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Introduction

Nearly t\yo»thirds of all Americans live‘in standard metropolitan
statistical areas (SMSA). although one-half of this number live in the
central core city,the growth of the core city has been much less than that
of the suburbs.

The residents of SMSA's are served by 20, 745 local governments

or 91 governments, on the average, for each SMSA. The overwhelming

majority of these local gove‘rrﬁnents cover a small geogvraphi,cal area.
Within their areas many of these governments adopt and try to carry out
_zqning_ legislation that is highly discriminatory. Also, the services per-
formed are expensive and of lov; quality.

The problem of urban living and land use is divided into two major
urban VDA

categeries: 1) core city and slum residential areas, 2} suburban living and

>
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urban sprawl. The two categories are interrelated in many ways, but
e \ .
separation is frequently helpful in analyzing the problem.

This paper has only partially kept the core-suburb dichotomy. In
a number of analyses it has been found to be convenient to emphasize a

particular element in the entire complex, e.g., the automobile, or a parti-

cular procedure, e.g., marginal pricing.



Part I Siums

The practical grass roots political leadership of the nation is
finally becoming concerned with the tendency of the conventional ad valorem

property tax to encourage city slums. As an example, let us briefly con-

sider a sp.eech given in 1967 by Ilus W. Davis, Mayor of Kansas City. The

speech was titled "Taxes for Permanent Urban Renewal."

He concludes the current real estate tax as used in Kansas City

8
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encourages slum use and other undesirable land use practices. He recom-

mends that only the land be taxed and that the tax be based on square footage.

PR

The collections to be used to finance specific government services such as
police and fire protection and interest and retirement costs on the city's
debt to.finance public irﬁprovexnenté. He claims this change would make
ownership of slum property and empty lots less profitable.

Mayor Davis also claims the federal income tax by its provision

for depreciation deduction of buildings encourages investment in slum pro-

b
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perties.” He recommends issuance of a depreciation certificate for the
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undepreciated value of all buildings. The certificate could be used at any

time, but when used up completely, further depreciation deductions would

not be permitted.

The recommendations of Mayor Davis arose directly from his effort
to relate tax policies to what would be appropriate to discourage ownership

of rurdown structures. In his proposal the real estate tax shifted toward

making it a flat payment unaffected by value. The size of the payment would

a
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be determined entirely by area of land owned.
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It is difficult to forecast the impact of such a shift on the‘preval('m.ce
of slums. Ifitis believed that peopie ‘maké slums, meaning by this the
type of person living in the structure, one might conclude no effect can be
expected from a change in real estate taxation. On the other hand, if the
attitude of people is believed to be affccted by their living conditions, a
change in real estate taxes that would press :for improvement would reduce
the incidence of slums. It may even be true fhat the attitude of residents
need not change for & reduction of slums to take place from a tax shift of
the type discussed.

A tax collected on the basis of squdre feotage, in addition to en-

couraging new buildings through a reduction of cost of operation, alsc

e ncourages complete use of land. Vacant lots beco
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local government tax cost is as great as it would be if the land were completely

utilized for its highest and best use. This pressure toward the elimination of
vacant spaces also increases the efficiency of the city as an operating unit,

i.e., the time and power required to accomplish a given task is reduced.

The city, under the pressures of both the real estate and federal
A SN RO

income tax changes suggested by Mayor Davis, would become a rcore compact

collection of relatively new structures. Whether the people living in the
structures would work harder and commit fewer crimes than is now the case
is difficult to forecast, but certainly this is the likely result.

A study of slum housing in Newark, New Jersey, caused George

Sternlieb to conclude that taxes were the largest single operating expense

of the slum tenement. However, he concludes that a policy of guaranteeing

1 T
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esponding

no tax increase on improvements would not result in substantia
i to the question,
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The bulk of the slum owners t

slum maintenanc
"What would be the-results of a2 municipal policy of guarantees of no tax

said guarantees against a tax

ses as a result of improvements'?
s.” The basic

increa
boo::t would not cause an increase in repair expenditures

= st
oL e o

question not asked was: How would you use your 1and 1f 1mprovemcnts
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were not a portlon of the property tax base‘?
It is difficult to understand why a c;tLdy such as this one by Sternlieb,
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carried out with fundQ coming from sources interested in land value taxation,
would fail to ask quustloas that were dlrecfly conccrned w1th the 1rnpagt on
hYs

was the situation. Also, this study,

slums of introducing LVT. Yet thi
and apparently all the similar studies that have been made around the nation,
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fail to explore the possibility of collecting service charges to meet municipal
This failure could be

expenses related to a particular use of a building
and service charges, did
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understood if a different approacn, U.tlllZ‘an LvVT
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not exist as a functioning and effective procedure in some of the world!'
the LVT service charge approach has a good record

In fact,
—

largest cities.
It is worthwhile to look at it for a few momuents as it

as a slum remover

functmns in Austraha and South Africa.

An economist of considerable flair and eminance throuchout the world
is reported

and a resident of Australia for twenty years, named Colin Clarke
Australia, is "'the only great city in the warld without

, 4 ]
and he is likely to be, are there any

to have said
If Colin Clarke is right

a slmn "



There are two major differerces between Brisbane and large

American cities. One is that the city does not have a black ghetto. Second

IR e T —— ARG e

is that only the unimproved value of land is uscd as the base of the property
tax.

When the property tax is an important revenue raiser, as itis in

—

Brisbane, where the rate on the unimproved value of land (above a small

st i L
exemption) is 9 per cent, the effect on land use decisions. can be consider-

able. The impact in Brisbane has been to make the best use possible of land.

B g 1 3

This, of course, is also the situation in any other city. Land is expensive
and you don't want to waste it. The difference in the Brisbane situation is
that taxes do not increase when 2 new building replaces-an old building or
when an\old building is remodeled. The base of the tax is the unimproved
value of the land and this value is not directly changed by the type of buil_dirklg
standing on it.

This is definitely not the situation when the building is included in
the tax base. In Brisbane a landowner is not deterred from cons‘rructiﬁg a
new home or a new building by the thought that it will cause his taxes to
increase. The impact of ad valorem taxes on improvements can be drama-
tized by looking at the annual ad valorem tax as an installment payment of
a construction tax. A 1-1/2 per cent-a-year tax on imprcvements works
out to be about the equivalent of a 30 per cent construction tax.

