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Report from the President

Housing: Future Imperfect

From 2000 to the end of 2005, the value of
U.S. residential land and dwellings increased
from $14 trillion to $24 trillion. Until about
2002, housing price increases had followed
the normal pattern from the mid-1980s, and
housing prices grew along with household
incomes. But starting in 2002 housing prices
began to grow much faster than incomes in
most metropolitan areas.

There were three main causes for this
acceleration in housing prices. First, the interest rate for
30-year fixed rate mortgages declined from 7 percent in
2001 to 4.6 percent in 2003, buoying housing prices. Sec-
ond, starting in the early 2000s mortgage originators began
to reduce lending standards and to offer high-risk mortgage
instruments such as no-document mortgages and other
subprime mortgage instruments. Finally, the national policy
to increase home ownership supported the latter trend be-
cause increased mortgage availability seemed to increase
housing affordability.

These changes led to the rapid growth in mortgages with
high loan-to-value ratios and to the approval of borrowers
with modest financial reserves. This increasing risk of mort-
gages was assuaged by the belief that “housing prices could
not decline,” which was based on national housing price
indices dating back a few decades. Of course, in several
metropolitan areas housing prices had declined from 1989
to the mid-1990s, but the national price index had only
flattened out in this period.

Nationally, house prices softened in 2006 and fell 30
percent to the present time, while housing starts declined
precipitously from 2.27 million in 2006 to 500,000 now, a
level well below the typical low point of 1 million starts
experienced in the past half dozen recessions. The reduc-
tion in housing starts eliminated millions of construction
jobs and contributed significantly to the rapid increase in the
unemployment rate.

The accompanying financial crisis reduced employment
more broadly as part of a severe recession. Mortgage de-
faults and subsequent foreclosures spiked, caused by the
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severe housing price decline that left many
homeowners “under water” with a mortgage
greater than their house value, combined with
the loss of household income from unemploy-
ment and the tightening of lending standards
that made refinancing impossible for many
households. From 2006 through 2009, 6 mil-
lion homes were foreclosed, and 2010 has
seen another 2.9 million foreclosure filings.
Foreclosure rates are likely to have peaked,
and filings in December 2010 were a quarter lower than
those in December 2009. But foreclosure rates remain far
above historic levels—in 2005 banks foreclosed on about
100,000 homes. The lack of recovery in housing and other
construction has in turn been a factor in the slow reduction
in unemployment.

House prices may now be stabilizing—national hous-
ing prices rose in the second quarter of 2010, but have
declined modestly in the third and fourth quarters. This has
led some analysts to forecast a possible second round of
price declines. In any case, the likely slow decrease in un-
employment will continue to restrain income growth and
demand for home ownership. Clearly, housing will not lead
the economy out of this recession. Needed now is regu-
latory reform to prevent the repetition of a housing bubble
and an inevitable subsequent housing bust and its related
financial meltdown.

While some modest steps have been taken in this direc-
tion, much remains to be done and the announced reform
of Fannie Mae and Freddie Mac have increased uncertainty
about the course of future mortgage finance. The realization
by households that housing price appreciation is not in-
evitable will likely slow the shift to ownership by younger
households and encourage older empty-nesters to move
their assets to investments less risky than housing. The
resulting growth in rental demand will focus in denser parts
of metropolitan areas and give some impetus to smart growth
outcomes. Housing demand will be robust only in several
years, driven by long-term growth in incomes, population,
and household formation.



Unkempt lawns
and crumbling
facades are signs
of abandonment
on this once grand
house in Fresno,
California.

The New American
Ghost Towns

Justin B. Hollander, Colin Polsky, Dan Jinder,
and Dan Runjfola

ver the last several years, growing pub-
lic attention has centered on the fallout
from the subprime lending debacle—an
unprecedented event that has resulted
in massive foreclosures and widespread
housing vacancy in what had been the perennially
growing Sunbelt (Goodman 2007; Leland 2007).
Across the southern United States, from Atlanta,
to Fort Meyers, to Phoenix, massive new housing
developments are largely unoccupied while older
housing is abandoned due to foreclosure. Cities
in the Sunbelt now exhibit housing vacancy
rates akin to those observed in former industrial
Rustbelt cities.
This situation leads to two critical questions:
Can Sunbelt cities manage the land use changes
that this unstable (and unpredictable) economic
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market has created, while still maintaining at least
the status quo for remaining residents? Are these
changes providing new planning opportunities

for urban sustainability?

In our work with the Lincoln Institute, we con-
ducted an empirical study to begin to answer those
questions (Hollander et al. 2010). The United States
Postal Service (USPS) regularly releases datasets
that provide mnformation on occupied housing units
for each zip code. We were able to obtain household
residential delivery data for all zip codes in the
lower 48 states for three time periods: the beginning
of the real estate boom (February 2000); the peak
of the real estate market (February 2006); and a
time of high foreclosures and significant decline
in real estate markets (February 2009).

The key indicator employed in our study was
derived from the USPS dataset: occupied housing
units. The USPS data lists how many housing
units received mail during a given month in each
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zip code. When no one is receiving mail at a location,
it is considered vacant. After 90 days of vacancy,
the USPS no longer lists the unit as active and,

for our purposes, removes it from the occupied
housing unit list.

Tollowing a methodology developed by Hollander
(2010), we noted changes in occupied housing unit
density from one period to the next. It was possible
to analyze this because zip code boundaries re-
mained constant in our study sample. We focused
on broad shifts in occupancy in a given zip code
as being indicative of widespread vacancy and
abandonment.

Two time intervals were selected for analysis:
February 2000 to February 2006, and February
2006 to February 2009. The first period corresponds
with the housing boom years, and the second period
with the slowing of the boom into the foreclosure
crisis. Change for each time interval and each zip
code was calculated by subtracting the total count
of households at the end of each interval from
the count at the beginning.

Data Tabulation, Mapping, and Analysis
In addition to comparing national indicators of
household change between the two periods, each

dataset was separated into urban, suburban, and
rural areas. Urbanized Areas, as defined by the United

States Census, provided boundaries for our urban
areas. Areas between the Urbanized Area and the
Metropolitan Statistical Area boundary lines were

considered suburban, and areas outside of Metro-

politan Statistical Areas were considered rural.

For each of these regions and for both time

intervals, we analyzed the following factors for

both declining and gaining zip codes:

number of zip codes with a net decline or
gain in housing occupancy;

total square mileage within those zip codes;
total net housing loss (or gain) for all declining
(and gaining) zip codes; and

percentage of the total housing units lost

(or gained) in declining (or gaining) zip codes.

The data were also mapped in three categories

to display which zip codes were losing and gaining

housing units for each time interval. Zip codes that

had a net loss of 30 or more housing units were

mapped as “losing,” those that gained 30 or more

units were mapped as “gaining,” and those that

lost or gained up to 29 units were considered as

having no significant change.

Two measures of spatial autocorrelation—

Global Moran’s I and a Univariate Local Indica-

tor of Spatial Association (LISA)—were used to

explore spatial clustering of USPS’s housing

Closed loan
offices are
a sign of
the times
in Orlando,
Florida.
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TSI:I?TII-:‘I:I‘)’ Statistics for Zip Codes with a Net Decline in Housing Occupancy, 2000-2006

Total US Urban Suburban Rural
Total Count of Zip Codes 29,026 7,143 13,801 8,082
Square Miles 3,429,778 145,234 1,448,650 1,935,333
Number of Zip Codes with Declining Housing Occupancy 5,656 2,124 1,634 1,924
Percentage of Zip Codes with Declining Housing Occupancy 19.5% 29.7% 11.8% 23.8%

FIGURE 1
2000-2006 Household Delivery Change Analysis Map

Change in Housing Occupancy
by Zip Code

B Lost More Than 30 Units

Change Between -30 and 30 Units
¥ Gained More Than 30 Units
[] No Data

Data source for Figures 1-4:
USPS Housing Occupancy Data,
2000-2009.

Note: Some zipcodes were removed from
the analysis where data errors existed.
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unit occupancy change data and thus identify
broad areas that were impacted most severely. In
this analysis, the GeoDA software package was
used to run the Global Moran’s I and Univariate
LISA tests, with results shown only for zip code
clusters with significance at 0.01 for the Global
Moran’s I test and 0.05 for the LISA test.

Four possible results are derived from the
Univariate LISA test, in which “high change”
refers to an increase in housing occupancy of more
than 30 units in a zip code and “low change” refers
to a decrease of more than 30 housing units.

1. High-high clustering: high change zip codes
surrounded by high change zip codes

2. Low-low clustering: low change zip codes
surrounded by low change zip codes

3. Low-high clustering: low change zip codes
surrounded by high change zip codes

4. High-low clustering: high change zip codes
surrounded by low change zip codes

The high-high and low-low results indicate local
clustering, while the high-low and low-high results
indicate outliers or “islands” (Anselin 1995).

Findings
This analysis of the USPS occupied housing
dataset revealed a number of trends that provide
a spatial and statistical context for understanding
the foreclosure crisis and numerous paths for fur-
ther investigation. We had anticipated finding
significantly more zip codes with a decline in oc-
cupied housing in the 2006-2009 period than the
2000-2006 period. Though the latter period did
have 16.4 percent more declining zip codes than
the former period, this increase was not as high
as expected given the assumption of a boom
vs. bust comparison.

However, when the dataset was separated
into urban, suburban, and rural areas, much more
distinctive trends were evident (tables 1 and 2).



