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To:  Council President Darrell Clarke 
From:  Paul R. Levy 
Re:  Comments on Proposed Construction Impact Tax; Bill #200556  
Date:    November 9, 2020 
 
This memorandum highlights a more reliable and effective way for Philadelphia to fund affordable housing and 
suggests that the proposed 1% construction tax is counter-productive. It could slow Philadelphia’s fragile 
economic recovery. 
 
As an alternative, revisit the policy from two years ago that pledged the City’s share of expiring tax abatements, 
but now as a means to back a bond issue to support affordable housing. In a time of extraordinary economic 
uncertainty, expiring abatements are a less speculative and more stable foundation upon which to build a financing 
program for affordable housing.  
 
Need for Affordable Housing: Philadelphia faces a significant shortage of affordable housing: 42% of all 
households are “cost-burdened” paying more than 30% of their income towards housing. However, as the chart 
below highlights, the problem is concentrated among about 190,000 families who earn below the city’s median 
household income of $43,744.  
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Comparatively Philadelphia is quite affordable. Of the 100 largest urban counties, New York and San 
Francisco are the most expensive cities in the United States. Philadelphia is far down the list of median housing 
cost, ranked 84th. Despite much publicity focused on condominiums in Center City, just 1% of the 183,104 
residential sales that occurred citywide between 2010 and 2019 were for units over $1 million; 73% of all home 

sales in 2019 were priced under $250,000.1 Put simply, Philadelphia’s 

problem is not that our housing costs and rents are so high; it is that 

incomes of too many of residents are so low.  
 
For these residents, there are only 33,055 active, publicly subsidized, 
affordable housing units across the entire city. There are however, many 
affordable units available on the private market, though many are in need 
of repair. 
 
The long-term solution to affordability should be a greater focus on raising 
incomes through faster growth of family-sustaining jobs and through the 
expansion of Black- and brown-owned businesses. Rebounding from the 
last recession, Philadelphia was one of the slowest growing of the 25 largest 
cities, ranking 23rd in the creation of new jobs. Our rate of minority business 
development seriously lags peer cities. Growth needs to become a higher 
priority. However, short-term, we must address the affordability challenge. 
 

More Self-Reliance: Traditionally, Philadelphia looked to the federal government to close the affordability gap. 
However, through both Democratic and Republican Administrations in Washington D.C. the amount of federal 
funding for housing has steadily declined since the 1970s. This is not to say that the federal government should 
not do more. However, the demographic reality is that only 26% of the American population now lives in large 
central cities. Especially with the likely continuation of divided government in Washington D.C., federal 
generosity will remained constrained for cities like Philadelphia. We must find more ways to meet our needs 
locally without deterring job growth. 
 
An essential starting point is a clear-eyed understanding of regional income realities. The darker blue shaded areas 
in the map on the left represent higher levels of household income. Despite the media focus on Center City, 
regional wealth is highly concentrated in the suburbs, with household incomes in Philadelphia only one-half that 
in most adjacent counties.  The map to the right on page 3 shows the limited areas of the city where new housing 
was completed in 2019 or was under construction at the start of 2020. It is concentrated around Center City and 
University City, the setting for 53% of the city’s jobs. Housing is built in the private market where incomes 
support the cost of rents and mortgages. 
 

                                                           
1 City of Philadelphia Department of Records deeded title transfers calculated by Kevin C. Gillen 
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Rate of Recovery: Philadelphia is only slowly recovering from the significant economic impact of COVID 19 

and the mandatory stay at home order. Between March and April, Philadelphia payroll employment declined from 

748,000 to 646,800, a loss of 101,200 jobs, 13.5% of all wage and salaried positions in the city.  Through 

September, as businesses began to reopen, employment rebounded to 693,900, an increase of 47,100 from April 

(7.3%). September’s employment level, remained 54,100 (7.2%) below March levels. Lower-income, hourly 

workers have been hit the hardest. 

Philadelphia’s official unemployment rate spiked from 7.0% in March to 18.2% in June, and gradually declined 
to 11.7% by September. While this tracks state and national trends, the city’s unemployment rate in 2020 has 
been consistently higher than Pennsylvania’s and the U.S. These statistics however, only report people actively 
looking for work. In many Philadelphia neighborhoods, the unemployment rate is significantly higher. 
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Construction permits in the city also plummeted between February and April with the volume of permits of all 
kinds dropping in April 2020 84% below the number of permits issued in April 2019. With the gradual recovery, 
construction activity began to rise through the summer, but in October, the volume of permits was still only at 

82% of the volume of same time last year.   

