
Western Michigan University Western Michigan University 

ScholarWorks at WMU ScholarWorks at WMU 

Dissertations Graduate College 

12-1989 

Assessment Inequities of Residential Properties in Nine Michigan Assessment Inequities of Residential Properties in Nine Michigan 

Townships Townships 

Sivaswami Amarnath 
Western Michigan University 

Follow this and additional works at: https://scholarworks.wmich.edu/dissertations 

 Part of the Economic Policy Commons, and the Public Administration Commons 

Recommended Citation Recommended Citation 
Amarnath, Sivaswami, "Assessment Inequities of Residential Properties in Nine Michigan Townships" 
(1989). Dissertations. 2134. 
https://scholarworks.wmich.edu/dissertations/2134 

This Dissertation-Open Access is brought to you for free 
and open access by the Graduate College at 
ScholarWorks at WMU. It has been accepted for inclusion 
in Dissertations by an authorized administrator of 
ScholarWorks at WMU. For more information, please 
contact wmu-scholarworks@wmich.edu. 

http://scholarworks.wmich.edu/
http://scholarworks.wmich.edu/
https://scholarworks.wmich.edu/
https://scholarworks.wmich.edu/dissertations
https://scholarworks.wmich.edu/grad
https://scholarworks.wmich.edu/dissertations?utm_source=scholarworks.wmich.edu%2Fdissertations%2F2134&utm_medium=PDF&utm_campaign=PDFCoverPages
http://network.bepress.com/hgg/discipline/1025?utm_source=scholarworks.wmich.edu%2Fdissertations%2F2134&utm_medium=PDF&utm_campaign=PDFCoverPages
http://network.bepress.com/hgg/discipline/398?utm_source=scholarworks.wmich.edu%2Fdissertations%2F2134&utm_medium=PDF&utm_campaign=PDFCoverPages
https://scholarworks.wmich.edu/dissertations/2134?utm_source=scholarworks.wmich.edu%2Fdissertations%2F2134&utm_medium=PDF&utm_campaign=PDFCoverPages
mailto:wmu-scholarworks@wmich.edu
http://scholarworks.wmich.edu/
http://scholarworks.wmich.edu/


ASSESSMENT INEQUITIES OF RESIDENTIAL PROPERTIES
IN NINE MICHIGAN TOWNSHIPS

by

Sivaswami Amarnath

A D issertation  
Submitted to the 

Faculty of The Graduate College 
in p a rtia l fu lf il lm e n t  o f the 

requirements fo r the 
Degree o f Doctor o f Public Administration  

School of Public A ffa irs  and Administration

Western Michigan University  
Kalamazoo, Michigan 

December 1989

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



ASSESSMENT INEQUITIES OF RESIDENTIAL PROPERTIES
IN NINE MICHIGAN TOWNSHIPS

Sivaswami Amarnath, D.P.A.

Western Michigan U n ivers ity , 1989

Horizontal equity in property tax adm inistration has been 

neglected by researchers in favor of research on incidence o f the 

property tax . The present study, conducted w ith in  nine townships in  

A lle g a n , B arry , and Grand Traverse Counties in  M ichigan, 

in v e s tig a te d  d iffe re n c e s  o f p ra c tic e s  in assessing re s id e n t ia l  

properties . Three hypotheses te s t d ifferences in ra tio  of assessed 

value to sale p rice fo r properties owned by nonresidents and 

re s id e n ts , p ro p e rtie s  w ith  w ater fro n tag e  and w ith o u t w ater  

frontage, and properties o f higher value and those o f lower value. 

Both parametric and nonparametric s ta tis t ic s  were u t il iz e d  to te s t  

the research hypotheses.

The study findings were:

1. Properties owned by nonresidents had a higher ra tio  o f  

assessed value to sale price than did properties owned by residents.

2. Properties without water frontage had a higher ra t io  o f 

assessed value to  sa le  p r ic e  than d id  p ro p e rtie s  w ith  w ater  

frontage.

3. Properties o f lower value had a higher ra tio  o f assessed 

value to sale price than did properties o f higher value.
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A number o f possible explanations are offered to explain  

observed assessment inequ ities , and a number o f recommendation? are 

advanced to  correct inequities observed.
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INTRODUCTION

Black (1968) defined taxes as "a pecuniary burden la id  upon

individuals o f property to support the government" (p. 1628).

Although perceived prim arily  as a means o f ra is ing  revenue, taxes

are also generally recognized as a major instrument o f national

economic po licy . When government spending comes to equal one-fourth

to one-th ird  o f gross national product, as in Western furope and

North America, taxes play a crucial ro le not only as a source of

revenue but as a balance wheel o f the economy.

The power to levy taxes is frequently reserved to the central

government and is an in tegral part of the constitu tion o f many

nations. For example. A rtic le  I ,  Section 8, of the Constitution of

the United States declares that:

The Congress shall have power to lay and c o lle c t taxes, duties, 
imposts, and excises, to pay the debts and provide fo r the 
common defense and general welfare o f the United States; but 
a ll  duties, imposts, and excises shall be uniform throughout 
the United States.

Although the power o f taxation was granted to the federal 

government, American history provides evidence th a t a number of 

co n tro v e rs ie s  in v o lv in g  taxes have nonetheless a r is e n . One 

controversy, o f in te res t in th is  d isserta tio n , is  the c o n flic t about 

taxing ju r is d ic tio n s . States have long feared that the federal 

government would usurp the power o f taxation from lower-level

1
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government units and thus deprive them of the revenue necessary to 

fund local government services.

When the Constitution was enacted in 1787, some states opposed 

the g ran t o f ta x in g  power to  the  fe d e ra l government. As a 

concession to these in te re s ts , A rtic le  I ,  Section 9, of the U.S. 

Constitution declares th a t "No capitation or other d ire c t tax shall 

be la id  unless in proportion to the census or enumeration hereinfore  

directed to be taken."

This lack o f power to levy d ire c t taxes prevented the federal 

government from imposing taxes on general property, including land, 

which constitutes the primary source of wealth. Thus, in the United 

States, general property taxes have always been a domain o f the 

states and local un its .

Property Taxes

H is to r ic a lly , the property tax has played an important ro le  in 

the U.S. tax system. Although to ta l property tax revenue in  the 

U.S. has declined as a percentage of to ta l tax revenue from 51.4% in  

1902 to 11.9% in 1970, p a r t ia l ly  because o f the growth in revenue 

from federal income tax and state sales and income taxes, i t  is  

s t i l l  the primary source of tax revenue fo r local governments. In 

1980, the la s t year fo r  which complete data are a v a ila b le , local 

property tax co llections amounted to $62.5 b i l l io n , or 50.5% of 

to ta l local revenue. For Michigan, the figures are more dramatic; 

property tax co llections amounted to $4.4 b ill io n  or 61% o f to ta l
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local revenue in 1980. In 1985, local units in Michigan collected

$5.6 b i l l io n  in property taxes or 60.1% of to ta l local revenue.

Despite heavy dependence on them, property taxes have come

under heavy c r itic is m  ever since they were f i r s t  lev ied . In 1895,

a f te r  reviewing the h istory and problems o f property taxatio n ,

Seligman issued his c lassic indictment o f such taxes. He declared:

P ra c tic a lly , the general property tax as ac tu a lly  administered  
is beyond a l l  doubt one o f the worst taxes known in the
c iv iliz e d  world. Because of i t s  attempt to tax in tan g ib le  as
well as tangib le things, i t  sins against the cardinal rules of 
uniform ity, o f equality  and of u n iversa lity  o f tax a tio n . I t  
puts a premium on dishonesty and debauches th e  p u b lic  
conscience; i t  reduces deception to a system, and makes a 
science o f knavery; i t  presses hardest on those le a s t able to 
pay; i t  imposes double taxation on one man and grants e n tire  
immunity to the next. In short, the general property tax is so 
fla g ra n tly  inequ itab le , that its  retention can be explained 
only through ignorance or in e r t ia . I t  is the cause o f such 
crying in ju s tic e  th a t i t s  a lte ra tio n  or i t s  a b o litio n  must 
become the b a tt le  cry o f every statesman and reformer, (p. 61)

More recently , in 1956, the Research and Policy Subcommittee of

the Committee fo r Economic Development found th a t:

Real property tax administration suffers from two major sources 
of inequity: unequal assessment and underassessment. In view
of the primary re liance on real property taxes, i t  is quite  
shocking th a t in most parts of the country, whether urban or 
r u r a l ,  i t s  a d m in is tra tio n  may be a c c u ra te ly  d escribed  as 
inequitab le, in e f f ic ie n t ,  incompetent or corrupt. There is no 
more v iv id  i l lu s tra t io n  of the need fo r reform o f local 
in s titu tio n s , (p. 54)

Despite c r it ic is m , the property tax survives on the American 

f is c a l scene. In 1931 Jensen came to the defense o f th is  venerable, 

i f  im perfect, in s t itu t io n , saying; " I f  any tax could have been

elim inated by adverse c ritic is m , the general property tax  should
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have been elim inated long ago" (p. 478). More recently , Netzer 

(1965) asserted:

The American property tax abounds in anomalies. During the 
past century no major fis c a l in s titu tio n , here or abroad, has 
been c r it ic iz e d  at such length and with such v igor; yet no 
major f is c a l in s titu tio n  has changed so l i t t l e  in modern times. 
The demise of the property tax as a major fac to r in the 
American fis c a l scene has long been heralded; yet i t  continues 
to fin an ce  more than o n e - f i f t h  o f  the c iv i l ia n  general 
expenditures of fed era l, s ta te  and local governments, (p. 1)

To be tte r understand the c ritic is m s , i t  is appropriate to

examine what property tax means. Groves (1954) defined property tax

as follows:

In i ts  broadest meaning the general property tax is a tax on 
a ll wealth, tangible and in tan g ib le , which possesses exchange 
value. I t  is  levied  according to  exchange value, at le a s t in 
theory, and at a common ra te  fo r a l l  property in the same 
d is t r ic t .  I t  is  thus a uniform and universal tax based upon 
the value of goods owned= Usually i t  is levied upon property 
wherever located, and the tax paid by the owner, (p. 43)

Property Taxes in Michigan

Property taxation was f i r s t  practiced by c it ie s  and v illa g e s  in 

the te r r ito r y  of Michigan pursuant to specific  charter powers. In 

1827, a t e r r i to r ia l  law established township government in Michigan 

and, in a companion measure, gave townships the power to levy  

ad valorem taxes upon property: re a l, personal, tan g ib le , and

in tan g ib le . The Revised Statutes o f 1838, which streamlined and 

updated relevant te r r i to r ia l  laws adaptable to the newly created  

State o f Michigan, continued the provisions fo r ad valorem taxation
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granted to townships under T i t le  V, denominated "Of the assessment 

and co llection  of taxes."

The f i r s t  Michigan Constitution, enacted in 1835, did not 

contain provisions fo r property taxation . Indeed, the le g is la tu re  

provided fo r operation o f schools, which consumed a sizable amount 

o f revenue, by establishing a perpetual fund derived from the sale 

o f a ll lands granted by the U.S. government to Michigan. Thus, the 

power to levy property taxes remained exclusively with townships.

A rtic le  14, Sections 11 and 12 o f the Michigan C onstitution of 

1850, provided s p e c ific a lly  fo r the levy of taxes on property in the 

state and established assessment levels at the cash value of 

p ro p e rty . More im p o rta n tly , the u n ifo rm ity  p ro v is io n  o f the  

Michigan Constitution has as its  basic purpose establishment o f an 

identica l level o f assessment throughout local units; th a t uniform 

level or standard was true cash value for the remainder of the 

nineteenth century and well into the twentieth century. Since 

January 1, 1965, the e ffe c tiv e  date of the 1953 Michigan Constitu­

t io n , that standard has been 50% of true cash value, as is  evident 

from the following quotation:

The leg is la tu re  shall provide fo r the uniform general ad 
valorem taxation o f real and tangible personal property not 
exempt by law . The le g is la tu r e  s h a ll p rovide fo r  the  
d eterm ination  o f tru e  cash value o f such p ro p e rty ; the  
proportion of true cash value at which such property shall be 
uniformly assessed, which shall not, a fte r  January 1, 1955, 
exceed 50 p ercen t, and fo r  a system o f e q u a liz a tio n  o f 
assessments. The le g is la tu re  may provide fo r a lte rn a tiv e  means 
o f taxation o f designated real and tangible personal property 
in lie u  of general ad valorem taxation. Every tax other than
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the general ad valorem property tax shall be uniform upon the
class or classes on which i t  operates. (A rt. IX , sect. 3)

I t  is  a well-known human weakness th a t, whenever a tax is 

imposed, some members o f the population w ill attempt to  avoid paying 

i t ,  e ith e r  le g a lly  or i l le g a l ly .  With the income ta x , a classic  

example o f such avoidance is tax shelters. Avoiding property tax is 

more d i f f ic u l t  because i t  is imposed on real es ta te . P o litic ia n s , 

however, have used statu tory  exemptions to help certa in  individuals  

or groups avoid paying property tax . in fa c t, exemptions probably 

are as old as taxes themselves.

What are exemptions? In his book The Free L is t . Balk (1971) 

defined exemptions as "the priv ileg e  o f being excused from paying 

any property taxes on a l l  or part of a parcel of real estate" 

(p. 4 ) . Balk c la s s ifie d  exemptions into two groups: general and

incentive.