TABLE 2
Summary Statistics for Zip Codes with a Net Decline in Housing Occupancy, 2006-2009

Total US Urban Suburban Rural
Total Count of Zip Codes 28,670 6,949 13,340 8,474
Square Miles 3,400,981 139,771 1,390,027 1,884,710
Number of Zip Codes with Declining Housing Occupancy 6,586 2,084 2,333 2,189
Percentage of Zip Codes with Declining Housing Occupancy 22.9% 30.0% 17.4% 25.8%
Suburban areas registered 42.8 percent more de- FIGURE 3
clining zip codes in the latter (2,333) than the for- 2000-2006 LISA Analysis Map
mer period (1,634) and rural zip codes registered
13.8 percent more declining zip codes in the latter pd
(2,189) than in the former period (1,924), whereas iy . |
urban areas had only 1.9 percent fewer declining ' : ¥ '
zip codes in the latter period (2,084 versus 2,124). i
Figures 1 and 2 illustrate the occupied housing L 2
unit gains and losses during both periods. The 2006— ey A
. . D ' 1 * R 3
2009 interval was marked not only by an increase ¥ ul i ] g
in the size and number of declining (red) zip codes . als 'n
but a slowing of growth in many previously ex- o "-"l g
]
panding areas, as indicated by the increase in no- h o )
change (yellow) zip codes in previously expanding Cluster Type P =
regions. Decline also became more prevalent in M Low-Low ' N

new areas. The upper Midwestern states (Michigan,
Wisconsin, Northern Illinois, and Minnesota) and
the Sunbelt region (including Phoenix, Las Vegas,
Los Angeles, the San Francisco Bay Area, New
Orleans, and the outskirts of Florida’s coastal cities)
showed noticeable increases in declining zip codes.
In contrast, declines in the Great Plains, Missis-
sippi River corridor, western Pennsylvania, and
the Pacific Northwest were either less pronounced
or reversed in the latter period.

The results of the Global autocorrelation tests
indicated spatial clustering existed in the dataset.
Not surprisingly, the LISA analysis found declining
clusters prevalent in regions that had high percent-
ages of declining zip codes, generally in both inter-
vals (figures 3 and 4). However, it was surprising
that fewer low-low (declining) clusters were found
in the 20062009 period. The 2000-2006 period
shows low-low clusters, particularly in the Great
Plains states, the Mississippi River corridor, and
western New York and Pennsylvania. Despite
having more total declining zip codes, less low-
low clustering occurred in the 2006-2009 period.
However, clustering did occur in new territory
including the upper Midwest, South Florida,

New Orleans, the Southwest, and California.

Low-High

Cluster Type
B Low-Low
Low-High

Application of the Findings

Since completing the working paper on which this
article is based, its findings have influenced further
on-the-ground research. Widespread instances of
decline in metropolitan areas in the Sunbelt led to
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Housing Change

B Lost More
Than 30 Units

Change Between
—-30 and 30 Units

" Gained More
Than 30 Units

] Not in the
Urbanized Area

FIGURE 5
Phoenix: Household Delivery Change,
2006-2009

Data source for Figures 5-7:
USPS Household Delivery Data, 2006-2009.

more targeted research in cities shown to be among
those most severely impacted by the recession of
the late 2000s. Three cities are examined as case
studies by Hollander (2011): Phoenix, Orlando,
and Fresno (figures 5, 6, and 7).

In Phoenix, a fire-hot real estate market led
to widespread overbuilding of housing in recent
years. Developers converted farms in the Laveen
neighborhood into housing subdivisions, in some
cases finishing only half of them. In Orlando, in-
ner city neighborhoods that had experienced re-
birth in the mid-2000s are stricken by widespread
foreclosures today, leading to arson and high
vacancy levels. Many of the grand older houses
of Fresno are now overrun with weeds and decay
as demand for housing has plummeted in this cen-
ter of California’s agricultural industry. With jobs
scarce, people are fleeing former boomtowns and
leaving behind a new type of vacancy and aban-
donment. In these cities and others, entire blocks
that had been fully occupied now have half or
more of the housing stock unoccupied.

Additionally, the number of new declining zip
codes found in Metropolitan Statistical Areas in
this study raises more specific questions about how
the recent recession has impacted different parts
of the country. This finding challenges the belief
that urban cores are most prone to decline while
suburban growth will continue in perpetuity.

This shift in declining neighborhoods from
urban to suburban areas spurred another related
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FIGURE 6
Orlando: Household Delivery Change,
2006-2009

study that broke metropolitan regions down into

central cities, inner ring suburbs, and outer ring
suburbs (Zinder 2010). It used statistical metrics
to compare trends within those subsets of the
metropolitan region and added another round of
evidence that suburban decline is becoming more
pervasive in most regions of the country.

Zinder found more new declining zip codes in
all suburban regions during the recent recession
than in the previous period and determined that
outer ring suburbs sustained the largest increase
of new zip codes with a net decline in housing
occupancy. In contrast, the total number of declin-
ing zip codes in central cities decreased. This study
also provided additional support for the regional
trends reported here showing particularly deep
impacts in southwestern cities and outer ring
suburbs in the Midwest, South, and Northeast.

Concluding Remarks

The findings from this research effort indicate that
the face of declining cities and regions in America
has begun to change. Though many areas previ-
ously hit by economic downturns have continued
to feel their impacts, decline is no longer limited
primarily to older manufacturing towns, urban
cores, and declining rural farming communities.
Places that had prospered in more recent times,
including Sunbelt cities and remote suburbs, have
begun to see declines in occupied housing stock as
well and were, in fact, the places hit hardest by the



FIGURE 7
Fresno: Household Delivery Change,
2006-2009

fu

subprime lending crisis. It is important to note
that housing abandonment (i.e., a drop in occu-
pied housing unit density) is one manifestation

of neighborhood change, but it is only part of a
larger story of metropolitan growth and decline.
We focus here on those neighborhoods in decline,
but in the future we will be attuned to growing
neighborhoods as well.

Our research located some statistically signi-
ficant clusters of zip codes experiencing home
abandonment in recent years. The next question
to answer is: What social processes and factors
explain this clustering? In future phases of this
research, we plan to examine how changes in
occupied housing density have been dispersed
throughout major Census-defined Urbanized
Areas and begin to employ advanced multivariate
statistical techniques to understand the key attri-
butes associated with clusters of decline.

Should current trends persist in years to come,
planners and policy makers will need to be better
prepared, perhaps by looking to models adopted
by other communities to build upon existing assets
while embracing population decline. Understand-
ing these complex dynamics will help community
leaders come to terms with the challenges their cities
and regions face. This article provides an intro-
duction to a methodological approach to identify
these trends in nearly real time to help quantify
impacts on a given zip code, city, or region.
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The Municipal Fiscal Cisisand
Payments in Lieu of Taxes by Nonprofits

Daphne A. Kenyon and Adam H. Langley

unicipalities around the country face a
daunting fiscal crisis. Federal stimulus
assistance has expired, and many states
have made significant cuts in aid to

municipalities. Meanwhile property
values have declined 31 percent since their 2006
peak according to the S&P/Case-Shiller national
home price index.

It will take several years to know how this
historic decline will affect property tax revenues,
because changes in property tax bills significantly
lag changes in market values. However, cities faced
declines in general fund revenues of 2.5 percent
in 2009, and approximately 3.2 percent declines
in 2010 (Hoene 2009; Hoene and Pagano 2010).
Municipal responses to revenue shortfalls have
included making cuts to personnel (71 percent
of cities), delaying or cancelling capital projects
(68 percent), and making across the board cuts
(35 percent) (McFarland 2010).

To avoid further cuts, municipalities will need
to raise additional revenues. But with anti-tax sen-
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timent running high, many cities and
towns may try to avoid raising tax rates
and look instead to increased reliance
on fees and other alternative revenue
sources. One alternative that has at-
tracted the attention of many local ofhi-
cials recently is payments in lieu of taxes
(PILOTs) by nonprofit organizations.

PILOTs are voluntary payments
made by tax-exempt nonprofits as a
substitute for property taxes. These
payments typically result from nego-
tiations between local government
officials and individual nonprofits, but
the exact arrangements vary widely.
PILOTs can be formal, long-term
contracts, routine annual payments,
or irregular one-time payments. The
payments can go into a municipality’s general
fund, or be directed to a specific project or pro-
gram. PILOTs are most frequently made by
hospitals, colleges, and universities, but also by
nonprofit retirement homes, low-income housing
facilities, cultural institutions, fitness centers, and
churches. Some such payments are not even called
PILOTS, but are known as “voluntary contribu-
tions” or “service fees.”

Since 2000, PILOTs have been used in at least
117 municipalities in at least 18 states (Kenyon
and Langley 2010). These payments are concen-
trated in the Northeast, and especially in Massa-
chusetts where they have been made 1n 82 out
of 351 municipalities (figure 1). It is hard to make
definitive statements about trends in the use of
PILOTS, because there is no comprehensive source
that tracks them, but press accounts suggest grow-
ing interest in PILOTs since the early 1990s, with
a noticeable uptick in recent years. Major multi-
year agreements have recently been reached in
Pittsburgh and Baltimore; commissions have studied
PILOT5 in Boston, New Orleans, and Providence;
and many smaller municipalities have reached
new agreements with local charities.



