Method For Determining Groundrent
by MITCHELL S. LURIO S

Mr. Lurio is president of a finance
company in Boston and director of
the HGS. This address was given at
the conference in Montreal and was
followed by animaied discussion.

HOSE of us who believe in the

validity, efficacy and justice of
George’s remedy, accept without ques-
tion his fundamental moral postulate
that every human being is equally en-
titled to the bounties of nature.

Groundrent, by definition, is the
measure of the community’s contribu-
tion to production. How much is
the groundrent? Is it less, equal to, or
more than public expenditures? Justice
demands its collection by the commun-
ity regardless of its amount, but it is
certainly important for us to try to get
an idea of its amount compared to cur-
rent taxes.

Many Georgists and non-Georgists
have attempted to estimate total
groundrent in the United States, but
the assumptions employed have not
been generally acceptable, apart from
the fact that the only data available are
assessed valuations which are notori-
ously unreliable and involve errors that
may be of the magnitude of 50% and
more,

‘I propose to demonstrate a method
which, as far as I know, is original and
unassailable. I am indebted to William
V. Burnell for a short-cut in the calcu-
lations but not for the principle in-
volved. He is a past president of the
American Society of Appraisers and he
goes only part way with George. After
we discussed some of his views he en-
couraged me to write an article for
The Appraisal and Valuation Manual
in which I used some of the short-cuts
he had devised. These led me to the
method I wish to demonstrate here.

The initial assumptions or “‘givens”
for the numerical example (table 1)
ate: -
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1. The market value of the site is
known to be $25,000. |

" 2. The market value of the build-
ing-is known to be $100,000.

The site is assessed at $15,000
. (60% of market value).

W

4. The building is assessed at $60,- -

000 (60% of market value).

5. The tax rateis 5%. This is equiv-
alent to 3% of market value.
(Although assessors are sup-
posed to use the same percentage

~of market value for sites and
buildings, this is not accurately
or uniformly followed.)

6. TAX SITES ARE NOT SHIFT-

ABLE; BUILDING TAXES

+ARE SHIFTABLE. These are

" essential links in George’s rea-

soning and most economists ac-
cept these statements.

To determine groundrent, assume
that overnight George’s remedy goes
into effect. The full amount of ground-
rent is due the city, hence the market
value of the site falls to zero. The
owner loses his investment.in the site
and his investment now is $100,000—
the market value of the building alone.
There is no longer any tax on the
building, a saving to the owner mo-
mentarily of $3,000 (see line 5, table
1). But sooner or later the supply of
buildings by new construction and ren-
ovation will be increased because of
the tax saving. Income from the build-
ing will go down by $3,000 because
the effect of the tax saving is antici-
pated in the market place. The tenants
will get the benefit of the owner’s sav-
ing of $3,000. (See table 2).

Just to check. the algebraic formula
for groundrent, namely (t-+.y) times
the market value of the site, substitute
for t, the tax rate, 3% ; for y, the yield,
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Table I.

Market value of site

............... $ 25,000
Market ‘value of building ... 100,000
TOtal i 125,000
Real .estate tax on market
value of site: at 3% of (1) 750
Real estate tax on market
value of building: 3% of
(2) : 3,000
Total-real estate ‘tax. ... 3,750
Owner's’ yield on site at
9% .. e 2,250
Owner's yield on building
F1 oL/ 9,000
Total yield to owner .......... 11,250
Total tax plus total yield:
(9) e 15,000

(1) Market value of site ... ) L
(2) Market value of building ..... B
(3) Total L+B
(4) Real estate tax on market

value of site: at t% of (L) tL
(5) Real estate tax on market

value ‘of building: at t%

Of (2) o B
(6) Total real estate tax ... t(L+4-B)
(7) Owner’s yield on site at y% yL
(8) Owner’s yield on building

at y% yB

(9) Total yield to owner ... y(L+B)
(10) Total tax plus total yield:

(6)+(9) . (t+y) (L+B)

