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ment of cutover foresst land in the Lake States-aﬁdvtheiSpﬁtha

tha tax issue subqlded somewhat in the consc1ousness of thu forestry

:fjpxofession‘* Redent increases in th e COQL of 1ocal govertmentf however, o

and tae con 1wcomitant rise in proverty tay bills have once agaln-hroush*f”

RN

© taxation rcrward as a toplcal issue,

The Chl?F aim of the forestry 1obby at st e and local leVle uas

: Eeen relief from alleged burde nsame property tayes,_ Lbis 1cbny1qx efLort:"

7i_has met w1t1 notable success 1n t at ulmost everj state has mod_ 1ed'1ts‘
“Vjtax laWS to ‘give special con31derat¢on to Eoreet?y (NllLlamS) ”'Uatil

J'?r cently, thn most widely adopted alternatlve has Deen thc subsfltht*on

"fof a yleld tax at time of timber harvest for Lh° annual property ta“ on

"ftlmber. :N erous exemptlons, rebates, modlrled assessments ap

”fand deferreu vayments also ex;st in state 1aws.3 ,he-mcst”reCQntitfénd3

-fin providing tax re lef, pa*tirularl for lané lq bd near LrBan area

'has ceme 1n the form of use va¢ue taxati on;v UnderjuSe“valﬁe législati0

“*ftaxes on fcrest (as w=l¢ as farm) landc are rnduced oelow that oL otqer




s

,‘clésses of real estate by basipng propérty_tax aésessmentseon}ther
;productivity’of land in its current use.
The forestry profeSSLOn 8 lndlctment of the p*overt" tax has hinﬂedf

on 10tiQDu that the tax is somehow unfair im. its appilcation to forestry~';tf'

 vis-a-vis other land uses, notably agriculture. Most of the arguments o

advanced by foresters beil down to ome ef four basxa is sues.i S

- First, forestry, bein haps the lowes e produci )
irst, forestry, being per aps the lowest income proxa 1ng use OL

rural land, suffers from the tendency toward a"erage propertv asseSamPnt“t

in whlth low value propertles are over—taxed in relatlan to hlgh value‘j

‘properties. This is referred to as "parcel bias.” Slnce market land

walue, in theory, reflects a capitalized net income Stfeam,'parcel:bias”u113'"'

‘carries with it the fear that the entire income from = mber Wlil be

. taxed awey, in which case'ownership becomes a liability.v Thls probl MQF}V‘

wasg in fact w1ue-spread 1r the 1020 s

. 'referred to as "confiscation,”
'~ and 30's ‘as noted above.
Second, the property tax discourages investment infforestry and-the;.7

4éCCumulation of timber capital while‘eﬁcouraoi ng liqu1datlon of forests,.ﬁf“

tﬁus worxing against the socially o"t.“al 1e7el oF conservat on;gfczl

Zlf natural TEesources.

‘ Thvrd most forests produce income per*odlcally whereas tﬁe tax

1

ibill cames‘due annually, thereby creating hardship w1tH resnect to cash Viztf.ff'

flow.”

Tou“th a properrv administered ad valorem tax with frequentf'”
\reasseSSment is.theoretiCally incorrect when eppliedte dererred yleld
. inveétments'such~a forestry because double taxation resuets, Thls

argument is referred to as 'deferred yield bias.” Ona WanQf stating:~‘




f;ﬁhg.casa is that annual timber growth (income) musﬁjbé,a@éﬁiﬁigféﬁ bﬁ€f v
“the stump dn;il finalvharvesﬁ, and each year's inﬁréﬁéﬁfiﬁffiggéﬁé; s
'ff#épeatediy taxed year after year until final ha#véét;' I£ é§§£;é;%;
‘;Teﬂtefprisés such as agricultural crops which jield‘an ﬁﬂnééijiﬁé§§é 

escape al togccﬁer the property tax on income. Property taxes im agri-

‘culture are based on iand values which reflect markét'vaiuatibﬁfof'a

* capitalized net income stream. In forestry,-howeve:, ‘es are assessed”1
"not only on land values but also on the income which gives rise Lo'”*‘“

land valué-—— thus the double taxationm.

