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Abstract

Alternative economic theories about the incidence of agricultural
property taxation are presented. The principal arguments for preferen-
tial treatment of farmland are examined in light of national and state
date about the relative burden of property taxes on agricultural pro-
ducers. The paper concludes with a discussion of proposed and existing

agricultural property tax reform measures.
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AGRICULTURE AND THE PROPERTY TAX: THEORETICAL
ISSUES AND EMPIRICAL EVIDENCE#*

Kenneth C. Clayton and J. Walter Milon**

Introduction

Taxes, and in particular the property tax, are a subject that has
engendered lively, sometimes passionate, debate. This paper does not
attempt to settle any of the long standing issues in that debate.

Rather, our.intention is to provide an overview of the arguments con-
cerning the incidence of agricultural property taxation and to examine
the empirical evidence as it relates to this issue.

The first section of this paper summarizes the tﬁeoretical posi~
tions that have emerged from the debate over the equity of the property
tax. These positions are assessed from a national perspective. Section
two offers a look at the relative position of Florida agricultural land-
owners with respect to landowners in othgr states and provides some
empirical evidence on the potential impact of eliminating the classified
use valuation of agricultural land within Florida. The third section con-
siders alternative proposals for property tax reform and farmland pre-
servation. A selected bibliography of theoretical and empirical research
on agricultural property taxation is included at the end of the paper

for interested readers.

*Report prepared for Committee on Finance and Taxation, Florida House

of Representatives. ‘
%%The authors are Assistant Professors, Food and Resource Economics

Department, University of Florida.
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Agriculture and the Property Tax

During the past decade the property tax has been both criticized
and praised as a source of revenue for state and local government.
Critics have argued that a tax on oroperty is, din reality,-anféxcise
tax borne by consumers in’proportion to their consumption. Since in-
creases in income are known to lead to less than proportionate increases
in consumption the property tax is said fo be regressive [26]. An alter-
" native view of the property tax contends thaf such a tax is actually
borne by owners of capital, rather than by consumers. The property tax
is thus said to be progressive since ownership of capital tends to be
concentrated in the upoer income groups [2].

Because these two views yield potentially divergent interpretations
of the incidence of property taxation, a closer look at each is warranted.
In the section which follows, the major assumptions underlying each view
will be highlighted. The implications of the property tax and its in-

cidence for agricultural landowners will be given particular attention.

The Traditionalist View

The traditionalist view holds that a tax on property is essentially
an excise tax that can be shifted forward to final consumers. It takes
root in the Marshallian partial equilibrium analysis of supply and de-
mand [26]. Logically, however, this argument can be extended only to
that portion of the tax that falls on buildings and improvements. For
land devoid of its improvements, if assumed perfectly inelastic in supply,
the imposition of a property tax simply depresses the land price by the
entire amount of the tax. This, of course, leads to the equivalent of

a site value tax such as that proposed by Henry Ceorge in the late 1800's.
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And even though there is widespread agreement that the landowner pays
the property tax on site value (i.c., the land itself), considerably
less is known about the distribution of land ownership by income class
and the resulting incidence of the tax imposed.

To consider the traditionalist view further, it is noted that land
represents only a portion of the value of any property. Grading, fencing,
buildings, and other improvements are important additions to the value
of a parcel of property. Since the supply of improvements is not fixed,
a property tax levied on them is not capitalized into the price of the
parcel. Instead, the price of buildings and improvements is determined
solely by construction and maintenance costs. A property tax on these
facilities becomes a part of gross operating costs. This cost is then

"passed on to the final consumer of goods and services produced using
those facilities. Based on annual measures of income and consumption,
this portion of the property tax on improvements is regressive since
income typically rises faster than expenditures on comsumption.

The property tax may also be imposed on personal property such as
livestock, farm machinery, or housecholds goods. Netzer [26] argues
that most of this tax is passed on to final consumers in the same manner
as the tax on improvements. In the casc of agriculture, however, the
competitive nature of the industry is said to inhibit a pass through
to final consumers so that the farm personal property tax is absorbed
by landowners. For particular commodities the actual incidence of a
personal property tax will depend on the structure of the markets

involved.
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The Revisionist View

During the past decade the traditionalist view has been challenged on
theoretical grounds. A revisionist approach has emerged which emphasizes

the mobility of capital resources from one sector of the economy to another.

av

The main thesis of this latter view is that a simultaneous tax on land and
improvements is borne by owners of capital because the tax will lower the .
rate of returnto property owners. As a result, investors will shift their

resources to lower tax areas. In the long run, however, this will reduce

the average return to all capital throughout the economy. For agricultural

producers this will be reflected in the price of agricultural land [29].

The actual distribution of the tax burden to owners of capital will depend

on the ease of factor substitution, factor mobility, market area, and demand

shifts due to changes in relative prices [2].

Evidence From National Data

The preceding review of the conflicting arguments concerning the incidence
of property taxation serves to highlight the key issues in the debate. Although
many;of the assumptions used to support each argument are not empirically
testable, it is important that inferences be made where possible on the inci-
dence of the property tax.

A proper estimate of the incidence of atax on property requires that

"l

a comparison be made of the actual tax paid by each income group. Due to
disclosure problems faced by the:federal Internal Revenue Service, detailed
estimates of this type are not available. A measure of the relative burden
on the agricultural sector can be made, however, by comparing property taxes
paid as a per cent of income for different sectors of the economy, A common

standard for purposes of comparison is national income (NI). It provides
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aconsistent measure of earnings by the factors of production. Data in
Table 1 reveal some distinct trends in the agricultual sector. The per-
centage paid by agricultural producers of total property taxes (Column 1) has
been declining steadily since 1955. This trend is due 'mainly to the decrca-
sing number of farm acres in production and the increased value of other
classes of property. The portion of total national income that is

derived from farming (Column 2) has averaged around 3 percent since 1965

with no apparent trend. The percentage of faym gencrated national income

that is paid in property taxes is also veported (Column 3). Although

there is some variation between years, it seems most likely that this is due
to fluctuation in farm sector national income. During the period 1965-75,
property taxes averagedslightly over 9 percent of farm national income.
Finally, the percentage of non-farm sector generated national income that is
paid in property taxes is provided for purposes of comparison (Column 4).
Clearly, the farm sector has consistently paid a higher percentage of its
income in property taxes than has the non-f{arm sector (Column 3 vs. Column 4).
Moreover, since the property tax is relatively income inelastic, this differ-
ential was especially pronounced during periods of weak demand for farm
products (e.g., 1970).

