
velue ratios for the Village of Dryden (Tompkins County) averaged 52.04 per-
cent for residential homes and 65.57 percent for commercial properties
{Source: State Board of Equalization and Assegsment, 1973 Survey on 1969
Assessment Rolls, County of Tompkins). - ‘

8/ For discussion of these court decisions, see Thomas F. McGrath and Mary E.
Mann, "Effect of Hellerstein Decision”, New York State Assessors’ Associa—
tion Bulletin, July/fugust 1975, pp. 1-3; and Horace Z. Kramer, Address to
the Convention of County Directors of Real Property Tax Services, Coopers—
town, New York, August 6, 1975.




standardization-ano legitimization of current vaxioblo aod implieit local prac-~
tices to the exteﬁi that statewide law is actuallx corried out ﬁoiformly through- -
out the Btate. o

Over the wioer horizon, despite inevitable oroblems of implementation;
‘these modernized asseosméot practices have potential for improving’administration'
of the property tax. kfhey will meke assessments more equitable (if law and
practioe refiect equity), more easily understoocd by the taxpayef, and will
standardize asoessmeot practices among Jurisdictions. This is a move in the
right direction for Wew York State.

Other reforms within the property tax structure have been suggested. Some

states have initiated circuit-breakers for property texes. Circuit breakers are

generally designed to prevent taxes on residential, owner-occupied property from
exceeding a specified percentage of the owner's income. Such measures are par-
ticularly useful for‘homeowners living on low fixed incomes. Tax relief in this
form usually, although not necessarily, calls for state réimbursement of foregone
local revenues; Glfen the current fiscal position of the state and local gov-'
ernments in New York, it is unlikely that any new form of tax relief will be
enacted in the near future. However, circuit breakers offer a major.advantage

of linking property tax burdens with homeowner income and should be conoidered.

Another sqggested ohange within the property tox system is sharing of tax
bases. This concept was developed in Minnesota, end has been instifutéd in the
seven counties constituting the Minneapolis-St. Paul metropolitan region. ©Since
1971, ko percent of all new industrial assessments is shared equally among all
Twin Clties munlclpalltles and townshlps, regardless of the development s loca-
tion in the metropolitan region. This sharing has two objectlves: (1) to re-
duce intraregion competition for new industry, particulerly in tﬁo form of

tax breaks for new industry; and (2) to reduce, partially and gradually, the
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impact of differential growth in commercial valuation around the metropolitan
area and to moﬁe, at least marginally, in the direction of equaliziﬁé ﬁ;oberty
tax bases in different juriSdictionsigf' Equelizing local tax bases is ﬁéfficu—
larly crucial for school finance, since funding of schools on the basis}of én

aree's real property has been ruled in violation of an individusl's right to

equal education under several state constitutions {for example, Serrano vs. Priest,
California Supreme Court, August 1971). A federal district court (San Antonio

Independent School District vs. Rodriguez) ruled that the Texas school finance

system,violated.the-equal protection clause of the Fourteenth Amendment of the
U. S. Constitution, but this ruling was overturned by the United States Supreme
Court. Despite this Judgement by the Supreme Court, it is likely that future
state challenges will require that legislatures deal with issués of school financ-
ing.

Since the 1920's, New York State aid formulas have been designed td equal-
‘izé educational opportunity by distributing state aid, in part, sccording to
locel school districts' needs and financial abilities. State aid for educaﬁion
- does not fully egualize local fiscal burdens and aid formulas often get out 6f
adjustment in the . long intervals between basic revisions. Further equalization
Qf‘local”fiscal disparities thus remains an important issue in New York State.

Tak base sharing is an-interesting ldee and apparently bhas been successful
in Minnesota. Tax base sharing has the potential to offer relief for one of
the property tax systems shortcomings —- extreme inter-local differences in
'taxable resources.
| Completg,or partial exemption of certain classes of property has reduced

local tex bases, particularly in areas with high concentrations'of state and

9/ Charles R. Weaver, "The Minnesota Approach to Solving Urban Fiscal Dispar—
ity," State Government, Spring 1972, pp. 100~105.




federal properties and propeities of non-profit. religious, charitable and
educational organizations. For example, the City of Albany provides consid—
erable public services for state-owned faciliéies yet is unable to levy taxes
on these properties. As exemptions increase and the local tax base erodes,
owners of non-exempt proPerfy are forced to bear increasing sheres of the
cogt of supporting local public services.