If, as we have assumed, the gross income is just sufficient to pay all ex-
penses and charges including . taxes and yield, we can call the amount on

line (10) which is $15,000 on the left and (t+y) (L + B) on the right, the

AMOUNT AVAILABLE for taxes and yield.}

(11)
(12)

(13)

(14)
(15)

(16)
(17)
(18)
(19)
(20)
(21)

(22)

(23)
(24)

Table 2.
Market value of site ... $ 0 (11)
Market value of building.. 100,000 (12)
Total i 100,000  (13)
Real estate groundrent .. R (14)
Real estate tax on building 0 (15)
Total due City . R (16)
Owner’s yield on site ... 0 (17)
Owner’s yield .on building (18)
T oL/ 9,000
Total yield to owner .. 9,000 (19)
Original AMOUNT (20)
AVAILABLE .. 15,000 :
Reduction in AMOUNT (21)
AVAILABLE because tax
saving on building is passed
back to tenants ... 3,000
New AMOUNT AVAIL- (22)
ABLE for groundrent and :
yield (R <4 9,000) ... 12,000
Deduct owner’s yield (18) 9,000 (23)
Balance = grdundrénf =R 3,000 (24)
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9% ; and for the market value of the
site $25,000. The result is $3,000
which agrees with the example.

The formula is applicable even if
the site is vacant or poorly used. It
must then be assumed that if the site
were reasonably well used it would
yield 9% to the owner after all ex-
penses. Although actual yields today
vary from about 6% per annum, de-
pending on the financial responsibility
of the tenants and the type of property
(apart from speculative distortions),
to 20% per annum — 9% is a reason-

able over-all figure.

In volume 2 of 1962 Census of Gov-
ernments (U.S. Department of Com-
merce) the total imputed market value
of local assessed real property in the
U.S. is estimated to be $970 billion.
The land portion is estimated by others
at 30% of this figure, or $291 billion.
Using the formula derived in -this
article, groundrent in 1961 is 12% of
$291 billion or $35 billion. The land
value estimate is undoubtedly low and
in 1966 1 would estimate that ground-
rent in the U.S. is at least $50 billion.

Conference News in Maonireal

AMONG the several press stoties
which appeared in both French and
English in Montreal during the Henry
George Conference July 26-30 at the
College Jean de Brebeuf, there was a
long interview with Ted Gwartney in
the July 29th Montreal Star.

“Basically,” stated the interviewer,
Hal Winter, of the 26-year-old assessor
of Southfield, Michigan, ‘his ideas,
which are culled from the theories of
the 19th century economist, Henry
George, ate that all building, including
housing, should be exempt from any
taxation.

“Instead, the land—all land—should
be subject to taxation at its real value.
This would be an effective curb on
speculation, involving the buying of
land and its subsequent resale at an
inflated price. People wouldn’t buy
land if they knew they’d have to pay
a yearly tax based on the true value
as it rises from month to month,

“In addition, since the potential de-
veloper of property wouldn’t have to
make an excessive capital outlay for
land purchase, much more could be
spent on the actual building. Since the
tax exemption would apply to com-
metcial establishments as well, con-
sumer prices would drop and there
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would be more employment oppot-
tunities.”

Initial steps in reassessing properties
began in Southfield five years ago. As
a résult the population doubled and
about 500 major U.S. corporations
have built new office buildings there.

“But there’s still a long way to go,”
the assessor said. ““The state laws must
be changed and, finally the central gov-
ernment in Washington will have to
accept the plan before it can become
really effective throughout the U.S.”

Coming as it did at the height of the
anxiety about the Detroit riots, em-
phasis was placed on Mr. Gwartney’s
belief that his taxation theories, if
adopted, would cut income and sales
taxes and high prices, and the slums
“would disappear of their own accord.”

On the following day many news-
papers catried excellent reports on the

banquet address of the Honorable A. -

W. Roebuck, long a firm believer in
the principles of Henry George. As
always, he delighted the audience with
his masterful speech, being still keen,
eloquent and mirthful at 89.

The September HGN will present
his address and a further conference
report.
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