This view of property tax incidence is somcwhatl inceomplete, however, as
it ignores the unrealized capital gains that accrue to farmowners due to land
value appreciation.l It also neglects the distribution oi taxes p@id within
the farm and nonfarm sectors. On this latter point, if one adopts the tro-

ditionalist view of the property tax, it is clear that the apricultural secctor

1Typically the expected. appreciation of any asset is not treated as incow
until the gain is realized. However, investors consider expected appreciation
to be a component of the anticipated return frem land. Under a "permanent
income' approach, the unrealized appreciaticn is an addition to wealth and
therefore it does represent income.
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Table 1.--Total Property Taxes, Farm Property Taxes, and National Income,
U.S. - Selected Years.

Total Farm National Income Total farm Total nonfarm
Property Taxes/Total from Farming/ property taxes/ property taxes

Year Property Taxes National Income NI - farm sector NI-non-farm secto:.
———————————————— O R T Y

1955 10.2 4.4 7.5 3.1

1960 . 8.7 3.8 9.2 3.8

1965 8.0 3.2 10.1 3.8

1970 7.1 2.6 11.7 4,1

1975 6.0 3.1 8.4 4,1

Source: Agriculture and the Property Tax: A Forward Look Based on a
Historical Perspective by Jerome M. Stam and Ann Gordon Sibold. Economic
Research Service, U.S. Department of Agriculture. Economic Report No. 392,

(November, 1977).
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pays relatively more than other sectors. This conclusion follows {rom the
historical trend of lower income for the farm population than for the non-farm
population [40]. Again, personal income does not include unrealized capital
gains.

Under the revisionist view, the actual incidence of the property tax
will depend on both realizedincows and the ownership of capital assets,
Available evidence suggests that there is a much higher ratio of capital
ownership to income in the agricultural sector (Table 2). Moreover, this
measure of wealth within the agricultural sector seems to be skewed toward
the lower end of the income scale much more so than for the household sector
as a whole. As a result, even under the revisionist view of property tax
incidence, the agricultural sector pays a comparatively larger share of the
property tax and this burden is distributed regressively within the sector.

Appropriate caveats should be noted at this point. Available data do
not provide a ready cross-tabulation of income with wealth for either the
agricultural or household sector. The problem, in part, stems from the
difficulty of determining a consistent measure of wealth, Therefore, wealth
to income ratio's such as those cited here are based on specific definitions
of wealth that reflect the limits of available data. Furthermore, agricultural
households in the "under $2,500" income bracket may derive additional income
from non-farm sources. Thus, the income figures may not offer a reliable

standard for determining the incidence of the tax.

State Efforts to Change the Tax Burden on Agriculture

A generally accepted conclusion that emerges from the preceding evidence
is that farmers' property holdings are large relative to their incomes, there-
fore causing the property tax to violate the "ability to pay" criterion for

equitable taxation. In addition, it is argued that farmers living in rural
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Table 2.--Ratio of Wealth To Income, Agricultural Households, 1966, and
U.S. Households, 1962.

Agricultural households, 1966 U.S, households, 1962
Ratio of Ratio of
Income net worth Income net worth
bracket to income® bracket to incomeb
$ 0 - 2,499 29.14 ‘ $ 0 - 2,999 4,8
2,500 - 4,99§ 10.70 3,000 - 4,999 2.5
5,000 - 9,999 6.87 5,000 - 7,499 2.1
10,000 - 14,999 5.40 7,500 - 9,999 2.2
15,000 ~ 24,999 7.55 10,000 ~ 14,999 2.3
25,000 or more 8.00 15,000 - 24,999 3.5
25,000 - 49,999 8.4
50,000 or more 10.7

Sources: a) H.J. Aaron, Financing Schools and Property Tax Relief - A State
Responisibility (January 1973) p. 32; b) T.A, Carlin and E.F. Reinsel, American
Journal of Agricultural Economics, Vcl. 55 (February 1973) p. 39.
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areas are unable to enjoy many of the public services available through government
funding. As a result, alternative methods of taxation have beem implemented to
reduce the agricultural tax burden.

The concern for equity has been but one of the motives for alternative taxation
of agricultural land. A second consideration is the need to influence land use and
the general direction of development. It is arguced that agricultural land and open
space provide wildlife habitats, water recharge areas, scenery and other amenity va-
lues that may not bé fully capitalized in the market price of a parcel of land. The
preservation of these "natural zones" or "greenbelts" is thus an accepted public ob-
jective that contributes to the general welfare.

The retention of open space and agricultural lands has been approached in two
different ways. One is by direct public controls on the use of land through man-
datory or voluntary zoning restrictions. The second approach uses indirect measures
that provide landowners with incentives to keep their land in open space or agricul-
tural uses but do not expressly prohibit development. The general purpose of such
incentives is to increase the viability of continuning the rural use 6f the land and
thus to reduce the attractiveness of selling to a speculator or developer.

