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The Takeaway

Texas citizens have been clamoring for tax relief. 
In California, Proposition 13 was supposed to keep 
taxes down by limiting appraisal growth rates. But 
the results have been far from beneficial. Texans can 
learn from the changes California made and what 
ultimately went wrong.

Charles E. Gilliland
June 10, 2016

Beginning in the 1970s, a series of lawsuits 
challenging Texas state public school financing 
produced a system that inexorably links Texas 

property tax policy with school funding issues. Failing 
to generate support for a personal income tax to equal-
ize available resources across school districts, the Texas 
Legislature came to rely on local property taxes to meet 
those needs. This dependence dramatically inflated tax 
burdens for Texas property owners. Effective tax rates 
increased from approximately 1 percent of market value 
in the early 1980s to rates approaching 3 percent in 
some areas of the state. 

In addition to rate increases, administrative reorganiza-
tion created a single appraisal district in each county ex-
cept for Randall and Potter, which share a single district. 
That move necessitated a comprehensive overhaul of the 
entire property tax system. 

Because home values tend to increase more rapidly than 
those of other property types, this new system shifted a 
growing proportion of total property taxes to homeown-
ers. Frequent reappraisals caused sizable increases in 
taxes as rising values coupled with steady or rising tax 
rates increased tax liabilities. 
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To counteract that 
tendency, the legisla-
ture crafted a number 
of measures designed to 
soften rising tax burdens. 
Concentrating the efforts 
on homeowners, various 
measures addressed the 
problem on two fronts. 
First, to ease homeown-
ers’ tax burdens, various 
measures exempt part or 
all of the taxable value of 
qualified homes. Second, 
to cushion homeowners 
from unanticipated tax 
increases, appraised value 
increases were limited to 
10 percent each year for 
qualified homes. Third, so 
called “truth in taxation” 
provisions created a pro-
cess to empower taxpay-
ers to roll back proposed 
tax rate increases by 
taxing units.  

Despite these measures, 
property tax increases 
have propelled Texas 
2014 effective tax rates 
for homeowners to sev-
enth highest in the nation 
according to research 
published by the Govern-
ment of the District of 
Columbia, indicating a 
substantial tax burden for 
Texans compared with 
other states (Table 1). 
Texas sales tax rates in 
Houston were also among 
the highest, ranking 13th 
nationally. 

The report also analyzes 
the overall burden of state 
and local taxes for each 
state based on taxes in 
its largest city (Table 2). 
Houston ranks 44th among 
the 50 states and District 

Table 1. 2014 Residential Property Tax Rates in Largest City in Each State

Rank City State
Nominal  

Rate Per $100
Assessment Level 

(Percent)
Effective Rate 

Per $100
1 Detroit MI 6.88 50.00 3.44
2 Milwaukee WI 3.00* 100.00 3.00
3 Bridgeport CT 4.22 70.00 2.95
4 Indianapolis IN 2.92 100.00 2.92
5 Newark NJ 3.10 93.34 2.74
6 Des Moines IA 4.71 55.73 2.62
7 Houston TX 2.57 100.00 2.57
8 Manchester NH 2.23 101.00 2.27
9 Columbus OH 6.89 31.88 2.20
10 Burlington VT 2.43 88.15 2.14
11 Omaha NE 2.19 96.00 2.10
12 Columbia SC 52.36 4.00 2.09
13 Baltimore MD 2.25 93.00 2.09
14 Memphis TN 7.78 25.00 1.95
15 Portland ME 1.94 100.00 1.94
16 Providence RI 1.93 100.00 1.93
17 Jacksonville FL 1.91 97.30 1.86
18 Atlanta GA 4.54 38.04 1.73
19 Boise ID 1.72 96.54 1.66
20 Billings MT 65.40 2.47 1.62
21 Fargo ND 32.54 4.09 1.59
22 Sioux Falls SD 1.78 85.00 1.51
23 New Orleans LA 14.87 10.00 1.49
24 Minneapolis MN 1.59 92.60 1.47
25 Albuquerque NM 4.25 33.33 1.42
26 Little Rock AR 7.01 20.00 1.40
27 Portland OR 2.06 69.70 1.39
28 Wichita KS 11.74 11.50 1.35
29 Philadelphia PA 1.34 100.00 1.34
30 Wilmington DE 4.20 31.81 1.34
31 Anchorage AK 1.32 100.00 1.32
32 Louisville KY 1.26 100.00 1.26
33 Phoenix AZ 12.65 10.00 1.26
34 Boston MA 1.26 100.00 1.26
35 Oklahoma City OK 11.38 11.00 1.25
36 Los Angeles CA 1.22 100.00 1.22
37 Charlotte NC 1.28 94.18 1.21
38 Kansas City MO 6.12 19.00 1.16
39 Las Vegas NV 3.28 35.00 1.15
40 Virginia Beach VA 0.95 92.90 0.88
41 Salt Lake City UT 1.60 55.00 0.88
42 New York NY 19.11 4.60 0.88
43 Seattle WA 0.95 93.60 0.87
44 WASHINGTON DC 0.85 100.00 0.85
45 Charleston WV 1.37 60.00 0.82
46 Birmingham AL 6.95 10.00 0.70
47 Denver CO 8.70 7.96 0.69
48 Cheyenne WY 7.17 9.50 0.68
49 Chicago IL 6.83 10.00 0.68
50 Honolulu HI 0.35 100.00 0.35
51 Jackson MS 0.18 10.00 0.02

