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In his economic evaluation of alternative sources of tax revenue for this committee, Dr. George R. Zodrow presented some dos and don’ts for the Joint Committee. Specifically, Dr. Zodrow was suggesting that any tax –such as gross receipts tax or even the franchise tax as currently designed -- that taxes mobile capital might economically damage the state. He called for benefits taxes and consumption taxes, rather than taxing business inputs, income, or capital. I wanted to expand on two ideas for new tax revenue that were hinted at in Dr. Zodrow’s analysis but not adequately explored: Green Taxes and a Split-Rate, or Land Value, Property Tax

Pollution or Green Taxes

First of all, in his analysis, Dr. Zodrow called for – to the greatest extent possible -- the expansion of “benefit and environmental” taxes – that is essentially user fees and taxes, including “pollution” taxes.
  In recent years, economists, environmentalists and decision-makers have called for a shift away from taxation on productivity, including both labor and business inputs, toward resource extraction and pollution. Essentially, just as we tax cigarettes, alcohol and other “sins”, in part to influence behavior and pay for the impacts of that behavior, many economists believe we should tax pollution and natural resource exploitation. Concepts such as the “polluter pays principle” are part of this belief.  

In a recent study by another of the economists who presented before this committee, Dr. Don Fullerton and his colleagues noted the rising practice and popularity of attempting to tax pollution, while noting that it was very important to try and “hit the right target.”
 Properly designed, they said that pollution taxes could both produce needed revenues while encouraging better pollution control. 

Texas already has dozens of examples of pollution taxes or fees, most of which are “user” fees designed to provide funding to the Texas Commission on Environmental Quality and other government agencies. Examples include the Title V Air Emissions Fee, the Water Quality Fee, the Petroleum Delivery Fee (going to fund the clean-up of Leaking Underground Storage Tanks)  and even the fees recently adopted under the Texas Emissions Reduction Plan. But in addition to these more narrowly defined “user” fees, Texas also taxes other activities which are in some ways tied to pollution. These include the gasoline and diesel taxes that motorists pay at the pump  (excise taxes) as well as the taxes paid by the natural gas and oil industries.

Based on research conducted by my organization and others over the last several years – there are a number of other “green” tax options that could be utilized to help either directly fund public schools, or perhaps more narrowly, fund teacher and school incentives favored by the governor. 

What would a full pollution or green tax system look like and how much money would it raise? Many European countries have begun to institute carbon taxes. A carbon tax is an energy tax placed on the carbon content of fuels, usually measured in dollars per ton of carbon contained in each fuel or dollars per ton of carbon dioxide emissions. The principle behind a carbon tax is to tax fossil fuel use and the resulting emissions that can lead to global climate change and hopefully encourage the use of alternative fuels. Carbon dioxide is released form cars, trucks and other vehicles, as well as furnaces, boilers, water heaters, stoves, dryers and manufacturing equipment as well as electric generating plants. Some have argued that replacement of some or all new revenue sources for education from local property taxes with broad-based energy taxes could help raise the quality of education in poor districts and has been considered in states such as Minnesota and Vermont. 

Whether imposed as a carbon content tax or emissions tax, carbon taxes can be imposed on all potential sources, or a specific source. The most efficient way to impose such a tax wherever the carbon first enters the state’s economy. For example, a carbon tax could be assessed on any fuel sold (or transferred) in the state. Because a carbon tax on industrial fuel use could limit industry’s competitiveness compared to other states or nations, manufacturing plants could be exempted from the tax. Farmers and other important sectors could also be exempted. 

Another way would be for the state to require a carbon dioxide emissions inventory, with a carbon tax based upon the amount of emissions. A large-scale energy or carbon tax would obviously be difficult for a state which produces a lot of energy like Texas. Not surprisingly, industries and electric generating stations would oppose such a carbon dioxide emissions tax. Because residents already pay the motor fuels tax and  the motor vehicles tax, heavy resistance can also be expected from the wider public. 

So what could a politically feasible green tax package look like in Texas? The proposed green taxes below call for four new taxes that would raise approximately $1 billion over the next biennium (see Table 1). These taxes could be specifically earmarked for education, or perhaps even more narrowly, for teacher and school incentives. Options include a limited emissions tax on power plants – based upon the rate of nitrogen oxide emissions times the energy generated -- a “feebate” motor vehicle tax – where vehicles with higher emissions pay more in motor vehicles tax than those with lower emissions -- and an increase in the motor fuels tax, perhaps differentiated by differing grades of fuels, based on sulfur content.  Since there is currently no sales tax on electricity, having an electrical emissions tax would impose a small tax on electicity, which could either be charged at the customer or generator level. Moreover, the legislature could finally make coal production pay its fair share of revenues to the state through a severance or use tax, just as oil – through the Crude Oil Production Occupation Tax -- and natural  gas production – through the Natural Gas Production Occupation Tax -- has. A state severance tax or use tax on coal production will raise revenues and provide parity between these different energy sources (see Figure 1). It should be noted that 12 of the 15 other major coal production states in the U.S. have some sort of coal use or severance tax on their books, as well as a variety of reclamation fees (Table 2). 

