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LAND VALTE TAXATINN: AN INNENTIVE TO BUSINDSS, HOUSING, JOBS AND

A STABLZ REVZNTE BASE FOR PHILADELPHIA,

In recent years, the growing tendency has been to reduca the
reliance nn tge real property tax in favor of wage, business, and
other "nuisance taxes. The aim of such shifts is che often-stated
desire to "broaden the tax base" and relleve the homeowner of an
lncreasingly burdensome and unfair form of taxatlon. Not surpris-
ingly, in Philadelphla, the wage tax now produces L2% of the
revenue locaily raised while the real estate tax supplies only 38%.

The guestions of equlty and distribution become as important
a consideration when we propnse te tax bulldings less and iand more
ag are the ec¢onomle Incentives for business growth, new hbusing and
rehatilitatinn starts, jobs and revenue expansionn.

Two facts regarding taxation should be initially recognized.

1. there are only two sburces of revenue.
a) Lavor created wealth or Improvement valuesy
b} Community .created land value.

2. Texes are simply like pumps which draw revenue from
one source or the other,

It is an indisputed economic fact that all taxes lnposed on any
product or human activity, by whatever name they are called, (such
as the L=-5/16% net profits tax, L-5/16% earnings tex, 2 mill genersl
business tax, lj mills on personal property, L mill mercantile license,
j=5/1é wage tax, etc to name but a few that we have in Philadelphia)

will either cause thelr payers to ledave town or increase the cost of



productinn of goods and services, reduce thelr supply and inerease
prices tn the ultimate consunmers. Cleariy, the shift away from the
real property tax merely disguises the increased amount of taxss
being taken from the homeowner/consumer in the form of higher prices
or spreads nut the increases in smaller periodic deductions Irom
wages enabliné more to be sollested with Less resistance.

lhe. reported loss of 3300 businesses and 130,000 jobs over the
last eight years and a prajected job decline of 2% per‘year Tor the
next ten years must comnel a derious re-axamination.-of any practlce
that injects such deterlorating tendencles into the ‘economy.

Authoratative Infomation on the attltude of the financlal com-
munity and from officlal studies »7 the Cityfts ecnnomy identifies
the wage tax, and by implication must Include the other btaxes Listed
above, whlich increase. costs,; reducs productivity and increase prices,
as being largely responsibls for the poor business' climate, the
flight of industry, and the loss of jobs in Philadelphia.

What is not as clearly understood 1s that since land is not an
item of production, 1s inelastic in suoply and fixed to its loecatien,
a tax on its value has no ability to alter the supply by produactive
or locational adjustment and thereby bring about an increase
In price,

ihe next administration must use every tool at its disposgal to
reverse the physical and economic decline of the city while closing
the gap between revenues and expendltures that it will inherit. land
Yalue Taxation offers the best hope for achileving thonse goals wilth
minimum disruptions from layoffs, reduced services and unaffordable

tax lncreages.



To guote the report of & conference on the Financial frisis of
sur Cilties, sponsored by the National League of Citles, U.3. Con-
ference of Mayors, the National Commission on Urban Problems and
others -

"Tap few tax levyers sesm to understand that the propsrty Lax
15 not just nne tax; on the contrary, it combines and confuses
two completely opposite and conflicting taxes, and 1t would be
hard te imagine two tares whose conseguences for urban renewal
and urban development would be more different,"

"one of the two conflicting taxes fused and confused 1n the
property tax is the tax on the impreovement-the tax on what
past, present, and future owners of the -property have spent
or will spend to improve it, And it must be obvious to anyone
that heavy taxes on improvements are bound to discourage,
inhibit, and often prevent improvements.'

"ihe nther levy confused in the property tex is the land tax--
the tax »n the location value of the site, the tax on what the
property would be worth if the owners had never done anything
or spent anything to lmprove 1t, the tax on the value that de-
rives most from an snormous investment of other peoples! money
and nther taxpayers! money to create the community around 1t
and make the location accessible, livable, and richly saleable.
And it must be obvious to anyone that heavy taxes on the location
cannot discourage or inhibit improvements; on the contrary,
heavy taxes on locabtleon could put affective pressure on the
owners to pub’ their sites to betfer use so &8s &0 bring in enough
income to earn a good profif after paylng the neavier tax.”
Phlladelphia imposes & tax of $6.175 per §l00 of assessed val-
uatinn on land and buildings cemblned A property assessed at §100,000
($20,000 1land/$%0,000 bullding) is subject o %6,175.00 per year in
taxes, An adjoining land site of the same size, that is vacant or
occupled by a structure so deteriorated that it may even have a
negative value, will be subject to & tax of #1,235.00 a year. As
ason 83 it is developed to the lsvel of 1lts neighbor, the tax lia~
bility would jump by $L4,9L0.00 a year. Specific example: = Two ad-
jacent warehousing sites in the 300 block of Market Street of approxi-

mately the same lot slze. One agsessed $9,000 on langd and $900 on
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building, The other, $10,800 on land and §31,900 on building. lhe
farmer 1s nbviously grossly underimproved and in fact may be unused.
The taxes nn that property is presently $6tl., annuslly. if & ware-
house comparable to its neighbors were to be constructed, taxes
would sear to $2,525.

