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Pennsylvania's Success with Local Property Tax Re-
form: The Split Rate Tax

This paper was presented at the Jerome Levy Economics Institute of Bard College confer-
ence on “Land, Wealth and Poverty” held November 2-4, 1995. A slightly revised version
was published m the _Awserican Joumal of Econonics and Sociolpgy, Apnl 1997. An edited version
appears in -4 World That Works: Building Blocks for a Just and Sustainable Sodety, a 1997 TOES
(The Other Economic Summit) book edited by Trent Schroyer and available from Apex
Press. This paper was also quoted and referenced m “An Introduction to Two-Rate Taxa-
tion of Land and Buldings™ by Jeffrey P. Cohen and Cletus C. Coughlin published i the
Federal Reserve Bank of St. Louis Review, May/June 2005 edition.

Summary: Fifteen aties in Pennsylvania are pioneering an innovative approach to local tax
reform that hamesses market incentives for urban renewal Opting for the so-called 'two-
rate’ or 'split-rate’ property tax, these cities are lowenng taxes on buildings, thereby encourag-
mg improvements and renovations, while raisme the tax on land values, thus discouraging
land speculation. The resulting infill development as indicated by increased building permits
means downtown jobs, efficient use of wrban mfrastructure, an improved housme stock,
and less urban sprawl Cities in other states are poised to follow Pennsylvania's example.

Pennsylvania's Initiative

Pemls}*lvania has been expenmenting with a new approach to property tax re-
torm which has already begun to attract attention in New York, Maryland, and
other states. This policy offers an entirely different angle to the current mainstream
dialogue on property tax "reform" which consists mainly of efforts to reduce and
curtail the use of property taxes while increasing sales or income taxes.

The property tax is actually two types of taxes - one upon building values, and
the other upon land values. This distinction is an important one, as these two types
of taxes have sionificantly different impacts on incentive motives and development
results. Pennsylvania's pioneening approach to property tax reform recognizes this
mmportant distinction between land and bulding values through what is now
known as the split-rate or two-tier property tax. The tax is decreased on buildings,
thereby giving property owners the mcentive to build and to mamtain and improve
their properties, and the levy on land values 1s mcreased, thus discouragmne land
speculation and encouraging nfill development. This shifting of the tax burden
promotes a more efficient use of urban infrastructure (such as roads and sewers),
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decreases the pressure towards urban sprawl, and assures a broader spread of the
benetits of development to the community as a whole.

Taxing land values, while decreasing taxes on buildings, is sometimes pro-
claimed as a way to increase development. However, in today's world the word
"development" is likely to be a red flag to many ears.

It 1s important to keep m mind that the purpose of thus policy 1s not first and fore-
most to encourage development, but rather to assure that the benefits of development
be broadly shared while impacting as lichtly as possible on existing ecosystems.

Land value taxation was a key policy recommendation made by the Commuttee on
Banking, Finance and Utrban Aftans of the House of Representatives, 96th Congress
whose groundbreaking report was entitled "Compact Cities: Energy Saving Strategies
for the Fiohties."

Current mamstream development models and methods mn most cases contnbute
to the maldistubution of wealth. Statistics show that the nchest 1% of Amernicans pos-
sesses greater wealth than the bottom 90%6. The land value tax, in essence a type of
user fee for access to limited natural resources, is a policy that both hamesses market
mcentives and mdmidual nutiative and furthers social cohesion and well-being by nar-
rowing the nich/poor gap. There is even greater need to make this point now, when the
direction 1s towards cutbacks m many sodal services, the removal of the bandages
placed to hold back the hemonhage of the body politic.

Better tax policy could reduce the need for socal services provided via gov-
emment spending. Land value based public finance policies encourage home im-
provements and affordable housing. In Pennsylvania 85%0 of homeowners pay less
with this policy than they do with the traditional flat-rate approach. For those who
do pay more it 1s not significantly more and they tend to be wealthier homeowners
who can better afford to pay a little more.

