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Rethinking Property Tax: Raising Community 
Revenues from Community Values 

Urban areas and other municipalities the world over are rightly considered the engines of society, culture and the 
economy. Towns and cities serve as hubs for commerce, public services and amenities (universities and hospitals, say), 
and other human capital-intensive activities.  Without them, our human world would be nearly entropic. 

The requirement for these conurbations to exist depends on one thing: money. That money arrives from taxes and fees. 
Reaching back to the words of the wise old Frenchman, “plucking the goose” for tax revenue is tricky political and 
economic questions that - at times - are raised to the level of blood sport for both plucker and plucked.   

The Politics: California’s Proposition 13 in the early 1980s resulted from a taxpayers’ “revolt” that essentially froze the 
main source towns’ revenues: the property tax. The generally acknowledged outcome was a quick decline of local 
schools, services, and infrastructure. We have seen these “revolts” elsewhere.  How is it that the act of taxation can 
generate such heat?  

The Economics: When cities exercise their local taxing powers, they usually resort to forms of tax such as the traditional 
property or other levies on work, investment or commerce: wage, sales or business taxes. Each of these options has 
strengths and weaknesses. The greatest weakness, common to all, is that a policy goal other than raising revenues is 
secondary if even considered (a cigarette tax meant to reduce smoking for example).   

What we tax matters 

“The property tax is, economically speaking, a combination of one of the worst taxes—the part that is assessed 
on real estate improvements . . . and one of the best taxes—the tax on land or site value. —William Vickrey 
(1999) Nobelist in Economics” 

If cities wish to create an environment of shared prosperity and stable revenue flow, municipal tax systems in an age of 
ever-increasing labor and capital mobility must themselves become modernized.  A municipal wage tax matters little if 
wage earners move to avoid it. A municipal sales tax falls prey to the “border hopping” effect. A municipal business tax 
becomes an easily avoidable burden to commerce. 

A property tax, as Professor Vickrey tells us, can be problematic but it does not have to be. 

The Old and the New: Land Value Taxation (LVT) 

What is LVT? LVT is an alternative version of the real property tax, used in 20 cities, school districts and counties in the 
United States (mostly Pennsylvania and Hawaii), as well as most municipalities and states in Australia, Denmark, and 
New Zealand.  LVT addresses the corrosive effect of the traditional property tax. In the US and Canada, property tax 
rates generally fall equally upon land values and building values. LVT shifts the more significant share of property tax 
rate from buildings (both a product of private capital and private labor) to the assessed value of land (a public good 
created by public and community investment).  The property tax then becomes a policy with a purpose.  
As most municipal officials know, citizens in business realize that the current property tax punishes good behavior 
(reversing the intent of the cigarette tax mentioned earlier).  When one improves a structure, the tax bill goes up. In 
simple terms, the more investment and work one puts into a building, the higher the tax liability. The underlying 
message is “If you improve your property and your community, we will make you pay.” 

For example, the city of Allentown Pennsylvania has dual tax rates of 5.038% on land values and 1.072% on building 
values. The land mill rate is nearly five times greater than the building rate. Under a standard tax, Allentown would have 
a single rate of 1.752%, collecting the same revenue.  
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Why does this matter? Without LVT, nearly 80% of Allentown's property tax revenue would come from what it needs 
most: regular injections of capital into building construction and maintenance. Jobs grow, and eventually, homeowners 
and tenants come into the city, as the city then becomes more competitive in attracting private capital and people.  

Without LVT, 20% of Allentown's property tax revenue would come from land values. The value created by government 
investment and the desire of the market to take advantage of that investment (roads, sewers, police protection, fire 
protection, and schools), would sit fallow or be pocketed by speculative rather than productive investors. As it stands, 
Allentown now collects 50% of revenue from land.  As a result, tax reduction for most homeowners and built to highest 
and best use commercial parcels has been significant. 

