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You Get What 
You Tax For
By: Charles Marohn

It was in Alberobello, a small town in southern 
Italy, that I first learned about the Trulli. They 
are medieval homes erected without the use 
of mortar, a unique construction approach 
used to avoid taxes. When officials from 
Naples were on their way to extract the 
kingdom’s share of wealth, inhabitants of the 
Trulli would simply disassemble their homes. 
No home, no tax. When the tax collectors 
moved on, the house was reassembled, and 

life resumed.

I have a model 
Trulli on my 
desk, a humble 
reminder that 
humans—including 
myself—respond 
to incentives, often 
in ways that are 
unintended.

The Mansard roof is another example. In 
France, property owners were taxed based on 
the number of floors below the roofline. By 
putting two slopes into the roof and adding 
some dormers, the Mansard roof allows a 
building owner to have a tax-free floor. Paris is 
filled with them.
American cities are also shaped by the 
taxing approach we have chosen to use. 

Most cities have a property tax, which is a 
tax on the value of land plus the value of the 
improvements that have been made on that 
land. During suburbanization, governments 
favored property taxes because they put 
most of the tax burden on newly-developed 
properties. Cities that grew horizontally 
collected a lot of taxes very quickly.

As the post-war development pattern 
matured, as shopping malls and big box 
stores began to appear, the sales tax grew 
in popularity. For the lucky city that could 
capture a regional retail hub, a sales tax 
shifted more of the burden to outsiders. The 
sales tax is also popular because it raises lots 
of revenue in ways generally imperceptible to 
the payer.

“There are many causes of 
the stress our communities 
are experiencing, but a major 
factor—and one we can 
address—is the incentives 
that come with our current 
approaches to local taxation.”
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And property taxes encourage idleness. 
Buying a vacant lot or a decrepit building in 
an otherwise improving area, then waiting 
for other properties to improve, all while 
paying low taxes, is an easy way to have 
large investment gains with minimal risk. The 
investor who refuses to improve but also 
refuses to sell their property is a common 
frustration within neighborhoods. It’s a direct 
byproduct of the property tax.

The distortions of the sales tax are in some 
ways subtler, but equally pernicious. There 
is a winner-take-all aspect to the sales tax, 
where the only city that can capture the big 
retailers get the tax. This is true even though 
a collection of smaller retailers often produces 
more revenue. Cities that don’t play the 
incentive game and don’t give the retailers 
subsidies lose out to ones that do, ultimately 
making a loser out of every local government.

Cities that are funded disproportionately 
by the sales tax have an incentive to pursue 
regional-scale retail, but a disincentive to 
accommodate residents, especially those 
who are high-cost or have limited value as 
consumers. Put another way: the optimal sales 
tax city would have the regional mall, the big 
box stores, and the auto dealerships, but no 
residents. All the people who shop there and 
pay the tax would actually live someplace else.

Cities continue to mature, and the tax systems 
they are allowed to use need to be updated 
to reflect an evolving set of challenges. 
Today’s cities are burdened with maintenance 
expenses from prior investments; they have 
too much infrastructure and do not make very 
good use of it. The number of neighborhoods 
trapped in decline is growing. And in those 
neighborhoods that do receive private 
investment, it tends to cause displacement 
of the residents who have lived there the 
longest. It’s an all-or-nothing bargain; the 
trickle or the fire hose.

There are many causes of the stress our 
communities are experiencing, but a major 
factor—and one we can address—is the 
incentives that come with our current 
approaches to local taxation.

The property tax punishes modest 
improvements and rewards steady decline. 
People who take steps to add value to their 
property pay more taxes, while those who 
allow their property to diminish in value 
pay less. The property tax makes slumlords 
possible, allowing them to buy distressed 
properties and ride the cash flow down a 
slope of decline, paying minimal taxes the 
entire way. 
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If a landlord fixes their leaky roof, a 
homeowner adds an accessory apartment, or 
a shop owner expands their building, they are 
not punished with more taxes.

Enacting a land tax shifts the burden from 
financially-productive properties to vacant 
and under-utilized properties. From the 
community’s standpoint, this realignment 
makes a lot of sense. The street in front of 
the vacant lot, the pipe that leads to the 
neighbor’s house, the sidewalk, the fire-
fighters, the police force… they all must be 
there whether someone builds on the property 
or leaves it vacant. Why increase taxes on 
those investing in the community while giving 
absentee landowners and slumlords a free 
ride?

There are a lot of reasons for cities to switch 
to a land tax, but few are allowed to make that 
change. Only a handful of state governments 
have given cities the authority to make this 
choice. Even though such a reform would 
lower local taxes for most families and 
businesses, it would raise them on some major 
retailers, developers and land speculators, all 
of which are influential constituencies.