Pittsburgh is the only major Armerican city to move its ad valorem

property tax toward taxation of only land. The Pittsburgh graded tax system

plan passed in 1913 and still in effect provided that for city purposes the
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tax rate on buildingsvwwould be only 50 per cent of whavi' it was on land. The
legislaticn did not pro‘vida for this difference in treatment of land and
buildings in the application of the ad valorern property tax to finance sch-ool

district and county needs. 7

Although the Pittsburgh experience has not eliminated slums, the

record again is considered good. Undoubtedly the failure of the legislation
to eliminate much more completely the ad valorem tax on real estate other

than land has reduced its impact.

‘The property tax seems to be an institution that could be reformed to
redu‘ce)the incidence of slums. Research underway by Mason Gaffney and
others seems to show this could be done without reducing its revenue-raising
contribution. The refor-m requiredA is to raise a larger portion of the property
tax total from the portion of its base conéist'ing of land and a smaller porticn
from its base that is ma.de‘up of buildings and persoqal property.

The experience of Brisbane and Pittsburgh demonstrate that empha-
sizing land as the base works to make profit maximization decisions the type
that also make a better city. A much higher tax on the land "would induce
owners of low-use land to convert to higher-value uses. Meanwhile, the
lower tax rates on buildings would encourage replacement of old structures
by new ones; as well as "net additiohs. Y

The movement toward LVT cannot be expected to solve the problem
or urban slums. It is true that in Australia and New Zealand where LVT is

common, slums are uncommon. However, some of their cities do not use
s .

LVT and this has not resulted in those cities having sluras of the American

N
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type. 9 What this experience seems to demonstrate is that relatively low

property taxes that are uniformly applied to structures and land values are

not sufficient to create slums. Other conditions are also required. 10

It is very difficult to avoid concluding thc 1ntrod11ct10n of LVT would

o o S, s wwwmwww -
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remove one source of the development of slums and an important cause of

,,,,,,,,,,,,,,, i ‘WFMWW
the 1llcff101€W1alld generdlly Therefore a shift to LVT is one

step that should be taken in developing a general program for better American

cities and a reduction of slums. Also, because the program does not require

a basic c‘lange in the way in which people or cities function or the investment
of large quantitie_s of additional capital and revenues, it is a relatlvely
feasible action area.

In relation to the point-of-view developed above which does not rest

on carefully developed data but rather on observation and basic economic

relatio.nships, the National Commission on Urban Problems should be quoted:
HNumerous advocates of 'land value' taxation argue that it can
be expected to have a generally desirable effect upon private
land use in and around urban centers. They contend it will
do this: (a) by reducing or stabilizing land costs, and thereby
making economically feasible sorﬁe new construction that .
would otherwise be uneconomic; and (b) by making it more
costly for owners of vacant or underutilized property to retain
such holdings in their existing condition in the speculative hope

of a further rise in land value. Such arguments are sometimes

overstated, and like much economic analysis they rest mainly upon



deductive reasoning rather than extensive 'hard' evidence.
Nonetheless, in view of our direct concern for patterns of

landvuse and urban devc]p?znent, such views have merited
careful attention by this Commmission."

The- analysesrthroughout this paper arc always undertaken with the
awareness that urban living and land use afe a co?nplicated and many
faceted aspect of our culture. Just as one cannot conclude that LVT will

alone eliminate slums or even urban sprawl, one also cannot exclude the

introduction of LVT as a very important and useful step toward the improve-

11

ment of urban living and land use.



Part IL Systems Analysis

A cooperative program underway at the Massachusetts Institute

of Technology, under the leadership of Jay W. Forrester of the Sloan

School of Management,and John ¥. Collins, former Mayor of Boston, has

e e i AL R

established a model to study the dynamics of the life of an urban area.

The model is built on the asswmption that only changes in the urban sector
relative to changes outside the urban sector affect "the flow of people to
and from the urban unit. nl

The model includes nine elements that are assumed to be crucial
in setting the conditions of a city. These nine are combined into three
groups of three. One group is busincss oriented. The. three elements
are (1) amount of new enterprise, (2) amount of mature business, (3) the
amount of declining industry. A second .gro-up considers (1) type and
quantity of managerial and professional type housing, (2} labor and sub-
professional housing, (3) housing occupied by underemployed cit.izen's.
The third group includes the numbers of residents in each of the three
gl'oupé' classified in relation to housing. The analysis is organized by
observing what happens to the feedkhack loops operatiné between the nine
~elements of the system.

| One of the givens of the system is the quantity of land. The quantity

of land available can affect the quantity of new industry coming into the

system. When the quantity of land is sufficient, new industry flows in; when

the "the amount of available land area approaches zero, so, too, does the

13

rate of flow of new enterprise into that area approach zero." The old



structures that originally housed new industries and fully employed laboring

and technical pcople become the structures housing declining industries and

underemployed people.

1] . R
he dy namics of the urban s1tuatmn dcccr bcd m thmlxnodelim land
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space for new industries and a shortage of housing. The urban area can
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become a social-economic converter by turning space occupied by slum hous ang
———————

into areas on which new business enterprises are located. The effect is to
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increase the cost of housing and therefore decrease its availahility to the

remm——— s

underemployed and to increase the numbers of good labor and technical jobs

and therefore the ability of residents of the area to pay for good hoﬁsing. It
is the.creation of this hopsing shortage that prevents more and more people
from mgving in to take advantage of the earniﬁgs and forcing a deterioration of
the average income and the re»—appearailc_e oi' depressed conditions.

