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Texans enjoy having no income tax, 
they make up some of the difference 
with a higher sales tax from the state 
and higher property taxes levied at the 
local level.

Setting property tax rates may 
seem like a simple process. However, 
the property tax is an ad valorem tax, 
a tax based on the value of property. 
Even if the property tax rates remain 
the same, governments may raise the 
tax paid by citizens by increasing the 
amount of the appraisal, the official 
estimate of a property’s value. This 
problem is especially serious in rapidly 
growing areas where property values 
rise quickly as new residents increase 
the demand for housing. This creates 
what critics call a “stealth tax increase” 
as citizens see the value of their homes 
increase even though they are not 
offering their houses for sale. Large 
changes in taxes collected are not unusual, with property tax collection jumping  
11 percent in Texas in 2008 but remaining modest in the years since.

Disagreements over appraisal values often create tension between residential 
property owners and the owners of commercial properties. Fairness has become 
an important issue in appraisals because many people feel that the process in Texas 
undervalues commercial and industrial properties, leaving homeowners to pick up 
more than their share. Reformers argue that the owners of large commercial properties 
are more likely to hire lawyers to challenge property valuations. Assessment of 
residential property values is relatively easy to establish based on the prices paid for the 
large number of homes sold each year with the price of each home publicly available. 
Commercial properties are often valued on the revenue that they generate from rents 
or other revenue that may be confidential information not available to tax assessors.

Currently, the state caps the annual increase in a home’s taxable value at 10 percent. 
This benefits senior citizens and others living on fixed incomes who may have trouble 
keeping up with the taxes on their homes as property values rise. As one resident of 
Austin complained, “I am now paying as much in property taxes as I used to pay for 
my entire mortgage payment when I first bought the house in 1988.”13 Texas offers a 
cap on school taxes, and the Texas Constitution was amended in 2003 to allow (but not 
require) cities and counties to cap seniors’ taxes. While this may give retired Texans some 
protection against rising rates, it shifts the burden for taxes to others and may present 
a serious problem for areas with high numbers of retirees. The 84th Legislature again 
attempted to reduce property taxes, this time by passing legislation that increased the 
homestead exemption from $15,000 to $25,000. This change requires a constitutional 
amendment that has to be approved by voters. Still the impact is relatively modest, 
since the average Texan will only save about $125 a year.14

Ad valorem tax
a tax based on property value, 
which is subject to periodic 
appraisals

Appraisal
the official estimate of a 
property’s value

A receipt for $16.25 in state and county taxes that Thomas W. Grayson owed 
in 1852 for taxable property. This property included 660 acres on Salado Creek 
in Bexar County, two “negros,” thirty-five head of cattle, one wagon, and one 
carriage. Ironically, freed slaves would go from being taxable property to being 
discriminated against with a poll tax.
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