States that want their municipalities to grow 
into strong towns should give them the choice 
to switch to a land tax. Cities given that 
option should use it. This is a key reform for 
building stronger, healthier, more prosperous 
communities.

What is needed most today is an approach 
to taxation that allows cities to grow 
financially strong and resilient when property 
owners invest incrementally in their own 
neighborhoods. 

We need a taxing system that rewards 
neighborhood investments, discourages 
idleness, and closely aligns private gain with 
the public good. And a modern approach 
to taxation must encourage increasingly 
productive use of all the existing infrastructure, 
parks, and amenities local governments 
struggle to maintain.

Fortunately, there is such an approach. It’s 
called the land tax.

What is Land Value Tax? 
A land value tax is like a property tax, but 
where a property tax is based on the value of 
the land plus the value of the improvements, 
the land tax considers only the value of the 
land. The most consequential impact of this is 
that someone who improves their property will 
not automatically have a tax increase. 

“We need a taxing system 
that rewards neighborhood 
investments, discourages 
idleness, and closely aligns 
private gain with the public 
good.” 
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What’s With That 
Empty Lot in the Heart 
of the City? 
By: Daniel Herriges

You’ve seen them. Maybe in Denver. Or 
Austin. Or Seattle. Or Nashville. Right in the 
centers of some of America’s most booming 
cities. Everywhere you look it’s steel and 
glass and construction cranes, and then you 
turn a corner and find yourself looking at a 
familiar vacant lot that’s been that way for a 
decade or more. Or, more often, a sparsely 
used, potholed parking lot with a forlorn-
looking automated pay station, surrounded by 
gleaming high-rises.

Maybe you’ve wondered, “Why hasn’t anyone 
developed this yet?”

Housing prices in these cities, as in much of 
urban America, soared over the course of the 
2010s. Maybe you’ve thought to yourself, “If 
we have a housing crisis and there’s all this talk 
about how we need to build more, how come 
we have all this land sitting right here that 
could be providing homes for people?”

The surprising truth is that sitting on a piece of 
land like this can be immensely profitable. The 
owners may be in no hurry to develop or sell. 
And a key reason for that has to do with the 
backwards incentives created by the way we 
tax property in almost every city in America.

Taxing Building Improvements 
is a Gift to Speculators
A parking lot in a bustling downtown is the 
classic example of a property where nearly all 
of the value is in the land itself, not the asphalt 
on top of it. In a rising market, you can hold 
onto the land and watch its value go steadily 
up (thanks to all the things your neighbors are 
doing to make the place more productive and 
successful). You can collect enough in parking 
fees to cover the taxes, and cash out when 
you’re ready to cash out. Your property tax bill 
will be relatively low, because it’s based on 
the sum of land value and improvements. The 
land may be in a central, prized location, but 
the “improvements” on the property (that’s 
tax-assessor speak for any sort of structure 
built on the land) are worth next to zero.
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It’s possible to take an aerial photo 
of downtown Austin, Texas, or any 
big US city, and trace the outlines 
of surface parking lots (Figure 3).

Let’s be clear that we can’t make 
assumptions about the situation, 
or the motivations of the owner, of 
any specific lot, including the one 
profiled earlier. These lots exist 
for a wide variety of reasons—it’s 
not all land speculation. Some 
serve adjacent buildings. Some are 
publicly owned. Some may even 
be in the planning or approval 
process for development that has 
not yet broken ground.

But the overall imprint of surface 
parking looms large in the 1.8 
square miles of the booming 
downtown of one of America’s 
most booming cities. And 
one reason is that even where 
land values are high, under a 
conventional property tax regime, 
extremely unproductive uses of 
that land can be profitable. 

Figure 1 shows 
a parking lot in 
downtown Austin, 
Texas, a block away 
from iconic 6th 
Street. 

Across the street 
(Figure 2) from that 
parking lot is a 
mixed-use building 
that contains 24 
rehabbed lofts, a 
Gold’s Gym, and a 
parking garage. The 
land is worth about 

85% more, but because of taxes on the improvements, 
the owner pays closer to 4 times as much tax.

The apartments and the gym of course generate rental 
income for the building owner, presumably enough 
to cover the higher tax bill, or this building would not 
have been developed. But when you factor in the risk, 
uncertainty, hassle, and expense of development, not 
every owner of something like that parking lot across 
the street is going to jump at the opportunity.

The result of this logic when you extend it to dozens or 
hundreds of properties is that land goes under-utilized, 
even in extremely valuable locations like downtown 
Austin—the fastest-growing large city in America. This 
kind of land speculation creates additional scarcity 
downtown, and pushes more new development to the 
outskirts of the city, where it incurs more infrastructure 
costs, more miles of driving on the part of individuals, 
and more gobbling up of farmland for suburban 
expansion.
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This doesn’t have to mean raising taxes 
overall. Rather, cities can redistribute the 
burden of property taxes by either taxing only 
the land, or taxing the land at a much higher 
percentage rate than the improvements. The 
latter is called a split-rate property tax.