The destruction of deteriorated structures LS seen to be fundamental
to the h*ejuvenatiortl of an urban area. Also, the prevention of the development
of deteriorated structures is scen to be 4 fundamental longrange program for
the pr =-se.rvation of a city's prosperity. Mayor Collins and Professor Forrester
see rejuvenation as also setting conditions that can avoid urban degeneration,
but as being only attainable under a longrange program. '...problems with
a gestation périod of a quarter century cannot be solved in a period of four
years. nl4

To my knowledge MIT has not developed a definite progfarn for the

removal of old structures and the reservation of space for new industries,

the sine quo non, for developing the favorable loops required for an economically
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and socially socund city within the model established. However, those

""direct action or lnterventlon by the c1ty, but rather could probably be
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accornplished thr ourrh new ta*{ Stl ucture% cmd zoning laws.

T R

The investigation of the city as an organism and as the functioning
of a complex of systems is rapid]y becoming the order of business of
universities and urban research inst:itutes. The research that has already
been dc}rl'e: and the experience generated, largely by federal government
jnitiative, have demonstrated that more fundamental actions than 19w~c05t
housing, job training or generous financial assistance are needed to pre-
serve our good urban centers and to rebuild our bad oneé. Undoubtedly

LVT would be very helpful in dewelop;ng the conditions env1saged in the

e TR B wan i

MIT model.

T

”A city can be seen as a total network of internal systems - systems
for assuring people health, mobility, and cleanliness, fighting fires, en-
forcing laws, providing shelter, educating children, and so forth. One

enthusiast for this approach, archltpct Johr\ Eberhard suggests dividing a

e |
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city's sub-systems between "hardware' and "software'', analogous to the
usual distinctives between the nuts end bolts of a computer and its programs.

He compare: es a c1fy s hardware systems to those of the human body:

--the metabolic system - the network which provides for the ingestion
each day of huge quantities of water, supplies, food, and fuel and the consequent

production of waste in the form of sewage, garbage, trash and air pollutants;
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~-the cardio—vgscular system - the horizontal and vertical paﬂls
of movement and the objects which move along them, like subways and trains,
highways ané automobiles, sidewalke, stairways, and people; )
--the nervous systern - the information-communication network of
the city which makes it possible for its many parts to keep in touch, for it

to be managed as an entity,‘ or for signals to be emitted at the proper time

in order for the other systems to remain under control;

0

--the enclosure system - the combination of skeletal...subsystem
which surround the hollow places of the city in which the life of the city goes
on.

The software of the city could be similarly grouped, he suggests,

around the economic, the political, the educational, and.the life support

The city is an orgaﬁism that must .have a procedure to replace worn
parts if it is to survive. It must also meet man's dreams of beauty as well
E.:LS his need to carry out efficiently his daily tasks. None of these or the
systeras of our analysis can function without a strong and adequately financed

representative central government.
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Part I11 ‘Local Government and Urban Land Use
It is easy to identify the basic technical change of the past thirty

- e BT AR o, ST ARV S N

years that has made our cities such different places to work and live. With-

out doubt it is the automobile. It is so important that a later seaction is
T e s

iz

entirely devoted to its physical impact. Here our concern is ta.ngentAal
and related to social impacts. | .

The autor'nobile wrought its basic social and political change by
cigstroying the Aristotelian shield from the perils of political and eccnomic
separation. The shield consisted of having a large middle class interacting
directly with the very rich and very poor. 17

Political and economic geographic separation did not really exist
in the American cities of the 1920's. i‘he result was pblitical and economic
balance under a prol-aerty tax with one rate tiqa.t covered the rich, the middle
and the poor areas. The fiscal deficit areas, mainly low-middle and poor
residential areas, were subsidized by the fiscal surplus areas, iargely the
central business area and the industrial section. The automobile changed

all this. The automobile has given each family a transportation unit which

can go' rapidly in all directions - if the necessary roads and parking places

.are built and maintained.

The new shopping centers and industrial sites -aﬁd much of the new
residential areas are within the bovndaries of separate municipalities and
school districts that are scattered videly over the entire landscape. The
balanced decisions of varied political economic forces working within a single

local government decision-making machire are gone. For example, in a
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ceniral city decisions are made in a political environment determined éo
a large extent be voters coming from minority groups that are undgr—
educated and under-utilized human beings. In a suburb with minimum )
sized lots of 5 acres, decisions are affected by quite a different voter
environment and asi)iration..

The separation of the different parts of an urban community by
greater distances in space and also in economic, political and social out-
look, is often called urban sprawl. The name is perhaps unfortunate, for ’
it denotes only spreading out in space and does not include the feel of
separaﬁon of communities. The urban situation as we see it in America
today was made possible by the subsidization of the automobile in a number
of ways' 18 In addition tio these modern developments, What we call the urban
sprawl was stimulated by a tax philosophy that goes back to the Domesday
Book of William the Conquérc;r. 19

The governmental philosophy u_nder consideration here preaches that
every autonomous principality has the right to prevent any taxation of its

L.

economic base and to fully exploit that base itself. The name of the game

becomes 'take all and pay little.! A new cornmunity does everything pos-

sible to reduce its education or welfare burden and to increase the investment

20

in real and personal property within its borders.
These goals cause low density zoning to put a lid on the number of
familics and therefore the number of children and the costs of education.

They also encourage setting aside large areas for light industry and the

ofiering of special deals to attract a large utility installation or a shopping center.
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The result of the technical and fiscal iz‘npa;cts-, arising out of th.e

new mobility of the automobile functioning under an outdated philosophy of
government', is a splintering of ch€ urban economic community into hostile
camps. The aid programs of the fedérall government, from housing mortgage
insurance, to category education zissistance,‘ to highway grants, have wor sened
rather than helped the situation. The approach of states in most instances
has been little better. The increased use of local sharing, on the basis of
returning collections to source of payments, of state collected taxes has acted

to widen the gap between the 'have' and 'have not' local government units.

Because of these pressures, plus the desire of American families to

have a yard of their own, large quantities of rural land, some 460 to 500

- ' : 21
thousand acres are converted to urban use each year. These acres are

frequently flat lands suitable for highly prod'uctive agriculture rather than

hilly and swamp areas that are suitable only for users willing to convert the
area to occupation by buildings. The scatteration practiced frequently pre-
vents ase of water and sewer service systems. This practice results in

wells that bring down the water table and septic tanks that contaminate surface

-

water runoffs. Under conditions of scatteration, the provision of all utility

services is expensive and transportation of people must be.largely if not
entirely by automobile and school bus. A largely similar, but more unsightly

situation develops if growth is radial out along main highways. The term
m— r—————

'ieapfrog' is applied to the situation developed where relatively concentrated
v o AR

housing and/or industrial development is separate by undeveloped areas from

the urban center or other built-up nodes:



The result of 2ll three {scatteration, radial and lap frog develop-

ments) is a destruction of possible attractive recreational land use areas,
spiraling public scrvice charges, escalating bighway and school costs, plus
more pollution of streams, land and air, and additional dedication of time

and increasing frustration in the daily work to home experiences.