General Exemptions

Because property taxes pay fo r operation o f local government 

throughout most o f the United States, c itizen s  soon concluded that 

any in s titu tio n  which provides a public service and thus in d ire c tly  

reduces the burden o f local government should be exempted from 

taxation . Schools, co lleges, l ib ra r ie s , and other in s titu tio n s  of 

higher learning are thus exempt from property taxes. Almost a ll 

states provide exemptions to re lig ious property. Federal, s ta te , 

and local government property is also exempt from taxa tio n .
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These types o f exemptions, even though s ta tu to r ily  granted by 

the leg is la tures o f various states , originated in a long-standing  

tra d it io n . The next group o f exemptions, which are f a i r l y  recent, 

were established because o f r is in g  public indignation at the ever- 

increasing burden of property taxes in the 1960s and 1970s. These 

exemptions are generally referred  to as homestead exemptions, which 

apply to a l l  or part of the tax on property possessed by a 

homeowner, senior c it iz e n , or veteran (P.A. 20, 1973). These 

exemptions frequently have income lim ita tio n s  and are phased out 

a fte r  the taxpayer has reached a certain  specified income le v e l, 

which is usually high enough to exempt a m ajority o f taxpayers.

Incentive Exemptions

Other types of exemptions have been given to special in te res t 

groups; Balk (1971) c a lle d  these in c e n tiv e  exem ptions. Such 

exemptions have been passed into  law by various state  leg is la tu re s  

to a ttra c t or re ta in  industry, such as the Plant R eh ab ilita tio n  and 

Industria l Development D is tr ic ts  Act (P.A. 198, 1974) in Michigan, 

or to  induce commercial property owners to renovate d ilap idated  

properties (P.A. 255, 1978). Farmers as a group have benefited from 

in c e n tiv e  exem ptions. Under the Farmland and Open Space 

Preservation Act (P.A. 116, 1974), the State o f Michigan lim its  

property taxes on farms to 7% o f household income i f  the taxpayer 

enters in to  a contract with the s tate and promises to keep land in 

farming fo r at least 10 years.
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Incentive exemptions have also been granted to developers of 

m ultip le housing fo r  senior c itizens and low-income fa m ilie s . These 

exemptions ostensibly are geared to induce developers to invest 

venture capital in  h ig h -risk  operations. In add ition , almost a ll  

states have exempted a ir -  and w ater-pollu tion-contro l equipment from 

ta x a tio n  in  an e f f o r t  to  encourage m anufacturers to  co n tro l 

discharges into the environment.

A ll  such in c e n tiv e  exempt io n s --o s te n s ib ly  e s ta b lis h e d  to  

correct in e q u ities , compete with other sta tes , or otherwise induce 

taxpayers to do certa in  things--have d is torted  the property tax 

burden on taxpayers. In Michigan, fo r example, a new company moving 

into a community can take advantage of the provisions of Act 198 and 

obtain an exemption on 50% o f the taxes on both real and personal 

property, whereas an established company in the same community 

cannot receive a s im ila r ben efit. The established company is  thus 

at a competitive disadvantage re la tiv e  to the new a r r iv a l.

Exemptions o f any kind d is to rt equity and uniform ity provisions 

of the property ta x . They s h ift  the tax burden from one group of 

taxpayers to another. Exemptions to the property tax have been 

mandated le g is la t iv e ly  in one form or another by numerous states and 

apply in general to a l l  taxpayers o f a certa in  class who choose to 

take advantage o f them. The following discussion focuses on 

p ra c tic e s  used by le g is la tu re s  and lo c a l assessors to  g ive  

p re fe ren tia l treatment to a p articu la r group at the expense o f other 

groups.
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Almost a l l  states have mandated a set percentage of market 

value at which properties are to be assessed fo r  taxation purposes

(the Michigan le g is la tu re  set i t  at 50%). In most s tates, th is

percentage is  the same fo r  a l l  c lasses o f p ro p e rty , such as 

a g ric u ltu ra l, in d u s tr ia l, re s id e n tia l, commercial, and so on. But 

some states, Minnesota fo r example, have established d iffe re n t 

percentages o f market value at which various classes of property 

w ill be assessed (e .g . ,  agricu ltu ra l at 10%, commercial at 40%). 

This gives a d is tin c t advantage to farmers at the expense of those 

who own commercial property.

Even when there exists a set standard at which a l l  assessments 

are to be made, whether i t  be 100% or 50%, local assessors take i t  

upon themselves to assess various classes of property at d iffe re n t

le v e ls . Thus, the agricu ltu ra l class may be assessed at 45%,

commercial property at 55%, and so on down through the remaining 

four categories o f the Michigan assessment r o l l .  This varia tion  in 

assessment ra tio s  creates a basic inequity in the assessment ro ll  

and has been corrected in Michigan to some extent by the enactment 

of equalization by class. Equalization by class is  the process of 

adding to or subtracting from the to ta l assessed value as set by the 

local assessor, so th a t a p artic u la r class of property in a given 

township bears its  proportional share of th a t class re la tiv e  to the 

to ta l assessed value in the county and the s ta te .

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



Much research has been done concerning the incidence o f 

property taxes on various sectors of the population. The lite ra tu re  

on th is  subject is reviewed in Chapter I I .
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REVIEW OF THE LITERATURE

No discussion o f property tax would be complete without an 

inquiry in to  the incidence o f taxes. Just who bears the burden of 

property taxes? Economists c lass ify  a tax  as (a) regressive i f  

lower income groups pay a higher proportion o f th e ir  income on a tax 

or taxes than do higher income groups, (b) progressive i f  lower 

income groups devote a smaller proportion o f th e ir  income to a tax 

or taxes than do higher income groups, and (c) neutral i f  the tax or 

taxes are proportional to income throughout the e n tire  range of 

incomes.

The incidence o f property tax is a m atter o f controversy. As 

la te  as the mid-1950s, most professional economists maintained that 

the property tax was regressive in incidence, probably the most 

regressive o f a l l  taxes. This view s t i l l  pers is ts  among the public  

and is  re flec ted  in p o lit ic a l speeches, governmental reports, and 

standard textbooks on urban problems. Recent tax reform proposals 

have been based on th is  viewpoint, but i t  no longer re fle c ts  a 

consensus among economists. Almost every aspect o f the incidence 

theory is  now a subject of debate, as the following examples 

i l lu s t r a te .

According to Gaffney (1972), the property tax is  progressive. 

He w rites:

11
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Negative information on the property tax now c ircu la tin g  makes 
a long s c ro ll . But high on the l i s t  is  the re fra in  th a t i t  is  
regressive. A high-powered, organized, w e ll-o ile d  campaign has 
been mounted to  persuade us th a t we can help the poor by 
s h iftin g  taxes o f property on to the federal payroll tax .

To make the property tax look as though i t  socks the poor 
when most property is  so closely held c a lls  fo r  some fancy 
sophisms. The main argument has to be th a t the tax is  s h ifted . 
Indeed, some go so fa r  th a t they seem to say th a t big owners 
s h if t  i t  and only widows and orphans aet stuck with i t .  fo. 
142)

Groves (1967) asserts that the property tax is  roughly neutral

in incidence. He suggests:

A standing complaint against the property tax on housing is  
that i t  is highly regressive in d is tr ib u tio n , but recent 
evidence and analysis have cast doubts on th is  conventional 
wisdom. The e a r l ie r  evidence was based on the re la tio n  of 
owner-occupied housing costs to annual cash income. The newer 
evidence includes rental property in the measure, broadens the 
d e fin it io n  o f income to include the imputed annual value of 
owner-occupied homes and broadens the time span o f income 
beyond annual rece ip ts . The new evidence poses the p o s s ib ility  
th a t fo r  income classes o f a life t im e  income, d ifferences in 
burden over most of the income scale may p re tty  well average 
out. Of course, th is  is  the very long run in which we are a l l  
dead. (p. 20)

Shannon (1973), however, was not impressed with attacks on the

conventional wisdom. He states:

State le g is la to rs  are not buying the new economic doctrine that 
claims that the property tax is t ru ly  a progressive tax . . . . 
Our evidence supports the s ta te  le g is la t o r s ’ in t u i t iv e  
judgments. As a tax on housing, the res id en tia l property tax  
can and dnes impose tru ly  extraordinary burdens on low income 
fa m ilies , both e ld e rly  and non-elderly. (p. 185)

Aaron (1973) disagreed with Shannon’ s evidence. He comments:

The theory of tax incidence embodied in the numerous studies 
now in flu e n c in g  p u b lic  p o lic y , most n o ta b ly , the recen t 
computations o f the Advisory Commission on Intergovernmental 
R elations, can be described, perhaps u n fa ir ly , as an a ta v is tic  
attachm ent to  naive and obso lete  theory  in d e fian ce  o f

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



published  th e o re t ic a l advances th a t  dem olish the  previous  
orthodoxy, (p. 60)

With arguments against property taxes running the gamut from

regressive to progressive, i t  is perhaps easiest to agree with

Netzer (1970), who wrote:

There is  by no means universal agreement on the theory o f tax  
incidence. Indeed, years o f theoretica l dispute and empirical 
tes tin g  have le f t  us with tenaciously held but d iam etrica lly  
opposed hypotheses regardina the s h iftin g  o f every important 
form o f taxa tio n , (p. 462)

In th is  study, no attempt was made to choose among these 

competing views. Some o f the assumptions th a t underlie  the r iv a l 

in te rp re ta tio n s  are discussed in the following sections.

Assumption About Incidence: The Conventional Wisdom

According to conventional wisdom, the proportion o f property 

tax th a t fa l ls  on reproducible capital is borne la rg e ly  by consumers 

of goods and services produced by that c a p ita l. I ts  incidence is 

regressive because the poor consume a g reater proportion of th e ir  

income than do the r ic h . The tax on land cannot be sh ifted  forward 

to the user since, fo r  a l l  practical purposes, the supply o f land is 

fix e d . Because the ownership o f land is  highly concentrated among 

the wealthy, th is  portion o f the property tax is  progressive. The 

tax on land is  probably less than 20%, so i t  only minimally counters 

the generally  regressive d irection  o f the ta x . In most estimates of 

incidence, the tax on land can be safely ignored.
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Assumptions About Incidence: New View

Almost every assumption constituting the conventional economic

wisdom regarding the incidence of property tax came under attack in

the la te  1950s and early  1970s. In fa c t, a new conventional wisdom

is emerging, which holds th a t the property tax , i f  neu tra lly

administered, would be neutral or s lig h tly  progressive in incidence.

Revisionists have argued that a much higher proportion of the

property tax than was tra d it io n a lly  assumed is  absorbed by the

owners o f cap ita l and not passed forward to consumers as higher

prices fo r goods and services. Furthermore, even i f  the tax were

sh ifted  forward, current money income does not properly measure

incidence o f the res identia l property tax. I f  a more appropriate

m easure--ab ility  to pay--were used, the res identia l property tax

would be only m ild ly regressive, even under an assumption that most

o f the tax is  sh ifted  forward to tenants. Whatever regress iv ity

remains, such c r it ic s  maintain, is more a function o f regressive

property tax adm inistration than an inherent defect.

The overall position of those who oppose the property tax was

perhaps best summarized by Netzer (1973):

I t  is  possible to grant v ir tu a lly  a ll the points of rev is io n is t  
c r it ic s  and s t i l l  maintain that the res id en tia l component of 
the property tax in practice in most metropolitan areas is  
d is tin c tiv e ly  regressive, i f  one recognizes the pattern of tax  
ra te  d i f f e r e n t ia ls  in  m etropo litan  areas, the associated  
geographic d is trib u tio n  o f owners and renters at various income 
le v e ls , the way in which assessments are actually  made, the 
incomplete relevance o f permanent income as a measure of 
incidence fo r  current tax policy purposes and the existence of 
income tax d e d u c tib ility , (p. 531)
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One point on which almost a l l  economists agree is  th a t be tte r 

adm inistration would make the property tax less regressive (or more 

progressive). Both rev is io n ists  and th e ir  c r it ic s  argue that 

assessment bias against low-value properties, esp ecially  those in 

the poorest urban neighborhoods, has important e ffec ts  on incidence.

Some tax d iffe re n tia ls  arise because assessors in te n tio n a lly  

apply d iffe re n t standards to d iffe re n t p roperties. As Aaron (1975) 

noted:

In te n t io n a l in e q u a lit ie s  a r is e  when the a d m in is tra to rs  
purposely reduce assessments fo r certain  taxpayers. They do so 
out o f a varie ty  o f motives. They may wish to induce certain  
firms to locate or remain w ithin the ju r is d ic tio n  because the 
firms w ill pay more taxes than the value o f public services 
they w ill consume or because they w ill provide jobs and thereby 
increase local income and property values. The a u th o rities  may 
wish to induce middle and upper class residents to remain 
with in  the ju r is d ic tio n  or to discourage poor or black fam ilies  
from entering, (p. 59)

Unintentional in eq u a lities  arise because determining the market 

value  o f re a l property  is  not an exact sc ience, because 

administering the property tax is costly , and because many local 

government o ff ic ia ls  do not use availab le  resources e f f ic ie n t ly  to 

estim ate  tru e  market v a lu e . As Pag lin  and Fogarty (1972) 

dem onstrated, the degree o f unintended in e q u a lity  depends on 

varia tions in growth rates o f property values, the period between 

reassessments, and the accuracy o f each assessment.

Poor adm inistration is not the only cause o f reg ress iv ity  in 

property taxes; there are other reasons, as w e ll. In a study of 

d is tr ib u tiv e  effects  created by the appeal process in Kalamazoo,
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Michigan, Ross (1971) found that the process increased reg ressiv ity  

in property tax assessments. This was not because assessment review  

decisions were biased in favor of high-value properties. On the 

contrary, Ross found that owners o f low-value properties actually  

fared be tte r when they applied fo r  tax reductions than did owners o f 

more expensive properties. But the process was so dominated by 

w ealth ier ind iv id u a ls , by those with a s ig n ific a n t stake in the 

outcome, th a t on the whole i t  increased assessment ineq u ities .