Prof. Mas»n Gaffney, chairman Dept. of Economies, Tniversity of
malifornia - liiveraide, and formerly economist with Resources for
the Future explains 1lts lmpact in this way -

"If you compare the real estate proparty tax on construe-
tion with an excise levied once at the time of construction,
the weight of the deterrent becomes plain. A 3% of true
value t&x, such as we have in Milwaukee and many other
cities, is the installment plan equivalent of a 52% sales
tax, hat 1s, it costs the owner as much each year as &

527 gales tax would cost him if financed over the life of
the building."

A tax of that magnitude falls like a dead welght on any éros~
pectlve restoratinn or new construction in the cibyu Philadeliphia's
.06175 on 50% of market value assessment is approximately 3% of true
value, Such conditions limit private investment to only the glamorous
kindsin the most profitable areas (Gallery, New Market, Jefferson
Hospltal, etc). And even th@sqéust very often be encouraged by
subsidized land.

The pe-investments that are now concentrated in specific ringe”
neighborhaods of center clty are also felr examples. The chuntless
nther neighborhoods of the city that are in various stages of aban-
danment, vacancy and deferred maintenence will only receive the in-
dividual and co-mercial investment necessary to preserve them when

higher land and lower building taxes alter the arithmetic of owner-

ship to make it affordable and profitable.
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The need for & higher land tax is speiled out in the House of
Representativets Committee on Banking, Finance and Yrban Affairs
3ub=-Committee report on the City, chaired by Congressman Henry Reuss,

eeoA hizh tax on buildifgs creates & bias against land use,
as already pointed out, But a low land tax is the ollncher.
If land valuss are rising rapidly, or 1f landholders expect
that they will, the low land tax encourages the walting game.
The owner figures the tax as a holding cost, one that 1is
readily affordable if there is evidence that annual incresases
in lan¢ value substantially exceed the annual taxes on 1it.
Some speculators cover the holding cost by what are known in
the real sstate fraternity as "taxpayers"~-old stores leased to
porno shops, ramshackls apartments, and most notoriously,
surface parking lots."

"A high land tax, geared to the market potential of sites,

would have the contrary effect, according to Philip Finkelstein

of the Center for Local iax Research. +t would make it costly

to hold valuable land in cold storage. Owners would be inclined

to put their sites intn use or to sell onut to others in the

market. As intensive commerciazl and industrial users find =access

to central city land, areas less sulted to these purposes will

accommodate various types of housing, or the kind of convenlence

village shops that too often are missing from residential

neighborhonds."

Iin downtown Philadelphia on busy Market Strest West, there is a
row of obsnlete twn and four story structurss in the 1900 block.
One of those buildings, sssessed at #6,700, occupies & site assessed
at 91,400, lhe tax liability is avproximately £6,057. Assuming that
the assessed value is 50% of market value as the agssessor declares
it to be, that land is worth £182,800 and growing. The owner is con-
tent to earn enough to pay the taxes while he waits for an enter-
prising developer, on more likely, a redevelopment program to buy

him out. The same 1is true of the surface level parking lots that

preempt mnst of that area ané so many other sites in center city.



The advantage of the land value tax over the wage tax as a
revenus source was clearly devonstrated by studiss in Pictsburgh
prior ts the adoptlon of a L8 mill increase in land tax in December,
1978 to help fill a £23.2 million revenue gap. The LB mills will
cost the average homeowner w62 a year while the eguivalent wage
tax for the same anount of revenue would have cost the average
wage earner 3138 each year,

If Philadelphia sought tn raise the approximately $50 millinn
deficit hidden in the recently announced budget, it would reguire
either a .0368 additional tax on land, .0088 &addition in the
exlsting property tax nr ,006 addition to the wage tax. A homeowner
in the neatly kept 3200 block of Carlisle Street in North Phila-
delphia (where incldentally, assessment is closer to 75% of market
value than to 50% as it is supposed to be) with a property assessed
at #4,,100, the land being %800, would pay in land tax $29, or with
the existing property tax, #16&, However, on 2n assumed income of
£7,000, the wage tax would take 542. = year. 4 home in the 1100 black
of . Johnson Street (E., M%. Alry) assessed at £13,000, land at $1900,
and with a conservative estimate of $15,000 income: Land tax cas;@ould
be $70, with the existing property tax #114, or 90 on estimated
income of %15,000. Whe: 1t is considered that such families are likely
tn have at least btwo wage s&rners, the wage tax appears even =ore
costly. (Eosh wage earners may not be consacisus of the hlgher cost of
& wage tax because 1t is collected weekly from their paychecks and
never ssan. But the propefﬁy tax 1is often paid in an annual dump sur
that hurts. Perhaps some means should be devised ©n Wwithhold ths land

tax from paychecks which would make it more palatable as well as more
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equitable than the wage tax.)