It is unhappily also true, that these types of urban development make

the introduction of a rapid transit system very nearly impossible. One can-

not be optimistic. The difficulty of economically mecting the existing basic

transportation shortcoming arising from the subsidized automobile is likely
. . . 22

to cause a worsening of the sitvation.

A basic element in this urban pattern of development in America has

been the ease with which groups have created new local government units.

It was pointed out in the introduction that more than a gquarter of all munici-

palities in America are found in SMSA's. Most of these are very small, and a
esmuns e e

considerable number serve no purpose other than to be property tax havens

and to qualify for receipt of state shared tax collections. In addition to this

uncconémic proliferation of municipal governments and their built-in pres-

sures to reduce the effective functicning of an urban area, there are the

thousands of special districts. They frequently originated in efforts to avoid

shackles on multipurpose local governments. The creation of these districts
have again been encouraged rather than discouraged by federal categorical

. 23 _ i e . ' .
aid programs. Whatever the justification of their creation, the resultis

a worsening of the urban environment.
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There can be little doubt but t;hat the type of governments, including
the limitations as well as the. level of control, affect the manner in which
urban An.'leri.ca functions and the efficiency of land use patterns. Reform
and improvement is desirable and cries for action are being heard more
and more clearly by state and local governmen§ political leadérs. Action

can take two approaches which have acquired the names 'cafeteria' and

package'.

The ‘'cafeteria' approach favors special districts of varying size.

T ———— AT .

The size of the district depends upon the size needed to perform a service.

The voters of any particular area would have to make a series of decisions
relative to the level of activity and therefore the level.of financing of each

service organized through a special district.

. The 'package' approach would have one government, with different
e —————— - . et

departments providing all the services of a metropolitan area In very
et :
populous MSMA's two levels of package' government would be required.
One level covering the entire MSMA would provide services that must be
“centralized. The other level- would be concerned with problems succeptible
to smaller area operation. FEducation is a service that frequently benefits
from decentralized control. The appropriate appreoach to be taken here is
discussed in Part VI of this paper.

The tough nut to crack in rationalizing local government units is the
currently existing variation in the level of property taxation. "A-recent

study of 70 large metrc;politan counties showed a within-county range in

property tax rates of at least 2 to 1 in one-third of the counties and a range
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of éti: least 1.5 to 1 in three-fourths of them". In fact, the charactéristics
of this nut are of such an order that it must be cracked before urban reform
through use ‘of democratic procedures is attempted. The way to do this is to
make a major portion of the property lax rate uniform throughout the state,

just as the sales tax, gasoline tax, cigarette tax, and income tax rates are

uniform. Much more is said of this problem in Part VI of this paper.
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Pért v Costs and Prices

The charging of total cost to the movers of people and goods has in
the past meant rﬁeeting the costs of land required for highways or rail con-
struction plus maintenance costs and something extra to meet policing and
snow removal. When these costs were covered from general collections of
gasoline and vehicle license fees it has be.en ;oncluded an economic highway
transport operation existed. A more careful rationalization of aut’ornobile
transportation pricing to include the many costs excluded in the above listing
would dramatically increase direct costs of automobile use. To make this
change would also affect the price and utiliization of complimentary goods.
Also, rationalization of motor transport prices would affect incornes of other
and competitive bidders for a share of a society's personal income.

Oﬁe significant cost of the use of the automobile in the urban érea is
the land used for local crosstown arterial and thruways. Because roads are
not a portion of the tax base land used for this purpose is taken off the tax

rolls. Even more important, land used for roads is not available for other

uses, i.e., for parks, playgrounds and the like. Land used for roads amounts

to about 30 percent of all the land included in urban arees. ‘Much of this land

dedicated to roads is grossly underutilized. A road's only economic function
is frequently the provision of access to thinly populated exclusively residential
areas. Where the access roads serve active commercial and incustrial

areas they are used much rﬁore cormp letely and, of course, their use is allso
much more complete when they serve residential areas that are .Inuch less

spreadout than is typical in suburban America.
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A typical American city of 100,000 popu.ia.tion or over uges up a;bout
1, 227.acres for each iO, 000 of residents. This total is divided up as follows
between five sele_cted categories ol use: ’
Public streets . 218 acres
Other public & semi-public use 158 acres
Private residential property 443'acres
Commercial, industrial &
railroads 139 acres
Undeveleped private land 269 aéreszs
.This division is based on the population ard boundaries of c'itieé with
over a 100,000 population. This of course does not correspond with the
concept of SMSA which t-ypically haé a less colncentrated'population and
- includes much more land relative to popul.ati.on..
Taxes foregone, plﬁs production of agricultural crops, recreational
areas and residential and comm'ercial space used up through use of land for
——

toads is a portion of the cost of highway transportation. One of the subsidies

given to much of suburbia and its unintensive use of land space is the provision

long thruways required to connect up work and residential areas. Finally,

the land utilized in the provision of parking facilities, at both the residential

and commercial ends of the automobile use, reduces the availability of land
sites for other purposes.
The need for parking space is an important element in reducing the

efficiency of the urban complex, and in the spreading out of houses, and using
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space that could be enjoyed as parks and playgrounds. Parking space need

is a force pushing sites further apart and therefore increasing service costs
g e = .

of all types, e.g., disposition of sewage and delivery of materials. ’

e

The costs of the provision of services for automobile transportation
~ not included in pricing do not stop with the costs of land in roadways that
are underutilized. The costs of the provision of all government services are
increased b-y the geogréphic sprawl and by the economic and political isolation

stimulated by the subsidization of urban automobile travel. These higher costs

and how they should be dealt with in a system of rationalized pricing of govern- .

ment services is the area considered next.
The theory of marginal cost pricing under conditions of a degree of

monopoly provides the basic framework for setting prices of government

services, other than education, enjoyed by participants in the urban community.