Most of the research on assessment inequ ities  and tax incidence 

has been d ire c te d  p r im a r ily  toward d e te rm in a tio n  o f v e r t ic a l  

inequities in the property tax system. Very l i t t l e  research has 

been conducted to evaluate the horizontal inequ ities  w ithin a single 

class of property. One such study, done in Wisconsin by David and 

Skurski (1966), sought to determine whether there was a bias in the 

assessment o f properties owned by residents and nonresidents. The 

study was conducted on riparian  properties around the c ity  of 

Madison. David and Skurski concluded th a t there was no bias in 

assessment against nonresident owners. On the contrary, nonresident 

owners were assessed at a lower ra te  than resident owners. An 

extensive review o f the study is found in Chapter I I I .
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CHAPTER I I I  

METHODOLOGY 

The Wisconsin Study

The Wisconsin study, conducted by David and Skurski (1956), 

attem pted to  an alyze p a tte rn s  o f d e v ia tio n  in p ro p erty  ta x  

assessments from the le g a lly  established norm o f " fu ll market 

value." S p e c ific a lly , a hypothesis th a t lo c a lly  owned property was 

underassessed re la t iv e  to absentee owners' property was tested by 

measuring and comparing assessments in successive years. The 

i n i t ia l  assessment was performed by local assessors, and the second 

and com parative assessment was conducted by state -ap p ro ved  

assessment firm s.

Using assessment as an approximation o f market value, David and 

Skurski (1956) compared the value o f in i t ia l  and second assessments 

by general c la s s ific a tio n s  of residences. A second objective  of the 

study was to describe types o f d ifferences and to o ffe r  possible 

explanations fo r differences th a t did appear. A th ird  objective of 

the Wisconsin study was to discover whether the assessed value of 

property by type o f ownership approximated its  probable market
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The study used data on p lo t s ize , residence o f owner, and 

assessment value fo r 3,341 rip arian  properties in 13 Wisconsin 

towns. To establish  a benchmark, the assessed value o f land and 

improvements, i f  any, in the in i t i a l  year was determined by the 

local assessor. The second-year assessments on the same properties  

were performed by state-approved assessment firm s. Each property 

was c la s s ifie d  by s ize . Plots were in  three groups; those of less 

than 2 acres, those of 2 acres or more, and those of unknown s ize . 

Plots were then c lass ified  oy residence o f the owner. "Local" 

referred  to owners whose permanent legal residence was w ith in  the 

town. "Adjacent town" owners were those whose normal leg a l 

residence was in any adjoining town, whether or not in the same 

county. "State" owners were permanent residents of the state  but 

not of the town adjoining that in which the property was located. 

"Out of state" residents had a permanent legal residence outside 

Wisconsin.

S ta t is t ic a l Approach

David and Skurski (1965) computed four ra tio s  to te s t th e ir  

hypothesis. These ra tio s  measured change in assessed value from an 

in i t i a l  assessment determined by the local assessor to an assessment 

done by a state-approved assessor during the succeeding year. Two 

ra tio s  tested the re la tiv e  or percentage change in assessed value,
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whereas the rem aining two ra t io s  te s te d  abso lu te  changes in  

assessments. The two ra tio s  o f re la tiv e  or percentage change

d iffe re d  in th a t the f i r s t  compared land values and the second 

compared land and improvements. S im ila rly , fo r  absolute change 

there was one ra tio  fo r land alone and a second fo r  land plus

improvements. Each ra t io  was an average (mean) o f the ra tios  fo r  

individual plots in th a t size and residence c la s s if ic a tio n .

I f  the hypothesis that the absentee owners were discriminated  

against was tru e , they should have been re la t iv e ly  overassessed in 

the f i r s t  year and thus should have shown a sm aller increase from 

local to state assessment. Using the state assessment as a measure 

of market value, a l l  o f the ra tio s  of market value to assessed value 

would have been la rg e r  fo r  lo c a l than nonlocal owners i f  

discrim ination ex isted. Each o f the four measures selected was

computed fo r each combination of residence and s ize , and the mean 

ra tio  of each absentee class was ind iv id u a lly  compared to the local 

mean ra t io . A one-ta iled  t  te s t was used in each comparison to tes t  

the hypothesis.

Results

David and Skurski (1965) concluded th a t the evidence strongly 

supported re jection  o f the hypothesis and concluded th a t absentee 

owners were not discrim inated against in any consistent pattern . 

The re s u lts  in d ic a te d  th a t when s t a t i s t i c a l l y  s ig n if ic a n t

differences actually  existed between assessments o f lo c a lly  and
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nonlocal!y owned property, they were usually not in the expected 

d irec tio n . Rather than being overassessed, absentee-owned property  

was underassessed r e la t iv e  to lo c a l ly  owned pro p erty  in  a 

s ta t is t ic a lly  s ig n ific a n t number of cases. The authors explained 

the resu lts  they obtained by saying th a t;

1. Property o f higher market value was assessed at a lower 

ra te  than less valuable property, and nonresident owners tended to 

own properties o f higher value.

2. Local assessors underassessed properties belonging to non­

resident owners because they believed th a t such nonresident owners 

were not fu l ly  using services provided by the local community 

supported by property taxes.

3. Towns th a t depend on to u ris t business may compete to 

a ttra c t nonresident property owners by assessing th e ir  property at a 

lower ra te .

Critique o f the Wisconsin Study

In the Wisconsin study, David and Skurski (1966) employed only 

the t  tes t to te s t th e ir  hypothesis. Gloudemans (1977) has stated  

th a t assumptions made by researchers in the f ie ld  o f assessment 

regarding normal d is trib u tio n  of assessment ro lls  may be erroneous 

and that nonparametric tes ts , which are d is trib u tio n  fre e , should be 

employed to te s t hypotheses. In view o f th is  assertion, i t  would 

have been advisable fo r David and Skurski to employ other tests  

before re jectin g  the hypothesis.
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A second methodological weakness o f the Wisconsin study is  that  

a ll  of the data were lumped into one set. This procedure may have 

masked varia tions in assessment practices employed by d iffe re n t  

ju r is d ic tio n s . Only rip arian  properties were included in th is  

study; including other types or classes of properties might have 

given a d iffe re n t p ic ture .

David and Skurski (1966) assumed that the value placed on 

property by the state-approved assessors was market value. This 

assumption may have been erroneous because the assessments were made

by d iffe re n t assessors, and the standards could have varied among

them. To te s t the v a lid ity  of th a t assumption, a s a le s -ra tio  study, 

in which s e llin g  prices were compared to assessments, should have

been carried  out.

Another c ritic ism  of the study is that a l l  o f the data were 

gathered from the Madison metropolitan area and may not have been 

representative of assessment practices throughout the s ta te . A more 

acceptable procedure would have been to include data from diverse  

locations in Wisconsin.

Research Methodology

The present study was undertaken to determine whether the

Wisconsin study (David & Skurski, 1955) could be rep lica ted  or 

improved upon in Michigan. To overcome some o f the weaknesses of 

the Wisconsin study, th is  researcher decided to include property in 

a number of Michigan counties in the investigation .

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



Assessment o f real property in Michigan takes place in 1,517 

townships and c it ie s .  Local assessors, e ith e r appointed or elected, 

are c e r t if ie d  by the State Assessors Board. Local assessment is 

equalized at both the county and state leve ls . Equalization in 

Michigan is  u t iliz e d  to  correct inequ ities  between taxing units  

which may have re s u lte d  from co n s is te n t underassessment or 

overassessment. County equalization corrects inequ ities  between 

local un its , and state equalization corrects inequ ities between 

counties. I t  should be emphasized, however, that equalization does 

not correct any inequity present in an individual assessment.

Three c r i te r ia  were used to select local government units for

1. Presence of an adequate number o f nonresident property 

owners in the local u n it.

2. Proximity of the local un it to one of the Great Lakes or

presence of an inland lake.

3. Preponderance o f res identia l properties in the local un it.

Urbanized local units were elim inated from consideration to

reduce the influence of other property classes on resu lts  of the 

study.

Using the c r i t e r i a  enumerated above, th ree  counties  were 

selected fo r  study: Allegan, Barry, and Grand Traverse. Nine

townships w ith in  these counties were chosen, based on the selection

c r i te r ia .  (See Map 1 .)
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Map 1: The State of Michigan.
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Allegan County has a population of 85,700 and borders the east 

coast o f Lake Michigan. Over tim e, i t  has experienced an in flu x  of 

people from Chicago, who own w a te rfro n t p ro p e r tie s  and are 

considered nonresident owners. Ganges and Casco Townships were 

selec ted  w ith in  A lleg an  County because a m a jo r ity  o f these 

nonresidents own property there . (See Map 2 .)

Barry County, with a population of 48,100, has one o f the 

la rg er inland lakes (Gun Lake) in Michigan, and a substantial number 

of la k e fro n t  residences are owned by people from surrounding  

counties and Indiana. Orangeville and Yankee Springs Townships, 

which abut Gun Lake, were also included in th is  study. (See Map 3 .)

Grand Traverse County, with a population o f 58,900, is  situated  

in the northwestern part o f the lower peninsula, on Lake Michigan. 

I t  boasts a large number o f nonresidents from around the country. 

The county has extensive water frontage on Grand Traverse Bay. 

Acme, East Bay, Green Lake, Long Lake, and Peninsula Townships were 

selected fo r inclusion in th is  study. (See Map 4 .)

Data C ollection

Data fo r  the study were c o lle c te d  from th e  e q u a liz a tio n  

departments o f A lle g a n , B arry , and Grand Traverse  C ounties. 

Information required fo r the analysis included sales p ric e , assessed 

value, residence o f the s e lle r ,  and water frontage o f the property.

In Michigan, properties sold are conveyed to the buyer through 

warranty deeds, land contracts, memoranda o f land contracts, and
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Map 3: Barry County.
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Map 4; Grand Traverse County.
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quit claim deeds, which are registered with the reg is te r of deeds. 

These instruments o f conveyance include the names of both s e lle r  and 

buyer, amount o f consideration (s e llin g  p r ic e ), address of the 

property, and date o f sale. Instruments of conveyance are ava ilab le  

for public inspection and were used to gather the data needed fo r  

th is  study. The study included 1,670 property sales made during 

1985 and 1986.

Local assessors compile the assessment r o ll  in th e ir  units by 

December 31 of each year. The assessment ro ll  includes name and 

legal residence of the owner, address o f the property, and assessed 

value of the property. Properties included in th is  study were 

matched with corresponding assessments on the assessment ro ll fo r  

the year of sale. I f  the legal residence o f the owner d iffe red  from 

the property address, the owner was c la s s ifie d  as nonresident. I f  

the owner address and property address were id e n tic a l, the owner was 

c lass ified  as a resident.

Assessments made by assessors are equalized by the County Board 

of Commissioners and by the State Tax Commission. A ll assessments 

used in th is  study were equalized valuations. This enabled the

researcher to  compare townships in the sample.

Information regarding water frontage of properties included in 

th is  study was obtained from land maps, which show graphically  a ll 

properties in a township. Land maps from a ll nine townships were 

used to d if fe re n t ia te  between properties with water frontage and 

those without.

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



Formulation o f the Hypotheses

As indicated above, a major goal o f th is  study is  to rep lica te  

findings from the Wisconsin study (David & Skurski, 1965); thus, the 

f i r s t  hypothesis was formulated.

Hypothesis 1 : A s ta t is t ic a lly  s ig n ific a n t d ifference exists in 

the r a t io  of assessed value to sale price between properties 

owned by residents and those owned by nonresidents.

The second hypothesis resulted from the fa c t th a t there is a 

substantial number of waterfront properties in the nine townships 

where the study was conducted. The researcher decided to tes t 

whether a b ias e x is ted  between w a te r fro n t and nonw aterfront 

properties.

Hypothesis 2 : A s ta t is t ic a lly  s ig n ific a n t d ifference exists in 

the ra tio  of assessed value to sale price between waterfront 

properties and nonwaterfront properties.

In th e ir  studies. Black (1971) and Hendon (1968) found that a 

bias existed in the assessment ra tio s  between properties of higher 

value and those of lower value. I t  is  often assumed that higher­

valued properties are generally owned by people w ith higher incomes 

and th a t lower-valued properties are owned by those with lower 

incomes. The w rite r was interested in testing  whether bias existed 

in assessment ra tios  between properties owned by higher- and lower- 

income ind iv iduals . Thus, the th ird  hypothesis was formulated.
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Hypothesis 3 : A s ta t is t ic a lly  s ig n ific a n t d ifference ex is ts  in

the ra tio  o f assessed value to sale p rice  between higher-value  

properties and lower-value properties.

I f  the study confirms these hypotheses, i t  can be concluded 

th a t there ex is ts  in Michigan bias in assessment practices, at le a s t  

fo r  the class o f property and locations included in th is  study.

S ta tis tic a l Procedures

Researchers on th is  topic have used the assessment to sales 

(A/S) ra t io , which is  defined as:

A/S Ratio: Assessed Value/Sale Price

where: A (assessed value) = a d o lla r  amount assigned to taxable

property, both real and personal, by the assessor fo r  the

purpose o f taxation and is frequently a s ta tu to r ily

determined percentage o f market value 

S (sale p rice) = the price a t which a property ac tu a lly

sold.

Analyzing the assessment to sales ra tio  allows one to  determine 

whether inequ ities  e x is t in the assessment practices of local u n its . 

This study continued the tra d it io n  o f using an A/S ra tio  analysis to  

determine bias.
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To overcome some o f the c ritic ism s made against the Wisconsin 

study, the researcher employed two separate s ta t is t ic a l tests of 

significance to  te s t the hypotheses.