The first three of tha above four points can readlly be dlsmlssed

as contalnlng little possibility for theoretlca blas agalnst forestry.wf7 ">

The first argument is an indictment of faulty assessment and admlnlstra—ff:5~

tion of the tax, not the tax itself° The second argumenL meraly reflects.

.

~ the fact tHat p*operty taxes discourage in vestment 11 all real property. .
The-nature of the tax does not prevent market forces f*om allocatln?
-ffesourCes in the most socially desirable pattern given ;he_eziéténcelff

' of the tax. The third point can be answered by cormenting that there

t.is_no presumption in tax theory that taxes could Q# é?eﬁféﬁéﬁlafbe?if.‘ﬁ
,aéually convenient for all tax payers.2 Tha fourt .oinﬁ; Boweve?,
caprot be so lightly dismissed. anough the years,”"deferred yleld
bias" has bean'used as the most damning and convincing,argument'agaiﬁét )

';ﬂad Valorem téxatlon in fornstry, and its tneorecical SOu1d ess has been¥fﬁ;d
':‘.widely acéepted and reiterated time and time égain byiigéﬁiﬁg:?qr;st'

_economists.

+

© In a recent article, Trestrail questioned:tha'ccrcent of dDFerred

Ny

"-yieid bias in the case of property taxes leviad cﬁ _O?ests‘ but hls




work does not appear tec have had wmuch impact. Tn° 11 1téd reéction td,"

Lt

- T:estrail’s paper is :1xed, While Li indholm acwents Trestrall s argumeqts,‘

1kleuuerer dlsag“ees with some cf Tresurall’ conclaq¢ons and concludes
tha_ a lower property tax rate for forestry is, invp ncip*e, Juatlfled 3

Har Dreaves and Jones dismiss Trestrail’'s arguments as Delng fonly»marginally‘_'faﬁ”

relatad to the economic facbs of 1life" (p. 9).

hie purpose of this paper is to take up tnﬁ dpbafe cudcernlng d Lerred

.~ yield bias and to clarify certain points that wera neve* made clear by

k3

he deferred Yléid blas conc Dt

L T4 e - - . 13-
“Trestraii. The confusicn surrounding t

shown to hinge on the definition of income, Our concluSLOn supports that

vvof» restrnll -- the property tax contains no theoretl a;,dlscriminationv

~against forestry relative to other classes of investment. But more than. =

 ‘this, we ccnclude that the entire controversy over deferred yield bias is

‘largely irrelevant.

Deferred Yizld Bias

The argument against the use of the rrcnerty tax in tnn case of

deferrad yield forests has been accepted with llttle unstlon by the

rofession at least since the Fairchild Report : be Fcrest s

 'foréstry
3j%éxatioﬁ.1nquiry,research project in 1935 (F &rchlld) Jens P Jensen;i {;'>
'1n151§ clasélu preperty tax study reports with apparent apvro&al tne V‘;f7
‘following conclusion of an earliier FairchildvreﬂOrt,‘ Th= p;onerty tat ; T;;  >

1

‘is fundamentally defective when appiied to the total value of land and

.

ictly ad inistefed,_in grassly

H

 trees in z growing forest, rasulting, if st

1P6xcessiva'taxation of forssts, as compared with other forms of propertcy '

. yielding =nnual incomes” (Jensen, p. 231).




Leading fo t economists have aereed w1 '* Chlld aﬂd Jenaen«,

4;}Zlv1uska states that: "If the l;ndAis tahed anm nu311 ‘on the baSLﬂ of

-jgglts productive value rcr grow1ng timber over the fnll.proaucuxon‘cycley

guio‘ the tlaber crop, then any separate taxatiou of téeitzmbe, va ue 1nvolves§

”j'doubla tayatlou and discriminates agalnst timber as comna ad tc productrve:'l

acc1v1t1;s with cycles of ome year or lass (p- 28). nssentzally tha

. _sa.un sta‘.emer*t is J.OLIL-C in Duerr's tE"’bOOm on Zore’st‘r, 'Q{’OED 6594“

-'i?nklgecﬁd Ef‘ecu on Tax Ratio

Ln zhelr revi forest property fayatlcn,‘hannlng and Thcmpsnn

"'p:ESGnt a'hypothetical example of the widely accapL d ldea of deFerr@d" ‘

~yield bias (Table 1). L51ng a5 percent compound 1n;erest ra;e tcfadgust

Xtash’flows'over time, they show that 35 percnnr of a dezer*ed yleld forth 'S .