UNWEIGHTED AVERAGE 7.08 56.00 1.56
MEDIAN 2.75 56.00 1.40

NOTE: All rates and percentages in this table are rounded and include state and local property taxes 
levied by multiple taxing authorities as identified by state survey respondents. Effective tax rates listed 
here are net of assessment value and do not reflect any exemptions or credits noted in Table 6, or any 
other property tax credits, deductions, or exemptions offered by the state or locality. 
Sources: Data collected from surveys to State Revenue Department officials, and state websites. 
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of Columbia with 
an overall 6.1 
percent tax burden 
for a family with 
a $50,000 house-
hold income. That 
amounts to less 
than half the bur-
den in the top three 
states: Michigan 
(Detroit), Connect-
icut (Bridgeport) 
and New Jersey 
(Newark). Texas’ 
burden is well be-
low the average of 
8.4 percent and the 
median Utah (Salt 
Lake City) burden 
of 8.2 percent. 

Despite Texas’ rel-
atively low overall 
tax burden, the 
effective rate of 
$2.57 per $100 of 
value indicated in 
Table 1 continues 
to prompt outcries 
from taxpayers for 
further relief. This 
in turn has policy 
makers casting 
about for a mea-
sure that would 
provide significant 
tax relief through 
more restrictive 
caps on appraisal 
increases. Limits 
of 1 percent or 
5 percent have 
routinely surfaced 
in proposals in the 
past. 

Similar pressures 
in California in-
spired the famous 
Proposition 13 
tax measure in the 
late 1970s, which 

Table 2. 2014 Estimated Burdens of Major Taxes for Hypothetical  
Family Earning $50,000 Year