This way, those who wish to build or renovate 
something on their property will face no tax 
penalty for doing so. And those who wish to 
hold onto a vacant lot or use it for something 
low-value like parking—in effect freeloading 
off of the location value created by the 
productive uses to which their neighbors have 
put nearby land—will face a much higher tax 
burden.

Austin residents could benefit from the 
development of many of those parking lots for 
more homes, more businesses, and more tax 
base to support Austin city services. But the 
owners of the lots, who pay virtually no tax on 
the improvements, may be more than happy 
to sit on them.

(As an aside: note that parking garages, which 
are a much more efficient use of land, are 
not shaded in this map. The issue here isn’t 
the parking itself—a busy downtown does 
requires that. The issue is land owners opting 
for a low-value use of land they don’t want to 
develop, but also don’t want to sell—and in 
a downtown setting, the easiest such use is 
usually a parking lot.)

Taxing Land, Not 
Improvements, Leads to More 
Productive Uses
In an expensive, growing city, land is the one 
thing they’re not making more of. There are 
many good reasons to want centrally-located 
land to be used to its full potential. One way 
to achieve this is to make it more costly to 
hold onto land in a high-value location and 
leave it underdeveloped.
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The experience of cities with land value 
taxation is that for most homeowners, taxes 
actually go down. And land value itself is likely 
to go down, because speculation artificially 
restricts the amount of land available in the 
places people want to be—like bustling 
downtown Austin—and makes it scarcer 
and more expensive, while pushing some 
development out to suburban locations.

A land value tax, on the other hand, is 
designed to help ensure that we get bang 
for our buck out of places that are already 
prospering and already have the infrastructure 
to support growth.

There is evidence that a split-rate tax has that 
effect of discouraging central-city vacancy. 
In 1979, the city of Pittsburgh, PA raised the 
tax rate on land to about five times the tax 
rate on structures. A study in 1997 compared 
Pittsburgh to 14 other Rust Belt cities, and 
found that the total annual value of building 
permits in Pittsburgh increased by 70.4% in 
the 1980s, while the comparison group had 
a 14% decrease in the annual value. There 
are other variables, but the tax code is a 
surprisingly key one.

But Won’t We Price Granny Out 
of Her Home? 
It’s worth answering a common objection: 
wouldn’t this unleash rapacious developers 
upon homeowners? Who is to say that 
someone who’s lived in their house for 
decades won’t suddenly find their tax bill 
skyrocketing as the land is assessed to be 
more valuable put to a denser, more intense 
use?

The short answer is no. Cities will still have 
the ability to use the zoning process to 
determine the range of uses appropriate for a 
site. If anything, that process becomes more 
important when land is taxed more heavily 
than buildings, since zoning has a dramatic 
effect on land value, often dictating the most 
profitable legal use of that land.

If the zoning code says a lot can only hold a 
small building, then the land will be priced 
and valued accordingly. Declaring that land 
currently occupied by single-family homes 
should be suitable for 5-story buildings is still 
something that has to go through the same 
political process it does now.
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Non-Glamorous Gains: 
The Pennsylvania Land 
Tax Experiment
By: Joshua Vincent

The situation was dire. Many cities fell into 
state control. During this period, Clairton, 
Aliquippa, and New Castle adopted a land 
value tax (LVT) at the recommendation of the 
State. By 1982, the state capital, Harrisburg, 
was facing bankruptcy. The Mayor looked at 
the papers to sign and said ”No!” Instead, 
Harrisburg took LVT and expanded it.

These moves were a bet that changing 
the property tax system could stem the 
tide of blight and vacancy in Pennsylvania 
cities: specifically, that taxing land at a 
higher rate than buildings would incentivize 
redevelopment and discourage owners from 
sitting on unused land, as Charles Marohn 
outlines in “You Get What You Tax For.”

Did LVT help prevent blight in 
deindustrializing Pennsylvania cities? Let’s take 
a look.

For over a century, Pennsylvania has 
undertaken a quiet experiment. It is one of 
the only U.S. states where cities are allowed 
to tax land at a higher rate than the buildings 
on it. Pittsburgh and Scranton adopted this 
tax system in 1913, and roughly a dozen other 
cities have followed suit since the 1950s. This 
Pennsylvania Experiment has a lot to teach 
us about how taxes shape the behavior of 
property owners.

Most people think of the Keystone State as 
“East” just like New York or Massachusetts. 
Part of it is, but west of the Tuscarora 
Tunnel the traveler finds small towns and 
cities surrounded by miles of Appalachian 
Mountains and a few farms in the open 
lowlands. 

