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Considering Property Tax Reform:
Will a Lower Target Assessment Ratio Ease Disparate Tax
Burdens Among Owners of One- to Three-Family Homes?

Summary

Spurred by a lawsuit brought by an unusual alliance of tenant advocates and property owners and
the long-simmering public frustration with the city’s property tax system, the Mayor and City Council
Speaker have created an advisory commission to recommend potential reforms. But the means for
reforming a property tax system mired in complexities and disparities is further complicated by the
fact that most changes would require approval in Albany. Making the task even more difficult, the
Mayor has also indicated that proposed changes should be revenue neutral, neither substantially
increasing nor decreasing collections from the city’s largest tax source.

One part of the property tax system the city does control is the determination of the percentage of

a property’s market value that is subject to the property tax. This is known as the assessment ratio.
Some policy- and opinion-makers have suggested that lowering the current target of a 6 percent
assessment ratio for owners of Tax Class 1 properties—mostly one-, two-, and three-family homes—
could ease the wide disparities in tax burdens among these owners. Some Tax Class 1 owners pay an
effective tax rate—taxes per $100 of value—that is as much as five times more than other taxpayers.
IBO has examined the potential effects of reducing the target assessment ratio below 6 percent, and
have found:

e Lowering the target assessment ratio would reduce the tax bills of some but not all Tax Class 1
owners. If the target assessment ratio dropped to 5 percent, roughly a quarter of Tax Class 1
owners would get reductions averaging nearly $500. But the other 75 percent of owners would
see their bills rise by an average of about $150.

e Larger decreases in the target ratio would increase the share of “winners,” but the tax bill for
“losers” would also rise. A smaller target assessment ratio results in a smaller range over which
effective tax rates can vary, but does not eliminate disparities.

e The city lowered the target assessment ratio for Tax Class 1 properties from 8 percent to
6 percent in 2009. But there is scant evidence the change did more than briefly narrow the
disparities in tax burdens among these properties.

Much of the difference in tax burdens within Tax Class 1 is caused by a portion of state property
tax law that limits the class’s assessment increases to 6 percent a year and 20 percent over five
years, which prevents assessed values from keeping pace with market values in fast-appreciating
neighborhoods. Lowering the target assessment ratio does little to compensate for this.
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Background

With Mayor de Blasio’s and Council Speaker Johnson’s
Advisory Commission on Property Tax Reform holding
meetings across the city and with a lawsuit brought by

an alliance of property owners and tenants known as Tax
Equity Now New York (TENNY) proceeding in the courts,
the inequities and complexity of New York City’s property
tax system are drawing renewed attention. Tax reform
discussions usually include an acknowledgement that most
changes would require approval by Albany. And while this

is true, there are also some steps the city could take on its
own that could begin to address some of the problems with
the current system. Given the system’s complexity, though,
these adjustments could result in other offsetting changes
that prove counterproductive.

One area where the city’s Commissioner of Finance has
authority to act is in setting the assessment ratio—the
percentage of a property’s market value that is actually
subject to tax—for each of the city’s four property tax
classes. It has been suggested that using this lever would
be a way of addressing the wide disparities in tax burdens
among properties in Tax Class 1, which consists largely of
one-, two-, and three-family homes. Some neighborhoods
face effective Tax Class 1 tax rates (taxes per $100 of
market value) that are five times higher than others. In

general, Staten Island neighborhoods have some of the
highest effective tax rates, while areas such as brownstone
Brooklyn and downtown Manhattan have some of the
lowest.

The disparities in Tax Class 1 assessments are primarily
due to a feature of the state’s real property tax law limiting
the annual increase in a property’s assessed value to

no more than 6 percent a year or 20 percent over five
years. While the city cannot unilaterally change the limits
on annual assessment increases—they are established

in state law—it can change the target assessment ratio.
(For more explanation of how assessment limits cause
disparities in tax burdens, click here.)

