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ABSTRACT 

 Baltimore City, battling the negative effects of a decaying economy, also 

continues to face a serious problem with its property tax policy.  In light of this ongoing 

issue, this practicum aims to identify the current proposal options, evaluate their potential 

effectiveness and offer a solution.    A framework of basic economic principles, 

characteristics of competitiveness, goals for economic efficiency and examples of other 

U.S. cities was identified in order to assess the current tax reform proposals.  It was 

concluded that the property tax reform proposal that has the most potential in fostering 

economic efficiency in the short-term while managing the competitiveness of Baltimore 

City in the long-term was one that combined a dramatic tax cut with other economic 

principles and characteristics.   
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INTRODUCTION 

 The recent mayoral election in Baltimore City, Maryland provided a stage for the 

city to debate issues and concerns about the competitiveness of Baltimore as a major U.S. 

metropolis.  The impact and need to reform the current property tax procedure within the 

city was a defining issue of the campaign.  All candidates for the office of mayor offered 

proposals to address the property tax problem.  The Sage Policy Group, an economic-

policy consulting firm in Baltimore, also published a report on the city’s tax dilemma to 

inform the mayoral debate.   

 This practicum seeks to evaluate the major proposals of property tax reform in 

Baltimore City that were present during the mayoral election.  It proved useful to develop 

a framework through which to compare and contrast the current reform proposals prior to 

evaluating each one.  The framework has four components; first, is a list of broad 

principles of urban fiscal policy and governance that policymakers should utilize when 

considering the various reform options.  Second, Baltimore City should identify a set of 

competitive characteristics that its fiscal performance could create or enhance for the city.  

Third, the city should commit to a set of fiscal goals that would effectively promote the 

efficiency of the economic base for the city.  Last, is a selection of other U.S. cities that 

could be used a benchmark for the property tax reform efforts in Baltimore City.   

 Cities exist because they have economic bases that allow their residents to enjoy 

and sustain a higher standard of living.  The law of comparative advantage is the driving 

force in the development and success of metropolitan areas within the United States; 

centrally located people and businesses allow for an easier and more cost effective 

exchange of goods.  Throughout history, successful cities have not only capitalized on the 
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economics of comparative advantage and economies of agglomeration, they have also 

provided services to residents that enhanced their livelihood and attracted more people.  

Public education, police protection, fire safety, local government and infrastructure are all 

public amenities that cities provide to help enhance the quality of life for their residents 

and businesses.  The majority of U.S. cities use property taxes, both residential and 

commercial, to fund such services.   

 These taxes are levied by local governments and are based on a percentage of the 

assessed property value, ranging anywhere from 0.2 percent to as much as 4.0 percent in 

some U.S. locations.  Each assessment is comprised of the improvement value plus the 

land value, determined and adjusted by city and county assessors periodically, annually 

or otherwise, depending upon the jurisdiction.  Property taxes represent a stable and 

reliable source of revenue for state and local governments.  They contribute to an 

economic base that allows cities to function efficiently.  The public goods and services 

financed with property taxes provide benefits that are capitalized into property values.  

However, these taxes can have a negative effect on property values.  Therefore, it is 

extremely important for a city to consider the balance between the cost and benefit of its 

property tax regime to ensure that, on a net basis, the property tax system does not 

negatively impact property values on a systematic basis.    

 As homeowners are responsible for paying their property tax bill each year, these 

taxes increase the overall cost of homeownership and therefore, negatively affect demand 

for housing in certain towns, depending upon the specific local tax rate.  For example, 

Home #1, assessed for $250,000 and located in a 3.2 percent tax rate area, will carry 

significantly more costs than a similar home, Home #2, also assessed at $250,000, 
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located in a 0.9 percent tax rate area.  Comparatively, Home #1 will have an annual tax 

bill of $8,750 whereas Home #2 will be billed $2,250.  All other factors remaining 

constant, this discrepancy would imply that the home in the higher taxed location would 

be less desirable than that of the home in the lower taxed jurisdiction, driving down 

demand for Home #1 compared to Home #2.  As a result, the price for Home #1 declines 

along with surrounding properties that are taxed at the same rate.   

 Theoretically, it would be impossible to control all factors so that homes, assessed 

at equal or near equal values, could be compared in a vacuum for tax rate purposes.  

Oftentimes, however, the public services that a city offers and the characteristics of that 

city can either enhance or deter homeownership if residents feel that the benefits match 

the cost of living and the taxes paid.  Cities collect tax revenue from property owners in 

order to finance these services and attract a higher population.  This helps to increase 

their overall tax base in the short-term and economic health and competitiveness in the 

long-term as a place for businesses to locate and residents to live.   

 Though, in today’s economic downturn, the majority of U.S. cities are facing 

budgetary problems as they try to navigate increasing unemployment and declining 

property values, the result of a real estate bubble that has finally burst.  Lower property 

values translate into lower property assessments and tax profits.  Declining tax revenues 

have left many cities wondering how they will meet their financial requirements and 

provide for their residents.  Thus, city services across the U.S. are weakening in amount 

and quality as cities have less and less money to spend in the face of increasing costs.   