The literature dealing with this situation is concerned with the pricing of
. . : . - s 26 _ .

electric services and other public utility type activities. It is also concerned
with the type of managerial decisions one can expect when competition is
limited. One major aspect of pricing is the variation to be used during peak
load and off-peak pricing. Off-peak pricing should cover short run marginal
costs and peak pricing should be high enough to ration use somewhat below
capacity.

The goals of the discussions of the following several pages can be
summarized in the question:- How can the price system be used to make our
urban areas lower cost and more satisfying arrangements for providing a

place to develop and enjoy life as a human being? In the efforts to answer this

G R —— At
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question, consideration’is given to one aspect affer another of our existing
urban situation.

The original question is put in terms of the good city life. No

.attempt is made to define what this is. In my thinking, bowever, it includes

v

an opportunity for highly productive employment under congenial conditions

Oy s s
as well as a stimulating environment for mind and spirit, plus a safe haven .

for family life.

i i

‘Marginal Pricing - Optimum Resource Use

. E
The economic welfare basics of setting prices is found in marginal

énalysis theory. The theory teaches that‘prices as much as pessible should
equal the additional, or marginal cost, of producing the unit offered for use. 29
When this concept is applied to units of service offered by the city it requires
a very thorqugh reconsideratiron of existing i:)ractices.

It is also true that in many instances marginal cost as a basis for
setting price requires modification. The most acceptable modification is
to use avefage cost as the basis for setting price. For example, the toll to
be charged a person crossing a bridge would be zero if set on the basis of the
marginal cost of producing the unit of service. Itis setting the toll on the
basis of avefage cost that makes sense in this circ:uvr‘nstance.

In setting charges to maximize welfare, the marginal or incremental
cost pricing principle can be viclated only under exceptioaal conditions. The
use ofiaverage cost pricing, for example in the provision of utility éervices,
may be satisfactory if costs of pfoduction are constant and if differences in »

providing services at a distance or in sparcely populated areas are fully
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reflected in total price charged. Actually, although the term 'average .cgst'
is used, average cost and increxnexﬁal COS-tS may turn out to be equal. This
is the situation when production costs per unit are constant and price is set
by adding to this base the additional cost of delivery when the service is
used away from the core area. The result of this procedure is incremental
costing.

Marginal cost pricing provides for opfinnal use of economic resources
under conditicns of perfect competition. ObV'iously perfect competition does
not exist in the real world. There are many market imperfections. One
popular method of making an adjustment to this situation without violating the
principle of optimum aliocation of resources is called the general théory of
second best. 30 This theory establishes that when the conditions of the Paretian
optimum are violated in one respect nothing can be said a prieri about the
welfare and efficiency effects of further changes. A typical "second best™
situation is when any policy will make some things worse and some better.v
The effective m;;mager under these conditions is the one that makes the changes
which cause greater improvement than deterioration. This must be the goal~
in providing state and local government services. Teaching for rarginal
cost pricing is very useful in setting the direction for decisions that will

improve general welfare, i.e., improve urban living and land use.



PartV The Automobile's Impact

The causes of the '"great wasteland or ugly "urban sprawl' around
our cities”31 are being explored with some diligéncg% by a number of peoisle.
Undoubtedly, as was mentioned, the growth of the private automobile as a

very popular and very common means of transportation was an important

causal factor of our troubles. It is seldom menticned that the role of the

automobile, as we know it today, became possible through the provision at

ot

public expense of highways and parking places which permit millions of one-

occupant cars moving burﬁper to bumper down one side of multilane highways
(one side largely unused) and gathering together in huge parking lots. One
is not exaggeratin‘g when he considers this situation to syxnbolize much of
what is wrong with urban planning and American urban living and land use.

A reasonable man looking at the situation_ must ask himself, How did we get
into this awful mess?

The fact of the modern autornobi.l.e as a technical developrhent did not
make its current dominance inevitable. It was also necessary to have expanded
family incomes that could afford the machine and an aggressive automobile
industry to convince them to use this income to purchase au;ﬁomobiles. Higher
family incomes also pernlitted more and better housing, but this need not have

been in suburbs. A considerable portion of the reason why suburban single

unit houses developed tc meet housing needs was caused by governmental

B

policy. The federal government encouraged single family dwellixﬁg units, ie.,
P N
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low density housing, through mortgage insurance, and low maximum interest

rates on savings and loan deposits. Local and state government policy in such



divergent areas as highway finance, school finance, and property tax

administration have also encouraged a spreading out of the urban area.

A family to benefit from all of these government programs and subsidies

| —

had to have cne or moie automobiles and live ina single unit home in the

suburbs. A family renting, and living in an apariment close to work and

schools and not engaged in 1.?.r1.d ‘sp:e;’;ll.’atrlo‘g?w\ya»s paying the piper!

Even when these statements are give’r; a generous interpretation,
they do not cover all of the economic supports of the unsatisfactory American
urban development of the past thirty-five years. More specific consideration
of how each element built on the other and how the whole situation as it now
exists became "a part of Ged's plan'' is required.

Let us start with the use of public resources to build highways for
use by owners of cars.

The gasoline tax int-:roduced in Oregon in 1919 became an excise tax
collected by all the state;; and later by the federal government, too. Nearly
all revenues are. dedicated to financing highway development. For many
years dedicating a special revenue source to this purpose provided minimum
funds. However, after the federal government also initiated ‘the tax, and
state plus county and municipél gallonage taxes were increased on the expanded
truck and automobile fuel consumption, the revenues became a very major
portion of all funds available for domestic government capital expansion
programs.

If these very substantial funds had not been available to build highways

the usefulness and impact of the automobile would have been much less. The
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political willingness to desiroy mass ground transportation by making the

large public capital investments required by individual unit automobile

transport facilities is very much an American phenomenon, that has developed
worldwide impacts. Both the automobile, the gasoline and the highway con-

struction industry found what they saw to be good and so did the people.