Some, indeed, whose business efforts are encouraged by thus policy, come out

ahead.

The Current Situation in Pennsylvania

There are now 15 Pennsylvania aities (Table 1) using the two-rate approach. Pittsbuieh and
Scranton mplemented this policy as far back as 1913. Smce then enabling legishtion was
passed wiich gave this option to thid dass aties as well Land value tax policy m Pennsyl-
vania really took off in the 1980's through the "Johnny Appleseed work of Steven Cord,
formerly a professor at Indiana University m Pennsylvaria, now diector of the Center for
the Study of Economics in Columbia, Maryland.
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Table 1
Two-Rate Pennsylvania Cities as of 1995
. Removed
One-
Two-Rate Since Date 209 T2 ”m Rae °ofTax FromBuld o o
Rate % o o % onLand ings
o o . )
in $000's
Ahcuippa Schools 93 163 11 44 833 2115 13,37
Ahbquippa '88 79 07 23 759 1,001 13,37
Clairton '89 100 21 37 337 300 9,636
Coatesvlle '91 52 25 30 339 70 11,038
Connellsville '92 113 17 30 301 334 9,229
DuBais'91 51 13 19 439 31 8,286
Duquesne '85 80 38 46 340 134 8845
Hamsburg 75 32 11 14 360 2533 52376
Lock Haven '91 31 10 17 618 117 9.230
McKeesport '80 100 19 36 390 865 26016
New Castle '82 87 22 34 466 1,192 28334
Ol Gty '89 B85 27 38 425 478 11,949
Pittsburgh 13+ 184 32 61 374 73,739 369379
Scranton '13+ 66 12 26 639 3997 81,805
Titswlle '90 613 13 20 329 308 6434
Washngton '85 177 18 48 T04 1495 15,791

Total amount of taxes removed from buildings: $88,767,010

* One-Rate refers to the tax rate if there were no rate differentiation between land and buildings and
the tax yield was unchanged. Seranton and Pittsburgh had a land tax to building tax ratio of 2 to 1
from 1913 until 1979 when both expanded land tax rates beyond that ratio. Please note: PA property
tax rates are expressed in mills, ie. Aliquippa: 16.3%6 = 163 mlls. Source: Center for the Study of
Economics, 2000 Century Plaza, Suite 238, Cohumbia, MD, 21044

In 1993, legsslation sponsored by state representative Sue Laughlin extended the
two-rate option to school districts of the third class that had coterminous bounda-
nes with third dlass aties. Only eight school distnicts met this qualification, but it
was a beginnino. Currently, HB 2093, sponsored by Representative Ronald Bux-
ton, would extend the two-rate tax option to mclude all school districts.

In addition to this school district bill there are six other bills i the Pennsylvania
State Legislature that would further extend the two-rate tax option. Twin bills in
both the House and Senate would give the two-rate tax policy choice to the nearly
1000 boroughs of the state. Their total population is two and a half mullion.

Bills, which are part of Representative Joseph Gladeck's enterprise package, ex-
tend the option to first and second-class townships and aties of the first class
(which applies only to Philadelphia). His "Tax Free Development Zone Act" (HB
1256) recommends that municipalities wishing to desionate an area as a tax free
zone use the split-rate tax as well
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Among the cities that have gone to the two-rate system there is a consider-
able spread between the taxes on the value of land and those on the value of
buildings. For instance, the small city of Aliquippa, which led the way towards
the two-rate option for school districts, taxes land 16 times more heavily than
buildings. Pittsburgh's tax rate on land is nearly six times the rate of buildings;
the Titusville ratio is nearly 9 to 1, while Harrisburg's ratio that has been 3 to 1
will soon change to 4 to 1.