 Baltimore City is no exception, experiencing nearly 60 years of population loss 

and poverty increase since the 1950s.  According to census estimates, Baltimore currently 
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has a population of approximately 637,000 residents, representing a 32% drop from 1950.  

Once a flourishing port city and industrial center during World War II, Baltimore has lost 

its industrial base and along with it, a very large portion of its economic base.  Today, 

high-rise office buildings, apartment buildings, condominiums, hotels, mixed-use space 

with restaurants, shopping, and parks have replaced what was once ship ports, factories 

and warehouses, some of which even occupy these historic structures.  However, local 

politics have not put policies in place that take advantage of the new and potential uses 

that the dynamic city center of Baltimore can provide.     

 With Baltimore’s serious population decline, it’s evident that the notoriously high 

tax rate - more than double compared to the rest of Maryland - is one of the driving forces.  

The struggling economy has resulted in lower property values nationwide, not just in 

Baltimore, but the city’s high tax rate has compelled property owners and homeowners to 

exit the downtown area; why should they pay extraordinarily high taxes on properties that 

continue to decrease in value?  The challenge for Baltimore, like other U.S. cities, will be 

to manage loss and raise revenue in the short-term without raising the tax rate while at the 

same time improving their long-term plan for economic efficiency.  Baltimore City’s 

deflationary cycle needs to be broken in order to improve and sustain its economic 

competitiveness for the long run.   
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REFORM FRAMEWORK 

 Given that public services are funded through property taxes and these are 

determined by each municipality’s fiscal policy, it’s important to examine how a city’s 

finances and governance can, in turn, affect property values and its economic base.   The 

amount and quality of services provided fixed with specific taxation requirements can 

have a significant impact on the number of residents and businesses that choose to locate 

in a particular city.  Consequently, this can drastically affect property values, influencing 

the size, strength and efficiency of a city’s economic base.   

 

Broad Principles of Urban Fiscal Policy & Governance 

 A city can only survive and develop if it has economic advantages and if the 

city’s fiscal policy enhances these underlying advantages, rather than hinder them (Inman, 

2009).  Inman uses an example of St. Louis, Missouri to simply illustrate how a city’s 

fiscal policy can negatively affect its population.  From 1955 to 2000, public spending in 

St. Louis increased at a rate of 3.4 percent because of rising public employee salaries, 

while the national average was 2.0 percent.  Nationwide, tax rates remained about the 

same, but nearly doubled in St. Louis.  State and federal mandates required that the city 

increase poverty spending to service the nearly 22 percent of residents earning incomes 

below the poverty threshold.  Middle-class and corporate taxpayers bore the burden of 

these increasing costs without realizing an increase in the quality of public services.  

Over time, households and businesses relocated to the suburbs, leaving only 12 percent of 

the region’s residents and employment within its boundaries today, a major decrease 

from what once was 51 percent in 1955 (Inman, 2009).  With this instance, it becomes 
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evident that increased public spending leads to higher property tax rates.  If the perceived 

quality of city services does not increase as well, living in the city becomes less desirable 

to current and potential residents and property values begin to decline.   

 More specifically, Inman suggests that the affect of city policies on the market 

value of real estate should be quantified in order to determine the level of influence of 

city finances on the local economy.  Using a national sample of 252 U.S. cities between 

1980 and 1990, Inman measured the impact of four variables on residential home values; 

poverty rate, the presence of strong unions, the strength of governance and surrounding 

county support (see Table 11.1).   

 Firstly, the findings concluded that a city’s poverty rate has the greatest affect on 

home values in a city greater than 250,000 people.  An increase in the city’s poverty rate 

of 1 standard deviation reduced home values by $12,000 or 25 percent.  As poverty rates 

increase, cities are forced to increase their poverty spending, displacing the weight on 

property owners through a higher tax rate.  Surrounding suburban values also decline as 

the poverty rate increases, mostly because the suburban environment is closely tied to the 

efficiency of the city (Inman, 2009).   

 Secondly, strong city public employee unions were also found to reduce property 

values.  Cities with strong unions and duty-to-bargain laws are forced to negotiate with 

unions on their contracts.  Strong unions negotiate higher wages and employment levels 

and as a result, homeowners are taxed to meet the increasing public employee costs.  

Empirical evidence does not support an increase in worker productivity and homeowners 

do not receive an increase in service quality, tempting them to leave the city and drive 

home values down (Inman, 2009).     
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 Thirdly, weak governance also decreases city property values by as much as 4 

percent.  Cities with a council form of government risk the problem of policy gridlock, 

cycling and inefficient incentives.  The implementation of efficient policy does not take 

place because oftentimes, council members are divided and cannot come to a conclusion 

on an unresolved issue.  A strong mayoral government allows citizens to elect one person 

to determine the final budget plan and make decisions (Inman, 2009).     