Exemption of federal and state-owned property from local taxes is a long-
standing controversy. Some relief, in the form of impact or in lieu aid, is
available to school districts with extensive federal land-holdings (usgally
niiitary bases). But, for the most part, local general governmentsrare unable
to colleet teax or in lieu revenues which adequately compensate for expenses in-
curred by stéte and federal properties. There is limited precedent in New York
State which allows local govermments to levy taxes on state~owned properties.
For example, all wild or forest lands owned by the state within the forest pre-
serve are subject to taxation for all purposes.lg/ As Tiscal pressures continue
to increase, reductions in property tax exemptions for various classes of prop-
erty are sométimes considered. Of course, the state and federal govermments
(and perhaps the cdurté) would have to cooperate if such an effort is_to be
successful.

Alternative revenue sources. There are several revenue sources available

to local governments that might be initiated or increased to supplement or

partially replace property taxes. One alternative is a local sales tax. An

advantage of a general sales tax is that it is almost neutral in terms of its
effect on resource allocation decisions ~- for example, it would not adversely
effect land use. A general sales tax, as opposed to a property tax, may also
be beneficial to businesses and encourage them to move to an area (or at least

not move away), since general sales taxes are usually borne by consumers, not

10/ Real Property Tax Law 8 532 (a).
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producers. There are probiems with. the sales tax; perhaps the ﬁost importagﬁ
is that it has been accused of being regressive in its incidenqe.. That is,‘
lower income families tend to spend higher proportions of their income for
consumption purposes than do higher income families. However, gxemption of
food from sales taxes‘largely mitigates this regressivity and makés the incidence
of salgs taxes essenﬁi&lly proportional to income. The major.pyactical limitation
to_increase& usge of-sales tsxes is that they are a;ready guite high in New York
State (L¢ for the state, plus a maximum of 3¢ for l&pal governments except
New York City) so that there is probably little rooﬁ for expansion. Certainly,
those local Juris@ictioné that have not adopted local saies taxes should con-
sider this as an.alternative to increasing property taxes.

A second non-property tax revenue is user fees; User fees are merely a
charge by the government&l unit for services rendered} such as a monthly fee
for trash collection or & sewer hook-up charge. User fees operate in & fashion
similar to the workings of the private market place. Direct charges to the user
force thoserwho benefit from a service to pay a fee which reflects, at least
in part, the cost of providing the service. One limitation to increasing reli-
ance on user fees is that many of the services provided by local governments
don't readily lend themselves to such a pricing megﬁénism; Such éctivities are
called pure public goods by econcmists, and they have the characteristics olf
conferring benefits generally to a2ll members of the communlty, not Just particular
and identifiable 1nd1v1duals. Examples of local serv;ces whlch exhibit charac-
teristics of publlc goods are police and fire protectlon, flood control dams,
end local roads. It is dlfflcult tolenv1slon tolls on local roads or fees to
those who benefit from administrgtion of thg criminal justéqg system. But, for
many sérvices and functions, local governments could insﬁi%ﬁtejﬁharges which

reflect an individual's consumption.
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A third,han§ perhaps_the most,promising, alternative to property taxes is

local income taxes. Income taxes could be levied by local entities and col-

lected through ex;sting stgte,income tax structures. The major advantage. of
an income tax is_that it is the most progressive form of taxation in the U.5.
and thgreforg_reflects 1o some extent an individual's ability to pay. Another
benefit of income taxes is that they are based on flows of income rather than
stocks of property. One of the major_problems with property taxes is that an
owner -~ such as a farmer -- has to pay property taxes even if he has zero or
negative income for that year.

Institution of a local income tax in New York State (for local governments
other than New York City), despite its appeal, is probably unlikely in the near
future. Prospects for statg,;egislation and/or local voter approval appear
slight, but an increasing deterioration of. the local fiscal picture can alter

influential opinions, asg it has at other similar times.