Table 1. Some Proposed Green Taxes

	New Tax 
	Current Rate
	Proposed Rate
	Expected Biennial Revenue
	Issues

	Coal Use Severance Tax
	None
	7.5% -- same as natural gas
	$150 to $275  million
	Could be imposed on all coal used or only coal mined in Texas

	Electricity Efficiency Tax on Power Plants
	None
	$0.30 per pound of NOx per Megawatt Hour Times Megawatt Hours or BTUs/kilowatt
	$350 million
	Could be imposed on generator or customer (average about 61 cents per month)

	High-Sulfur Diesel and Gax Tax
	$0.20 gas and diesel motor fuels tax
	Charge additional fee of $0.05 for high-sulfur diesel and gas fuels
	$300 – 600 million 
	As fuel is cleaned up, total would decline – if tax ¾ would go to highway fund. 

	Feebate on New Motor Vehicles Sold
	Flat 6.25% sales tax on all vehicles
	Sales tax differentiated between 2 and 10% depending upon emissions with an average of 6.5%
	$200 million
	Already beginning of a differentiated sales tax with larger diesel trucks having a surcharge 

	Total of 4 New Taxes
	
	
	$950 -- $1,125 million
	


Source: Public Citizen and Texas Center for Policy Studies, Raising Monies for Environment, Education and Health Programs in Texas, Environmentally Responsible Ideas for the 78th Legislature, February 2003. 

Table 2. Table 7. Coal Severance and Use Taxes in Other States 

	State/

Method
	Tax Rate
	Taxes Collected in 2000
	Effective Cost/Ton 
	Texas Coal ProductionSeverance Tax 
	Texas Coal Use Tax

	
	
	
	
	Based on 1999 coal production (53,000 thousand tons)
	Based on 1999 coal use (102,000 thousand tons)

	New Mexico
	Severance: $1.17/ton for old coal mines:

58c/ton for new coal mines

Resource Excise Tax: 0.75%

Gross Receipts Tax: 5.75%

Conservation Fund: 0.18%
	Severance: $26.9 million

Resource Excise: $3.7 million

Gross Receipts: $17.7 million

Conservation: $930,000
	$1.82/ton
	$96.5 million
	$185.6 million

	Wyoming
	Severance: Surface: 7%

Underground: 3.75%
	$85.1 million in FY 00
	$0.27/ton
	$14.3 million
	$27.5 million

	Montana
	Severance: Surface 10 –15% depending upon BTU

Underground: 3-4% depending upon BTU

Resource Indemnity Fund: $25 + 0.4% over $6,250
	Severance: $35.5 million

Resource Indemnity: $1 million
	$0.85/ton
	$45.1 million
	$86.7 million

	West Virginia
	Severance: 5% of gross value or $0.75/ton minimum; 5% tax on value added

Environmental Tax: $0.05/ton
	Severance: $163 million in Calendar Year 99: Environmental: $8.1 million in CY 99.
	$0.98/ton
	$51.9 million
	$100 million

	Texas Oil Severance Tax
	4.6% of market value
	
	Assumes cost of $12.75 per/ton of Texas coal and $18.0 per/ton of all coal used
	$31.0 million
	$84.5 million

	Texas Gas Severance Tax
	7.5% of market value
	
	Assumes cost of $12.75 per/ton of Texas coal and $18.0 per/ton of all coal used
	$50.6 million
	$137.7 million
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These taxes would be efficient, would provide substantial revenues, and could also provide significant environmental benefit by providing incentives to lower emissions rates, sulfur contents, and emissions from cars. There are of course dozens of other possible “green” taxes that could be explored by Texas state leaders, including members of the Joint Select Committee on Public School Finance. Possibilities include an air emissions tax, a water pollution tax and eliminating some tax exemptions for products that impact the environment such as pesticides and aviation fuel (Texas Center for Policy Studies, New Ideas for Fair Taxation in Texas: Promoting Environmental Responsibility, February 2002). 

Split-Rate vs. Split-Roll Taxes

The second idea or option suggested by Dr. Zodrow was contained in his analysis of the split-roll tax, whereby commercial property would be taxed at one rate by the state and residential property would be taxed by local jurisdictions at another rate. This proposal has been advocated by Governor Perry has one option to both provide a state source of revenue for schools while offering tax relief to both commercial and residental property owners. In his analysis, Dr. Zodrow briefly metioned that a move to a statewide taxation of nonresidential property “could also be accompanied by a structural change in the property tax such that the land component was taxed at a higher rate that the structures or capital component.”
 In essence, if the legislature is to adopt a statewide property tax, Dr. Zodrow calls for both a split-roll and a split-rate tax. 