T_Test

The t  te s t employs a normal d is tr ib u tio n , which expresses the 

ra tio  between standard normal and chi-square d is trib u tio n s and has 

no reference to the parameters o f a population. I t  may therefore be 

used when population parameters are unknown. The te s t is  most

frequently used (a) to compare the means o f two small samples and 

(b) to compare the mean of a small sample with that of a population 

whose variance is not known.

When employing the t  te s t, the data are divided into  two 

groups, depending on the hypothesis to be tested. The mean of each 

group is  computed. A null hypothesis, which states th a t the means 

of the two groups are equal, is  formulated. The t  s ta t is t ic  is  

computed using the following formula:

where: X] = mean o f Group 1

%2 *  mean o f Group 2

l i  = standard error o f Group 1

$2 = standard error of Group 2

N] = number in Group 1 

Ü2 = number in Group 2
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From a computed t  s ta t is t ic ,  the p ro b ab ility  th a t both groups 

were drawn from the same population can be determined. One drawback 

o f the t  te s t is  th a t i t  assumes the population is  normally 

d is trib u te d . As Gloudemans (1977) has pointed out, th is  may not be 

true in most assessment ju ris d ic tio n s .

The resu lts  o f the t  te s t were cross-checked with results  

obtained with the Hann-Whitney te s t . The Mann-Whitney te s t is  a 

nonparametric te s t;  th a t is , tes t results are independent of the 

underlying d is tr ib u tio n .

The Mann-Whitney Test

Mann-Whitney is a test o f significance applicable to two 

independent samples where measurement is  on the ordinal le v e l. The 

tes t s ta t is t ic  U assesses the prob ab ility  of a p a rtic u la r pattern of 

resu lts  in re la tio n  to the to ta l number o f possible patterns. The 

tes t assumes th a t the two samples are independent and th a t sampling 

is random.

To use the Mann-Whitney te s t, the data were divided in to  two 

groups, and the assessment to sales ra tio  was computed fo r  each 

property in the two groups. The ra tio s  were rank ordered in both 

groups, and the te s t s ta t is t ic  U was computed using the formula:
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where; N-j = number o f cases in Group 1

^2 = number of cases in Group 2

R-| = sum o f ranks in Group 1

^2 = sum o f ranks in Group 2

I f  U is  e ith e r  unusually  small or unusually  la rg e , an 

assumption that the two samples were drawn from the same population 

can be re jected . (For an i llu s tra t io n , see Appendix A .)

The data were processed on an IBM PC using the S ta tis t ic a l 

Package fo r the Social Sciences (SPSS). The results o f the study 

are discussed in Chapter IV.
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RESULTS

The resu lts  o f the study are presented in Tables 1 through 5. 

Table 1 provides an overall depiction of the resu lts . This tab le  

indicates the overall percentage of townships in each county fo r  

which the research hypothesis was accepted or, in other words, the 

null hypothesis was rejected at the .10 le v e l.

Percentage o f Townships in the Three Counties fo r  Which the 
Hypothesis Was S ig n ifican t at the .10 Level

Hypothesis Allegan Barry Grand Traverse

S ig n ific a n t d ifference in 
ra tio  o f assessed value to 
sale p rice  between res ident- 
owned and nonresident-owned 
properties

50% 0 80%

S ig n ific a n t d ifference in  
ra tio  o f assessed value to  
sale p rice  between water­
fro n t and nonwaterfront 
properties

100% 0 80%

S ig n ific a n t d ifference in 
ra tio  o f assessed value to 
sale p rice  between higher- 
value and lower-value  
properties

100% 100% 100%
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Table 2 shows the p ro b ab ilities  associated w ith each o f the 

hypotheses. The pro b ab ilities  lis te d  in the tab le  are the lower of 

the two p ro b a b ilitie s  established by the t  te s t and the Mann-Whitney 

te s t .  The resu lts  of the two tests were comparable.

Tables 3, 4, and 5 provide results o f the s ta t is t ic a l data

analyses fo r Hypotheses 1, 2, and 3, respective ly . (For in te rp re ta ­

tio n  o f the ta b les , see Appendix A .)

Hypothesis 1

The n u ll hypothesis, th a t no s t a t i s t i c a l l y  s ig n if ic a n t  

difference exists in the ra tio  o f assessed value to sale price

between p ro p e rtie s  owned by re s id e n ts  and those owned by 

nonresidents, was rejected at the .10 level fo r  f iv e  of the nine 

townships, two o f the three counties, and the combined sample of a ll  

nine townships. This is shown in Table 3.

A s ta t is t ic a l ly  s ign ifican t d ifference was found in the ra tio  

of assessed va lue  to sa le  p ric e  between p ro p e rtie s  owned by 

residents and those owned by nonresidents in a m ajority  of local 

units in the sample. Properties owned by nonresidents were assessed 

at a s ig n if ic a n tly  higher A/S ra tio  than properties owned by

residents.

Hypothesis 2

The n u ll hypothesis, th a t  no s t a t i s t i c a l l y  s ig n if ic a n t  

difference exists in the ra tio  of assessed value to sale price
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Table 2

P ro b a b ilitie s  Associated With Each Hypothesis fo r Each Unit in the Study

County Township
Hypothesis 1 
P ro b a b ility

Hypothesis 2 

P ro b a b ility

Hypothesis 3 

P ro b ab ility

Allegan Casco .009* .000*® .009*
Ganges .491 .092* .010*
County .021* .264 .011*

Barry Orangeville .492 .495 .008*
Yankee Springs .115 .135 .001*
County .088* .095* .000*

Grand Traverse Acme .594*’ .075* .006*
East Bay .002* .038* .001*
Green Lake .083* .194 .063*
Long Lake .088*^ .001* .052*
Peninsula .085* .010* .038*
County .026* .000* .000*

.072* .000* .000*

*S i( jn if ic a n t a t the .10 le v e l.

®A/S ra t io  fo r  w aterfront properties was higher than fo r  nonwaterfront properties .
A/S ra t io  fo r  properties owned by residents was higher than fo r those owned by nonresidents.
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between waterfront properties and nonwaterfront p roperties , was 

rejected at the .10 level fo r  s ix  of the nine townships and fo r  two 

of the three counties. The nu ll hypothesis was re jected at the .01 

leve l fo r the combined sample o f a l l  nine townships. This is  

i l lu s tra te d  in Table 4.

A s ta t is t ic a lly  s ig n ific a n t d ifference was found in  the ra tio  

of assessed value to sale p rice  between waterfront and nonwaterfront 

p ro p e rtie s  in a m a jo r ity  o f lo c a l u n its  in  the  sample. 

Nonwaterfront properties were assessed at a s ig n if ic a n tly  higher A/S 

ra tio  than w aterfront p roperties .

Hypothesis 3

The n u ll hypothesis , th a t  no s t a t i s t i c a l l y  s ig n if ic a n t  

difference ex is ts  in the ra t io  o f assessed value to sale price  

between properties o f lower value and those o f higher value, was 

rejected at the .10 level in three of the nine townships. The null 

hypothesis was rejected at the .01 level in six of the nine 

townships, in a l l  o f the counties, and fo r the combined sample of

a l l  nine townships. This is  il lu s tra te d  in Table 5.

A s ta t is t ic a lly  s ig n ific a n t d ifference was found in the ra tio

o f assessed value to sale p rice  between properties o f higher value

and those o f low er va lue  in  a l l  lo c a l u n its  in  th e  sample. 

Properties of lower value had a s ig n ific a n tly  higher A/S ra tio  than 

did properties o f higher value.
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Summary of Findings by Individual Units

In Ganges Township (Allegan County) the sample consisted of 69 

properties. Of th is  number, 36 (52%) were resident owned and 33 

(48%) were nonresident owned; 14 (20%) were w aterfront properties 

and 55 (80%) were nonwaterfront properties; and 34 (49%) were lower- 

value properties and 35 (50%) were higher-value properties. At the 

.10 significance le v e l, no s ta t is t ic a lly  s ig n ific a n t difference  

( .4 9 1 )  in the r a t io  o f assessed value to  sa le  p r ic e  between 

resident-owned and nonresident-owned properties was found to ex ist; 

a s ta t is t ic a lly  s ig n ifican t difference (.092) was found to ex is t in 

the ra tio  o f assessed value to sale price between waterfront and 

nonwaterfront properties; and a s ta t is t ic a lly  s ig n ific a n t difference 

(.010) in the ra tio  of assessed value to sale price between higher- 

value and lower-value properties was found to ex is t.

In Casco Township (Allegan County) the sample consisted of 84 

properties. Of th is  number, 26 (31%) were resident owned and 58 

(69%) were nonresident owned; 2 (2%) were waterfront properties and 

82 (98%) were nonwaterfront properties; and 42 (50%) were lower- 

value properties and 42 (50%) were higher-value properties. At the 

.10 s ig n if ic a n c e  le v e l ,  a s t a t is t ic a l ly  s ig n if ic a n t  d iffe re n c e  

( .0 0 9 )  in the r a t io  o f assessed va lue  to  s a le  p r ic e  between 

resident-owned and nonresident-owned properties was found to e x is t; 

a s ta t is t ic a lly  s ig n ific a n t difference (.0001) was found to  ex ist in 

the ra tio  o f assessed value to sale price between w aterfront and
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nonwaterfront p roperties; and a s ta t is t ic a lly  s ig n ific a n t d ifference  

(.009) in the ra t io  of assessed value to sale price between higher- 

value and lower-value properties was found to e x is t.

In  Allegan County as a whole, the sample consisted of 153 

properties. Of th is  number, 62 (41%) were resident owned and 91 

(59%) were nonresident owned; 16 (10%) were w aterfront properties  

and 137 (90%) were nonwaterfront properties; and 76 (50%) were 

lower-value properties and 77 (50%) were higher-value properties. 

At the .10 s ig n if ic a n c e  le v e l ,  a s t a t i s t i c a l l y  s ig n if ic a n t  

difference (.021) in the ra tio  o f assessed value to  sale price  

between resident-owned and nonresident-owned properties was found to 

e xist; no s ta t is t ic a lly  s ig n ifican t difference (.264) was found to 

e x is t  in the r a t io  o f  assessed value to  s a le  p r ic e  between 

w a te rfro n t and nonw aterfront p ro p e rtie s ; and a s t a t i s t i c a l l y  

s ig n ifican t d ifference (.011) in the ra tio  o f assessed value to sale 

price between higher-value and lower-value properties was found to

In O rangeville Township (Barry County) the sample consisted o f 

38 properties. Of th is  number, 16 (42%) were resident owned and 22 

(5R%) were nonresident owned; 22 (58%) were w aterfront properties  

and 16 (42%) were nonwaterfront properties; and 19 (50%) were lower- 

value properties and 19 (50%) were higher-value properties. At the 

.10 significance le v e l, no s ta t is t ic a lly  s ig n ific a n t d ifference  

( .4 9 2 ) in  the r a t io  o f assessed value to  sa le  p r ic e  between 

resident-owned and nonresident-owned properties was found to e x is t;
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no s ta t is t ic a lly  s ig n ific a n t d ifference (.495) was found to e x is t in 

the ra tio  of assessed value to sale price between w aterfront and 

nonwaterfront properties; and a s ta t is t ic a lly  s ig n ific a n t d ifferen ce  

(.008) in the ra tio  o f assessed value to sale price between higher- 

value and lower-value properties was found to e x is t.

In Yankee Springs Township (Barry County) the sample consisted 

o f 102 properties. Of th is  number, 47 (46%) were resident owned and 

55 (54%) were nonresident owned; 64 (63%) were w aterfront properties  

and 38 (37%) were nonwaterfront properties; and 51 (50%) were lower- 

value properties and 51 (50%) were higher-value properties. At the 

.10 significance le v e l, no s ta t is t ic a lly  s ig n ifican t d ifference  

( .1 1 5 )  in the r a t io  o f assessed value to  sa le  p r ic e  between 

resident-owned and nonresident-owned properties was found to e x is t; 

no s ta t is t ic a lly  s ig n ific a n t d ifference (.135) was found to e x is t in 

the ra tio  of assessed value to sale price between w aterfront and 

nonwaterfront properties; and a s ta t is t ic a lly  s ig n ific a n t d ifference  

(.001 ) in the ra tio  of assessed value to sale price between higher- 

value and lower-value properties was found to e x is t.

In Barry County as a whole, the sample consisted o f 140 

properties. Of th is  number, 63 (45%) were resident owned and 77 

(55%) were nonresident owned; 86 (61%) were w aterfront properties  

and 54 (39%) were nonwaterfront properties; and 70 (50%) were lower- 

value properties and 70 (50%) were higher-value properties. At the 

.10 s ig n if ic a n c e  le v e l ,  a s t a t i s t i c a l l y  s ig n if ic a n t  d if fe re n c e
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( .0 8 8 )  in  the r a t io  o f assessed value to  s a le  p r ic e  between 

resident-owned and nonresident-owned properties was found to e x is t;  

a s ta t is t ic a l ly  s ig n ific a n t difference (.095) was found to ex is t in 

the ra tio  o f assessed value to sale price between w aterfront and 

nonwaterfront p roperties; and a s ta t is t ic a lly  s ig n ific a n t d ifference  

(.000) in the ra t io  o f assessed value to sale price between higher- 

value and lower-value properties was found to e x is t.