FIGURE 1
States with Municipalities Collecting PILOTs (2000-2010)

The Revenue Potential of PILOTs

The revenue potential of PILOTS varies across
municipalities because of large differences in the
mmpact of the charitable property tax exemption
on their tax bases. Figure 2 shows that in 23 large
U.S. cities the value of tax-exempt nonprofit prop-
erty as a share of total property value ranged from
10.8 percent in Philadelphia to 1.9 percent in
Memphis and El Paso. Similarly, a fiscal year 2003
study of 351 municipalities in Massachusetts found
that if the tax exemption for charitable and educa-
tional nonprofits were removed, these organizations
would account for more than 10 percent of the
property tax levy in 18 municipalities and between
2.5 and 10 percent in another 68, but less than

1 percent of the tax levy in 179 municipalities
(McArdle and Demirai 2004).

Since nonprofit property tends to be highly
concentrated in a relatively small number of
municipalities, especially central cities and college
towns, PILOTs have the potential to be a very
important revenue source for some municipalities,
even if they are unlikely to play a significant role
in financing local government in the majority of
cities and towns. Table 1 looks at PILOTS in ten
municipalities where they rarely account for more
than 1 percent of total revenues, but the dollar
figures are often significant.

The mmpact of the charitable property tax ex-
emption on municipal budgets also depends on the

FIGURE 2

W 80+ Municipalities with PILOTs
B 4-8 Municipalities with PILOTs
[ 2-3 Municipalities with PILOTs
[] 1 Municipality with PILOTs

[] O Municipalities with PILOTs

Source: Authors’ research.

Estimated Value of Exempt Property Owned by Nonprofits

as a Percent of Total Property Value

Philadelphia
Boston
Baltimore
New York City
Denver
Columbus, OH
Portland, OR
Fort Worth
Charlotte

San Francisco
Jacksonville, FL
Seattle
Washington, DC
Houston

San Jose

Los Angeles
Dallas

San Diego
Nashville
Phoenix
Tucson
Memphis

El Paso

APRIL 2011

Note: These statistics should
be viewed as rough estimates.
Policy makers should exercise
caution when drawing conclu-
sions from these data, because
the quality of assessments of
exempt property is wide-ranging
and often unreliable.

Source: Lipman (2006).

2% 4% 6% 8% 10%
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degree of reliance on property taxes as a revenue
source. Local governments with a heavier reliance
on sales and excise taxes, user fees, or state aid are
in a better position to deal with forgone property
tax revenues through those other sources.

Collaboration on PILOT Agreements
In seeking PILOT agreements, local officials
sometimes resort to adversarial pressure tactics,
which can backfire and jeopardize important rela-
tionships between municipalities and nonprofits.
A more collaborative approach is usually more
successful when local officials work to build genu-
ine support among nonprofits for a PILOT pro-
gram that is rooted in shared interests and mutual
dependence for each other’s long-term success.
Many large nonprofits like hospitals and univ-
ersities are quite immobile, and other smaller non-
profits may be committed to serving their local
communities even if they could relocate with
relative ease. The long-term success of these orga-
nizations depends on the municipality’s success.
Because population loss, crime, and crumbling in-
frastructure can imperil a nonprofit’s future, having
a local government with the capacity to provide
quality public services is in its own self-interest.
Similarly, nonprofits are often major employers
and provide services and activities that attract
people to a city and improve the quality of life
for local residents. Thus, the success of these
organizations 1s also crucial for a municipality’s
future. Even if the nonprofits are tax-exempt, their
presence can significantly expand the local tax

FEATURE The Municipal Fiscal Crisis and Payments in Lieu of Taxes by Nonprofits

base by attracting businesses and homeowners.

Recognition of these shared interests by both
sides is crucial to reaching sustainable PILOT
agreements. Private conversations between high-
ranking municipal and nonprofit officials can help
break down barriers that sometimes block PILOTs.
To make the case for PILOTs, municipalities often
appeal to the nonprofits’ sense of fairness and
community responsibility—arguing that it is fair
for nonprofits to pay for the cost of public services
they consume, and that a contribution will directly
benefit the community.

These conversations should also touch on what
the nonprofits need for their future success. In
practice, municipalities are often most successful in
obtaining PILOTs when nonprofits need something
from the local government, such as building per-
mits or zoning changes. The quid pro quo nature
of these agreements is often viewed negatively—
as a form of extortion or special treatment. How-
ever, accommodating these requests is often in a
municipality’s own interest.

For major nonprofit development projects, a
shortened approval process with less red tape can
cut overall costs significantly, and such discussions
can result in more creative arrangements. For ex-
ample, as part of a 20-year PILOT agreement with
Clark University, the City of Worcester, Massachu-
setts agreed to work with the university to convert
a short section of a street into a pedestrian area.

When local officials use more aggressive tactics
to obtain PILOTS, such as trying to shame non-

profits into making payments or threatening to

Ell.g(;'lla' éontributions to City Revenues in Selected Cities

PILOT Revenue PILOT Revenue Generated as
City Generated ($) City Budget ($) Year a Share of Total Budget (%)
Baltimore, MD 5,400,000 2,935,976,521 Fy2011 0.18
Boston, MA 15,685,743 2,380,000,000 FY2009 0.66
Bristol, RI 181,852 43,846,275 Fy2011 0.41
Butler, PA 15,000 8,442,098 FY2010 0.18
Cambridge, MA 4,508,000 466,749,012 FY2008 0.97
Lebanon, NH 1,280,085 42,312,510 FY2010 3.03
Minneapolis, MN 158,962 1,400,000,000 FY2009 0.01
New Haven, CT 7,500,000 648,585,765 FY2010 1.16
Pittsburgh, PA 2,800,000 507,797,100 FY2011 0.55
Providence, RI 3,686,701 444 544,123 FY2010 0.83

Source: Authors’ research.
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challenge their tax-exempt status in court, the or-
ganizations may become defensive and less willing
to cooperate. Charitable nonprofits have a strong
record of defending their property tax exemptions,
so such divisive tactics are likely to leave a munici-
pality with no PILOT, potentially significant legal
fees, and a damaged reputation.

Problems with PILOTs
PILOTs have the potential to provide crucial rev-
enue for municipalities with large nonprofit sectors,
but there are many problems with these payments
compared to more conventional taxes and fees.
First, at the same time that municipalities face
a fiscal crisis caused by the recession, nonprofits
face their own fiscal crisis due to declining endow-
ment values and donations. In addition, govern-
ment contracts—a major funding source for health
and human service nonprofits—were cut, and some
government entities are delaying contracts or pay-
ments. A 2009 survey found that 80 percent of
nonprofit organizations were experiencing fiscal
stress in the wake of the recession (Center for Civil
Society Studies 2009). To nonprofits facing uncer-
tain financial futures, it appears unfair for local
governments to begin requesting PILOTs at this
time (National Council of Nonprofits 2010).
Second, some degree of horizontal and vertical
inequity in PILOT programs is almost inevitable,
because their voluntary nature means there is no
way to ensure that nonprofits with similar property
values make comparable PILOTs. For example,
even with Boston’s long-standing PILOT program,
the four largest universities in the city made very
different contributions in fiscal year 2009. Boston
University paid $4,892,138 (8.53 percent of what
it would pay in property taxes if taxable); Harvard
University paid $1,996,977 (4.99 percent); Boston
College paid $293,251 (1.92 percent); and North-
eastern University paid only $30,571 (0.08 percent).
Third, PILOTs are a limited and frequently
unreliable revenue source, rarely accounting for
more than 1 percent of total revenues. This limited
revenue potential must be weighed against some
potentially significant costs associated with reach-
ing PILOT agreements, such as upfront adminis-
trative costs, time spent by high-ranking officials
negotiating agreements, or costs to obtain accurate
assessments of exempt properties. PILOTs can
also be an unreliable revenue source from one year

to the next if they rely on short-term agreements.

Finally, the process used to reach PILOT agree-
ments is often contentious and secretive, with con-
tributions determined in an ad hoc manner lacking
objective criteria. A collaborative approach can
make PILOT requests less controversial, but reli-
ance on private conversations also makes the

process less transparent.

Systematic Programs to Mitigate Problems
Many of these problems with PILOTs can be miti-
gated if municipalities set up a systematic program
that does not rely solely on case-by-case negotiation,
especially for municipalities with a large number
of nonprofits. A framework that applies to all orga-
nizations can provide guidance and bring consis-
tency to the negotiations with individual nonprofits.
The recommendations of Boston’s PILOT Task
Force provide a concrete example (box 1).

Municipalities interested in establishing a
systematic PILOT program should consider the
following features.

Use a threshold level of property value
or annual revenues to determine which
nonprofits to include in the PILOT program.
Excluding from PILOT requests certain types of
nonprofits, such as religious organizations or small
social service providers, may be a popular notion,
but it can result in arbitrarily targeting some non-
profits while ignoring others. A more systematic
policy with a threshold approach is easy to admin-
ister and will exclude only those nonprofits that do
not meet the financial threshold to make significant
contributions, rather than favor some organizations
based on the nature of their activities.

Set a target for contributions that is
Justified. Instead of reaching an arbitrary dollar
figure in negotiations, a target that applies to all
nonprofits in the program can reduce horizontal
inequities and may raise more revenue by creating
the expectation for a certain contribution. For ex-
ample, the target can be justified by estimating the
cost of local public services that directly benefit
nonprofits, such as police and fire protection and
street maintenance.

