5 Donald C. Shoup

The Effect of Property Taxes
on the Capital Intensity
of Urban Land Development

Introduction

From many sources there is increasing interest in finding substitutes
for the local property tax. A major objection to the existing general
property tax is that it is a disincentive to both the quantity and quality of
new construction and to maintenance of existing structures. By de-
creasing the supply of improvements to land, property taxes raise the
price of real estate services. Since the property tax rate is relatively high
in many areas, the effect of the tax in reducing the supply of improve-
ments and thus raising the price of real estate services may be signifi-
cant. Netzer (1968, p. 13) estimated that property taxes accounted for 19
percent of total annual housing costs in the United States in 1962 and
that, if it can be considered as an excise tax, the tax on real property is
higher than any other excise tax except those on liquor, tobacco, and
gasoline. In some particularly hard-pressed cities this “‘excise” tax rate on
housing is much higher than the national average. In remarkable con-
trast to, and perhaps partly necessitated by, this heavy tax on the
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