In Acme Township (Grand Traverse County) the sample consisted 

of 226 properties. Of th is  number, 163 (72%) were resident owned 

and 63 (28%) were nonresident owned; 11 (5%) were w aterfront

properties and 215 (95%) were nonwaterfront p roperties; and 113 

(50%) were lower-value properties and 113 (50%) were higher-value 

p ro p e r t ie s . At the  .10 s ig n ific a n c e  le v e l ,  no s t a t i s t i c a l l y  

s ig n ific a n t d ifference (.594) in the ra tio  o f assessed value to sale 

price between resident-owned and nonresident-owned properties was 

found to e x is t; a s ta t is t ic a lly  s ig n ifican t d ifference (.075) was 

found to ex is t in the ra tio  o f assessed value to  sale price between 

w a te rfro n t and nonw aterfront p ro p e rtie s ; and a s t a t i s t i c a l l y  

sig n ific a n t d ifference (.006) in the ra tio  o f assessed value to sale  

price between higher-value and lower-value properties was found to  

e x is t.

In East Bay Township (Grand Traverse County) the  sample 

consisted o f 421 properties. Of th is  number, 308 (73%) were 

resident owned and 13 (27%) were nonresident owned; 90 (21%) were 

waterfront properties and 331 (79%) were nonwaterfront properties;
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and 21 (50%) were lower-value properties and 210 (50%) were higher- 

value properties. At the .10 significance le v e l, a s ta t is t ic a lly

s ig n ifican t d ifference (.002 ) in the ra tio  o f assessed value to sale 

price between resident-owned and nonresident-owned properties was 

found to ex is t; a s ta t is t ic a l ly  s ig n ifican t d ifference (.038) was 

found to ex ist in the ra t io  o f assessed value to sale price between 

w a te rfro n t and nonw aterfront p ro p e rtie s ; and a s t a t is t ic a l ly  

s ig n ifican t d ifference (.001 ) in the ra tio  of assessed value to sale 

price between higher-value and lower-value properties was found to 

e x is t.

In Green Lake Township (Grand Traverse County) the sample 

consisted of 191 properties . Of th is  number, 107 (56%) were 

resident owned and 84 (44%) were nonresident owned; 68 (36%) were 

waterfront properties and 123 (64%) were nonwaterfront properties; 

and 96 (50%) were lower-value properties and 95 (50%) were higher- 

value properties. At the .10 significance le v e l, a s ta t is t ic a lly

s ign ifican t d ifference (.083) in the ra tio  of assessed value to sale 

price between resident-owned and nonresident-owned properties was 

found to e x is t; no s ta t is t ic a l ly  s ign ifican t d ifference (.194) was

found to ex is t in the ra t io  of assessed value to sale price between

w a te rfro n t and nonw aterfront p ro p e rtie s ; and a s t a t is t ic a l ly  

s ig n ifican t d ifference (.053) in the ra tio  o f assessed value to sale 

price between higher-value and lower-value properties was found to 

e x is t.
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In Long Lake Township (Grand Traverse County) the sample

consisted o f 270 properties. Of th is  number, 191 (71%) were

resident owned and 79 (29%) were nonresident owned; 59 (22%) were 

waterfront properties and 211 (78%) were nonwaterfront properties; 

and 135 (50%) were lower-value properties and 135 (50%) were higher- 

value properties. At the .10 significance le v e l, a s ta t is t ic a lly  

s ig n ifican t d ifference (.088) in the ra tio  of assessed value to sale 

price between resident-owned and nonresident-owned properties was 

found to e x is t; a s ta t is t ic a lly  s ig n ifican t d ifference (.001 ) was 

found to e x is t in the ra tio  o f assessed value to sale p rice  between 

w a te rfro n t and non w aterfro n t p ro p e rtie s ; and a s t a t i s t i c a l l y  

s ig n ifican t d ifference (.052) in the ra tio  of assessed value to sale 

price between higher-value and lower-value properties was found to

In Peninsula Township (Grand Traverse County) the sample

consisted o f 259 properties . Of th is  number, 166 (62%) were

resident owned and 103 (38%) were nonresident owned; 60 (22%) were 

waterfront properties and 209 (78) were nonwaterfront properties; 

and 134 (50%) were lower-value properties and 135 (50%) were higher- 

value properties. At the .10 significance le v e l, a s ta t is t ic a lly  

s ig n ifican t d ifference (.085) in the ra tio  of assessed value to sale 

price between resident-owned and nonresident-owned properties was 

found to e x is t; a s ta t is t ic a lly  s ig n ifican t d ifference (.010 ) was 

found to ex is t in the ra tio  o f assessed value to sale p rice  between 

w a te rfro n t and non w aterfro n t p ro p e rtie s ; and a s t a t i s t i c a l l y
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s ig n ific a n t d ifference (.0 3 8 ) in the ra tio  o f assessed value to  sale  

price between higher-value and lower-value properties was found to

In Grand Traverse County as a whole, the sample consisted of 

1,377 properties. Of th is  number, 935 (68%) were res ident owned and 

442 (32%) were nonresident owned; 288 (22%) were w a te r fro n t  

properties and 1,089 (78%) were nonwaterfront p roperties; and 689 

(50%) were lower-value properties and 688 (50%) were h igher-value  

p ro p e r tie s . At the .10 s ig n if ic a n c e  le v e l ,  a s t a t i s t i c a l l y  

s ig n ific a n t difference (.026 ) in the ra tio  o f assessed value to sale  

price between resident-owned and nonresident-owned properties was 

found to ex is t; a s ta t is t ic a l ly  s ig n ific a n t d ifference (.0001) was 

found to ex is t in  the ra t io  of assessed value to sale p rice  between 

w a te rfro n t and nonw aterfron t p ro p e rtie s ; and a s t a t i s t i c a l l y  

s ig n ific a n t d ifference (.0001) in the ra tio  o f assessed value to 

sale price between higher-value and lower-value properties was found

The composite sample o f a l l  nine townships consisted of 1,670 

properties. Of th is  number, 1,059 (63%) were resident owned and 611 

(37%) were nonresident oyned; 390 (23%) were w aterfront properties  

and 1,280 (77%) were nonwaterfront properties; and 835 (50%) were 

lower-value properties and 835 (50%) were higher-value properties . 

At the .10 s ig n if ic a n c e  le v e l ,  a s t a t is t ic a l ly  s ig n if ic a n t  

d ifference (.072) in the ra t io  o f assessed value to sale p rice
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between resident-owned and nonresident-owned properties was found to  

e x is t; a s ta t is t ic a lly  s ig n ific a n t d ifference (.0001) was found to  

e x is t  in  the  r a t io  o f assessed value to  s a le  p r ic e  between 

w a te rfro n t and no n w aterfro n t p ro p e rtie s ; and a s t a t i s t i c a l l y  

s ig n ific a n t d ifference (.0001) in the ra tio  o f assessed value to  

sale price between higher-value and lower-value properties was found

Chapter Summary

Inequities were found in the assessment practices employed in  

the State o f Michigan. S p e c ific a lly , in  a m ajority  o f townships 

comprising the sample, nonresident homeowners were being assessed at 

a s ig n if ic a n tly  higher level than residents. Further, owners of 

w aterfront properties were being assessed at a s ig n if ic a n tly  lower 

level than owners o f nonwaterfront properties in a l l  nine townships 

in the study. F in a lly , in a ll o f the townships, owners o f higher­

valued properties were assessed at a s ig n if ic a n tly  lower ra te  than 

were owners o f lower-valued properties.

The importance o f these resu lts  and possible explanations fo r  

inequ ities  are discussed in  Chapter V. Policy im plications and 

recommendations fo r practice  and fu rth er research are also offered .
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SUMMARY, DISCUSSION OF RESULTS, POLICY IMPLICATIONS, AND 

RECOMMENDATIONS FOR PRACTICE AND FUTURE RESEARCH

Suranary

This study was designed to determine whether assessment bias 

existed against nonresidents and owners of nonwaterfront and low- 

value properties located in nine townships in Allegan, Barry, and 

Grand Traverse Counties in Michigan. Assessment to sales ra tio  of 

re s id e n t ia l  p ro p e rtie s  was used as a benchmark to  compare 

differences in assessment practices. Both the t  tes t (param etric) 

and the Mann-Whitney tes t (nonparametric) were employed to establish  

s ta t is t ic a lly  the bias and significance leve ls .

The major findings were as follows:

1. In f iv e  of the nine townships studied, nonresident-owned 

properties had a higher assessment to sales ra tio  than did resident- 

owned properties.

2. In f iv e  o f the nine townships, nonwaterfront properties had 

a higher assessment to sales ra tio  than did waterfront p roperties.

3. In a l l  nine townships, lower-value properties had a la rg er  

assessment to sales ra tio  than higher-value properties.
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Discussion o f Results 

Im plications o f the Results

The research resu lts  are noteworthy because a m ajority  of local 

units in th is  study fa ile d  the uniform ity standard established in 

the state constitu tion . The consequence o f th is  fa ilu re  is  that the 

tax burden is sh ifted  from one group o f properties to another, which 

is  contrary to the intended resu lt o f th is  constitu tional mandate. 

Based on the resu lts  of th is  study, the le g is la tu re  and other bodies 

enforcing constitu tional requirements should take action to make 

local assessors conform to the standard. Policy changes should be 

in it ia te d  before the problem becomes acute and action is  forced upon 

assessors and local units by an outside agency, such as the courts, 

as has happened in several states.

Possible Explanations o f the Inequities

I t  is obvious that there exists a bias in the assessment 

practices o f local units when assessing nonresident properties, 

nonwaterfront properties, and properties o f lower value. Following 

are a number of possible explanations fo r  observed inequities in the 

assessment p ractice .

1. Nonresident property owners may not be aware o f provisions 

of the property tax law which allow them to protest assessment 

valuations to Boards of Review by m ail. Further, i f  taxpayers are 

not s a tis fie d  with the action of a Board o f Review, they may appeal

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



to  the Michigan Tax Tribunal (MTT), However, HTi' procedures make i t  

d i f f ic u l t  fo r  nonresidents to prove inequity in assessments. The 

tribunal requires th a t taxpayers establish  the market value o f th e ir  

property in comparison to other s im ila r properties and then prove 

th a t th e ir  assessments are higher than are the assessments on those 

properties . This is d i f f ic u l t ,  i f  not impossible, to prove. Last, 

even i f  the taxpayer perseveres, the tribunal has generally ruled 

th a t, i f  the assessment ra tio  is less than the s ta tu to r ily  mandated 

percentage (50% in Michigan), no r e l ie f  is  due. By setting  the 

assessment ra tio  ju s t below the statutory l im it ,  local assessors may 

be d iscourag ing  assessment appeals on p ro p e rtie s  owned by 

nonresidents.

2. A second reason fo r  overassessment might be the "zip code 

fa c to r ."  Because these homes are not primary residences, local 

assessors may th ink  th a t nonresidents can affo rd  to pay higher taxes 

and thus assess them at a higher ra t io  than residents.

3. Waterfront properties are generally  more expensive but are 

nonetheless assessed at a lower ra tio  than nonwaterfront properties. 

The consensus among assessors may be th a t buyers are paying fa r  more 

than the property is  re a lly  worth and that the sale price does not 

r e f le c t  true market value (Shannon, 1957).

4. Much o f the value of a lakefro n t property is  a ttrib u ted  to  

land value, and because assessments are based on to ta l property 

value, assessors may tend to underassess land and assess buildings
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at market value. This resu lts  in overa ll underassessment and a 

lower assessment ra tio  fo r w aterfront than nonwaterfront properties  

(Gaffney, 1972).

5. The d is p a rity  in assessment ra tio s  between high-value and 

low-value properties may be due in part to assessors’ lack of 

q u a lific a tio n s  and knowledge when assessing high-value properties. 

Assessors may be more comfortable and knowledgeable when assessing 

less expensive homes, which are o rd in a r ily  more numerous in local

6. In the past few years, properties o f greater value have 

increased in market value more rap id ly  than properties o f less 

value. Sales studies, which assessors use to establish valuations, 

include a preponderance o f medium-priced homes and underrepresent 

properties o f greater value. This use o f sales studies may re s u lt  

in  overassessment o f p ro p e rtie s  in  low er p ric e  ranges  

(Haettenschw iller, 1974).

7. Homes o f greater value, which in many instances are being 

o v e rb u ilt, are adversely a ffected  by economic obsolescence in a 

number of regions, and local assessors may recognize th is  diminution  

o f value. Therefore, they assess these properties at th is  lower

8. Owners of higher-value properties may be more knowledgeable 

regarding taxes and are more vocal than are owners of lower-value  

p ro p e r t ie s . L ikew ise , re s id e n ts  are e le c to rs  in the lo c a l 

community, whereas nonresidents are not permitted to vote in local
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elections. Assessors, aware o f the p o lit ic a l ram ifications of th e ir  

decisions, tend to  assess properties o f local residents and those of 

greater value at a lower ra tio  than properties of low value and 

those owned by nonresidents (Haettenschw iller, 1974).

Policy Im plications

The fin d in g s  in d ic a te  th a t assessment procedures are  

inequitable in a majority o f the townships sampled. I f  l e f t  

uncorrected, the problem may escalate u n til a major overhaul of the 

property tax system becomes necessary.

A serious examination of property tax policy must include the 

important components of that problem, including the tax i t s e l f ,  

assessors, county equalization d irec to rs , the State Tax Commission, 

and the le g is la tu re . The ro le o f each o f these is  discussed 

separately in the following paragraphs.

Property Tax

The property ta- is highly v is ib le , and many individuals resent 

the tax . Taxpayers often transfer th is  resentment to the assessment 

process believing erroneously that high taxes are the resu lt of 

assessment p ractices. The general public does not fu l ly  understand 

that they determine the property tax ra te  d ire c tly  by th e ir  votes on 

m illage issues and in d ire c tly  by actions o f local boards with tax 

authority . There is  also great need fo r educating the public to
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accept changes in p ro p erty  tax  a d m in is tra tio n  and to  c o rre c t  

inequ ities  brought about by improper assessments.