Rank City State

Taxes Burden

Income2 Property Sales3 Auto Amount Percent
1 Detroit MI 2,679 3,316 826 175 6,996 14.0
2 Bridgeport CT 523 4,953 886 393 6,755 13.5
3 Newark NJ 564 4,928 950 135 6,577 13.2
4 Philadelphia PA 3,442 1,329 936 290 5,997 12.0
5 Baltimore MD 1,965 3,008 603 282 5,857 11.7
6 Milwaukee WI 1,051 3,449 794 266 5,559 11.1
7 New York NY 2,157 1,309 1,673 229 5,368 10.7
8 Chicago IL 2,066 1,693 1,046 368 5,173 10.3
9 Kansas City MO 1,532 1,831 1,462 333 5,158 10.3
10 Boston MA 2,017 2,022 822 293 5,153 10.3
11 Columbus OH 1,988 1,839 963 210 5,000 10.0
12 Providence RI 815 2,733 621 761 4,930 9.9
13 Los Angeles CA 201 2,988 1,239 348 4,775 9.5
14 Des Moines IA 1,355 2,278 712 424 4,769 9.5
15 Burlington VT 680 2,876 891 257 4,704 9.4
16 Charlotte NC 1,895 1,373 979 402 4,649 9.3
17 Portland ME 908 2,541 797 382 4,627 9.3
18 Louisville KY 2,068 1,334 851 292 4,546 9.1
19 Atlanta GA 1,897 1,323 1,052 257 4,529 9.1
20 Jackson MS 974 1,785 1,621 145 4,524 9.0
21 Portland OR 2,012 2,202 – 284 4,498 9.0
22 Birmingham AL 1,900 755 1,610 172 4,436 8.9
23 Columbia SC 1,168 1,416 1,387 440 4,412 8.8
24 Indianapolis IN 2,347 966 825 211 4,349 8,7
25 Minneapolis MN 1,346 1,407 1,176 286 4,216 8.4
26 Salt Lake City UT 1,499 1,271 1,031 307 4,109 8.2
27 Little Rock AR 1,267 1,060 1,428 288 4,043 8.1
28 Omaha NE 866 1,939 993 235 4,033 8.1
29 Wichita KS 1,056 1,152 1,330 386 3,925 7.8
30 Phoenix AZ 619 1,718 1,269 288 3,894 7.8
31 Virginia Beach VA 1,467 1,251 628 500 3,846 7.7
32 Charleston WV 1,778 762 887 411 3,839 7.7
33 Memphis TN – 1,891 1,679 654 3,833 7.7
34 Boise ID 1,366 1,096 1,047 213 3,722 7.4
35 Oklahoma City OK 877 1,175 1,413 191 3,655 7.3
36 New Orleans LA 1,075 819 1,618 136 3,648 7.3
37 WASHINGTON DC 1,557 759 946 219 3,481 7.0
38 Denver CO 1,099 1,034 1,121 188 3,442 6.9
39 Wilmington DE 1,531 1,724 – 184 3,439 6.9
40 Albuquerque NM 742 1,776 766 151 3,435 6.9
41 Manchester NH – 2,774 290 288 3,352 6.7
42 Billings MT 1,627 1,186 21 390 3,224 6.4
43 Honolulu HI 1,320 672 837 254 3,083 6.2
44 Houston TX – 1,642 1,164 240 3,046 6.1
45 Las Vegas NV – 1,546 1,157 338 3,041 6.1
46 Seattle WA – 1,445 1,321 274 3,041 6.1
47 Fargo ND 197 1,708 923 159 2,988 6.0
48 Sioux Falls SD – 1,548 923 198 2,669 5.3
49 Jacksonville FL – 1,318 919 223 2,461 4.9
50 Anchorage AK – 1,543 – 377 1,920 3.8
51 Cheyenne WY – 841 597 271 1,708 3.4

AVERAGE 1 $1,416 $1,790 $1,021 $286 $4,205 8.4
MEDIAN 1,361 1,546 957 274 4,109 8.2

1 Based on jurisdictions actually levying tax. 
2 States with dashes do not have an income tax. 
3 States with dashes do not have a sales tax. NH does not have a general sales tax, but some selective sales 

taxes apply to consumption items included. 
Sources: Data collected from surveys to State Revenue Department officials, and state websites. 
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limited annual increases on appraisals to 2 percent so 
long as ownership continued in the same hands. This 
provision led to predictions that assessed values would 
lag market values in areas with rapidly rising prices. 

Decades later, circumstances confirmed that forecast. 
Further, the gap between market values and assessed 
values ensured that assessed values continued to rise 
even when home prices fell in California because the 
actual market value of the homes continued to exceed 
the restricted assessed value. Homeowners, faced with 
a diminished home value, angrily demanded to know 
how their taxable value had risen, only to learn that the 
passage of time had produced unintended consequences 
from Prop 13.  

Further unanticipated consequences of the limits contin-
ued to roil taxpayers. Newer homebuyers began to no-
tice substantially lower taxes applied to 
long-term homeowners, with properties 
of equal market values incurring vastly 
different tax liabilities. This horizontal 
inequality tended to inhibit sales by 
those with longstanding tenure and 
impose higher taxes on newcomers and 
younger homeowners. These conditions 
led a taxpayer to take the matter to the 
U.S. Supreme Court contending that 
such a scheme violated the Equal Pro-
tection Clause of the U.S. Constitution 
(Nordlinger v. Hahn). The Court ruled 
for the assessor, affirming the Prop 13 
limitations. Thus, the unequal treatment 
of homeowners persists in California. 

Proposition 13, combined with legisla-
tion responding to litigation also had a 
negative impact on California’s public 
schools (Serrano v. Priest). 