These cities powered the US from the 
beginning of the Civil War until the end 
of World War II.  When the steel industry 
finally collapsed in the mid to late seventies, 
these towns lost people, businesses and 
tax base. As in much of the country, people 
and commerce pulled out, and built anew, 
sometimes only a couple of miles away. 
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The Case for Harrisburg
In 1982, Harrisburg instituted a tax rate on 
land that was four times the rate on buildings. 
By 1994, the mayor, Stephen Reed, wrote 
the following in a letter to Allentown, PA civic 
activists:

With over 90% of the property owners in  
the City of Harrisburg, the two-tiered tax 

rate system actually saves money over what 
would otherwise be a single tax system that 
is currently in use nearly all municipalities in 

Pennsylvania. 

We therefore continue to regard the two-
tiered tax rate system as an important 

ingredient in our overall economic 
development activities. 

I should note that the City of Harrisburg was 
considered the second most distressed in 

the United States twelve years ago under the 
Federal distress criteria. Since then, over $1.2 

billion new investment has occurred here, 
reversing nearly three decades of very serious 

previous decline. None of this happened 
by accident and a variety of economic 

development initiatives and policies were 
created and utilized. The two-rate system has 
been and continues to be one of the key local 
policies that has been factored into this initial 

economic success here.

The number of vacant structures in Harrisburg 
declined from over 4200 in 1982 to under 500 
by 2001.  The downtown—previously a ghost 
town—is alive, even at night. The number 
of businesses on the tax roll has grown from 
1,908 to 8,864.

The Case for Allentown
The city of Allentown adopted LVT in 1996, 
establishing dual tax rates of 5.038% on land 
value and 1.072% on building value. The 
land tax rate is nearly five times greater than 
the building rate. Under a traditional single-
rate property tax, Allentown would levy a tax 
of 1.752% to produce the same amount of 
revenue.

Pennsylvania US Senator Pat Toomey was 
an early private-sector proponent of LVT in 
Allentown. He encourages other cities to 
adopt LVT in order to stabilize the tax base 
and induce investment:

When the people of Allentown voted for the 
land value tax in 1994, nearly 3 out of every 4 
properties saw at least some sort of tax cut. 
Today, many of the properties that did pay 

more have new or better buildings on them, 
stabilizing the tax base to the point where 

we haven’t had a tax increase in five years. In 
that time, the number of building permits in 
Allentown has increased by 32% from before 

we had a land tax.

Allentown’s outcomes are notable by many 
measures.10
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After LVT was adopted by voters in 1996, 
70% of residential parcels saw a tax 
decrease; importantly, in the most at-risk 
neighborhoods (older pre-war housing 
and factory blocks) upwards of 90% of 
homes had their tax liability reduced.  
Local business taxes were frozen by law 
at 1996 levels.  Construction returned to 
the city: the number of taxable building 
permits surged past neighboring 
Bethlehem, market investment returned, 
and capital improvement reappeared in 
city budgets.  Tax burdens on productive 
work and business declined. The losers 
in this trade were absentee owners of 
vacant lots, who had to shoulder much 
more of the burden.

LVT in Small Cities Helps 
Forgotten Citizens
Among the smaller cities that use 

LVT, their goal was to help citizens no 
one would help: the retired and the 
jobless. Said Mayor Sonny Spossey of 
Washington, PA: 

LVT still helps reduce taxes for our most 
vulnerable citizens. We have an aging 
demographic, like the county, region 

and the state. Taxpayers everywhere are 
less able to keep up with taxes, and that 
hurts revenue. LVT helps us mitigate the 
impact both to them and the city. It’s a 

win/win.

The Key: Taxing What Can’t 
Move
The land value tax (LVT) signals a halt to 
the policy of taxing whatever moves. 

Land is something that can’t be shipped to 
the Caymans or Texas. This makes it a unique 
revenue-raising system for government, in 
comparison to other programs that require not 
much more than faith and excitable supplicants. 
Subsidies, abatements, TIFs, and “opportunity 
zones” are inexplicably popular, and results are 
vague and scattershot.

Cities that institute LVT can reduce or remove 
not just most or all of the tax on buildings, but 
a whole menu of local taxes that discourage use 
(and reuse) of land that already has extensive and 
still useful infrastructure. LVT is not temporary, 
does not confer favor for a few, and doesn’t 
disrespect those longtime businesses and citizens 
that always kept the faith (and their capital) in their 
hometown.

Why is LVT different?  LVT extracts its revenue 
from the ground, as opposed to the structures 
sitting on it. Land in cities is made more valuable 
by already existing physical infrastructure, and 
services such as police, parks, and schools.  
Indeed, competition between city and suburb for 
market investment has always placed communities 
with extensive infrastructure at a tax disadvantage. 
Suburbs can skate by with low tax rates because 
of the newness of their infrastructure. Figure 1 
illustrates the range of tax rates in Erie County, PA, 
revealing that urban tax rates (blue) are several 
times those of outlying suburban townships 
(green).11

Figure 1: Total property tax rates in Erie, Pennsylvania and its suburbs.