The most common form of indirect control is the use of differential assessment
for property taxation. Since Maryland's introductionof the differential assessment
concept in 1956, 44 states have adopted some form of preferred treatment for agricul
tural land and open spaces. The variety of differential assessment programs can be
categorized according to the following classifications:

a) Preferential assessment, wherein land is asscssed on the basis of its curm
use valuel;

1Current use value differs from market value in thatit limits the cash value
of a parcel of land to the stream of earnings that could be earned in farming. Sin
the full value of a parcel will depend upon several other factors, the usc value as
sessment will generally be below the market value. The procedures for determing th
use value vary considerably by state.
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b) . Deferred taxation, which is similar to prefereﬁtial assessment,
except that a sanction is imposed on the landowner if the land
is converted to a non-qualifying use;
¢) Restrictive agreements, which allow a current use value assessment
in exchange for the landowners covenant that the land will remain
in a qualifying use during a specified period of time.
Existing state programs involving differential assessment are summarized
in Table 3.
The magnitude of tax savings to individual agricultural producers
under these variousapproaches depends on three factors: a) the difference
between the fair market value and the use value of the land; b) the percentage
of total land holdings eligible for preferred assessment; and c) the value
of capital improvements as a percentage of total land value. For states such
as Florida is which application for differential asscssment depends only on
‘the "good faith commercial use" of the property; any tax savings would be
a sufficient -incentive. to seek preferred status. However, in other states,
such as New Jersey and California where rollbacks and restrictive covenants
are required, participation in an exemption program is found to vary according
to characteristics of the landowner and the location of the land. For
example, in New Jersey, with its high speculative land values and two-year
roll-back sanction, significantly lower participation rates have been observed
near major urban areas such as Philadephia, Trenton, and New York [19].
Similarly, California, which employs restrictive agrcements of ten years
duration, has had little participation by landowners near majorAcities. [22].
These situations highlight the dominant role that local economic forces
can play in determining the effectiveness of tax preference programs. Some
researchers have argued, in fact, that even the total elimination of property
taxes on agricultural land may not be sufficient to prevent its conversion
to nonfarm uses [6,19,20,22]. If true, preferential assessment programs based
on equityconsiderations will not be an effective means for open sbace preser-—

vation.
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Benefits derived from differential assessment programs do come at
some cost. Special assessment practices must be established to deter-
mine the use value of agricultural land. While these procedures do
present several difficult economic questions, the overall increase in
administrative costs is probably relatively small.

0f perhaps greater importance is the shift of tax responsibility
that occurs between recipients of diff§rential assessment and other
taxpayers. The magnitudg of this shift will depend upon the proportion
of landAthat qualifies for differential assessment and the reduction
from market value to use value assessment. The greater the pressures
for development of the land for non-agricultural purposes, the more
likely the tax shift will be large [11]. 1In California, experience
has shown that émall, predominantly agricultural counties adjacent to
‘major population centersvexperience the greatest tax shift [8].

At least four basic questions can be raised regarding the shift-
ing of tax responsibility that occurs as a result of a differential
assessment program. First, within individual counties, what magnitude
of tax shift is experienced? Second, how does the size of the tax shift
differ across counties? Third, how much property tax would be shifted
back onto agricultural landowners in the absencc of a differential
assessment program? Fourth, given the equity needs of farmers and the
potential for uneven tax shifts among counties, is some type of com-
pensation scheme to local governments in order?

On this latter question, several states have legislated compen-
sation plans to offset the impact of tax shifts on local governments.
In California, for example, the state is required to reimburce counties

for a portion of the tax loss. New York has made provisious for one-half



~13-
of the tax shift to be made up by the state. Alaska has provided for
full reimbursement. To date, only California has actually appropriated
monies for this purpose.

Agriculture and the Property Tax: Florida Experience

Florida is important as an agricultural state. In 1976, nearly $900
million in net farm income was realized on gross sales of over $2.5
billion. This placed Florida farmers third in the nation for realized
net income per farm. Approximately three-quarters of these farm receipts
were derived from crops, including nursery and greenhouse products, with
the remainder»coming from livestock marketings.

In addition to farm level sales of agricultural products, related
supply, packing, transportation, wholesaling, retailing, and processing
activities gave-rise to jobs and income throughout the state. And a
large proportion of the income earned in these related industries was
respent in Florida generating still further eccnomic activity.

Farm real estate, along with other types of real property in
.Florida, is subject to ad valorem taxation as imposed by local govern-
ments' and special districts. The property tax is levied against a back-
drop of often volatile farm prices and substantial urban pressures in
many parts of the state. As a result, differentia} impacts of the farm
property tax are likely to occur within Florida counties and across
time periods.

A Regional and Mational Context

Before examining the situation within Florida it is useful to re-
view Florida farm property taxation in a regional and national context.
As indicated in Table 4, the average tax per acre on farmland in Florida

amounted to $4.89 in 1976, This was higher than the average for the
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Table 4.--Taxes Levied on Farm Real Estate, Florida and Selected Areas,
Selected Years.

Amount Per Acre Amount per $100 Full Value

1965 1970 1975 1976 1965 1970 1975 1976

Florida 335—-335_.135__255 (”.b}g-_Bk;-bkg-.bk;
California 5.20 8.87 10.99 11.50 1.11 1.76 1.53 1.56
Texas 0.62 0.89 1.12 1.23 0.55 0.59 0.44 0.44
Southeast 0.98 1.48 2.13 2.25 0.52 0.56 0.44 0.43
U.S. 1.53 2.27 2.92 3.17 0.98 1.08 0.78 0.74

*Southeast includes: ©North Carolina, South Carolina, Georgia, Florida,
Kentucky, Tennessee, Alabama, and Mississippi.

Source: Farm Real Estate Taxes, 1976. RET-17
Economic Research Service, U.S. Department of Agriculture.
December, 1977.
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Southeastern states and for the entire U.S. It was lower thsn the farm
tax levy in California and higher than that for Texas, two similar and,
sometimes, competing states. Between 1965 and 1976, real estate taxes
on farmland in Florida more than doubled. The rate of increase was
greater than that for the U.S. and for Texas. The Florida rate was
slightly less than for California and the Southeast.