Well improved homes, commerclal and industrial property
benefit from & land tax because most of Thelr Halus is in the
gtructure. Underimproved and vacant land rightfully bear the
heavier burden. Two sites in the 2000 block of Market 3t.
i{llustrats the point. A surface level parklng lot, assessad
at $2,045,600, would pay an additional $75,200 but only
£18,000 using the exlsting property ﬁax method. Tacling it

irectly across Market 3t. on a lot slightly less than half
as blg, is 8 rmultl-story »ffice building with a total assess-
ment of £13,046,100, nf which $1,164,000 1s land. That proe-
rty would pay an astounding $114,800 increase 1f the tax rate
were on btotal value (compared to $18,00C for the vacant lot).
It would pay @u2,560.with the land tax, $32,000 less than its
land spesealating neighbor.

The Clty administratinﬁ alrsady recognizes the effective~
ness of lower land price to attract businesses and jobs.
Industrially zoned land, ownsd by the £ity, has hesn available
for purchase at as low as iGﬁ of its market value for some
time. The more affordable first cost could be achieved for
privately owned land as well., It would reguire a land value
tax high ennugh to discourage speculative holding to bring
the price dnwn. The current program does noathing abnut the
continuing, high annual cost of doing Susiness in the Gity.
Government ~ay ot be.abls to bring about changes in indus-
trial w rk rales, nor convince labor to moderate its wage

demands In this inflatlisnary perisd, but it can provide
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compensating tax incentives by removing the tax entirely from

buildings devoted to commerce and Lndustry.

Pittsburgh, Pa. used the taxing toocl effectively to
secure the priéate rebullding of its downtown in the 1940's.
Its half as heavy tax on buildings than on land was strong
inducemant for major corporations to bulld there. The result
was the development of the enviable Golden Triangle, (Ths LB
mill increase in the land tax last December now gives Pltts-
burgh a 4:1 land to bullding ratio.

In 1974 Harrisburgh made a tentative step toward heavier
land tax and extended 1t In 1977. The land to bullding ratios
is now 1.8:1.

Studies in Washington, D.7., Kansas City, Milwaukes,

San Francilsco, Newark, Wilmnington and New York have all
apelled out the wisdom of taxing land more and improvements
lesg. Congressman Henry S. Reuss, Chalrman, House Banking,
Finance and Urban A{fairg Comnittes, Ralph Nader, economist
Alfrad Kahn, Chairman nf the Council on Wage and Price Sta-
bility and Kenneth Gibson, Mayor of Newark, .J, have alil
said that taxing land more and buildings less would be better
for clties.

Becauss it is a First Class city,Pnlladelphis may need
legisictive provisicn to enact full Land Value Taxation. Butl
there is no real obstacle to its obtalnment since it 1is
already permitted in every obther city in the State. It
depends only upon the will of the administraticn.

Philsdelphia 1s at a crossroad in its hlstory. Bold,
insginative steps must be taken by thnse who care, to
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arrest its declins and place it on a path to economic,

social and spiritual vitalisy.

Recommendatlons:
1. Financa all deficits by an increase in the land
tax rate only.

2. Exempt 21l new commercial and Industrial constructinsn
nn vacant land from building assessment.

3. Automatically exempt all expansion of existing plant
facllity from assesament.

i, Exempt all new residential construction and renovatinn
in depressed cr declining areas from z2ssessment.

T. Institute & Ly year program to shift the property
tax off bulldings to land only.

6. PRring all land assessment up to SQ% of market value.

7. Make the office >f Real Estate Assessment a depart-
ment of the 2lty.

8. Require the assessor to publlsh a land value map
annually and maintain the established assessment
to market value ratlio.



land

PROCEDURES FOR A PHASED INTRODUCTION
oF

LAND VALUE TAXATION IN PHILADELPHIA

In order to shift the property tax from buildings to
in four years, the present 5ax rate on bulldings may

be reduced by 25% each year and the revenue loss recovered
by the appropriats increase in the land tax rate.

Using the formula below, with the current assessment

figures, tax rate and revenue yleld, the results over the

next

four years are shown in the table.

Assessed Value: Bulldings $4,297,127,800.
n n Land 1,359,175,040.
" n Total $,656,302,840.

City & School District
Cgmbined tax rate 06175

Current Property Tax revenue ¢ 349,276,690.

To continue producing the ssme asmount of revenue sach year
and where:

1981
1982
1983
1984

LTR Iand tax rate

»

R -~ Revenue needed

BA « Building assessment (total)

RTR = Building tax rate

IA = Land assessment {(total)

LTR = R - (BA X BTR)
LA

BTR REVENUE LTR REVENUE
.0l 63 $198,957,010. .1106 $150,319,680.
.0308 132,351,530, .1596 216,925,160,
015N 66,175,768, .2083 283,100,930,

0 0 . 2568 349,276,690,
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