Table 2
Land to Building Tax Ratios in Pennsylvania
Cities Using The Two-Rate Tax
Land-to-Buildings
Cities Tax Ratio (1996)

Pittsbursh 561t01
Scranton 390t01
Harmisburg 400t01
McKeesport 400t01
New Castle 1.75t01
Washinston 435t01
Duquesne 56lto1l
Aliquippa 1620to 1
Clairton 476t01
Ol Gity 123101
Titusville 868101

Souuce: Center for the Study of Economics,
2000 Century Plaza, Suite 238, Columbia, MD 21044

Some Data on Consequences

Letus now consder how tius has worked m Pittsburch and Hamsbao m partiaiar: Pittsbursh has
the lonoest history of this approach dating back t0 1913, This aity has extended its Jand vale tax since
that tme so that now land valnes are taxed s times more heavily than are bulding vahes. Pittsbuush
has a more compact development pattem than many ates, with the bio buildines concentrated m
the downtown area, not sprawwied across the land, as 1s the case n so many aties where land speaila-
tion forces "leapfiog’” development Pittsbursh was Tighliohted in a Fortne magazine story
(8/8/83) entified "Higher Taxes that Promote Development” Research condicted by Fortune's
rea] estate editor on the first four aties to go to the two-ate system mdependently venfied that this
approach does mdeed encorage economic regeneration mn the trban centers.

A recent study (Table 3) by University of Maryland economusts, Wallace Oates and
Robert Schwwab, compared average anmial building pemmit values n Pittsbuugh and 14 other
eastemn afies dunng the decade before and the decade atter Pittsburch greatly expanded its
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two-rate tax. Pittsburch had a 70.4%6 mcrease m bulding pemmts while the 15 aty average
decteased by 14:4%b of bullding pemmits issued. These findinos about Pittsburoh's far supe-
nor showing are especially remarkable when it is recalled that this dity's traditional basic indus-
try - steel - was underpome a severe cnss throughout the latter decade.

Research based on bulding permits issued in the three-year period before and after the
mmplementation of the two-rate tax policy in Pennsylvania cities consistently shows signifi-
cant mereases m building permuts issued atter the policy was put in place.

Table 3
Average Annual Value of Building Permits
(Thousands of Constant 1982 Dollars)
City 196079  1980-89 % Change
Pittsbursh 181,734 309,727 +704
Akron 134,026 87,907 -344
Allentown 48,124 28,801 402
Buffalo 93,749 82,930 -115
Canton 40,235 24,251 -39.7
Cincinnati 318,248 231,561 272
Cleveland 329,511 224 587 -31.8
Cohumbus 456, 580 527,026 +154
Dayton 107,798 92,249 -144
Detroit 368, 894 277,783 247
Ene 48,353 22,761 -529
Rochester 118,726 82,411 -30.6
Syracuse 94, 503 53,673 432
Toledo 138,384 93,495 -324
Youngstown 33,688 11,120 -67.0
15-City Average 167,503 143,352 144

Source: "Urban Land Tasation for the Econormic Rejuvenation of Center Cities: The Pittsburgh Experience” by
professors Wallace Oates and Robert Schwwab of the University of Maryiand, 1992, available from Center for the
Study of Econorrics, 2000 CentiryPlaza, Suite 238, Columbia, MD 21044

Pennsylvania 1s a pioneer leading the way and this is being ncreasingly acknowi-
edged. A Wall Street Journal article (3/12/85) was entitled "It's the Land Tax, by
George, That Sets Pennsylvania Apart. (The reference is to Henry George who
drew great public attention to these possibilities a long time ago.)

Recently the headline of an article in The Washinoton Post (9/24/95) simply stated
"D.C. Should Leam From Pittsburgh" Stories in the Philadelphia Inquurer (6/5/95) and the
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Philadelphia Weekly (7/19/95) uwged the adoption of land value tax policy. The Herald Mail
announced (10/8/95) "Hagerstown Coundal to Consider Split Tax Rate." This is a just a
small sampling of the rapid mcrease m media attention to this policy.