Since market values and use values for agricultural land may differ
between states, a standardized basis for cowparison is helpful. Taxes
paid per $100 of full (market) wvalue of farm real estate provide such
a measure and are reported in Table 4. Tloirda's property tax has de-
creased over the period 1965-1976 when computed on this basis. So, too,
have taxes per $100 of value in Texas, the Southeast, and the U.S.
Apparently  demand in the land market has caused land prices to rise
at a relatively faster rate than taxes. Only in California have prop-
erty taxes risen at an even faster rate than land values. To the extent
that these data reflect increased land values, the stock of wealth of
. Florida farmers may have increased with no real benefit in operating
or cash flow terms.

To better understand the relationship between farm real estate
taxes and the farmer's operating situation, a net farm income measure
may be examined. As noted in Table 5, property taxes amounted te 3
percent of farmers' net incomes in Florida in 1950, rising to 9.1 per-
cent in 1970, and dropping off to 6.9 percent in 1976. This same pattern
was evidencedin California, although the percentages involved were signi-
ficantly higher. Texas experienced a steady growth in taxes relative to
income over the 1950-1976 per?od. For the Southeast the percentage

climbed slowly through 1970, declining slightly thereafter. The pattern
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Table 5.--Taxes Levied on Farm Real Estate as a Percent of Net Farm Income,
Florida and Selected Areas, Selected Years.

Taxes Levied as Percent of Net Farm Income

1950 1960 1965 1970 1975 1976

- - - - - - = )y - - - - - - - -

Florida 3.0 6.0 8.3 9.1 6.8 6.9
California 6.7 11.8 14.3 20.5 11.8 12.0
Texas 3.8 7.0 9.3 9.9 11.5 12.2
Southeast 2.4 3.6 4.3 5.4 5.2 5.0
U.s. 4.8 9.0 9.4 11.8 9.0 11.4

*Southeast includes: North Carolina, South Carolina, Georgia, Florida, Kentucky,
Tennessee, Alabama, and Mississippi.

Source: Farm Real Estate Taxes, 1976, RET-17.
Economic Research Service, U.S. Department of Agriculture,
December, 1977.
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for the U.S5. as a whole was somewhat crratic but increased generally
over the period. The property tax per $100 of full value in Florida
was higher than for the Southeast and somewhat lower than in Califor-
nia, Texas, and the U.S.

On balance, property taxes on farm real estate in Florida have
been comparatively high. Even when adjusted for land value changes,
property taxes are higher than the Southeast region average. As
throughout most of the U.S., the ratio of property taxes to land value
has declined over time in Florida. The decline has been somewhat less
in Florida than for the U.S., however. This would indicate that Florida
land values have not been increasing as rapidly or, perhaps, that taxes
have increased at a somewhat greater rate. In either case, the absolute

tax levy per acre in Florida has been higher than the national average,.

Florida Farm Property Taxation

The amount of property tax levied depends in large measure on
local circumstances - - e.g., services demanded and the compositon of
‘the tax base. Similarly, the impact of the property tax on agriculture
is often a local phenomenon, depending on commodity mix, weather con-
ditions, and non-farm land development opportunities. 1In addition,
regional or national market conditions may dictate revenues received.

The proportion of farmers' income that goes to property taxes in
Florida is presented for Florida countics over the 1974-1970 period
in Table 6. These data were developed using unpublished Bureau of
Economic Analysis (U.S5. Department of Commerce) estimates of net farm
income for Florida counties and property tax information available from
the Florida Department of Revenue in its annual report: Florida Ad

Valorem Valuations and Tax Data [14]. For 1976, under the use value
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Table 6.--Farm Real Estate Taxes Under Use Value Assessment as a Percentage
of Net Income, by Percent of Income Groups for Florida Counties

1973-1976.%*

Farm Real Estate Taxes
Paid as Percent of Net Percent of Counties in Percent of Income Groups

Farm Income

1974 1975 1976 Ave

N A
5.0 79 70 60 69
5.0 ~ 99 13 14 22 17
10.0-19.9 4 10 11 9
20.0-29.9 2 4 3 3
30.0-39.9 2 - 2 1
40.0-49.9 - 2 2 1
50.0-59.9 - - - _
>~60.0 - - - -

*Use-value assessment under Florida's Greenbelt Provision permits agricultural
land to be assessed for ad valorem tax purposes at its value in agricultural
use,
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provision of the Green Belt Law, farmers in 60 percent of Florida's
counties paid less than five percent of their net farm income in proper-
ty taxes. In 22 percent of the counties farmers paid from 5 to 10 per-
cent of their net income in real estate taxes; in 11 percent they paid
from 10 to 20 percent; 3 percent they paid from 20-30 percent; in 2
percent they paid from 30-40 percent; and in 1 percent they paid from

40 to 50 percent. As may be noted in Table 6, the percentage of counties
in which farmers paid less than 5 percent of their net farm income in
property taxes declined from 1974 to 1976. This would indicate that
property taxes in a number of Florida counties increased at a faster
rate than net farm income during this period.

Tt was pointed out earlier that an important consideration when
evaluating use value assessment is the impact that elimination of the
program might have on the economic viability of farmers. The infor-
mation presented in Table 7 providessome insight on this matter. This
information was compiled using the same data sources as listed for Table
6. It was assumed that county expenditures would remain fixed but agri-
cultural landwould be valued at market value, not at the current use
value assessment. Millage rates were then recomputed and tax levies
were recalculated accordingly. Tax bills on agricultural land were ex-
‘pressed as percentages of net farm income, and the proportion of counties
falling into the specified tax burden catcgories were determined. As
indicated in Table 7, the percentage of counties in which less than five
percent of net farm income would have been paid to property taxes de~
clined steadily over the 1974-1976 period, Counties in the other cate-
gories increased in number.

A comparison of Tables 6 and 7 reveals that, on average,. for the

1974-1976 period without use value assessment, a significantly larger
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Table 7.--Farm Real Estate Taxes Under Just Value Assessment as a Percentage
of Net Farm Income, by Percent of Income Groups For Florida Counties
1973-1976.%

Farm Real Estate Taxes
Paid as Percent of Net Percent of Counties in Percent of Income Groups

Farm Income

1974 1975 1976 Ave.