“What I would like to argue here is that a 
single tax rate system generates… sprawl. A 
land value tax policy instead serves to invite 
and reward vertical development in our cities 
and older communities that save, land, utilizes 
existing infrastructure and creates a sense of 

community and place that commuter oriented 
areas of a sprawl simply do not have.”

LVT is not a panacea for all of the problems of 
Pennsylvania’s cities. Yet almost all LVT cities 
have found that long-term non-glamorous gains 
exist: breathing space and time to figure out 
what’s next.  Tax revenues have stayed stable or 
even increased. Harrisburg’s effective municipal 
tax rate dropped throughout 10 years from 
1990 to 2000.

Buildings use infrastructure; vacant lots do not. 
LVT ramps up the use of existing infrastructure, 
a century-old asset that literally creates value 
from the ground up.

Under LVT, vacant or underused land ceases 
to be a great place to park your money. In 
most LVT cities the percentage of tax revenue 
derived from buildings drops from 75% or 80% 
to 20%. In towns like Millbourne, Clairton, and 
Aliquippa, tax revenue from the community-
generated value of land has gone from 10% or 
20% to 80% or 90%. The message to private 
land bankers is that while land ownership is a 
right in the United States, somebody will have 
to start paying for that privilege.

LVT is indeed no silver bullet, but towns that 
use it and stick with it become fiscally healthier.  
Their citizens grab the chance to create 
their own success with an environment that 
encourages free market activity. It’s both an 
effective tax policy and an ethical way to treat 
citizens.

By not taxing structures and improvements, the 
city does not discourage property owners from 
using their land productively. It opens itself to 
re-growth and reinvestment, which leads to 
lower long-term costs to property owners; by 
the same token a good house or office put up 
20 years ago has its tax liabilities reduced as 
well. This breaks the vicious cycle in which an 
economically stagnating city must raise tax rates 
to maintain services and aging infrastructure.

Because LVT is a local policy, a room full of 
citizens often figures out what LVT means in a 
few minutes. They know how things work, after 
all, under a conventional property tax:

• Q: What happens when you fix your        
     house up? 

•  A: My taxes go up.
•  Q: What happens when the shabby           

 absentee-owned rental property across     
 the street finally falls over or burns down?

•  A: Its tax bill is reduced dramatically.
•  Q: So why does the city overtax work and   

  investment, and reward blight?
•  A: Because that’s the way it’s always been.

Many cities already make a regular practice 
of offering tax subsidies and abatements to 
prospective investors and builders. LVT simply 
extends this across the board to universally 
cover all buildings and improvements, new 
or old. With a simple change in the annual 
property tax ordinance, taxation of structures 
is permanently decreased, and moreover, it 
applies to everyone.  No applications, no forms 
to fill out, and no golf games at the country 
club to get the tax break.

Long-Term, Non-Glamorous 
Gains 
As Harrisburg Mayor Stephen Reed has said: 
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 Rewarding Neglect and 
Punishing Investment in 
Struggling Neighborhoods
By: Daniel Herriges

On day one of a grad-school class I took 
about real-estate development, the instructor 
asked us to play a word-association game. 
“Shout out the first thing that comes to mind 
when you hear ‘developer’.” Among the list 
of words that he began furiously scribbling on 
the white board as they were shouted were 
some unsurprising choices: Greedy. Arrogant. 
Corrupt. Profit. Money. Power. Gentrification.

We were all well acquainted with the cultural 
trope: developers are money-grubbers 
who make a profit at the expense of the 
community, and local governments should, if 
anything, seek to rein in that profit motive, or 
redirect it to the public good by making them 
give something back.

For countless older cities, though, especially 
mid-sized ones in the Rust Belt and Northeast, 
the problem they face isn’t how to get 
developers to do something beneficial for 
the public, but how to get developers to do 
anything at all. The conversation I described 
took place in a city with a strong economy and 
a growing population. In places still suffering 
the hangover of decline, population loss, and 
widespread neglect and abandonment of 
properties, the reality is very different.

Here’s a startling fact I’ve learned about new 
development in many struggling older cities. 
I had to be told this several times, by several 
credible sources, before I really believed it, 
because it just didn’t seem possible... 

There are whole cities where every single 
private development project receives some 
sort of tax abatement or incentive.

All of them. Nothing is viable without it.

And these places aren’t desolate slums. 
They’re often cities that have made a notable 
resurgence from a period of past decline. 
They’re often cities renowned for great 
“bones,” walkable downtowns, gorgeous 
historic architecture. They’re places that 
really could make a dazzling comeback. 
But the rents that people can afford to pay 
aren’t enough to make building new homes 
a profitable endeavor, when you consider the 
expense of doing so—and a big part of that 
expense is property taxes.

