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'DIRECTOR’S PREFACE

The govérnment of a large city represents a complex set of
social machinery, ‘The operations of that machinery, although
expensive, are an essential part of an orderly society; and the
financing of such operations is 2 major economic problem. An
adequate appraisal of the economic welfare of the Pittsburgh
district must comprehend an analysis of the financial basis of
public functions. This observation applies with particular force
to an analysis of the real estate tax in Pittsburgh because the
city tax, under the graded tax system, differs from that in the
other major American cities and because the importance of the
real estate tax in local governmental revenues is considerably
greater in Pittsburgh; than in the other large American cities,

The owners of real estate in Pittsburgh have in the past
three or four years become increasingly aware that the City’s
budget is dependent primarily on the real estate tax. No ready
solution to this problem is available, nor is one in prospect. Those
who are directly burdened with real estate taxes usually advance
one or both of the following proposals: first, that the cost of
government be reduced; second, that a large share of the tax
turden be shifted from real estate to other forms of %ealth or
sources of income. Such proposals, of course, should be given
full consideration. Reduction of public financial requirements,
however, cannot be accomplished by a simple bold stroke. In-
telligent public retrenchment involves a judicious weighing of
the necessity or the relative desirability of the various activities
for which public money is spent and due regard for the require-
ments to meet the public debt, On the other hand, it is by no
means easy for a local government to lighten the local burden
on real estate by tapping other sources of income, for the revenue
systems of the legally superior governmental units—the Federal



Government and the state government—Iimit very much the fruit-,
ful choices open to local governments. Essentially, then, the
local governments, after doing what they may to reduce revenue
requirements, are left with the necessity of doing the best they
can with the real estate tax.

The City of Pittsburgh, in common with most other cities
in 1934, is having difficulties with its budget. One step always
essential in such contingency is to take stock of the local revenue
system. The major analysis required in such stock-taking is the
analysis of the real estate tax. This monograph is intended as a
contribution on the character and the functioning of the real
estate tax in Pittsburgh,

Publication of this monograph is-part of a program in re-
gional economic research under an eight-year grant from The
Buhl Foundation, supplemented by the University of Pitts-
burgh, The-purpose of this program is to lay a basis for con-
structive action in the solution of economic problems con-
fronting the Pittsburgh district through objective analysis of
these problems,

RacrH J. WATKINS
Director

June 1934
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Introduction

Agitation for retrenchment in expenditures for local gov-
ernment is prevalent in good times; in depression, it is intense.
Usually the dominant note in such agitation is a2 demand for re-
duction of taxes on real estate. The reason for the outstanding
emphasis on this demand is that property taxes provide the
larger part of the revenues of local governmental units through-
out the country—and, in terms of yield, the property tax is
mainly a real estate tax.

Fiscal Setting of the Real Estate
Tax in the United States

The Federal government does not levy a direct tax on prop-
erty; for some years the major Federal revenues have been de-
rived from income taxes (corpornt:on and individual), tariffs on
imports, and various internal excises (the more important being
the tobacco taxes).! Most of the state governments derive sub-
stantial revenues from the property tax, but only a few derive as
much as half their revenue from this source. Less than one-
fourth of all state tax revenue in 1929 was derived from the
general property tax, The states have developed a number of
other sources, the chief ones being capital stock taxes, taxes on
gross receipts of public utilities, gasoline taxes, motor licenses,
inheritance taxes, low-rate personal property taxes, and, in a
considerable number of states, income taxes? Thus, the Fed-
eral government and the state governments are to a very large
extent dependent for their revenues on levies on the flow of
economic activity, on the income derived therefrom, or on trans-
fers of wealth, whereas local governmental financing is based
mainly on taxes on holdings of a particular form of wealth—
real estate,

1 For an excellent summary of Federal revenoes in recent rears, see W, F.
Willoughby, Pisancisl (‘uﬁﬁm amd Olpa'INOIc of ths Natioual Gevernment,
rvre-tpse (Waashi ! The Rroockinge muon. 1931), pp. 81-99. Ses also
?'D.Q‘;M) Industrial Conference Board, I Minenoss, iy (New York,

s Uuited States Burean of the Censua, Financial Statistios of Stales, annual.
(1)
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Local governmental units in many states receive considerable
amounts in the form of grants from general state funds or in
the form of specific allocation of state-collected taxes, This
partial financing of local governments through state appropria-
tions or through the state tax collection machinery is more im-
portant in the fields of education and highways than in other
fields. In Pennsylvania, educational grants are familiar, and
state aid for highway purposes has had some development.
These are the more significant forms of state participation in
local finance in Pennsylvania, but neither looms very large in
comparison with the total local tax.

City governments, in the financing of public improvements,
make wide use of special assessments on property assumed to
be especially benefitted. Cities generally derive some revenue
from dozens of small sources, such as licenses, permits, highway
privileges, rentals and concessions, interest on balances, and
miscellaneous sales or service charges.? Large gross receipts
accrue to many municipalities from the operation of public serv-
ice enterprises, but this revenue is usually thought of as distinct
from the revenue available for general governmental purposes.

In spite of the dozens of small sources of city revenue, taxes
on property are the predominant revenue for general govern-
mental purposes of most American cities. This is true also for
other local governmental units,* Part of the yield of the prop-
erty tax for local purposes is from taxes on personal property,
but generally the larger portion is from taxes on real estate. This
close relationship between total local public revenues and the real
estate tax is recognized by the taxpayers, and there is mearly
everywhere a tendency on the part of protesting taxpayers to
speak as if cutting the local budget and cutting real estate taxes
were the same thing.*

Both the budget and the real estate tax have been reduced

in Pittsburgh since the beginning of the depression, as they have
been in scores of other municipalities (not by any means in all

3 United States Bureaun of the Census, Hmuwm Statistics of Cities, annual.
4 National Industrial Conference Board, of Government in the United
States, rorp-re30, (New York, 1932), pp. 95-97 ll!d 114-117.
5 An flluminating dlscuuion of the fiscal importance of the property tax
in tound in Jens P. Jensen, Tazation in the United Btates {Chicago:
The University of Chimgo Pren, 1931). Chapter L
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of them).®* But whatever the emergency' reductions, it is a safe
prophesy that rather high real estate taxes will remain, here and
in other large cities. Two hard facts lead to this expectation:
First, no way has been found anywhere to avoid a complex and
costly government in a big city. Second, in spite of the consid-
erable importance of other local revenues, no way has been
found, in American experience, to finance the complex and costly
governments of cities without primary dependence on the real
estate tax,

Plan of This Study

As we shall see presently (Chapter 3), the real estate tax
is of greater importance in local governmental financing in Pitts-
burgh than it is in other major cities. Moreover, the city real
estate tax in Pittsburgh—the graded tax—differs from the tax
on real estate in other American cities except Scranton. Most
of this study, therefore, will be focused on a descriptive analysis
of the city real estate tax in Pittsburgh. The budgetary im-
portance of the minor city revenues will be considered, however,
and one appendix will be given to a brief discussion of the minor
revenues,

In an analysis of the city tax it is essential to keep in mind
that two other governmental units, the school district and the
county, levy taxes on real estate in Pittsburgh. At numerous
points the taxes of the other two units will be brought into the
picture, To do so is essential for several reasons: First, the
city tax in recent years has been, roughly, only half the local tax.
Second, the city tax is levied under the graded tax plan, which
prevails nowhere else in this country except at Scranton, where-
as the school levy and the county levy are at the old familiar
uniform rates on all types of taxable real estate.  Third, there
are two sets of assessed values in the city, one for city and
school taxes and another for county taxes. Fourth, there are
three collection offices for taxes levied in the tity, one being for
current and delinquent city and school taxes, one for current
county taxes, and one for delinquent county taxes,

T 6C. E. Rightor, “Tex Burden Lighteus,” Nations! Municigel Beview, Do-
cunber, 1038, p. 689; F. L. Bird, “American Cities Face 1933." Nationel Muni-

oipal Review, Febroary, 1033, p. 81; and C. B Rightor, “Comparative Tax
Rates for 254 Cites, 1933," National Muwicipal Review, Ducember, 1933, p. 5U4.
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The analysis of the city real estate tax in Pittsburgh will
be presented in the following divisions:

Tax rates: city rate differences under the graded tax law;
growth and current levels of city rates and of other local rates;
variation in taxes under the graded tax law, according to degree
of improvement on land; necessity of interpreting tax rates in
terms of assessed valuation.

Assessed valuation: comparative growth of total building
valuation and total land valuation; probable effect on valuation
of the change to the graded tax,

Yield and budgetary importance of the real estate tax:
amount of city real estate tax yield and of the yield of other local
taxes; importance of the real estate tax in the city budget and
in other local budgets; importance of the real estate tax in total
local revenue in Pittsburgh and in other large cities.

Growth of taxes: growth of the city real estate tax and of
other local taxes; major factors affecting growth of taxes,

Delinquency of real estate taxes: amount and growth of
city delinquent taxes and of delinquent taxes of other local units;
budgetary significance of tax delinquency.

Two appendices are included to show information that
clarifies the data in the body of the text. In Appendix A the
amounts of reported city receipts are classified as revenue and
non-revenue receipts, and the major items of non-revenue re-
ceipts are shown and explained. In Appendix B the yield of the
minor revenues is discussed briefly.



CHAPTER 1

City Real Estate Tax Rates in Pittsburgh

Tax rates alone reveal little about tax burden. The tax bill
is a product of rate and assessed value. Assessed value common-
ly differs somewhat—frequently very much—from market value.
Even if the assessed values are reasonably consistent with imme-
diate market values, they may be economically unsound, for this
country has witnessed many periods of market insanity with re-
spect to real estate,

Nothing less than a comprehensive survey of real estate
values would make it possible to pass sound judgment on the
values assessed for taxation. Such a survey would involve an
exhaustive study of sales, rentals, uses of real estate, supply of
land and of buildings suited for various uses, building costs, and
depreciation and obsolescence of buildings. Moreover, it would
involve a study of community and neighborhood changes, so that
trends in public and private use of property could be taken into
account.

Changes in the totals of assessed valuations will be considered
in Chapter 2; but, in the absence of the comprehensive data re-
quired to test assessed valuations, no attempt will be made in this
study to weigh either the accuracy of assessed valuations or the
magnitude of real estate tax burdens in Pittsburgh. Further-
more, no attempt will be made to compare rates in Pittsburgh
with rates in other major cities. Such comparison would be a
waste of time unless the assessed values in Pittsburgh could be
compared with those in other cities.

There is something to be gained, however, from an examina-
tion of tax rates in Pittsburgh. In the first place, the operation of
the graded tax law in this city is widely misunderstood, and an
examination of city rates and a consideration of their changes un-
der this system are steps toward an understanding of the graded
tax system. In the second place, although there are substantial
differences between valuations assessed by the city (for city

(5}
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and school levies) and valuations assessed by the county (for
the county levy), .the comparative growth of local rates has
some rough meaning with respect to the growth of total local
taxes,

City Rates under the Graded Tax Law

The City of Pittsburgh levies its rates under the graded tax
law, the rate on buildings being half the rate on land. In con-
trast, the Pittsburgh school district and the county levy uniform

. rates on land and buildings. The contrast between city taxes and
other taxes levied in the city may well be emphasized, for there
is a prevalent misconception that the building rate in Pittsburgh
is half the land rate. This ratio holds only with respect to the
rates levied for city purposes. Inasmuch as the school rate and
the county rate are uniform on land and buildings, the total local
rate on buildings is decidedly more than half that on land.

The rate difference under the graded tax law was established
by stages in the period 1914-1925 (Table 1). The building rate
was 90 per cent of the land rate in 1914 and 1915, 80 per cent
in the three years 1916-1918, 70 per cent in the three years 1919-
1921, 60 per cent in the three years 1922-1924, and 50 per cent
in 1925 and thereafter. In the years 1914, 1919, 1922, and 1925,
the process of lowering the ratio of the building rate to the land
rate resulted in an actual reduction of the building rate.
Throughout the period 1914-1930, the general effect was to
prevent a rise in the building rate as great as the rise in the
land rate. Conversely, of course, since total levies were in-
creasing, the graded tax law resulted in pushing the land tax
rate upward much faster than it would have risen under a
system of uniform rates.

The highest point of the building rate was reached in 1921;
the highest point of the land rate was not reached until 1930.
In 1925, the first year of the full differential of the graded tax,
the land rate was 119 per cent more than the last flat rate (levied
in 1913); the building rate in 1925, however, exceeded the last
flat rate by less than 10 per cent. In 1930 the land rate, at its
highest point, exceeded the 1913 rate by 192 per cent; at the
same time the rate on buildings was only 46 per cent above the
1913 rate.
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In the years 1931-1933 the graded tax law had an effect
probably not expected by those whose support led to the adop-
tion of the law. Depression brought about reduction of city tax
rates, Because the city building rate is uniformly half the city
land rate, the reduction (in mills) in city rates was only half

TABLE 1
City Real Estate Tax Rates in Pittsburgh, 1913-1934*
{Rates in Mills per Dollar of Assessed Valuation)

City Rataon City Rate on Percentage Ratio:

Year Land Bulldings Building Rate to Land Rate
mwm a.9 8.9 100%,
IN:I 9.4 8.40 90
1915¢ 10.2 9.18 90
1916 2.6 10.08 80
w7 11.5 9.2 &0
1918 14.3 1.8 30
1919 18.7 10.99 70
1910 19.0 153 70
19l 0.0 14.0 70
1922 0.0 12.0 60
1913 0.0 12.0 60
1924 20.0 L 12.0 60
10215 19.8 9.7% 50
1926 .4 15.2 50
1917 22 .4 11.2 50
1928 250 12.% 50
1929 5.0 12.8 50
1930 26.0 13.0 50
1831 2.5 12.78 50
1932 1.0 11.5 50
1913 204 10.3 30
1934 0.8 10.3 50

*Rates 1913-1933 from Amnue/ Repor? of the Oy Comiveller, Pittsburgh, 1932, o467
IOMnuln-onghyConMer‘uoﬂm It iy essentisl to note that thege are ooly city rates.
The school rate the county mte are shown in Table 2,

1Prior to 1916 there were separate levies for old debt in annered areas. The rates for the
mlﬂll—l’lemmnmlnthadddw.nainmnnnendare_uuﬂiln'in‘
old debn levies 1916 and thervaiter the raies were uniform for the whaole city.

as great on buildings as on land. In that period the city tax
rate on land was reduced 5.4 mills; in the same period the rate
on buildings was reduced only 2.7 mills. In other words, when
tax rates are being reduced the graded tax law favors vacant or
less improved land.

Weighted Average of City Rates

No such thing as an average rate is levied, but the weighted
average of city rates is of use as a means of judging the general
growth of city taxes and as a means of seeing more clearly the
unequal growth of land rate and building rate.
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In the computation of the weighted average of city rates,
the land rate is weighted according to the ratio of land valuation
to total assessed value, and the building rate is weighted ac-
cording to the ratio of building valuation to total assessed value.
The city rates are shown in Table 1 for each of the years 1913-
1934, i. e., for the last year of the flat rate and the whole period
of the graded tax. In Table 5 the assessed value of land and
the assessed value of buildings are expressed as percentages of
total valuation for each of the years 1914-1934, These percent-
ages in Table 5 constitute the weights used in the computation of
the weighted average of city rates. The method of computing
the weighted average is illustrated by the following computation
for 1933: The 1933 land rate was 20.6 mills, and the 1933 land
valuation was 48.4 per cent of total valuation; the 1933 building
rate was 10.3 mills, and the building valuation was 51.6 per cent
of total valuation. The weighted average of 1933 rates, there-
fore, is

20.6X48.4 . X
(206X484) 1;-0 (10351 6)= 15.285 milis

The average so computed for each of the years 1914-1934 is
shown in Table 2.

CHART 1
Glty Real Estate Tax Rates in Pittsburgh and the Weighted
, Average of Clty Rates, 1913-1934
(Data in Tables 1and 2)
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TABLE 2 -
Weighted Average of City Tax Rates in Pittsburgh in Comparison
with the City Schooll’ll!;tlo;) ;‘nd the County Rate

(Rates in Mills per Dollar of Assessed Valuation)

Welghted Average
Year of City Rates* “chool Ratet County Ratet
1913 8.9 4.0 2.75
1914 9.052 6.0 2.75
1915 D.818 6.0 2.25
96 11.637 6.0 3.25
1917 10.598 5.0 35
1918 13.342 6.5 4.0
1919 13,797 6.5 4.0
1920 16.657 7.5 §.25
1921 17.474 a5 5.25
1922 16.406 11.5 5.25
1923 16.584 1.5 4.75
1934 16.464 1.5 4.875
1925 15.151 11.5 6.375
1926 17.259 11.5 7.3718
1927 17.058 11.§ 7.37%
1928 18. 11.5 7.378
1929 18.828 1n.s T7.3715
1030 19.438 11.78 8.375
1931 18.934 11.75 8.37%
1932 17.089 11.75 8.378
1933 18.288 11.78 8.25
1934 15.244 11.25 5.128

*The two city rates are shown in Table 1. For each year, the land rate ip weighted by the
mtio of assessed land valuation to tolal aseessed veluation, and the huﬂdin&nl.e is weighted
by the ratio of assessed building valuation to total assessed valuation. 'cighted average
for 1934 is tentative; mssessment incomplete.

.

tSchosl e 1913-1933 from Awswal Repord-ef the City Controlicy, Pittsburgh. 1932, pp.
64-67; school rate, 1934, from Fittsburgh Board of Public Education. County rate from
Allegheny County Board for the Assessment and Revision of Taxes; poor district rate not
included. The county rate Is only roughly comparable with the other mtes. The county
makes u different assessment, and there are differences in property taxed. Because of thia
’::?a. of comparabiliLy, & consolidation of the three rates would give an erronecus total local

For any one year the weighted average of th% city rates is
equal to a flat rate that would produce the same total levy as
that produced by the two rates actually levied. The change in
this average since 1913, however, cannot safely be assumed to
be the same as the change in a uniform rate would have been,
because the shift to the graded tax appears to have influenced
the total assessed valuation. (This point is considered in
Chapter 2.) Moreover, this city average rate is not comparable
with the flat rate levied in any other city unless due allowance

can be made for differences in the extent to which assessed value
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represents the fair value,” Its comparability with the Pittsburgh
school rate and with the Allegheny County rate will be considered
presently,

In Chart 1 the weighted average of the city rates is plotted
for comparison with the city land rate and the city building rate.
At the highest point—that in 1930—the average rate exceeded the
1913 flat rate by about 118 per cent. The land rate at that time
exceeded the 1913 rate by 192 per cent, but the building rate
exceeded the 1913 rate by only 46 per cent.

It will be noted in Chart 1 that for the earlier years of the
period the curve representing the average rate rises sharply,
much in conformity with the curve of the land rate. As the ratio
of the building rate to the land rate was reduced, the influence
of the building rate was materially increased, owing to the fact
that assessed value of buildings grew much faster than assessed
value of land (Table 4). In 1925 the rate ratio was fixed, but
the relatively greater growth of the assessed value of buildings
continued after 1925. Therefore, the curve representing the av-
erage rate has tended to be more and more like the curve repre-
senting the building rate,

Average City Rate in Comparison with the
School Rate and the County Rate

The school rate, being levied on city valuation, is directly
comparable with the city average rate. This is true both regard-
ing comparative levels and regarding growth,

The county rate is not strictly comparable with the city
rate and the school rate. The county assessment and the city
assessment dre made independently of each other, Some prop-
erty taxable by the county is not taxable by the city, and some

7 The most widely circulated use of the weighted average city rate for Pitts-
burgh iz that in the anmnual comparison of tax rates of cities in the United
States and Canads, prepared by the Detroit Bureau of Municipal Research, and
published, with discussion by C. E. Rightor, in the National Municipal Review.
Mr. Rightor's discussion of city tax rates in 1933 appeared in the December,
1933 issne of the National Municipal Review under the title “Comparative Tax
Ratea for 284 Citles, 1933 In these rate comparisons there is full recogni-
tion of the wide differences among cities with respect to the ratio of
value to true value., The Detroif Bureau of Municipal Research obtains an
estimate of this ratlo for each clty; but, as Mr. Bightor readily recognizes,
these estimates range all the way from mere hunches to reasonably sound
judgment, based on study of aales, rentals, building costs, and other factors
relevant to waluation. H!s purpose appears to be the laudable one of making
the beat eomparisons possible and at the same tima of encouraging the im-
provement of data so that it may becoms possible to make better eomparisons
of cities in terms of real estate taxes,
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property taxable by the city is not taxable by the county. The
valuations, therefore, are not -directly comparable. The net
change in the county assessment of property within the city
since 1913, however, is roughly comparable with the net change
- in the city assessment. From 1913 to 1930 the county valuation
of property in Pittsburgh rose 50 per cent; in that period city
valuation rose 53.7 per cent, Within that period annual changes
in values assessed by the county differed materially from ghanges
in city assessments, Therefore, annual changes in rates should
be considered only roughly comparable. The net changes in rates
during the long period since the flat city rate was abandoned,
however, are more nearly comparable.

The school rate, the county rate, and the weighted average
city rate reached their highest levels in 1930. The average city
rate in 1930 exceeded the 1913 rate by 10.535 mills. From 1913
to 1930 the school rate increased by 5.75 mills; the county rate
in the city, by 5.625 mills. From 1930 to 1933 the city average
rate fell 4.15 mills; the school rate was not changed; the county
rate within the city was reduced one-eighth of a mill. For 1934

CHART 2

Weighted Average of City Tax Rates in Pittsburgh in Comparison
with the School Rate and the County Rate, 1913-193¢

{Data in Table 2)
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the city rates are the same as in 1933, but a change in the relation
of building valuation and land valuation (Table 5) caused a
slight lowering of the weighted average. The school rate for
1934 is one-half of a mill lower than the 1933 rate; the county

rate is one-eighth of a mill lower. ' -

The average city rate, the school rate, and the county rate,
shown in Table 2, are plotted in Chart 2. The three rates in-
creased very much in the period of war-time and post-war in-
flation, 1917-1920. The reduction in the city average in 1922
* was due to the reduction of the building rate that year—the
gradual establishment of the graded tax law being still in process.
In 1925 most of the reduction was due to the same factor,
although there was a reduction of one-half of a mill in the land
rate that year (Table 1), Between 1925 and 1930 the city average
moved upward considerably. The school rate rose considerably
in the period 1918-1922, remained at the 1922 level through 1929,
was increased slightly in 1930, and was unchanged in the years
1931-1933. Thus, in the eleven years 1923-1933 there was only
a minor change in the school rate; but there was a small reduc-
tion in 1934, The county rate rose in the period 1915-1920, re-
mained unchanged in 1921 and 1922, declined in 1923, and then
rose for three yeéars. It.stood at the 1926 level through 1929
but was increased in 1930. It was reduced slightly in 1933 and
1934,

It is clear from Chart 2 that decidely the major part of the
growth of local taxes took place during the war period and in
the first two or three years after the war. Tax growth in that
period will be more fully discussed in Chapter 4.

Differences in Tax as Related to Differences in
Degree of Improvement

Real estate parcels range in terms of improvement from
vacant land to the most highly improved land. The city building
rate being only half the city land rate, the amount of tax per
dollar of assessed value is less as the degree of improvement in-
creases. For each parce], the ratio of total tax to assessed val-
uation may be called the “parcel rate.” The more important as-
sessed building valuation is in total valuation, the lower is the
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parcel rate. This variation in parcel rate may be expressed in
the form of a simple equation. As defined above,

total tax
total assessed valuation

That is, in terms of the graded tax,

land valuation X land rate bullding valuetion X bullding rate
total valuation total valuation

parcel rate e=

parcel rate =

Therefore,
parcel rate - land valuation + bullding valuation bullding rate
land rate total valuation total valuation land ‘rate

For a simpler algebraic form of the equation, assume that
x = ratio of bullding valuation to total valuation (percentage)
1009}, — x == ratio of land valuation to total valuation

k = ratio of buliding rate to land rate (a constant for one year)
¥ = ratic of parcel rate to land rate (percentage)

Substitution of these symbols in the last equation shown above
gives

= 100% —
A v -

Two examples will illustrate how the taxes vary as the
importance of building valuation in the total assessment varies.
The combined local tax rate on buildings for 1934 is 29.675 mills
per dollar of assessed valuation, and the combined rate on land
is 39.975 mills. (For purposes of the illustration, the disparity
between city valuation and county valuation is ignored.) In
terms of total tax rates, the 1934 value of “k” is about .74. With
reference to a piece of real estate on which the buildings are
assessed at 30 per cent of the total valuation of land and build-
Ings,

¥y = 100% — 30% (1 — .T4) = 92.6% (approximately)
That is, the parcel rate is 92.6 per cent of the land rate, and the
tax is 92.6 per cent of the tax on a piece of vacant land assessed
at the same figure, With reference to a piece of real estate on
which the buildings are assessed at 70% of the total valuation
of land and buildings,

¥ = 100% — T0% (1 — .Y4) = 81.8% (approximately)
That is, the parcel rate is 81.8 per cent of the land rate, and the
tax is 81.8 per cent of the tax on a piece of vacant land assessed
at the same total valuation.