- = (%) - - - -~ - - - - = -
<5.0. | 47 31 21 32
5.0-9.9 28 37 36 34
10.0-19.9 15 20 24 20
20.0-29.9 4 6 10 7
30.0-39.9 - - 3 1
40.0-49.9 4 4 3 4
50.0-59.9 - - 3 1
>-60.0 2 2 - 1

*Just-value assessment would provide for agricultural land to bLe assessed for
ad valorem tax purposes at its fair market value. Real estate taxes under this
situation were computed assuming total property tax collections in each county
to be held constant. Millages were then recomputed given the increased tax
base with agricultural land assessment at just value. Farm real estate taxes,
finally, were based on the just-valuc asssessments on the recomputed millage
rates.



~21=-
number of communities would have had farmers paying in excess of five
percent of their net farm income to property taxes. With use-value
assegsment, farmers in less than 2 out of every 10 counties paid more
tﬁan 10 percent of their net farm income in property taxes. Without
use-value assessment, farmers in over 4 out of 10 counties would have
paid more than 10 percent.

Of particular interest is the impact of placing the so-called
"tax shift'" back onto farmers. Estimates of this shift afe provided
in Table 8. For the year 1976, the tax shift per $1000 of agricultural
use-value assessment would have ranged from a low of $0.25 in Gulf
County to a high $28.47 in Escambia Couty. The average overallshift
for the state would have been $7.22. Farmland owners insome 21 counties
would have experienced tax shifts of $10 or more per $1000 of agricul-
tural use value assessment. As recvealed in Figure 1, this latter group
of counties includes Florida's major urban or urbanizing counties.
Together these counties account for over 31 percent of Florida's agri-
cultural output.

'The average tax shift per farm, referring again to Table 8, would
have ranged from a low of $28 in Santa Rousa County to a high.of $8233
in Palm Beach County. The average per farm shift statewide would have
amounted to $1287. Some 27 counties would have had per farm shifts of
$1000 or more. These counties are identified in Figure 2.

Finally, the impact of a tax shift if measured as a percent of
average per farm net inceme is also reported in Table 8. Of those
counties for which data were available, Santa Rosa County would have
been least affected with only 0.3 percent of net income per farm being

required to cover the tax shift back onto agriculture. Most greatly
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Table 8.--Property Tax Shifted To Agricultural Land if Assessed at Just
Value Instead of Use Value, Florida Counties, 1976.%

Tax Shift
Tax Shift Per as Percent
$1000 Agricultural Tax Shift of Net Income
County Use Value Assessment Per TFarm Per Farm
Alachua $ 15.07 $ 738 11.1%
Baker 10.95 1438 21.5
Bay . 20.45 6981 102.5
Bradford -7.30 549 9.3
Brevard 16.50 1754 14.4
Broward 12.75 3038 11.4
Calhoun 7.70 824 5.4
Charlotte 5.72 1555 68.0
Citrus 8.47 479 12.6
Clay 12.17 1998 5.4
Collier 3.93 890 0.8
Columbia 5.71 427 5.8
Dade 21.84 2301 5.5
Desoto 8.39 757 20.4
Dixie 10.26 2665 67.4
Duval - - -
Escambia 28.47 1739 26.6
Flagler 5.12 1466 4.1
Franklin - - -
‘Gadsden 9.06 778 4.4
Gilchrist 8.66 525 5.6
Glades : 4,61 1699 5.4
Gulf 0.25 138 -
Hamilton 10.49 651 -
Hardee 2.80 244 1.6
Hendry 7.16 2270 1.5
Hernando 10.47 789 4.0
Highlands 2.47 555 2.8
Hillsherough 20.91 1147 7.8
Holmes - - -
Indian River 1.20 243 1.4
Jackson 6.11 262 3.6
Jefferson 3.72 579 3.7
Lafayette 1.60 127 0.9
Lake : 1.61 300 1.1
Lee 15.16 1089 12.5
Leon 18.61 4312 60.0
Levy 3.13 280 5.2
Liberty 1.73 228 5.1
Madison 1.77 111 20.4
Manatee 19.02 1862 6.9
Marion 3.85 366 30.2
Martin 1.98 1497 7.3

[

Monroe - -
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pg. 2
Nassau 5.20 797 5.1
Okaloosa - - -
Okeechobee 5.13 1337 7.7
Orange 20.82 2212 6.6
Oseceola 8.02 2200 25.1
Palm Beach 6.77 9233 9.2
Pasco 9.50 1051 8.9
Pinellas 10.49 450 7.3
Polk 2.80 320 1.4
Putnam 16.23 1352 10.6
St. Johns 8.96 2233 5.0
St. Lucie 4.48 1398 5.2
Santa Rosa 0.33 28 0.3
Sarasota 12.54 2263 31.9
Seminole 19.11 924 5.7
Sumter 7.25 471 4.2
Suwanee 5.99 236 2.3
Taylor 2.99 587 18.4
Union 7.06 410 1.2
Volusia 14.41 1052 9.7
Wakulla 6.89 949 6.3
Walton 2.71 276 1.9
Washington . 9.22 342 2.8
Statewide average § 8.78 1287 12.97%
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Figure 1. Tax Shift Per $1000 of Agricultural Use-Value Assessment,
Florida Counties, 1976.
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Figure 2. Tax Shiit Per Farm, Florida Counties, 1976.
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Figure 3. Tax Shift As A Percent of Average Per Farm Net Far Income,
Florida Counites, 1976.
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impacted would have been Bay County withover 102 percent of net
income per farm earned in 1976 being offset. As.indicatcd in
Figure 3, 18 counties would have had over 10 percent of their

average net income per farm diverted ot property taxes.

Relative Burden of Farm Property Taxation

Data as currently available do not permit a detailed assessment
of the relative real property tax burden either within or between agricul-
tural and nonagricultural sectors. Still, some tentative comparison
are possible.