 Finally, research indicates that county financial support can increase city home 

values.  County support takes form in the joint funding of public services, particularly 

welfare services for city and surrounding county residents.  Cities enjoy the benefit of 

sharing costs and suburban residents experience overflow benefits from being located to 

an economically healthy and efficient city (Inman, 2009).  

 

Competitive Urban Characteristics 

 Inman provides a 2008 study by Karl Russo that details specific characteristics of 

a city that lead to long-term economic health (see Table 11.2).  Improved safety, higher 

performing schools and lower taxes help to stabilize and increase city home values.  

Russo’s study used a sample of 62,000 arm’s length sales in Philadelphia between 2000 

and 2004.  An increase in a police department’s precinct murder rate of 1 per year can 

reduce home values by $428, implying a statistical life of about $8.2 million.  Local 

crime rate increases also negatively affect home values; an increase of 0.01 over a mean 

of 0.06 lowers values by $800 to $1,000.  However, higher performing schools increase 

property values.  Homes near schools with 10 percent higher test scores are worth $2,816 

more or 4 percent.  Lastly, homes that had tax rates that rose by 1 percent, representing 
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almost a 40 percent increase from the average 2.5 percent, will fall in value by almost 

$12,000 or 16 percent (Inman, 2009).   

 Another metropolitan study, by Haughwout and his colleagues, provides further 

evidence of the affect of property taxes on city home values (Inman, 2009).  The study of 

Houston, Minneapolis, New York and Philadelphia indicated that higher taxes depress 

city property values and reduce city jobs (see Table 11.3).  Taxpaying residents leave the 

city when taxes increase and move into the city when the tax rate declines.  The study 

tested for the “superstar” mayor factor, such as Rudy Giuliani in New York City or Ed 

Rendell in Philadelphia, but was not found to affect the tax base, beyond their fiscal 

policies.  The negative affect of higher property taxes was greatest in Houston and 

smallest in Minneapolis.  This negative affect means that there is a “fiscal gap” between 

the taxes paid and the perceived benefits of the city services by homeowners.   

 Additionally, the study found that residents in Houston and New York City 

receive no additional benefit from the last dollar spent in property taxes.  Minneapolis 

and Philadelphia property owners receive $0.77 and $0.43, respectively, in benefits from 

their last dollar spent.  This additional dollar goes toward increases in poverty spending, 

public employee wage increases and politically driven, yet economically inefficient 

public projects (Inman, 2009).  Concisely, low city property values are caused by high 

rates of poverty, strong unions and inefficient city governance.  Therefore, it would make 

sense to learn that each of the four sample cities have high poverty rates, strong public 

employee unions and weak fiscal policies.  Cities must utilize their public finances to 

manage their poverty spending, union contracts and public projects in order to reach their 

economic efficiency and sustain competitive property values (Inman, 2009). 
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Goals for Economic Efficiency 

 Under the title of achieving economic efficiency, cities must meet three equity-

based goals; urban areas must get their fiscal responsibilities right, city governments need 

to have the appropriate fiscal tools to meet their fiscal responsibilities and finally, city 

governance must offer incentives to elected officials to provide efficient services using 

efficient taxes (Inman, 2009).  First and foremost, cities need to adequately assess their 

fiscal priorities and responsibilities.  The provided services need to be determined and 

should only include those that enhance the current private capital and labor.  As the main 

function of property taxes is to fund infrastructure and other assets; these services should 

create physical and social surroundings that are valued by current and potential city 

residents.  Neighborhood roads, public transit, trash, parks, water, sewer, libraries, 

cultural centers, police authorities, fire houses, courts, prisons and education and schools 

should be included in this list.  Cities need to finance these services, but not those that 

create a large spillover value for surrounding county residents; the state level of 

government should finance these services (Inman, 2009).   

 Furthermore, city governance should not redistribute taxpayer income to poor 

residents beyond what taxpayers would prefer; a large poverty population within a city 

places a large burden on the middle-class households and firms (see Table 11.4).  Poverty 

spending increases can be as large as 2 to 3 percent of a city’s median middle-class 

family income.  This additional tax burden will likely drive middle-class families and 

firms out of the city.  Increased poverty spending also implies a possible increase in the 

costs of providing public services to residents; while spending rises, tax rates go up and 

the expectation of the quality of services provided is heightened.  Either the city has to 
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spend more to meet these new resident expectations, or a loss in value is perceived.  In 

either event, residents are tempted to leave the city.  This move destabilizes the city’s 

production and consumption advantages and as the city’s economic efficiency declines, 

city property values drop, allowing for the surrounding suburban property values to fall 

as well (Inman, 2009).   

 Recalling the fundamental principle of surrounding county support, city poverty 

funding should be an expense in a city’s budget as well as in surrounding counties’ 

budgets (Inman, 2009).  A study of Philadelphia in Inman’s work shows what would 

happen to city and suburban home values if the surrounding counties shared the region’s 

poverty spending expenses using a uniform proportional tax on all regional resident 

incomes.  He notes that Philadelphia holds 75 percent of the poverty population, while 

surrounding counties house just 25 percent.  This uniform tax would transfer roughly 

$191 million annually from suburban residents to the city budget, worth approximately 

$125 to every Philadelphia resident (Inman, 2009).  The results show a 2.11 percent 

increase in city home values after just one year as well as a 1.76 percent increase for 

suburban home values (see Table 11.5).   