To tum now to Harrisburg, which was once considered one of the most dis-
tressed aties in the nation. Harmsburg since 1982 has sustamed an economic resur-
gence that has gamered national acclaim. It twice won the top United States com-
muty honor as All-Amenican City, along with the top state recognition from the
state Chamber of Business and Industry as Outstanding Community i Pennsyl-
vania, all because of Harrisburg's development initiatives and progress.

Harnisburg taxes land values three times more than building values. This city's
glossy promotional magazine points to its 2/3 lower property tax millage on im-
provements than on land as one reason why businesses should locate there.

Mayor Stephen Reed of Harnsburg sent the following letter to Patnck
Toomey, businessman, civic activist, and member of the Home Rule Commussion

of Allentown (10/5/94):

The City of Hamsburg continues in the view that a land value taxation system,
which places a nmuich hisher tax rate on land than on improvements, is an impor-
tant incentive for the hichest and best use of land m already developed commun-
ties, such as cities.

In our central business district, for example, our two-tiered tax rate policy has
specifically encouraged vertical development, meanmg hichrise construction, as
opposed to lowrise or honzontal development that seems to permeate suburban
comumuties and which utiizes much more land than 1s necessary.

With over 90% of the property owners m the City of Hamisburg, the two-tiered
tax rate system actually saves money over what would otherwise be a single tax sys-
tem that is carrently m use m nearly all mucipalities n Pennsylvama. We therefore
continue to regard the two-tiered tax rate system as an important ngrecient in our
overall economic development activities.

I should note that the City of Hamisburg was considered the second most distressed
m the United States twelve years ago under the Federal distress critenia. Sice then, over
$1.2 bilion n new investment has ocaured here, reversing neardy three decades of very
serious previous decline. None of this happened by acadent and a vanety of economic
development mitiatives and policies were created and utilized.

The two-rate systemn has been and continues to be one of the key local policies
that have been factored mnto this mitial economic success here.
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Here are a few of the improvements mentioned in the Harnsburg promotional
literature:2

¢  The number of vacant structures, over 4200 in 1982, is today less than 500.

e With a resident population of 53,000, today there are 4,700 more city resi-
dents employed than n 1982.

®  The crime rate has dropped 22.5% since 1981.

®  The fire rate has dropped 51% since 1982.

These results are especially noteworthy when one considers the fact that
41% of the land and buildings of Harrisburg cannot be taxed by the city
because the state or non-profit bodies own it.

Maryland and Beyond

Now on to the state of Maryland, which has had some very interesting recent de-
velopments. The Govemor vetoed enabling legislation for the two-rate policy in
Apal 1994. Immediately followmng the veto the Henry George Foundation of
America, based in Columbia, began to research the history of the property tax in
Maryland. The HGFA suspected the existence of an earlier law permitting munici-
palities the two-rate tax option.

Atter weeks of law library research HGFA found a 1916 law in the 1994 An-

notated Code of Maryland that had gone through several permutations. This indi-
cated that Maryland municipalities could go to the two-rate system.
The Attomey General of the state of Maryland was asked for an opinion and after
researching the statutes, on January 25, 1995 issued Option #95-002 which con-
firmed the authonty of muumcipalities (with the exception of Baltimore) to set dif-
terential property tax rates.

The small town of North Beach will probably go to the two-rate system next
Apal and Hyattsville may soon follow. Mayor Steven Sager of Hagerstown, which
has only 35%0 home ownership, is urgine lis city council to move in this direction.

Joshua Vincent of the HGFA reports that the buildings to land ratios mn Mary-
land are "more professional, less politicized. There is no distortion of residential
assessments such as that existing n Pennsylvamia. As a result, upper and upper-
muddle class homeowners pay their fair share but the poor and the working class
get a real break"

No doubt Pennsylvaia could be leaming more about accurate assessment
practices from Maryland while Maryland 1s learning how best to implement the
two-rate tax system based on Pennsylvania's successtul experiences so far. But in-
terest is being shown in other states and cities as well



208 The Earth Belongs to Everyone

Last February assessments expert Ted Gwartney, Walter Rybeck of the Center
for Public Dialog, and this paper's author were asked by West Virginia Delegate,
Bruce Petersen, to speak to the State House of Delegates about Pennsylvania's land
value tax. Delegate Petersen is wnting enabling legislation for land value taxation
tor West Virgmia.