What, after all, was fairer than a tax on fuel used to propel vehicles on the

highway, with thé collections spent to build more roads and bridges and places

32

to park. In writing of the gasoline tax, Stockfish says, "The social costs

of increasing traffic into already congested urban areas or of spoiling the

< R

national beauty of remote areas, are ignored with a flair that can only be
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explained by arrogance or a fanatic dedication to pour concrete. "
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In the critical good highway take-off period of the 1930's, strong

political support came because highway construction was a procedure to add

RO

to reduce unemployment. that was as high as 25 per cent of the workforce.

Employment expansion was an important element again in the Eisenhower
administra tion when the federal gasoline tax and the giant freeway program

was launched. However, military arguments were also important in the late

1950's. The railroads were considered too vulnerable and génerally inadequate
to meet wartime transportation requirements.

A natural question arises from this brief chronology. Why weren't
the railroads and other mass transportation facilities improved and modernized
instead of the highways? The basic answer must be that the railroads were
privately owned and not government operated as in Japan, for example. On

the other hand, highways were built and maintained by governments. Also,
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American railroads were not aggressive seekers of government assista-nce,
i.e., their 1na1;1agernex;1t had lost touch with a major portion of American
social and economic development. The old public image of railroad wealth
and monopoly also hurt.

s > Y I

Annual highway expenditures of state and local government are now

about $15 billion a year. Much of these public resources might have been

[

partially available year-after-year to improve the liveability of urban areas

if the idea of private automobile transportation hadn't so completely won the

day. When we look back it is easy to conclude the subsidization of the auto-

mobile, from oil depletion allowances to lack of a legal requirement that the
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exhaust fumes be sharply reduced,was a mistake. However, it was an error
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in the good American trédition. To a degree each man with his own means of
transportation, which he could use anytirné Le pleased,is an extension of the
Jeffersonian ideal of se1f~1;elia’m.ce and the frontier goal of independence. 33

The federal government's encouragement of home ownership is of
course also a relative of the ideal yoeman society Jefferson wrote of. The
FHA and later the Gl insured loans made individual homeownership possible
even though savings were very rneager or maybe close to zero. The mortgages
were paid off along with interest and taxes like ﬁaonthly rent payments. The
housing conditions envisaged and enéouraged was some kind of idylic half urban -
half rural residential area. If renting rather than purchasing had been necessary,

a pattern suitable for this approach to housing would have developed and it

would have been quite different.
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The American dream has actually frequently resulted in families

living in high cost rnalntenP nce homes with 1nadcquate sewage disposal

=

facilities and in a neighborhood that meets few of the expectations encouraged
in the brochure of the developer. Also, local finance and control of public

services becomes next to impossible as the rich or the middle-class or the

industrial suburbs harden into political units. The property and also the

income tax base is separated from the service provision base.

otk i

The slowness and lateness of the condominium idea in America is

partiall.y traceable to early federal government stimulation of the single unit
set in the middle of a suburban lot. Also, the expanding Americaﬂ incomes
created a strong demand for land fcr housing and other purposes. The

re].ativé'ly large piece of land that went with eéch house managed to combine

land speculation with housing. The relatively rapid upward movement of land

-,

prices plus the ability of costs of construction to rise more rapidly than general
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prices and wagss have generally combined to prevent a moztcagcd single horne
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from declining in value as it aged. Also, the economic inefficiency of
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family living in this manner was hldden by subsmhes only now oecormng
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appdrkont The social and cultural sterility of suburba,n sprawl is belug ex-
e
posed by the children it reared.

These subsidies were given by industry, the consumer, and the

iy o gl . ; N e e s

cormnm 1ter. Industry reduced work hours, the consumer pald higher prices,
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and th=2 commuter toiled bebind the wheel of his autormobile for an hour or two

R - - . or p o

a day. Hls payment was the building up of a capital asqet out of housmg D:Lyrnents.
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The suburban family living in a detached house gave up much of the
cultural and cther benefiis a large city can offer and substituted the neighbor-

hood drive-in movie, TV, and the community college. They also avoided high

taxes, at least for a time.
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Part VI ‘ Education

The most important service of government in general, and parti-
cularly locél government, is frequently considered to be education. ’
"Citizens are prob‘ably more sensitive about education than any other
service they "buy'" from the public sector with their tax délla:rs, 136 The
quality pf the provision of this service is considered to Qary widely from
one section of an urban area to another. For example, kindergartens may
not be available in some school districts, and opportunities for vocational
educatibn varies widely. This situation is obviously undesirable when it
exists within a single SMSA; it is less obvious but just as _undesira.ble,v be-
cause of the mobility of _the American population, when an inferior education
is rece‘i'ved by the children of any section ofé state or, for that matter, the
nation. |

The weak delivery-of education is related to its financing by property
tax collections of the individual school district. Although nearly all states
have adopted legislation that makes state funds available to equalize edu-
cation opportunity, the job of equalization has not been dc;ne and the absolute
quality of education, and particularly the quality of education relé.;cive to the
need, varies widely.

The i.:mp;'overnent of the education sitw tion is >closely related to the
improvement of the quality of urban life. One widely accepted approach is
to have funds provided by the state and the federal government with each

school principal given considerable discretion in the manner in which the

funds are used 'to elicit satisfactory improvement from the children he teaches.

1A

38
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The procedure reconlrnendéd is not unlike that used genera].iy by large
Ainerican business firms. It provides for decentralized control of operaﬁonal
units, but centralized control of financing, and'cen.tralized determination of
success of local operations. In other words centralized financing can
improve the degree to which local education meets local needs. This
situation develops because the local professional educator is able to adapt
his operation tq' the needs of his co;nmunity for education services. His
hands are not tied with centrally determined detailed regulations. The quality
of the job done is tested and the {inancing need is Vset through performance
budgeting.
If education services were improved, it goes Winthout saying that the
MSMA's would benefit from this procedure. In addition, land use policies
and MSMA governrﬁent organization would benefit from education develop-
ments along these lines. Currently many local government units existing
within SMSA's exist because it was a procedure to save pr0perty taxes. If
a local government unit is established, and as we have seen, this has bee.n
easy to do in the past, with a large property tax base but not many people,
the tax savings to those owning property within this taxing district would be
~ considerable. 39 A very undesirable result of this possibility has been the

proliferation of the number of local property taxing government units. This

N i e e

in turn resulted in-bad SMSA delivery of government services and an un-

desirable use of land resources.
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The introduction of a uniform state-wide LVT, or perhaps a state-

wide traditional property tax, can remove the one irnpertant element favoring
actions that lead to bulkanization of urban areas. The uniform tax rate
would pull the various elements of the SMSA together. In doing this it would

also be improving the quality of education available. .