The Assessor

Individual assessors have the basic resp o n sib ility  to establish  

a value fo r  each property taxed. I t  is  th e ir  duty under the 

Michigan Constitution to assess a ll property w ithin the local unit 

at a uniform le v e l; under present property tax laws, th is is 50% of 

market value. The findings of th is  study suggest that assessors are 

not adequately perform ing th is  c o n s titu tio n a l mandate. As 

postulated in the section on possible explanations, the problem may 

stem from inadequate education o f assessors and underfunding of 

assessing o ffices --g iven  the low p r io r ity  assigned by local units to 

property tax adm inistration. Except in la rg er units of government, 

fu ll- t im e  assessors are rare . In a m ajority o f units c le r ic a l help 

is inadequate. These problems are d i f f ic u l t  to overcome, la rg e ly  

because there are a large number of assessment ju risd ic tio n s  in 

Michigan. One possible way to improve assessment administration  

would be to remove i t  from the local unit and assign i t  to a la rg er  

un it or higher au thority .

The County Equalization D irector

The county equalization d irecto r is  at the next higher level in 

the chain of property tax adm inistration; s/he is  empowered to  

oversee the equalization process at the county le v e l. At present.
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problems which plague the assessor also a f f l i c t  county equalization  

departments. They are frequently underfunded and, consequently, 

understaffed. Equalization d irec to rs , who are in charge o f county 

e q u a liz a tio n  o f f ic e s ,  are c o n tro lle d  by the County Board o f 

Commissioners. Being elected o f f ic ia ls ,  commissioners are usually  

desirous o f minimizing property tax fo r  e lectors and are averse to 

any change in  the system. They often mistake improvement in 

assessment adm inistration fo r increases in tax ra tes .

Equalization directors have l i t t l e  support to improve or change 

assessment adm inistration, e ith e r at the local or the county le v e l. 

Because the county equalization d ire c to r ’ s o ff ic e  is understaffed, 

directors  are unable to do sales studies o f th e ir  own and frequently  

compile a sales study o f res identia l properties based on instruments 

of conveyance recorded with the re g is te r o f deeds. Other classes of 

property, such as ag ricu ltu ra l or commercial, o f which sales are 

few, tend to  be s tudied by means o f an a p p ra is a l, in  which 

s tra t if ic a t io n  o f properties is possible. Hence, i t  is  suggested 

that the same procedures be adopted fo r res id en tia l properties and 

that s tra t if ic a t io n  be based on water frontage and value o f houses.

The State Tax Commission

The State Tax Commission is charged with the supervision and 

adm inistration of property tax laws in Michigan. The Commission 

equalizes a l l  counties annually and has broad powers to seize
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assessment ro l ls  i f  the local un it is  not following guidelines  

established by the Commission. The Commission has been re lu c tan t to  

use th is  power of enforcement, la rg e ly  because i t  is  understaffed  

and does not have enough f i e ld  people to  examine assessment 

practices in a l l  1,517 local units in Michigan. The Commission 

s t a f f  is  la r g e ly  re le g a te d  to  doing a p p ra isa l s tu d ies  o f  

ag ricu ltu ra l and small commercial properties and is  resigned to 

accepting studies presented by the county equalization departments 

in the res id e n tia l class.

To correct the inequities revealed in th is  study, the State Tax 

Commission must in s is t on separate sales studies fo r w aterfront 

properties and s tra t if ic a t io n  o f neighborhoods by value o f houses. 

This would not require adopting a new procedure fo r  the re s id en tia l 

class because the Commission already accepts s tra t if ic a t io n  of 

properties in the commercial class.

A second area in which the State Tax Commission can be o f 

tremendous help is  in education o f assessors. The Commission can 

e s ta b lis h  t r a in in g  workshops to  in s tru c t  assessors in  proper 

procedures fo r  conducting sales studies and s tra tify in g  properties  

by neighborhoods and water frontage. The Commission can also help 

lo c a l assessors catalogue w a te rfro n t p ro p e rtie s  in t h e i r  

ju r is d ic tio n s . F ield  personnel could accomplish th is  task w ith in  

the next two years, using existing s ta f f .

The assessor’ s o ff ic e , the county equalization department, and 

the S ta te  Tax Commission are a l l  e x ecu tive  agencies and can
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accomplish some o f the changes proposed by simply adopting improved 

procedures fo r  adm inistration of the property ta x . However, lim its  

on th e ir  au thority  prevent them from overhauling the system, and 

such may be needed to streamline the property tax system and make i t  

more equ itab le .

The Michigan Legislature

The le g is la tu re  is  the only body th a t can mandate changes in 

the  p ro p e rty  ta x  system. I t  can f u l l y  fund the S ta te  Tax 

Commission, thereby enabling the Commission to more aggressively 

pursue e rra n t  assessors and b ring  them in  l in e  w ith  uniform  

assessment p ractices.

More im portantly, the le g is la tu re  should change the present 

fra c tio n a l assessment standard to fu ll-v a lu e  assessment. This would 

elim inate the mystery surrounding assessments because fu ll-v a lu e  

assessments are easier fo r taxpayers to understand, and assessors 

would fin d  i t  more d i f f ic u l t  to conceal unequal assessments.

This major change in policy would abolish local units as 

assessment ju ris d ic tio n s  and to move Michigan in to  county assessing. 

At present, Michigan is  one of only a few states that s t i l l  re ly  on 

local assessing. Each county assessor should be responsible to the 

State Tax Commission and thus be free from p o lit ic a l pressures by 

the County Board o f Commissioners. P o lit ic a l ly ,  county assessing 

may be hard to achieve. Legislators cu rren tly  prefer to conduct
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property tax assessing at the township le v e l. Many Michigan

le g is la to rs  began th e ir  p o lit ic a l careers at the local level and do 

not wish to see control passed to the county and state le v e ls . 

Also, such groups as the Michigan Townships Association, which are 

dedicated to maintaining control at the township le v e l, are opposed 

to county assessing.

As is  apparent from the preceding discussion, the problem of 

ineq u ities  in property tax generally  stems from manpower shortages 

and inadequate education o f assessors. The following recommenda­

tions re f le c t  these concerns.

Recommendations

The f i r s t  three recommendations apply to a l l  local units in 

Michigan and would su bstantially  improve uniform ity in assessments. 

The remaining recommendations re la te  d ire c tly  to the findings of 

th is  study.

1. I t  is  recommended th a t Michigan le g is la to rs  consolidate 

assessment units into larger d is t r ic ts ,  possibly to include e n tire  

counties. The National (now In te rn a tio n a l) Association o f Assessing 

O fficers  (1941), the U.S. Advisory Commission on Intergovernmental 

Relations (1953), Black (1971), and, more recently, the Governor’ s 

Advisory Task Force on Property Tax (1976) recommended d is t r ic t  

assessing as a means to achieve more e f f ic ie n t  and uniform assessing 

p ractices . Countywide assessing would provide b etter financia l 

support fo r  assessing departments, thus enabling them to employ
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w e ll-tra in e d , professional assessors, Countywide assessing would 

also provide fo r computerization of assessments and, in general, 

motivate assessors to do a b e tte r job,

2, A ll assessing units should employ fu ll- t im e  assessors. Of 

the nine local units included in th is  study, fiv e  had part-tim e  

assessors who worked from 100 to 1,400 hours per year. Such part- 

tim e employment is  not conducive to  p ro fess io n a l assessment 

practices,

3, As indicated e a r lie r  (Chapter I ) ,  the Michigan Constitution  

mandates that assessments equal 50% o f market value. The problem 

with a frac tio n a l percentage, such as 50%, is that i t  provides an 

opportunity fo r assessors to manipulate assessments (Shannon, 1955), 

Any departure from the standard is magnified considerably as the 

fra c tio n a l standard moves fu rth e r away from fu ll  market value. 

F u ll-va lu e  assessment reduces the p o s s ib ility  o f manipulation, and, 

as an added ben efit, taxpayers find  i t  eas ier to make comparisons of 

assessments in th e ir  neighborhoods,

4, During the data-co llection  phase o f th is  study, i t  was 

noted that lis tin g s  o f waterfront properties in local units were 

v ir tu a lly  nonexistent. An assessor has no way to compare assessment 

leve ls  between waterfront and nonwaterfront properties. Thus, at a 

minimum, as the International Association o f Assessing Officers  

recommended in 1980, cataloging o f a ll waterfront properties should 

be undertaken throughout Michigan.
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5. Sales studies submitted by many local units surveyed in  

th is  study did not l i s t  properties by c lass . Rather, a l l  sales 

w ith in  the local un it were lumped together, and an average ra t io  was 

computed fo r  the sales study. Sales ra tio s  ranged from 20% to 200%; 

the average was close to 50%. I t  is  suggested th a t, as recommended 

by the In ternational Association o f Assessing O fficers  (1980), sales 

studies be s tra t if ie d  on the basis of type o f property, i . e . ,  

nonresident versus resident, w aterfront versus nonwaterfront. This 

can be accomplished quite easily  i f  the fourth recommendation is  

implemented.

6. To overcome the bias against properties o f lesser value, i t  

is  im p era tive  th a t assessors have separate  sa les  stud ies  fo r  

d iffe re n t neighborhoods. Without such d if fe re n t ia t io n , properties  

of lower value w ill continue to be overassessed re la tiv e  to high- 

value properties (In ternational Association o f Assessing O fficers , 

1980).

7. The appeals process should be streamlined so th a t a ll ta x ­

payers have equal and uniform access to i t .  Ross (1971) suggested 

th a t Boards o f Review hold night and Saturday sessions to enable 

w o rking-c lass  c it iz e n s  to  appear and appeal th e i r  assessments 

without taking time o ff  from work. Some progressive com unities  

have added night sessions, but Saturday sessions are s t i l l  not 

o ffered.

8. Another roadblock in the appeals process is  the Michigan 

Tax Tribunal. The tribunal takes years to decide on cases and
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causes much fru s tra tio n  to both the taxpayer and the assessor. I t  

is  recommended that appeals be decided before taxpayers receive the 

f in a l tax b i l l  in December.

Recommendations fo r Future Research

In view o f the preceding recommendations, i t  becomes apparent

th a t a number o f opportunities are ava ilab le  to conduct fu rth er

research in the f ie ld .

As noted in Chapter I I ,  few studies have been conducted on 

horizontal equity in the property tax system. I t  is hoped that th is  

study w ill stim ulate s im ila r studies in other states and, possibly, 

comparisons between states. I t  would be in teresting  to conduct a 

s im ila r study in townships on the east coast o f Wisconsin, on Lake 

Michigan, and to compare the resu lts  with those obtained in the 

present study.

This study included local units th a t had a substantial number

o f nonresident p ro p erty  owners. Future researchers  could

concentrate on areas such as Oakland County, where there are many 

inland lakes but v ir tu a lly  no nonresident property owners.

I t  would be in teresting  and inform ative i f  fu ture  researchers 

compared p ro p erty  ta x  assessment p ra c tic e s  in  s ta te s  such as 

Michigan w ith  s ta te s  th a t have county assessing. To th is  

re s e a rc h e r’ s knowledge, no s tud ies  o f th is  n atu re  have been 

undertaken.

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



Even though no d is c e rn ib le  d iffe re n c e  was found in  the  

assessment practices o f fu l l - t im e  and part-tim e assessors, i t  would 

be worthwhile to pursue th is  avenue o f inqu iry . Such an inquiry  

would determine i f  there are differences in the number o f appeals 

before the Board o f Review in local units employing fu ll- t im e  

assessors and those employing p art-tim e assessors.

Assessment practices in Michigan (fra c tio n a l-va lu e  assessments) 

should be compared with those in states where fu ll-v a lu e  assessments 

are used. The research data obtained and conclusions drawn should 

be made availab le  to le g is la to rs  and others in the property tax 

f ie ld  to enable them to investigate policy changes needed in the 

property tax system in Michigan.

One recommendation o f th is  study was to improve the education 

and tra in in g  o f assessors so they could do a b e tte r  jo b  o f  

assessing. At present, the State Assessors Board, which c e r t if ie s  

assessors in  M ichigan, sponsors a number o f courses to help  

assessors prepare fo r the c e r t if ic a t io n  examination. These courses 

are geared toward understanding by assessors o f property tax law and 

appraisal o f properties by various methods. There is no emphasis on 

s t a t is t ic a l  aspects o f the  assessing fu n c tio n . I t  would be 

in teresting  to  include s ta t is t ic a l instruction  fo r  a few groups of 

assessors and then to compare th e ir  performance to a control group 

which would not have gone through the s ta t is t ic a l instruction . This 

would be a good area fo r  research and would be usefu l in  

establishing educational requirements fo r the assessing profession.
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other areas of inquiry th a t may not be d ire c tly  re la ted  to the 

present research but which are s t i l l  w ithin the property tax  f ie ld  

are (a) the e ffe c t of exemptions on the incidence o f property tax, 

and (b) whether exemptions such as the Plant R ehab ilita tion  and 

In d u s tr ia l Development D is t r ic ts  Act (P .A . 198, 1974) have 

influenced companies in th e ir  locational decisions.
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One important methodological problem which arose during the 

course of th is  study was the issue o f m ulti col l in e a r ity ,  or the  

degree to  which independent variab les are correlated w ith one 

another r e la t iv e  to  o v e ra ll c o r r e la t io n . I f  two independent 

variables are not highly in te rco rre la ted , there w ill be less overlap 

in explained variance and less ambiguity in the explanation of 

re s u lts , but to  the degree th a t independent variables are highly  

c o rre la te d , the  re s u lts  w i l l  become in c re a s in g ly  s e n s it iv e  to  

sampling and measurement errors.