Use a basis to calculate suggested pay-
ments. Using a basis with the rate set to reach the
target contribution will also promote consistency.
The fairest basis 1s the assessed value of exempt
property, because the PILOT request will be pro-
portional to the tax savings each organization re-
ceives from the property tax exemption. However,
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BOX 1

Recent Municipal Initiatives on PILOTs

Baltimore, Maryland: The city reached a $20 million six-year PILOT
agreement with hospitals and universities in June 2010, with $5.4
million to be paid in each of the first two years. In return, the city
dropped a proposed $350 fee per dorm and hospital bed, and
protected hospitals and universities from increases in telecommu-
nications and energy tax rates over the next six years (Walker and
Scharper 2010).

Boston, Massachusetts: Beginning in January 2009, a task force
of representatives from nonprofits, city government, business, labor,
and the community met with a goal of making the city’s existing
PILOT program more consistent. The final report has recommen-
dations on key features of a systematic PILOT program: only non-
profits with property values exceeding a $15 million threshold are
included in the program; the target PILOT for each institution is
equal to 25 percent of what it would pay in property taxes, because
roughly one-quarter of the city’s budget is devoted to core public
services that benefit nonprofits; assessed value is used as a basis
for the payments; and guidelines determine which types of services
will count for community benefit offsets (City of Boston 2010).

New Orleans, Louisiana: A Tax Fairness Commission has been
tasked with recommending changes to make the city’s tax system
fairer and to broaden the tax base. While the commission may con-
sider PILOTSs, it is particularly interested in narrowing the nonprofit
property tax exemption (Nolan 2011). Louisiana has a very broad
charitable exemption compared to most states, with all properties
owned by eligible institutions exempt from taxation regardless

of use, including those not typically tax-exempt such as fraternal
organizations, labor unions, and trade associations (Bureau of
Government Research 1999).

Providence, Rhode Island: The mayor and city council members
sought to increase the amount of PILOTs from the city’s four colleges
and universities, but the Commission to Study Tax-Exempt Institu-
tions (2010) recommended against renegotiating the 20-year $48
million PILOT agreement reached in 2003. Instead the commission
recommended that the city should focus on forming partnerships
with local nonprofits to foster economic growth, and the state
should provide full funding of its PILOT program and provide Provi-
dence with a share of new income and sales tax revenues that
result from nonprofit expansion.
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municipalities that want to avoid having to accu-
rately assess tax-exempt properties can use another
basis, such as the square footage of property or
the organization’s annual revenues.

Include community benefit offsets,
so nonprofits can reduce their target cash
PILOT: in return for providing certain
public services for local residents. Charita-
ble nonprofits are typically more willing to provide
in-kind services than to make PILOTs, and are well
positioned to leverage their existing expertise and
resources to provide needed services. For example,
nonprofit hospitals can set up free health clinics,
and universities can establish after-school tutoring
programs. Local officials should be clear and con-
sistent about which services are most needed by
local residents and will count for community ben-
efit offsets, and should rely on nonprofits to estimate
the cash value of these donated in-kind services.

Reach long-term PILOT agreements.
Both municipalities and nonprofits are better
off with a long-term approach that allows them
to build predictable payments into their respective
budgets. Additionally, because PILOT requests
can require considerable time to negotiate, both
parties will benefit from reaching an agreement
and then moving on to focus on their primary mis-
sions and perhaps other partnerships to serve the
community. Several municipalities have 20- or

30-year PILOT agreements in place.

Alternatives to PILOTs

Given some of the common problems with PILOT;,
municipalities with large nonprofit sectors that face
revenue shortfalls may want to consider alternative
revenue-raising measures.

Increase reliance on traditional user fees
or special assessments. This alternative may
be the most palatable in the current anti-tax climate.
One consideration favoring this option is that non-
profits are typically not exempt from these charges,
so increasing reliance on such sources will obtain
revenue from a broad group of entities, including
tax-exempt nonprofits. For example, a municipality
could finance garbage collection through a fee in-
stead of the property tax, or use special assessments
to pay for sewer hookups in new subdivisions.

Establish municipal service fees. Some
municipalities have carved out specific services that
are normally funded through property taxes and
mstead charged nonprofits a fee for the service.



These fees may or may not be assessed solely against
tax-exempt nonprofits, and they often use a basis
for the payments related to the size of the property
rather than the assessed value. For example, Roch-
ester, New York, has a local works charge to fund
snowplowing and street repair. It is applied to both
taxable and tax-exempt organizations using the
property’s street frontage as the basis. Minneapolis,
Minnesota, has a street maintenance fee that also
uses square footage as the basis, but is only charged
to nongovernmental tax-exempt properties.

Develop agreements for needed services.
Local officials can decide not to pursue cash PILOTS,
but instead develop formal partnerships with non-
profits to provide specific services for local residents
or work together to foster economic development.
Direct provision of needed services, sometimes
known as services in lieu of taxes or SILOTs, will
help the fiscal situation of the municipality in the
short run, while joint efforts to foster economic
development can have significant long-run benefits.

Expand the tax options for municipalities.
This final alternative would require a change in
state law in many instances. Some municipalities
across the country have the ability to levy sales tax-
es, special excise taxes such as hotel taxes, income
taxes, or payroll taxes. But most cities in the North-
east do not have these alternative tax sources, and
are especially reliant on the property tax, which
can be problematic if the tax-exempt sector is
large or growing rapidly.

Conclusion
PILOTs have the potential to provide crucial rev-
enue for municipalities that have a significant share
of total property value owned by tax-exempt non-
profits, both as a stop-gap in the current municipal
fiscal crisis and in the future. However, PILOTs
rarely account for more than 1 or 2 percent of
municipal revenues, so expecting these payments
to eliminate local government deficits is unrealistic.
Furthermore, singling out nonprofits to help ad-
dress a municipal fiscal crisis is unfair since they
face their own challenges due to the recent recession.
Local officials who do want to pursue PILOT
agreements must tread carefully if they want to
avoid some common pitfalls. First, PILOT requests
can be highly contentious when local officials resort
to heavy-handed pressure tactics to reach agree-
ments. It is preferable for local officials to work
collaboratively with nonprofit leaders to craft

PILOT agreements that serve their mutual inter-
ests. Second, the voluntary nature of PILOTs
limits the revenue potential of these agreements,
results in inconsistent treatment of nonprofits,
and leads to other problems. Municipalities with
a large number of nonprofits can mitigate these
problems by establishing a systematic PILOT pro-
gram to provide guidance and bring consistency
to their negotiations with individual nonprofits. L
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Betterment Levy in Colombia

Relevance, Procedures, and Social Acceptability

Architectural
rendering of
the renovation
of Alfonso
Lopez Plaza

in Manizales

Oscar Borrero Ochoa

he betterment levy or special assessment
(as 1t is known in the United States) is a
“compulsory charge imposed by a gov-
ernment on the owners of a selected
group of properties to defray, in whole
or in part, the cost of a specific improvement or
services that 1s presumed to be of general benefit
to the public and of special benefit to the owners of
such properties” IAAO 1997, 10-11). In Colombia
this levy, called Contribucidn de Valorizacion (CV),
has been collected since 1921.

The betterment levy is addressed in the legisla-
tion of most Latin American countries, although
its implementation often meets resistance. The
main arguments against it claim it is impractical,
technically cumbersome, beyond local capacity to
implement, and unpopular. Colombia’s experience,
however, seems to contradict these allegations,
suggesting that the resistance is grounded more
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on prejudice, ideology., or lack of information This
mstrument not only has a long history of continued
(albeit irregular) application, but also a record of
raising substantive revenues to fund public works.

Bogota currently has about $1 billion worth of
investment in public works from this levy, and eight
other smaller cities combined have another $1 bil-
lion. More importantly, based on recent levies on
1.5 million properties in Bogota, its collection has
been generally accepted by taxpayers with rela-
tively low default rates—in fact lower than for the
property tax. Although its legitimacy is not ques-
tioned, even among the business community, con-
troversies continue over how the charge is assessed
and distributed among properties. This raises an
interesting question: Why, in spite of its technical
shortcomings, is the betterment levy well-accepted
by society at large?

In spite of its relevance, there is very little liter-
ature available about this instrument in Colombia
and in the rest of Latin America (Fernandes 1981;
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Bustamante 1996; Manon and Macon 1977).

To fill this gap, my colleagues and I carried out

a study of the methods used to assess the levy in
Bogot4 and Manizales—two cities that exemplify
different assessment models used in Colombia
(Borrero et al. 2011). This article summarizes the
main findings of the study and, we hope, may be
useful to other cities interested in applying better-
ment levies to finance urban development.

In Colombia the betterment levy has played a
significant role in financing public works and has
been a major contributor to municipal revenues,
although collections have fluctuated over time. In
the late 1960s, they accounted for 16 percent of
total revenues in Bogota and 45 percent of revenues
in Medellin. In the beginning of the 1980s, the
levy accounted for 30 percent of revenues in Cali,
and in 1993 it represented 24 percent of revenues
in Bogota. Since 2000, the levy has been used
more intensively in Bogota, Medellin, Cali, Man-
izales, Bucaramanga, Barranquilla, and most other
cities with a population of more than 300,000.

We chose to study Bogota and Manizales be-
cause these cities have used this instrument during
the past 20 years to finance many roads and urban
services. Each city developed its own distinct meth-
odology, and has had ample experience advising
other cities. For instance, Cali and Barranquilla
have started collecting the levy for road construc-
tion using the Bogota model, while Bucaramanga
and Pereira have followed the Manizales model
(also known as the Medellin model). Both approaches
are legal in Colombia, but the methodology and
focus used to allocate the levy are very different.