 Secondly, cities need to ensure that the fiscal tools they are using are the 

appropriate tools to provide public services to residents.  Maximizing the value of these 

services while minimizing costs is the ultimate goal, assuming the use of proper tools 

(Inman, 2009).  Labor is the most significant input to providing services and the crucial 

tool is the city’s ability to hire, assign and fire.  The main impediment to this tool, 

however, is state-imposed duty-to-bargain laws, which require that states negotiate on 

employee contracts.  These laws give the employee unions the right to veto any labor 
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contracts, including those with nonunion providers, effectively giving unions a monopoly 

to provide services.  As a result, union wages often exceed competitive market wages.  

Studies show that wages are 5 to 15 percent higher than what the same worker would 

have earned in another position, with health care and pension benefits substantially 

higher for union workers.  Often, these higher wages are supplemented at the expense of 

nonunionized services.  Union employees are also able to negotiate a larger workforce of 

employees than taxpayers would prefer.  However, there is no supporting evidence that 

shows an increase in worker productivity as a result of higher wages, rendering expenses 

paid for public employees inefficient, leading to lower home values as tax rates increase, 

but no added benefits are created (Inman, 2009). 

   Efficient financing of public services would require that today’s services be paid 

for with today’s tax revenue and user fees.  It would also require that future services be 

paid for with future tax revenue and user fees.  Economists have identified two forms of 

taxation, source-based taxation and resident-based taxation (Inman, 2009).  The source-

based method taxes factors of production where they are employed and goods and 

services where they are purchased.  The resident-based method taxes factors of 

production according to the owner’s residence and goods and services according to the 

consumer’s residence.  As most city residents are both a producer and consumer, any tax 

on them could be regarded as both a source-based and resident-based tax.  However, most 

taxes are either source-based on resident-based.  Source-based taxes include city 

employees regardless of residence, city firms’ capital and profits, local retail sales and 

city firms’ total sales.  Resident-based taxes include residents’ wages and total income 

and property taxes (Inman, 2009).  Inman continues to suggest reform concerning 
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resident and non-resident taxation.  He states that appropriate financing recommends user 

fees and resident-based taxation for residential services, and user fees and business-based 

land-value taxes for business services.  Nonresidents who use city services, meaning 

tourists and commuters, should contribute toward the costs of these used services in the 

form of parking fees, airport fees, tolls at center-city access points and hotel and 

entertainments taxes (Inman, 2009).   

 Business and neighborhood improvement districts, NIDs and BIDs, are fiscal 

tools that should be utilized more frequently (Inman, 2009).  These associations of 

property owners within certain areas can provide additional services, offered in their 

respective territory that go above and beyond the standard services offered by the city.  

Each association is responsible for financing these additional services.  NIDs and BIDs 

would demonstrate to other communities how services would be paid for and provided 

more efficiently.  If this occurs, then firms and residents will return to the city limits, 

stimulating additional investment, and production and consumption benefits.   

 Finally, cities must adopt governance that properly aligns elected officials’ 

interests with the long-term economic interests of city residents and businesses.  These 

officials need to understand the costs of the city services and then design budgets that 

maximize benefits to taxpayers.  Oftentimes, this can be a difficult task, as costs are 

known, but resident benefits are hard to measure; residents can overstate services that 

they value and understate those that they do not.  Consequently, two realities come into 

play in the form of shared services and exclusive services.  Shared services allow 

residents to vote for representatives to negotiate services on their behalf and exclusive 

services allow the markets to dictate price and fluctuations.  Hence, the role of politics 
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and markets becomes evident.  When preferences are separable, typically, the majority 

rule outcome for each public service will approximately satisfy efficiency’s requirement 

that the social marginal benefits equal the social marginal costs.  When preferences are 

not separable, as in most cases, ordering on issues can affect the chosen allocation, which 

then the agenda-setter can control.  Therefore, it is critical that residents elect the 

appropriate “agenda-setter.”  As noted previously, council government often has the 

problem of policy gridlock so a strong mayor government is preferred for efficiency.  

Strong governance leads to higher urban property values while homes in a city of weak 

governance sell at a 4 percent discount (Inman, 2009).   

 Still, strong mayor governance must embrace fiscal efficiency as its long-term 

goal, despite short-term economic difficulty.  Markets play a vital role as incentives are 

provided to ensure a long-term stake in efficiency.  However, in large cities, where most 

politicians are career-based, incentives for efficiency are frequently diluted.  Elected 

officials are rewarded by re-election, not property value appreciation.  Furthermore, the 

majority of voters in cities are renters, not property owners.   