Three sets of values for this equation are plotted in Chart
3. The lower of the three sloping lines represents the values in
terms of the city rates alone, the city parcel rate ranging from
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100% of the land rate to 50% of the land rate, These values
hold in any year of the present graded tax, When the school
rate and the county rate are considered, the values must be stated
for each year, for there is no fixed relation between the con-
solidated building rate and the consolidated land rate. The

CHART 3

Diﬁerennes Among Parcel Rates* Under the Graded Real Estate
Tax in Pittshurgh
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broken line in Chart 3 represents the variation of parcel rates
in terms of the combination of city rates and the school rate in
1933, The 1933 parcel rate, in terms of city and school taxes
combined, varied from 100% "of the land rate to about 68% of
the land rate. The double line represents the variation in terms
of the combination of city, school, and county rates in 1933.
In terms of the combination of all local rates, the 1933 parcel
rate varied from 100% of the land rate to about 75% of the land
rate,

The marked difference between the upper sloping line and
the lower one in Chart 3 shows clearly that the differeatial in
favor of improved property is relatively much less in terms of the
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combined rates than it is in terms of the city rates. And since
the school rate and the county rate are not in any fixed relation
to the city rates, the relative significance of the city graded tax
differential in the total of local rates is likely to vary from year
to year. In other words, application of the principle of the
graded tax to a variable portion of the local tax cannot provide
a consistent percentage of tax differential in favor of improved

property.
Caution Necessary in the Interpretation of Tax Rates

Attention has been called to the fact that tax rates mean
nothing unless they are construed with reference to assessed
valuation, Since neither market value nor assessed valuation of
real estate is subject to sudden violent changes, the relationship
between the two ordinarily does not change greatly in a short
time. From one year to the next, therefore, the change in rate
usually represents approximately the change in the ratio of taxes
to fair value. The significance of tax rates is so completely
dependent on assessment, however, that the relationship should
be reviewed briefly.

(a) Interpretation of Tax Rate Levels

. ‘Itisa very common assumption that different tax rates in

different communities mean different tax burdens. Likewise, it
is a common assumption that uniformity of tax rate in a partic-
ular community means uniformity of tax burden. Neither as-
sumption will hold water, Mere tax rate levels do not show
levels of tax burden.

If assessed valuations in one taxing unit average 50 per
cent of fair value and those in another taxing unit average 75
per cent of fair value, then 30 mills in the first commumty is no
more burdensome, on the average, than 20 mills in the second.
If both levy the same rate, the burden in the latter is 50 per cent
greater than that in the former. The rate alone, however, does
not express tax burden in either community. The average ratio
of the total tax to fair value is expressed by half the rate in the
former and by three-fourths the rate in the latter. In brief,
if assessed valuation is lower than fair value, tax rates over-
state tax burden; if assessed valuation is higher than fair value,
tax rates understate tax burden. Therefore, however importamt
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intercommunity tax comparisons may be in an economic society
marked by intense regional competition, such comparisons cannot
be made merely on the basis of tax rates.

Within one taxing unit, equity would prevail (in so far as
equity can prevail under a blanket ad walorem tax) if all prop-
erties were assessed at the same proportion of fair value—
regardless of what that proportion might be. But the greatest
evils of a property tax (or of any other tax) lie in the inequality
of assessments. Assume two parcels of real estate of equal fair
value, one being assessed 20 per cent lower than the average
(regardless of what the average assessment ratio is), and the
other 20 per cent above the average. Then the tax burden on
the former is 20 per cent less than the average burden, and that
on the latter is 20 per cent in excess of the average; and the bur-
den on the latter is 50 per cent greater than that on the former.

Inequalities of assessment are far from being rare. They
are so uniformly reyealed in serious investigations of assess-
ments that they must be called common.® Uniformity of tax
rate, therefore, does not mean equality of tax burden.

Under the Pittsburgh graded tax system, a sound inter-
pretation of tax rates cannot be based merely on the ratio of
total assessed valuation to fair value., It is necessary to consider
both the relationship of assessed land valuation to fair land value
and thé ratio of assessed building valuation to fair building
value. For illustration, assume two parcels of identical descrip-
tion, the fair land value in each case being $4,000 and the fair
building value $6,000. On a full assessment of fair land value
and fair building value, the city tax at 1934 rates would be
$144.20 on each parcel. If the assessment had been $5,000 for
land and $5,000 for the building on one parcel and $3,000 for
land and $7,000 for the building on the other parcel, the city
tax in 1934 would be $154.50 on the former and $133.90 on the
latter, Although the total valuation of each parcel, $10,000,
would have been fair total value, the city tax on one would have
exceeded that on the other by more than 15 per cent.

8 Good fllustrations will be found In the following references: Jens P.
Jensen, Property Tarxation in the United Btates {(Chicago: The University of
 Chicago Press, 1931), Chapter XII; Roy G. Blakey and associates, Tasatics in
Minnesota (Minneapolis: The University e¢f Minnesota Press, 1932), Chapter
T; Herbert D. Bimpson, Taz Racket and Tas Reform in Chicago (Chiuﬁ:
The Institute for Economic Research, Northwestern University, 1030),
ly Chapters IV-VII: Richard W. Nelson and George W. Mitchell, Assessment noz
Real Estate im Iowa and Other Mid-Westerm Btates (Iowa City: State U
versity of Iowa, Bureau of Business Research, 1931).
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(b) Interpretation of Changes in Tax Rates

In considering changes in rates, it is necessary likewise to
consider change in the adequacy of assessment. If assessments
were kept at the same ratio to fair value, a change in rate would
reflect accurately the change in tax burden, But changes in tax
burden may occur without changes in rates; and, on the other
hand, changes in rates may occur without any change in tax bur-
den. There is, therefore, no fixed relation between change in
rate and change in tax burden.

If for a period of several years rates were to remain un-
changed, a rise in the ratio of assessed valuation to fair value
would cause an increase in tax burden. This ratio would rise
with assessed valuations unchanged if fair value fell; it would
rise when valuations were lowered if fair value fell faster; it
would rise if assessed valuations were increased faster than fair
value increased. On the other hand, with rates unchanged, a
fall in the ratio of taxable valuation to fair value would reduce
tax burden. The ratio would fall with valuations unchanged if
fair value rose; it would fall with increasing valuations if fair
value rose faster; it would fall with decreasing valuations if
fair value fell less,

In recent years, of course, tax rates generally increased until
a halt was called because of the depression. If assessed valua-
tions did not rise with fair value, the increase in tax burden was
not in proportion to the increase in rates. If assessed valuations
moved with fair value, the increase of rates reflected accurately
the increase of burden. If assessed valuations were raised to a
higher ratio of fair value, the burden increased faster than the
rates.

On improved property in Pittsburgh the amount of tax
might change materially without any change in either tax rates
or total assessed valuation. A change in the relation between
land valuation and building valuation would produce such change
in the amount of tax. For example: Assume a parcel assessed at
$20,000, half the total being land valuation and half being
building valuation. The city tax on such parcel in 1933 would
have been $309. If the land valuation had been lowered to
$7,000 and the building valuation raised to $13,000, there would
have been a reduction in tax from $309 to $278.10—a ten per
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cent reduction. On the other hand, if the land valuation had
been raised to $13,000 and the building valuation lowered to
$7,000, the tax would have been raised from $309 to $339.90—

a ten per cent increase,

In brief, tax rates alone do not show tax levels, either
among communities or among properties in the same com-
munity, Since fair value usually changes slowly, change in
rates gives an approximate measure of change in tax levels from
one year to the next; but long-time changes in tax rates do not
necessarily give an accurate indication of change in levels of
tax burden. Interpretation of either tax levels or tax changes
must be based on both rates and assessed valuations. In Pitts-
burgh neither levels nor changes may be interpreted without sep-
arate consideration of land valuation and building valuation.



CHAPTER 2

Assessed City Valuation of Taxable Real Estate -
in Pittsburgh

There are two sets of assessed values in Pittsburgh, One
is fixed by the city for city taxes and city school district taxes.
The other is fixed by the county for county taxes. In this study,
the primary interest is in the valuation assessed by the city.

The land valuation, the building valuation, and the total
valuation assessed by the city are shown in Table 3 for the years
1914-1934, In Table 5, land valuation and building valuation are
expressed as percentages of total for each of those years. Table
4 shows the per cent net increase in valuations from 1914 to eaclt
of the years 1915-1934, Valuations are plotted in the upper part
of Chart 4; in the lower part of the chart, assessed value of land
and assessed value of buildings are represented as percentages of
total assessed value.

Land values fell in 1915, were raised somewhat at the trien-
nial reappraisal for 1916, declined in each of the years 1917-1920,
rose a little in 1921, but stood lower in 1921 than in 1914, Build-
ing valuations increased in every one of the years 1915-1921 and
in the latter year totaled about 24 per cent more than in 1914,
In 1925, the year in which the building rate was finally estab-
lished as half the land rate, and a year in which assessed valua-
tions represented a triennial reappraisal, the land valuation ex-
ceeded that of 1914 by 13.9 per cent; the building valuation in
1925 was 56.5 per cent above the building total for 1914. In
1931, the total of assessed land valuation, at the peak, exceeded
that of 1914 by approximately $110 million, or 22.9 per cent; the
total of assessed building valuation exceeded that of 1914 by
$335 million, or 1188 per cent. Thus in seventeen years the
amount added to building valuation was more than three times
the amount added to land valuation.

(19}
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In every year since 1914, except 1923, the assessed value of
land has declined as a percentage of total! assessed value, and the
assessed value of buildings has increased as a percentage of
total. In 1914 land valuation was 63 per cent of the total and
building valuation 37 per cent. In 1933 land valuation was 48.4
per cent of the total and building valuation 51.6 per cent; 1934
-revisions (incomplete) have reduced land more than buildings.

TABLE 3
Asgessed City Valuation of Taxable Real Estate in Pittsburgh
1910-1934*
Assessed Assessed Total

Year Land Valuation Building Valuation Assessed Valustion
1910 P — § 751,236,965
1911 —— 755,818,383
1912 — S 749,619,410
1913 T 758,366,910
1914 $282 069,870 762,928,810
1915 480,191,010 200,833,300 771,024,310
1916 : 483,316,070 299,247 850 . 782,503,920
1917 482,149,040 310,793,800 792,942,840
1918 482,132,590 320,438,820 802,571,410
1919 480,131,130 325,839,600 806,020,7.
1920 479,850,740 334,658,810 814,507,550
1921 480,461,700 349,380,420 829,848,120
1922 487,939,620 380,238,310 B68,177,930
1923 532,688,420 396,176,380 928, 800
1924 530,675,130 420,482,780 951,157,910
‘1925 547,475,280 441,354,840 988,830,120
1926 548,219,170 465,897,650 1,014,116,820
1922 554,616,950 . R 1,060,013,550
1928 573,738,300 535,104,140 1,108,842 440
1929 574,589,080 $62,017,070 1,136,006,150
1930 576,882,690 ' 587,781.070 1,164,063 760
1931 590,968,170 617,201,910 1,208,170,080
1932 586,692,810 621,573,310 1,208,166,120
1933 - 586,380,100 625, .730 1,211,637.830
1934 566,584,170¢ 614,224 4901 1,180,808, 6001

*Data 1910-1933 from Asmual Report of the City Comtroller, Pitlsburgh, 1932, pp. 65-67
Land valuation and building valuation, 1910-1913, not separately reported. City valuation
distinct from county valuation within the city.

1Preliminary figures from City Board of Assessors. Revisions were stiil being made when these

were furnished,

figures
Valuation and the Graded Tax

The fact that building valuation has risen so much faster
than land valuation leads to an important question bearing upon
the interpretation of the graded tax. It is a common assumption
of the market that tax differentials (e. g., on bonds) are eventual-
ly smoothed by differentials of capitalization, with the result that
the absolute tax difference does not represent a differential of
net burden on the basis of the new capitalization. The question
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answer to this question is possible with available data—probably
not under any circumstances. Consideration of the probabilities,
however, is an essential step in an attempt to deal with the Pitts-
burgh real estate tax. This consideration hinges about the follow-
ing factors: new building, transportation, rent and cost of build-
ing, and the change to the graded tax—none of which can be
given more than tentative analysis here.
(a) New Building

The estimated cost of new buildings, as stated in the record
of building permits, is the only direct clue to the value of new
building construction. The aggregate permit value of new build-
ing (including alteration-and extension of old buildings) in the
period 1914-1932 was $464 million ; at the level of building costs
in 1932 (when 1933 valuations were fixed) the aggregate was
$429 million (Table 6).

. TABLE 4

Per Cent Net Increase in the Assessed City Valuation of Taxable
Real Estate in Pittsburgh from 1914 to Each of the Years
1915-1934

(Based on Data in Table 3)

Per Cent Increase from 1914
Year .
In Land In Bullding In Total

Valuation Valuation Valuatlon
1915 0.1 31 1.1
1916 0.5 % 6.1% 3.6%
197 0.3 10.2 3.9
1918 ag.3 13.6 5.2
1919 o™ 15.5 5.6
1920 [ 18.6 6.8
1921 0.1* 3.9 8.8
1922 1.5 4.8 13.8
1923 10.8 0.5 21.7
1924 10.4 49.1 247
1025 13.9 56.5 9.6
1926 14.0 65.2 2.9
1927 15.3 790.2 as.9
1928 19.3 89.7 4453
1929 19.5 99.2 9.0
1930 + 200 108 . § 52.7
1931 22.9 118.8 58.4
1932 22,0, 120 .4 584
1933 1.e 121.7 58.8
1934 17.8¢1 117.8t 54 .8¢

e e
*Decrease.

1Preliminary, Sec last footnote to Table 3.
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TABLE &
Ratio of Land Valuation and of Building Valuation to Total Assessed
City Valuation in Pittsburgh, 1914-1934

{Based on Data in Table 3)

Per Cent of Tota JValuation

Your

Land Valuation Bullding Valuation Total Veluation
1914 63.0 37.0% 100.0%
191§ 62.3% 37.7 100.9
1916 61.8 38.2 100.0.
1917 40.8 3.2 100.0
1918 60.1 2.9 100.0
1919 59.6 40.4 100.0
1920 8.9 4.1 100.0
m 1.9 42.1 100.0
1922 56.2 438 100.0
1023 57.3 42.7 100.0
1924 5.8 “.2 100.0
1923 354 4.6 100.0
1926 4.1 45.9 100.0
1017 32.3 471.7 100.0
1918 51.7 445.3 100.0
929 50.6 w.4 100.0
1930 49.5 0.8 100.0
193¢ 4.9 511 100.9
1932 48.6 31.4 100.0
1933 4.4 31.6 100.0
1934 48.0¢ 2.0t 100.0

1Preliminary, See last footnote to Table &,

This total value of building permits includes non-taxable as
well as taxable buildings. The amount relating to non-taxable
buildings erected in the period cannot be segregated in the avail-
able data; but it may be noted that the listed value of tax-exempt
buildings in recent years has averaged somewhat more than 20
per cent of the total listed value of taxable and exempt buildings.®
If this proportion may be taken as a fair indication of the pro-
portion of exempt buildings in the permit total since 1914, the
aggregate permit value (adjusted) of new taxable buildings
represented by these permits was about $343 million. Stated in
round numbers, this amount is the same as the amount by which
the building valuation was increased from 1914 to 1933, The exact
comparison is sheer coincidence; the approximate equality, how-
ever, is surprising, for in the figures mentioned no allowance has
been made for depreciation.

vdnnual Report of the Oty Centreller, Pittsburgh, 1032, pp. €3-63A;
;:.n“&m; 1030, pp. 50-62; 1939, pp. 80-92; 1938, Dp. 57-00; and 1937,
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What rate of deduction should be considered for deprecia-
tion, obsolescence, and other losses is problematical. Deprecia-
tion at an average of 1 per cent annually on the value of building
permits (adjusted for change in building cost) is shown in Table
6. 1f about 80 per cent of the permit value be assumed taxable,
depreciation on taxable new building at 1 per cent would have
been $30 million; at 1 A per cent, $45 million; at 2 per cent, $60
million.?®

TABLE 6

Value of Building Permits Issued in Pittsburgh, 1914-1932,
and Depreciation at One Per Cent on New Building Value
to the End of 1932

(Amounts in Millions) .
Value of Adjusted Value Depreciation at 1 Per
Year Permite Issued® of Permitst Cent to End of 1932
1914 : 18.2 29.8 $54
1915 M 14.3 $ 23.1 39
1916 13.5 18.8 3.0
1917 11.3 13.0 2.0
1918 7.9 8.4 1.1
1919 14.7 130 1.7
1920 16.1 11.0 1.3
1921 23.4 21.1 2.3
1922 35.2 32.0 3.2
1923 331 27.2 2.4
1924 3.3 28.3 2.2
1925 Aaf .5 34.3 2.4
1926 43.8 35.9 2.2
1927 37.1 31.5 1.6
1928 40.2 33.s 1.4
1929 36.7 29.8 0.9
1930 0.3 17.6 0.4
1931 13.1 11.8 0.1
1932 2.0 9.0 0.0
Total $464.2 $429.1 $37.5

*From the Bureau of Building Inspection. Cit; 1;{ Pittsburgh. Both taxable and non-taxable
included. Alterations and ufdi tions lncluded.’

Adjusted to 1932 level of cost of buildinz by appllmt!on of the index of the cost of buildiag
t the United States computed by the Federsl Reserve Bank of New York.

:tF'lat.rate depredaunnanorlﬂndbue (adjaated valiye) fmml.hzbednﬂuollherur
following that in which permits were issued to the end of 1932,

Buildings standing at the beginning of 1914 were assessed
at $282 million. No certainty is possible regarding the extent to
which these buildings had been marked down from new taxable
value. If on a vacant plot of land a group of new buildings were
constructed and thereafter other buildings were erected at a

10 Status of the building, not degree to which investment has been amor-
is the concern of the asscasor,
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value exactly equal to the deductions in value in the first group,
in due course of time buildings would range from zero value to
100 per cent of new value, and the average depreciation would
approximate 50 per cent. Pittsburgh was growing at a moderate
rate during the life of the buildings taxed in 1914, and new
buildings had no doubt exceeded replacement. Moreover, as-
sessors commonly refuse to recognize complete disappearance of
building valug as long as the building is in use or is fit for further
use.

Probably no great violence to fact would be done by the
assumption that buildings assessed in 1914 were, on the average,
approximately one-third depreciated. On this assumed basis,
+straight-line depreciation would be computed on $423 million.

Depreciation from this estimated base for the period 1914~
1932 would amount, at 1 per cent, to about $76 million; at 114
per cent, to $114 million; at 2 per cent, to $152 million. Price
appreciation, of course, was in some degree a counter to physical
depreciation. The cost of huilding index (Table 7) was 66
per cent higher in 1932 than in 1914, But among the build-
ings standing in 1914 many long ago ceased to be merchantable
in a strict sense of responding to market prices on sound build-
ings. Probably after ample allowance for price appreciation
there would remain (applying the rate of 1, 134, or 2 per cent)
$50 million, $75 million, or $100 million of depreciation on the
old buildings standing in 1914,

With respect to old and new buildings, on the basis of the
broad assumptions already stated, it looks as if depreciation at
least within the range $80 million to $160 million would have
occurred since the beginning of 1914, Of the $343 million of
new buildings assumed to be taxable, this would leave from $183
million to $263 million of net addition to value by new buildings
constructed, with allowance for price change; but the increase
in assessed valuation of buildings was $343 million. If it is true,
as it appears, that, for one reason or another, depreciation has
been offset, then in effect building valuation has been marked
up more than it would have been merely on account of new
buildings and changes in cost of building.

It is recognized that permits frequently show less than
finished cost. In 1926 Joseph M. Gillman estimated, on the
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TABLE 7

Indexes of Selected Factors Affecting Value of Taxable Property In
Pittsburgh, 1914-1932*

Congolldated Tax Rate

General Rent, Pittsburght Cost of in Pittsburghtt

Businesa Buitding,
Year Pittsburgh Unit.

Districtt States* | Land | Bulding

June December Rate Rate { Average

1914 7.8 ————— rerrearre 70 B6.4 Mg 88.6
1915 87.3 r— —— 12 87.9 23, 59.9
1916 102.6 erverere 83 104.0 103 .4 103.9
1917 100.0 — 100.0 100 100.0 100.0 100.0
1918 102.3 o 107.6 110 119.0 118.2 118.6
1919 94.9 113.5 115.5 131 124.8 114.9 120.9
1920 103.8 1349 135.0 169 151.2 139.3 146.3
1921 75.6 155.§ 155.3 128 160.7 145 .4 155 .4
1922 89.8 156.7 156.7 127 175.9 i53.7 165 .4
1923 113.4 160 .4 7 141 171.6 §51.4 163 .4
1924 99.4 1n.s 172.1 139 173.2 151.7 163.4
1925 106 .4 175.2 175.2 139 178.0 147.7 164 .3
1926 112 .4 175.4 175.0 141 196.5 160.83 179.8
1927 105.9 174.7 174 .4 137 196.5% 160.8 178.8
1928 112.6 172.8 171.6 138 208.9 167 .8 188.3
1929 124.9 168.3 167.1 142 208.9 167.8 181.6
1930 105.9 164.9 163.7 137 219.6 177.1 1968
1931 1.8 154 .8 152.3 128 217.3 175.8 194.6
1932 54.0 135.9 129.4 116 205 .4 169.1 185.2

*For business index. 1917 average equals 100; for rent index, December, 1917 equals 100;
for cost of building index, lDl?avmnmuﬂllw'immdmmmmmm
the 1917 combina equals 160,

tNot adjusted for trend. The long-term business index of the B 1 of Business Research
iibaaedonmmponentmwhmhmadumfotmd bu! l.uendfortbeu:mpodte
index has been eomputed onl Pperlur‘ since 1919. Wilbert G. Fritz, Ths Trend qf
Business in the Piltshu &Hﬂd. ITTSBURGH BUSINESS REVIEW, Decem
1932; and’ 5 }’aars Businesy Activity in the Pittsburgh Distrid, P[TTSBURGH
SiNES VIEW, ber, 1933. Trend figures 1911—19!8 ‘were estimated from the
-erie; 1919-1931 by straight-line extrapolation and applied to the adjusted averages for
those years.
WnltedStntuBmuudhwalulll.la. Rent component of the index of the cost of living

"'Fedeul lehnkofﬂewvort. The index is currently computed on the base 1926
equals 100. The original index being in round numbery, the converted index is stated likewise,

oty Fate, wo G, Duskdine rateeait (2 sthon mte ‘J.?‘ani‘;’n‘ﬁ'.".;‘a“;e‘a"é""“"m':‘:;
of city rates. See‘l‘uhlu 1 and 2. For consideration of growth, consolidation is sssumed to
be permissible, although for any year the consolidated rate would be erronecus
basis of interviews with building contractors, that residential
building permits in Pittsburgh represented about 70 per cent of
finished cost.’® But it is true also that an appreciable part of
finished cost represents waste attributable to whim or poor judg-
ment of the proprietor or to inefficiency or sharp bargaining of
the contractor. At least to such extent, finished cost exceeds fair
market value. Although net additions to new buildings might,

13 Residential Construction and Other Factors Whith Have Determined
Rent Levels in Pitteburgh, Pennsylvania lPlttlburgh University of Pittsburgh,
Bureau of Business Research, 192¢), p. 21
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because of the understatement in permits, be raised somewhat
" beyond the range indicated in the preceding paragraph, it appears
quite doubtful that the amount should be raised much, if any.

It seems clear, therefore, that after reasonable allowance for
depreciation and other deductions and liberal allowance for
change in the cost of building,. there was a wide difference be-
tween net additions by construction and actual increase in build-
ing valuation.

Part of the difference is attributable to annexatlon Most
of the annexations since 1914 were on the South Side. The
BRoard of Assessors reported in 1931 that the assessed value
brought into the city by South Side annexations from 1910 to
1932 amounted to $62 million.2®* The land valuation and the
building valuation in this total were not separated, but in view
of the considerable amount of vacant land remaining in that area,
it is certain that building valuation in annexed territory could
account for only the smaller part of the difference between total
increase of building valuation and net additions to building valua-
tion by construction. There remains a very considerable differ-
ence to be accounted for.

