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 appeals lead to increases in nominal rates that offset the 
effect of the reductions in assessed value, in the aggre-
gate, but that shift the allocation of the property tax bur-
den away from those who successfully appeal to those 
who do not. As has been noted, the magnitude of these 
shifts can be significant, and so differences in appeals 
rates and appeals-success rates warrant close examina-
tion to ensure that the process is operating to address 
overassessment in an equitable manner. 

Focusing on class 2 properties, Figure G illustrates 
wide disparities between large rental buildings and con-
dos and co-ops in both the rate at which the Commission 
offers reductions and the average reduction in assessed 
value that is offered. The purpose of the appeals process 
is to correct overassessments, and differences in the valu-
ation of large rental properties and condos and co-ops are 
undoubtedly one of the significant factors behind these 
disparities. As discussed above, while condos and co-ops 
are not income producing properties, they must be valued 
as such by looking at the income and expenses of compara-
ble properties. Rental buildings, on the other hand, can be 
valued by looking at their actual income and expenses. The 

“income” approach to valuation is likely to be much more 
accurate for these rental properties, which could explain  
the lower appeals success rate for these buildings. It is 
less clear why the average reduction in assessed value is 
greater for condos and co-ops than rentals. One possibil-
ity is that overassessments tend to be greater for more 

valuable properties. For FY 2011 DOF estimated that, on 
a per unit basis, the average market value of large condo 
and co-op properties is approximately $119,411 while the 
average market value of large rental buildings is $62,760.70 
Given the significant role that the appeals process plays 
in allocating the property tax burden, more research is 
needed to understand this and other questions about 
who appeals their property taxes, who succeeds in obtain-
ing a reduction, and why.

 
Figure G: Tax Appeals Win-Rates and Average Reduction Offered 
for Class 2 Properties

 Condos and Co-ops    Condos and Co-ops 
 Rental Apartments    Rental Apartments 
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70 DOF Annual Report (2011). The analysis excludes buildings with fewer than 11 
units because the Tax Commission’s annual report does not detail which of these are 
rentals and which are condos or co-ops. Average market values are the total market 
value for all properties of that kind divided by the number of units.
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Implications of the  
Property Tax for Renters
What are the implications of the wide disparities in 
effective tax rates across properties for the welfare of 
New Yorkers and the landscape of the city? How does the 
property tax affect the kind of housing that is built and 
maintained in New York City? How does the tax influ-
ence home prices and rents? Although empirical analy-
sis of these questions is beyond the scope of this chap-
ter, we identify the likely winners and losers under the 
current system and suggest important lines for future 
research. As the preceding discussion illustrates, two of 
the most significant inequalities in the system are the 
favorable treatment given to Class 1 relative to Class 2 
properties, and to Class 2 condos and co-ops relative to 
large rental buildings. Both of these inequalities tend to 
favor homeowners over renters, groups with quite dif-
ferent demographics in New York City. As Table 8 shows, 
homeowners are more likely to be white or Asian than 
renters and tend to be older, more highly educated, and 
have higher household incomes. 

Table 8: Characteristics of Renters and Homeowners  
in New York City, 201071 
 Renters Homeowners

DEMOGRAPHICS  

Population 5,241,910 2,777,458

Share of New York City Population 65.4% 34.6%

Population Under 18 23.2% 19.3%

Population 65 and Older 8.9% 15.2%

Disabled population 10.2% 9.0%

White (Non-Hispanic) 26.6% 45.6%

Black  26.4% 21.9%

Hispanic  34.0% 12.8%

Asian  10.9% 16.4%

INCOME, EDUCATION, AND EMPLOYMENT  

Median Household Income $38,000  $79,250 

Poverty Rate 27.4% 6.2%

Poverty Rate: Population Under 18 40.8% 7.5%

Poverty Rate: Population 65 and Older 26.4% 6.2%

Unemployment Rate 11.9% 12.4%

No High School Diploma 36.3% 26.0%

Bachelor’s Degree & Higher 22.9% 31.0%

71 Source: PUMS ACS 1-Year Estimates (2010). 

The large majority of rental units are in Class 2 build-
ings, but there are many rental units in Class 1 properties 
as well, and owners of those units (as well as their ten-
ants) may benefit from the favored tax treatment of those 
properties. We estimate that there are 1,636,023 rental 
units in Class 2 and 393,673 in Class 1.72 Notably, the rent-
ers living in Class 1 buildings tend to have higher incomes 
and are less likely to receive public assistance than those 
living in Class 2 buildings (see Table 9). They are also more 
likely to be Asian and less likely to be Hispanic, and tend 
to have more children under the age of 18.73