Colombian law stipulates three parameters
used to calculate the betterment levy: (1) the cost
of the construction project; (2) the value added
to properties that can be attributed to the project;
and (3) the affordability of the levy (i.e., the capac-
ity of the property owners to pay). Law Decree
1604 of 1966 states that the upper bound of the
levy 1s the lowest value among these parameters.
For example, in Manizales one of the projects
had small values added that were considerably
less than the project cost; yet the levy was assessed
based on the value added. The only city that does
not comply with this norm is Bogota, where the
levy equals the cost of the project.

The Bogota model uses a series of factors to
represent the local benefit of the project in order
to assess the levy, taking into account the payment

capacity of the property owners and the different
benefit levels. These factors include considerations
such as improved mobility and welfare, but do not
quantify the specific value added to the property
by the project. On the other hand, the Medellin
model applied in Manizales calculates the value
added to the property by the project using a dual
appraisal method, and then distributes the levy
among the property owners by taking into account
their capacity to pay. Thus, the Bogota model 1s
similar to a general tax to finance public works,
while the Medellin model is closer to the concept
of value capture contribution to fund public works
(Act 388 of 1997, Article 87; Doebele 1998).

The Experience of Bogota

Bogota, the capital of Colombia, is a city of 7.5
million people with an area of 1,587 square kilo-
meters (613 square miles) on a flat savannah of the
Andes mountain range. The administration of the
betterment levy is the responsibility of the Urban
Development Institute (Instituto de Desarrollo Urbano,
or IDU), which is also in charge of identifying the
main road construction projects to be financed by
the levy. The levy is assessed on all properties af-
fected by a given project (or set of projects) and is
calculated by multiplying different benefit factors.
Examples of recent projects with considerable
revenues from the levy are shown in table 1.

Area of Influence

In order to collect a betterment levy, the IDU de-
fines the area of influence, that is, the area where
the road construction project will provide benefits.
The criteria used to establish the areas of influence
and the level of benefit include proximity and
accessibility to the project—which affords greater
use of the road and thus increases property values
—as measured by the project impact on the as-
sessed value and the economic conditions of the
real estate properties in the area.

To reduce the average amount of the levy, an
effort is made to include the largest possible num-
ber of lots within the area of influence. When the
levy finances multiple projects, the boundaries of
the entire area of influence are defined by super-
imposing the individual areas of each project and
adjusting them to account for the complementary
effects of the benefits from the combined set of
projects (Borrero et al. 2011, 22).
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TABLE 1
Betterment Levy Collections in Bogota

Amount

Approval | Collection Collected
Projects Date Date (US$ million)*
General Betterment 1993 1993 106.2
Build the City (Formar Ciudad) Phase 1 1995 1996-1998 351.9
Build the City (Formar Ciudad) Phase 2 2001 2002 55.9
Agreement 180 Local Betterment 2005 2007-2010 260.2
Phase 1
Local Betterment Phase 2 2005 2009 265.7
Local Betterment Phase 3 2005 2012 262.12
Local Betterment Phase 4 2005 2015 85.52

1 Colombian pesos converted at the 2009 average exchange rate US$1 = 2,000 pesos.

2 Expected amount to be collected.

Source: Urban Development Institute (http://www.idu.gov.co/web/guest/valorizacion_ac_recaudo).

IR:E::;EntzProjects in Manizales Financed with Betterment Levies
Total amount assessed US$24.6 million*

Number of lots 69,466

Number of payments in advance 52,089 (75 percent of the total)
Total expected revenue US$21.9 million

BT ST CRILEE 0 (79 percenlisofjt-gfa:licl)lliﬁg expected)

1 Colombian pesos converted at the 2011 average exchange rate US$1 = 1,900 pesos.

Source: Instituto de Valorizacion de Manizales (INVAMA, www.invama.gov.co).
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Measuring Project Benefits
The benefits resulting from the project or set
of projects are calculated by city zone, taking into
account benefit factors defined for each project.
Using the example of a recent road project, the
benefit factors are: (1) greater mobility, which
translates into greater transit speeds, lower transit
time, lower operating costs, and higher quality
of life; (2) general urban planning benefits as the
project normalizes the road network and rational-
izes the use of public space; (3) changes generated
in land use and stimulation of productive and
commercial activities; (4) greater market value
of nearby real estate properties; (5) integration
of the project into the urban structure of the city;
(6) optimization of circulation and mobility; and
(7) recovery of deteriorated or depressed areas
(Borrero et al. 2011, 84).

Once the benefits of the project are defined
and its cost estimated, the distribution of the levy

takes into account additional factors: the type of
land use, density, degree of benefit allocated to each
lot, and the payment capacity of the property
owners as measured by household quality of life
surveys. The Bogota model is criticized primarily
because the calculation of the project benefit does
not measure the value added to the properties
directly, but instead relies mostly on these indirect
indicators.

The Experience of Manizales

Manizales is a city of 400,000 people located west
of Bogotd, at the center of the coffee producing
region. Its topography is mountainous, which im-
plies high engineering costs. The city has exten-
sive experience with road development and urban
renewal financed with betterment levies, but it uses
a different methodology from that in Bogota and
it requires a more detailed description. The inst-
tution that administers the levy with full authority
delegated by the city legislature is the Instituto de
Valorizacion de Manizales INVAMA).

Opver the past three years, Manizales has
financed four major road and urban development
projects with the levy: renewal of the Alfonso
Lopez Plaza; paving of Alférez Real road; reno-
vation of Paseo de los Estudiantes; and develop-
ment of the Eastern Area road network. All of
these projects were funded by a single levy assessed
on 80 percent of the city’s properties, and collec-
tions amounted to US$24.6 million (table 2).

Measuring Project Benefits
Manizales applies the dual appraisal method to
measure benefits—a methodology used for many
years in Medellin, Bucaramanga, and other cities.
This method identifies cadastre valuations for real
estate properties in a second area comparable 1n its
characteristics to the area affected by the designat-
ed projects. The assumption is that land values will
behave similarly in both areas. Experts make an
initial appraisal of a sample of properties in the
area of influence of the proposed project to deter-
mine the present market values. To estimate the
land values after the project is finished, they ap-
praise the market values in the comparison area.
This method is based on information about the
increase in value or benefit generated by previous
infrastructure projects, referred to as ex-post evalu-
ation. The City of Manizales initiated an ex-post
analysis of the projects executed in past years to
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examine the value added to the land, but few other
cities that collect betterment levies have done so.

The initial appraisal is intended to create a map
of land prices (isoprices map) before construction,
and the second appraisal determines the added
value hypothetically generated by the new infra-
structure project in the area. The lot or area where
the “maximum added value” occurs (known as the
“focal point”) is analyzed in detail to calculate the
maximum percentage increase in value.

Critical Steps in the Dual Appraisal
Method

1. Define the area of wnfluence. This area is based
on the improved mobility enabled by the road or
infrastructure project, and its definition is similar
to that used in Bogota.

2. Calculate the benefit and generate an isoprices map
based on a sample of properties. The criteria to mea-
sure distances and road networks are established
within an initial zone defined as broadly as possi-
ble. A sample of lots is taken, representing the pre-
dominant, nonspecific features of the properties in
the zone. Information collected on this sample is

Public works

Stadium in
Manizales.
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used to generate a map of land values before the
project is constructed. The sample size is calculat-
ed statistically. For medium-size cities experts ap-
praise between 100 and 200 properties, depending
on the size of the area of influence and its hetero-
geneity. A second map of isoprices is then devel-
oped with the new expected property values, and
a third map plots the differences in isoprices be-
tween the first and second map. This third map

is used to distribute the betterment levy.

3. Estimale the benefil. To determine the added
value or benefit accruing to a lot, an interdisciplin-
ary team of experienced professionals carries out
several studies: an economic study to define the
mathematical formulas that qualify the parameters
for the value-added criteria; a road network study
to qualify and quantify the benefit, measured as a
reduction in travel distance for the population in
the affected neighborhoods; an urban study to
measure the potential for different land uses in
the area; and a real estate study to compare and
quantify the level of benefit in specific areas.

4. Allocate the benefit. Fach of the following
factors is given a weight (shown in parenthesis):
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TABLE 3

FEATURE Betterment Levy in Colombia

Perceptions of INVAMA'’s Role in Managing Public Works Projects Financed by Betterment Levies in Manizales

Eastern Area

Alfonso Lopez Plaza

Yes (%) No (%) Yes (%) No (%)
Do you think that the project for which you paid, or are paying,
a betterment levy, has given you, or will give you, a benefit? 94.7 53 94.3 5.7
Do you think that the value you paid or are paying for the levy 83.0 17.0 83.7 16.4
was, or is, adequate? ’ ' ’ ’
Do you think that the projects executed by INVAMA have
contributed to the city’s development? 98.9 11 99.2 0.8
Po you think th_at the betterment levy system is a valid tool to 95.0 5.0 95.1 4.9
implement public works?
Are you completely satisfied with the projects being built, and
those already executed by INVAMA? 97.8 2.2 97.8 2.2

How would you qualify the job of INVAMA as a manager
of public works projects using the betterment levy system?

