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Abstract 

Using municipality-level panel data, the study tests 
the theory of land value taxation. It offers the first 
evidence that raising the tax rate on land while 
lowering the tax rate on buildings leads to an 
increase in land value per acre. Further, this impact 
differs between residential land and commercial and 
industrial land. Residential land appears to be more 
responsive to changes in the tax differential than 
commercial and industrial land. 

 Differential Effects of Two-Rate Property Taxation: 
            New Evidence from Pennsylvania Research Funded by The  

Lincoln Institute of Land Policy             Zhou Yang, Department of Economics & Legal Studies, SBUS 

Background 

Results Summary 

Conclusion 

Motivation and Purpose 

 

            

 Important theory never tested 
o Two-rate property taxation results in rising 

land value 
 

 Purpose of this research 
o Test the theory using a rich dataset 
o Offer the first evidence regarding the 

impacts of two-rate property taxation on 
land value 

o Explore differential effects across various 
types of land use 
 

 Two-rate property taxation 
o Taxing land at a higher rate than 

improvements 
o Land value taxation in practice 

 

 Property taxation in Pennsylvania 
o The only state with two-rate property 

taxation in 1913 
o Implemented primarily at the municipality 

level  
 

Figure 1: Two-Rate Cities in Pennsylvania 
 
 
 
 
 
 
 
 
 
 
 

 
   

Research Methods and Data 

 Effects of two-rate property taxation on 
land value by land use type 
 

 
 
 
 
 

 

Notes: the table summarizes the result for the two-rate 
property tax variable (coefficient estimates are reported 
with robust standard errors in parentheses). Estimates of 
coefficients on other variables are not reported in the 
summary table.  

 Increased land value per acre 
associated with two-rate property 
taxation 
 

 Larger impacts on residential land than 
on commercial and industrial land 

 

 Robustness check 
o Results staying robust  
 

 The paper provides the first evidence 
supporting the theoretical prediction.  
o Two-rate property taxation leads to an 

increase in land value. 
 

 The results indicate that the impacts differ 
across types of land use. 
o Residential land responds more to changes 

in the tax differential. 
o Findings reflect the relative elasticity of 

demand for residential land. 
 

 The study opens up new avenues for 
further research. 
o Impacts depend on land development. 
 

Variable All Types  Residential  Commercial& 

Industrial  

Two-rate tax 

differential  

0.4589* 1.0830** 0.1893*** 

(0.2408) (0.4299) (0.0671) 

 Estimate a dynamic panel data model: 
𝑉𝑖𝑡 = 𝜌𝑉𝑖𝑡−1 + 𝛿𝜏𝑖𝑡

𝐿 + 𝜽𝑇𝑅𝑖𝑡 + 𝜑′𝐶𝑖𝑡 + 𝜇𝑖 + 𝑌𝑡 + 𝜀𝑖𝑡 
 

o Key coefficient  
     𝜽: capturing the impacts of two-rate       
     property taxation (𝑇𝑅𝑖𝑡) on land value (𝑉𝑖𝑡 ) 

 

 Investigate differential impacts 
 

o Three outcome measures  
 

    – Total taxable land value per acre 
 

    – Taxable residential land value per acre 
 
 

    – Taxable commercial/industrial land value  
             per acre 

o Arellano-Bover/Blundell-Bond estimator 
 

 Data 
o Land assessment data from county 

assessment offices in Pennsylvania 
o Property data  from Zillow 
o Tax data from local tax collection 

agencies 
o GIS data 
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