Table 9: Class 1 and Class 2 Renters74 

 Renters In Renters In  
 Tax Class 1 Tax Class 2 
 Properties Properties

Median Rent $1,150 $900

Share on Public Assistance 8.4% 15.3%

White (Non-Hispanic) 36.5% 37.0%

Black 24.4% 24.4%

Hispanic 24.6% 30.0%

Asian 14.0% 8.3%

Average Persons per Unit 2.75 2.15

Average Persons per Room 0.70 0.70

Median Income $45,000 $37,000

Poverty Rate 16.7% 25.6%

Share of Households with Children under 18 39.5% 27.0%

Average Number of Children under 18 1.72 1.47

The stark differences in demographic characteristics 
across these groups underscore the importance of pay-
ing attention to differences in taxation across property 
types. The effective tax rate for Class 2 is five times the 
effective rate for Class 1. Within Class 2, co-ops and con-
dos enjoy much lower effective tax rates than large rental 
properties. The strong preference given to Class 1 proper-
ties relative to Class 2 properties, and to condos and co-
ops compared to rental buildings, has likely skewed the 

72 In Class 4 there are 62,780 residential units. We do not discuss them further but 
note that, as shown in Table 2, Class 4 properties have an even higher ETR than Class 
2 properties.

73 We assume here that all but one unit in two- to four-unit properties are rental 
and that all units in properties with at least five units are rentals. Everything else is 
considered to be owner-occupied.

74 Source: New York City Housing and Vacancy Survey (2008). We use the Housing 
and Vacancy Survey because it allows us to distinguish between renters living in 
buildings of different sizes; the ACS does not. Renters are classified as living in Class 1 
properties if they report that there are three or fewer units in their building. They are 
classified as being in a Class 2 otherwise. Prices are in 2008 dollars.
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composition of the residential housing stock away from  
Class 2 and toward Class 1 properties, and away from rent-
als and toward condos and co-ops within Class 2, although 
further research is needed to estimate just how large the 
effects might be. When something is taxed, the economy 
tends to produce less of it, and this general result is likely 
as true in the city’s housing market as in other markets. 

The IBO’s 2006 study suggested that, at that time, 
a shift to a property tax with just a single effective rate 
applicable to all properties (and that also eliminated 
the requirement that condos and co-ops be valued as 
rental buildings) would have increased the levy on Class 
1 properties by $3.6 billion (or approximately $5,200 per 
unit) as the Class 1 share of the levy jumped from 13.9 
percent to 40.8 percent (commensurate with its share 
of citywide market value at that time).75 They predicted 
that under such a new regime, elevator and walk-up 
rental buildings would have seen their annual taxes cut 
by $1,513 and $1,042 per unit, respectively, while condos 
and co-op units in large buildings would have seen their 
taxes increase by $4,501 and $2,482 per unit, respectively. 
Such shifts in tax liability would mitigate the disincen-
tive to devote land to rental housing and, to the extent 
zoning allowed, almost certainly shift land use in the 
city away from one- to three-family homes (Class 1) and 
condominiums and co-ops towards rental buildings.

In addition to affecting the quantity of various kinds 
of properties in the city, the property tax also affects the 
relative price of each. As with any property, the price of 
a rental building generally reflects all of the benefits and 
burdens associated with ownership (see sidebar on Price 
Capitalization). Property taxes account for a significant 
share of the expenses residential landlords in New York 
City incur.76 Depending on how flexible tenants are in 
their demand for housing and how fixed the supply 
of rental housing is (due to zoning or other restric-
tions), the cost of property taxes may be passed on to 
tenants in the form of higher rents.77 Tenants in rent- 
 

75 IBO (2006), 56.

76 Property taxes represent almost 30 percent of the Rent Guidelines Board Price 
Index of Operating Costs for apartment buildings. Rent Guidelines Board (2011b), 17.

77 The magnitude of this effect is unknown and empirical estimates vary widely. See 
Carroll and Yinger (1994) (finding that 16 percent of a property tax increase is shifted 
to renters).

Price Capitalization
The price of any asset generally reflects the benefits and 
costs of owning it over time. As a result, the more heavily 
that an asset is taxed, the lower its market price will be. For 
example, the prices of one- to three- family homes are likely 
higher than they would be if those homes were subject to 
higher property tax rates. The effect of property taxes on 
housing prices is an example of the general phenomenon of 
price “capitalization,” by which all of the various costs (such 
as property taxes and maintenance fees) and benefits (such 
as proximity to high quality schools, parks and other local 
amenities) of owning a property are reflected in its market 
price. There are immediate consequences for a property 
owner when the tax treatment of that property changes. 
If changes in tax liability are fully capitalized in the price 
of the home, the burden of a tax increase (or benefit of a 
tax decrease) is borne by the current owners, as the price at 
which they can sell their property adjusts to reflect the new 
tax treatment. Subsequent purchasers of the property, who 
will end up actually making many of the higher property 
tax payments, will take the amount of property taxes owed 
on the property into account when deciding how much to 
pay for it and generally be indifferent between paying less 
for the property and paying more in property taxes, or pay-
ing more for the property and paying less in property taxes. 
Homeowners, who are both the landlords and tenants of 
their properties, must bear the entire benefit or burden of 
changes in the tax treatment of their property. When the 
owner of a property is not also the tenant, the question of 
who bears the burden of the property tax becomes much 
more complicated. 