Eastern Area

Alfonso Lopez Plaza

Excellent (%) 421 28.9
Good (%) 49.4 64.3
Fair (%) 5.3 4.1
Bad (%) 0.8 0.3
Don’t know/Don’t answer (%) 2.0 2.5
Sample Size 359 people 367 people

Source: Borrero et al. (2010, chapter 4).

potential change of use, which generates the most
added value even though it affects a small number
of lots (40 percent); improved access to higher
value areas or commercial areas (20 percent); sav-
ings in commuting time is measured by reduction
of travel time in the city, clearly determining times
and distances (20 percent); and reduction in pollu-
tion or traffic congestion at specific areas where
these problems occur (20 percent).

5. Establish the level of benefit (focal point). As men-
tioned above, the area of highest betterment in the
entire area of influence, known as the focal point,
1s the lot or area that benefits most from the project,
because of the confluence of the most important
value-added factors. The expected added value is
then calculated for this lot and the corresponding
percentage is multiplied by the initial market value
of lot. With these values, one builds the added val-
ue or isopricing map for the entire area expected
to benefit from the project once it is finished. Ex-
post studies performed in several cities found that
road projects generate on average an actual added
land value of 10 to 15 percent within three years
following project completion. Assuming 15 percent
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incremental value for the lot with the highest
benefit, it follows that a lot with 70 percent benefit
has an expected added value of 10.5 percent.

0. Distribute the levy. Once the cost of the project
has been defined and its value-added impact has
been calculated, INVAMA proceeds to distribute
the levy within the area of influence using models
appropriate to the project. Manizales uses benefit
factors to distribute the levy, as do most cities in
Colombia. The method is based on defining a
“virtual area” obtained by multiplying weighted
factors given to property characteristics by the
level of benefit and the physical area of the lot.
Ciriteria to define benefit factors for distribution
purposes may vary, but the point of reference is
the total value of the property based on area of the
lot plus construction (Borrero et al. 2011, annex 2).

7. Determine affordability. The levy is assessed
by taking into account the capacity to pay of the
contributors, and therefore it may be allocated dif-
ferently depending on their socioeconomic level.
Affordability is based on data from household in-
come and expenditure surveys. Sometimes a com-
parative analysis is made between the betterment



levy and other charges, e.g. the relationship between
the levy and the utilities paid by the property owner,
or the relation between the levy and the property tax.

8. Set the collection period. In Manizales, Medellin
and Bucaramanga, the collection period generally
coincides with project execution. Other cities have
tried different approaches. In Cali, the most recent
betterment levy collection started before construc-
tion, but will extend for a long time following project
completion. Cities normally collect one betterment
levy in each mayoral term (4 years), but recent
projects in Bogota and Cali have longer collection
periods, extending over several terms.

The legal maximum collection term is five years
following project completion, but the most success-
ful experiences are completed in two years. Longer-
term collections are more difficult and pose the
risk of the municipality running into cash flow prob-
lems to finish the project. The betterment levy can
be collected as early as two years before the initia-
tion of construction, but that requires very efficient
cost estimates and expedient project execution. In
Bogota, a recent experience in collecting the levy
two years in advance of the construction start date
generated controversy because the project started
late and has progressed slowly. To avoid this prob-
lem, the proposed new Bogota Betterment Statute
stipulates that the levy shall be collected concomi-
tantly with project execution.

Perceived Legitimacy

The betterment levy has a lot of support among
city residents and property owners in Manizales,
as shown by high levels of satisfaction in a recent
survey (table 3). The levy was collected before the
projects began and 80 percent of the payments
were made in the first year of collections. This sur-
vey, taken after project completion, captures the
perceptions of citizens regarding the way INVAMA
managed two recent projects. Specifically, the re-
sults demonstrate a clear link between the benefit
and the willingness to pay the levy—a higher com-
pliance level than that of the property tax, even
though the levy is higher than the tax. This finding
contradicts the common believe that Latin Amer-
ican taxpayers have a culture of nonpayment. It
also attests to the high level of legitimacy among
the citizens and the good governance of the mu-
nicipality’s management of the betterment levy.

Concluding Remarks

Colombia’s experience with the betterment levy
during the past 70 years demonstrates that it is a
viable instrument to finance urban development
and 1s capable of raising substantial revenues, even
though the methodology to assess and distribute
the levy is complex and can be perfected. Among
the lessons to draw from that experience, the most
important is the clear link between the provision
of public benefits and the property owners’ willing-
ness to pay the levy. Success depends on the legiti-
macy of the project and the institutional capacity
and ethical standards of the agency administering
the levy. To generate trust among citizens, success
is also predicated on ensuring affordability, apply-
ing a fair distribution model, publicizing the social
value of the project, and promoting participation
during implementation. L
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Weidong Qu

How did you become associated with the Lincoln Institute of Land Policy?
WEIDONG QU: After returning to China in 2002 following my studies Germany, I took part
in a training seminar on urbanization and smart growth that was cohosted by the Lincoln
Institute and Renmin University. Then, in December 2003, I was invited by officials in the
City of Shenzhen to participate in an international symposium on property taxation orga-
nized by China’s State Administration of Taxation and the Lincoln Institute. At a later
conference on property taxation in Beijing in 2007, I met Joyce Yanyun Man, the director
of the Institute’s China Program and the Peking University—Lincoln Institute Center for
Urban Development and Land Policy, and she invited me to join the Center’s research
group to lead the property tax team.

Why s research on property taxation in China so important?
WEIDONG QU: China’s real estate market has developed rapidly over the past 30 years as
economic reforms have been introduced. At the same time, real estate—related taxes remain
relatively complicated, with a lack of distinction between taxes and fees, and widespread use
of administrative fees in place of taxes that may not otherwise have been approved by cen-
tral regulatory authorities. The steady increase in the use of taxes and fees has begun to
influence development costs in the residential housing sector, with the combined charges
estimated to account for 40 percent of total costs for new housing stock. This situation is a
growing source of criticism from both property developers and residents, who see this in-
crease in charges as one of the factors pushing China’s urban housing prices ever higher.

Another tax-related issue confronting the sustainable growth of China’s real estate sector
is the preference for levying taxes and fees on the developer rather than the ultimate owner.
To date, China has not established a property tax system, and taxes and fees levied on
property owners remain comparatively low, which has contributed to overinvestment and
speculation in the property market.

In addition, due to China’s centralized tax system and the lack of a stable local revenue
source such as a property tax, local governments have become heavily dependent on reve-
nues from land transfer fees to fund public expenditures and infrastructure investments.
According to China’s Ministry of Land and Resources, during the 11th Five-year Plan (2006
2010), more than 33 million mu (more than 200 million acres) of land was transferred by
local governments for development, generating revenues of 7 trillion renminbi (approximately
US$1.1 trillion). This land-based approach to public finance undermines economic stability
and puts pressure on land prices, with the potential to contribute to a real estate bubble.

What challenges differentiate property tax issues in China from the experience in the

United States, Europe, or other developed economies?
WEIDONG QU: Property tax levies in developed countries are generally based on an assessed
value, and most jurisdictions utilize computer-assisted mass appraisal (CAMA) systems to
administer their property taxes. At this time, however, none of the taxes or fees levied on
China’s real estate sector are based on an assessed value and, consequently, there is a critical
shortage of experienced assessors and officials. Most current assessors focus primarily on
individual properties, and they lack experience with mass appraisal techniques.

Administering a modern property tax also requires an integrated geographic and prop-
erty database. My research indicates that more than 90 percent of China’s cities do not yet
have such a property database, and many local governments cannot document the number
of parcels within their jurisdictions, or even the ownership of each parcel.

How does property taxation in China relate to the country’s rapid urban development and growth?
WEIDONG QU: According to a projection from the Chinese Academy of Social Sciences,
China’s rate of urbanization will be 52.28 percent in 2015, 57.67 percent in 2020, and 67.81
percent in 2030, after which the rate is expected to stabilize. This trend will produce a rapid
increase in the urban population and the need for significant expansion of basic infrastructure,
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such as schools and hospitals, as well as
more residential housing. Supplying land
for this new infrastructure will be an on-
going challenge and will eventually ren-
der China’s current land-based public
financing approach unsustainable.

How do you approach property
taxation in Clina through your own research?
WEIDONG QU: The first official mention
of property tax reform came in a report
from the third plenary session of the 16th
Central Committee of the Chinese Com-
munity Party in 2003. That report direct-
ed the government to “reform city and
village construction taxes and fees, and
levy a property tax on fixed assets when
the conditions are ready, including the
concomitant cancelation of overlapping
taxes.” This statement was one of the
major impetuses for the Lincoln Institute
to become involved with property tax
research in China and to collaborate with
the State Administration of Taxation in
Shenzhen, as well as the beginning of
my own work in the area.

With the central government’s sup-
port, policy makers selected six Chinese
cities to serve as initial property tax re-
form pilot cities for internal sample valua-
tions and research. The study was later
expanded to ten cities, including Beijing.
These pilots have built upon China’s on-
going stamp tax reform, which refers to a
value-based tax paid during the sale of a
property and has been invaluable in push-
ing jurisdictions to formulate their own
assessment standards. According to the
Ministry of Finance, China will transition
to an assessed-value standard for the
stamp tax by 2012, which will require
each jurisdiction to develop its own com-
puter-assisted mass appraisal system.