A recent study by staff of the Florida House of Representatives
[15] reported the property tax incidence for Florida households by
income class. Utilizing data for 1974-1975, the results presented in
Table 9 were obtained. Incidence--measured as taxes paid as a percent -
of average income per household income group-was found to be regressive.
Levels of incidence ranged from 4.2 percent in the lowest income group
to 2.46 percent in the $15,000-24,999 group. The average level of in-
cidence for households was 2.8 percent.

A somewhat similar set of calculations were made for this report
for agricultural operators. Net income per farm was computed from
Bureau of Economic Analysis (U.S. Department of Commerce)} income data
and 1974 U.S. Census of Agriculture [41] data on farm numbers by county.
These figures reflect proprietor's net income per farm which is roughly
comparable to household income. Given the 1974 uge-value assessment of
agricultural real property and county millage rates, property tax col-

lections form agricultural property were determined. Counties were
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Table 9.--Relative Burden of Ad Valorem Property Taxation by Nouschold
Income Group, Florida, 1974-1975.%

Property Tax

Income Group Relative Burden
($) . (%)
<3000 4,20
3000-4999 o ' 3.83
5000-6999 3.53
7000-9999 | 3.28
1000-11999 2.79
12000-14999 | 2.67
15000-24999 ' : 2.46
225000 _2.67

Overall 2.80

*Source:  The Purden of Florida Taxes by Income Class: 1974-75, Finance
and Taxation Committee, Florida House of Representatives, June 9, 1978,
p. 49.
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classified according to the houschold income levels in Table 9 using

the computed per farm income values. The sum of income received within
each of these groups was divided into the respective total property tax-
es paid on agricultural real property. The result was a measure of real
property tax burden relative to income., These results are presented in
Table 10. As can be seen, the property tax burden as calculated is
highly regressive. At the lower income levels, the degree of regres-
sivity clearly outtrips that faced by households.. On the upper income
end, the realtive burden on agricultural property holders conforms with
that reported for households. It should be noted that the net per farm
incomes reported for counties in Table 10 include only earnings from
agriculture. Households on farms with outside earnings are not reflec~-
ted in these data. The relative burden percentages and the degree of
regressivity indicated in Table 10 thus overstate the impact of the
property tax in a household context. It should also be pointed out

that the property tax burden on agriculture is understated by omissions
of property taxes paid via consumption. That is, the farm operticn
purcﬁnses inputs and makes households purchases that include property
taxes passed through in prices. These taxes were accounted for in the

data of Table 9 but are represented in Table 10.

The preceding analysis followgd the traditionalist line of argument:
relative burden should be measured as it relates to income available
for consumption. The revisionist view stresses the impact of property
tax relative to capital holdings. This latter approach can also be
examined for agriculture. Again, data are a problem but an approxi-
mation of the burden involved is possible. A crude measure of impact

relative to capital holdings is obtained by dividing the value of land
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Table 10.--Relative Burden of Ad Valorem Property Taxation by Net Per
Farm Income Groups, Florida Counties, 1976.

Number of

Counties in Property Tax

Income Group Income Group Relative Burden
($) (%)
<3000 4 79.0
3000—4999’ 5 16.1
5000-6999 8 7.91
7000-9999 8 "5.34
10000-11999 5 4.31
12000-14999 6 3.17
15000-24999 14 3.48

>25000 14 3.30
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and buiidings for several different income groups into property taxes
paid. For purposes of this analysis countics were grouped as in Table
10 with average county per farm net income providing the basis for
classification. Total value of land and buildings for Florida counties
was obtained from the 1574 U.S. Census of ‘Agriculture. [14].

Results of this analysis of property tax burden relative to capital
. holdings in agriculture are presented in Table 11. Farmers in those
Florida counties with lower than average net per farm income apparently
bear a larger burden relative to capital holdings. This, of course,
is a similar pattern of regressivity as observed when burden was measu-

red in terms of net farm income.

Farmers' Perception of the Propertv Tax

The actual impact of property taxation and the likely effect of a
tax shift in the absence of use value assessment have been described.
0f great importance, also, are farmers' perceptions of the property
tax, particularly as this tax relates to their pérceived ability to con-
tinue farming.

A Tecent survey of rural landowners in Palm Beach County provides
some insight on this matter [23]. Palm Beach County's agriculture ranks
first in gross sales volume in the State of Florida. Although agricul-
tural land in the coastal portion of the county produced $44,950,000
dollars worth of vegetables during the 1976-1977 growing season, the land
is assuming an even higher value for urban uses. Palm Beach County,
with one of the highest rates of residential development in the nation
has become'. . .the focal point of development within South Florida"

[28,p.7}. This is particularly true as virtually all available land has
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Table 1l.--Property Tax Burden Relative to Capital Holdings by Net Farm
Income Group, Florida Counties, 1974.

Property Tax

Income Group Relative Burden

(%) (%)

<3000 1.80
3000-4999 3.20
5000—6599 0.72
7000-9999 1.05
10000-11999 0.74
12000-14999 0.85
15000-24999 0.82

>25000 - 0.73




-33=
already been developed or purchased for future use in Dade and Broward
Counties {28, p. 33].

Significantly, a large proportion of the farm owner-operators
sﬁrveyed (65%) indicated an intention to continue farming for at least
another 10 years. Despite their expectaticn of development interest,
these farmers did not intend to sell. 1In contrast, almost all of the
nonfarming landowners (80%) expressed an intention to sell.

_Asked to identify serious problems affecting their farm operations,
the owner-operators identiffed rising real éstate taxes (417) as most
important. Taxes were ranked ahead of labor (37%), conflict with urban
neighbors (6%), vandalism (7%), and other problems.