»'1ncome 13 taken by a 1 percent (lO mlTlD) ad va1or=m tﬂx that 1s perfectl

'fndmlnlsue*ed (Table 1). In contrast, they sﬁow tha; onl Ly 70 ﬂercentggf;r-;I"”f'3”:

" an annual crop's 1ncome would be taken by the same‘lapercent.prcpert§ tax.

‘This propdrtion of net income taken by the prcparty“taX'ié,feféfred'té:ésfgf

. the "tax ratzo,’

‘and the fact that forestryfs comnutad tax ratlo 1s hlgherw“
1;than that ofan annual crov is t;e proof" of _ha de;erved Vleld blas,,“;th{
Tne key to deferred yield bias is, of course, ﬁhélé Qﬁmgnt that t
o of 4 tichux staad mat dafur cha realization of inéz‘cme *s‘:?til rOtatmn :
ep_d. AS C‘hapman ‘.an'd. Meyer put e » .

" annual growth. His is an enforced saving, inherent in the venture.

~'is compelled to defer his income" (p. 274),

* standing timber is real property in addition to income when kharvested, it

o .

' cannot escape the tax collector.. Such statements, of course, apply -




'..Iabxe;lQ Apount of P opﬂrty Tax per SlOO of R venue for'Annuai.and_ﬁeférraggv;

i Yield Properties® T R
v‘//: e
2
N R , - =
. | AMYUAL YIELD PROPERTY
) S | | ~ S LR
N ‘ B o ,'.' o ff'7‘f1 :"5' Tax per
Ye?: S - Land Value Tax - Revenue - 100 dolla.re
””,/ o T o T ﬁ};;}”vt“,lnco me
"7Pnually 2,000 20 160 e Lo20
DEFERREDmYIELD PROPERTY
, 'Laﬁd'  Timber Total ) Taﬁeé:'t ' '? l";Cuﬁulaﬁivé'f v o
Year Value Value Value Tax compounded Ravenue . . = tax. R
- to year 20~ - .. payments®
.'v  dollars per acre - 73”1 Rt
1 60.50  5.00 65,50 .65 1.64 - 0.00 1.64
2 - - 60.50  10.00 70.50 - .70 1.68 - 90.00 - 3.32
3. 60.50 15.00 . 75.30 .75 1.72 " 0.C0 5.04
L 60,50 20.00 80.50 .80 1.75 0.00. 6.79
©5 . 60.50 25,00 85.50 .85 1.77 .00 8.56°
.6 60.50 - 30.00  90.50 .90 1.78 - 0.00 10.34
7 -60.50 - 35.00 95.50 .95 1.79 0.0¢ ©012.13
8 60.50 40,00 100.50 1.00 1.80 0.00 - ©13.93
9 - 60.50 45,00 105,.5GC 1.05 i.80 0,00 - 715,73
10 60.50  50.00  110.50 1.10 1.79 0.00 17.52
11 60.50 = 55.00 115.50 1.15 1.78 .00 .. ..15.30
12 - 560.50 60.00 120.50 1.20 1.77 -0.00 . 21{07 :
13~ 60.50 65.00  125.50 1.25 1.76 0.00 - 22.83
4. - 80.50  70.00 130.50 1.30 1.74 - 0.00 24,57
15 60.50 . 75.00  135.50 1:35 1.72 - 0.00 26.29
16 .- 60.50 80.00 140.50 1.40 1.7C - 0.00 27.99
.17 60.50 -85.00 145,50 1.45 1.68 0.00 25,67
18 60.50  99.00 150.50 1.50 1.65° ~0.00 - 31.32
© 19 - 60.50 95.C0 155.50 1.55 1.83 - 0.00 - 32,95
20 60.50 100.00 1560.50 1.60 1.80 - 100.00 ,,J34,55 L
'agﬁe,annﬁal.tak rate is 1% (10 mills) of assessed prdperty vaigéef'Aii“f%gﬁrésﬁon a_,:f”f

‘per acre basis. _ v . .
'b“"nnlno and Thomeson have ignored the 1iklihood: that propertv taxes would bave to fi
. be paid on capital items used in production of *He annual crop (A e., bulldlngs R
. and machinery) as well as on the land. : ' SR

=¥ ; ‘ . . g =
“Cumulative tax payments are exprassed in value at year 20 using 3% b,mncnnd 1nterest

“SOTTRCR L - Mannine and Thamneon. n. 357.