And so developers negotiate for tax breaks 
to induce them to skip the suburbs and give 
the city a chance. Is this corporate welfare run 
amok? Not really. To no small extent, it’s an 
object lesson in how something surprising—
the property tax system—contributes to 
locking places into decline.
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There’s York, Pennsylvania. I spoke with a York 
resident who said the same is true there: taxes 
are through the roof, and even committed 
urbanists may now find it a bad investment 
to settle in York proper. Homeowners won’t 
make incremental improvements to their 
property, because the tax burden and market 
conditions mean they will never recoup that 
investment. New development requires a slew 
of tax abatements and subsidies. Nothing that 
is built in the city pencils out based on market 
rate rents alone.

There’s Akron, Ohio, whose planning director, 
Jason Segedy, wrote this eye-opening piece 
about what it actually costs to maintain an 
older house. In many, many cases, the return 
on investment for doing so is negative.

And this is exacerbated by the way we tax 
property in most cities: as a single rate applied 
to both the land and the buildings on it. Fix 
up your house dramatically? Taxes go up. 
Put off maintenance and just deal with drafty 
windows and that one leaky pipe? At least 
your taxes stay low.

You’re rewarded for neglecting your property, 
and punished for improving it.

And for owners or would-be builders of rental 
property, the taxes in one of these high-tax 
older cities can very, very easily be the thing 
that tips a project from the viable into the 
non-viable category.

The Catch-22 of Low Demand 
and High Taxes
Many older cities have been through the 
same vicious cycle. Suburbanization leads to 
population loss. At the same time, the city’s 
infrastructure is aging and requires more 
maintenance than it once did. Hit with the 
double whammy of falling revenues and rising 
expenses, the city does the only thing it can: 
raise property taxes.

The higher taxes act as a disincentive for 
people to live in the city or open business 
there, resulting in a further population drain. 
Joshua Vincent’s piece on land taxation in 
Pennsylvania examines relative tax rates in Erie 
County, Pennsylvania, finding that property 
owners in the city of Erie proper pay close to 
double the taxes that those in many of Erie’s 
suburbs pay.

There’s Bridgeport, Connecticut, the poorest 
city in one of the richest states, where in 2016 
a reassessment caused total property value to 
fall by 14%, and the property tax rate to rise 
abruptly by a jarring 29%, as the New York 
Times describes.

“You’re rewarded for 
neglecting your property, and 

punished for improving it.”
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How Switching to a Land Value 
Tax Can Help
Under a Land Value Tax (LVT), on the 
other hand, the underlying land in our 
neighborhoods would be taxed at a higher 
rate, while the buildings on it would be taxed 
at a low rate or not at all. (If there is a low but 
nonzero rate for buildings, that’s called a split-
rate tax or partial land value tax.)

Seth Zeren is a small-scale developer in 
Providence, Rhode Island, another of those 
high-tax legacy cities increasingly appreciated 
for its historic assets, but that still has large 
areas of poverty and blight. Zeren says:

“Land Value Tax [LVT] is a huge deal for the 
small developer crowd. If you want to make 
incremental improvements to a property, it 
makes that more viable. In regimes like the 
one I’m in, where we don’t have a system 
like that, most projects of any substantial 
scale pursue property tax abatement or 

stabilization. It creates a sort of gap where 
projects have to be so large to develop the 
political will. They have to be able to push 
through the bureaucracy to get the special 

treatment.”

From Flippers to “Milkers”
In a hot market you get one type of 
speculator: the flipper. This is someone who 
seeks to buy property low and sell it higher, 
riding a wave of rising values created by all 
the productive things their neighbors are 
doing. 

In a market mired in decline you get a 
different type: the milker. (Credit for the term 
goes to urban researcher and author Alan 
Mallach.) The milker buys a property cheap 
and doesn’t do basic maintenance. They rent 
it out for whatever they can get—a little more 
than the maintenance is costing them, and 
a little more than low taxes that are charged 
on a building in poor conditions that the tax 
assessor doesn’t deem worth very much. The 
milker, then, can sit on their property and run 
it into the ground. Eventually, they’ll sell or, 
worst case, abandon it.

Don’t get us wrong: this shouldn’t be 
caricatured as deeply villainous behavior. 
While there are some truly egregious 
examples of this kind of “milking” out there, 
there’s also a much larger gray area of 
people who aren’t actively trying to exploit a 
neighborhood’s struggles, but who are simply 
being economically rational. It doesn’t make 
sense to put money into improving a property 
if you will never recoup that investment. Or if 
increased taxes will swallow your investment 
while you’re waiting for the market to turn 
around.
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That would make it possible to lower the 
overall tax burden on residents as the place’s 
financial health improves.