While Palm Beach County may not be typical of all Florida, it does
reflect the situation being faced in many counties. Farmers are con-
fronted with mounting urban pressures and the opportunity to sell their
land at inflated prices. Economic viability, at least in the minds of

many farmers, could become a questionable proposition under these cir-

cumstances.
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Some Alternmatives for Property Tax Reform

David Ricardo's famous dictuwm that taxes should ". . .press on all equally,

so as to interfere as little as possible with the natural equilibrium. . ."
f36,p.7] represents the principal argument which has motivated the use of
differential assessment prectices to ameliorate the negative aspects of the
property tax. However, it is important to realize that 'fiscal neutrality’
is but one of the objectives of taxation. Taxes are also used by legislative
authorities to create incentives to promote or discourage particular types
of.economic activity. In the case of the property tax, differential assess-
ments have been used to provide both tax equity and incentives for socially
desired land uses. "

The argument for property tax equity is based on both the level of bene-
fits received and the ability-to-pay of particular groups of landowners. It is
argued that a tax system without preferential treatment of agricultural land-
owners is inequitable because residents of rural areas do not receive
local public services such as schools, police and fire protection in pro-
portion to the amount of taxes paid. In addition, the farming sector has been

.shown to pay a larger share of its incomec in property taxes than the
nonfarming sector. As pointed out in Table 1 (pg. 6), since 1955 the

portion of national farming income paid out for property taxes has consistently
been more than double the portion paid by the nonfarming sector. Without

the preferential assessment laws that have come into practice since 1956, the
ratio would certainly have been much higher. The sccond major objective of
differential assessments is to establish economic incentives that encourage

land use patterns conducive to the public good. It is argued that without.

differential assessment development pressures would increasc land

*It is important to remember that this measure of ability to pay is
based on current income. A measure bastd on wealth might lead to different
conclusions about the farming sectors abi ' ity-to-pay.

7y
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values énd tax liabilities thereby forcing premature conversion of farm-
land fo urban development or temporary idleness. As a result, the loss of
agricultural land could reduce the potential for food production, in-
hibit the attainment of economies inherent in large scale farming, and
promote the elimation of open sprces witl their associated aesthetic
benefits by encouraging urban sprawl.

The effectiveness of differential assessment laws in meeting the
objectives of tax equity and land use planning has been questioned.
Critics of differential assessment of agricultural land point out that
the market value of farmland and buildings increased by 101 percent
nationally and 104 percent in Florida (2) between 1964 and 1974 and farm
owners were exempt from any property tax on this increase in wealth.

In the case of farmowners who are holding land for speculative purposes,
this untaxed increment represents a windfnall when the capital gain

on the property is realized. However, for bonafide farmers the untaxed
increment remains an gﬁrealized capital gain that dees not change

the burden of the tax.

'There is also little evidence to suggest that differential assess-—
ments have prevented the cenversion of farmland into urban developnent.
Nationally, total acreage in farwing decreased by 6 percent between
1954 and 1974 while the decreasc in Flovida was 27 perceunt during the
same period [39]. Some resecarcheres have argued that differential
assessments slow down the rate of conversion to nonfarming uses [31],
but wost observers find that there has been no change in conversiousin
the critical urban-rural fringe area }8,17,19].

In light of these criticisms of differential assessment programs,
alternative legislative measurés to achizre tax equity and desirable

land use have been posed.- Scme of these teasures have been
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adopfed by individual states during thc past few years while others

still remain theoretical arguments.

Equity Measures

In terms of tax equity, one problem with differential assessment is
that tax benefits are extended to agricultural landowners without regard
to the tax burden and the landowners ability to pay. As demonstrated in
Table 6 (pg. 18 ), there is a great deal of variability between counties
in the fraction of net income that is paid in property taxes. Similar re-
sults have been found in other states [35].

One means of circumventing this problem is a farm property tax Circuit-
breaker. In basic design this relief remedy is analogous to the residential
circuit-breaker that has been adoped by 25 states to protect low-income
families, the elderly, and other homeowners from excessive property taxes.
Whenever a farmowner's property tax liability exceeds a predetermined frac-
tion of annual income, the excess liability is regarded as a "tax overload'.
Relief can then take the form of a cancellation of the debt, a deferral, or
a rebate from the state. As of 1975, only Michigan had enacted a special
circuit-breaker for farmers [3]. The tax liability ceiling was fixed at
7 percent of income and parficipation requires a restrictive agreement that
the land use will not change for ten yecars.

In addition, the farm property tax circuit-breaker avoids the
difficulty of determining the use value of land. All land is assessed at
fair market value, and the additional administrative costs of determining
the appropriate use value are eliminated. However, there are some dis-
advantages, The circuit-breaker concept would favor those agricultural
producers with a high ratio of taxable property to income and those located

in relatively high tax dis‘'.zicts [25]. This would create an incentive to
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invest in capital improvements and taxable property as opposed to employing
farm labor. Also, it has been argued that the circuit-breaker would subsidize
and encourage inefficient producers [38]. Last of all, a major stumbling
block is the proper definition of income upon which to base the tax liability
ceiling. The use of current annual income may unnecessarily compensate high

income producers in a year of less than average returns [1].

Land Use Measures

From its inception, use value assessment has been looked upon as one
solution for protecting open space areas that lie in the path of suburban
growth. However, as pointed out in the first section of this paper, few
commentators are willing to express much optimism for the success of a use
value assessment program for this purpose. As a result, several
l2ad usecontrol provisions have been suggested as complements for existing
preferred status tax pregrams or to replace those programs altogether.

The most explicit means of controtling land use for public purposes is

through exercise of the state's power of eminent domain. A fee. simple pur-

chase and leaseback program assures prime farmland retention but it is an
expensive technique and could be deemed unconstitutional if specific public
benefits were not demonstrated [24].

A similar program is the creation of a trust. Under the community trust
concept, farmland owners and the local government enter into an agreement in
which a portion of the land is devoted to the trust and the remaining land
can be developed. This is a voluntary agreement which permits the farmlénd
owners to maintain ownership of the farm property while receiving preferred
tax status. The community benefits from the resulting land use control

and the guarantee that the trusted land will not be developed. The develop-

able land could be sold by the farmland owner at market prices and the propery
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taxes on that land would rise as the developmental value increased [32].