- primarily to even—-age silviculture. Under even—age manag;ment, lt 1sT-7V

quite true th at ~attempts to physically remove annual value grcwth whlchgfl

ﬂm-leav° a residual growing stock incapable of fully ut lllZlng the site

ﬁli'Po*EQtlal will destroy the product1v1ty of the Standa” Thi$[d9§iVéS5§¥¢ﬁfJ._
. the fact thab the trse is both "factory" and ' PLOdLg cEATT T .

~Trestrail criticizes the alleged defarred yﬂell blas Of the PIODerty

‘tax as follows: ''The zrowth of a timber staand ocburr;“o prlor to the

alistically be regarded.as ‘defezred incbme‘

optimal rotation age cannot re
which is therefore unreascnably burdened by an ad valorem property tax .. :

which increases as the value of the standing timber inéfeéses; -Rathér;-'
iﬁ is 1ogi¢ally viewed as curreant income which wbuld‘earﬁ a gre%#er re€;th
if allowed to 'automatically reinvest' itself thea if féali?édféﬁdrrg;?
invested elsewhere" (p. 358).

While Trestrail is correc£ in his conclusidn,bha fails £c:pbinf"dut :

the theoretical basis for viewing annual timber growth as inccme. Fcresters -

oy

v

know that the walue growth of each acre cannot be»?hysically’narvesﬁed
each year and convertad into income. Not only Would-one Tun inéb'gisé};_”
‘econcmies when at _mptlng to remove small quantit ies per acra;_bﬁt as
?reviously statad, attempts to generate zannual cash.fiows equivaient to5
‘an even-age stand's annual value growth Wouid dastroy the ”féctor?;" .

The rationale for vieﬁing the aﬁnual increase iﬁ yéige of stﬁnding!
-ti‘bér as r811VEStcd income liss in the economic d 1n1t10n of 1ncome;
Simbnsf {1938) definition of income is widely accentnd ' fPersonal_ingqmé‘

may be defined as the algebraic sum of (1) the market value of rights

exercised in consumption and (2) the changa in the value of the store of -

p?OQerfw rights becween the beginninz and the end of the period in quesgign;'



2
-

dur1ng the pprlod to fwealth’ at the end of the periodAand thﬂ

wealth’ at th° beglnnlng (p. 50) Flcks’daflnltlou 0& 13cmma fc

" the week as he was at the begimning" (p. 172). Gain is the sine qua nomn

.of income in the Slmo“acdicks definition.

" 'Gains VS, Realization as Income Criteria

A basic issue in defining income is Whether galn must be raal;?edftc

" be con51dered as income. One can r_allze wzthout gainino and,gain Wit&n'

;vout raallzlng (Slmone, p. 84).° From a practical standpolnt, 1t 13 dlfficult' -

to contnnd that an indiv1dual may grow 1nf1n1tely rich without‘ Ver 1ncreasinv7

‘hls 1ncome. Yet,one must S0 argue 1f the reallzatloﬁ crmtetion lslretalned

fés a reQuisite to the existence of incom Loglcally, Ene galn and reall aef

tion criteria,as indome requisites cannot be imnosed,togetherAslngef(as~
1nd4cated abcvn) cne may reallze without galn and v*ce versa.