The mayors of Wheeling and Cincinnati have stated that they would like to
move their Jocal public finance in this direction.

Detailed studies on the eftects of the two-rate policy have been conducted for
Washington, DC, St. Louis, Missouri, and the state of Washington. There are
groups actively supporting this policy n these places as well as i nearly every state
n the United States and numerous other countries as well

The City of Amsterdam in New York has recently received permission to im-
plement the two-rate tax policy and will serve as a pilot project for that state.

The Art of Tax Improvement

While much has been leamed about the successful use of land value based local
public finance n Pennsylvania, mustakes have been made. For mstance, the City of
Uniontown reverted back to the flat rate system after an mnitial expenience with the
two-rate approach. What happened in Uniontownr Here the two-rate shift was
combined with an overall tax increase the same year. A handful of irate community
residents equated the two-rate policy with the tax increase and had it rescanded.

There is a lesson here in the "art of tax improvement." It is necessary to move
to the two-rate system wiile mantaning a revenue neutral tax base, at least mitially.
Another key 1s to move gradually. One generally accepted guideline is to shift no
more than 20% of the taxes off of buldings and onto land each year for a peniod
of five years, or 10% each year for a period of ten years, in order to fully shift all
taxes off buildines and onto land values.

Such a gradual transition, combined with community education, allows the
citizenry to make the adjustments required, particularly to onent away from expec-
tations of speculative gain mn real estate land price escalation and towards mvest-
ment in the development of atfordable housing and business activities. Obviously
as buildings are taxed less their value mught nse, while the value of the more heavily
taxed land should fall. While more research of these types of effects is needed it
would appear from the long continuation of this tax policy in areas that have tred it
that it meets with voter approval

The Need For The Public To Be Informed

With the many positive results of this policy in Pennsylvama, why have only 15
cities implemented it, when 50 aties could do sor Why is the mam thrust and pub-
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lic discussion focused there as elsewhere on reduang reliance on property taxes
and giving local municipalities options to levy sales and income taxes?

The truth is that the word has just simply not gotten out. The success so far
has come from the persistent efforts of just a handful of devoted actvists who
have educated aty counal members and urged them to adopt this policy.

But the majonty of state legislators, public officials, community leaders, and the
public at large remain for the most part in the dark. This does appear to be gradu-
ally changing in the legislature though because of the several current land value tax
bills already mentioned. Both the Pennsylvania League of Cities and Municipalities
and the State Association of Boroughs have professional lobbyists following these
bills.

Unfortunately at this time, few economics or govemment professors at the
university level mtroduce their students to this policy. Indeed this macroeconomics
approach has been taught not by mainstream academic mstitutions but for the
most part by the devoted teachers who volunteer their time at the Henry George
School of Soaal Science, headquartered mn New York with branches in Philadel-
phia, Chicago, San Francisco, Los Angeles, and Santo Domingo, and by the im-
portant work of the Robert Schalkenbach Foundation, also in New York

There is a great need for institutions like the Jerome Levy Economist Institute
to come to the fore of enlichtened economic education and to teach their students
about public finance policies that further free market mcentives while at the same
time narrowing the gap between the nich and the poor.

I feel a great deal of apprecation for the Jerome Levy Economics Institute for
sponsorng this "Land, Wealth, and Poverty" conference and I thank you very
much for the opportunity to present this mformation to you today.
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1 David Kotz, "How Many Billionaires Are Enough?"' New York Times, 19 October, 1986.
2 "Harrisburg - An Economic Profile” available at the City Govemment Center, 10 N. Second Street,
Harisburg, PA 17101-1678, Tel 717-255-3040.