In my opinion, four key issues merit
research attention. First, it is important to
define what we mean in China by a prop-
erty tax, because considerable disagree-
ment exists among policy makers and
scholars about what such a tax should
include. Second, property databases re-
main incomplete or inaccurate, so it is
vital to conduct a national-scale survey
of housing stock and ownership. Without

this data, government agencies are unable
to assess property values for all parcels
within their jurisdictions or ensure that
property tax bills are mailed to the correct
property owner.

Third, further research into mass
appraisal theories and techniques is still
needed. Although China’s tax officials
have made progress in their knowledge
of the basic principles of mass appraisal,
they generally lack specialized real estate
training, and their limited understanding
threatens to lead to ill-informed policy
making. Fourth, before any progress
can be made, it is necessary to overcome
opposition from China’s political and
economic elites, who often own multiple
properties and have emerged as one of
the biggest obstacles to property tax re-
forms. Given the uncertainty as to the
final direction of property tax reform in
China, these interest groups have seen
delaying the imposition of a property
tax as their best strategy.

What challenges has the PRU-

Lincoln Center’s property tax demonstration
project sought to address?
WEIDONG QU: Since property tax reform
in China was first mentioned in 2003, the
Lincoln Institute has contributed to this
important issue by hosting training semi-
nars and international conferences on
property tax assessment and theory, along
with lessons from other international ex-
periences. The property tax demonstra-
tion project represents the logical next
step in the Institute’s work, with a goal of
identifying and addressing the practical
challenges of such reform. Many of these
challenges, such as the importance of
cross-ministerial information sharing and
CAMA valuation codes, are not the high-
profile issues focused on by officials, but
they are equally important in ensuring
the success of any property tax reform.

Specifically, the demonstration project
has focused on 18 properties on Financial
Street in western Beijing, the location
of the People’s Bank of China and the
headquarters of a number of other major
domestic and international financial com-
panies. We chose Financial Street because

it is one of the most developed districts in
Beijing; however, even in such a modern
area it took us several months to collect
all of the geographic, property, and ten-
ant information needed. This underscores
the importance of constructing standards
for data gathering and information shar-
ing among government agencies.

What are the biggest remaining
obstacles to implementing an effective residential
or commercial property tax in China?
WEIDONG QU: Assessing a property tax on
residential housing stock and on commer-
cial real estate are two separate issues in
China. As mentioned, many factors hin-
der the implementation of a property tax
on residential housing stock, including
the opposition of powerful interest groups
and the current lack of reliable property
transaction and ownership data. As in
most countries, citizens’ historic opposi-
tion to paying taxes on owner-occupied
property is also a challenge.

In terms of a property tax on com-
mercial real estate, the current consensus
is to leave the existing tax burden un-
changed by eliminating the present land
use fee and the rental-income and origi-
nal-value-based real estate taxes levied
on commercial property and then estab-
lishing a single assessed-value property
tax. This approach should not generate
the same opposition as that seen against
a residential property tax.

In my view, there are two key chal-
lenges remaining, The first is to revise
China’s existing laws related to taxes on
property and then to draft new legisla-
tion. The second challenge is the current
variety of commercial real estate and
the lack of consensus on what valuation
method should be used for each type.
The demonstration project conducted by
the PKU-Lincoln Center in 2009 focused
exclusively on top-grade commercial real
estate, such as office space, hotels, and
apartments. There remains a need for
further research on the best valuation
methods for property such as gas stations,
hospitals, shopping centers, and informal
shops in China. L
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New Lincoln Institute Book

Regional Planning in America: Practice and Prospect

e live in regions—territories
defined primarily by function
and only rarely by jurisdiction.

The places where we work, live, shop, rec-
reate, and socialize constitute a territory
that seldom corresponds to a single town
or city. Regional planning is concerned
less with the exercise of jurisdiction and
more with the search for new forms of
habitation based on a clear commitment
to advancing sustainability. Editors Ethan
Seltzer and Armando Carbonell invited
the other chapter contributors to assist a
new generation of planning practitioners
in understanding the roots and appli-
cations of regional planning in America
today, and the prospects for its practice in
the future.

Three central themes can be distilled
from the work presented in Regional Plan-
ning in America. First is the critical task of
defining the region—the initial necessity for all
regional planning practice to establish an
often complex set of overlapping attri-
butes and concerns. Next comes organizing
the region, because regional planners must
go beyond being generalists with a specialty
and become more like community orga-
nizers with a specialty. The third theme,
sustaining the region, is accomplished by re-
sponding directly to the institutional chal-
lenges of sponsoring and acting on region-
al plans at multiple levels of government
and through effective governance.

Regional planning, seen as both art and
science, is probably best viewed as craft
that is honed and understood through
practice and reflection. The chapters sug-
gest that future generations of regional
planners will need to be able to under-
stand local issues in a regional and global
context; adept at defining planning regions
based on functional planning problems;
capable of reaching across boundaries to
assess, identify, and act on common cause;
and able to navigate the currents of power
and create the lasting relationships and in-
stitutions that are needed to perform and
implement plans.
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IN AMERIC,

Regional Planning in America:
Practice and Prospect

Edited by Ethan Seltzer and
Armando Carbonell

2011 / 296 pages / Paper / $35.00
ISBN: 978-1-55844-215-3

Ordering Information
Contact Lincoln Institute at
www.lincolninst.edu

The editors call for a “region ethic”
that will advance the sustainability of the
regions on which our existence will de-
pend. As with Aldo Leopold’s land ethic,
the region ethic is a call to recognize the
central interdependencies that make our
inhabitation of cities and landscapes pos-
sible. We are optimistic about the future
role for regional planning in the United
States and expect to see more, not less, re-
gional activity in the coming decades.
Helping U.S. regional planning to evolve
will reward the best efforts of planning
practitioners, educators, and researchers.
Making the region ethic a tool for practice
is, perhaps, the first step.

The state of our world and the realities
of contemporary daily life make the case
for robust regional planning. With regional
planning practice in the United States set-
tling into a new century, and the challeng-
es that face communities and institutions
requiring boundary-crossing collaboration
like never before, it is time to assess what
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we know about regional planning practice
in anticipation of an approaching new era
of conscious regionalism. This book will
be of value to planners, decision makers,
and citizens confronting the need to plan
regionally, but looking for guidance and
mspiration for making that happen.

Contents

1. Planning Regions, Ethan Seltzer
and Armando Carbonell

2. Plan with Nature: The Legacy of
Tan McHarg, Frederick Steiner

3. A Region of One’s Own, Kathryn
A. Foster

4. Planning for Equity, Fighting for
Justice: Planners, Organizers, and the
Struggle for Metropolitan Inclusion,
Manuel Pastor and Chris Benner

5. Regional Planning on the Frontier,
Deborah E. Popper and Frank . Popper

6. Green Regions, Green Regionalism,
Timothy Beatley

7. Regional Planning for Sustainability
and Hegemony of Metropolitan
Regionalism, Gerrit-fan Knaap and
Rebecca Lewts

8. Engaging the Public and Commu-
nicating Successfully in Regional
Planning, John Fregonese and C. . Gabbe

9. Moving Forward: The Promise of
Megaregions and High-Speed Rail,
Robert D. Yaro

10. Regional Practice, Regional Prospect,
LEthan Seltzer and Armando Carbonell
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Ethan Seltzer is professor in the Toulan
School of Urban Studies and Planning, Cool-
lege of Urban and Public Affairs, at Port-
land State University in Portland, Oregon.
Contact: seltzere@pdx.edu

Armando Carbonell is senior fellow and
chair of the Department of Planning and
Urban Form at the Lincoln Institute of Land
Policy. Contact: acarbonell@lincolninst.edu



New Lincoln Institute Book

eveloping policies that will keep
climate change in check has be-
come a global priority, as increas-

ing greenhouse gas emissions contribute to
extreme weather patterns. If these emis-
sions remain unabated, changes in global
temperatures, sea level rise, and other envi-
ronmental impacts will have huge implica-
tions for human settlements and economic
activities.

The 2010 annual Land Policy Confer-
ence provided a forum for international
scholars and policy makers to discuss top-
ics including how energy and climate
change policies affect land resource alloca-
tion and land use planning; relationships
among urban form, transportation, and
CO, emissions; market-based approaches
to environmental conservation; and the
ability of governments at all levels to deal
with climate change and land management.

The chapters and commentaries in this
book summarize the presentations and dis-
cussions at the meeting. Five key insights
on the relationships between land policies
and climate change can be drawn from
them. First, predicting climate change im-
pacts in general, and the effects on land
use in particular, is fraught with uncertain-
ty and complications. Second, renewable
energy policy is bound to affect land use.
Third, in designing urban form and trans-
portation policy to reduce automobile use
and fuel consumption, population density
is not the only factor to consider. Fourth,
payment for environmental services seems
to be a promising approach, yet its success
will depend on transaction costs of valuing
the services, negotiation, and enforcement.
Finally, the environmental initiatives of dif-
ferent countries, international aid agencies,
and global environmental interest groups
need to be better coordinated to achieve the
desired outcomes of collective climate change
policy. Strong leadership is most critical.