And, importantly, LVT would weaken the 
ability of slumlords and “milkers” to profit 
from a neighborhood’s decline. The tax 
burden would fall more heavily on those 
who sit on vacant or dilapidated properties 
and don’t do anything to improve them. 
Those who are working hard to make their 
neighborhood a better place would get a 
badly-needed break.

Removing much of the tax on building 
improvements would mean that you’re 
no longer punished for investing in your 
neighborhood, but rather incentivized to 
do so, or at least to sell your property to 
someone who will. It would be a game 
changer for places on the cusp of a comeback.

Not a Panacea, But Key to a 
Healthier Economic Ecosystem
Let’s be clear: a land tax isn’t Miracle Gro. But 
it will make the soil a bit more fertile.

If a place like Providence or Bridgeport or 
Erie or Niagara Falls (where, as of this writing, 
mayoral candidate Seth Piccirillo is a strong 
LVT advocate and makes the case for it in this 
video) instituted a split-rate tax tomorrow, they 
would still have the larger problems of vacant 
and blighted property, a lot of infrastructure to 
maintain, and a too-small tax base with which 
to do it.

But by shifting the tax code to incentivize 
property improvement rather than 
deter it, they would lay a crucial piece 
of the groundwork for revitalization of 
neighborhoods, and ultimately for these cities’ 
populations to grow again. 
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If the Land Tax Is Such A 
Good Idea, Why Isn’t It 
Being Implemented?
By: Rick Rybeck

Why is a piece of urban land worth 
something?

The answer is mostly, “Because of what is 
nearby.” The value of land is collectively, 
publicly created. But private landowners 
can appropriate this publicly-created value 
regardless of whether or not they put it to 
productive use.  In other words, they don’t 
have to contribute to the good party going on 
around them.

Speculation inflates land prices near existing 
infrastructure, thereby pushing development 
to cheaper (but more remote and less 
productive) sites. This destroys farmland, 
and it requires the wasteful duplication 
of expensive infrastructure, increasing tax 
burdens.

In the late 1800s, there was a growing 
movement to tax land values, led by the 
economist Henry George, because these 
gains were “unearned” income. Land 
speculators endowed economics departments 
at key universities. Over time, “neo-classical” 
economics developed, under which “land” 
and “natural resources” disappeared as 
separate factors of production. Instead, they 
are lumped together with “capital.”

This too often conceals and obscures 
discussion of the role that unearned income 
from rising land and resource values plays in 
the economy.

This is a major reason the land tax hasn’t 
caught on politically: land is unlike all other 
things you can own, buy, and/or sell, but that 
fact is often poorly understood.

Land speculation, for example, is often 
referred to as “real estate investment.”  But 
“investment” is the creation of something 
new that enhances future production.  Buying 
and selling land creates nothing; it’s what 
you do on the land that creates value. Land 
speculation in itself is just gambling. It is 
betting that the work of the community will 
enhance land values, without contributing to 
that enhancement.
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Reining in Speculation
Strong Towns advocates that local 
communities be given the option of 
taxing land value separately from building 
(“improvement”) value. A land value tax (LVT) 
returns the value of land to the communities 
that created it—and recycles that value to 
fund public needs like infrastructure creation, 
operation and maintenance. The benefits are 
several:

• LVT makes land speculation less profitable 
and reduces the incentive for fringe 
suburban development.

• Shifting the property tax off of building 
values and onto land values can make both 
buildings and land less expensive, thereby 
making housing more affordable while 
fostering business growth and employment.

• Communities that have implemented this 
reform have outperformed comparable 
communities using the traditional property 
tax.

Most things that we’re familiar with are 
produced.  If we tax them, production falls 
and prices rise.  Therefore, many assume that 
if we tax land, its price will rise.  But land taxes 
don’t reduce the amount of land.  Taxing land 
values reduces the benefits of land ownership. 
This reduces land prices.

LVT enjoys broad support among economists. 
Yet few places are implementing it, which 
raises the question: Why hasn’t land value 
taxation been implemented more widely?

Land Taxes Are Widespread... 
Sort Of
In one sense, land value taxation is widely 
practiced. Almost every community has 
a property tax that is levied against the 
combined value of buildings and land.

The problem is that the land tax component of 
a traditional property tax is too small to deter 
land speculation. Although property taxes 
vary from place to place, they are typically 
between 1% and 2% of the property’s total 
value paid annually. If inflation is low, then for 
longtime property owners, this amounts to 
roughly the same cost as if they paid a one-
time sales tax on the property of between 10% 
and 20%. Thus, the property tax applied to 
building values inflates their price by between 
10% and 20%. And the property tax applied 
to land value allows 80% to 90% of publicly-
created land value to accrue as a windfall to 
landowners.