A Step the City Could Take on Its Own. At some of the
early meetings of the advisory commission and in some
of the filings related to the TENNY litigation, it has been
suggested that by lowering the target assessment ratio
from its current 6 percent that some of the Class 1
disparities could be reduced because there would be a
smaller range in which assessment ratios and ultimately
effective tax rates could vary. For example, lowering the
target ratio to 4 percent would mean assessment ratios
could range from just above zero up to 4 percent whereas
now they can range up to 6 percent. But as long as the
limits on annual assessment increases remain, disparities
also would remain between rapid and slow
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appreciating areas. As experience with
previous reductions in the target ratio
shows, the beneficial effect diminishes
over time.

There also would be winners and losers
among Tax Class 1 property owners. If the
ratio were reduced unilaterally by the city
the higher tax bills for the losers would take
effect as soon as the ratio was reduced,
without the benefit of any phase-in that
would depend on a broader legislative
solution enacted in Albany.

Lower Target Assessment Ratio, Lower
Assessed Value. Lowering the target
assessment ratio from 6.0 percent to

5.0 percent would remove $547 million

of assessed value from the tax base

as measured on the 2019 fiscal year
assessment roll. The impact of deeper
reductions in the target ratio grows rapidly
so that a reduction in the ratio to 3.0
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Dollars in millions

Lowering Target Assessment Ratio for Tax Class 1 Reduces Assessed Value Tax Base

Tax Class 1 All Classes

Share of Current
Assessed Value “Lost” Assessed Value Assessed Value Assessed Value Lost

6 percent (Current Law) $21,712.6 $0.0 $240,778
Lower Target to 5 Percent 21,165.4 (547.2) 240,231 -0.2%
Lower Target to 4 Percent 19,304.2 (2,408.5) 238,369 -1.0%
Lower Target to 3 Percent 15,807.4 (5,905.3) 234,873 -2.5%
Lower Target to 2 Percent 11,203.9 (10,508.8) 230,269 -4.4%
Lower Target to 1 Percent 5,889.3 (15,823.4) 224,954 -6.6%

SOURCE: IBO analysis of Department of Finance 2019 assessment roll

New York City Independent Budget Office

percent would result in a loss of $5.9 billion in assessed
value, which is 2.5 percent of total assessed value across
the city’s four tax classes. A 1.0 percent target ratio would
remove $15.8 hillion, or 6.6 percent, of the city’s total
assessed value from the tax base.

With a smaller tax base, the city would face a choice
between raising the overall tax rate in order to generate the
same amount of revenue or collecting less revenue from
the property tax. The Advisory Commission on Property
Tax Reform has been instructed to devise proposals that
would not substantially change the city’s current $29
billion in property tax revenue. Because another provision
in the state’s property tax law—which cannot be changed
unilaterally by the city—limits the shifting of tax burdens
among the classes, lowering the Tax Class 1 assessment
ratio while maintaining revenue neutrality means the
burden of a higher rate would fall entirely on class 1
property owners. Conversely, if the city were to allow tax
revenue to fall in response to the loss of assessed value
in Tax Class 1 that same feature of the state property tax
law would result in a tax reduction for all taxpayers in Tax
Classes 2, 3, and 4. But the tax rate for Tax Class 1 would
increase, again producing a mix of winners and losers in
the class.

Changing the Target Assessment Ratio,
Maintaining Revenue Neutrality

The class share feature of the city’s property tax is
intended to lock in each class’s share of the tax levy as

it stood in 1989, with only small adjustments to reflect
some, but not all, of the changes in the share of market
value among the classes. Changes in each class’s share of
assessed value have no immediate impact on each class’s
share of the levy. Thus, lowering the target assessment
ratio in Tax Class 1 and removing assessed value from the
tax base initially has no effect on Class 1's share of the
property tax levy.! In this case, lowering the Tax Class 1
target assessment ratio means that the tax rate for Class 1
must be increased to compensate for the loss of assessed
value. The overall tax rate would also increase, although
there would be no change in the other tax classes. While
lowering the target assessed value lowers the tax owed by
most taxpayers with assessment ratios that were above
the new target assessment ratio, those still below the new
target ratio will face higher tax bills.