There are a number of advantages to split-rate taxes. While the traditional property tax imposes the same tax rate and buildings and land, the split-rate tax taxes building and improvement values at a much lower rate than land values. Consequently, in theory, in these areas, it is less expensive to build, improve and maintain buildings. In other words, it is less expensive to develop property. However, it is more expensive to hold boarded-up buildings and vacant lots of use, or to speculate on land values. 

Under the split-rate taxes, the higher tax rate on land will create an incentive to develop those areas where land values are high – such as next to public infrastructure in urbanized areas. Again, in theory, this should help spur compact development, with all the benefits in terms of congestion, air pollution, lower infrastructure costs, and maintenance of rural areas. Thus, in some sense, the split-rate tax is often supported by environmental organizations as a means to avoid sprawl and its high costs through market and tax mechanisms. 

In practice, the experience of the State of Pennsylvania – where 15 cities currently utilize split-rate taxes – has been positive. Pittsburgh has been using some sort of split-rate tax since 1913. Until the late 1970s it imposed a land tax at twice the rate of its building tax. Then, it increased the land tax and decreased the building tax to one-sixth of the land tax. Development within the city limits – as well as property tax revenues -- increased remarkably, even as the steel industry waned (see Table 3).

This legislative body, along with Lt. Governor Dewhurst and Governor Perry should explore the possibility of creating a split-rate tax, whereby land was taxed at a higher value than buildings and maintenance. In fact, the legislature could study the possibility of implementing a statewide land property tax – while allowing for a local building property tax for school enhancement purposes. As development and population increased – particularly in inner cities – these property taxes could flow to schools. . Overall, property taxes would be reduced, while providing a new more equitable source of state funding. 

Another alternative would be to combine the split-roll tax advocated by the governor whereby commercial land is taxed as a state property tax, and then create a split-rate tax for this commercial property. In this way, highly capital-intensive businesses which warehouse large amounts of equipment would not be burdened with high taxes, while also encouraging growth and infill development.

Thank you for this opportunity to offer testimony on some of the alternative tax measures which could help raise revenue for Texas’ schools and lower property taxes. As I hope my testimony made clear, both the green tax measures and the split-rate property tax advocated here would be efficient, consumption-based taxes which would not discourage economic development. I am happy to provide further details on any of these proposed measures to the Committee, either in writing or further testimony. 
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Table 3. Two-Rate Pennsylvania Cities as of 1995

	Two-Rate Since Date
	Land Tax Rate %
	Building
Tax Rate %
	One-Rate
% *
	% of Tax on Land
	Removed
From Buildings
in $000's
	Population

	Aliquippa Schools '93
	16.3
	1.1
	4.4
	85.5
	2,115
	13,374


	Aliquippa '88
	7.9
	0.7
	2.3
	75.9
	1,001
	13,374


	Clairton '89
	10.0
	2.1
	3.7
	53.7
	300
	9,656


	Coatesville '91
	5.2
	2.5
	3.0
	33.9
	70
	11,038


	Connellsville '92
	11.3
	1.7
	3.0
	50.1
	384

	9,229


	DuBois '91
	5.1
	1.3
	1.9
	43.9
	31

	8,286


	Duquesne '85
	8.0
	3.8
	4.6
	34.0
	134

	8,845


	Harrisburg '75
	3.2
	1.1
	1.4
	36.0
	2,533

	52,376


	Lock Haven '91
	3.1
	1.0
	1.7
	61.8
	117

	9,230


	McKeesport '80
	10.0
	1.9
	3.6
	59.0
	865

	26,016


	New Castle '82
	8.7
	2.2
	3.4
	46.6
	1,192

	28,334


	Oil City '89
	8.5
	2.7
	3.8
	42.5
	478

	11,949


	Pittsburgh '13+
	18.4
	3.2
	6.1
	57.4
	73,739

	369,379


	Scranton '13+
	6.6
	1.2
	2.6
	65.9
	3,997

	81,805


	Titusville '90
	61.3
	1.5
	2.0
	32.9
	308

	6,434


	Washington '85
	17.7
	1.8
	4.8
	70.4
	1,495
	15,791

	Total amount of taxes removed from buildings: $88,767,010

	* One-Rate refers to the tax rate if there were no rate differentiation between land and buildings and the tax yield was unchanged. Scranton and Pittsburgh had a land tax to building tax ratio of 2 to 1 from 1913 until 1979 when both expanded land tax rates beyond that ratio. 

Please note: PA property tax rates are expressed in mills, i.e. Aliquippa: 16.3% = 163 mills 

Source: Center for the Study of Economics, 2000 Century Plaza, Suite 238, Columbia, MD, 21044 
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