(b) Transportation

Within the period of the graded tax, the great change m
transportation has been the development of the large-scale use
of the automobile and the truck and the related development of
highways. Undoubtedly the automobile has made a much larger
area easy of access, and, as a result, has shifted and scattered
land values—especially residential. But the area incorporated
in the city (and therefore covered by city valuation) has expand-
ed since 1914 from 42 square miles to 54 square miles.”® Thus
a very substantial portion of the extension of land value inta
arcas formerly less accessible has been covered by annexation.
In addition, the automobile, the bus, and the truck undoubtedly
brought a larger trading area into the orbit of Pittsburgh; and

- this enlargement of the trading area would be supposed to have
had a sustaining cffect on land values in the commercial areas
of the city, if not actually to have increased those values. For

12 Annual Report of the City Centvelier, Pittsburgh, 1931, p. 61.
13 Annusl Report of the City Contrelier, Pittsburgh, 1032, pp. &-T.
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these reasons it looks doubtfu! that highways and motor cars
could have served materially, if at all, to retard the growth of
the total land valuation in the city, however much they may have
reshuffled neighborhood land values. Easier transportation may
have contributed somewhat to the spread between land values
and building values by encouraging building in areas formerly
not built up. But new and desirable residential developments
detract from both land value and building value in run-down
-sections while increasing building value and land value in the
new areas.’* Thus the new development would not necessarily
cause material change in the relationship between city-wide land
valuation and city-wide building valuation.

(¢} Rent and Cost of Building

The index of average rent in Pittsburgh computed by the
United States Bureau of Labor Statistics is based mainly on rent
for wage-eamners’ homes, But this city is so predominantly an
industrial city that the index of average rents of wage-earners’
homes is probably a reasonably good indicator of the change in
the general level of rents over a long period.

This index (Table 7) rose very fast after December, 1917
(the beginning of the period for which it has been computed).
The rise was sustained until June, 1926, when the index stood
75.4 per:cent higher than in December, 1917. It seems probable
that there was at least some advance in rent before the end of
1917; for Pittsburgh and other steel centers received early stimu-
lus from the demands of warring powers in Europe, and our
own national demand for war materials was pouring out in the
latter part of 1917.% After 1926 there was moderate decline in
the rent level, but in June, 1931 the index was still nearly 57
per cent higher than in December, 1917; at the end of the dis-
astrous year 1932 it remained 29 per cent above the December,
1917 level; the average of the June and December index num-
bers in 1932 was close to the average in 1920. It must be recog-
nized that rather large concessions from mominal rental rates

14 The reference, of conrse, is to developments extensive enough to offer
et’)‘l’nnetition for purchasers or renters who might otherwise take space in the
older quarters,

15 On the swift rise fn pig lroa produetion in this district In 1915 and the
all-time record production in this district in 1916, see Wilbert G. Frita,
Monthly Production of Pip Irom is the Pittsburgh District, 188415933, PITTS-
RBURGH BUSINESS REVIEW, November, 1933, p. 17; and BE. N. Montague,
The Pig Iron Industry in the Western Pennsyivanio and Shendangs Vailey DHe-
tricts, PITTSBURGH BUSINESS REVIEW, April, 1832, p. 14.



CHART 5

Indexes of Assessed Valuation in Pittsburgh and of Selected

= Factors Relating to Assessed Valuation*

(Valuation Indexes Based on Table 3; Other Indexes in Table 7)
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were being made in 1932, and that the difficulties of collecting
rent were-grave. Actual rent realization no doubt fell further
than this index fell. On the other hand, in the period after the
war to 1926, rent realization probably rose faster than did the
index because of a higher ratio of occupancy and less difficulty
of collection. Moreover, the index probably falls short of regis-
tering the full rise of rental rates because it shows nothing prior
to December, 1917, Therefore, while it is Iikely that the crash
of income from investment properties was greater than the fall
of the index indicates, it is probably true also that the level from
which the decline began was appreciably higher than the peak
of the index indicates.

The cost of building in the United States rose very rapidly
from 1914 to 1920, and throughout the twenties it remained far
higher than in 1914 (Table 7). The course of building costs in
Pittsburgh was probably much the same. The volume (adjusted
value, Table 6) of building in Pittsburgh declined from 1914 to
1918 and did not again exceed the 1914 volume until 1922. That
is, competitive building for higher rents was slack for several
ycars. Brisk building, once begun, continued through 1928, and
the volume of building was still relatively high in 1929. More-
over, the volume of mortgage money made available was still
relatively high in 19292® In short, it appears that income on
rental property remained adequate as an incentive to building—
and as an incentive to the financial institutions to provide money
for building—practically until the time of the crash in 1929.

It is true that taxes rose a great deal during the period of
rising rents, and the building cost index suggests that building
maintenance costs were considerably higher during the twenties
than before the war. The importance of these factors, however,
as deterrents to the rise of net rental, is often overstated. It is
common to assume normally a gross rent of at least 10 to 12 per
cent as the rate necessary to cover taxes, depreciation, manage-
ment costs, and fair net return, If half of the gross rental were
required at a given time to pay taxes and other costs, a rise in
gross rental would produce a rise in net rental unless taxes and
other costs rose twice as fast relatively as gross remtal rose.
On this basis, a 50 per cent rise in gross rental would sustain a

16 Theodore A. Veenstra, Real Betate Finanoce in Allegheny County—The
Statistical Position, PITTSBURGH BUSINESS REVIEW, October, 1032.
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100 per cent rise in taxes and other costs w1thout impairment of
net return. It is reasonably clear from Table 7 and Chart 5
that the rise in the charges on gross rent were not such as to
prevent a substantial rise in net rent.

The higher level of rent and of building costs, relative to
pre-war levels, would be supposed to have led to active recapital-
ization of real estate. Both#the vigorous building activity of
most of the twenties and the sustained volume of transfers and
financing indicate that such recapitalization did occur. This
writeup of values in the market should help materially to explain
the great increase in total assessed valuation, but it does not
throw light on the enormous spread between the increase of land
valuation and the increase of building valuation.

(d) The Change to the Graded Tax Systevh

In considering the shift of tax burden under the graded
tax law, one should keep in mind that this law was enacted only
a short time after another major change had been made in the
Pittsburgh real estate tax system. The year 1911 marked the
repeal of the old classified real estate tax law, under which there
were three tax rates. Under this older law, “built-up” property
was taxable at the highest rate; “rural” property (which in-
cluded vacant portions of great estates in the residential sections
as well as outlying undeveloped land) was taxable at two-thirds
of the highest rate; and “agricultural” land in the city was tax-
able at half of the highest rate.

This favorable differential on land was abolished in 1911,
and uniform taxation of all real estate was required, effective
in 1912, Then in 1913 the present graded tax law was enacted,
establishing & tax differential in favor of buildings, i.e., against
land, to become effective gradually in the period 1914-1925. The
graded tax system, therefore, was an utter reversal of the sys-
tem that was effective through 1911—and vacant lands, pre-
viously taxed half or two-thirds as heavily as improved property,
came to be taxed more heavily than improved property.?*

It must be supposed that such a shift in the placement of
taxes considerably affected land values in the market. The effect
of the change in 1911 on land appraisals for taxes is not clear,

n'l‘!nlm ca of the change in 1911 has been pointed out and em-

F. Danme in “A Critdoal Analysis of the Operution of the

tmbu Gndedmhw." The Annals af the dmerican dosdemy of Political
Soienos, Vol. CEXLVIII {Philadelphia, March, 1830), p. 147T.
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Land and buildings were not taxed separately in 1912 and 1913,
and valuations are not separated for those years. It may well
be observed, however, that the total appraised value of taxable
property was less in 1912 than in 1911 (Table 3). Part of the
appraised value, it will be remembered, was taxable at a low rate
in 1911; when it was all made taxable at the full rate, the total
appraisal fell somewhat. »

It has been shown that the conditions after 1914 were such
as to lead to much higher total market value of rental property.
.On the other hand, the placing of an increasing share of the tax
on land (up to 1925) would be expected at least to retard the
growth in the value of vacant land, if not to depress it; and,
because of the relatively slow turn-over of real estate, such effect
in all probability would have extended to transfers and recapital-
izations for some time after 1925. Since vacant land and im-
proved land are bought and sold in the samé market, the market
value placed on vacant land would affect the market value placed
on improved Iand. In a period of equalization of local real estate
investment values, a penalty on vacant land would mean a pre-
mium on improved property. But the penalty or vacant land
was also against land on which there were buildings. Hence it
appears that market conditions for a considerable time would
have been such as to indicate a premium on buildings.

In short, it appears that conditions in the transitional period
were such as to result in (a) a sharply rising total value of
rental property, (b) retardation of the rise in land value, and,
thereforé, (c) a premium valuation of buildings. If this con-
clusion appears to fly in the face of the orthodox maxim that
residual value of real estate eventually rests in land, it must be
observed, first, that the change in the Pittsburgh tax system was
unusual, and, second, that it is generally assumed to be<orthodox
to buy and sell subject to foreseen tax differentials.

If it is true, as it appears to be, that part of the rise in build-
ing valuation, absolutely and in relation to land value, was direct-
ly an effect of the change in the tax system, then much of the
real estate has been recapitalized. To whatever extent recapital-
ization has occurred, the graded tax has ceased to be a net dif-
ferential on present owners.
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Probable Fallacy iri ;he Grad;d Tax

The purpose of the graded tax, presumably, was to place on
land a larger share of the local tax.. The justification for dis-
proportionate taxation of this sort was related to income on the
land, i. e., to land rent2®* The method of taxing on the value
basis, however, is such that probably it more or less defeats the
purpose. .

Property taxes in one form or another are very old, In the.
long history of legislation and litigation dealing with taxes on
property, as applied among free peoples with developed systems -
of private property, value has again and again been defined as
price actually paid, or price that most probably would be paid,
in an open competitive market by a willing buyer to a willing
scller, In the modern commercial world, fair value of improved
land has come to be thought of as intimately related to net return
of the specific property considered or to net return of like prop-
erty. The value of vacant land is judged in terms of net return
on land already improved and in terms of prospective demand for
additional Jand for improvement.

If the taxes on land are increased more than land income (or
expectation of income), that is, if the tax actually absorbs more
of the rent, the investment value of the land will be reduced,
and, presumably, the assessed valuation will be reduced. But
absorption of a larger part of the rent by taxes will not of itself
reduce the gross annual rent, and reduction of assessed valuation,
other- things remaining the same, will increase the net return.
There will be adjustments, upward and downward, of investment
value and of assessed value until there is reached a capitalization
in which allowance is made for the tax differential. Subsequent
change in the relationship of taxes and rent will lead to another
capitalizafion. There will be no consistency of relation between
assessed valuation and rent. In other words, the graded tax,
really meant to be a classified property income tax, affects the
valuation and, therefore, tends more or less to defeat itself.

1t No distinction was made In the Pittsburgh plan, however, between that
part of values representing “unecarned increment” and that part which, in the

hands of owoers then holding the property, represented ordinary waloe of actual
investment,



CHAPTER 3

Yield and Budgetary Importance of the City
Real Estate Tax'in Pittsburgh

During the calendar year 1933 the city collected $15,261,000
of real estate tax (Table 8). The largest amount received in one
year—that in 1930—was over $21,686,000. The pronounced de-
cline in yield between 1930 and 1933 was due to the combined
effect of reduction of rates and increase of delinquency (Tables
1 and 22).

Current and Delinguent Tax Collections

The amount of real estate taxes collected is in part the yield
of current levies and in part the delayed yield of taxes levied in
previous years. Tax delinquency will be considered in Chapter
5, but the distinction between yield of current taxes and yield of
delinquent taxes should be noted here. In 1930, when the largest
amount of real estate tax revenue was collected, the amount of
current taxes was $20,246,623 and that of delinquent taxes from
prior years' was $1,439,814 (Table 8). The latter amount was
6.6 per cent of the total in 1930; in 1933 the delinquent taxes
from prior years were 10.4 per cent of the total (Table 21). The
percentage of total collections consisting of delinquent taxes from
prior years varies more or less, the highest proportion in the
period 1915-1932 being 9.1 per cent (in 1916), and the lowest
being 4.5 percent (in 1922), Current taxes in that period ranged
between 90.9 per cent and 95.5 per cent of total real estate taxes
received for city purposes. In school tax collections, the per-
centage derived from delinquent taxes of prior years is not very
different from the city percentage (Table 21). The county per-
centage is usually larger, but it should be noted that the county
penalty dates are different. (See Chapter 5.)

19 This does nof represent total collection of delinquent taxes. Taxes which
become delinguent during the year but are pald before the end of the year are
included in the collection of curreat taxzes during the year. See Table 2B.

{34)
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TABLE 8
Clty Real Estate Tax Collections, Pittsburgh, 1915-1933*

From Current From Leviea of Total
Year Levy Prior Years Collections
1915 $ 7,011,246 $ 634,990 $ 7,704,236
1916 8,240,246 829,541 9 069 181
1917 7,605,573 729,450 8, 335 023
1918 9,712,708 » 591,003 10.303 V108
179 10, 1220 622 158, 1278 l0.918,900
1920 12,587,658 733 041 13,320,696
1921 13.486.303 240 14,153,543
1922 13,169,688 6!5 352 13,785,040
1923 14,286,025 84S, 1286 15,131,311
1924 14 488,484 832,142 15,320,626
1928 13,890,758 880,800 14,771,555
1926 16,048,347 825,602 16,873,949
19027 16,596,945 921,653 17,518,508
1928 19,143,008 930,979 20,073,984
1929 19,295, 350 1.2“ e 20,510,129
1930 20,246,623 1.439.814 21,6868 437
1931 19.530.701 1 .295.681 20,816,394
1932 16,232,073 1,535,968 17,768,038
1933 13,672,708 1,588,300 15 .261 .098

SAmounts 1915-1032 from Admasal Report ¢f the Cily Comtrolln, Plttaburgh: 1933 data
from the City Controller's office.

Yield of the City Tax on Land and of That on Buildings

Under a system of uniform rates, the yield of the tax on
land and the yield of the tax on buildings would be in the same
proportion as land valuation and building valuation (except that
delinquency might introduce some difference). Under the graded
tax plan, there were periodic changes in the ratio of the building
rate to the land rate in Pittsburgh during the period 1914-1925,
and in 1925 and thereafter the city building rate was half the city
land rate. Consequently, yield cannot be assumed to have been
proportional to valuation,

Collections from the current tax on land and from that on
buildings are shown separately in the published city reports only
for the years 1918-1930. During the period 1918-1925, the graded
tax differential was still in process of being established, by stages.
In 1918 the building rate was 80 per cent of the land rate; in
1919 the ratio was changed to 70 per cent; in 1922, to 60 per
cent; in 1925, to 50 per cent (Table 1). Land valuation and
building valuation, however, were advancing at unequal pace
(Table 4 and Chart 4) ; and the change in the comparative yield
of the two taxes was affected by changes in both rates and valua-
tions. With annual variations the yicld of the land tax grew
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faster than the building tax total from 1918 to 1925. In 1918
the land tax was 65.4 per cent of the total received from levies
of that year; in 1925, it was 71.6 per cent (Table 9). From
1925 to 1930 the building tax rate was fixed at half the land rate,
but the total of building valuations advanced considerably faster
than the total of land valuations. In that period the aggregate
building tax increased faster than the aggregate land tax, ad-
vancing from 28.4 per cent of the total to 33.0 per cent.

For the whole period 1918-1930, the smaller increase in the
building rate was almost wholly offset by the larger increase in
-total building valuations. The proportions of the land tax and
the building tax in the 1930 total were almost the same as in the
1920 total. That the gain in the building tax total in those years
was relatively about the same as the gain in the land tax total
does not mean, of course, that in 1930 the burden on buildings
was as great in proportion to the burden on land as it was in
1920. The city rate on buildings in 1920 was 70 per cent of the
city land rate; in 1930, it was 50 per cent.

TABLE 9

Collections of Current City Levies on Land and on Buildings
in Pittsburgh, 1918-1930*

From Current From Current Tax
Tax on Land on Buildings
Total from
Year Current Tax
Per Cent Per Cent
Amount of Total Amount of Total
1918 $ 6,351,070 65 4% $3,361,634 34.6% 712,
1919 6,926,318 67.8 3,294,304 32.2 10,220,622
1920 8,450,408 671 4,137,247 n9 12,587,655
192% 8,943,562 66.3 4,542,741 33.7 13,486,203
1922 9,024,139 &35 4,145,549 31.5 13,160,638
1923 9,893,593 .3 4,392,432 30.7 14,286,028
1924 9,874,031 68.2 4,014,454 3.8 14,438 484
1925 9,942,322 7.6 3,948,433 8.4 13,890,755
1926 11,336,074 70.6 4,712,274 9.4 16,048,347
1927 11,470,998 9.1 5,125 047 30.9 16,596,045
1928 13,259,748 .3 5,883,258 30.7 19,143,008
1929 13,004,116 &7.9 6,201,233 301 19,295,350
1930 13,570,509 67.0 6,676,114 33.0 20,246,623

*From Annusl Report of the Cily Controller, Pittaburgh, for yenrs shown., Data not published
for other years. Delinquent tax collections not so divided in published reporis.
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City Real Estate Taxes in Relation to Total Local
Real Estate Taxes in the City .

In eddition to the city tax, the tax for the school district and
that for the county are levied on real estate in Pittsburgh. In
1930 the city received $21,686,000 (Table 8) and the school dis-
trict received $12,862,000 (Table 10). County collections within
the city are not separately reported but may be approximated by
allocation in proportion to assessed value of taxable real estate.
In 1930 the county received $14,400,000, not including the poor
district tax, which is levied only outside Pittsburgh (Table 11).
The county valuation of real estate within the city that year was

TABLE 10 :
Roal Estate Tax Collections of the Pittsburgh School District
1915-1933*
——  ——— ———————— ——
From From Levies Total
Year Current Levy of Prior Yeans Collections
1913 $ 4,030,724 § 414,044 § 4,474,368
1916 4,245,957 503,584 4,749,541 *
1917 4,311,024 387,270 4,698,294
1913 4,760,532 326,029 s.ou S$61
1919 4,857,041 358,988 . 5,216,024
1920 5,711,489 317,266 6,028,758
1921 6,544,619 269,433 6,814,102
1922 9,219,355 281,689 9,502,044
1923 9,928,362 470,050 e 10,398 412
1914 10,176, 448 515,043 10,691,491
1928 10,589,622 543,100 14,132,722
1926 10,746,581 568,669 11 SIS 250
1927 11,029,213 817,426 n 1646.639
1928 1, 613 572 GA5 .64 .299 436
199 11.809,0% 4,419 12,563,493
1930 12,004,520 357,179 11,862.29%
1931 989,030 1,047,408 13,036,528
1932 11.062 350 907 660 12,060,019
1933 10,578,148 1,103,312 11,481,477

SAmounts 1915-1932 from published reports of the Board of Poblic Education, Pitisburgh;
1933 data directly from the office of the Board.

61.4 per cent of total county valuation, and county collections of
the real estate tax within the city in 1930 may be estimated at
about $8,840,000. The amount of the city real estate tax in 1930
was a little less than the sum of the city school district tax and
the city share of the county real estate tax, or, in other words,
about half the total in the city area. Since 1930 the city rate has
been cut from 26 mills to 20.6 mills on land and from 13 mills
to 10.3 mills on buildings (Table 1). The school rate for 1934
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is only one-half of a mill less than that for 1930; the county rate
is one-fourth of a mill less (Table 2). The city levy for 1934,
therefore, is much less than half the total levy in the city area.

TABLE 11
Real Estate Tax Collections of Allegheny County, 1915-1933%
From From Levies Total
Vear - Current Levy of Prior Yearst Collections
1915 § 2,147 392 § 422,868 $ 2,570,258
1916 3,196,822 311,612 3,508,434
1917 3,543,404 529,347 4,072,751
1918 4,136,370 488,748 4,625,118
1919 4 410, 077 624,766 5,034,843
1920 5,846,479 560,889 6,407,368
1921 &, 931 782 714,041 6,746,823
1922 . 6,188,129 683,538 6,871,667
1923 5,823.537 787, .670 6,611,207
1924 6,107,214 572,210 6,679 484
1925 8,846,902 221 617 9,668,519
1926 10,364,204 907,366 11,361,570
1927 . 10,759,041 1,032,677 11,791,718
1928 10,905,600 1,372,984 12, 278 5“
1929 11,244,424 1,468,319 12,712,743
1930 12,861,773 1,500,502 14,362,175
*1931 12,570,173 1,384,963 13,955,136
1932 11,100,245 910,368 12,010,613
1933 10,476,678 1,229,669 31,706,347

*Amonnte 1915-1932 from published reporu of l.he Controller of Allegheny County; 1933 data
from the Controller's office.
{Collections reported from the “lien docket” are included. See second l'ogtnuu to Table 14.

Budgetary Importance of the City Real Estate Tax
in Pittsburgh

In order to see the budgetary importance of the real estate
tax, it is necessary to compare the yield of that tax with the yield
of other revenues. The financial reports of the city, however,
do not show a classification of items known as “revenues”; they
show “receipts.” In Appendix A, the method of classifying re-
ceipts into revenues and non-revenue receipts is discussed. We
are concerned here only with revenues (Table 12).

In 1932 the real estate tax produced 75.6 per cent of city
revenues from all sources, water service included (Table 13).
In 1915 the corresponding percentage was 61.9; by 1923 it had
risen to 75.7. The percentage was a little lower in the period
1924-1927, but in the period 1928-1932 more than 75 per cent
of the revenue total was from this source,
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‘ TABL_E 12 '
City Real Estate Tax Collections, Other General Budget Revenue,
and Water Service Revenue, Pittsburgh, 1915-1932*
4
General Budget Revenue
Grand
Year ‘Water Total City
Other General | T'otal General Revenuel Revenue
Real Estate Budget Budget
Taxt ‘| Revenyet Revenue

1018 § 7.704,236 $2,025 661 $ 9,729,897 $2,709,957 $12,439 854
1916 9,069, 788" 1,980.010 11,058,798 2,350,067 13,418,765
197 8,335,022 2,193 415 10,528,437 2,362,850 12,891,287
1918 10, 303,707 2,210,792 12,514,499 2,501,956 15.016,455
1919 10,978,900 1,787,304 12,736,204 2,687,638 15,423,842
1910 13,310,696 2,449,044 lS 760,740 2,869,514 18,430,256
1921 14,153,543 2,531,924 LA6T7 2,682,028 19,367,495
1922 13, 0 2,517,159 16 302 199 2,752,064 19,054,263
1923 15,131,311 2,176 607 17,307, 918 2,687,170 19,995,088
1924 15,320,626 2,638,005 17,958.121 2,770,371 20,729,092
1928 14,771,555 2,878,881 17,650,436 2,733,195 | 20,383,631
1924 16,873,049 2, . 10,754,411 2,885,252 22,639,663
1927 17,514,594 3,588,179 21,108,777 2,840,435 23.947.236
1928 20,073,984 3,526,313 23,600,297 1.860,724 26,461,021
1929 20,510,129 3,338,357 23,848,486 2,979,442 26.51 ,928
930 21,088,437 3,491 076 25,177,513 3,280,433 28,457,046
1931 20,816,394 2,636,131 23,453,115 3,261,186 36,714,311
190 17,763,038 2,788,275 20,556,313 2,938,176 » 489

*Compiled from Awnual Report of the ontroller. Pittab I'or years covered.
ﬁh.h for d‘ﬂi:m I:!Arepong "mc??u" ioto “revenu um "non-revenye ncelm.l
tincludes delinquent taxes but oot penalty and interest on delinguent taxes.