 States with duty-to-bargain laws need to bargain more effectively and make 

unions aware of the long-term consequences of excessive labor contracts.  Inman 

provides an example of Mayor Rendell in Philadelphia, who convinced union leaders to 

agree to two years of no wage increases along with significant benefit and work-rule 

givebacks (Inman, 2009).  If freezing wages is not an option, higher wages must be met 

with higher productivity, most easily achieved with more relaxed work rules and layoffs.  

If a mayor cannot balance the budget, citizen must be willing to take a strike and not 

reelect that person.   
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U.S. City Examples 

 Baltimore City is not the only metropolis to face such a dire problem.  Other U.S. 

cities have encountered similar property tax problems in the past and have managed to 

attract residents back into the city limits and increase their economic efficiency.   

 

Boston, MA 

 In 1980, Boston was in worse shape than Baltimore is today.  Beantown’s 

population had fallen 30 percent in the preceding thirty years, as opposed to Baltimore’s 

17 percent, and its per capita income was 2 percent lower while its crime rate was 42 

percent higher than Baltimore’s (Hanke and Walters, 2011).  In the same year, the state of 

Massachusetts and its voters, desperate to aid its capital city, adopted Proposition 2.5, 

forcing downtown Boston to cut property taxes by approximately 75 percent by 1982 and 

capping future annual increases at 2.5 percent (Hanke and Walters, 2011).  Shortly 

thereafter, business and residents moved back into the city of Boston.  The population 

rose 10 percent between 1980 and today.  Comparatively, its crime rate is 25 percent 

lower and per capita income is 43 percent higher than Baltimore City (Hanke and Walters, 

2011).  The new tax rate and cap made the city more attractive for residence and 

investment.  As a result, residents and businesses returned to the city center.   

 

San Francisco, CA 

 Had it not been for the precedent set in California, Boston may have never 

recovered.  In 1978, California voters passed Proposition 13.  Inflation in the mid-1970s 

led to heavy real estate tax burdens in the Golden State.  Proposition 13 capped local 
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property tax rates at 1 percent of properties’ 1975 values and limited annual future tax 

rate increases in assessment values to 2 percent, until a property was sold and transferred 

(Hancock, 2010).  San Francisco, struggling to attract residents and meet budgetary 

requirements at the time, had to cut its tax rate by almost three-fifths and government 

officials assumed the worst for their budgets (Hancock, 2010).  Though, almost instantly, 

residents moved back into the city and development sparked in the downtown area of San 

Francisco, increasing its competitiveness as a city through a larger tax base and more jobs 

(Hancock, 2010).   

 As Boston and San Francisco repopulated and more capital flowed into their city 

limits, each was experiencing greater success and growth.  The spillover benefits of 

increased capital – better public safety, higher quality schools and economic mobility – 

combined to increase the quality of life for their residents, attracting more people into the 

city as well as more businesses.  A lower tax rate with a long-term cap proved to be the 

answer for Boston and San Francisco during a time when budgets were increasing and 

property values were decreasing.   

 

Chicago, IL 

 Presently, the city of Chicago is tasked with finding ways to generate financial 

growth while cutting spending to meet budgetary requirements without increasing tax 

rates (Friedman, 2011).  Rahm Emanuel, the former White House chief of staff and 

current Mayor of Chicago, calls his policy, “cut and invest” (Friedman, 2011).  

Emanuel’s goals are to increase the amount of cops on the street, lengthen school days 

and modernized subway stations, all of which are designed to increase capital within the 
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city (Friedman, 2011).  He is expanding school days by cutting millions out of the 

schools’ bureaucracy, increasing the amount of cops by shifting 600 police from desk 

jobs to walking beats, and updating subway stations by cutting 200 positions out of his 

transportation department.  It’s all part of his philosophy: the better the schools, the safer 

the streets, the more people will want to move into Chicago city limits, attracting 

businesses and creating new jobs (Friedman, 2011).   

 Emanuel believes that politics have always stood in the way of policies that would 

enable Chicago to function successfully on a financial level, but they are finally at a point 

where playing into politics cannot be afforded, declaring that Chicago has run out of road 

to kick down (Friedman, 2011).  To cover a $636 million operating budget, Emanuel has 

to raise revenue without raising property taxes.  To do so, he wants to charge hospitals 

and other nonprofits for city water, impose a congestion tax of $2 for parking downtown 

and raise fees for drunk driving arrests (Friedman, 2011).  Rahm Emanuel recognizes that 

increasing his city’s tax rate will not increase its revenue, but rather further depress 

property values by driving people out of Chicago.  