- Tax 1ads generally emphasize raallzation of 1ncnm° tg the:ezcluqlon‘of_

'gain._ Howaver, income and costs for tax purposes o;ten bear llttla relatzcnn“
.-Shlp to tbe economlc concents whlcﬁ motlvate prcducer and ccnsumnr behavicra
vTh ore is no tneoretlcal reason to dlffnrnntiata betveen the growth in value

of a cattle herd the g*ow;h of a forest, or anv other buSLness venturb'

whlch is not *nltlated and comnleuea w1th1n a s;ngle tlscal perind,;

1Th case of tlmber grcwfh is closely analogous fo anprec;ation of . }v;

'~a¢ficultura1 land values. Investors in a rlslnw land martot count yearly

inc*e¢ents *o value as income (Gafinay, p. 415) Farm real estat° pr ces, ?55”




-5-

fon'thegaverave, increased at a compounded rate of. abcut S 5 percent per'

- year durlng the period from 1947 to 19/2 (U. S Denartment oﬁ AQIJChltu,&,

1973) THo annaal appreclatlon in land valLe is an unreallzedsw,,a

increment which raises the same "double taxation problem as t&e'annual:ff

“value 1pcremant in tlmner_growtha
Tre annual increment in timber growt h.serfeé to incréaSémﬁﬁéﬁvglﬁéz}v
of a forest and represents income. A timber stand can ce traﬁéferréd
' £romlcné oﬁner to anmother at any age. Investors'count-yearly’incram&ntsf-
 :fn:timbéf‘grcwtﬁvas incéme. Thus, therz is no raabon ta expect a. tlmbef

‘transaction to take place at a price which fails to;reflectﬁthegValue 6f‘j': 

timber growth at that time (Lindholm, p. 9).

The emphasis upon the necessity of “realizaéidn"“of:é?ihgihéﬁéié?;f?L'

has ied‘fC:est economists to consider increases in;tigﬁe§f#51§§:;§Q:f;

' deferred income. Even thougﬁ wealth in the fdrﬁiéffig@afﬁéé ti;béﬁiﬁay:{'
:'jn0t be'ﬁighlﬁ liquid (as is the case for many assetsj; Qéﬁit?1 ﬁ3f?¢t§ff”
allwythéowner to borrow against the increased valué §f hié a§set$i§;;€_f?f'*

that the cwner may receive an increase in realized income even though the .

“timber is not harvested nor transferred to another cwner.

Deferrad Yield vs. Annual Income

}A-réalistic forestry example is now useduto'compare.the-&éfeireé

yield and annual income approaches and to show that tbe average tax rauio

u7f_is the same for annual income enterprises and for forastry when 1nccme ls§f 

‘fappropriately defined. Our yield data are for an anuﬁlnned SlaSh plne

"f'1@§1an:atidn'established on old field site lndex /O (ZS—year base);i#t;éﬂva

~ccst o: $40 per acre. Pulpwood, the flnal product, is valLed at $1? pe*l,7
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cord on the stump. Annual management costs are S1 per acr
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the widaly accepted Faustmann formula and a discounik rate of 5 percent,

tha capitalized nec value of futurs rotations resaches a maxioum of $241
. . . - 7 '

per acre at an coptimum rotation age of 19 years. This, then, is the

valna of Dars land for purposes of producing timber.
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illustrates the accepted forestry view of deferred viel:

H g Fom e 3 T : - s <
taz in columnm 4 13 computed as 1 percent of the

- . .8 . e , i
plus timber (columm 3j. Since .there is no peositive

cash flow to offset annual fax payments, taxes must be carried forward

with interest (explicit or implicit) to rotation end at which time thedir
accumlated value is $119.62. Ar final harvest, the Zross st age income
of $499 is offset by compounded establishment and management costs with

N
23

the result that net returns before property taxes are $359.79 {(Table 2).

v

The resulting tax racio is .32 (= 119,63/

3/356%.79). N
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the calculations in Table 2, =zssume that tbe sice ‘is
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An annual income of $ is implied, using 5 percent

interest. The one percent tax results in a tax of 3Z.41 and

L

a tax ratio

of .20 (= 2.41/12.05)Y. If the product were taxed along with the land

h
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ba slightly higher, viz.,
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prisa whers the product is taxed alcng with the land is .21 (='2.53/12¢OS)
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ocrestrv, This is the conventicnal forastry

-

A ccatradiction of this allaged proof of daferred yield bias is

worked out in Table 3. Hers columns 1 -4 are the same as before, and cash
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Computation of the Tax Ratio for a Slash Pine Plantation According to the