Thus, typical land taxes are too weak to 
discourage land speculation.  And this 
problem is compounded by the negative 
impacts of the property tax applied to 
buildings, which especially in weaker real-
estate markets can make it unprofitable to 
do renovations or even basic maintenance 
on a building. Fortunately, as Joshua Vincent 
wrote earlier in this series, some communities 
(especially in Pennsylvania) have shifted 
property taxes off of buildings and onto land, 
improving their economic performance.
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How About a Universal Tax 
Abatement on Buildings?
If you go to a public hearing and declare, 
“There’s a good tax that could help our 
community,” nobody will hear a word you say 
after that. In most people’s minds, all taxes are 
bad.

Instead, we/you should emphasize how 
harmful it is to tax building values: “We need 
more housing and more jobs. So why do we 
penalize owners with higher taxes when they 
construct, improve or maintain buildings?”

Under the traditional property tax, the 
responsible owner of a well-maintained home 
pays more tax than the owner of an adjacent 
vacant lot or boarded-up building. 

Yet, the cost of maintaining streets, sidewalks 
and utility pipes adjacent to these properties 
is the same. 

“We need more housing and 
more jobs. So why do we 

penalize owners with higher 
taxes when they construct, 

improve or maintain 
buildings?”

The snowplow doesn’t lift its blade as it 
passes the vacant lot. All these properties are 
receiving the same infrastructure benefits. 
Why punish the responsible homeowners 
while rewarding speculators?

An article by Daniel Herriges discussed 
how developers, especially in weak real-
estate markets, often receive a property tax 
“abatement” as an inducement to develop. 
Instead of such abatements being the norm 
for a favored few, why not abatements 
for everybody? A “universal property tax 
abatement” would reduce the tax rate applied 
to all privately-created building values.  This 
should be well-received by almost everybody. 
This would benefit existing homeowners 
and businesses as well as newcomers.  The 
message fits with widespread anti-tax 
sentiment.

Become a Champion for 
Change
Changing the tax system is hard.  As much as 
people hate it, they are familiar with it.  And 
people are nervous about change.  As with 
most things, the devils (and the angels) are in 
the details. Therefore, if you want to push for 
this reform in your community, before going 
public with it, it would be wise to:
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•     Find a public official to be its champion. The Champion can arrange for you to work with the  
local tax department to chart out the details: how assessments and appeals would work, and how 
existing benefits like widespread “homestead” exemptions would be applied.

•     Look into what classes of property and/or which neighborhoods are paying the most 
under the status quo. What about owners of surface parking lots, vacant lots and boarded-up 
buildings?  Are there strategically-located parking lots, vacant lots and/or boarded-up buildings 
that are thwarting economic development? A universal property tax abatement would encourage 
development of such properties in prime locations.

•     How can rates be shifted off of buildings and onto land gradually over a 5-year period?  
This avoids creating windfalls and wipeouts.  After all, speculators are simply playing by the 
rules.  A gradual shift allows those who would be disadvantaged to change their approach to land 
management to take advantage of the new incentives without significant hardship.

•     Be aware that tax departments may oppose this change because it draws attention to 
assessments (which might not be up to par). They won’t admit this. Instead they will claim (falsely) 
that total property assessments can’t be separated into separate components for land and 
buildings. You and your Champion need to be aware of this in advance.

•     Identify state laws that permit or prohibit different rates of taxation applied to buildings 

and land.  In some cases, state laws will need to be changed before this reform can be 
implemented by a city, town or county.  A single jurisdiction could lobby the state legislature for 
permissive legislation, but a coalition of communities would be better.

•     Identify key stakeholders, both groups and individuals. Who are the key public officials 
whose votes will be needed? Who contributes to their campaigns? What constituencies do they 
listen to?

•     Identify potentially supportive organizations and unions that care about homelessness, 
poverty, and affordable housing. Could they become allies for making housing more affordable 
and jobs more plentiful?

•     Understand your opponents. The owners of “prime sites” in our downtowns are relatively 

few.  Often, they don’t even live in the communities where they own land. But they tend to make 
large campaign contributions. Once a tax reform idea becomes public, you can count on them 
to spread rumors and make false claims. Make sure that key constituencies are prepared and 
inoculated against them.

•     Identify members of the media who report on tax issues. Have informal conversations with 
them about this “interesting idea for prosperity, sustainability and equity.” When speculators 
start trashing your proposal, educated reporters might place false claims in their proper context.  
Develop graphics to illustrate your points. (See my article “Financing Infrastructure With Value 
Capture: The Good, The Bad, & The Ugly” for some examples.)

•     Some constituencies could be allies or opponents. To get them on your side, it might be 
helpful to have a consultant who knows how to communicate these ideas to different groups and 
how to use assessment data to model possible results.

Strong Towns members have an opportunity to advocate incremental change that will make 
fundamental improvements in housing affordability, employment, sustainability and equity.
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