 According to the basic principles, characteristics and goals set forth, Emanuel’s 

plan appears to be an effective approach.  His focus on the competitive characteristics of 

safety and better schools while emphasizing politics that enact change should prove 

successful for Chicago and improve their economic efficiency in the short-term and long-

term.   
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THE PROPERTY TAX PROBLEM IN BALTIMORE CITY 

Overview of Problem 

 Baltimore City is at the forefront of this struggle, losing 30,000 residents and 

53,000 jobs in the past 10 years, marking the sixth consecutive decade of resident and 

business exodus for the city (Hanke and Walters, 2011).  With the poverty rate 50 percent 

above the national average, there are nearly 50,000 abandoned houses in Baltimore City, 

which also stands to claim the national’s highest homicide rate, save for Detroit (Hanke 

and Walters, 2011).  Hanke and Walters (2011) point to the extraordinarily high tax rate 

as the reason for decline.  Baltimore City’s tax rate of 2.268 percent is twice as high as 

any other Maryland jurisdiction or Washington D.C., despite the fact that average home 

prices in Baltimore City are 66 percent less than those in the District (Live Baltimore, 

n.d.).   

 Hanke and Walters state that politics in Charm City have created much of the 

problem; officials raised tax rates 21 times between 1950 and 1985, funneling the profit 

to preferential voting groups, causing many business owners and homeowners – mostly 

Republican – to leave Baltimore City.  Democrats in the city, who have occupied the 

mayor’s office for the past 48 years, now enjoy an 8 to 1 gain over the Republican Party 

(Hanke and Walters, 2011).  Hanke and Walters assert that until Baltimore City 

politicians commit to a business plan and leave re-election off their priority list, 

Baltimore will continue to have a property tax problem.   

 To keep up with its fleeting population and balance financial needs, Baltimore 

City continues to levy high taxes, leading to more mass departure as property values 

decline.  Baltimore is losing valuable members of its tax base, further limiting its ability 
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to offer adequate benefits to attract future residents and employers.  Failure to offer such 

services and amenities continues to encourage inhabitants to relocate to other 

communities, putting more stress on real estate values as they weaken.  The property tax 

problem in Baltimore City is a deflationary cycle, in which poor safety, poor school 

quality and high taxes burden economic efficiency.  The poverty rate is increasing, the 

unions remain strong while governance is seemingly weak and the county support is 

minimal, at best.   

 

Assessment & Appeal Procedure 

 In Maryland, property owners are levied a property tax by the state and by their 

county or city of residence that helps pay for public services.  The Maryland State 

Department of Assessments and Taxation estimates the value of a property and the 

county or city bills and collects the taxes.  The amount each homeowner is taxed depends 

on the tax rate, which is specific to each county or city.   

 Properties in Baltimore City are currently taxed at a rate of 2.380 percent; this 

includes a 2.268 percent levy from the city and 0.112 percent levy from the State.  This 

means that for every $100 of assessed value, there is a tax of $2.38.  The tax bill, which 

homeowners receive at the end of June, is effective for July 1
st
 through June 30

th
 of the 

following year.  The total assessment consists of the land value plus the improvements 

value.  Maryland property is re-assessed every 3 years by the Maryland State Department 

of Assessments and Taxation.  Specifically, Baltimore City is divided into 3 sections so 

that 1/3 of the city is re-assessed each year.  Property owners receive the new assessment 

notices in December and have the right to appeal the notice of assessment on his or her 
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property within 45 days of the date of the notice.  The appeal process aim is to assure 

property owners of an accurate valuation of their property.  However, they must be able 

to provide evidence, such as sales comparisons, in order to reduce the assessment value.  

Homeowners may also appeal the value of their assessment during the 3-year cycle, 

providing their appeal is submitting by December 31
st
 of the year before the year being 

appealed.  Additionally, if a property is purchased between January 1
st
 and July 1

st
 of any 

given year, the new homeowner may appeal the assessment value if an appeal is 

submitted within 60 days of the title transfer.   

 The Maryland State Department of Assessments and Taxation uses two methods 

to assess city property; the “Sales Approach” and the “Cost Approach”.  The “Sales 

Approach” allows them to determine the value of the land, while the “Cost Approach” is 

used to determine what it would cost to build a similar structure, minus any depreciation 

because of age and condition.   

 Baltimore City has two special Community Benefits Districts, which tax property 

owners an additional surcharge that covers additional safety, sanitation and other services 

within these specific boundaries.  The Midtown Community Benefits District, home to 

Bolton Hill, Charles North, Madison Park and Mount Vernon, is taxed at $0.132 per $100 

of assessed value whereas the Charles Village Community Benefits District is taxed at 

$0.12 per $100 of assessed property value.   

 

Special Credits  

 Baltimore City also has a number of tax credits that can lower owners’ tax bills.  

Those that affect homeowners the most are the Homestead Property Tax Credit, Newly 
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Constructed Dwelling Property Tax Credit, Historic Restoration and Rehabilitation 

Property Tax Credit and the Home Improvement Property Tax Credit.  The Homestead 

Property Tax Credit limits the increase of the assessment value to a fixed percentage; 

Baltimore City’s cap is 4 percent.  This means that the city will give homeowners a credit 

if there was more than a 4 percent increase on their property assessment year over year.  

The homeowner then pays no property tax on the amount of the assessment that is above 

this 4 percent increase.   