»
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Part VII Suburban Planning Riforts

- Sandy Spri}n_%;; a suburb of Atlanta, Georgﬁ developed in 1967

The aim was the preventior-l of

—-

: . 40
what was called "a comprehensive plan. "

a business district "strung along miles of major artery" and instead have
a business district clustered around a core and the prevention of the 'pro-
liferation of scattered competing shopping centers, ' and to provide for
. 1 . . . » . g 41
office buildings instead of gasoline stations at highway interchanges. Two
TPV

years later the plan is being substantially modified. In addition, the County

g

Co;nmissioners have 11evé1‘ ad;)pted the plan that was developed as their
official land use legislation. Nevertheles;s, the effort expended, as has been
the si.uation in many communities, resulted in a more orderly development
‘of Sandy Springs. Itis also true that the County Commis sioﬁers refer to the
plan iﬁ making zoning change_de'cisions Whi(A:h follow and also those which
violate the plan, although; as is so frequently the case, it is not likely the

plan will ever be officially adopted.

JRE I SRR L

Speculation in land and rising land prices were seen by the community

' s g 42 . -
to be major causes of their difficultues. Both of these in turn were seen

to be based on rezoning expectations. The name of the ame was "'zonin
= p, gam &wwm%@m

speculation. n3 The plan was to eliminate this problem by making land use
certain and unchangeable.

During the one-year of operation of the plan, difficulties have arisen
and a few challenges have Been met, several, however, through-additional
cornpromisés. As yet nothing has happened to the "huge presently undeveloped

tracfs. " However, crowding on available land continues, with two-story
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apartments devouring available land space. I'hie one proposal that is
expected to really work is the loop road to be used to make the dewntown
* strip thicker." However land shortage has made the downtown area un-
attractive to large department stores while the loop prospect has encouraged
new small stores of all kinds. This development makes an urban renewal

project of downtown more difficult to justify.

Undoubtedly the Sandy Springs situation of huge undeveloped tracts

and crowding, existing side by side, is duplicated in many urban areas of

America. 46 In looking at the situation one cannot help from being impressed
by handicaps the community has set for itself, or has had forced upen it; in
its efforts to develop a decent place to live.

First, the non-existence of a public transportation system, or in the

L g

case of Sandy Springs, of even decent pedestrian walks, has forced all move-
ment into private automobiles. This causes roads to be jammed at rush
hours, wastes valuable space to provide parking and feeder roads, presses
for high density at interchanges and along the main road, and the establish-
ment of shopping centers to compete with the city center established in the

. ‘ 48 S ' .
plan and stimulated by the loop.road. The Sandy Springs Community Plan-

ning Council did not develop an estimate of the true cost of exclusive use of

private automobiles to move people about. This fundamental economic

analysis, an absolute necessity if an effort is to be made to judge the
efficiency of the urban area, is never done. A common justification for not

doing it is: What could be done with the findings ? My answer is that it might
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_result in some serious consideration of plans to reduce the blight caused
by the automobile.

»

Second, the failure to emphasize LLVT makes maintenance of any

reasonable zoning arrau.gernents and the avoidance of slums much more
difficult. Land is being speculatively held in large tracts in the Sandy

Springs urban area. Alsd, land is being inefficiently used because eco-

nomic pressures for full use that LVT could provide are not in effect. The |
Sandy Springs Community Planning Council, and as far as I know this is always
the caée, failed to tackle the basics of their situation. Therefore, they are
forced to rely on land use rules that can be effective only if the Véry highest
caliber of community support and leadership continues.

Service changes for water and electric and telephone utilities,

g

sewage disposal, and other government services, including education and

busing of students,were not evaluated for their impact on the way Sandy

nd

P

Springs developed in the past and will develop in the future. Each of these
elements of the cost of occ'upying a residence and operating a place of
business can be utilized to cause freely made decisions to be of the sort that

: . . . s 49 e .
help to bring forth scund land use policies. In Sandy Springs and in all
other communities, practically without exception, the economic pressures
crea‘ed by property taxes and utility charges have favored the development of

an economically unsound community. 50



- Part VIIL A State and Local Government Tax Reform

State legislation is finally being framed that provides for uniform

and substantial state property taxes. The legislation of Michigan has been
property g g

51

most completely developed. Legislation of a similar nature is-being

drafted in Illinois and Ohio and perhaps actually in most state capitals.
The movement is closely 'tied to providing a uniform quality education
throughout the state. It will also, of course, improve urban land use and
" the quality of urban life.
| The formal Michigan recommendation is as follows:~2

"Therefore, we recornmend: (1) that the consiitution be
amended to enable the Legislature to collect a uniform
statewide property tax for school operating purposes in
place of the existing local property taxes; (2) that
measures be taken to assure that property assessment
practices are improved before the statewide school
property tax becomes effective; (3) that such a uniform
state tax should be set at a rate somewhere below the
statewide average for school operating purposes and

provide property tax relief where it is most needed...."

The situation in Franklin County, Ohio, illustrates the lack of tax

rate uniformity existing throughout the nation, as was mentioned previously.