$See footnote below regarding the Incompletences of segregution. “General Budget Revenue'
lncludu all revenue excep':.‘nw ce pts. Minor unenl revenues comprising ths
Geners) Budget Revenue™ are in Appendix

The revenue total on which these percentages are based in-
cludes receipts from the water service. The water system, how-
ever, is usually thought of as a business enterprise, outside the
category of ordinary governmental functions. Municipalities
generally do not use the real estate tax for the support of the
water service (nor for the support of other major public service
enterprises). A more instructive view of the budgetary impor-
tance of the real estate tax, therefore, may be obtained from a
consideration of revenues exclusive of the water service receipts.
The total, exclusive of water revenues, will, for convenience, be
called “general budget revenue.'*

ae In thopnhllnhed finapcigl reports of the City Controller, marketa, scales,
and wharves and landings are classified as *“public service enterprises.” This
classification is conalatent with that used by the Bureau of the Censuvs. In
the Pittsb data, however, these lteins seem not to bo a0 nearly segregated
nll‘r governmental budget am is the water system. Since the
of the city show no distinet water fund, it is not possible to

ftem

there being, example, no allcention of interest sarned. But the present
pu ia to view the approximate importance of the real estate tax in the
to of budget revenues. For this purpose, it is more accurate to

eliminate identifiable water revenpes, The Tremaining error will mot cavee

werious distortion In the statenent of general badget Tevenues.
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In 1932 real estate tax collections were 86.4 per cent of gen-
eral budget revenues; the aggregate of special assessments,
licenses, permits, franchises, rents, interest, fines and other pen-
alties, grants and donations, and all other minor general budget
revenues amounted to 13.6 per cent of the revenues applicable
to the general city budget (Table 13). In 1915 the real estate

TABLE 13

Per Cent of City Revenue from the Real Estate Tax and from Other
Sources, Pittsburgh, 1915-1932

{Based on Table 12)
Per Cent of General
Budget Revenue Per Cent of Grand Total City Revenue
Year
Other Total Other Grand

Real General | General Real General Water Total

Estate Budget Budget Estate - | Budget Service City
- Tax Revenue { Revenue Tax Revenne | Revenue | Revenne
1915 79.2 0.8 100.0 61.9 16.3 21.8 100.
1916 82.0% 18.0% mo.o% 67.6% ll.l% 17.6% :oo.g%
1917 79.2 20.8 100.0 64.7 7.0 18.3 100.0
1918 82.3 17.7 100.0 68.6 14.7 16.7 100.0
1919 86.2 13.8 100.0 71.2 1.4 17.4 100.0
1920 B4.5 15.5 100.0 71.5 13.1 15.4 100.0
1921 84.8 15.2 100.0 3.1 13.1 13.8 100.0
1922 .6 15.4 100.0 2.4 13.2 14.4 100.0
1923 87.4 12.6 100.0 75.7 10.9 13.4 100.0
1924 85.3 14.7 100.0 3.9 12.7 13.4 100.0
1925 83.7 16.3 100.0 72.5 14.1 13.4 100.0
1926 |+ A5.4 14.6 100.0 74.5 12.7 12.8 100.0
1927 83.6 17.0 100._0 73.1 15.0 11.9 100.0
1928 85.1 14.9 100.0 759 13.3 10.8 100.0
1929 86.0 14.0 100.0 76.5 12.4 1.1 100.0
1930 86.1 13.9 100.0 76.2 12.3 11.5 100.0
1931 88.8 15.2 1000 77.9 9.9 12.2 100.0
1932 £6.4 13.6 100.0 75.6 ir.9 12.5 100.0

tax produced 79.2 per cent of the total; it was within the range
83.0 per cent to 88.8 per cent during the period 1919-1932. These
percentages for the period 1915-1932 are plotted in Chart 6. The
close relationship between the real estate tax and the budget is
obvious. The relative smallness of every other class of revenues
may be seen by reference to Appendix B.

Importance of the General Property Tax in Combined
Local Revenues in Pittsburgh and in
Other Leading Cities
The tax on real estate has about the same outstanding im-
portance in the revenues of the Pittsburgh school district as it has
in the general budget revenues of the city. Of the county reve-
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In its financial reports of cities the United States Bureau of
the Census presents consolidated local data for all cities having a
population of 300,000 or more, Various degrees of governmental
consolidation are found among these cities, and it is necessary
to consolidate local data to attain. comparability.®

In Table 14 the percentage ratio of general property tax
revenues to total revenues in 1919 and in 1930 is shown for Pitts-
burgh and for all other cities in the United States having a popu-
lation of more than 300,000. Of the consolidated total revenue
of the city corporation of Pittsburgh (including public service
enterprises), the Pittsburgh school district, and the city portion
ot the county revenues, 76.4 per cent was derived from'the gen-
eral property tax in 1919 and 80.8 per cent ini 1930. Of the total
exclusive of public service enterprises, 84.9 per cent was general
property tax in 1919 and 86.0 per cent in 1930.

. What is called “general property tax” in the consolidated
‘Pittsburgh total is mainly real estate tax, but it includes an
allocated city portion of the personal property tax collected by
the county. The amount of the county personal property tax
allocated in proportion to the real estate valuation in 1930 was
about 3 per cent of the consolidated total,** exclusive of public

a1 Approximete only, for division of activities and responsibilities between
state and' local government is not uniform among the states. The several
classes of taxing districts !n the major cities are shown in Financiai Statistice
of Cities, 1930, pp. 171-174. In five of the twemty-five citles having 4 popu-
lation of 300,000 or more, the city corporetion is the only local taxing district;
these five cities are New York, Baltimore, Boston, Ban Francisco, and Wash-
ington, D. C. In New Orleans only the levee district 18 separate from the
city. Philadelphia has & separate school district and a poor district, the
remnant of the old county organization being carried on the consolidated city--
connty tax budget, In 8t. Louis there Ja no distinct comnty government, but
the school district {s distinct from the city corporation. In each of the fol-
lowing citles the county government remains, but the only other local unit ts
the city corporation, which includes the school system: Detroft, Milwaokes,
Buffalo, Minneapolis, Newark, Rochester, Jersey City, and Louisville. County,
city, and echools are separate in Chicago, Los Angeles, Cleveland, Pittsburgh,
Cineinnatl, Kansas City (Mo.), Seattle, Indiapapolis, and Portland. In addi-
tion to thess three units, however, Chieago bas three other districts—park
district, sanitary dlutric% and forest preserve; Cleveland, a park distriet;
Seattle, a port district: Portland, a port district. The census classification of
districts 18 on the basis of power to levy taxes. The sdministrative organiza-
tion and the meze of joint arrangements in these metropolitan areas is often
bafling. See The Government of Metropolitan Areqca, by the Committee on
Metropolitan Government of the National Municipal League (New York: Na-
tlonal Munleipal Leagus, 1020).

12 The consolidated Pitteburgh revenne total, except public service earn-
ings, was $54,117,560 in 1930. Upited States Bureau of the Census, Financial
Btatistics of Cities, 1030, p. 172. County personal property tax totaled $2,677,-
4068; and assessed valuation of taxable real estste in the city was §1,003
millions of the county total of $1,781 milllons, Controiler's T0th Annual Re-
port, Allegheny County, 1830, gngu 157 and 226. Thus the asseasod valae of
real estate in the city was 81.4 per cent of the county total; 61.4 per cent of
the connty personal property tax evllections amoun to semewhat more thas *
$1.6 millions, or roughly 3 per cemt of the amount set up by the Buresu of
the Cemsus as the consolidated revepue total for Pittsburgh.
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TABLE 14

Per Cent of Combined Local Revenue from the General Property Tax,
Major American Cities, 1919 anq 1930%

Per Cent of Grand Per Cent of Tolal Except
Total Local Revenue Pubhc Enterprises
City N
1919 * 1930 1919 1930
- New York, N\ ¥Veuiimniiiaiciniann 73.4 " 66.2% 18.1% 70.2%

.Chicago, Mmoo 56.0% 509 61.6 - 551
’hilnﬁphll. - T 67.2 7.7 3.5 76.4

Detroit, Mich..... e emiti—re 73.0 57.3 78.9 72.4%
[.oa Angelea, Cal.... 63.7 53.6 2.9 64.8
Cleveland, Ohfon.. . eemerirearree 64.8 67.2 4.9 76.2
Et. Louls, Mowecroeee e 6.1 64.3 66.6 70.3
Balimorey Md. e e 62.2 . 64.8 63.6 723.1
Boston, ﬂm.........._.__.__. 68.1 67.9 65.7 72.2
Pittsburgh, Pl e eeeee 76.4 80.8 84.9 86.0
San Francisco, Cal. 69.6 66.2 T9. 8.1
Milwaukee, Wis,.... 63.5 631.9 65.4 63.0
Buffalo N. Yeemooo .4 70.0 74.2 3.9
‘Washington, D. C.ucmunnccaane 40.3 56.2 42.2 54.1
Minoeapolis, Minn. 0.8 1.2 4.4 17.1
ew 08, Ll 40.5 66 .0t 53.0 14.7
Clm:lnnm.l Ohig e 63,51 60.5 70.4 6.6
k. N. J....._.........__............ 60.9 .7 [ ] 4.9

I{anln Clly Mo 9.0 63.6 66.1 70.5
Seattle, Wash..... 51.9 46.0 0.9 69.5
Indianapolis, Ind... 5.4 81.1 5.9 81.3
Rochester, — 64.8 a—— 6.1
i ersey City, N J . PO 0.7 —— 76.3
llvl].le. | <" ———— 69 5 Jr— 17.4
- — 56.9 —_— a2.2

*These precentages are lor 1:I|.Imlnvluf=i populuionofmnthnmm For each dty,

100 per cent s u total comprised of () city revenue; (b) school revenue; (c)ap-noleuunu
revenue, allocated to the city on the basis of the ratlo of assessed valuation of real esta

in the city to the total assessed valuation of real estate inthecuuntv,md(d)theciwwuon
dtptdﬁdhuiuuvenue.wmmmmnpeunldumm Based on data g 1
consolidated by the United States Bureau of the Census, in Fimancal Statisfia

. 1919 aod 1930,

iledian of all cities over 300,000,

service receipts. The real estate tax provided about 83 per cent
(approximately five-sixths) of the combined general budget
revenues of the three local governmental units in Pittsburgh.
How the importance of the real estate tax in the consolidated
local revenue in Pittsburgh compares with its importance in other
‘major cities cannot be stated accurately on the basis of the census
d‘ta, because of the inclusion of undefined amounts of personal
property taxes in various consolidated dty totals. ‘The approxi-
. mate comparison, however, may be scen in the importance of
the general property tax, for neither here nor in any other city
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TABLE 15

Per Cent of Combined Local Revenue in Pittsburgh from the General
Property Tax and Median Per Cent of Major American Cities

'1915-1930*
Range Among Citles
Median of of 300,000 or More
Year Pittsburgh Cities of 300,000
or More -

Low High
1915 79.9% 66.8%, 41 .8 70.0%
1916 0.3 66.6 437 80.3
1917 81.9 68.0 £2 .4 81.9
1918 81.8 68.3 44 .8 81.8
1919 84.9 70.9 42.2 84.9 °
1920¢ I — —— —
1921 a5.9 73.2 435 85.9
1922 B4.6 74.0 44.0 #84.6
1923 86.0 73.0 47 .4 86.0
1924 85.8 72.6 46.0 8.8
1925 84.8 73.4 46.2 84.8
1926 4.9 73.4 52.6 84.9
1927 83.2 73.0 55.6 83.4
1928 85.2 73.0 57.0 85.2
1929 85.6 73.1 33.0 85.6
1930 36.0 2.4 55.1 84.0

*Based on data published by the United States Bureau of the Census In Financial Statistics
of Citiex (annual). Total defined in first foctoote to Table 14, exclusive of receipts of public

service enterprises,
1Data for 1920 not published.,

does the personal property tax yield more than a small part of
local revenues.?*

First, let us note the comparison in terms of totals which in-
clude revenues from public service enterprises. Among the
twenty-one cities having a population (estimated) of more than
300,000 in 1919, the Pittsburgh percentage, 76.4, was the highest;
four other cities had percentages above 70; cleven, between 60
and 70; three, between 50 and 60; and two, between 40 and 50.
Among the twenty-five cities having a population of more than
300,000 in 1930, the Pittsburgh percentage, 80.8, was exceeded
only by that of Indianapolis; in four of the other major cities,
70 per cent or more of the consolidated local revenues came from
the general property tax; in thirteen, between 60 and 70; in five,
between 50 and 60; in one, less than 50. The median on this
basis for cities of over 300,000 people was 63.8 per cent in 1919
and 66.0 per cent in 1930.

. 21 This is s corollary to three esteblished and well-known facts: First,
}oenonal property i{s hardly anywhere more than a small fraction of the tax
ist. Second. where large amounts of personal property are lsted under sys-
tems of classified property taxes, the rates are much lower than real sstate tax
rates. 'Third, the eficiency of collecting personal property taxes is, as & general
rule, lower than the efielency of coliecting real estate taxes, .
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CHART 7 .
Ratlo in 1930 of General Property Tax Revenue to Total Local
Governmental Revenue in Cities Having a Population of
More than 500,000

(Data in Table 14)
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In terms of revenue exclusive of those derived from the
operation of public service enterprises, the Pittsburgh percentage
was 84.9 in 1919 and 86.0 in 1930—in each year the highest in
the group. No other city of this group exceeded 80 per cent
in 1919, and only Indianapolis exceeded 80 per cent in 1930. The
median for cities of more than 300,000 population was 70.9 per
cent in 1919 and 72.4 in 1930.

These comparisons make it strikingly clear that the local
dependence on the general property tax in Pittsburgh far ex-
ceeds the average of major American cities. Moreover, we
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 CHARTS
Pittsburgh Ratlo of General Property Tax Revenue to Total Local
Governmentzl Revenue and Median Ratlo for Cities Having a

46

Population of More than 300,000, 1915-1930

(Data in Table 15)
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have noted that the personal property tax allocated by the census
method accounted for only about 3 per cent of the Pittsburgh
total in 1930 and that the real estate tax accounted for 83 per
cent. The real estate tax alone in 1930 was a larger percentage
of the consolidated total for Pittsburgh than was the general
property tax in the totals of these #ther large cities. It must be
observed also that more than average dependence on the real
estate tax in Pittsburgh is not merely characteristic of 1919 and

In

The Pittsburgh ratio was

post-war years; it was true likewise
greater than any other—far greater than most of them. In Chart

before this country entered the World War (Table 15).

th the median percentages for cities having a popula-

tion of more than 300,000.

Chart 7 the ratios of property tax revenues to total general city
parison wi

revenues for cities having a population of more than 500,000 in
8 the Pittsburgh percentages since 1915 are plotted for com-

1930 are plotted - for comparison.

1930; it wds true in other



CHAPTER 4

Growth of City Real Estate Tax Collections
in Pittsburgh

The earliest year for which city tax collection data are
reasonably comparable with the data for recent years is 1915. The
first year of the separate school district tax was 1912; but city
accounts and school accounts were still somewhat confused in
1913, some points of the segregation not having been agreed
upon. The fiscal year was changed in 1914, and city data re-
ported for that year are for only eleven months, Data for 1915,
however, will serve well as a starting point, for at that time the

CHART 9
Real Estate Tax Collections of the City of Pittsburgh, of the
Pittsburgh School District, and of Allegheny County
1915-1933*
{Data in Tables 8, 10, and 11)
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*Compare the slapes of the corves. ‘The vertical scale in logarithmic. On a chart of tids sort,
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CHART 10

Net Bonded Debt of the City of Pittsburgh, of the Pittsburgh
School District, and of Allegheny County,* 1915-1933¢
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‘m on data from official sources. Gross bonded debt less sinking fund assets, 28 of the end
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{Compare the slopes of the curves. The vertical scale is logarithmic. On a chart of this sort,
difference in steepnesa of alope represents difference in rate (per cent} of growth or of dexlioe
{"‘rate’’ to be considered as in compound interest).

country had not been much affected by the war-time inflation
of prices. According to the United States Bureau of Labor
Statistics, prices were tending upward by the end of 1915, but
the average of wholesale prices in 1915 was little higher than in
1914.

In 1915 the amount of city real estate tax collections, in-
cluding delinquent taxes,® was $7,704,236; from 1915 to 1930,
the trend was definitely upward, although in some years there
were halts in the upward swing (Table 8). The largest annual
total was that in 1930, the amount being $21,686,437. There was
a moderate decline in 1931 and a sharp decline in 1932 and 1933.
The high point of school tax receipts in the city was reached in
1931—a year later than the peak of city taxes (Table 10). Both
these totals, of course, were somewhat affected by annexation.
The high point of county tax collections was that in 1930 (Table
11).

24 Delinquent taxes are discussed In Chapter 0.
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In Chart 9, total collections of the city, of the school district,
and of the county for the years 1915-193Z are plotted on a
logarithmic scale. Differences among the curves with respect to
slope reflect differences in rate of increase. The rate of increase
was considerably greater in the county total than in the total for
the city and that for the schools,.although both the latter were
somewhat enlarged by annexation.

That tax totals during the twenties were far above the pre-
war totals is clear. The rise in tax rates has been shown in
Chapter 1. The rise in taxes, however, does not show in full-
the growth of local public expenditures, for the net bonded debt
of each of the three local units grew very much in the period
1915-1932 (Chart 10). Each of the units has paid out since 1915
much more than its revenue system produced.

Consideration of changes in’ major factors affecting the
growth of the budget will facilitate an understanding of the
growth of taxes in Pittsburgh,

Major Factors Contributing to the Growth of Taxes

Public expenditures should be viewed as purchases—pur-
chases of labor, of supplies, and of contractual services. Ex-
penditures of a governmental unit are affected by changes in
the price of labor, in the wholesale price of commodities, and in
the price of construction projects just as truly as are the ex-
penditures of a private business. In fact, the governmental unit
may be less able than a private firm to escape the effect of rising
prices and less able to run to cover in a period of economic de-
pression.  When costs become burdensome to business, business
can curtail or suspend temporarily the high-cost operations. Gov-
ernment can curtail somewhat—and has done so in this de-
pression ; but government cannot close up, nor can major public
services be even temporarily suspended when costs rise. Gow-
ernment must protect life, guard rights in preperty, enforce
contracts, and maintain indispensable community services, such
as highways, sanitation, and fire protection. On the other hand,
when a crash of prices leads to business curtailment and to the
discharge of large numbers of employees, government is faced
not only with the necessity of maintaining the usual services but
also with the necessity of feeding industrial labor until industrial
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activity is resumed. Indeed, the hope of prompt resumption of
business when the economic skies clear is based not merely on
the confidence that government will protect property and enforce
contracts, but also on the assumption that government will pre-
vent the grave physical deterioration of the labor force and the
destruction of labor morale. )

Our concern for the moment, however, is with the fact that
purchases made by governments have cost more in recent years .
than they cost before the war. This fact hecomes clear in the fol-
lowing consideration of changes in compensation to labor, in
wholesale prices, and in costs of construction in this country.
None of the price changes can be construed as representing
exactly what happened in Pittsburgh, but all of them give indi-
cations of what must have been the general course of prices paid
by the city. Since the post-war peak of commodity prices was
in 1920, it will simplify the treatment in each case to show the
change from 1915 to 1920 and, where possible, to indicate the
1921 level and the range in the years after the 1921 depression.

(a) Changes in the Compensation of Labor

Indexes of city tax collections, city payrolls, and cost of
living in Pittsburgh are shown in Table 16, In Table 17, several
indexes of wage rates and average earnings are shown, each
being stated as a percentage of the corresponding figure in 1915,

Four of the indexes in Table 17 were computed by the
United States Bureau of Labor Statistics. These show the fol-
lowing changes in average rates of pay for specified classifica-
tions of labor: The average hourly wage rate for all types of
industrial labor in the United States (agricultural labor not in-
cluded) rose 127 per cent from 1915 to 1920; in 1921 the average
was 112 per cent above the 1915 level; in the period 1922-1929
the annual average ranged from 102 to 126 per cent higher than
in 1915, The average union wage rate in this country, stated as
rate per full-time week, was 84 per cent higher in May, 1920
than in May, 1915; in May 1921 it was 89 per cent above the
May, 1915 average; in the years 1922-1930 the May average
ranged from 79 per cent to 138 per cent higher than the corre-
sponding figure for May, 1915. The average rate per full-time
week for all types of labor in the iron and steel industry in the
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TABLE 16

Indexes of City Tax Collections, City Payrolls, and Cost of Living,
Pittsburgh, 1915-1932

\ Cost of Living In Pittaburgh$
Y Ccli.lw t-lr a:l' Pac“ylllt
ear ollectio 1ol
¥ June December

1918 100.0 100.0 100.0 101.1
1916 117.8 9.9 P 113.8
1917 108.2 108.8 JUS, 136.9
1918 133.8 121.9 164.0
1919 142.6 142.1 166.7 136.4
1920 173.0 166. 1 190.8
1921 183 .8 177.6 174 .8 168.2
1922 1190 150.3 161.2 164 .4
1923 196.8 170.9 166.1 168.3
1924 199.0 180.9 167.6 171.1
1923 191.8 1718.6 1712.5 176.0
1926 219.1 187.9 172.8 *174.1
1927 1271.5 196.7 111.7 170.9
1028 260.7 203.8 167.% 170.3
1929 216.4 208.3 168.7 168.7
1930 a81.6 235.8 164%1 157.7
1931 270.3 244.7 148 .5 431
1932 230. 192.3 132.3 §28.9

*Based on total current and dellnquent, Table 8: 1915 tota! equals 100.

fBascd on total of all Identifinble items of salaries and inthe classified statement of
**Disbursements for General Expenses’’ in Annual Report of the City Controller, Pittaburgh,
for each year; 1915 total equals 10G.

$The cost of living index for Pittaburgh, as computed by the United States Bureau of Labor
Sttistica, extends only from December, 1917, Since that time the changes (o the Pittsburgh
index have not diff tly from the changes in the national ¢cost of living index computed
by the satme . ‘bhe index numbers for Pittsburgh for 1915 and 1916 were estimated
on the basls of Lhe amumption that the percentage change In the Pittsburgh index In 1915 .
and 1916 was the same as the percen change in the national index. The estimated
number for June, 1915 was taken as 1!

United States was 145 per cent more in 1920 than in 1915. This
index is available only for part of the years since 1920. In 1922
the corresponding index number was 70 per cent higher than
that in 1915; in 1924, 89 per cent; in 1926, 85 per cent; in 1929,
96 per cent; in 1931, 86 per cent. The index of average hourly
rates paid to common labor in the iron and steel industry in the
Pittsburgh district was 179 per cent higher in 1920 than in 1915.

- This index, likewise, is available for only part of the years since
1920. In 1922, it was 90 per cent above the 1915 average; in
1924, 137 per cent; in 1926 and 1929, 138 per cent; in 1931, 142
per cent.

One of the indexes shown in Table 17 is based on the
average hourly earnings (computed by the Bureau of Railway
Economics) for all grades of employees on Class I railroads
except officers. From 19135 to 1920 this average rose 156 per
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cent. In 1921 it was 155 per cent higher than in 1915, In the
years 1922-1930 it ranged from 136 per cent to 157 per cent
above the 1915 average,

The indexes mentioned are sufficient to show the very great
increase in wage rates from 1915 to 1920 and the considerable
excess of such rates during the twenties over the 1915 rates,
To the extent that the city was then employing labor of a
class ordinarily paid at wage rates, it was forced to raise the
rates paid on city work. There could be little reasonable doubt
that wages to labor such as that engaged in street and sewer
cleaning, street and sewer repair, building maintenance and re-
pair, and janitorial work, had to be advanced. To a very con-
siderable degree, of course, the rise in labor costs entered the
city finarte picture indirectly, through the rising cost of con-
struction done under contract. Cost of public works will be con-
sidered later.

A large part of the city payroll is paid to workers of clerical,
technical, or professional rating. Such classes of employees are
commonly on a salary basis. Compensation paid to salaried
workers ordinarily is slow to move upward with price adjust-
ments, but it does move up; and salary rates are likely to cop-
tinue rising after the peak of wage rates has been reached.
Selected indexes are shown in Table 17 to indicate the change
in average earnings of salaried employees. It is true that “av-
erage earnings” do not mean the same thing as “average rates
of pay.” Salary rates, however, are stated for long periods, and
salaried employment is comparatively stable. Therefore, changes
in average earnings of salaried employees indicate roughly the
changes in salary rates.