For example, in the current fiscal year, there are
approximately 163,000 Tax Class 1 properties with
assessment ratios between 5.0 percent and 6.0 percent.
Reducing the target ratio to 5.0 percent benefits the

Winners and Losers if Target Assessment Change Is Revenue Neutral

Taxpayers With a Tax Reduction Taxpayers With a Tax Increase
Number Average Number Average
Lower Target to 5 Percent 163,003 ($499) 535,877 $152
Lower Target to 4 Percent 311,563 (788) 387,317 634
Lower Target to 3 Percent 403,296 (1,009) 295,684 1,377
Lower Target to 2 Percent 457,251 (1,179) 241,629 2,232
Lower Target to 1 Percent 493,038 (1,329) 205,842 3,183

SOURCE: IBO analysis of Department of Finance 2019 assessment roll

New York City Independent Budget Office
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owners of these properties and would save them $499,
on average. But to compensate for lost assessed value
the Class 1 tax rate would need to increase from 20.919
percent to 21.441 percent, and as a result the roughly
three-quarters of Tax Class 1 taxpayers with assessment
ratios below 5.0 percent would face tax increases
averaging $152.

If the target ratio is lowered further, the share of taxpayers
receiving tax reductions would grow and those receiving
increases would shrink, although the average size of the tax
increases would gradually exceed the average size of the
decreases. With a 3.0 percent target ratio, more than half
of all Tax Class 1 properties (about 403,000 properties) on
the current assessment roll would have lower taxes, with
an average reduction of $1,009. The losers would have an
average increase of $1,377 as the nominal tax rate for Tax
Class 1 would be 28.367 percent. With a target ratio of 1.0
percent almost 500,000 properties would have reductions
averaging $1,329 this year. But there would still be over
200,000 properties facing average increases of $3,183.
The nominal tax rate would reach 71.102 percent.

Differences by Borough. Given the wide neighborhood

to neighborhood disparities in effective tax rates among
Tax Class 1 properties stemming from the differences in
assessment ratios, it is not surprising there are differences
from borough to borough in the distribution of winners

and losers resulting from lowering the target assessment
ratio. Consider the effects of a reduction in the target to 3
percent using values from the current assessment roll. In
both Manhattan and Brooklyn the majority of properties
would have tax increases. There would be decreases for

a majority of properties in both Queens and the Bronx,
although there would be substantial shares of properties
facing tax increases in both. Only in Staten Island would the
share of winners approach 100 percent.

Winners and Losers by Borough With Revenue
Neutral Change to 3 Percent Target Ratio

Taxpayers With a Taxpayers With a
Tax Reduction Tax Increase
Borough Number Average Number | Average
Bronx 54,912 ($1,037) 14,078 $589
Brooklyn 65,371 (932) | 149,435 1,562
Manhattan 581 (10,776) 5,739 9,872
Queens 174,088 (923) | 114,233 912
Staten Island 108,344 (1,129) 12,099 385

SOURCE: IBO analysis of Department of Finance 2019 assessment roll
New York City Independent Budget Office

Changing Target Assessment Ratio,
Not Maintaining Revenue Neutrality

If the target assessment ratio was reduced but the revenue
neutrality constraint loosened, the distribution of winners
and losers would differ, thanks again to the workings of

the class share system. (To read more about the class
share system, click here.) If the city were to lower the
target assessment ratio in Tax Class 1 while maintaining
the so-called overall tax rate—which determines the size

of the total levy—at the 12.283 percent it has been since
20009, tax revenue based on the 2019 assessment roll
would be reduced by $62 million to as much as $1.8 billion,
depending on what new target assessment ratio is chosen.3
The tax rate in Tax Class 1 would increase, although by less
than in the revenue neutral scenario, but in this case there
would be decreases in the other tax classes as well. This

is because with a lower overall levy but no difference in
assessments in the other classes nor in the shares of the
levy that each class must bear—recall that the class shares
are determined by changes in market value rather than
assessed value—the tax rates in Tax Classes 2, 3, and 4
would be slightly reduced to account for the smaller levy.