 
The Architecture Billings Index (ABI) tracks the level of activity that architecture firms are reporting, looking 
ahead 9-12 months.2 It is a leading indicator for construction activity in the months ahead. A score of 50 represents 
no change in billings; less than 50 is a decrease, greater than 50 represents an increase. Right now, the northeast 
region in the US is reporting 41.5, which is far better than the 25.1 that was reported in May, but still clearly 
representing a decline in potential construction activity in the pipeline. 
 
Bad Timing: This suggests that, as winter approaches with fears of another spike in COVID 19 cases, the level 
of construction activity will probably decline and not rebound much before spring or summer of 2021. 
  

To propose an additional tax on the cost of construction in Philadelphia when we are struggling to recover 

and when construction costs in the city are already 30% higher than in the surrounding suburbs, can only 

hasten the movement of residents and businesses out of the city exacerbating the income disparities between 

city and suburbs. 
 
Unpredictable Source for Bonding: If one of the proposed goals of this tax is to create a revenue source to 

underwrite a $400 million bond issue to help pay for needed affordable housing, conversations with municipal 

finance experts suggest that this may not be the most reliable means to that end.  Uncertainty about the volume 

of permit applications and construction in the months and years ahead may make it difficult to securitize the tax 

revenues and thus could limit the investor base who might be interested in purchasing these municipal bonds. It 

could limit the size of the issuance and increase the interest costs.    

                                                           
2 https://www.aia.org/resources/10046-architecture-billings-index-abi 
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If the assumption is a $400 million bond issue at a 5% interest rate over a 25-year term, supported by $20 million 

in annual revenue, the uncertainty and variability of the annual revenues from the construction tax might mean 

that the City would have to pay higher than a 5% interest rate to attract investors. It might mean that potential 

bond buyers would require reserves set aside for debt service, which will limit bond proceeds available to build 

housing. It may mean that the City would have to pay for credit enhancement of the bonds in order to overcome 

these uncertainties.  

A Better Approach: Philadelphia has already found a better way to achieve the stated goal of this tax.  Two years 

ago, the Administration and Council made a one-year decision to pledge the City’s share of expiring tax 

abatements to fund affordable housing. The contrast between a new construction tax, levied in a time of 

extraordinary economic uncertain, based on activity that may or may not occur in the coming months, and 

a predictable revenue stream from construction activity that occurred a decade ago could not be clearer.  

Even if one made a conservative assumption that assessments may decline in the next year or two, it is easy to 

build into a financial model the assumption of a 2%, 5% or even 10% decline in the total assessed value of 

properties whose abatements are expiring because the construction occurred a decade ago. Most important, the 

volume and value of expiring abatements are knowable, based on development activity that occurred since 2011. 

Expiring abatements are thus a far more reliable and stable foundation upon which to build a program of 

affordable housing than are highly uncertain construction taxes. Given the ascending volume of revenue that 

becomes available, it is relatively easy to structure debt service schedule accordingly.  

 

 

 

 

 

 

 

 

 

 

 

 

 

To be clear, pledging of expiring abatements requires City Council to make a difficult choice. Future budgets may 

have counted on these expiring abatements to fund other programs.  However, the positive implications of this 

choice are huge. 
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We are living through a period of divisive, political extremes. Most reasonable citizens fervently wish that in 

2021 we find a way back a middle ground where people of different opinions can work together, compromise and 

a create viable solutions to challenges. 

A 1% construction tax exacerbates tensions between those who view development activity as a positive and those 

who care passionately about the needs of lower income citizens. It adds to Philadelphia’s image as challenging 

place to do business, limits the volume of development and ultimately reduces the funds available for affordable 

housing.3  

By contrast, pledging revenues from expiring abatements from successful market activity a decade ago and 

devoting them to more affordable housing is not only more reliable, it also sends an important unifying message: 

Philadelphia welcomes new investment that creates new jobs and tax revenues at the same time as it 

commits to build more affordable housing.  This avoids contentious either/or choices. It aligns and allows 

much-needed market activity to enable Philadelphia to meet critical human needs. It generates jobs and improves 

the quality of life for residents at all income levels. 

I urge you to consider this alternative to the proposed construction tax. 

                                                           
3 Philadelphia municipal government already levies 17 separate taxes. A construction tax would make 18 