Average earnings of office workers of representative manu-
facturing concerns in New York state increased 64 per cent
from 1915 to 1920, according to the New York State Department
of Labor. In 1921 the index of average earnings of this group
was 65 per cent higher than in 1915; and in the years 1922-1930
the index ranged from 65 per cent to 98 per cent above the
1915 average. For illustration of the greater stability of sal-
aries, in comparison with the movement of a wage index, this
index may be compared with that of average weekly earnings
of all types of factory employees (including office workers) in



(All Indexes Converted to Base 1915 Equals 100)

TABLE 17
Selected Indexes of Wages and Rarnings in the United States

Wage Rates® Average Earuings
A A m‘a‘:’ Steel Industry Weekly, Annnal
vers verage ) \
Yeur Honrrr' Unlon Hourly, Weekly, All Annual, Annual, Federal Annual,
Rate, Rate Steam Office, lmﬂoym Salari Clerical, | Employees
All Types Pull-Time | Hourly, Railways Mig. fg. H(s.. Railyoads ] District of Emplogsu
Industrial | Full-Time Week, Common U.S1 |N.Y.Statel |N.Y.State$] US U.S*™ |Columbia®™®| U.S:
Emﬁlzul ek All Types Labor
Us |E=pze| o
1915 500 .0 100 .0 100.0 100 .0 100.0 100.0 100.0 100.0 100 0 100.0 100.0
1916 107.8 103.8 ——rm— e 105.7 103.5 112.3 107.5 107.6 105.1 101.1
1917 124 .9 100.9 e 158.4 119.9 111.4 127 .4 117.0 1t.0 ii2.4 1031 8
1918 151.3 126.7 ——— 171.4 127.5 158 .4 133.0 146.% 119.8 115.2
1919 178.6 1445 R 151.6 213 .4 143.5 182.9 150.6 161.3 132.0 139.2
227.2 i84.3 244.9 278.9 255.6 164.3 2191 169.0 200 .1 143.1 158.7
1921 215.7 1% 0 rrm— PUN— 254 .8 165 .4 200.2 168.5 192.0 138.3 1
1922 0.9 178.9 169.9 1895 236.8 165.0 1904.9 163.1 183.3 141.1 158.7
1 210.7 104.1 J—— PR 235 6 172.2 2120 167.5 184.2 143.9 160.9
1924 2168 209.% 188.9 237.4 240.6 177.6 215.4 173.2 187.6 148.3 166.4
1928 219.4 217.3 R J— 244.1 182 .4 1.9 176.9 188 9 154.2 176.5
1926 2213 228.21 184.6 379 245.6 187.1 2258 181 .4 191.0 158.2 183.1
1927 2243 235 .4 U - 250.6 180.7 228.0 187.0 195 .6 160.6 183
1923 225.2 235.2 PR e 248.7 192.3 229.1 192.5 201.1 168.4 183
1920 2i6.2 235.3 195.6 238.4 49.4 195.3 233.4
1930 221.3 218.3 N v— 253.3 198.2 2233
ol 210.7 231 .4 185.5 241.6 256.7 187.7 205.6 .
1932 180.6 207 .4 ————. o——— 235.6 168.% 176.9
_..._......_...._.._.___L..__..__.._..__._._.____-_
ly

*United Blaies Bureau of Labor Statistics. Monthiy Labor R

rview, September, 1933
May

Labov in the Tron and Steel fndwstyy, 1931, pp.'3, 16. Unlon rute as of
{two weels) Io each year shown.
®Douging, Paul H., Rea! Wages in the Unﬂd States. 1890-1926 (Boston and New York: Houghton Mifflin Co., 1930), and Dougla:. Pau! H. and
bi Flonnu‘ry Movement of M and Real Ecrai [ #/ hlau-Univudtyot Chicago Press, 1930).
mlm;mmuwmm Based an cents pet hour computed by Buresu of Railvmy Economics.
§New York Bate Department of Labor, Average for office employees for December In the years 19151917 and for October thereafter.

ings in the

632, and November, 1933, p. 1188. Wages and Hours g
year; steel indusiry rates as of one sample payroll

'niled Siala, 1926-1928 {C

SAXVL 40 BLMOUD
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New York state. This index rose 119 per cent from 1915 to
1920; the average in 1921 was double the 1915 average. In the
years 1922-1930 the annual index of earnings of all factory.
employees stood in the range 95 per cent to 133 per cent above
the 1915 level. The index of average annual earnings of salaried
employees of manufacturing firms throughout the country, as
computed by Paul Douglas, showed somewhat more gain in the
years 1916-1921 than the New York index of average weekly
earnings of office employees in manufacturing. On the other
hand, the index of average annual eamings of clerical employees
of steam railway companies, also computed by Douglas, rose
more from 1915 to 1920 than either the New York index or his
index of salaried employees of manufacturing firms.

Two of the indexes shown in Table 17 are based on average
annual earnings (including bonuses in certain years) of em-
ployees of the Federal government from 1915 to 1928. One is

- an index of the average annual earnings of employees working
in the District of Columbia in the Executive departments of the
Federal government. This index rose 43 per cent from 1915 to
1920. In 1921 the excess over 1915 was 38 per cent. In the
years 1922-1928 the range was from 41 per cent to 68 per cent
above the 1915 average. The other index of earnings of Federal
workers is that of postal employees in the United States. This
index rose 59 per cent from 1915 to 1920 and stood in 1921 at
a level 61 per cent higher than that in 1915, In the years 1922-
1928 the range of this index was from 59 per cent to 84 per
cent above the 1915 level.

In Chart 11 an index of total city tax collections and an
index of total city payrolls in Pittsburgh are plotted for com-
parison with selected wage and earnings indexes. It has been
pointed out that there is a considerable group of the wage class
on the city payrolls but that city employees are more generally
of the salary class. It has been shown (Table 7) that business
activity in the Pittsburgh district rose briskly from 1915 to 1920
and was at considerably higher levels throughout most of the
twenties than in 1915, Perhaps it may well be noted also that
while governmental employees on a salary basis usually enjoy
greater assurance of continuity of employment than is enjoyed



CHART 11

Indexes of City Tax Collections, Payrolls, and Cost of Living in
Pittsburgh and Indexzes Reflecting Changes in the Cost of Labor*

{Data in Tables 16 and 17)
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by salaried employees in industry, the civil service in local gov-
ernmental offices does not appear to provide the assurance that
is found in the Federal civil service. The City of Pittsburgh,
therefore, must have felt keenly the industrial compet:txon for
labor very early in the war period. Moreover, activity in in-
dustry and in building after the war must have sustained that
competition for some years.

From 1915 to 1920 the growth in total city payrolls was
very marked, the rise amounting to 67 per cent. Perhaps there
was some increase in numbers employed, especially in 1919 and
1920, when public works projects were being resumed. But, in
view of the major factors affecting rates of pay, there is room
to believe that much, if not most, of this increase in payrolls up
to 1920 was due to increases in average rates of pay. After
recovery from the 1921 depression—the jolt of which was re-
flected in the city budget for 1922, the payroll total no doubt
was affected both by changes in rates of pay and by changes in
numbers employed. There was an increase in each of the years
1923-1930, except 1925. In 1923 the total was 71 per cent larger
than the 1915 total; in 1930 it was 137 per cent larger than the
aggregate in 1915,

It should be understood thoroughly that the increases that
occurred’ in compensation to labor represented dollar increases.
One of the curves in Chart 11 (upper right) represents changes
in the cost of living in Pittsburgh (estimated for 1915 and 1916
on the basis of the United States index). The great increase’
of Pittsburgh rents after 1917 has been shown in Table 7 and
Chart 5. Because of the extreme rise in the cost of living, it is
probable that for a number of years after 1915—possibly to the
mid-twenties—city employees received less real income than
before the war.

It is clear from Chart 11, first, that the growth of city pay-
rolls was very much related to the increase in prevailing rates of
wages and salaries, and, second, that the growth in taxes was
very much related to the rate of growth of payrolls. The fact
that taxes grew faster than payrolls will be better understood
after consideration of commodity prices and construction costs.
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(b) Changes in Whole-sak Prices

About a year after the war began, in 1914, a long-sus-
tained upward movement of prices started in this country, There
was a moderate decline in average prices during the first year
of the war, but recovery in the latter part of 1915 brought the
average of prices in that year to about the same level as that pre-
vailing when the war began, '

In March; 1917, just before this country entered the war,
the monthly wholesale price index of the United States Bureau
of Labor Statistics was nearly 55 per cent higher than the 1915
average, This index rose fast until May, 1920; in that month it
was more than 140 per cent higher than the 1915 average. In

TABLE 18

Index of Commodity Purchases, City of Pittaburgh,
and Indexes of Wholesate Prices in the United States, 1915-1932

(1915 Equals 100)
— — - — ==
lndl?, of Indexen of Wholesale Pricest
Year | Purchases et
of Come Semi- Non-Agrl- | Other Al
moditios® Raw Many- | Finlshed | cultural [Than Farm| Com-
Materials | factures | Products | Products | Products | modities
1918 100.0 100.0 100 .9 100.0 100.0 100.G 100.0
1916 102.1 1129 145.7 119.4 124.5 129.9 123.0
017 125.1 152.4 185.2 158.% 165.1 167.9 169.1
1918 155.1 102.1 189 .4 181.0 182.6 183.2 188 .9
1 1741 nr.a 1945 189.6 192.1 189.4 199.4
1920 119.3 225.9 2441 T 4 226.0 231.2 222.2
1921 1885 1531.4 113 .3 149.9 146 1 154.3
1922 156.3 142.% 1211.8 140.1 141.0 150.6 139.1
1913 164.7 146. 6 146.1 144.0 147.3 153 .4 144.7
1924 1m.a 145.2 133.9 139.8 141.8 146.6 141.2
1928 N9 1308 10.7 146 0 168 0 150.9 148 9
1926 188.6 144 .8 123.2 146 .0 147.1 43.9
1917 192.3 143.6 1i6.1 137.9 138.1 18 137.3
1928 07.6 147.3 115 4 139.2 1.4 135 .4 131
1929 1.7 145.% 1ns.6 137.2 136.2 134.7 137.%
1930 nas 125.4 100.7 117.7 125 4 125.3 124.3
1931 298 97.6 AS O 111.8 108.9 110.3 105 .0
» 1932 142.8 2.0 1.0 102.0 . 103.2 93.2

'Muhﬂmﬂl«lﬁm&tl-ﬂ Repovi of the Oty Contvelior, Pittsburgh, for
the respective yeara  All expenditure items identifiable n&:&hr ml.erhl;nugi:.s:
equipment were totaled for each year. Since bond fund ditures are ot w
funds aaly o FROOriA, Lhess (RIEK RUIbLS FIAICAAl COmMOILY Purchisns from frvosne
11 Mﬂu\dbmummmbnu-ndhm&uﬁuumhnlmw
The rea s cautioned that the price indexss represent wverage change in anit cost,
'hu-nthi dumnmmtﬂnmdnmmdmh
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spite of the sharp break in prices shortly after this peak had
been reached, the 1920 average exceeded the 1915 average by
more than 122 per cent,

The low point of this wholesale price index in the decline
that followed the 1920 peak was reached in January, 1922;
but in that month the prices were 31.5 per cent higher than the
average in 1915. In the years 1921-1929 the annual average
index ranged from 37 per cent to 49 per cent above the 1915
level. The monthly average was higher than the 1915 average
through November, 1931. In the devastating year 1932 this
index averaged only 6.6 per cent less than in 1915,

Among different commodities, price changes differ a great
deal. The extraordinary changes during and after the war, how-
.ever, were-so general as to cause marked advance in the average
of any comprehensive commodity list. Attention is directed to
Table 18, in which, in addition to-the comprehensive wholesale
price index already discussed, several of the more restricted com-
modity group indexes computed by the United States Bureau of
Labor Statistics are shown. The increases differed, but all were
sharp; and the several groitp indexes stood throughout the
twenties decidedly above the corresponding 1915 levels.

Purchases by the city cover an extensive array of commodi-
ties. The wide diversity in the activities of the city government
necessitates the purchase of office equipment and supplies, fuel,
building -materials, cleaning equipment and supplies, food, cloth-
ing, household equipment and supplies, medical equipment and
supplies, equipment and supplies for fire fighting, police equip-
ment and supplies, automobiles, trucks—in short, an extensive ar-
ray of commodities of many classifications. Consequently, al-
though no one of the indexes shown in Table 18 is offered as an
exact index of the average price of commodities bought by the
city, there is no doubt that the indexes shown give a rough indi-
cation of changes in the average cost to the city of commodities
purchased. (The higher cost of building materials would be
reflected indirectly in higher contract rates on public works,
which will be considered presently).

The monthly index of wholesale prices (the all-commodity
index) was above the 1915 average until nearly the end of 1931.
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A physical volume of city purchases equal to that of 1915 prob-
ably would have cost more in every year thereafter through 1931
—much more in most of the years. Moreover, the city wag grow-
ing and its services were being expanded throughout the twenties.
The physical volume of purchases also must have grown; and
expanded volume at higher price levels inevitably required much
larger dollar amounts for commodities.

In Chart 12 the general index of wholesale prices, an index
of the amount spent by the city for commodities, and an index
of total city tax collections are plotted for comparison. It will
be seen at once that the amount spent for commodities jumped
to a much higher level in the period of the great rise of prices,
1916-1920, The increase in the amount paid out for com-
modities in that period was relatively greater than the increase
in the amount of taxes. In other words, a larger part of the tax
total was required for commedities, On the other hand, it will

CHART 12

Indexes of City Real Estate Tax Collections and Total Commodity
Purchases in Pittsburgh and Wholesale Prices in the
United Statos, 1915-1932*

(Data in Tables 16 and 18)
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*Caution: The ndex of waxes and that of purchases represent. changing volume, wheteas the
price index represent s avernge change I nnik cost.
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be observed that the amount spent for commodities did not in-
crease so much as average prices, If the available price indexes
may be taken to show roughly the change in the average price
of commodities bought, the city bought less in 1920 than in 1915,
Thus it appears that the city probably was running short of sup-
plies and permitting equipment to deteroriate in that period. If
so, replenishment of supplies and rehabilitation or renewal of
equipment would help to explain why the amount spent for sup-
plies did not fall immediately with the fall in prices after 1920.
Hence it seems that during the twenties, when prices were de-
cidedly above the 1915 level, the city had to make up deficiencies
of prior years and at the same time to meet current requirements
that had. been enlarged by the growth of the city and of its
services, )

(c) Changes in the Cost of Public Works

City public works, other than those paid for out of earnings
of public service enterprises, have to be paid for ultimately out of
taxes and special assessments. The immediate findncing of such
public works projects in Pittsburgh, however, is provided mainly
from the proceeds of bond funds.*®* Therefore, instead of caus-
ing great immediate change in city taxes, the cost of most city
public works is covered in later years by appropriations for the
amortization of bonds; and the cost of this method of financing
is covered in later years by appropriations for the payment of
interest on outstanding bonds. The rise in the amount required
for amortization of debt is not timed with the outlays for public
works, for borrowing and the use of the proceeds of bond issues
are not closely related in time. (The extreme variation in bal-
ances of borrowed money is referred to in Appendix B under
the section title “Interest on City Deposits.”) Because of the
indirectness in the relation between expenditures for public
works and final payment for them out of revenues, the effect
of changing cost of public works on city taxes is gradual and
Iong-sustained rather than sudden but currently liquidated.

25 Of a total of approximately $62 million paid for city publie works of
a permanent tvpe in the period 1919-1031 (water system included), bond fund
payments totaled about $46 milllon. Wilbert . Alster, Some Phasss of Publia
Works Planning for the Stabdilization of Employment in Pittsdburgh (Unpud-
lished MLA, thesis, University of Plttsburgh, 1933), p. 36.
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The cost of public works is not merely the cost of construc-
tion; it includes the cost of land on which structures are located,
and it may include damages paid to owners of abutting prop-
erty.®® In the available data the only clue to the changing cost
of land for public works is in the changing assessed valuation of
taxable land (Tables 3 and 5). The total of land valuation
changed very little from 1915 to 1921, In 1922 there was a
moderate increase; in 1923, a marked increase. Thereafter, the
assessed valuation of land rose gradually until 1931. Since 1931
it has been reduced somewhat. In the years 1923-1932 the as-
sessed valuation of land ranged from 104 per cent to 229 per
cent above the 1915 total. It is conceded that assessed valua-
tiong are poor guides with reference to what a governmental unit
must pay for land; and it is recognized that total valuation is
affected somewhat by annexations, But the rise of assessed
valuations at least affords evidence of the rising cost of land for
public works.

In Table 19 the following items of city data are shown for
the years 1915-1932: tax collections; collections of special as-
sessments; the amount required from general budget revenues
for amortization of long-term debt; and the amount required
from general budget revenues for interest on city debt, including
floating debt. In Table 20 each of these amounts is expressed
as a percentage of the corresponding amount in 1915, An index
of construction costs and an index of building costs in the
United States are included in Table 20 for comparison,

The cost of construction in the United States, as measured
by the Engineering News-Record index, was, at its peak in
June, 1920, only a little short of triple the average for 1915. In
spite of the swift break after the peak was reached, the average
for the year 1920 was 2.7 times the 1915 average. The low
point of the decline that began in 1920 was reached in March,
1922, when the index was nearly 75 per cent above the 1915
level. There was substantial recovery in this index after March,
1922, and the average for that year was 88 per cent higher than

a1t Alster's study juat ¢ited shows (p. 31) that in the peried 1919-1931
plmentn for land and damages conntituted 2X.5 per tent of city expenditures
public works (water xyztem Included)., Since water pipes are

hid slong city streets and alleya, segragation of land cost attributable to the
water works would ba arbitrary.
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TABLE 19

City Collections of Taxes and of Special Assessments and
Amounts Required from General Budget Funds for Amortization
of Long-Term Debt and for Interest, Pittsburgh, 1915-1932

Collectiona of Taxes and Requirements from General Budget
of Special Assessments® Funds for Debt and Interest

Year

Total Taxes Net Total
Taxes Spectal and Special { Amortiza- Interest  |Amortization
Asgesaments | Assesaments tiont Requirementy

and Interest
1915 |$ 7,704,236 | § 200,874 |$ 7,905,110 | $1,003,855 | $1,343,567 | 82,347,422
1916 9,069,788 237,105 9,306,893 - 1,260,265 -
1917 3,335,002 391,819 8,726,841 1,063,985 1,086,637 2,150,621
1918 } 10,303,707 504,772 | 10,808 479 1,112,923 1 .g%g .gg 2,138,043

1919 | 10,978,900 516,334 | 11,495,234 | 1,041,957 . 2,008,215
1920 | 13,320,696 #18,480 | 13,739,085 | 1,223,845 | 1,146,807 | 2,370,702
1921 | 14,153,543 653,942 | 14,807, 1,441,208 | 1.561.370 | 3,002,668
1922 | 13.785.040 716,722 | 14,499.762 | 1.587.467 | 1,821,632 | 3,409,009
1923 | 15,131,311 436,642 | 15,567,953 | 1,76.559 | 1,783, 3,499,963
1924 | 15,320,626 544,881 | 15,865,507 [ 1,750,560 | 1,748,164 | 2,498,724
1925 | 14,771,558 750,736 | 15,522,201 | 1,817,845 | 1,683,100 | 3,501,044
1926 | 15,873 920 742,067 [ 17,616,916 | 1,681,560 | 1,707,054 | 3,478,614
1927 | 17,518,598 980,469 | 18,499, 2,129,945 | 2.036.501 | 4.166.446
1928 | 20,073,984 | 1,042,249 | 21,116,233 | 2.266.602 | 2.415.003 | 4.681.605
1929 | 20)510 129 802.073 | 21,312,202 | 2,531,428 | 2,499.496 | 5,030,924
1930 | 21,686,437 083,058 | 22,670,395 | 2,486,560 | 2,473,110 | 4.959.670
1931 | 20816.30¢ 500,115 | 21,406,509 | Z.494.98t § 2,424,998 | 4,919,979
1932 | 17,768,038 328,705 | 18,096,743 | 2,482,800 | 2,443,460 | 4,926,260

*Delinquent coliections included. See Table 8 and Table B-1.
TAmoﬂinl.ion requirement on long-term debt exclusive of water debt. Retirement of short-
“current * bonds excluded in the foliewing amounts: 1915, §1,055,000; 1913,
‘7“) 000; 1926, $300,000,

$Interest on both funded debt and fHoating debrt except funded water debl. Most of the
city's floating debt relates to damages and contracts on public works.

*Excess sinking fund reserves made it possible in 1916 to cancel a number of city bond l-:la;

held an ginking fund investments, and the reduction of water debt alone
the total appropriation from current funds for amortization.

the 1915 average. In each of the years 1923-1930 the annual
index was decidedly more than double the 1915 index, the range
in those years being from 119 per cent to 133 per cent above the
1915 average. In 1931 the average was still 96 per cent higher
than in 1915. In 1932, when construction was nearly at a stand-
still throughout the country, this index averaged 70 per cent
higher than the 1915 level.

The index of the cost of building computed by the Federal
Reserve Bank of New York rose 135 per cent from 1915 to
1920. In 1921 it averaged 78 per cent higher than in 1915. In
the years 1923-1930 the range of the annual index was from 90
per cent to 98 per cent above the 1915 level. The average in
1931 was the same as that in 1921. In 1932 this index averaged
61 per cent higher than in 1915.
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To a considerable degree the city evaded the sharp rise in
construction costs in the earlier years by the expedient of cur-
tailing construction, But when construction and borrowing
were resumed on a considerable scale, in 1919 and 1920, costs
were very high; and, in spite of the jolt of the 1921 depression,
they continued high throughout the rest of the period. Borrow-
ing was heavy in 1921, when construction costs were severely
shaken but were nevertheless far above the pre-war levels. It
was heavy in 1922, and construction costs were rising after the
spring of 1922, Bond issues were much curtailed in 1923 and in
1924, rose substantially in 1925, and were very large in 1926,
1927, and 1928, It should be understood that these are gross
bond issues; but it has been shown in Chart 10 that the net

TABLE 20

Indexes of City Collections of Taxes and Special Assessments and of
Requirements from General Budget Funds for Amortization
of Long-Term Debt and for Intereat, Pittaburgh, and
of Coat of Construction and Building in the
United States, 1915-1932*

(1915 Equals 100)
Total Amortization and
Special Taxea Iuterest from General ) Cost of
Tax Amces- | and Special Revenue Funds Con- Coat of
Year | Collec- ments Asstan struc- | Building
tions Collected ments . ton U. 58
Amortiza. U. s8¢t
tion Interest
[3-3 1] 100.0 100.0 100.0 100.0 100.0 100 100
1916 1nr.s 118.0 1t7.7 [ 298 140 116
1917 108.2 195.1 110.4 106 .0 30.9 196 139
1918 133 .8 251.3 136.7 110.9 763 204 153
1919 142.6 251.0 145.4 038 n.ry 214 182
1920 113.0 208.3 173.8 119 5.4 m 135
1921 JA3 8 325 .85 187.3 143.6 116.2 218 178
1922 119 .0 3558 133 .4 158.1 135.6 188 176
1923 196 .§ ne.4 196.9 in.0 132.7 2 196
1924 199 0 1.3 200.7 1144 1301 233 194
1923 191.8 373.7 196 4 181.1 128.3 223 194
1926 219.1 369 .9 1119 167§ 133.3 228 196
1927 21.3 488 .1 a0 212.2 15t.6 23 190
1918 2607 5189 267.1 125 .8 1719.7 223 192
3929 226.4 399.3 169.6 a51.2 186.0 24 193
19%0 81.6 4398 W 47.7 1341 ns 190
1941 a3 193.8 M8 48.5 180 .3 196 178
1932 230 .8 163 .6 1189 1473 1859 170 161

*All indexes except the laat iwo columns based ok data shown and deacribed in Table 19.
tindex of the Enginieing News.Rmoed, cohverted to 1915 base,
$index of the Federal Reserve Bank of New YVork, converted to 1915 base.
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bonded debt increased very fast in the period 1919-1922, sub-
sided somewhat for three years, and then leaped upward higher
than ever in the late twenties. Public works bond issues far ex-
ceeded bond retirement and signally increased the amount re-
.quired for amortization. The full effect of the high cost of con-
struction, of course, is not shown in the tax totals in the twenties.
On the other hand, even if the cost of construction should now
settle to very low levels, the high costs of public works in the
twenties would remain a part of the tax bill until the final ma-
turities of the thirty-year bonds issued in the years 1920-1930
are retired in the years 1950-1960.

I1f high costs of construction are to be counted the main
explanation of the increase in city debt and in the amount re-
quired for the retirement of bonds, the same factor must be
blamed for the very considerable increase in the amount of in-
terest paid on city debt. True, interest on bonds is payment for
the use of credit, that is, cost of a given method of financing, not
cost of construction. But that method has long been used in
this city, and when additional borrowing was required because
of higher construction costs, payment of more interest was the
inevitable result. The amount of interest paid was increased also
by the fact that city bonds issued in the years 1917-1921 bore a
higher rate of interest than the city had been paying before 1917.
Interest on floating debt relates mainly to public works and is
included in Table 19, Interest on so-called “current expense”
bonds, also included, probably is at least in part related to public
-works, for rising costs of public works and of public works fi-
nancing undoubtedly helped to create the revenue deficiencies
temporarily met by such issues.

(d) Other Influences Affecting the Growth in the Amount of
Real Estate Taxes '

Increases in the rates of pay for labor, in commodity prices,
and in cost of public works have not been the only factors caus-
ing a growth in the amount of real estate tax required. Even
if the kinds of service rendered had not changed, there was never-
theless a considerable increase in population in the city (1910
population, 533,905; 1920 population, 588,343; 1930 population,
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669,817). Moreover, part of this increase was due to annexa-
tion of contiguous boroughs and_townships. - These annexations
brought into the city budget a number of areas formerly covered
in the budgets of adjoining boroughs and townships. According
to the City Controller’s reports, the area of the city in 1915 was.
about 42 square miles; at the end of 1930, the area was more
than 53 square miles. In other words, the city had to provide
services to many more people scattered over a much larger area.
Taxes from the annexed areas, of course, were used in meeting
the cost of increased services and are part of the total city tax
collection. In part, therefore, the growth in total city taxes repre-
sents merely a combination of totals formerly separate.