LVT, as practiced in Pennsylvania and elsewhere, addresses several known flaws in the property tax as practiced: 

Taxing land value removes incentives that reward private land banking as a viable business model. As a commodity in 
finite supply, municipalities must get the most "bang for the buck" from land that is liable to taxation. A municipality or 
regional government would be hard-pressed to justify putting in infrastructure a great public expense, and letting the 
taxable land sit fallow sometimes for decades until it “ripens.” 

Taxing land value provides permanent incentives for growth and reinvestment that go beyond temporary and targeted 
tax incentives.  Most municipalities and their parent government have put in place abatement and subsidy programs to 
assist in spurring new development. These programs beg the question: “Why are we abating new construction?” The 
downbeat answer is, of course, to get out from under a bad tax system that makes investment difficult, especially in at-
risk communities. 

Taxing land value ensures that cities recapture value created by the community in the form of taxation. Anti-tax voices 
claim government creates nothing of value. Untrue. Government day in day out establishes land value through 
infrastructure, services, and other amenities. Land values if collected by a municipality create a self-looping revenue 
mechanism that can fund civic services and provide a financing base for future capital improvements.  Nobelist Joseph 
Stiglitz noted this theoretically with his famous “Henry George Theorem.” He noted that land values or “economic rents” 
are more than sufficient to pay for the maintenance of a healthy municipality or indeed a healthy transportation project. 

Taxing land value can serve as a partial or full replacement of other taxes known to be economically corrosive (i.e., sales, 
business, or income tax).  To best help municipalities in competition with other areas lowering the tax burden on work 
and commerce can nudge the city towards the notion of a citywide enterprise zone; a “region unique”  served by an 
“impot unique.” 

The LVT Experience 

The conscious taxation of land values began in earnest in the late 1800s and early 1900s during the ferment of the 
industrial era and the rise of the progressive movement. Communities as diverse as Pittsburgh, Vancouver British 
Columbia, Copenhagen, and Canberra all enacted land value tax in one form or another. 

Canada 
The Canadian West abandoned its LVT system early on; the rates were low and could not prevent speculation in the 
burgeoning port and railroad towns. However, valuations of real estate in British Columbia carefully differentiate 
between land and building values. Proper assessments can lead to LVT in all but name.  A 2014 study of the town of 
Smithers in British Columbia performed by the Center for the Study of Economics confirmed that the values were sound, 
but also that imposition of LVT would have the desired effect of putting pressure on vacant or underused land around 
the highways and railroad stops. 

Pittsburgh 

Pittsburgh introduced LVT in 1911. It proved its worth in two periods. From 1913 to about 1945, it was the primary 
source of revenue for city purposes. After the war, the popularity of local taxes grew as the concept of the “three-legged 
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school” for tax policy came into favor. Dilution of LVT caused by the ascendance of sales, wage and business taxes 
lessened the notable effect.  After the steel crash of the late 1970s, Pittsburgh again turned to LVT and expanded the 
ratio of land tax to building tax to about 8 to 1.  The 1979 expansion demonstrated one of the few reliable metrics for 
judging successful LVT:  taxable building permits. Studies by the Center, a team from the University of Maryland and 
others confirmed that while the rest of the rustbelt sank quickly from economic relevance, Pittsburgh not only stabilized 
but rebounded. 

Sadly, politics and property valuation mixed in 2001. A botched revaluation led to piecemeal land valuations; without 
consistency from one parcel to another, the city suspended LVT. It is cold comfort, but Pittsburgh’s fiscal situation 
remains parlous, and most growth is now subsidized or not taxable (the growth of NGOs such as universities and 
hospitals). 

Canberra 

One of the most successful modern planned cities was the new capital of Australia, Canberra. Designed by Walter Burley 
Griffin, he broached the then-novel concept that the funding mechanism upon which the city relied would be upon site 
values only. Again, this experiment was diluted over the years. Happily, the current Australian Capital Territory’s 
government has seen fit to return to an emphasis on site values for funding the city operations as well as the expansion 
of light rail to its outlying neighborhoods. 