Contents

Introduction

1. Land Policies in the Face of Climate
Change, Gregory K. Ingram, Yu-Hung Hong

Climate Change and Land Policies
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Climate Change and Land Policies
Edited by Gregory K. Ingram and
Yu-Hung Hong

2011 / 484 pages / Paper / $30.00
ISBN: 978-1-55844-217-7

Ordering information
Contact Lincoln Institute at
www.lincolninst.edu

Climate Change and Risk

Assessment

2. Preparing for Rising Water Along
U.S. Coastlines, Bruce Babbitt

3. Sea-Level Rise and Coastal Zone
Management, Robert . Nicholls

4. The Impact of Climate Change on
Land, Robert Mendelsohn

Climate Change Policies and

Land Use

5. Alternative Energy Sources and Land
Use, Clinton - Andrews, Lisa Dewey-Mattia,
Judd M. Schechtman, Mathias Mayr

6. Integrating Adaptation and Mitigation
in Local Climate Change Planning,
Elisabeth M. Hamin

Urban Form, Transportation,

and Emissions

7. Land Use and Vehicle Miles of
Travel in the Climate Change
Debate: Getting Smarter Than Your
Average Bear, Marlon G. Boarnet, Douglas
Houston, Gavin Ferguson, Steven Spears

8. The Decline in Transit-Sustaining
Densities in U.S. Cities, 1910-2000,
Shlomo Angel, Alejandro Blet, Jason Parent,
and Danzel A. Civco

9. Prediction of Transportation Out-
comes for LEED-ND Pilot Projects,
Reid Ewing, Colin Quinn-Hurst, Lauren
Brown, Meghan Bogaerts, Lawrence Frank,
Michael Greenwald, and Ming Zhang

10. Congestion Pricing: An Overview of
Experience and Impacts, Kiran Bhatt

Market Approaches to

Environmental Conservation

11. Changing Land Uses in Forestry and
Agriculture Through Payments for
Environmental Services, Sven Wunder,
Jan Borner

12. Capturing Economic Rents to Pay
for Cionservation of Sensitive Sites,
John A. Dixon

13. Do U.S. Policy Makers Have Better
Alternatives to Cap and Trade?, Ian
W. H. Parry, Roberton C. Williams III

Governance and

Environmental Policy

14. The Environment and Global Gover-
nance: Can the Global Community
Rise to the Challenge?, Uma Lele,
Aaron Zazueta, Benjamin Singer

15. American Federalism and Climate
Change: Policy Options and Public
Opinion, Barry G. Rabe, Christopher
P Borick

16. Climate Change and the Manage-
ment of National and State-Owned
Land in the United States,
Christopher McGrory Klyza

P ABOUT THE EDITORS

Gregory K. Ingram is president and CEO
of the Lincoln Institute of Land Policy and
cochair of the Department of International
Studies. Contact: gkingram@/lincolninst.edu

Yu-Hung Hong is a senior fellow at the
Lincoln Institute and a visiting assistant
professor at Massachusetts Institute of
Technology. Contact: hong@/lincolninst.edu
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PROGRAM calendar

Zeca Dastro e as Diretrizes
para o Cadastro Territorial
Multifinalitario

José K. Tastro y las Directrices

para el Catastro Territorial
Multifinalitario

Zeca Dastro and Guidelines
for the Multipurpose Territorial
Cadastre

his illustrated booklet provides a

user-friendly representation of typi-
cal situations that employees of Brazil’s
municipal cadastre departments con-
front in their efforts to implement new
land information systems that can meet
the demands of both the public and
private sectors. The text provides a sim-
plified interpretation of the country’s
2009 Guidelines for the Multipurpose
Territorial Cadastre (Diretrizes para
o Cadastro Territorial Multifinalitario).

The booklet was developed by Bra-
zil’s Ministry of Cities and the Lincoln
Institute of Land Policy, with support
from the Caixa Economica Federal, to
help orient residents of more than 5,000
local municipalities in cadastral man-
agement. It is available for free down-
loading from the Lincoln Institute Web
site in the original Portuguese edition
or in a Spanish translation.

2010 / Portuguese / 46 pages /
Code: guiacadPO
www.lincolninst.edu/ pubs

2010 / Spanish / 46 pages /
Code: guiacatSP
www.lincolninst.edu/ pubs

Courses and Conferences

he education programs listed here
I are offered as open enrollment

courses for diverse audiences of
elected and appointed officials, policy ad-
visers and analysts, taxation and assessing
officers, planning and development practi-
tioners, business and community leaders,
scholars and advanced students, and
concerned citizens.

For more information about the agenda,
faculty, and registration procedures, visit
the Lincoln Institute Web site at www.
lincolninst.edu/ education/ courses.asp.

MONDAY-FRIDAY, MAY 2-6

Medellin, Colombia

Legal Dimensions of Land Policy
Martim Smolka, Lincoln Institute of Land
Policy; Maria Mercedes Maldonado, National
University of Colombia; Antonio Azuela de

la Cueva, Autonomous University of México;
Sonia Rabello, University of the State of

Rio de Janeiro and Rio de Janeiro City
Council, Brazil

This course examines the role of legal
systems on land use planning, regulation
of land markets, and urban development
processes. It also reviews the most important
fundamentals, principles, and institutions
from a legal point of view and how they
support land policy. It combines concep-

tual aspects, a review of the Latin American
legal reforms, and the effects of alternative
policy and instruments on specific issues such
as public land acquisition, value capture,
or social housing. The course is offered in
collaboration with the Metropolitan Area
of the Aburra Valley and the Institute of
Urban Studies at the National University
of Colombia.

Lincoln Lectures

his annual lecture series highlights
I the work of scholars and practitio-

ners who are involved in research
and education programs sponsored by the
Lincoln Institute. The lectures are presented
at Lincoln House, 113 Brattle Street,
Cambridge, Massachusetts, beginning at
12 p.m. (lunch is provided). Consult the
Lincoln Institute Web site (www.lincolninst.
edu/news/ lectures.asp) for information about
other dates, speakers, and lecture topics.
The programs are free, but pre-registration
1s required. Go to the Web site or email
bburgess@lincolninst.edu to register.

WEDNESDAY, APRIL 6

Conserving Large Landscapes:
Stories from the West

Jamie Williams, Director of Landscape
Conservation, The Nature Conservancy

WORKING papers

ore than 710 working papers are
currently available for free down-
loading on the Lincoln Institute

Web site. Some papers by associates athili-
ated with the Institute’s Latin America
and China programs are also available
in Spanish, Portuguese, or Chinese. The
following papers that have been posted
since January 2011.

Oscar Borrero, Esperanza Duran,

Jorge Hernandez, and Magda Montafa
Evaluating the Practice of Betterment
Levies in Colombia: The Experience
of Bogota and Manizales

(also available in Spanish)

Evaluacién de las Practicas de Con-
tribucién de Mejoras en Colombia:
La Experiencia de Bogota y Manizales
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Peter W. Culp, Susan K. Culp,

and Dan Hunting

Building a Framework for Sustainable
Development: Legal Requirements
and Strategies for the Development
of Public Infrastructure on Arizona
State Trust Lands

Jeremy R. Groves

Estimating the Responsiveness

of Residential Capital Investment
to Property Tax Differentials

Joan Youngman

The Valuation of Federally Subsidized
Housing: Ten Questions for the
Property Tax



Houston, Texas Paris, France Accra, Ghana

Atlas of Urban Expansion

AN ONLINE DATABASE OF GLOBAL CITIES

Massive urbanization, accompanied by the rapid expansion of cities and metropolitan regions and the sprawling
growth of megacities around the world, is one of the most important transformations of our planet. Yet, much of this
explosive growth has been unplanned and cities in developing countries have been unprepared for absorbing the many
millions of the rural poor still crowding into informal settlements. These cities are expected to double their urban
population in the next thirty years, and possibly triple their land area.

While the great transformation into an urban society is largely completed in industrialized countries, there are grow-
ing concerns about continuing low-density sprawl and its deleterious environmental consequences—the effects on carbon
emissions, energy use, and the loss of prime agricultural lands. Urban expansion, in short, is now a global concern.

The Web-based Atlas of Urban Expansion provides the geographic data and quantita-
tive dimensions of urban expansion and its key attributes, focusing on 120 cities the
world over. The data and images are available for free downloading, for scholars, pub-
lic officials, planners, international development specialists, and concerned citizens.
The global empirical evidence presented here is critical for an intelligent discussion

Making Room for a Planet of Cities

of plans and policies to manage urban expansion everywhere.

This online atlas accompanies the Institute’s recent policy focus report Making Room
for a Planet of Cities, a comprehensive and original analysis of the conceptual frame-
work and quantitative dimensions of past, present, and future global urban land cov-
er. The report culminates in a proposed new “making room” paradigm to help cities

prepare for continued massive growth and expansion. Further analysis is available

in three related working papers: The Persistent Decline in Urban Densities; The

Fragmentation of Urban Footprints; and A Planet of Cities: Country Estimates and Projections of Urban Land Cover,
2000-2050. All of these publications are also available for free downloading on the Institute’'s Web site.

www.lincolninst.edu
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2011 Publications Catalog

The Lincoln Institute’s 2011 Publications catalog features
more than 100 books, policy focus reports, and multimedia
resources. These publications represent the work of Institute
faculty, fellows, and associates who are researching and
reporting on the following topics: property taxation, valua-
tion, and assessment; urban and regional planning; smart
growth; land conservation; housing and urban development;

and other land policy concerns in the United States, Latin
America, China, Europe, South Africa, and other areas
around the globe.

|

The complete

catalog is posted

on the Lincoln

seopEItY FREATION
PrILLLAL] y aeinlE any WY

Institute Web site.
To request a printed
copy of the catalog,
send your complete
mailing address to

help@lincolninst.edu.

www.lincolninst.edu