 The Newly Constructed Dwelling Property Tax encourages the construction and 

purchase of newly built homes in Baltimore City.  The credit provides homeowners with 

a 5-year property tax credit on newly constructed or substantially rehabbed properties if it 

has not been previously occupied since its construction or rehab.  The credit is awarded 

over a 5-year period, with a 50 percent discount in the first year of ownership, 40 percent 

in the second year, and so on until the fifth and final year gives the homeowner a 10 

percent discount on their tax bill.  For a dwelling to be eligible for this credit, it must 

contain less than four dwelling units and it must have been cited by Baltimore City’s 

Department of Housing and Community Development as being vacant and abandoned for 

more than one year or been owned by the Mayor and City Council of Baltimore for one 

year and in need of repair to comply with codes.  The credit is non-transferable and 

applies only to the first party purchase after construction or rehabilitation completion.  

 The Historic Restoration and Rehabilitation Property Tax Credit was designed to 

encourage historical restoration and preservation within Baltimore City.  It is a 10-year 

program with a credit on the increased value of a historic property due to the historic 

improvements.  The project rehab costs must exceed 25 percent of the pre-rehabilitation 
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cash value of the property.  All rehab plans must be submitted to CHAP (Commission for 

Historical and Architectural Preservation) prior to doing any work and the property must 

be located in a national register and/or locally designated historic area.  All unused credit 

is transferable to a new homeowner.  All work must conform to historic standards; 

painting, plumbing, air-conditioning, foundations, and more are eligible for the credit.  

 The Home Improvement Property Tax Credit provides homeowners with an 

incentive to make improvements to their properties.  However, the credit is limited to 

$100,000 or less in improvements.  This credit, applicable only to the increased value of 

the dwelling due to improvements, is for 5 years with 100 percent relief from any 

increase in the first taxable year; the credit declines by 20 percent thereafter.  This credit 

renews annually for 5 years, providing the home remains compliant with the Housing 

Code.   
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REFORM & RESOLVE 

Current Reform Proposals & Conclusions 

 While there is nothing currently wrong with the property assessment and appeal 

process or the tax credits and incentives offered, it is obvious that Baltimore City can fix 

its property tax problem if it can successfully cut its tax rate and attract residents back 

into the city.  Of course, exactly how that is done during difficult economic times in the 

short-term while focusing on long-term goals is unknown and has become a topic of 

debate for many within the city.  Local economists feel that Stephanie Rawlings-Blake’s 

promised tax cut to 2.068 percent, down from 2.268 percent, spread over nine years is 

insignificant; overall, it amounts to less than 1 percent per year and she affirms that the 

tax cut will be funded with a casino that doesn’t exist (Hanke and Walters, 2011).  

Baltimore City attracted the little development it has had in recent years by awarding 

subsidies to big developers, who have to in turn “pay to play”, assuring campaign 

contributions and inviting corruption (Hanke and Walters, 2011).   

 The losing candidates for the Baltimore mayoral race had proposed more dramatic 

methods; State Senator Catherine Pugh promised to cut the city’s tax rate in half in her 

first term and not run a second term; Otis Rolley, former Director of City Planning, 

promised a 50 percent cut for the first $200,000 in assessed value and a higher rate for 

higher assessed properties; finally, Jody Landers, former City Councilman, campaigned 

on a 30 percent to 35 percent tax cut phased in over the next four to six years (Hanke and 

Walters, 2011).   

 Stephanie Rawlings-Blake and Otis Rolley’s proposals are within the same vein 

of simply cutting taxes without a focus on other principles as well; both are cutting taxes, 
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but seem to fall short in their overall potential effectiveness.  Rawlings-Blake, driven by 

re-election did not take a dramatic approach to Baltimore’s property tax problem.  The 

tax cut is insignificant and while it may be enough to keep current residents within the 

city for a few more years, it is not drastic enough to attract future residents into Baltimore 

City in an effort to increase the economic base in the long-term.  Perhaps motivated by 

her political career, the basic principle of weak governance becomes clear for the city; the 

Mayor will appease the highest campaign contributors, not putting Baltimore’s economic 

health at the forefront of priorities.   

 Otis Rolley’s tax cut of 50 percent only helps property owners whose homes are 

assessed at $200,000 or less.  Higher-end properties will not receive much relief with his 

proposal, especially because he is also proposing a higher tax rate for these properties as 

well.  Rolley’s property tax plan falls short in that it would essentially alienate owners 

and potential owners of more expensive properties; this is not something that a city 

should do when trying to attract more residents and grow its tax base.  Investment in 

Baltimore City needs to increase in order to solve its problem and excluding middle to 

higher-income families does not aid in this pursuit, but rather reads as an attack against 

them.  It would make sense to conclude that Rolley was after the vote of the larger group 

of lower-income families within Baltimore City in order to gain popularity.  The long-

term competitiveness for Baltimore City was not the priority.   