In addition to the increases in quantity of service due to
increased population and increased area, there were without
doubt increases in the extent and in the complexity of some of
the city services, ~ Since 1915 several skyscrapers and some very
large apartment houses have been built; and the number of
buildings of the general type previously existent has been vastly
increased. Probably the scatter of garages, automobile service
stations, and parking places added to the fire hazard. Heavy

~motorized fire-fighting equipment was required and was bought.
The city has provided more complete facilities for the protection
of health and for the care of the poor than it had before the war.
Its parks and playgrounds have been expanded. This city, like
every other American city, has been deluged with automobiles
and trucks since 1915. Many of the streets and bridges have
been made over, and modern boulevards and bridges have been
built, Traffic of today could not possibly move on the city
highway system of 1915. Moreover, larger concentration of
movable wealth, traffic congestion, high accident rates, and auto
thefts—quite aside from any other factors—have required ex-
pansion in the city police force, the traffic problem alone re-
quiring a large number., Undoubtedly both the qualitative im-
provement and the quantitative extension of city services help to
explain the growth in taxes,

Some there are who claim that much of the tax growth is
due to graft and waste. No doubt both graft and waste affect
public business; but there is no way of estimating to what ex-
tent, if to any extent, the increase in the amount of taxes has been
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due to these factors. There would be cause to marvel if a gov-
ernment conducted by humian beings were not at least somewhat
lacking in efficiency and integrity. Probably it cannot be demon-
strated, however, that public business is less efficient than private
business; and there is room to doubt whether it can be demon-
strated that it is less honest, since most evidences of lack of in-
tegrity in government show at the same time lack of integrity in
private business. Direct theft of public property is generally
the only way an official can extract city resources without the co-
operation of people with whom city dealings are conducted. But
the major graft in American cities is not in outright embezzle-
ment; it is in payroll padding and in irregularities on contrafts
for matenals, supplies, equipment, and construction. Therefore,
something approximating a millenial housecleaning, not only in
public offices, but also in private offices, would be the only possible
means of eliminating the graft on public treasuries. Mean-
while, part of the public money will continue to trickle through
questionable channels; but graft rarely explains a very large
part of the tax bill. Waste and incompetence no doubt are
significant factors in the tax bill, but choice of public adminis-
trators on the basis of ability to round up the vote will not cure
the evil.

Even though there is some measure of graft and inefficiency,
it would be necessary to show a large increase in theft and waste
since 1915 before it would be possible to consider these factors
of much importance in the increase of city taxes. And when
prices, population, area of the city, vastly improved streets and
bridges, necessary expansion of fire and police force and equip-
ment, and extended care of the ill and the poor are taken into
account, there is reason to doubt that waste and such brigandage
as may have been perpetrated by city officials and cooperative
citizens would explain any very large part of the increase in real
estate tax totals. Government of honesty and efficiency should be
sought, of course. There can be no d t officials of integ-
rity and competence, given moderate &&mmunity protection
against political hamstringing, can provide better service for less
than poor service usually costs. But, at best, the govemmental
job of the city is big, costs a great deal of money, is growing, and
will cost more money.

K722.7311-35°F
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CHAPTER 5

Delinquency of City Real Estate Taxes in
Pittsburgh |

Real estate tax delinquency occurs under any system of tax
collection, just as slow pay and bad debts are found in the records .
of any business not operating on a strictly cash basis. Since the
refl estate tax is the major local revenue in the United States,
local budgets and local tax rates throughout the country are
affected by delinquency of this tax. Tax delinquency in Pitts-
burgh, therefore, is not here offered as a horrible example; it is
presented merely as the local angle of a nation-wide phenomenon.

TABLE 21

Per Cent of Real Estate Tax Collections from Current Levy and
Per Cent from Levies of Priar Yoars—City of Pittsburgh,
Pittaburgh School District, and Allegheny County, 1915-1933

{Based on Tables 8, 10, and 11)

City of Pittaburgh City School District Allegheny County
Year

From From From From From

Current Levies of Current Levies of Current Levies of
Prior Years Levy Prior Years Levy Prior Years
1915 91.1% 8.9% 90.7% | + o.3% BY.5% 16.5%
1916 2.9 9.1 29 .4 10.6 9.1 49
1917 1.2 [ K 9.3 8.2 27.0 13.0
1918 .3 5.7 . 936 6.4 39. 10.6
1919 9.1 &9 93.1 6.9 87.8 12.4
1910 .S 3.5 4.7 5.3 9.2 a8
1911 953 4.7 96.0 4.0 89.4 10.6
1923 9.5 4.5 7.0 5.0 90.1 9.9
1923 ™4 5.6 9.3 4.5 85.1 1n.e
1924 4.8 5.4 25.2 4.8 91.4 5.6
1928 .0 6.0 3.1 4.9 on.s .5
1926 95,1 4.9 95.0 3.0 9.2 33
19217 4.7 53 .7 5.3 91.2 8.8
1928 s .4 4.6 .4 3.6 88 .8 1.2
1929 4.1 5.9 .0 6.0 8.5 1n.s
1930 P34 [ X 93.3 6.7 0.6 104
1931 2.8 -2 2.8 1.2 90 1 2.9
1942 1.4 8.6 .y 2.3 2.4 7.6
1933 9.6 10.4 0.4 X 0.5 10.5
— ]

-
%
o
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Annual Collections from Levies of Prior Years

In the period 1918-1931 city real estate taxes received from
levies of prior years ranged from 4.5 per cent to 6.9 per cent of
annual tax collections (Table 21). In 1932 and 1933 the percent-
age was considerably larger, as it was in the years 1915-1917. The
importance to the city budget of the collection of delinquent taxes
is thus too clear to ignore. Recognition of its importance and
the initiation of more aggressive efforts to collect are said to
help explain the large volume of delinquent taxes garnered in
1932 and 1933. The decided reduction of rates after 1930 may be
assumed to have facilitated payment of old levies outstanding.

Collection Agencies

The Treasurer of the City of Pittsburgh is collector of city
taxes, both current and delinquent. He is also the collector of
taxes for the Pittsburgh school district. County taxes, before
delinquency, are payable to the County Treasurer; after delin-
quency, they are payable to delinquent tax collectors.

TABLE 22
Delinquent City Tazes Outstanding in Pittsburgh
1915-1933*
(Each Amount as of the End of the Year)
: Levies of Prior Current Year Levies Total
"~ Year Years Unpaid Unpaid Outstanding
1915 $1,015,925 $ B15,166 $1,831,001
1916 922,306 723,260 1,715,566
1917 1,613,955 653,258 2,267,113
1918 1,002,917 815,628 1,818,545
1919 1,053,166 718,063 1,771,227
1920 1,033,595 * 767,265 1,800,860
1921 1,121,362 776,634 1,897.996
1922 1,260,934 832,433 2,143,817
1923 1,273,300 855,858 2.129,158
1924 1,117,944 949,061 2,067,003
1928 1,349,581 923,340 2,272,971
1926 1,426,023 1,195,389 2,621,412
1927 1,670,422 1,229,919 2,900,361
1928 1,966,338 3,640,370 3,807,208
1929 2,386,452 1,825,802 4,252,154
1930 2,696,504 1,082,720 4,779,524
1931 4,398,711 3,003,010 6,488 721
1932 . 4,937,682 4,103,886 9.131,568
1933 7,521,870 4,676,308 12,198,178

%Levies of prior years ., 1915-1932, from Annual R, of the City Comitvoller, vo-
ve years; wmntlmwd. 1915-1932, from Con ﬁlnpnﬂ. 193'?: . 68 (amonunts
those years);

specti
for 1930 and 1931 differ slightly {rom amounts shown in the reports
1933 data from City er’s aifice.
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Dates of Delinquency and Penalties for Delinquency

City taxes on real estate in Pittsburgh miay be paid wholly
or in part at two per cent discount in January of the year for
which they are levied, Taxes not paid in January are due on or
before March 31 at face (no discount, no penalty) unless the
taxpayer chooses the installment method of payment. Prior to
1933 the plan of quarterly payment was optional. Under emer-
gency legislation in 1933, the method of payment in monthly in-
staliments was provided as an additional option.

TABLE 23

Delinquent School Taxes Outstanding
in Pittsburgh, 1915-1933*

(Each Amount as of the End of the Year)

Levies of Prior Current Year Total
Year Years Unpaid Levieas Unpaid Outatanding
1013 $ 481,024 § 490,198 $ 971,219
1916 443,250 378,737 838,987
118} 441,356 363,351 805,907
1918 476,250 368,093 844,343
1919 493,653 285,686 779,339
1920 475,401 285 358 761,259
1921 494,371 343,892 818,263
1922 568,979 539,096 1,108,075
1923 659,024 521,984 1,181,910
1924 719,376 563,732 1,283 .4
1928 779,628 620,046 1,300,674
1926 860,128 495,670 1.564,798
1927 1,076,078 819,187 1,895,260
1928 1,255,610 048 625 2,204,238
1929 1,510,117 1,046,426 2,556,
1930 1,649,878 1.499,306 3,149,184
1931 2.077Y 487 2,001,436 4,079,343
1912 3,045, 703 2,993,604 6,059,307
1938 4,938,342 3,732 .u_s 8,670,727

91015~1932 from the annual reports of the Board of Public Edocation, Pittaburgh; 1933 data
from the office of the Board.

City taxes unpaid on April 1 become delinquent unless the
taxpayer has started payment on an installment basis. On the
quarterly basis the successive installments of the tax unpaid be-
come delinquent on April 1, May 1, August 1, and November 1.
Under the monthly plan each monthly installment unpaid be-
comes delinquent on the first day of the month immediately suc-
ceeding that in which it is due. There is a flat penalty of two
per cent and an interest charge of one-half of one per cent a
month on delinquent city taxes,
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e
TABLE 24
Delinquent Real Estate Tases of Allegheny County Ontstanding
1915-1933*
{Each Amount as of the End of the Year)
e ——
Levies of Prior Current Year Total
Year Yeara Unpaid} Levies Unpaid Outstandingt
1915 $ 468,081 $ 508,479 $ 976,560
1916 511,559 701,551 1,213,110
1917 542,850 727,915 1,270,765
1918 647,954 837,575 1,485,529
1919 690, 765 775,967 1,466,732
1920 667,013 1,100,254 1,767,267
1921 835,239 1,187,476 2,022,718
922 . 1,115,916 1,268,143 2,384,059
1923 1,261,773 1,086,053 2,347,826
1924 1,313,257 1,170,156 2,483,413
1928 1,179,011 1,566,154 2,745,165
1926 1,342,043 1,997,348 . 3,339,391
1927 1,802,528 1,916,969 3,500,497
1928 1,964,019 2,334,855 4,298,874
1929 1,902,830 2,194,072 4,006,902
1930 1,936,478 2,531,696 4,468,174
1931 2,428,568 2,486,827 4,915,395
1932 3,156,502 3,585,551 6,742,053
1933 4,092,138 5,039,744 9,131,882

%1915-1932 from the annual reporu of the Controller of Allegheny County (Pa.); 1933 data
from the County Controller's office.
ﬂnmmﬁlete No record counld be fonnd of the total unpaid balance of delinquent taxes for
which liena ﬁia\‘. ‘Therefore each prior year total includes only the delinguent taxes of three
prior yeamn. For further explanation, refer to the second paragraph uader the sub-title
‘Amount and Gmwt.h of Delinquent Taxes,” below.

Provisions regarding payment of school taxes in Pittsburgh
are the same as those regarding city taxes. Provisions with ref-
erence: to county taxes, however, are considerably different.
Through the year 1932, county taxes were payable at five per
cent discount in May, June, or July; at face in August; and with
a penalty of ten per cent on or after September 1. Under
legislation passed in 1933 the penalty wag reduced to tive per
cent, but delinquent county taxes were made subject to an in-
terest charge of one-half of one per cent per month.

Amount and Growth of Delinquent City Taxes

The aggregate of delinquent city taxes outstanding was
$1,831,000 at the end of 1915 (Table 22). There was a moderate
decrease in 1916; but in 1917 there was a marked increase, the
aggregate at the end of that year being $2,267,000. By the end of
1919 the total was down to $1,771,000. Delinquent taxes increased
again in the years 1920-1922 but declined somewhat in 1923 and
1924,



CHART 13

Delinquent Taxes Outstanding—City of Pittsburgh, Pittsburgh
School District, and Allegheny County, 1915-1933*

(Data in Tables 22, 23, and 24)
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In the period 1925-1933 the aggregate of outstanding de-
linquent taxes increased every year. This increase was definitely
related to the slump in the real estate market. In each of those
years, the number of deeds registered in Pittsburgh declined,
and the number of real estate mortgage foreclostires increased.
The number of residential building permits declined in each of
those years except 1927, and the, estimated value of the residen-
tial construction represented by these permits declined every
year after 1925. Thus, the rise in tax delinquency reflected the

TABLE 25
Total New Delinquengy of City Real Estate Taxes in Pittsburgh
. 1927-1932*

New Delinquent Taxes

Total Paid Before Unpaid at
Year City Total End of Year End of Year
Levy
Per Per Per
Cent Cent. Cent
Amount of Amount | of New | Amount | of New
Levy Deling. Deling.
% %o o
1927 [$18,093,561 LS!.IOS.ZOS 11.7 |§ 878,269 | 41.7 Pl 229,939 SZJ
1928 21,096,811 | 2,534,417 i12.0 894,047 35.3 R ,370 64.7
1929 21,431,432 | 2,711,091 1z2.7 885,289 32.7 1.825,802 67.4
1930 22,648,582 | 3,312,960 i4.6 1,230,191 37.1 2,082,769 62.9
1931 | 22,954,596 | 4,172,865 18.2 1,079,847 25.9 3,093,018 74.1
sll:%!z ] 20,651,587 | 5,296,943 25.7 1,105,057 20.9 4,193,886 .1
23 § 1
Average |§21,146,095 [$3,356, 414 15.9 |$1.012,117 30.2 182,344,207 9.8

*Amount of levy and amount unpaid at end of year from Anxual Report of the Cily Controller,
Pitteburgh, 1932 p. 68. Dl:ll.nguent taxes paid before end of year from unpublished data
futnished by the Pennsylvnma of Internal Affaire, Division of Assessment and

axes.

increasing tightness of the real estate market after the mid-
twenties and was, of course, increased tremendously by the in-
dustrial crash after 1929, The amount of delinquent school taxes,
1915-1933, is shown in Table 23. The total amount of delinqueat
county real estate taxes could not be determined from available
data. Taxes on the “lien docket,” i. e.,, more than three years
delinquent, are not shown in the central finance records of the
county, New delinquent county taxes and the total unpaid from
levies of three prior years are shown in Table 24 for each of
the years 1915-1933. Delinquent taxes of the city, those of the
school district, and the incomplete data for the county are plotted
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in Chart 13. The enormous increase since 1929 is seen at once.
But it is equally apparent that there was a large volume of de-
linquent taxes before the depression came on,

Part of the city taxes that become delinquent are paid before
the end of the year. This amount is not shown in the published
reports of the City Controller. It is shown for the years 1927-
1932 in data furnished by the Pennsylvania Department of In-
ternal Affairs. In Table 25 the amount becoming delinquent but
paid before the end of the year is combined with the amount of
current levy remaining delinquent at the end of the year, the
two items constituting the total that became delinquent. The
amount that became delinquent in 1927 was 11.7 per cent of the
levy for that year. The percentage was'25.7 in 1932, having in-
creased in each of the years 1928-1932. In the six years 1927-
1932 the amount of taxes that became delinquent averaged 159
per cent of the levy. In the same period the amount of delin-
quent taxes paid within the year in which they were levied
averaged 30.2 per cent of the total amount becoming delinquent,

TABLE 26

City Tax Levy, Diacounts, and Exonerations,
Pittaburgh, 1915-1933*

. Total Discounts and
Discounts Exonerations
Year Total Levy Exonerations
Per Cent| Per Cent
Amount of Levy Amount of
1918 $ 7.960.2 $126 374 1.59%| $1.448 $117.820 1.61%
1916 9.100, 0'!5 125,718 1.38 10.804 136,519 1.50
7 8,386,275 122,211 1.46 3,244 127,458 1.52
1918 10,695,158 161,540 1.51 5,284 166 824 1.56
1me ll.ﬂﬂ.i&l 167,717 1.51 13,990 181,767 1.43
1920 13,572 .804 198,148 1.44 19.737 217,888 1.61
1921 14,514 872 206,857 1.43 45,078 251,935 1.T4
1922 14,342 481 194,790 1.36 95.520 290,310 2.02
1923 15.110.822 208,778 1.35 70,164 278,939 1.5
1924 3,668,196 206,566 1.52 24,684 231,250 1.48
1918 15,033,090 102,430 1.3% 17 418 219,895 1.46
1916 17,510,953 133,242 1.33 33,914 267,216 1.53%
1927 18, 093 381 111,159 1.29 33,918 206,677 1.47
1928 i) .096.!“ 261,432 1.24 52,004 313,436 1.49
1929 21,431,432 263 044 1.23 47,237 310,241 1.45
1930 11,048 3802 263 .58 1.16 35,653 319.239 1.41
1841 22,954,594 151,877 1.10 89.001 340 378 1.49
1032 20,451,587 202,041 0.98 23,587 225,624 1.09
1933 18,515,924 162,199 0.8 u.m 116,809 095
e —————— ]

*Data from Awnuel the City Comtrolier, Pittsbutyh, 1932, . 63; 1933 data from
ritrie o Repovt of the City >
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TABLE 27

Per Cent of Net Levy Collected and Per Cent Unpaid in the Year
of Levy—City of Pittsburgh, Pittsburgh School District,
and Allegheny County, 1915-1933¢

City of Pittsburgh Pjttsburgh School District Allegheny Countyt
Year
Per Cent Per Cent Per Cent Per Cent Per Cent Per Cent
Collected Unpaid Collected Unpaid Collected Unpaid
1915 89. 6% 10.4% 89.2%, 10.8% 80.9% 19.1%
1916 91.9 8.1 919" 8.1 82.0 180
1917 92.1 7.9 92.2 7.8 83.0 17.0
1918 92.3 7.7 92.8 7.2 83.2 16.8
1919 93.4 6.6 94.4 5.6 85.0 15.0
1920 94.3 5.7 95.2 4.8 84.2 15.8
1921 4.6 5.4 5.0 5.0 83.8 16.%
1922 93.7 6.3 94.5 5.5 83.0 17.0
1923 94.3 5.7 95.0 5.0 34.3 15.7
1924 93.9 6.1 o248 5.2 825 17.5
1925 93.8 6.2 .5 5.5 85.0 15.0
1926 9341 6.9 93.9 6.1 83.8 16.2
1927 93.1 6.9 93.1 6.9 84.9 15.1
1928 92.1 7.9 2.4 7.6 2.4 17.6
1929 1.4 5.6 91.9 8.1 83.7 16.3
1930 90.7 2.3 B8 .9 11.1 83.6 16.4
1931 86.3 137 85.7 14.3 83.5 16.5
1932 79.5 20.5 78.7 21.3 75.6 24.4
1933 74.5 25.5 73.5 26.5 67.5 31.5

*Net levy is total levy less adjustoients by discount and exonerztion in the year of levy. Net
levy for the city derived from data in Tabie 26; for the schoo] district it is the sum of collections
from current levy (Table 10) and current levy unpaid at the end of the vear (Table 24); for
the county it is the sum of collections from current levy (Table 11) and current levy unpaid
at the end of the year (Table 24). 3

e

{Caution: The magnitude of the county percentages should not be compared with the magnitt
of the percentages of the city or of th%oe of the school district. The collection year, as marked
by penalty. dates, is different.

It will be observed, however, that whereas 41.7 per cent of new
delinquent taxes in 1927 were paid before the end of that year,
only 20.9 per cent of the 1932 delinquent taxes were paid before
the end of 1932. Tax delinquency was increasing, and delay of
payment was becoming longer. The same thing was true of
school taxes and of county taxes.

New city taxes paid in January are discounted 2 per cent,
and the payments in January ordinarily are large. Consequently,
the city never expects to collect the face amount of all tax bills.
If there were no delinquency and no reduction of levy except
by discount for early payment, the amount of current tax col-
lected would be less than that levied by 2 per cent of the face
amount of all tax bills paid in January. Discount, however, is a
substantial amount, and there is always some reduction by ex-
oneration, In Table 26, the amount of discounts and that of
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exonerations are shown for the years 1915-1933, Discounts and
the total of the two adjustment items are expressed as percent-

* that is, total
far as

“net levy,

ages of the gross levy. It will"be noted that roughly one per
cent or two per cent of the original levy is at the outset not des-

tined for collection. For this reason the

levy less discounts and exonerations

is more accurate so

its budgetary meaning is concerned.

CHART 14

Per Cent of Net Tax Levy Unpaid at the End of the Year—City of

Pitesburgh School District,

Pittsburgh,

and Allegheny County

1915-1933*
(Data in Table 27)

CITY

TN
e ccrrrercelrrrrreerr
MIMINRY
AN
AN
AN
AN

EN

SCHOOL

TN

COUNTY

[~} [«




76 REAL ESTATE TAX IN PITTSBURGH

It may be observed in Table 26 that discounts were a smaller
part of total levy in the later years. This means that a smaller
part of the levy was paid in January.  In Table 27, collections
of current levy and current levy remaining unpaid at the end of
the year are expressed as per cent of net levy. In the period
1915-1921 the percentage of net levy remaining unpaid at the
end of the year declined, that is, the percentage collected in-
creased consistently, Collections faltered somewhat in 1922 but
recovered a bit in 1923. After 1923, with only slight interruption
in 1927, there was a consistent increase in the percentage of met
levy unpaid in the year in which the levy was made. Since 1929
the increase has been very sharp, Corresponding data for the
school district and for the county are shown in Table 27. Delin-
quent taxes of those districts showed practically the same general
tendency as did delinquent taxes of the city, as may be seen in
Chart 14. :

Budgetary Significance of Delinquency in
City Real Estate Taxes

The budgetary significance of delinquency in real estate
taxes will be more easily understood after a glance at the steps
in the preparation of the budget.

City department heads are called upon in the latter part of
each year to estimate their needs for the succeeding year. The
departmental estimates are submitted to the Mayor. These esti-
mates, after being modified to suit the Mayor's judgment (or
the judgment of those permitted to act for the Mayor), are sub-
mitted to the City Council as the proposed expenditure budget.
The City Countil makes whatever changes it considers necessary
and, having decided upon the amounts to be authorized for ex-
penditure, engcts appropriation ordinances to provide for the
expenditures approved. At the same time it is the duty of Coun-
cil to provide revenue to cover the authorized expenditures,
except to the extent that payment is temporarily postponed by
borrowing. Part of the revenue, of course, is expected to be
available under continuing ordinances. But, as we have seen in
Chapter 3, the real estate tax is the predominant general budget
revenue,
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Once the total revenue requirement for the budget is fixed,
the amount required from the real estate tax is simply the differ-
ence between the total revenue required and the amount esti-
mated to be derived from minor sources. The estimated amount
of real estate tax revenue required is thus increased by any
expected failure of other revenue. Moreover, the amount levied
must be larger than the amount required. Allowance must be
made for the two per cent discount on tax bills paid in January,
for at least some reduction of original levy by exoneration, and
for any probable net increase in delinquent taxes.

We have seen (Table 21) that an amount usually near 5
per cent or 6 per cent of real estate tax collections is from levies
made in years preceding that in which they are collected. If
the amount of collections from old delinquent taxes equalled the
amount of new taxes becoming delinquent, the tax rate would
differ little from the rate that would be required if there were
neither old taxes outstanding nor new taxes becoming delinquent.
(There would presumably be a slight difference because of the
additional administrative cost arising from delinquency.) In a
growing community, however, except in depression periods, the
amount of new levy each year is likely to exceed the amount in
preceding years. Therefore, if there were no change in the
ratio of new delinquent taxes to new levy and no acceleration in
the collection of delinquent taxes, the amount of new unpaid
taxes would be likely to exceed collectian of old delinquent taxes.
Very commonly, therefore, the tax rate is set high enough to
allow for a net increase of delinquent taxes. New delinquent
tuxes and collections of old delinquent taxes are plotted for com-
parison in Chart 15. In recent years, there has been a decided
increase in the excess of new delinquent taxes over the collection
of old delinquent taxes, the city, the school district, and the
county showing the same general tendency.

It has been shown in Table 27 that an increasing portion of
the levy remained unpaid at the end of the year. In other words,
delinquent taxes increased faster in recent years than did the
(net) levy. Meanwhile, the same economic conditions that made
it difficult to collect current levies also made it difficult to collect
old delinquent taxes, As a consequence there was a net increase
in delinquent taxes.
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CHART 15

New Delinquent Taxes and Collections of Old Delinquent Tazes—
City of Pittsburgh, Pittsburgh School District,
and Allegheny County, 1915-1933*
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*‘New Taxes Delinquent” same as “Current Year Levies Unpald” in Tables 22, 23, and 24.
“Old Taxes Collected” same as “From Levies of Prior Years' in Tables 8, 10, and 11.