The independent variables used were sales p ric e . DummyNR (a 

dummy variab le  designating the ownership of a sale property, set at 

zero fo r  resident ownership and one fo r  nonresident ownership), 

DummyW (a dummy variab le  designating the location o f property on the 

water, zero fo r nonwaterfront properties and one fo r  w aterfront 

p ro p erties ), and DummyInc (a dummy variab le  ind icating the location  

of the property re la t iv e  to the median sales price , zero fo r  

properties below the median sales price and one fo r properties above 

the median sales p r ic e ). The dependent variab le  was the assessed 

value o f the p a rtic u la r  sale property.

Because two d iffe re n t hypotheses were being tested, one fo r  

bias in assessment against nonwaterfront properties and the second 

fo r  bias in assessment against lower-value properties, i t  was 

suggested th a t w a te rfro n t p ro p e rtie s  could a lso  be h ig h -v a lu e  

properties. In short, these two independent variables were highly  

correlated.
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A m u lt ip le  regress io n  procedure (s tepw ise re g re s s io n ) was 

c a rr ie d  out to  determ ine the  c o r re la t io n  among independent 

variab les . Regression matrices fo r  the counties included ir. the  

study are shown below. As is  apparent from these m atrices, the 

independent v a r ia b le s  employed in  the study were not h ig h ly  

correlated re la tiv e  to sale price and assessed value.

Table 6

Regression M atrix: Allegan County

Sale Assessed DumrayNR
(Non­

resident)

DummyW
(Water­
fro n t)

Dummyinc
(Income)

Sale 1.000 .933 -.249 .354 .660

Assessed .933 1.000 -.197 .335 .634

DummyNr -.249 -.197 1.000 .065 -.234

DummyW .354 .335 .065 1.000 .211

Dummyinc .660 .634 -.234 .211 1.000
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Table 7

Regression M atrix: Barry County

Sale Assessed DumuyNR
(Non­

resident)

DummyW
(Water­
fro n t)

Dummyinc
(Income)

Sale 1.000 .879 -.122 .185 .760

Assessed .879 1.000 -.084 .148 .739

DummyNr -.122 -.084 1.000 .198 -.043

DummyW .185 .148 .198 1.000 .059

Dummyinc .750 .739 -.043 .059 1.000

Table 8

Regression M atrix: Grand Traverse County

Sale Assessed DummyNR
(Non­

resident)

DummyW
(Water­
fro n t)

Dummyinc
(Income)

Sale 1.000 .957 -.103 .193 .731

Assessed .967 1.000 -.091 .167 .740

DummyNr -.103 -.091 1.000 .181 -.126

DummyW .193 .167 .181 1.000 .096

Dummyinc .731 .740 -.126 .096 1.000
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Sale

Assessed

DummyNr

DummyW

Dummyinc

Table 9 

Regression M atrix: State

Assessed DunmyNR DummyW Dummyinc 
(Non- (Water- (Income) 

resident) fro n t)

1.000 .958

.958 1.000

-.134  -.127

.194 .151

.733 .734

.127

.000

.183

.150

.194

.151

.183

1.000

.108

.733

.734

-.150

.108

1 .00 0

In terpreting  the Tables

Tables 3, 4, and 5 are identica l in th e ir  make-up, except fo r 

the type of property used to te s t the hypothesis. Column 1 l is ts

the county, column 2 the township, columns 3 and 4 the type of

property, column 5 resu lts  o f the t  te s t, and column 6 resu lts  of 

the Mann-Whitney te s t .

Thus, going across row 1, Table 3, which gives the results of 

tes tin g  Hypothesis 1, we have:

Column 1 Allegan County 

Column 2 Casco Township

Column 3 N1 = 26 (number o f properties in the sales study

owned by residents)
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XI = 42.9204 (mean of resident-owned properties) 

set = 1.743 (standard error o f resident-owned proper­

t ie s )

Column 4 N2 = 58 (number of properties in  the sales study

owned by nonresidents)

X2 = 49.0477 (mean of nonresident-owned properties) 

SE2 = 1.479 (standard error of nonresident-owned prop­

e rtie s )

Column 5 t  = -2 .68 (computed t  s ta t is t ic )

Ê = .009 (p ro b ab ility  o f making a Type I e rro r)

Column 6 U = 530.0 (computed U s ta t is t ic )

£ = .0302 (p ro b ab ility  of making a Type I e rro r)

In the t  te s t , the p robab ility  o f making an erro r by re jec tin g  

the null hypothesis (XI = X2) was less than 1%. In other words, one 

can be confident about 99% of the time th a t the two samples did not 

come from the same population.

In the Mann-Whitney te s t, based on U = 530.0, the p ro b a b ility  

o f making an erro r by re jec tin g  the null hypothesis (XI = X2) was 

less than 3%. In other words, one can be confident about 97% o f the 

time that the two samples did not come from the same population.

I l lu s tra t io n  of Mann-Whitney Test

Assume, fo r  example, th a t we are interested in determining at 

the 90% confidence level whether or not higher-value and lower-value
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properties in O rangeville Township, Barry County, are being assessed 

at the same percentage of market value.

Research Hypothesis (H-[ l:  A s t a t i s t i c a l l y  s ig n if ic a n t

d ifference ex ists in the ra tio  o f assessed value to sale price  

between higher-value properties and lower-value properties .

Null Hypothesis (Hg): No s ta t is t ic a l ly  s ig n ific a n t d ifference

exists in the ra t io  o f assessed value to sale price between higher- 

value properties and lower-value properties.

To te s t Hq, we consider assessment ra tio s  fo r  the two groups of 

properties th a t have sold in the township fo r  the la s t two years. 

There were 38 sales in a l l ,  19 fo r higher-value properties and 19 

fo r  lower-value properties, with assessment ra tio s  shown in Table 10 

in descending order, irrespective  o f property group.

The Mann-Whitney tes t is  based on the s ta t is t ic  U, which may be 

calculated as e ith e r

or a lte rn a tiv e ly ,

+ 1)
h  = : l:2  + -----2-----------^2

where R-} is the sum o f ranks assigned to assessment ra tio s  whose 

sample size  is  n^, and £2  is  the sum o f ranks assigned to assessment 

ra tio s  whose sample size  is  112. While these two formulas y ie ld  

d i f f e r e n t  values fo r  U, the n e t re s u lts  o f th e  a n a ly s is  are

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



Table 10

Assessment/Sales Ratios o f Higher-Value and Lower-Value Properties

Higher-Value Properties Lower-Value Properties
A/S Ratio Rank A/S Ratio Rank

73.84 1 60.38 2

55.08 7 60.00 3

52.55 9 59.57 4

46.95 14 58.33 5

46.57 15 56.82 6

43.33 18 54.27 8

39.63 23 52.31 10

39.52 24 48.90 11

38.81 26 48.70 12

38.46 27 45.08 13

37.62 28 43.81 16

36.53 30 43.68 17

35.63 31 43.02 19

32.63 32 42.67 20

32.20 33 41.57 21

31.71 34 40.33 22

31.32 35 38.89 25

27.00 36 36.62 29

24.70 38 25.00 37

461 280
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id e n tic a l. I t  is  generally easier to calculate U-] i f  n-| < 112 and U2 

i f  112 < n-]. In the present example, both U-j and U2 are calculated  

to i l lu s t r a te  th a t they produce identica l conclusions.

Summing the ranks assigned to higher-value properties y ie ld s  R-] 

= 451, and summing the ranks assigned to  lower-value properties

yie lds  £2  = 280. Substituting these values along with those fo r  n-j

(19) and H2 (19) in to  the above formulas fo r  U-] and U2 ,

= (19) (19) + (19) (2 0 )/2  - 461 = 90

Ü2 = (19) (19) + (19) (2 0 )/2  - 280 = 271

As long as e ith er (a) both m and H2 are greater than 8 or (b) 

II2 is g reater than 20, where JI2 is the larger of the two samples, 

the significance of U may be evaluated on the basis o f the normal 

p rob ab ility  (z) ta b le . To do so, we must normalize U, th a t is ,  

express i t  in terms of standard deviation from its  mean. Mean U is  

given by

y  = n -|îi2 /2  

and the standard deviation o f U is

L  12----------------

and the significance o f U is determined as
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/  Hi "2(^1 +212'^ 1)/12

z = [90 - (19) (1 9 )/2 ]  /  [(19) (19) (3 9 )/1 2 ] = -2 .54

z = [271 - (19) (1 9 )/2 ]  /  [(19) (19) (39 )/1 2 ] = 2.64

We need a value o f z g reater than 1.64 or less than -1.64 to  

re je c t in favor of H-|. Since the calculated z value is  greater 

than +1.64, we re jec t Hq and accept H^.

I t  is concluded th a t in  Orangeville Township there exists a 

s ta t is t ic a lly  s ig n ifican t d ifference in the ra tio  o f assessed value 

to  sa le  p ric e  between h ig h e r-v a lu e  p ro p e rtie s  and lo w er-va lu e  

properties.
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PROPERTY TAX ASSESSMENT AND ABSENTEE OWNERS

E. L. David and Roger B. Skurski 
[Reprinted by permission o f pub lisher.]

I . Summary

The primary objective o f th is  study was to analyze the pattern  

o f d e v ia tio n  o f p ro p erty  tax  assessments from the le g a l ly  

established norm of uniform assessments at fu l l  market value. 

S p e c if ic a lly , the hypothesis to  be tested was th a t locally-owned  

property is  under-assessed re la tiv e  to absentee-owned property. 

This was done by comparing assessments on property in two successive 

years. The in i t ia l  assessment was th a t of local assessors, the 

second assessment was conducted by state-approved assessment firm s. 

Using the second assessment as an approximation o f market value the 

study compared the ra tio  o f the in i t ia l  to second assessment by 

several c la ss ifica tio n s  of residence and p lo t s izes. The evidence 

convincingly points to the re jectio n  of the hypothesis. The 

absentee owner is  not discrim inated against in any consistent 

pattern .

The second objective was to describe the types o f d ifferences  

and possible biases th a t do appear. The resu lts  o f the study 

ind icate th a t when any d ifferences actually  existed between the 

assessing o f lo c a lly  and non-locally  owned property, they are 

u s u a lly  not in  the  expected d ire c t io n . Rather than being
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over-assessed , absentee property  is  under-assessed r e la t iv e  to  

lo c a lly -o w n ed  p ro p e rty . The s ig n if ic a n t  d iffe re n c e s  are both 

re la tiv e  and absolute, and they vary w ith the size o f the p lo t and 

residence of the owner. Comparing various types o f absentee owners 

the resu lts  are much less obvious. I t  may be that people who l iv e  

out o f the state  are less w e ll-o f f  on the assessment o f th e ir  

improvements than the two in -s ta te  groups. Although one absentee 

group seems to be markedly b etter o f f  than any other i f  land 

irresp ective  o f improvements is  considered, people who liv e  in -s ta te  

may be b e tte r o f f  than those who liv e  in the adjacent town or out-

The th ird  objective was to discover whether the assessed value 

o f property by type of ownership was close to i ts  probable market 

value. For the towns we studied, the assessed value of property in 

the in i t i a l  year was substantially  below market value. In the 

second year assessed values were a ll raised and in most towns the 

new values were very close to fu l l  market value. An average fu l l  

market value, by town, is  determined by the Wisconsin Department of 

Taxation from a continuing analysis o f sales. This suggests th a t 

although fo r  any individual p lot there may be deviations from market 

value, fo r  residence classes as a whole the second year’ s assessment 

on the average should be close to market value.

These conclusions are based on two assumptions. One is  that  

the estimate o f sales values computed by the Department o f Taxation  

are reasonably accurate; the other is  th a t the state-approved
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assessors did not know or were not interested in the fu l l  time

residence o f each property owner. Had they been in terested in the 

residence one might assume th a t they too would have been biased 

against out-of-town owners. Since we obtained the residence o f each 

property owner by interview ing local assessors, i t  was obvious that 

the local assessor did know the residence o f each property owner. 

Of 3428 plots in the 13 towns, we were able to obtain the residence 

of 98 per cent of the owners.

This assessment study was undertaken in conjunction with a

larger study attempting to p redict recreation land values on some of 

the lakes and rivers  in Wisconsin. The data on land value which 

were most e a s ily  obtained fo r  the bigger study was assessed rather  

than market values. The assessment study was one o f the several 

tests made to determine the sources of bias introduced when using 

assessed values in place o f market values. The data were collected  

only fo r rip arian  property.

I I .  Background and Description of Data

The study employs data on p lot s ize , residence of owner and

assessment value fo r 3341 rip arian  properties in 13 towns in

Wisconsin.^ The assessed value o f the land and the assessed value

^In Wisconsin, a town is  a p o lit ic a l un it corresponding to the 
orig ina l geographic survey un it o f the U.S. Geological Survey, less 
incorporated area. In our study there are 24 geographic un its in 
the 13 p o lit ic a l un its . Each o f the 13 p o lit ic a l units has its  own 
elected town assessor.
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of the improvements, i f  any, in the in i t ia l  year are the assessments 

of the local assessor. The second year are those which the s ta te - 

approved assessors made.

Each piece o f property was c lass ified  by s ize . Plots were in 

three groups: those o f less than two acres, those o f two acres or

more, and those o f unknown s ize . The la t te r  were parcels fo r  which 

no p lo t size appeared on the r o lls .  The plots were then c la s s ifie d  

by the residence o f the owner. "Local" re fers  to owners whose 

permanent residence was w ith in  the town; "adjacent town" owners were 

those whose normal residence was in any adjoining town whether or 

not in the same county. (There were no towns in the sample whose 

borders joined another s ta te .)  "State" owners were permanent 

residents o f the state but not o f the adjoining town to th a t in 

which the property was located. "O ut-of-stats" rssidents had a 

permanent residence outside the s ta te . Many o f these liv e d  in 

I l l in o is .