 
stabilized housing are not spared either, because prop-
erty taxes are incorporated into the formula used by the 
Rent Guidelines Board to help determine rent increases 
for rent stabilized apartments.78 Where owners of either 
rent stabilized or market rate units are unable to pass 
the tax along in the form of rent increases, they may put 
off making major improvements or cut back on mainte-
nance and repairs. To the extent that increases in prop-
erty taxes cannot be passed on, property values should 
fall. Although basic economic insights such as these are 

78 Rent Guidelines Board (2011b).
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important for predicting the possible hidden effects of 
the property tax on renters, further research is required 
to draw any strong inferences for policy, especially given 
the complexity of the city’s regulatory environment and 
of its housing market. 

While further research about the effects of the 
disparities we’ve highlighted is necessary, the existing 
evidence suggests an urgent need for debate over the 
desirability of substantive policy reforms, such as over-
hauling the class share system and limiting or abolishing 
the condo/co-op abatement, as steps toward a more uni-
form rate of taxation across properties. The IBO’s 2006 
study provides an analysis of some of the more drastic 
proposals that might be considered. The extraordinary 
political difficulties of making any changes to the system 
stymie efforts to have the necessary debate, to be sure. 
But the complexity of the system, along with naïvete 
about who actually bears the cost of property taxes, has 
limited discussions about how to make the property 
tax regime more efficient and fair. A significant first 
step to promoting renewed debate would be to make 
the property tax more transparent and salient to rent-
ers, by encouraging or requiring landlords to disclose to 
their tenants the share of the landlords’ expenses that 
goes toward property taxes, or at least the building’s tax 
assessment, an idea suggested by former Finance Com-
missioner Carol O’Cleireacain.79 In the case of tenants in 
rent stabilized apartments, the Rent Guidelines Board 
could provide rent stabilized tenants with an annual 
simplified summary of the effect of the property tax on 
the maximum allowable rent increase. While the Rent 
Guidelines Board already makes available on its web-
site detailed information about its estimates of land-
lords’ costs (including the property tax component) and 
how these costs factor into permitted rent increases, a 
summary document for tenants could make the infor-
mation more accessible. Being aware of the potential  
 
 
 
 
 
 

79 Scanlon and Cohen (2009).

relationship between property taxes and their rents might 
inspire more tenants to join the debate, allow them to be  
more informed participants in the discussion, and pro-
mote a more robust and productive effort to seriously 
consider the costs and benefits of the existing system 
and of proposed reforms.

Such a discussion is especially timely now, as poli-
cymakers across the country reconsider housing policy 
in the aftermath of the financial crisis. Falling home 
prices have destroyed trillions of dollars of home equity, 
with disastrous consequences for families whose homes 
were their primary vehicle for savings. Foreclosure rates 
reached levels not seen since the Great Depression, with 
devastating effects on families and communities. The 
foreclosure crisis, along with ballooning budget deficits, 
has provoked fresh scrutiny from across the political spec-
trum of the enormous subsidies provided at all levels of 
government for homeownership. Congressional Republi-
cans have called for privatization and “eventual elimina-
tion” of Fannie Mae and Freddie Mac.80 The Center for 
American Progress, a progressive think tank, has sharply 
criticized the IRS rule allowing taxpayers to deduct taxes 
(including the property tax) paid to state and local gov-
ernments.81 The bipartisan Simpson-Bowles Commis-
sion has recommended a significant curtailment of the 
mortgage-interest tax deduction.82 The consequences of 
any one of these changes would be far-reaching. 

As policymakers begin to rethink government’s role 
in encouraging homeownership, they must not forget 
that policies affecting homeowners will tend to have 
a corresponding impact on renters as well. The politi-
cal history and current disparities of New York City’s 
property tax are a testament to this reality. In the wake 
of the Great Recession and housing market collapse, 
the time is ripe to reconsider New York City’s policies 
toward renters, and property taxes should be a part of 
that discussion. 

80 House Budget Committee (2012).

81 The Center for American Progress (2011)

82 The National Commission on Fiscal Responsibility and Reform (2010).
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