The Serrano ruling combined 
with Proposition 13 to suppress 
school district revenue growth 
and virtually eliminate local con-
trol over most school funding. 
In the years since, California’s 
investment in education, relative 
to the national average, has de-
clined. In 2005–06, the per-pupil 
expenditure was $614 below 
the national average…(Local 
Revenue for Schools, EdSource, 
2009).

This history suggests that those advocating tax policy 
changes should examine anticipated outcomes before 
adopting particular measures to avoid unintended con-
sequences. A review of economic studies suggests that 
evaluation of alternative tax policies should consider the 
following issues:   

• Will it provide an adequate tax base to support the 
budgeted activity at an acceptable rate? 

• Will the tax inflict a minimal distortion to the sig-
nals guiding economic decision making? 

• Will the tax system be readily understandable?

• Will the tax policy be regarded as “fair?”

See Real Estate Center publication 2037: Property 
Taxes: The Bad, The Good, and the Ugly for a discus-
sion of these criteria. 

Figure 1. Texas Property Tax Levies By Taxing Unit

Source: Texas Comptroller of Public Accounts

Special District LevySpecial District Levy

County LevyCounty Levy

City LevyCity Levy

School LevySchool Levy

50

45

40

35

30

25

20

15

10

5

0
1994  1998  2002  2006  2010 2013

B
ill

io
ns

 o
f D

ol
la

rs

Figure 2. Trends in Texas Tax Levies By Taxing Unit
1994 = 1.0

Source: Real Estate Center Texas A&M University
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Total tax levies by the various taxing entities in Texas 
from 1994 through 2013 are shown in Figure 1. In 2013, 
the $24.85 billion school tax levy represented 54.9 
percent of the total, down from 60.3 percent in 2005. 
Obviously, school taxes compose the major portion of 
property taxes statewide. 

Consider an index of tax levies adjusted for inflation to 
1994 dollars shown in Figure 2. Values greater than 1 
indicate a real increase in tax revenues. At 1.900, school 
tax levies have nearly doubled in real terms since 1994. 
Other units’ levies have more than doubled since that 
time. However, prior to 1994, school levies grew more 
rapidly than the other units. From 1994 through 2005, 
school levies also increased faster than other units. Tax 
relief measures taking hold in 2007 halted that trend. 
Special district levies, fueled in part by the addition of 
numerous groundwater conservation districts after 1997, 
have expanded most rapidly since 2005. However, both 
city and county total levies also expanded rapidly from 
2005 through 2008. From 2009 through 2011, levies did 
not grow for cities, counties, and schools. However, in 
2012, cities, counties, and schools began to expand their 
total levies once more. 

These expanding numbers reflect the combined influ-
ence of local growth and local decisions to provide more 
revenue to the various taxing units. Some, perhaps a 
major share, of the expansion of special district levies 
can be traced to the implementation of statewide water 
policy provisions in response to regional water plan-
ning. Arguably, supporting this planning effort involves 
prudent outlays designed to provide water for future 
generations of Texans. Increasing city and county levies 
reflect individual local governmental decisions to pursue 

activities requiring local public expenditures. These 
locally focused actions presumably address concerns of 
the local citizenry. 

Texans would do well to keep these criteria in mind 
when weighing the merits of proposed policy changes. 
Currently, some citizens argue that the property tax base 
as it is configured does not provide adequate funding at 
a reasonable tax rate. Further restricting tax caps would 
aggravate that situation. A restrictive cap, such as the 
one California has adopted, could foster noticeable and 
growing distortions to the efficient operation of housing 
markets over time. Reducing tax liabilities by capping 
appraisal rates multiplies inconsistencies in the tax 
system as time passes. Finally, although Californians 
have decided that unequal treatment producing substan-
tial variations between homeowners is justified, Texans 
would do well to carefully weigh these long-term effects 
resulting from tightened caps. 

In addition to these factors, imposing the cost of supply-
ing public goods on those enjoying them through higher 
taxes causes taxpayers to weigh cost and benefits before 
supporting spending measures. Reducing tax burdens for 
homeowners, arguably the main beneficiaries of local 
government expenditure, could bias them in favor of 
more spending because they bear a lesser burden than 
they would face without the caps. 

As the debate over high property tax burdens progresses, 
Texans should be cautious to avoid even larger problems 
for the future.  
____________________

Dr. Gilliland (c-gilliland@tamu.edu) is a research economist 
with the Real Estate Center at Texas A&M University.