Using the 2019 assessment roll values, IBO estimates that
the total levy would shrink by $62 million if the Tax Class

1 target assessment ratio were lowered from 6 percent

to 5 percent while holding the overall tax rate constant.

In that scenario, the levy from Tax Class 1 would fall by
$5.9 million, accounting for less than 10 percent of the
total revenue loss. Tax Classes 2 and 4 would each have
levy reductions of about $25 million. If the Tax Class 1
target ratio were lowered to 1 percent its share of the tax
savings would grow to about 14 percent, but that would still
leave over $1.5 billion of the savings flowing to the other
tax classes, which would presumably not be the desired
outcome from a change in the Tax Class 1 target ratio.

While Tax Class 1 would see an overall reduction in tax
levy in a scenario that was not revenue neutral, it would
also have a mix of winners and losers within the class. In
the other classes all properties would face slightly lower
tax liabilities. Lowering the target ratio to 5 percent while
holding the overall tax rate constant would result in a
$502 tax reduction, on average, for about 164,000 Tax
Class 1 taxpayers although another 534,000 would have
their tax bill increase by an average of $143. The number
of taxpayers getting a reduction would grow as would the
average reduction as the target ratio is set at lower levels,
but even with a target ratio of 1 percent about 170,000
taxpayers would have an increase averaging $3,206.
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Winners and Losers In Tax Class 1 If Target Assessment is Lowered and Overall Tax Rate Maintained

Taxpayers with Tax Reduction Taxpayers with Tax Increase
Number Average Number Average
Lower Target to 5 Percent 164,450 ($502) 534,430 $143
Lower Target to 4 Percent 321,008 (809) 377,872 591
Lower Target to 3 Percent 423,414 (1,069) 275,466 1,307
Lower Target to 2 Percent 493,016 (1,329) 205,864 2,162
Lower Target to 1 Percent 528,422 (1,521) 170,458 3,206

SOURCE: IBO analysis of Department of Finance 2019 assessment roll

New York City Independent Budget Office

Would a Lower Target Ratio Reduce
Disparities Within Tax Class 1?

Lowering the target assessment ratio limits the range over
which tax burdens can vary. But it does not result in a
greater concentration towards the midpoint of the allowable
range between just above zero and whatever the new target
ratio is set at. Thus, intra-class variation in assessment
ratios and eventually tax burdens would remain a problem,
with differences still determined by variation in appreciation
among neighborhoods. The city last changed the Tax Class
1 target assessment ratio for the 2006 assessment roll
when the ratio was lowered from 8 percent to 6 percent.
There is little evidence that this 25 percent reduction

in the target had more than a brief effect on tax burden
disparities within Tax Class 1, at least as measured by
three statistics commonly used to evaluate the uniformity
of property assessments.

Lowering Tax Class 1 Target Assessment Ratio in 2006
Had Little Lasting Effect on Disparities as Measured by
Three Metrics of Dispersion
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The coefficient of dispersion (COD) is a measure of
variation in the distribution of a statistic of interest relative
to the median—in this case the assessment ratio for each
Tax Class 1 property. The larger the COD, the greater

the variation in the assessment ratio among Tax Class 1
properties. The COD increased from 2004 to 2005 and
again in 2006, although the growth slowed somewhat for
the 2006 assessment roll before accelerating again for
2007 and then flattening out beginning in 2008. The CODs
remain well above their level in 2005 (and well above the
common professional standard of 15) despite having a
narrower range to vary over.

The interquartile range (IRQ) measures the difference
between the 25th and the 75th percentiles of the
distribution of the statistic of interest—once again the
assessment ratio. If the IRQ grows over time it is an
indication of more variation in assessment ratios. The IRQ
did fall in 2006, the year the target ratio was lowered but
then bounced up again in 2007; it has followed a generally
upward trajectory since 2008. The reduction in the extent
of variation in assessment ratios following the reduction of
the target ratio was short-lived.