 Perhaps a more dramatic, and thus effective, proposal type was that of Senator 

Catherine Pugh and Jody Landers.  Landers tax cut of 30 to 35 percent within the next 4 

to 6 years is more severe and could drive more investment into the city.  Tax bills would 

drop by a third, a decrease that many would consider significant, particularly when 



BALTIMORE CITY PROPERTY TAX REFORM 

 

27 

compared to a 1 percent per year decline.  Senator Pugh’s tax proposal is perhaps even 

more dramatic and appropriate, cutting the tax rate in half during her term and promising 

not to run for a second term of Mayor.  In order for positive change within Baltimore City 

to occur, the tax rate needs to be rigorously decreased to spark movement and investment 

back into the city.  Property essentially needs to seem as if it’s being offered at a bargain.  

The basic principles of an economically efficient city stress the importance of strong 

governance and Senator Pugh’s promise to not run for a second term shows that she is 

committed to this principle for Baltimore City, with or without her involvement.   

 The most encompassing proposal for Baltimore City is in a 2007 study by Sage 

Policy Group, Inc. The proposal lays out two alternative futures for Baltimore; one based 

on repeating historical trends and one rooted in tapping into Baltimore’s ability to be 

dynamic and promote future development with lower property taxes.  The study 

concludes that Baltimore needs an aggressive plan that focuses on development-led 

policy (Sage Policy Group, 2007).  The city needs to be able to offer the quality of life 

that attracts people and businesses and doesn’t lose them to the surrounding jurisdictions 

because of a lower tax rate.  Five policies should be implemented; Baltimore should be 

allowed to be a city and to act like one and therefore, density should be promoted and the 

urban environment should be permitted to evolve organically.  Oftentimes, communities 

such as Mount Vernon, the Inner Harbor, Canton and Fells Point have resisted land-

intense development projects because migrants to the city have brought with them a 

suburban mindset.  This limits the size of Baltimore’s overall tax base formation and 

helps to promote urban sprawl, limited statewide open space and farmland.   
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 Secondly, the study affirms that the highest architectural standards must be met 

when developing, or be rejected as potential sites.  One of Baltimore’s differentiating 

factors is its ability to offer architectural beauty, which translates into higher property 

values and tax collections.  Land-intense developments, more than not, incorporate very 

high architectural features, standing as another reason to support these types of 

developments (Sage Policy Group, 2007).   

 Baltimore needs to continue to use eminent domain and police power to practice 

aggressive site assembly.  Large developments tend to offer a better mix of uses and 

architectural quality that translate into economic and fiscal impacts for a city.  In the past, 

Baltimore has done this effectively whether the development was located on the east or 

west side of town and the city should increase the amount of this type of development in 

order to spawn more growth and revenue.   

 Charter schools should be used as a way to promote redevelopment, according to 

the study done by the Sage Policy Group.  The reputation of Baltimore City schools, the 

study notes, is perhaps the greatest impediment to a larger middle-class being located in 

the city limits.  In the short-term, policy makers in Baltimore should strategically situate 

charter schools in areas with near-term development potential.  Charter schools do not 

have the same negative reputation as typical Baltimore City schools and they can modify 

their teaching curriculums to adapt to certain disciplines that are currently in demand, 

such as math, science and the arts (Sage Policy Group, 2007).   

 Finally, the study states that Baltimore City needs to elect a mayor with 

unquestionable credibility.  A mayor that is able to credibly promise to lower property 

taxes will initiate the level of development needed within the city to make a turnaround.  
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A mayor that lacks credibility with local builders and developers will not be successful in 

promoting more development and bring value back to the city limits.   

 The following chart visually summarizes the current reform proposals, comparing 

and contrasting them based on their overall tax cut and whether or not they encompass 

the broad principles and characteristics of sound fiscal policy.  

 

    

 

Recommendation 

 My recommendation for Baltimore City is to follow a plan similar to that of the 

Sage Policy Group’s study.  Simply cutting the tax rate, while beneficial, is not the only 

step that Baltimore City must take in order to improve their competitiveness as a place to 

work and live.  The proposal focuses on improving the school system within the city, a 

characteristic of all economically successful cities, and promotes strong governance with 
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a mayor that will enact policy change and not just focus on their political career.  

Previously discussed studies proved that better performing city schools attract residents, 

increasing property values.  Increasing property values translate into more tax revenue to 

spend on improving safety.   

 Baltimore City should focus on promoting density and as the study noted, 

function as a true city.  Economic and comparative advantages exist within dense cities 

that attract investment and development.  If Charm City focuses on a development-

centered plan, building out sparse areas in the city  and acquiring land to assemble mixed-

use sites, it will effectively attract business and residents into the city.  Close attention to 

great architecture and design will also prove successful.  Higher quality buildings convert 

into higher property values and more revenue for the city.  Overall, demographic shifts 

are trending toward a more urban lifestyle; the baby boomer generation is downsizing 

and seeking an urban environment.  The popularity of suburbia is decreasing and cities, 

including Baltimore City, need to take advantage.  Through a development-based 

approach with lower taxes, increased safety and better schools, Baltimore City should be 

able to attract investment, improve its competitiveness and establish economic efficiency 

again.   
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Appendix B 
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Appendix C 
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Appendix D 
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