Even a smali net rise in delinquency, if not carefully re-
garded as a budget factor, will sooner or later wipe out a surplus
and lead to a deficit; a large increase is a budget shock of ex-
treme violence, If it is foreseen and provided for in advance,
the shock occurs in the period of budget-making. If it is not
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foreseen and provided for in adyance, the enacted budget is un-
dermined, and the resultant shock may come either in the process
of hasty, often ill-advised, retrenchment during the year or in the
realization of a deficit at the end of the year.

Whean the budget is being prepared, allowance for increased
delinquency may-be made either by cutting expenditures or by
loading the tax rate sufficiently to produce the necessary revenue
in spite of delinquency. Both cuts in proposed expenditures and
loading of the tax rate may be employed. At any rate, a wider
spread must be introduced between gross tax levy and expected -
tax revenue.

Let us suppose that in considering the budget for 1932 the
City Council could have foreseen that new delinquent taxes in
1932 would exceed the collections from old delinquent taxes by
$2,658,000. To simplify the problem, let us gssume that treasury
balances available for new appropriations were expected to be
the same on January 1, 1932 as on January 1, 1931; that minor
revenues were expected to yield the same in 1932 asg in 1931;
and that there was to be no change in the assessed value of taxable
real estate,

Under these conditions, if the City Council had wished to
provide the same amount of cash from the real estate tax in 1932
that had been received in 1931, it would have had to levy about
$3,000,000 more for 1932 than it levied for 1931 (the additional
levy also being subject to discounts, exonerations, and delin-
quency). With no change in assessed values, an increase of more
than 13 per cent in rates would have been required under this
method of balancing the budget. The Council, however, appears
to have assumed that the community was in no mood to accept
an increase in tax rates, and this plan was not followed. Rates
were reduced (and, in spite of budget trimming, & substantial
deficit was incurred).

The other method was to cut the expenditure budget. Let
us suppose that the Mayor had recommended to Council an
appropriation total, from revenue funds, equal to the aggregate
of city general budget revenue in 1931l—about $23,453,000
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(Table 12). Faced with a reduction of $2,658,000 in budget re-
sources, because of increasing delinquency, the City Council
would have had to cut the proposed expenditure total by more
than 11 per cent. Not all budget items, however, were subject to
acut. Allowing for debt service (both amortization and interest),
pension funds, and special purpose trust funds (on the basis of
actual payments for these items in 1932), the cutting would have
had to be done in less than $16,000,000 of the proposed budget.
The total of reducible items would have had to be lowered by
about one-sixth, not to permit a reduction in tax rates but to
prevent the necessity of increasing tax rates or incurring a deficit.

It will be seen at once that to raise tax rates to offset delin-
quency is to compel those who do pay to make up the deficiency
for those who cannot or will not pay. To offset an increase of
delinquent taxes by cutting the budget may mean to some extent
increased efficiency; but mainly it means curtailment of protec-
tion and services. It means less new public works; less mainte-
nance of existing public properties; fewer police to protect public
and private property and to guard against accident and violence;
fewer firemen and possibly badly maintained fire equipment to
guard against conflagration; less of the inspectional services
aimed at safety and health; less medical and nursing force and
moze limited medical supplies and facilities to shield the com-
munity against sickness. And the significant point here is that
city protection and services are curtailed for those who do pay
as well as for those who do not pay.

To summarize the budgetary significance of tax delin-
quency: In the growing community with rising levies, the new
taxes becoming delinquent are likely to exceed collection from
old levies, even if there be no increase in the ratio of new delin-
quency to new levy; therefore, rates must commonly be high
enough to allow for a net increase of delinquency. In times of
depression, delinquency increases very fast, but rate adjustments
to allow for this increase are difficult or impossible, In depres-
sion, therefore, delinquency may prevent or severely limit reduc-
tion in rates, and may, even with no reduction in rates, necessitate
severe cuts in the budget, with consequent curtailment of services
for those who pay promptly as well as for those who do not.



TAX DELINQUENCY 81

The Public Treasury as Junior Claimant
During Depressions

Tax delinquency is always prevalent, but it grows to major
proportions in depression periods. It seems highly probable that
when times are hard the governmental treasury is placed in the
position of a creditor with junior claim. The bank, the grocery,
the department store, the automobile finance company, and other
private creditors are—and, in business terms, must be—on the
alert to enforce their claims. Meanwhile, tax collectors en-
counter a stout resistance. The tax may be postponed for a
long period, if necessary—with penalty, to be sure, but without
a loss of the property. It seems altogether likely, therefore, that
in depression periods private claims are settled in preference to
public claims, This may be socially good, but at least it should
be recognized that lax tax collection policy in hard times is. a
means of supporting private credit at the expense of the public
treasury, or, to phrase it differently, a means of supporting the
credit of some people at the expense of others.

Tax Delinquency and Tax Collection Policy '

No one in his social senses would advocate a harsh tax policy
that would result in summarily dispossessing people of their
homes or of real estate necessary for essential businesses. But at
least it should be understood that real estate held without tax
payment is in a very true sense held at public expense. The man
in arrears for taxes does not hesitate to call the fire department
if his home is burning; and the fire department must be main-
tained to protect his property, regardless of whether his taxes are
paid or not. Likewise, he calls the police if marauders invade his
premises or do him violence, and the police do not—cannot—
stop to ask whether the petitioner has paid his taxes. He still
drives over the very costly city streets and bridges; he does not
hesitate to call the health department to remedy unsanitary con-
ditions or to quarantine neighbors having dangerous commu-
gicable diseases; his garbage and other refuse are carted away, no
questign being asked about his tax receipt. The grocery and the
department store may find it necessary to close his accounts, but
the city cannot possibly cut off, in any such way, the services of a
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citizen whose taxes are unpaid. Indeed, when his income and
his private credit are both exhausted, the city may have to feed,
clothe, and house him.

The very preservation of life, property, and social order
hang upon the maintenance of essential governmental functions.
Somebody must pay the bill. The tax rate of those who pay
taxes promptly is loaded and city services to them are curtailed,
because of the failure of others to pay. Thus, he who does not
pay promptly is drawing on the purses of others. If he is too
poor to pay, he is for the time 2 burden on others. If he can pay
but will not, he is needlessly a public charge and is, therefore,
essentially a “sponger.” Consequently, general laxity in tax col-
lection is uneconomic and inequitable.



CHAPTER 6

Summary

Reduction of the tax on real estate is usually the point of
emphasis in agitation for retrenchment in expenditures of local
government, because far the larger part of local governmental
revenue in this country is derived from the real estate tax. In
Pittsburgh, as well as in other large cities, this close relationship
between expenditures and the real estate tax seems likely to con-
tinue, No way has been found to avoid a complex and costly
government -in a big city; and, in American experience, no way
has been found to finance city governments without primary de-
pendence on the real estate tax. '

.Cl'ty Real Estate Tax Rates in Pittsburgh

Three local governmental units—the city, the school district,
and the county—levy taxes on real estate in Pittsburgh. The
tax for city purposes is levied under the graded tax system, the
rate on buildings being half the rate on land. This rate differen-
tiation was established by stages in the period 1914-1925. The
school rate and the county rate are uniform on land and buildings.

In 1913, the last year of the uniform rate for city purposes,
the city levied 8.9 mills per dollar on the assessed valuation of
lapd and buildings. The highest building rate reached was the
14-mill levy in 1921, The highest land rate was that in 1930,
when a 26-mill rate was levied (Table 1). In 1925, the first year
in which the full differential in rates was applied, the land rate
was 119 per cent above the 1913 rate, and the building rate was
Jess than 10 per cent above the 1913 rate. In 1930, when the
land rate, at its highest point, exceeded the last flat rate by 192
per cent, the building rate was only 46 per cent above the 1913
rate. Thus, under the graded tax system, the land rate was
increased much more than the building rate, On the other hand,
%he rate reduction since 1930, in mills, has been twice as great
on land as on buildings. In other words, in terms of actual mills

(383}
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of difference under.the Pittsburgh graded tax, improved land
was favored in the period of rising tax rates, but vacant land
is favored in a period of falling tax rates.

For rough comparison of the growth of city taxes with the
growth of school taxes and county taxes, a weighted average of
city rates may be used. In the computation of such average, the
city land rate is weighted according to land valuation; the build-
ing rate, according to building valuation (Table 2). Such aver-
age, however, must be used with caution and only as a city aver-
age. Among specific parcels, the actual average varies widely
because of varying degrees of improvement (Chart 3).

The weighted average of city rates and the rates levied by
the county and the school district reached their highest level in
1930. In that year, the weighted average city rate exceeded the
last flat rate (that of 1913) by 10.535 mills. The school rate in
1930 exceeded the 1913 school rate by 5.75 mills. The county rate
(not strictly comparabie with the other local rates, because of
differences in assessed valuation) rose 5.625 mills in that period.
The greatest absolute growth thus occurred in the average city
rate. The county rate, however, showed the greatest relative
growth,

From 1930 to 1933, the city land rate was reduced 5.4 mills;
the building rate, 2.7 mills. The weighted average city rate fell
4.15 mills. - The city rates in 1934 remain the same as those in
1933. The school rate remained unchanged in 1930-1933 but was
reduced one-half of a mill in 1934. The county rate was the same
in 1931 and 1932 as in 1930; it was lowered one-eighth of a mill
in 1933 and a like fraction in 1934.

Tax rates, however, mean little unless they are interpreted
in the light of the relationship of assessed valuation to fair value.
If assessed valuation is below fair value, the tax rate overstates
tax burden. If assessed valuation exceeds fair value, the tax rate’
understates tax burden, It follows, of course, that changes in
tax rates mean little except when changes in the relationship of
assessed valuation to fair value are taken into account. If
assessments are‘'kept in the same proportion to fair value, a,
change in rate measures the change in burden. A change in tax
burden, however, may occur without any change in rate. It will
be increased by a rise of the ratio of assessed valuation to fair
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value; it will be lowered by a fall in the ratio of assessed valua-
tion to fair value; and a rise or a fall in this ratio may occur with
or without change in assessed valuation.

In Pittsburgh the land tax and the building tax are at
different rates, The meaning of the rates, therefore, depends
upon both the ratio of assessed land valuation to fair land value
and the ratio of assessed building valuation to fair building value.
Consequently, changes in the two rates could be properly
interpreted only in the light of the assessment ratio for land and
the assessment ratio for building.

Assessed Valuation of Taxable Real Estate

City land valuation in 1933 exceeded that in 1914 by approxi-
mately 22 per cent (Table 4). The total city building valuation
in 1933 exceeded the 1914 building valuation by nearly 122 per
cent, In 1931, at the highest point ever teached, city land valua-
tion exceeded that of 1914 by $110 million; in 1931 building
valuation exceeded the 1914 building valuation by $335 million
(Table 3). Land valuation was reduced a shade in 1932 and in
1933 and was reduced more in 1934; building valuation was in-
creased somewhat in 1932 and 1933 but was reduced in 1934.

In 1914 land valuation constituted 63 per cent of total vaiua-
tion, and building valuation constituted 37 per cent. Ia 1933 land
valuation constituted 48.4 per cent of the total and building 51.6
per cent. The importance of building valuation in the total rose
almost consistently from 1914 to 1933 (Table 5).

There seems to be strong probability that at least in part the
graded tax differential in Pittsburgh has been capitalized and
that the resulting higher building valuation has at least in part
offset the favorable rate differential on buildings.

The increase in total building valuation, 1914-1932, was about
equal to the value of taxable new buildings (estimated from the
record of building permits and adjusted for price change), After
allowance for depreciation, obsolescence, and actual destruction
or razing of old buildings standing at the beginning of 1914 and
of new buildings erected during the period, it seems impossible to
account for the increase in building valuation except in terms of
a writeup of building valuation in excess of the writeup that
might be attributable to change in the level of the cost of building.
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This increase does not mean necessarily that buildings were
raised to a higher percentage of fair market value. Business,
rents, building costs, and real estate activity were such as to in-
dicate the likelihood of an upward market revaluation of real
estate for at least a number of years after the war, if not earlier.
At the very time that conditions indicated higher market valua-
tion of improved real estate, establishment of the graded tax,
with a differential against land, must be assumed to have retard-
ed the growth in the investment value of land, if not actually to
have depressed it. Thus it appears that the market conditions
were such as to lead to a rather decided upward revision of
building values in the market, and it must be assumed that as-
sessors have appreciable regard for the market.

The data on assessed valuations indicate that building valua-
tions actually were raised more than new building and’ change in
the cost of building would have raised them. It appears likely,
therefore, that at least in part the tax differential has been capital-
ized in tax valuations. To whatever extent this has occurred, the
rate differential has ceased to comstitute a current differential in
tax burden. Indeed, it seems to be a fallacy in the graded tax to
aim at a'differential income tax on the basis of property value.

Yield and Budgetary Importance of the
Real Estate Tax in Pittsburgh

Tha largest yield of the city real estate tax, including delin-
quent taxes, was $21,686,000, in 1930. In 1933 the total was
$15,261,000. City taxes in 1930 were about one-haif of the total
real estate taxes collected in Pittsburgh; they were considerably
less than half in 1933.

Of the total city taxes received, 6.6 per cent in 1930 and 8.6
per cent in 1932 consisted of delinquent taxes from prior years.
In the period 1915-1932 annual collections from delinquent taxes
of prior years ranged between 4.5 per cent and 9.1 per cent of
the total received. In 1933, the percentage was 10.4.-

Of the annual collections from the current levy in 1930, 67
per cent was from the tax on land and 33 per cent from the tax
on buildings. During the period in which the graded tax was
being established, the faster rise of the land rate caused an ig-
crease in the ratio of land tax collections to total collections.
Since 1925, the rates being in fixed relation to each other, the
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larger increase in'building valuation has mcreased the percentage
attributable to the building tax, -

In 1932 the real estate tax produced 75.6 per cent of all city
revenues, inclusive of water service revenue; of the total except
water service receipts, the real estate tax produced 86.4 per cent.
In the school budget, the real estate tax has approximately the
same predominant position that it has in the city budget. About
two-thirds of county revenues are from this tax.

For each city having a population of 300,000 or more, the
Bureau of the Census publishes a consolidated local revenue total.
The total is comprised of city revenue, school district revenue,
revenues of other taxing districts within the city (where there
are such other districts), and a part of the revenues of the county
and of any special district lying only partly within the city, allo-
cated in proportion to real estate valuation. Of such consolidated
total for Pittsburgh, exclusive of revenues from public service
enterprises, what is called the “general property tax” produced
84.9 per cent in 1919 and 86.0 per cent in 1930 (Table 14). In
both these years the Pittsburgh percentage was the highest among
cities for which consolidated data were published. In 1930 the
allocated portion of the county personal property tax was about
3 per cent of the total. Therefore, the real estate tax alone that
year was 83 per cent of the total. This per cent fromh the real
estate tax alone was higher than the general property tax per-
centages of the other large cities, although the latter, in most in-
stances, cover more or less personal property tax also. In the
whole period 1915-1930, the importance of the general property
tax (mainly real estate tax) was consistently higher in the con-
solidated total for Pittsburgh than was its average (median)
importance in the local totals for the other large cities.

Growth of the City Real Estate Tax in Pittsburgh

In 1915, city real estate tax receipts totaled $7,704,236; in
1930 the largest annual total, $21,686,437 was collected. In the
whole period 1915-1930, with occasional interruptions, the ten-
dency was definitely upward. The school tax total increased to
1931, though the dollar increase was much less than that of the
city tax. City tax receipts declined moderately in 1931 and
sharply in 1932 and 1933. The school tax declined in 1932 and
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1933. From 1915 to 1932, the percentage increase in city tax
and that in the school tax were about the same. Both units, of
course, were expanded by annexation. The rate of increase in
the county tax was much greater than in that of the city or in
that of the school district (Chart 9).

A great deal of the rise in the tax total was due to changes
in the cost of what the governmental units had to buy—Ilabor,
commodities, and contractual services.

Available indexes show that dollar rates of compensation to
labor rose very sharply from 1915 to 1920 and that wage and
salary rates throughout the twenties were decidedly above the
corresponding rates in 1915. Since the cost of living rose very
much, increasing rates of dollar pay did not by any means con-
stitute like increases in real earning (Tables 16 and 17 and Chart
11). But they did constitute very great increases in dollar costs
to the city, and the rise of wage rates and salary rates aids sub-
stantially in explaining the growth of taxes.

Prices for commodities skyrocketed during the war years
and in the years immediately following the war, apd the general
level of prices remained throughout the twenties considerably
higher than the 1915 level (Table 18). In view of the large
quantity and the wide variety of commodities purchased by the
city, these marked changes in price levels had much to do with
the growth of taxes. '

Costs of construction rose to dizzy heights from 1915 to
1920 and stood throughout the twenties far above the 1915 level
(Table 20). Building was severely curtailed during the war but
was resumed on a considerable scale soon after the war—when
costs were still soaring. A large volume of public works was
constructed during the twenties. The method of financing city
public works—mainly by borrowing—prevents the full effects of
high-cost public works from entering the tax budget immediately.
But the increase of bonded debt leads to enlargement of debt
service requirements, which are carried in the tax budget. The
changed levels of construction costs, therefore, must be assumed
to have had material influence in bringing about the growth of
taxes. e

Because of the higher unit price of what the city bad to
buy, more taxes would have been required in recent years than
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before the war to maintain the same services that were main-
tained before the war, But city population increased about 19
per cent between 1915 and 1930. The area of the city increased
more than 25 per cent. In other words, the city had to provide
service for many more people over a much larger area. Through
the incorporation of suburban areas, tax totals formerly separate
were brought into the Pittsburgh totals, a part of the increase
being due to this factor.,

In addition to higher cost per unit of old services and a
larger volume of city service required merely on account of larger
population and larger area, there is no doubt that the services
became more complex. For example, with the development of
taller office buildings, larger apartment houses, and greater fire
hazards from automobiles and gasoline, a more adequate fire-
fighting department was necessary. The city moved from simpler
horse-drawn equipment to heavier and more powerful motorized
equipment. Like all other American cities, Pittsburgh has been
faced with an enormous growth in the number and the use of
automobiles and trucks. It was not enough, therefore, to keep
up the old streets and old bridges and to extend simple road
structures into the newer city area. It was necessary to build
modern roads and bridges to carry modern trafficc. Meanwhile,
larger concentration of movable wealth, traffic congestion, auto-
mobile accident rates, and automobile thefts—aside from any
other factors—would be assumed to have required an increase
in police force greater than the mere increase of the population.
Furthermore, the city has provided more adequate and more
extensive facilities and staff for the care of the sick and the poor
and for the control of communicable diseases.

It is commonly alleged that graft and inefficiency loom large
in the increase of taxes. No doubt graft and inefficiency affect
public offices, but probably it cannot be demonstrated that pub-
lic business is less efficient than private business or that govern-
ments have been increasingly lacking in efficiency. Probably it
cannot be demonstrated that governmental business is less hon-
estly conducted than private business. In fact, most known
governmental graft shows at the same timeflack of integrity in
private business and in citizenship, in that the outstanding graft
in government has to do with payroll padding and irregularities
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on contracts for supples, equipment, and construction. At any
rate, it would be necessary to show a tremendous increase in
graft and inefficiency since 1915 before it would be possible to
consider these factors of much importance in the increase of
taxes.

Delinquency of City Real Estate Taxes in Pittsburgh

The total amount of delinquent city taxes outstanding has
increased every year since 1924, At the end of 1924, the aggre-
gate was $2,067,000; at the end of 1929, it was $4,212,000; at
the end of 1933, the total was $12,198,000 (Table 22). Both the
‘increasing delinquency of current levies and the increasing diffi-
culty of collecting old delinquent taxes have resulted in recent
years in a marked growth in the net increase of delinquent taxes,
ie., the excess of new delinquent taxes over collections of old
delinquent taxes.

Under any system of tax collection, there is some delin-
quency. Indeed, there seems to be a tendency of taxpayers to
treat the local governmental treasury as a junior creditor, claims
such as those of the bank, the merchant, and the automobile fi-
nance company being placed first. Tax rates, therefore, are load-
ed for failure to collect. In a period of substantial net increase
in delinquency, an increasing part of the tax rate must be con-
sidered as allowance for delinquent taxes. Otherwise, a revenue
deficiency is likely to result.

Although the local government ordinarily appears to be
treated as junior creditor, being thus placed in especial stress in
hard times, local governments must maintain essential govern-
mental functions—police protection, fire protection, protection
against at least the major threats of contagion, maintenance of
highways ‘and sewers, etc. Moreover, when industry and com-
merce slow down a great deal and employment declines, the
governmental unit may have to feed, clothe, and house labor until
business resumes. ‘The bill for public services has to be paid,
and those who do not pay are drawing on the purses of others.



APPENDICES



APPENDIX A

Non-Revenue Receipts

City revenue data used in this study were compiled from the
annual reports of the City Controller. Those at all familiar with
the Controller’s reports will realize at once that réported “re-
ceipts” amount to much more than the amounts called “revenue”
in Chapter 3. This difference requires explanation.

The explanation will be facilitated by immediate reference
to a definition of “revenue.” The Bureau of the Census defines
municipal revenue as “amounts of money or other wealth re-
ceived by or placed to the credit of the local governments for

TABLE A-1
City Revenues and Non-Revenue Recelpts, Pittsburgh, 1915-1932*
Total Total Total
Year Reported Recelpta Revenuest Non-Revenue Receiptst
1918 §23 002,730 $12,439,854 $10,562 ,876
1916 19,301,568 13,418,765 5,882,801
197 15,610,351 12.891,287 2,719,004
1918 19,761,588 15,016,455 4,745,133
1919 23 NQ.OZQ 15,423,842 8,195,180
1920 26,913,432 18,639,256 8,274,176
1921 28,245,137 29,347,408 8,873,242
1922 26,593,058 19,054,263 1.539,692
1923 24,630,242 19,995 038 4,635,154
194 25,948,633 20,729,002 5,219,541
1928 23,816 468 20,388 .63 5,432,837
1916 35,240,811 22,439,663 12,601,148
1927 42,547,995 23,947,236 18,600,759
1928 36,851,159 26,461,021 10,420,738
1929 M, 281 817, L) 391.353
1930 38, ,aAT? 28,457,946 9,945,338
191 34,721,426 26,714,311 8,007,115
1932 31,736,230 13,494,439 5,141,741
== _
'Cmvﬂdfmihemmh;huﬁMAMM the Oty Comiroller, Pittsbu
The grand totals compiled are consistent wlthl.hemnddmm the Controller's
follows: the 1915 total shown here exceeds the publuhed total by §11,259;
the 1918 total published total by $7.901; the 1919 tal, by dats are

exceeds the ., N The
not adjusted for the item udim.rily reported aa “payments for the corr of er
" the published data not being so Wummwenmm
tolals. The amounts of such paymentis, shown in Tabie A-2, are oot large
mhumhmtuhldmmhmwthemdmhm

1ClaseiGcontion sxplained in accompanying test.
{9}
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TABLE A-2

Reported Payments by the City of Pitteburgh for Correction of
Erroneous Receipts, 1915-1932¢

Erroneons Erroneous Total Erroneous | Total Correction
Year Tax Water Service Taxes and of Erroneous
Receipta Receiptst Water Receipts Receiptat
* 1915 $3,452.59 , $12,733.90 $16,186.49 $16,186.49
1916 3,372 .56 28,785.56 32,158.12 . 32,158.12
1917 ' 936.54 13,168 .61 14,105.15 14,985.38
1918 900,64 i1,325.85 12,226 .49 12,381,
1919 1,543 .49 17,624.71 19,168.20 19,168,120
1920 984 .89 . 13,449 .12 14,434.01 15,116.01%
1921 902 .89 9,488 33 10,391.22 10,391 .22
1922 3,383.30 9.615.83 13.199.13 13,199.13
1923 - e e 14,149 .67 14,149 67
1924 P, J— 4,998 .89 4,998.80
1925 P [— 11,243 .86 11,243 .86
1926 PO PO, 20,597.87 21,416.898
1927 s N 11,720.32 11,720.32
1928 9.421.94 43,1781
1929 9,884 15 19,805.15
1930 12,364.89 12,364 .89
1931 15,112.74 15,112.74
- 1932 12,864 .47 2,864.47

*From Annsal Report of the City Controlier, Pittsburgh, for the respective years.

1This item appears to arise largely as a bookkeeping adjustment due to exoneration of
charitable institutions from water assessmenis. In the published reports, erroneous tax
receipts and erronecus water eervice receipts have not been shown separately since 1922.

iIn addition to erroneous taxes and water rents, the totals include unclassified refunds of
erroneous receipts as follows: 1917, $880.23; 1918, $155.50; 1920, $682.00; 1926, §819.02;
1928, $33,756.23; 1929, $9,921.00.

governmental purposes, under such conditions that they increase
the assets without increasing the debt liabilities or decrease the
debt liabilities without decreasing the assets’? The criterion
given in this definition has been applied as nearly as it was pos-
sible to apply it. It is fully recognized that there is likely to be
a measure of inaccuracy in the classification. In the first place,
the data are mainly from published reports, and the lumping of
odds and ends necessary for purposes of condensed publication
results in occasional difficulties of classification. In the second
place, over the long period studied there were occasional changes
in the classification of receipts for purposes of publication. Every
effort has been made to make the data consistent throughout the
period studied, and it is believed that the remaining inaccuracies
are not serious enough to distort the analysis of budget revenues.