Annual Income Concent

ORI O ¢ R 6 M
Stand ‘ . Land

Property Costs  Net Encreasé - inpual
Conversion and Tax = - : in Wealth. 'TQX'Ratiog
Value - Stand Esfore Taxes. |
0 0 241.0 - -40: -— -4
1 12.00 283.00 .83 -1. 1.00 2.83
2 14.10 285.10 2.85 -1 1.10 - 2.59
3 46.30 287.50 2.87 1. 1.20 2,39
4 48.62 289.62 2.90 1. 1.52 2.20%
5 51.05 292.05 2.92 -1. 1.43 2Id4f
6 53.60 294.60 2.95 1. 1.55 1.90
7 56.28 297.28 2.97 -1, 1.68 177
8 59.10 300.10 3.00 -1. 1.82 1.65 :
9 7000 311.00 5.11 1. 19.50 51
10 113.00 354.00 3.54 1. 42.90 .08
1 159.00 400.00 4.00 1. 45.00 09
12 188.00 439.00 4.39 1. 38.00 11
15 247.00 4838.00 4.88 1. 18.00 10
14 293.00 534.00 5.34 -1. 45.00 .12
15 - 336.00 577.00 5.77 -1 42.00 14
16 377.00 618.00 6.18 1 40.00 15 -
17 421.00 662.00 6.62 -1. 43.00 .15
18 460.00 701.00 7.01 -1. $58.00 .18
19 499.00 740.00 7.40 -1, 38.00 19
e Average Tavaatio7= 21

o

2Column 4 divided by columm 6

to

2
a

single year,

The average tax ratio was found by compounding all taxes and income
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',flows are now shown‘in’column 5. Colunq 6 however, Shﬁws net.lncreases

'ftn stand valuo year bv vear (tlmber grovth less managewcnt costs) 

'1thls annual increase 1n wealth that is con51stent vith thn ecov ﬁldh-‘.ﬁ i

ti@n ofviﬁcome.

Viewing column 6 as annual income, the arnual tax in column 4 is.

divided by column 6 to compute annual tax ratios.{column 7).. .The variable

tax ratio is a functiom of the biological growth function.l~gf'the;grcwth :

rate were coustant, the tax ratio would be .21 each year; An average

tax ratio over the entire rotation is computed by tompoundlng alt taxas

and incomes to a single year. When all taxes and 1ﬁcomes are comnoundedf
to year 19, for example, accumulated taxes total Sllv 63 apd accumulat d
- C - 11 R . ) . . . ;
income totals $567.82. This represents an average.tax ratlo:of-,Ql,fthe'*

' same as for the apnual income enterprwse where the ptOQucL is- taxsd aYO g

with the land. Thus, the average annual tax ratio is the sams for forsstryfs.f

as for an annual income enterprise (wherevthe product is,taxéd;alcng»with jjf"

It was shown in table 2 that the cumulative value offaﬁﬁnsl'taxi

payments totalled 32 percent of final croovvalue.' ihus3 a;though tha

-

average tax ratio for one year is .21, the tax ratio from the standp01nt

L.of the entire invéstment'cycle is .32. The reason thlS tax ratlo of 32

*_appears hlghev than for annual 1ncome propertv is- that earnlnbs fron

'*annual property are assumed not to be ref nvested in a form sub3evt to

tne property tax. I* earnings from annual income prcperty are re~1nvestedv'“

'"fhe tax.ratﬂc for a c1ven 1nvestment perlod W1ll be the same as fcr forestry

-'However. the fact that 1ncomevts recnlved annually 1nstead of belng Lﬂ-;’“

'reallzed and automatlcal’v relnvested (as in the case of forestrv) bas

ffeét‘on the tax ratio when income is propeflv deflqea.;_j’
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- The conclusion is that the tax bill will be larger iz tefﬁs}cf;ﬂQrf“”

total earnings the longer capital is invested in taxable forms with.

. concomitant larger additions to a given capital{gtoék.i:That is, the‘taﬂ =

" ratio will be higher the longer the period during which earnings are =~

- tax discourages investment in forestry in the same way that it discouraged -

c
2

investment in any other real asset where earmings are reinvested. |

Conclusions and Implications =

Using the: tax ratio as proof of theoretiqal'pfdperty:tax,biasg tﬁere-' g

'is no evidence to suggest that forestry is discriminated against by-the . . -

- totally ignored in the forestry literature. The "'proof' cof deferred yield
' bias, however stated, always involves a demonstration that the property:

- tax takes away a higher proportion of income in forestry .than is the case . .

for investments with annual income. This is what the tax ratio is all -

' about. Yet a property tax is a tax on property or wealth, not'on income.