Pennsylvania 

Outside of Pittsburgh, the progress of LVT has been relatively steady since legislative permission was granted to other 
Pennsylvania cities in the 1950s. Currently, the city of Altoona, a formally prosperous railroad center that economically 
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and geographically is in relative isolation enacted LVT in 2001.  With the gradual and year shift away from building taxes, 
Altoona became the first city in the United States to abandon its tax on buildings altogether.  
This shift has been blunted somewhat by the fact that the school district (a separate taxing entity) cannot currently 
enact LVT. The number of vacant lots has dropped, property tax revenue has stabilized, and the vast majority of retired 
or working homeowners have seen substantial tax decreases. 

The city of Harrisburg enacted LVT 1975, as a policy tool to discourage land speculation and to help the city recover from 
the ravages of a disastrous flood resulting from hurricane Agnes.  In that time, the “rate spread” of land tax to building 
tax has expanded to a ratio of 6 to 1.  Former and current municipal leaders credit LVT with creating an environment for 
investment and reinvestment in aging housing and commercial stock. Building permit issuance increased during each 
expansion of the land rate. 

As US mayor of the year 2006 Stephen Reed said: 
"As part of our economic development incentives, the land value tax policy is key, and without it, a significant 
amount of new investment would not have occurred here during recent years," 

Burdened with nonrelated bond obligations that have the city flirting with bankruptcy, Harrisburg has maintained its LVT 
for several good reasons: the downtown sprang back, and homeowners pay modest property taxes, all in the face of 
Harrisburg’s position as seat of Pennsylvania State government. So much land is tax-exempt, the LVT policy serves to 
compel or incentivize the use of that land remains for private use. 

LVT Mechanics: What Do You Do with a Vacant Lot? 
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Currently, LVT efforts are moving out of Pennsylvania and into other stressed communities in the US. In the city of 
Hartford Connecticut, which is one of the poorest cities in the United States and suffering under the burden of the 
highest tax rate in Connecticut, the only development that takes place is heavily subsidized or is not taxable. Like 
Harrisburg, Hartford is the state capital with the tremendous amount of land that does not contribute to municipal 
coffers. 

The downtown, in particular, suffers from 50 years of depopulation and disinvestment. Using a particularly valuable 
vacant parcel (which until 1999 was the site of a large luxury hotel), creates a basic illustration of how LVT works in 
revenue terms and how it works conceptually. The lot itself is currently assessed at US$ 2.5 million. 

Even with such a high valuation, the current tax liability for this parcel is $193,000 annually at a current (non-effective) 
tax rate 7 .429%. If the builder were to place a similar building on that site and did not have a tax subsidy, the tax bill 
would rise to approximately $4.5 million a year. If LVT were implemented, the vacant lot would still pay $1.01 million a 
year. Many municipal officials would agree that that is a fair price to pay for keeping such a valuable property out of use 
(ironically, the surface parking lot can often pay its property tax bill in less than 30 calendar days, the rest is profit). 

Were Hartford to enact full LVT (after a gradual phase-in) and the builder went ahead with the project the annual 
property tax bill would still be $1.01 million annually. The tax difference between the non-LVT and LVT system is striking 
and fiscally significant.  LVT appears to provide an environment for free markets to return to the city. 

The Future of LVT 

Although the theory of LVT is generally regarded as unimpeachable by economists, in the real world changing tax 
systems is often “a long march.”  Various states in the US such as Maryland, New York, Pennsylvania and some others do 
permit LVT. The influence of those who own valuable downtown or underused land cannot be overstated.  
Municipalities understand that tax competition is crucial to their success (see an attached map comparing the city of 
Baltimore property tax rate to surrounding jurisdictions to see why). 
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However, municipalities of all sizes are at a Rubicon. National and subnational aid are withering. Urban areas need tax 
systems that are fit for purpose, reliable and do not distort crucial economic decisions by all sectors of the community. 
The attention paid to LVT is the result of decades of bad choices, faddish economic development theories and above all 
inertia. Any town that wants to grow or maintain itself ought to look at that one revenue source under their feet that 
will never go away: land value. 
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