In Table A-1, the grand total of “receipts” is divided into
revenues and non-revenue receipts. A summary of the more
important classes of non-revenue receipts is shown in Table A-3.

1 Financial Btatistics of Cities, 1930, p. 13




TABLE A-3
Non-Revenue Receipts of the City of Pittsburgh, by Major Clasees, 1915-1932*

o e e ———
Realization Relmbursements Sales Refunds Total
Year from from Other ‘Transfers Investment of and Non-Revenue
z Local Unita Transactions Real Estate Miscellaneous Receipts

1915 § 4,710,621 § 42,000 $2,545 423 $3,020,100 $192,82% $ 51.907 $10,562,876
1916 194,478 39,250 2, 525 1,852,600 241,583 7, R .
"7 . 39,250 1,017,771 204, 28,050 262,722 2,719,093
1918 911.033 39,250 2,511,667 1,165,600 9,884 46,607 R .133
1919 , 834,357 29,438 1,913,320 317,000 71,735 29,330 8,195,180
1920 5,799,078 49 062 2.195,664 161,600 464 11,313 8,274,178
1924 §.,887, 708 70,216 2,392,766 300 112,526 731 £, 878,244
1922 4,374,573 589 2,701,612 400 89,789 14,727 7,539,690
1923 +248,1 BS . a42 2,756,731 349,800 187,169 A4S 4,635,153
1924 1,070,750 70,216 2,686,9 1,045,400 ,983 1,220 5,219,539
1928 1,974,131 86,341 2,788,679 533,200 40,218 10,268 5,432 837
1926 9,296,247 89,166 1,922.,21 253, , 04 074 12,601,148
1927 14,589 160 70,216 3,159, 753,800 22,710 5,018 18,600,762
1028 6,628,804 000 3,497,228 84,400 22,759 4,550 10,420,741
1929 32,000 470,000 3,548,328 314,900 b, 2, 10,834 4,392,353
1930 5.971,902 83,000 3,596,856 267,500 2,676 23,397 9,945,331
1931 2,885,269 83,000 4,335,298 216,400 38,378 448,771 8,007,116
1932 3,234,461 83,000 +463,7 197,742 3,362 159,393 8,241,740

*From Annmal Report f the City Coniroller, Pittaburgh, for the respective years. Classifications explained in accompanying text.

SLIIAOEY HANHATU-NON
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The predominant ‘part consists of two classés—borrowings and
transiers. A brief discussion of the several classes of non-reve-
nue receipts is given in the following sections.

Realization from Borrouit'ng

In most of the years since 1915, borrowing has been of con-
siderable amount. The par amount received and premium and
accrued interest are included under “Realization from Borrow-
ing” in Table A-3. The city’s bonded debt is increased exactly
by the par amount of bonds issued, Interest to be paid by the
city is immediately increased by the amount of accrued interest
received when the bonds are sold. The relationship of premium
to the obligations created is not so immediate; it arises from the
fact that the rate of interest stipulated in the bonds is higher
than the rate demanded by the successful bidder or bidders. Pre-
sumably, then, it may be considered as the present value (at the
time of sale of the bond) of an annuity equal to the amount of
excess interest for the life of the bonds, At any rate, premium
on bonds sold is derived from borrowing operations, not from
revenue operations,

. Reimbursements from Other Local Units

The city school district makes annual payments to the city
in compensation for collection of school taxes by the city treas-
urer, who is officially school treasurer also, and for medical in-
spection in schools by the city department of health, In three of
the years studied, payments were made by the county to the city
under a plan of cost-sharing on public works projects. The
amounts reported as received from the county were as follows:
in 1925, $16,125; in 1926, $19,050; in 1929, $387,000. With these
exceptions, the amounts in this classification in Table A-3 are
payments by the school district. Since the amounts covering
these reimbursements enter the local governmental picture as
receipts of the school district or of the county, they were ruled
out as city receipts. (Correspondingly, they would be counted
as reductions of city expenditures, since they are finally charges
on the school budget or the county budget.)
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L Trarg:fen

Another large part of the noir-revenue receipts is made up of
transfers (Table A-3): The largest transfer each year is that
from the general fund to the sinking funds for amortization of
debt. Amounts reported as interest received on sinking fund
investments are classified in this study as transfers from general
fund to sinking fund, since the sinking fund investments are city
bonds. In some of the years, amounts are reported as transfers
from sinking fund surplus to general sinking fund, i.e., surpluses
in specific sinking funds made available to meet amortization re-
quirements in other sinking funds. Transfers from bond funds
(balances of borrowed money) to sinking funds occur with re-
spect to amounts remaining in the bond funds after the projects
for which the bonds were issued have been completed. Special
assessment receipts in street and sewer funds, after final pay-
ments to contractors have been covered by funding bond issues,
are transferred to the general fund. Receipts reported under the
heading “Stores for Distribution” are usually mere appropriation
transfers by means of which the revolving fund used for central-
ized purchases is replenished as supplies are issued to the several
departmients; they may be new appropriation transfers for the
enlargement of the purchasing fund.

Transfers to or from the guarantee of deposit fund require
a little fuller explanation. By an ordinance enacted in 1912, it
was provided that $100,000 per year should be set aside from
interest received on city deposits (except sinking fund deposits)
until & fund of $500,000 had been accumulated. Thereafter,
interest received on deposits of general funds (not sinking
funds) was to be used, when necessary, to replenish this fund.
If a depository should fail to meet its deposit obligation to the
city, transfers were to be made from this fund to offset the im-
mediate reduction in available cash, and subsequent recoveries
from the bank were to be placed in the guaranty fund When
transfers of general fund interest receipts plus recoveries from
failed depositories raised the fund above $500,000, the excess
was to be returned to the general fund. This guaranty fund was
merely a part of the treasury machinery for handling the tie-up
or the loss of city funds through bank failure; it was in no
sense an instrumentality for producing revenue. (This plan was
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abolished in 1931, another method of deposit guaranty being
established.)

Investment Transactions

Receipts arising from investment transactions (Table A-3)
are made up of two reported items, One is from redemption of
matured investments. The investments are city bonds. Pay-
ment of city bonds at maturity brings cash into the sinking funds
in place of the matured bonds. The other item of investment
transactions is that frequently referred to as “sales inter se”
cash of one sinking fund being traded for bonds in another, (The
published reports do not deal with sinking fund profit or loss
on investment transactions. It is assumed for purposes of this
study that such profit or loss would not be of material conse-
quence.) .

Sales of Real Estate

Realization from the sale of property makes city resources
available in liquid form, thus introducing into the current flow
of cash something that was not there before. In the absence
of profit and loss data, however, these amounts must be counted
as mere changes in form of city assets, not additions to assets.
(It may be argued that receipts from minor sales of property
other than real estate should likewise be counted as non-revenue.
But minor departmental sales are so mixed with services that
they cannot be accurately separated from earnings of depart-
ments.)

Refunds and Miscellaneous Non-Revenue Receipts

Receipts called refunds are ordinarily understood to be re-
turns of amounts or parts of amounts once paid out. Disbursing
officers, being human, sometimes make mistakes, An erroneous
payment returned to the treasury is a refund. Sometimes it is
found that a payment has been made on amr erroneous invoice
or on a claim that was in part or wholly fraudulent—not neces-
sarily because of any avoidable mistake of the finance officer.
Recovery of such payment would usually be treated as a refund.
In the published reports, there is occasional lumping of miscel-
laneous minor entries, so that refunds cannot be uniformly segre-
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gated from minor revenues or non-revenues, Sometimes the
description of what appears to be comparable items in other .
years Berves as a guide in classification,

Along with refunds in the total ‘designated “Refunds and
Miscellaneous” (Table A-3), there are several odds and ends.
One of the more important items consists of recoveries from
failed depositories. It has been pointed out in the discussion of
transfers that recoveries from depositories failing while the guar-
antee of deposit fund was in operation were carried to this
fund, Apparently, in some of the years after 1915 there were
recoveries from banks that failed before the guaranty fund was
established. The guaranty fund was abolished in 1931, a differ-
ent system of deposit insurance being established, In 1932, re-
coveries from failed banks are in this miscellaneous total. An-
other group of small items consists of amounts temporarily in
trust, such as fines collected for the state or taxes and water
rents over-paid. Any other item mot otherwise classified but
apparently not city revenue was placed in the classification “Re-
funds and Miscellaneous.”



APPENDIX B

Minor General Budget Revenues of the
City of Pittsburgh

Real estate tax collections are readily recognized as revenues,
Among other reported “receipts,” however, there are large
amounts that must be classed as non-revenue (discussed in
Appendix A). Among the revenues, those received from the
water service have been excluded as not properly a part of the
general budget picture (Table 12, in Chapter 3). Appendix B
is intended mainly to show the yield of the several classes of
minor general budget revenues in comparison with the yield of
the real estate tax ‘and to indicate the kinds of items that make
up each class of minor revenues. It is thus merely a summary
of minor revenues, supplementary to the real estate tax study.
It-is in no sense offered as a thoroughgoing analysis of minor
revenues of the city.

AS an introduction to the discussion of minor revenueg, a
precaution should be observed. Administrations change, and
there is no certainty that data published by one administration
are exactly comparable with data released by other administra-
tions. Indeed, within a single report issued by one administra-
tion, the data are not always consistent. The attempt has been
made, however, with a great deal of courteous assistance from
the City Controller’s office, to present data comparable over the
period studied.

In 1915 the minor revenues produced about one-fifth of the
total general budget revenues. Since the war the range has been
from about one-sixth to about one-ninth (Table 13, in Chapter
3). By reference to Table 12, Chapter 3, it will be noted that
the .total of general budget revenues tended generally upward
from $9,700,000 in 1915 to $25,200,000 in 1930. The total from
the minor revenues was somewhat over $2,000,000 in 1915. Al-
though more irregular than the .tax total, the minor revenues
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TABLE B-1

Minor General Budget Revenues® of the City of Pittaburgh, by Classes,} 1915-1932

k { Tolal Bpecial and and and uld“ Pittsburgh
-y on ttsbu Minscellaneous
Assessments Permits Concesslons Deposits Penalties Donations Railways

191§ $2,025 ,661 $ 200874 $350,420 $136,450 $190,509 §192,513 & 117,651 $144,404 $182,741
1916 1.989,010 237,108 823,866 136,263 141,397 238,447 41,432 136,053 R

1917 2,193,418 391,819 814,502 135,834 114, 626 237 Oll 116,641 132,382 250,200
018 2,210, T 171,453 142,880 l95.771 277.6&) 124 111 66,012 128,127
1919 1,757,304 510,334 283,767 145 667 174,017 278,609 037 130,873
920 2,449,044 418,489 879,699 166,705 360,381 335,235 137,089 —_— 151,446
921 2,531,924 653,942 200,109 211,672 455,787 286,678 285,622 138,114
1922 2.517,159 714,722 345,126 220,050 426,232 403,127 250,786 —_— 157 .£16
1923 2,176,607 436, 266,972 243,517 417,747 425,621 154,632 o 231,476
1924 2,038,095 544,881 230, 255,350 354,478 958 238,210 273,225 226,453
1928 2,878,881 730,736 245,126 247,731 311,958 476,173 200,424 352,600 195,124
1926 2,880,462 741,967 237,876 247,153 287,591 467,284 217,993 452,609 226 989
1027 3,588,179 A0 264, 261 596 575,255 414,774 374,255 467,155 249,648
19284 3,526,313 1,041,249 246,522 248,567 679,586 N 323,822 382,054 210,645
1929 3,338,357 802,073 N 5, 629,02 362,142 94, 384,811 266, 215
1930 3,401,076 083,958 237,424 242,612 515,804 413,697 466,056 384,810 236,625
1931 2,636,731 590,115 225,203 250,758 459,050 . 465,211 58,207 219,727
1932 2,788,278 318,705 178,145 225,035 236,388 362,569 1,207,016 84,06 166,356

e .

OAll revenuess other Lhat real estate tax and water reverue, See Table 12 in Chapter 3, ftem 'OlherGenenandmszenue."
{Relur to expianation of the respective clasdfications in the accompanying texst.

SHANTAEY "ONIN
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also moved generally upward until 1927, when the aggregate was
close to $3,600,000. By 1932 the total had fallen below
$2,800,000.

In Table B-1 the amounts received annually from the various
classes of minor revenues are shown for the years 1915-1932. In
Table B-2 the percentage of general budget revenue from each
classification is shown. These tables will be clarified by a brief
explanatory statement concerning each of the classifications.

TABLE B-2

Per Cent of City General Budget Revenue, Pittsburgh,
from Each Class of Minor Revenues, 1915-1932*

Li- Rents Fines | Grants | Pitts-
Special | censes and |Interest| and and m Miscel-
VYear | Total | Assess- | and |Conces-| on Penal- | Dona- lanecus
ments | Permits | siona [Deposits| ties tions ways
T % % % % % % % %
1915 | 20.82 2.06 8.84 1.40 1.96 1.98 1.21 1.49 1.58
1916 | 17.99 2.14 T.45 ) 1,23 1.28 2.16 1.28 1.23 1.22
1917 | 20.83 372 7.74 1.29 1.09 2.25 1.11 1.26 2.37
1918 | 17.67 4.03 6.16 1.14 1.56 2.22 0.99 0.53 1.04
1919 | 13.80 | 4.05 2.23 1.14 1.37 2.19 1.79 — 1.03
1920 | 15.53 265 | 5.58 1.06 2.29 2.13 0.87 P 0.95%
1921 | 15.17 3.92 3.00 1.27 2.73 1.72 1.7 J— 0.82
1922 1 15.44 4£.38 2.12 1.35 1.61 .47 1.54 R 0.94
1923 | 12.58 2.52 1.54 1.41 2.41 2.46 0.89 J— 1.35
1924 | 14.69 3.03 1.28 1.42 2.03 2.81 1.33 1.52 1.27
1025 | 16.31 4.25 1.39 1.40 1.77 2.70 1.70 2.00 1.%
1926 | 14.58 3.76 1.20 1.25 1.46 2.37 1.10 2.29 1.15
1927 | 17.00 4.65 1.26 1.24 2.73 1.97 1.77 2.21 1.17
1928 | 14 .94 4.42 1.04 1.05 2.88 5.66 1.37 1.62 0.90
1929 | 14.00 3.36 1.02 1.07 2.64 1.52 1.65 1.61 1.13
1930 | 13.87 3N 0.94 0.96 2.08 1.68 1.85 1.53 0.95
1931 | 11.24 2.52 0.96 1.07 1.96 1.57 1.98 0.25 0.93
1932 | 13.56 1.60 0.87 1.09 1.15 1.76 5.87 0.41 0.81
"Amounts shown in Table B-1 for each expressed as percentages of the corresponding
annual amounts shown in Table 12 as “‘Fou.l General Budget Revenue.”

Special Assesaments

Special assessments, in the most common usage of the term,
are charges of some part of the cost of a public improvement
against properties abutting on, or located near, the improvements.
In other words, within the assessment area on a given project,
they are charges on real estate, additional to the general levy.
The assumption on the basis of which such special charges are
justified is that the improvements are of special benefit to the
owners of neighboring properties. In Pittsburgh, special assess-
ments are made to cover part of the cost of street and sewer
construction.



MINOR REVENUES 103

Licenses and Permits

Licenses and permits, in the generally accepted sense of the
words, are alike in that they are special charges imposed in con-
nection with governmental regulation of private possession or
conduct. Grants of authority for a fixed period of time——month,
season, or year—usually are called licenses, and the fees collected
in connection with such grants of authority are called “license
fees” or simply "licenses.” An authorization relating to a single
performance of a specific action, such as erecting a building, is
ordinarily called a permit. The distinction between these two
classes of revenues is not always clear in the city records. More-
over, items under other names, such as “registration of elec-
tricians,” are of the same general character. Whatever the name
under which the item is recorded, all items recognizable in the
published reports of the city as being of the character of licenses
or of permits have been so classified.

In the years 1915-1918 and again in 1920, this class of reve-
nue was the largest of the minor groups (Table B-1). The
reason was liquor licenses—well in excess of $600,000 in the
earlier years,

Aside from this major item in earlier years, this classifica-
tion includes a rather large number of other licenses, most of
which may be grouped roughly into three classifications. First,
licenses are required for a wide range of amusement and recre-
ational businesses—theaters, operatic performances, circuses and
other transient exhibitions, carnivals and street fairs, dance halls,
baseball parks, shooting galleries, pool or billiard parlors, skating
rinks, penny arcades, merry-go-rounds, and roof gardens. Sec-
ond, licenses are required for a number of businesses other than
those in the amusement and recreational bracket—milk dealers,
beauty parlors, junk dealers, second-hand dealers, pawn brokers,
fumigators, street venders, and vending machines. A license
is required of anyone selling or storing explosives. Sale of fire-
works is permitted only under license and only for one month
preceding July 4. Third, a few licenses relate to occupations
(not necessarily in connection with a specific place of business).
Licenses, under one name or another, are required of auctioneers
(each auction), beauty parior operators (personal license in addi-
tion te license for place of business), electricians, engineers,
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plumbers, and picture machine operators. In addition to these
three main groups, city licenses are required for the operation of
horse-drawn vehicles or bicycles and for the possession of dogs.

Most of the amounts received by the city for permits are
for the several types of permits related to building, i.e., for the
main structure, for wiring, for heating equipment, and for
plumbing. A number of related inspectional fees have been in-
ciuded with permits in Table B-1.

Rents and Concessions

Aside from the amounts received for rental of miscellaneous
properties scattered here and there throughout the city, three
classes of city rental income should be mentioned—that from
the markets owned by the city, that from the wharves and land-
ings, and rents and concessions from the parks. Fees for park-
ing automobiles on the wharves are included in the total of rents
and concessions; golf permits and golf locker rentals also are
included.

Interest on City Deposits

The interest item shown in Table B-1 includes interest re-
ceived on deposits of general and special revenue funds, of bond
funds, and of sinking funds. It does mnot include interest on sink-
ing fund investments. (See “Transfers” in Appendix A.} Ac-
crued iniferest on bonds sold is not included. (See “Realization
from Borrowing” in Appendix A.)

Although direct water service receipts are not counted gen-
eral budget revenues, interest that might be attributable to water
funds is influded in Table B-1. Allocation of interest receipts
would have to be arbitrary and has not been made. For present
rough purposes, it need not be made, since the general expend-
iture budget (including alt expenditures other than directly iden-
tifiable water service expenditures) carries important items part
of which are costs of the water service (for example, the City
Treasurer’s office).

A great deal of the interest received is attributable to bond
fund balances (borrowed money in hand); and much of the
variation in amount of interest receipts is due to changes in bond
fund balances. For example, at the end of 1925 the balgnce of



MINOR REVENUES 105

bond fund cash ‘(not adjusted for warrants outstanding) was
$2,779,610; at the end of 1927 the total was $14,716,095. The
first amount was the lowest end-of-year bond fund balance in
the period 1919-1932; the second amount was the highest. Such
wide variation, of course, is extreme; but considerable changes
are common and have much to do with variations in interest
received. '

To whatever extent the rate paid on bonds exceeds the rate
received on balances of borrowed cash, the carrying of large
balances in bond funds is costly. Consequently, interest receipts
from large balances of borrowed funds are deceptive and are
classifiable as “revenues” (see definition in Appendix A) only
in a doubtful sense,

Fines and Penalties

In the usual meaning of the words, “fines” are imposed by
the courts and “penalties” are imposed by administrative offices,
The exceptions are not of material importance in this summary.
Fines received by the city are mainly from the police courts, a
small amount being from the aldermen’s courts. The penalties
included in this classification are mainly penalties and interest
on delinquent taxes and on water rents. ,{No allocation of pen-
alties and interest attributable to delinquent water rents was at-
tempted. The reason is the same as that for not allocating
interest, explained above under the caption “Interest on City
Deposits.”) The large volume of penalties for delinquent taxes
and water rents in 1931 and 1932 is the reason why the total
of fines and penalties was as large in those years as in 1929.
Police court fines fell in each of the years 1926-1932,

Grants and Donations

Most of the revenue of this class is received from the state.
One item, the city share of the fire insurance tax, is a legally
fixed share of the gross premiums tax collected by the state from
foreign fire insurance companies (i.e., companies chartered out-
side Pennsylvania). Another item in this classification is state aid
to the city for charities. The sharp increase in the amount of
grants and donations in 1932 was due almost entirely to emer-
gency, unemployment relief, under the Talbot Act.
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Beginning in 1930, there were limited grants from the state
on improvement projects on main roads in the city.

Donations from private sources are received by the city now
and then, either for outright expenditure or to be held as income-
producing trusts, The largest private donation is for the main-
tenance of Frick Park, received annually from the income of a
trust created from the Frick estate. Other donations rarely have
much effect on the total in this class of receipts.

Pittsburgh Railways

For the years 1915-1919, the amounts shown include items
reported as charges for street cleaning and as taxes on gross
receipts and on cars. The amounts shown for the later years
are made up of three items explainable only in terms of the agree-
ment signed in 1921 between the Pittsburgh Railways Company
and the City. Under that agreement, all past-due claims for
street cleaning, paving, and special taxes were pooled in one sum
thereafter referred to in the city reports as “old claims.” A
stipulated sum (subject to change if mileage of street railways
was changed) was set to take the place of special taxes and other

_charges except paving and repaving in the car tracks. This pay-
ment is later reported as “franchise.” Another stipulated amount
(also subject to change if mileage changed) was set to take the
place of all special asseisments of paving costs. This was later
reported s “paving and repaving.” The amounts shown in
Table B-1 for the years 1924-1930 include payments separately -
reported in the published data as “old claims,” “franchises,” and
“paving ‘and repaving.” For 1931 and 1932, the amounts re-
ported in the published data were called “franchises.”

Miscellaneous Minor Revenues

In addition to the classes of revenues already explained,
there are numerous odds and ends of city revenues, some being
of distinct classes but too small for separate classification in a
summary, and some being of mixed character, straddling various

classifications.

Among the receipts classified as miscellaneous in Table B-1,
the more important items are what would commonly be called
departmental earnings. Considerable amounts appear as charges
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made by the Bureau of Highways and Sewers for making ex-
cavations in streets (for water connections or gas connections,
usually), for constructing sidewalks, and for other services
specifically chargeable against individuals or firms. Special
charges for bridge repairs are reported by the Bureau of Engi-
neering, At least in part, these seem to be related to the street
railways paving charge, mentioned above. The Department of
Health collects pay or part-pay from some of the patients at the
municipal hospital; other receipts of this department are derived
from the sale of milk and the sale of vaccine anti-toxin. The
Department of Welfare receives a few thousand dollars a year
as pay or part-pay for the care of persons at Mayview Home.
Various fees and costs incident to legal actions are collected by
the Department of Law.' Several thousand dollars a year are
collected for the printing of private ordinances. The Bureau of
Police reports an item "special police,” consisting of payment
for extra police detailed on private property.

In addition to such items of departmental earnings, each
year shows several amounts, scattered here and there among the
departmental reports, representing a variety of sales and charges.
In some of the years of the period studied, sale of horses was
reported by several departments, most of these sales occurring,
of course, in the process of motorizing city departments, Several
departments report sales of material or of scrap. Recoveries for
damages to city equipment or property appear occasionally, as
well as receipts in liquidation of judgments. Numerous small
items of unclassified charges appear. An attempt has been made
to eliminate refunds to appropriations; but probably some minor
items of this sort remain in the total set up as miscellaneous in
Table B-1. On the other hand, it is probable that some minor
amounts of actual revenue are erroneously included in non-
revenue {Appendix A). The totals of the items, however, are so
small that no considerable error could arise from a mistake in
the classification of them,

Undassified amounts received from the treasury assets of
annexed areas are included here as miscellaneous. Inasmuch as
the city assumes the debts of annexed units, receipts incident to
annexation are not consistent with the definition of revenue given
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in Appendix A; but it is not possible, from published data, to
work out the book gain or loss to the city from annexation. The
volume of receipts thus doubtfully classified as revenue is not
large enough to make substantial difference in the total,

A group of collections from public utility companies has
been placed in the miscellaneous total. The more important are
gross ‘receipts taxes from two utility companies; charges against
steam railway companies for rights-of-way over or across streets
or alleys; and charges for the suspension of pipes, cables, and
conduits on bridges. (Note, however, that the major collections
from utilities are segregated under the heading “Pittsburgh Rail-
ways,” explained above.)
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