W i,

The highest (property tax) rate in Franklin County was 1.9 times the lowest.

e B
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Dr. Cameron explains that tl:liS situation exists gecause .d.esirable industrial
sites are usually found close to sites that have attracted other firms. '"'This
fact often results in a concentration of taxable property in the industrially

attractive areas, and a consequent low millage rate. n54

The situation also exists because municipalities and school districts

are formed which maximize the level ¢f assessed property values and

53
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.rnir:.'-irnize the expenditure requirements for education, police and the like.
One result of the situation is economic pressures to ﬁ'agmentize the urban
area and bad land use clecién'.orls.‘55 A uniform rate property. tax to replace
all local .funds used to finance primary and secondary education would sharply
reduce the undesirable impact of the property fax.

ihe state could be of considerably greater assistance to urban area
land use decisions if it raised all the funds required to replace local property
taxes used to finance education through the application of a statewide uniform
LVT. The result would be a tax rate on land that would be about 50 per cent
higher ‘than th‘e rate on improvements, 56 and personal property. Cur‘rently
the possibility of this development does not appear to be high, rather the
deve].op;rnent is toward a uniform st-atewide pfoperty tax to bring in somewhat
less revenues than local school district p?’Operty taxes. Basically this
situation seems to exist because changes in fiscal legislation, except under
very vnusual conditions, do not abandon the familiar and the known. To

e ————-

provide local governments with needed revenues under a situation where the

vy

———— "

only property tax was a uniform state LVT, a value added or maybe a gross

receipts type tax, at a very low rate, could be enacted to meet revenue needs

S

during the period LVT rates were being increased and local government.

servicescharges were being developed. The result would be an immediate

elimination of property taxes from man-made property without making the
origiral LVT rates seem unreasonable. This development could lead to future

greater use of the property tax, for much of the harmful effects of the tax

would be eliminated and the desirable traits strengthened. 57



In a typical state under this sort of evolutionary development, t'he.
state LVT develops into & revenue raiser that meets primary and secondary
education expenditure ‘needs. LvVT does not arise full growr but emergés
gradu.a].ly from the existing situation. The step taken,after the introduction
of a value added type tax to replace the pcr'sonal properly tax revenues and
the portion of conventional property taxes on business structures is the
introduction of service charges to cover the costs of municipal and county
services. 58 When service charges are completely develofjed LVT plus
service charges are relied upon to replace all the property tax revenues

lost. Now that the revenue potentials of LVT and service charges have been

demonstrated, the value added type tax can be used to replace the retail sales

i,

tax. This would be another very desirable state and local government tax
M

reform for the retail sales tax is very c-o-stly in terms of merchant evasion
and customer and seller‘é tin‘ne.

The state and local government tax and SteViCe cha.x.rge, syctem
envisaged bec;)mes a powerful prop to the development of truly viable .urban
areas.. The service charges are expected to Be levied on the basis of in-
cremental or marginal cost rather than average cost. 59 The area covered
by service charges is envisaged to include all of the services and land
utilized by the aut01'nobile as well as other local government services. In
‘addition, it is qﬁite possible the urban areas will wish to take over the local
distribution of electricity, gas and communication facilities. 60 These

services would also be priced on the basis of incremental cost, perhaps
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established on the basis of zones, so that those 11\}ing ‘close to the centrgl
distribution will not be subsidizing those in outlying areas.

The immediate introdu;tion of LVT as the only propérty tax, with
a gr'os‘s receipts or value added tax plus service charges replacing revenues
until the base and rates of LVT make it sufficiently productfve to replace
current property taxes used to finance education and general local govern-

ment costs avoids the problem of gradualism. The elimination of all

property taxes on structures and personal property will stimulate destru-
ction of buildings not fully lutilizing the land occupied,. the introduction of
modern equipment, and the building up of inventories.‘ It will encourage
new construction bécquse new investrnent will not increase taxes and will

- in fact reduce payments to government because one could expect service
charges, particularly for police and fire protection, to be reduced by this
action. Also, LVT works for a consolidated commurﬁty, as holding land
idle becomes very expensive. This in turn increases the potential for other
types of transportation and starts forces in motion, e.g., intrkoduction of
sidewalks and bicycle paths, rapid transit services, bus lwanes on highways,
mini buses, etc., that feduce the necessity of using the automobile.

Finally, LVT, by reducing the pressure for changing zoning ordinances,

makes urban planning really feasible.
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Part IX _Eég_rnrr}gLy

The piecemeal approach to the preblems of urban living and land
use will no longer work. "What is now required is the development of a

comprehensive plan that takes into account the extricability of all components

161

of this problem:. The term ‘comprehensive plan' will mean different
‘things to different people.' It isihappropriate to criticize the comprehensive
plan presented by Mr. Kenneth B. Clark, in "The Negro and the Urban Crisis"
which, by the way, starts at the very base, for its first recommendation is
clean étreets in the ghetto. Nevertheless‘, his plea for rehabilit.ation of
ghetto housing, ”r.na‘ssive reorganization of education, sccial welfare and
health services and significant expansion of job and economic opportunities'
 plus dé;segregatio'n of all education is really -a program of parts and pieces

| | 62

dependent on continuous vigorous government action.

A truly comprehensive plan is one that would affect every decision

made by residents of an urban area and that would be largely self-perpetu-

. a;fing. MA good truly c"omére}'léﬁsive. plan would affect all decisions in a manner
that would immediately improve the city and the urban area genez'é.lly, and
would continue to be effective tomorrow and the day after.

An urban fiscal program of LVT meets the true test of being compre-
hensive, i. e., all decisions are affected and the impact is not temporary.
Everything that takes place in an urban area is affected by the economic
pressures arising out of the economics of land use, &te., all land use decisions
are affected by cost and profitability calculations. Decisions deAtermined on

a basis of profitability are free decisions that have within them the basis for
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change as warranted by conditions and continuation can be expected without
close and aggressive government and citizen monitoring.

Although the program for urban rejuvenation and a more efﬁcien.t,
and tﬁefefore an improved ul"ban economy that is developed, affects,; and I
believe in a desirable fashion, all facets of the urban community, it, of
course, does not create a New Jerusalem. Because a program reduces the
profitability of slums, for example, dqes not mean its adoption assures the
elimination of slums. The accomplishment of the innovations considered is
to inject an influence pressing for an improved situation and to reduce the

iy . o . . 64

economic attractiveness of policies leading to urban de’;el‘loratlon. Also,
the program developed would increase the efficiency of all plans to improve
the liveability of our cities, from those concerned with uniform building

codes to those aimed at greater political stability.
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