An alternative approach for farmland preservation is through zoning.
Most of the 50 states use some form of zoning regulation to control land
use and density. Twenty-seven state legislatures have authorized their
local jurisdictions to zone rural lands specifically for farm use. Many
of the so-empowered localities have chosen to treat farming as a residual
land use, however, zoning land for agriculture until another use arises.
Only thirteen local jurisdictions have enacted ordinances which actually
prohibit nonfarm uses. Difficulties with exclusive agricultural zoning
are those which characterize zoning generally: reduction of property vaiue
due to restrictions on use; infringement of Constitutional gurantees
against the taking of property withouts just compensation; and experience
with zoning which suggests that granting of variances may ercde the strength of
the ordinances. On the positive side, exclusive agricultural zoning can re-
tain large, contiguous blocks of land. It can provide the basis for lower
property taxes since value in use and value in the market will be essenti-~
ally the samé.

The State of New York has established an agricultural districts program.

These agricultural districts are formed by the voluntary actions of local
farmland owners For their agreement through a 10 year contract to keep their
land in agricultural use, farmers receive from local government

preferred tax status and special concessions on enviromental regulations

and development programs in order to maintain the .integrity of the dis-

trict [10]. Although well over one-third of all agricultural land in Yew York
‘was included in agricultural districts in 1976, most of this land was in
ruralareas [4]. The districting approach has encountered more resistance

and lower participation in developiny and semi-suburban areas [7].

Compensable zoning is another n2:ans of using local planning ordinances

to preserve farmlands and open spaces. Under this program, land owners



would be compensated for the loss of developmental value of the land that
is zoned strictly agriculture. Compensation would not be paid until the
landowner sells the peoperty under the theory that only realized capital
gains are relevant [33]. Although this proposal has not been implemented

within the U.S., it is quite similar to the transfer of development rights

(TDR) programs which have received considerable attention.

The basic premise of TDR programs is that the specqlative value of a
land parcel can be separated from the other factors that contribute to the
market price of the land. This implies that the developmental potential
reflected in the market price of the parcel is separate and distinct from
the income;producing capability of the land in agricultu£31 use. Develop-
mental rights that are assigned to particular districts and parcels by zoning
regulations can be freely transferred by private owners within the district.

By this method, certain portions of a district are developed to greater
densities than would normally be allowed while other portions are kept free

of development. The result is development at the same overall density within
the district that would have occured without the preservation of open spaces.
One such plan involving environmentally sensitve land is currently in operation
in Collier Countv, Florida [37].

Since TDR pregrams for agricultural land have not been widely used, thelr
problems and effectiveness cannot be evaluated oun the basis of past experience.
Principal legal problems revolve around the constitutionality of specific
plans and regulation of the market for TDR's {24] Economic problems include
the presence of nencompetive behavior towvard Thi's and the redistributive con-
seqﬁences for TDHR tradefs and other affected purties within the district
[13}. The lack of a successful resolution of thcse problems has inhibited
the implementation an agricultural TDR program. lhe considerable literature
generated on this subject during the past five ye:rs indicates that the concept

has captured many researchers interests.
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. Another concept that has captivated tax reformers is a system
based on site value taxation. TFirst popularized by Henry George in
the late 1800's, site value taxation imposes a 'single tax'" on land
values while exempting all capital improvements. It is argued that
a tax of this nature would encourage more productive uses of undeveloped
land and eliminate the disincentive to upgrade commerical and residential
structures caused by the tax on capital improvements [26,16]. Further-
more, site value proponents claim that the tax is administratively
feasible since it could be based on market sales {[21].

Despite the lively debate over the merits of site value taxation

during the past century (George's main treatise Progress and Poverty

was first published in 1879), the tax has never been used in the United
States and has had only limited application in other countries [42].
Studies which have simulated the impact of a site value tax are in gene-
ral agreement that.capitalization of the tax would reduce land values.
Properties with low improvement/land ratios would experience greater

that average land value losses while properties with more extensive capi-
tal improvements would have a less than average decline in land values
{27,30]. However, there is considerable disagreement about the final
incidence of a site value tax. The greater the extent to which landowners
are able to pass on the current tax on improvements the less likely

it is that transition to a site value tax would increase the tax burden
on landowners [12]. But, the controversy over the incidence of the
current property tax system discussed in the first section this paper
prevents any firm'conclusion about the shiftability of the tax on

improvements.
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Summavy

Considering thg widesprcad disagreement about the incidence of
the property tax, it is clear that a broad generalization about the
impact of the property tax on agricultural producers is ill-advised.
However, there is considerable national and Florida data to support
the contention that the relative burden on agriculture is greater
than that imposed on other groups. Due to the inelasticity of the
property tax, the tax burden can impose a serious hardship during
periods of low farm product prices and income. Although use value
assessment has reduced the burden, there is little evidence to indi-
cate that it has Jed to more equitable taxation of agricultural land-
owners.

Similarly, the tremendous difference between just value and use
value in Florida counties indicates that there is considerable pressure
on farmland owners to convert their property to other uses. While
a use value assessment program may reduce,some of the costs of re-
taining agricultural land, it provides little hope of deterring urban
development in the long run. The experience of other states with econo-
mic and administrative programs for farmland and open space preservation
offer some alternatives for augmenting a preferential assessment pro-
gram. However, these alternatives may oifcr little hope of preventing
conversion in the critical urban-rural fringe area. In the words of
an eminent land use economist:

"Most autharities who re¥0wm9nd usc-value assesswment as a
mecans of protecting agricultural and open space lands see it pri-
marily as a way for buying time until other programs can be de-
veloped for this purpose, In this respect it is Important that
use~value assessment be visuvalized as only one of the sev-
ral public policy tools that can be used to help direct iand
use along socially desirable lines. Use-value assessment can

be used effectively in rural and semi-rural areas to provide
tax savings induccr2nts to owners to get them to treat thelir
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~ lands in a particular manner. But over the longer rum, it must
be supplemented with other programs if a final goal of protecting
and preserving agricultural and other lands is to be attained"
[6, pg. 28].
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