I I I .  Approach

To te s t the hypothesis, four ra tio s  were computed. These 

ra tio s  te s t the change in assessed value from the in i t i a l  assessment 

determined by the local assessor to the assessment in the succeeding 

year, th a t done by the state-approved assessor, hereafter re fe rred  

to  as s ta te  assessment. Two o f these te s t  the  r e la t iv e  or 

percentage change in assessed value, the other two te s t the absolute
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change in assessment. The two ra tio s  o f re la tiv e  change d i f fe r  in  

th a t the f i r s t  compares land values, the second compares land and 

improvements. S im ila r ly  fo r absolute change there is  one ra tio  fo r  

land alone, the other fo r  land and improvements. Each ra t io  is  an 

average o f  the  r a t io s  fo r  in d iv id u a l p lo ts  in  th a t  s iz e  and 

residence c la s s if ic a tio n . At th is  point, a q u a lif ic a tio n  should be 

made. Although the s tate  assessment figures are a tru e  estimate o f 

the market value in the second year, they cannot be considered a 

true estimate o f the market value o f the previous year since in the 

intervening year the market value may have changed, i f  fo r  example 

the property were improved. No such bias in the changes in market 

value of local as opposed to absentee property was found.

I f  the hypothesis th a t the absentee owners are discrim inated  

against is tru e , then they should have been re la t iv e ly  over-assessed 

in the f i r s t  year, and therefore should have shown a smaller 

increase from local to  state  assessment. (In  almost every case the 

state-approved assessors raised the assessed va lu e .) Using the 

state assessment as a measure o f market value, a l l  o f the market to 

assessed value ra tio s  would be larger fo r local than non-local i f  

discrim ination ex is ted . Each o f the four measures selected was 

computed fo r  each combination o f residence and s ize , and the mean 

ra tio  of each absentee class was ind iv idually  compared to the local 

mean ra t io . A o n e-ta iled  t - te s t  was used in each comparison to te s t  

the hypothesis.
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In a ll 30 comparisons can be made [s ic ] between local and 

absentee owners. Of these, seven showed a la rg er change in the 

value o f property owned lo c a lly  than of absentee-owned property, 

( i . e . ,  that in i t i a l l y  locally-owned property values were lower than 

absentee property,) but only two were s ig n if ic a n tly  larger at the 

f iv e  per cent le v e l. (Neither of these are s ig n ific a n t at the one 

per cent le v e l.)  These two comparisons are o f the ra tio  of lo c a lly -  

assessed land vs. state-assessed land of plots o f unknown size 

between local and o u t-o f-s ta te  owners and the d ifference between the 

assessments of local and o u t-o f-s ta te  owners. A ll the comparisons 

where p lot size was known suggest no bias ag -inst absentees. We, 

therefore, conclude that our in i t ia l  hypothesis probably can be 

re jected.

Except fo r the d ifference in probable market value discussed 

la te r ,  there seems to be no good explanation fo r the bias shown in 

the plots o f unknown s ize . I t  is  probably not true th a t the 

explanation fo r  th is  deviation is  a ttr ib u ta b le  to a few unusual 

p lo ts . When the average o f the ra tio s  was compared with the ra tio  

o f the average land values, i t  seems s t i l l  to  be the case that the 

in i t ia l  assessments o f lo c a lly  owned land were high re la tiv e  to the 

assessments of those liv in g  in -s ta te  or o u t-o f-s ta te . I t  is  not 

true  th a t most locally-owned plots o f unknown size were farms while 

most o f the plots o f unknown size not locally-owned were not farms 

and th a t farms were re la t iv e ly  underassessed, being assessed for
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th e ir  agricu ltu ra l ra ther than recreational value. Most p lots of 

unknown size were in p la tted  developments with a l l  residence classes 

represented.

I f  there is no consistent evidence o f discrim ination against 

absentees, is  there evidence of bias in favor o f any residence 

group? Among both size and residence classes there are some 

differences in favor o f the absentee owner, i . e . ,  a greater change 

from the in i t ia l  to the state assessment. Looking at the size  

c la s s ific a tio n  o f plots under two acres, the one most l ik e ly  to 

encompass cottage s ite s , the t  values in a ll but one instance are 

negative, rather than the expected po s itive , and only two o f these 

are not s ta t is t ic a lly  s ig n ific a n t. This means th a t the absentees 

are favored in th is  size class. Further, h a lf of the s ta tis t ic s  fo r  

the plots over 2 acres show th a t the absentee is  favored.

Looking at the data  fo r  each absentee ownership c lass  

separately, people liv in g  w ith in  the s tate  borders whether in the 

adjacent town or ju s t w ithin the s tate borders whether in the 

adjacent town of ju s t w ith in  the s tate [s ic ] seem to have an edge 

over those who liv e  o u t-o f-s ta te . The o u t-o f-s ta te rs  are s im ila r in 

most of the comparisons to  the people liv in g  in the local area. 

However, there was a large variance in the ra tio  of land values in 

plots under two acres. As a re s u lt o f th is  variance, the t  te s t  

indicates no s ig n ifican t d ifference between o u t-o f-s ta te rs  and local 

people. But the ra tio s  o f the in -s ta te  and adjacent town owners are 

of the same order o f magnitude as th a t o f the o u t-o f-s ta te  owners.
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Of the three s ig n ific a n t exceptions to  th is , two indicate bias in 

favor o f the o u t-o f-s ta te rs  s im ila r to those w ithin the s tate  or 

adjacent town. The one which indicates bias against the o u t-o f­

s ta ters  and against those liv in g  in the state  as compared with those 

in the adjacent town or local area is  fo r  plots o f unknown size a 

c la s s ific a tio n  which is  somewhat suspect.

IV. Explanations fo r  Results

We can advance several factors th a t may explain the observed 

pattern o f assessment. I t  is possible that the assessment ra tio  

varies with the market value o f the property, and that the residence 

of the owner is correlated with the market value. Oldman and Aaron^ 

have found th a t  th e i r  lowest p riced  p ro p e rtie s  (lan d  and 

improvements) are assessed at the highest ra tes . There is  reason to  

b e lie v e  th a t  th is  phenomenon is  op eratin g  here sim ply from  

observation o f the average values. I f ,  as we assume, assessed 

values in the second year are a reasonable approximation o f market 

values, then we can compare the value o f properties (land and 

improvements) owned lo c a lly  with th a t owned by absentees. For plots  

o f less  than two acres the average value per acre o f land  

irresp ective  o f improvements is  lowest fo r  locally-owned property. 

When improvements are added, locally-owned property is  not less

^Oldman, 0. and Aaron, H. "Assessment Sales Ratio Under the 
Boston Property Tax," National Tax Journal (1965), pp. 36-49.
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v a lu a b le  than o u t -o f -s ta te  but is  less  than the o th er two 

categories. By stretching the data and comparing local owners with  

a l l  absentee owners lumped together, then i t  can be said th a t local 

owners have less valuable property. For plots over two acres the  

same re la tionsh ips hold. Data on plots o f unknown size also suggest 

th a t less valuable property is  re la t iv e ly  overa^sessed. Absentee 

property (land and improvements) in  th is  s ize  class is  less valuable  

than locally-owned property. As noted before land (though not land 

and improvements) in  p lo ts  o f unknown s iz e  is  the only  

c la s s if ic a t io n  in  which absentee owners may be d is c rim in a te d  

against. However, th ic  Hiffo^on^o in land '-a lu - L,. residence class 

should not be over-emphasized. For plots under two acres the 

co rre la tio n  c o e ffic ie n t between residence class and the approximate 

land value was -.1125 fo r  local owners, -.796  fo r owners in the  

adjacent town, +.1488 fo r  in -s ta te  owners, and -.0135 fo r o u t-o f-  

s ta te  owners. Although these figures  by themselves do not indicate  

enough co rre la tio n  to be in te re s tin g , they do show tendencies 

s im ila r  to the re la tiv e  disadvantage previously discussed. Local 

owners were most l ik e ly  to be at a disadvantage and in -s ta te  least 

l ik e ly  to  be.

As would be expected, the assessment to market value ration  o f 

the towns in the study were r e la t iv e ly  low before the state-approved 

assessors arrived . This is  p a r t ia l ly  a ttr ib u ta b le  to the tra d it io n  

th a t assessors assess a t substan tia lly  less than fu l l  value to give  

themselves a cushion against charges of overassessment. I t  is  also
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p a rtly  because although le g a lly  a l l  property is  to be reassessed 

each year, ac tu a lly  th is  is not done and assessments are carried  

from one year to  the next. In the present era o f r is in g  land values 

th is  means th a t assessments go out o f date re la t iv e ly  quickly.

I t  is  possible that the increase in demand fo r  rip a ria n  

recreational land which over the past ten years has probably been on 

the order of magnitude of 100 per cent in Wisconsin,^ may be in part 

responsible fo r  the bias observed between people liv in g  in the 

adjacent town and those liv in g  outside the s ta te . I f  people who 

liv e  fa rth e r  from the local area acquired th e ir  property more 

recently  than those who liv e  close by, th e o re tic a lly  there should be 

no d ifference in the assessment o f the two groups because sale o f a 

property is  not supposed [to ] be s u ffic ie n t ind ication  o f a change 

in i t s  value to indicate a new assessment before other property in 

the neighborhood is subject to a new assessment. However, any new 

improvement or increase in improvement must o f course be newly 

assessed and th is  assessment may be close to  m arket v a lu e . 

Therefore, i f  the people from fa rth e r away are more l ik e ly  to have 

recently  improved th e ir  property, th is  may be a reason fo r re la t iv e  

overassessment which would appear to be a bias on the part o f the 

local assessor against them.

This explanation may be corroborate by several o f our findings  

(1) th a t comparing the value of land irrespective  o f improvements

^Figures obtained from forthcoming study by the authors of 
rip arian  land on a r t i f ic ia l  lakes in Wisconsin.
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w ith the value o f land and improvements, o u t-o f-s ta te rs  tend to be 

overassessed in several groups: those over two acres and in only

some cases the plots having under 2 acres; (2) th a t in comparisons o f 

value differences although in -s ta te rs ’ land is  re la t iv e ly  over-valued 

vis a vis owners liv in g  in the adjacent town, land and improvements 

shows no such bias. This should not be pushed too fa r ,  however, 

since we do not find  the same tendencies when comparing the re la tiv e  

changes between the other groups.

When the study was f i r s t  undertaken and the hypothesis suggested 

th a t absentee owners would be discriminated against, one person

fa m ilia r  with assessment practices in the state said he doubted i t ,  

and th a t he would predict the opposite. The argument he advanced was 

th a t local assessors thought the outsiders were being cheated when 

paying such high prices fo r the land and that the assessor tended to 

downgrade the assessments toward what he thought the land was 

"worth." Now that the data tend to confirm his hypothesis about the 

d irec tio n  o f the bias, i t  would be in teresting  to interview  the 

assessors as to the reasons fo r th e ir  biases and lack thereof.

I t  has also been suggested th a t another reason why absentee

owners are not d is c rim in a te d  a g a in s t and may be r e la t iv e ly

underassessed is  that towns dependent on or desirous o f to u ris t

business may compete with each other to a ttra c t nonresident property 

owners.

Concurrent with a possible competition fo r out-of-town dollars  

may be a feeling that people who liv e  only part o f the year in a town
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receive only part of the benefits o f the services provided by that 

town. Thus the assessment on out-of-town property may be suitably  

lowered to take benefits into account. Further, the idea th a t people 

should pay according to benefit may account to some degree fo r  the 

possible discrim ination against less valuable property. The argument 

is  th a t owners o f less valuable property to not get proportionally  

fewer benefits  than owners o f more valuable property, and therefore , 

the former are assessed at a re la t iv e ly  higher ra te  to cover the cost 

of the services they receive.

V. Conclusion

This study has shown that the absentee property owner, contrary  

to the often voiced charge, is not discriminated against in r ip arian  

property tax assessments in a sample o f towns in Wisconsin. Whether 

or not the same results would be obtained in other sta tes , or with 

urban or nonriparian property in th is  study is not known. These are 

p o s s ib ilit ie s  fo r  fu rther research.

The study has also revealed some s ig n ific a n t differences in 

assessments in  favo r o f the absentee owner. The p r in c ip a l  

explanations fo r  th is  were differences in lar.d value, differences in 

assessment philosophy,and in te r -d is t r ic t  tax  competition. The study 

includes one county. Door, noted fo r  i ts  recreational values. Other 

counties are less popular. No attempt was made to do a separate 

analysis o f the more and less popular resort and recreation areas.
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I t  would be in s tru c tive  to conduct a large enough study so th a t 

adequate samples o f land w ith  d i f f e r e n t  a t tra c t io n s  could be 

compared.

Additional useful insights undoubtedly would be acquired i f  the 

assessors and perhaps also town boards were interviewed about th e ir  

concepts o f leg itim ate  biases in assessment p ractice . Trends in  

assessment might be investigated by taking the assessments fo r not 

one but fo r  a number o f years before the state-approved assessors 

were requested and fo r  several years th e re a fte r.

Table I

Relative Change in Valuation of Land and Improvements From 
Local to State Assessment

Ratio o f State Assessment (Year 2) to  Local Assessment 
(Year 1) Expressed as Per Cents

Residence of 
Owner

Plots 
Under 

2 Acres

Plots
Over

Plots of 
Unknown 

Size

Local X = 549% 523% 905%
Se = 46 46 202

N = 152 151 122

Adjacent X = 707% 539% 584%
Town Se = 75 44 50

N = 211 155 224

In -S tate X = 623% 514% 571%
Se = 18 36 22

N = 633 136 710

O ut-of-S tate X = 504% 542% 505%
Se = 41 52 29

N = 218 115 413
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