A final alternative to property taxes is intergovernmental aid from federal

and state levels. Intergovernmental revenues have become an increasingly im-
portant source of revenue for local governments during thg past quarter century,
and have surpassed the total property tax collections of locgl governments in
the.United States. This, for the most part, has been a favorable change in
financing govermnment, since federally-collected taxes tend to be more progres-
sive than those raised at the local level. But there has been a cost inherent
to these intergovernmental transfers; this cost has been a léss-of local control
and direction in choosing how local gqvernments spend their revenues. Another
limitation to replacement of local taxes with intergovernmental revenues is-
that future growth of these federai and state revenues. will likely be somewhat
slower than the rates experienced in recent years. The federal and New York

State governments, Just like local governments, face budgetary demands which -
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exceed ovailable resources. The result will probably be a levelling-off of
federal and state transfers to local governments.

A very 1mportant igsue which will have to be addressed in the near future
is school flnanc1ng. As mentioned earller, court deczslons may bring reductions
in dependence oﬁ pfopenﬁyhtexes to sﬁppoft local school ‘districts. One possi=-
blllty is 1ncreased state aid, flnanced by state income taxes, to replace prop- .
erty taxes. Another alternat1ve discussed during the Nixon Administration was,
initiation of a value—added tax collected by the federal government and distributed
to states for the purpose of financing education. The value-added tax is standard
among the industrialized nations of Europe, and is a percentage (for example 3
percent).levied at each stage of the production process on the value sdded at
that stage. While these alternative school revenue sources have some advantages
over local property taxes, the isaue of school finence is a complex and often
emotional issue w1th no clear-cut remedies.

Local expendlture reductions. The final alternative to property taxes is

to look at the other side of the budget equation by reducing local expenditures.
This possibility is a very real one which faces local governments in New York
State. These are difficult fiscal times, especially for govermments. Tough
choices will have to be made on the relative desirability ‘of local governmental
serviees and ériorities_will have to be established. However, one note of
ceution must be added to this tax-reducing slternative -- a large share of ex-
penditurerchanges will have to be authorized at the federal and state levels,
since meny‘of the most expeneive local functions are mandated on them. Local
hands sre tied on deciding the level and quality of many of the services they
provide and fenctions they perform.

| Serieus consideration is often given to the possibilities of ghifting, at
least in part; some of the financiai burdens for particular services which are

now borne by local property taxes to state and federal governments. Aside from
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state-financing of education, which has been mentioned previously, complete
take-over by the federal govermment of welfaré services 1ls another possibility.
A move in this direction was proposed in Nixon's Family Assisténce frograﬁ;
which_finally was killed in 1972 because liberals thought it wasn't enough
and conservatives thought it was too much. After electioﬁs in-November, welfare'j
reform will likely be an'impbrtant issue in Washington, D. C. |

Conclusion. In summary, ;here are some slternatives which could-at least
incrementally improve or reﬁiace taxation of real property. This discuééioﬁ
has certainly not exhausfed fﬂé‘entire raﬁge of possibilities,‘nor has it doné
justice to_any of‘pge alternatives. None of the alternatives presented is
unambiguously preferred nor is there any magic elixir to sogthé the pains of
financing necessary ldcal govermment services. Certéiniy'-local income taxes do
have some clearly attractive features, but, as one wit put it, the only good
tax is one that someone else pays!

One note df caution i that the property tax, despite its inherent flaws,
does keep taxing decisions,;nrlocal hands. Alternative revenue sources. may .
remove discretion from the local sphere; further encreoachment on local preroga-
tive is not a generally'desiredfeffect of changes in the structure of finéncing
local government.

The property tax has long been criticized, but it must be said that it
has been a prolific and relatively stable source of local governmental révenues.
But it is also reasonably safe to conclude that the property tax "ecrunch" is
on its way in New York State. With constant or declining population and high
levels of demand for public services, pressures on local property taxes amre
likely to accelerate. The role of professionals, politicians, and citizens
should be toc find and implement ways to improve and supplement the local prop~
erty tax system so that local governments can finance their needed asctivities

in the most e2fficient and equitable fashion possible.
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