- The property tax is intended to remove a proportidnal‘sharevOE\Wealthg’"

(continued on”pagéhlé){faﬁ_A




‘Ther2 is no prasumption that the property tax should place an equal burden

on the income that arises from ownership of:property, ,Thus;¢the deBa£é

cenceraing deferred yield bias in torestry is. 1arcely pointless fron,a Eﬁ__f S

‘ fh@OerlCﬁl standnoxqt. ‘The standard oy whlch nggmnnt has nenn rendcred

© iand, ascape taxation. <{asual smpiricism reveals that the property tzx

- is anything but neutral with respect to taxes paid as a propartion.éf

SR ]

income. For example, property taxes paid by_bankg and‘hqtels éré;a.jf;,_

. relatively large proportion of net product. ‘The proportlﬁns are relatlvaly .

"fiow for trade and most services (Netzer, p. 27). The var13b171tv oﬁ tb

p”opeer tax ratio among 1ndus riss is affected by diffErentesllﬁ’capitale S

output ratios, by the profitability of investment feanhédvby-the;proéerﬁy‘f"

T

. tax, by geographic location, and by property tax coverage and administration.

l

There ara two other'iésues closely ralated to thg”égpﬁqﬁfiatétéésjbf;g;  {
"ad valorenm taxation‘in forestry. Thé:fifst coﬁceﬁns tﬁe iﬁcidén¢éJof1é&
Valorem property taxes levied on forest‘lands. Nost of the a*.entl |
éavcﬁed'tothe property tax as applied tovforest lands has been concerﬁeé 
'jwiﬁh'tha allocative effacts of the tax, z;:., that the tax results 1n |

C°SSlV€ taxaklon of forests when compared with other fcrms of property~{3;'

yialding annual income. This concern implicitly assumes that.the,taxﬂis’?ifffﬂ'

' oﬂnlateLY borne by the owners of forest land. - YEL, there Has been

‘lictle work to determine the extant to wblch sucn tax s ;re, in.fagt,}:

capitalized into,lower-values of forast 1ands. Thefex:ent of capital- .

ization is significant from the standpoint of income distribution. -




-15-

A second related issue concerns ”spillovers" associated~with_'

~.fo:e$tryjland use. There has been a great deal of pr;ssure to 1ower

tha'asses nenca on fores* lands frem the stapd901nt or resource allOCg oni*;

1z “herﬂ are benef1c1al side effects assoc;ated v1th ha usasofﬁfgrésti}f

P

" lands su;h as f*esh a*r, noise abatement, rural = enicvbéaut7;~étc,;,v?7

s,

tha market,value of,forest land is not an accurate :easure cf i 5 sécmal o

walua., The ‘magaitude of these side effscts and the actual fFects:of

-

prefe*ential assessment must be known berore one can ds term;nﬂ Uhethar

prefb ntlal assessment laws for forost lands acufally *ﬁnrove rnsonrch‘
"allocation. .That'is, information on ex terra;mtles assaalztad with forest
Rl

land'mu t be deterW1ned in the final aﬁa¢y51@ befora one can’ fully asseaq:f ff?,fi;5z

the casa]for lowering ad valo en nroperty taxes in forﬁstrv, Bcth tha'

“p4tallvatlon and exte“nallty issues, though raWated to the aBP;QP"lahE‘ ﬂuz5

‘nesa of the ad valorem tax in forestry, are oevond t&e purv1nw of *h

study..




fac+ th at t e property tax affects Anvestmeqt ocportunlties ard 1an“ﬂﬁf~
use patterns. Yet he assumes that an increase in prdperty~taxes is_”