Finally, we measured the price related differential (PRD),
which indicates if dispersion from the mean is greater or
smaller for higher-valued properties. The PRD is sometimes
referred to as the index of regressivity. A PRD much above
1.0 indicates some regressivity in the distribution. The PRD
has trended upward at a steady pace since 2004, when

it stood at roughly 1.0. For 2019 it stands at almost 1.14.
Lowering the target ratio for 2006 seemingly had no effect
on the upward trend either in the short- or long-term.

Phasing in the Impact. The scenarios modeled above
assume that a lower target ratio would take effect
immediately. A large reduction, say from 6 percent to 1
percent would result in very large increases for about 30
percent of Tax Class 1 properties that many would find
difficult to bear in a single year. A more modest change
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such as a 1 percentage point reduction in the target would
result in a smaller average increase of $152, albeit paid

by about three-quarters of owners, but would do relatively
little to reduce the disparities that plague Tax Class 1. With
limited ability to create a credit or some other measure

or to manipulate the tax rates to mitigate some of the
impacts, the city would likely be forced to implement this
change gradually over a number of years.

A Lasting Fix?

Changing the target assessment ratio for Tax Class 1 is
one of the few significant levers the city has under its

own control. Under the state real property tax law, the
Commissioner of Finance has the authority to set the
assessment ratio in each class. In the case of Tax Class 1,
the ratio functions as a target or maximum as the actual
assessment ratio is typically lower given the separate
statutory limit on annual assessment increases. It is the
limits on annual increases rather than the target ratio itself
that produces the wide disparities in tax burdens within Tax
Class 1.

If the city were to lower the Tax Class 1 target assessment
ratio it would bring lower taxes for some but not all Tax
Class 1 property owners. If the change were done in
isolation and in a way that maintained the same amount

of property tax revenue for the city (i.e. revenue neutral)
then only Tax Class 1 property owners would be effected.

If the change were relatively modest, say lowering the
target ratio from 6 percent to 5 percent then only taxpayers
with current assessment ratios above 5 percent (roughly

a quarter of all Tax Class 1 owners) would get a reduction

Endnote

In subsequent years the assesment changes would produce very small
changes in tax levy shares.

2Under a nonrevenue neutral scenario, the city could set the tax rate to
recover none of the revenue lost to the lower assessment ratio or a portion of
it. For simplicity this analysis assumes the city chooses to recover some of the
revenue that would be lost by maintaining the current overall tax rate (total tax
levy/total billable taxable assessed value) at its current 12.283 percent.
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averaging $499. The other three-quarters would have a tax
increase as the Tax Class 1 tax rate would need to increase
to overcome the loss of assessed value in the class; their
increase would average $152. Larger decreases in the
target ratio would increase the share of “winners,” although
the average tax increase for “losers” would be greater.

If the target ratio were set at 1 percent then roughly 30
percent of taxpayers would face an average increase of
$3,183. Among the boroughs, Staten Island would have
the highest concentration of winners (90 percent) followed
by the Bronx (80 percent). Manhattan, with almost 90 of
properties facing tax increases and Brooklyn, with almost
70 percent, would have the largest shares of losers.

Lowering the target ratio and accepting some revenue

loss would reduce the differences between winners and
losers. However, a change that is not revenue neutral would
also result in lower tax rates in the other classes. This is
because the process for determining each class’s share of
the levy and ultimately the tax rate in each class is spelled
out in state law and cannot be changed by the city. Thus,
some of the tax revenue foregone to address the problem
of Tax Class 1 disparities would be absorbed by the other
classes instead.

There is little evidence that decreasing the target ratio for
the 2006 assessment roll spurred a long-term reduction
in the extent of disparities. Three different measures
commonly used to measure dispersion in property
assessments show little lasting improvement.

Prepared by George Sweeting
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