- fully capitalizad into lower property values. A fully capitalized.‘

in supply and that a tax change will have no effect~oquthgi

A ﬁoré detailed historical pe rs:ectlve is glvedi.n D;e*r (Cbaéber 26)
I;*is'correct, of course, that the owner of Dronertv such as tlmber— f hi
land woich produces income periodically is likalyﬁtc hayefaamora- -
diﬁficult time meeting annual rax bil ﬂ»than is theIOWner quéropefty
which generatss income annually,‘ But such41iquidi£y prcblemsfare.ﬁﬁtfl-
unique in forescry. Tor example, th;-farmer;onIaﬁ.uﬁ“an:fringc méy‘
find it difficulit fo pay escalatin bpréperty taxes Whiuﬁ result

from inéreasés in themarket value of hls land, hough hls Woalth

is increas i g ligquidity problems may force him to sel;‘and thereby'””
prevent h;m from reaping the full benefit‘of_increasing prgpeity‘3?:?
values. Ih7sﬁchléases, some economists ﬁava proposeﬁ&an;épfanée@éﬁfb5 
to daefer payment of taxes (including interest). »This; pfeéumébl&,

is the aim of forestry yield tax laws which have been enacted.

Klemperer holds that a lcwer proverty tax rate for fcrestry is j stified

because forastry tends to bear a heavier burden (_.e., a larger tax

;4.
ﬁ
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e}
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H
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N
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eduction in value) than many otherﬁland]uses dueu
to the combination of a long pay-off period and 1ow land = a Thlcn~f

characterize mnst types of forestry. His cnnclus;on hlngeq en the R

i

X,

ies that the supply'df forestry land- 1‘ perfectYV'lneiastlc
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o
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19~-year rotations as: land value =

=17~

of land in forestry. Thus, Klemverer’ ssumnt§on Lhat prcparty

Al

property tax might stimulate second-best uses. -

 Duerr graphically describes the situation as.fullgwsz.'"Tﬁa Qﬁrn?: 

stalk, it is said, walks up to the collector's office jﬁsg’dnce,

whereas the tree is obliged to marck
213 the whilz on its credit” (p. 443).

1]
o}

hare of stezk purchased for $100. eon January l Whlch

txf
[w]
L2 ]
R

B
J
}.-A
w
L
[}
(n

is worth $150 on December 31, represents a gain whether or not the

share is sold (”realized”). Conversely, a sha:e of'qtock,bcught

“for $150 and soLd for 5100 is a rna;lzaticn but represents 20 ﬂ »

ields are from an unpublished stand simulationsmo&el'devéldned»,‘

by Frank Bennntt,‘Baqee Sw1rd-l Ed Jhltahornh aﬁd Tom Llcyd at

he USDA Forest Service's Southeastern Forest Exper“mnnt Statlon,f

“Asheville, N. C.

At age 19, the stand’s conversion value is $459.  The Féuétﬁann

;or"ula computas ‘the net present vaiue of 2 perpetual “erles or

A - 19 -
$499° $+0(l 05} $1 5241
(1503}1?-»‘j S ,?OD R

The tax is assumed to be fully "shifted" so that the value of land

n forestry is not affected by the tax.

~de

¥

el

ie have 1gnored any ‘additional property’ caxes tnat enterprlses must

‘pay on" pfoper*y other than land (and timber in the case of fornstry)

1 there countless times, borrowing



- Trestrail points out that the

‘assume that all previous earnings are reinvested. Income and taxes

in table 3 are compounded only as a weighting procedure to obtain -

An increase in the property tax rate affects the optimal rotation of

. a timber stand in the same way as

-18-~

raditional viewpoint implicitly assumes

$

rt

that timber markets are imperfect and place mo value on izmoturs |

timber, It is mores reasonable, however, to assume that the growth =~

of irmature stands would be recognized in any hompeﬁitive‘markat,w_f
transaction. Therefore, the increase in annual value can be viewed =
as an increase in wealth or incone.

he annual net increases in wealtih sinown in column 6 of table 3 -

3

total $499, the terminal value of the stand. The accumulated value

of taxas compounded to year 19 total $119.62. The annual net .
increases in wealth compounded to vear 19 do not represent the = * .

value of the stand at that time since the earnings in each period

N

the averaga annual tax ratio where the annual tax ratio varies

from yzar-to-year.

n
)
e}

incrzase in the interest rate,

viz., it will shorten the rotatiocn.
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