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1 Cities, Big Taxes: Business Taxation and the Competitiveness of
Pennsylvania Cities

ylvania’s state tax structure places heavy burdens on industry. The
 income tax as well as the state's approach to taxing financial

ind public utilities together impose on many industrial sectors a

den than in other nearby, large states that compete with

for economic development. This high state tax burden on business
d by the imposition of high local business taxes in Pennsylvania
sult, the overall state and local tax burden on business is very high

nia cities in comparison to cities in other states.

re an important factor affecting the location of economic

nt because they affect the bottom line, Taxes also affect economic
use taxes signal the current interest of government in promoting
development and the likelihood of government over the long term to
intain'a positive business climate. In Pennsylvania, the current tax
nposes a disadvantage on locations throughout the state in the

or economic development and job growth. However, taxes are
gréatest impediment to economic and job growth in the places that
ost, Pennsylvania's cities.

ts below present state and local tax burdens on key industries in
ties and major cities in other Northeastern states. The tax burden
2d for model firms in nine different industries. The models were

us Bureau and IRS data on the average characteristics of U.S.

S _Its of the comparisons are presented by industry.

nsylvama Is currently attempting to reinvigorate its manufacturing
attracting high tech industries such as pharmaceuticals and computer
_ers'_to the state. The state has a strong start in encouraging

n t_hese sectors because of a well-established base. However, the
usiness tax burden (consisting of high state taxes and modest local
dered by these firms diminishes the competitive advantages that
cities may present as operational locations.

nufacturing firms, the state corporate net income tax is the largest
f the tax burden. States with high corporate income tax rates tend
verall tax burdens. Pennsylvania's corporate income tax rate of
Is the highest in the country. As a result the overall tax burden on
cals manufacturing firms is higher in Pennsylvania’s cities than




Baltimore, Chicago, Newark, and Wilmington. Only Boston and New Yo

higher, due to high local taxes. Figure 2

Figure 1 .
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Local tax burdens on pharmaceuticals firms in Pennsylvariia ¢ ] ause the state corporate net income tax is less burdensome for

similar, with one exception, Philadelphia. This reflects the similarit ms than pharmaceutical firms, due to the lower profit margins of
effective rate of local property taxes. Philadelphia's local tax burde :
because manufacturing firms are not exempt from the Philadelphia b
but are exempt from local business gross receipts taxes in other j juris d Insurance
addition, Philadelphia taxes net income while other cities do not.: '

banking industry is critical to a region’s economic development.
nsurance companies are major sources of investment capital
spur growth. When the costs of banking and insurance operations
d through higher taxes the costs of investment in the region are

1is poses special problems for start-up and small companies, those
to generate new jobs and also the most likely to need investment




Figure 3 Figure 4 ‘
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Banks are usually subject to special state taxes levied on finane
institutions, instead of general corporate taxes. Pennsylvania's finan
institutions tax, like its tax on corporate income, places a much highe
industry than do similar taxes in other states. Due to the high state
overall tax liability for banks in Pennsylvania cities is higher than a
compared. Local tax burdens are similar in most Pennsylvania cities
similarity in local property tax burdens. Philadelphia's local tax burde
because banks are not fully exempt from the Philadelphia business p
but banks are exempt from local business gross receipts taxes in othe

surance companies, like banks, are subject to industry-specific taxes

an general corporation taxes in most states. State taxes make up the

nt portion of the overall tax burden on insurance companies. Tax

on insurance in Pennsylvania cities are below those in three out-of-state
shitly above Wilmington, and far above New York and Chicago. These
are due primarily to differences in state tax burdens

Business and Real Estate

mall businesses are represented in our study by the business service and
ctors. ldentified nationally as centers of job creation, these sectors have

1 manufacturing as the leading employers of Pennsylvanians in many of
cities. Many of Pennsylvania's cities impose high tax burdens on
service and refail firms. By contrast with the preceding sectors, the tax
ot the strictly the result of state action. Most of the state's cities have
1e state’s high level of business taxation with additional high local
result: Pennsylvania cities, both large and small, levy higher taxes on
service and retail firms than do the major cities of competitor states. In

the real estate sector is another part of the state's economy subject to
1 taxes.




Figure 5
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For business services firms, local taxes form the most s1gmf1c )
the overall tax burden. Business gross receipts taxes are the major rea
high tax burdens on business services firms. FErie and Reading are th
Pennsylvania cities that fall below the median of the out-of-state ci ;
Erie does not levy a business gross receipts tax and Reading has a fai

business gross receipts tax rate of 2.25 mills. Other cities have gross re
rates ranging from 3 to 7.9 mills.

Figure 6

Retall
Tax Burden as a Percent of Gross Recelpis
Pennsylvania and Competitor Cities
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tailers, local taxes also form the most significant portion of the tax
gain, business gross receipts taxes are the major reason for the high
15, Virtually all of the state's cities exceed the retail tax burden
major cities in competitor states, including New York City. Only
nificantly below out-of-state cities.




Figure 7

Real Estate Developers
Tax Burden as a Percent of Gross Recaipts
Pennsylvania and Competitor Cities

Allentown
Altocna
Erie
Harrisburg
Philadelphia
- Pittsburgh
Reading
Scranton [

Baltimore
Boston
Chicago
Newark EELor
New York
Wilmington

Percent of Gross Receipts

State Taxes & Local Taxes

For real estate developers, state taxes are a small portion of the
burden. Overall tax burden on developers in Pennsylvania cities are g
high due to local taxes. High local taxes in Pennsylvania cities are dt
business gross receipts taxes, a type of taxation found in Pennsylvan
not generally found in other cities. However, high local property tax
major reason for high local taxes in Pennsylvania cities on real estate d
This is particularly the case in Pittsburgh, Harrisburg, and Scranto

impose separate tax rates on land and improvements. Philadelphia’s hig

effective property tax rate is due to the Use and Occupancy tax levied b
school district, a type of tax not found in the other cities compared. Or
and Baltimore have high tax burdens on developers compared to mo:
Pennsylvania cities, because they are the only locations that tax perso

property. i
Utilities

Regulated utilities, such as the telecommunications industry,
services crucial to operations of modern industry. Although captiv
that they will not move operations to another state because of the bus
burden, taxing these industries increases the cost of doing business
Pennsylvania in general. Business taxes for regulated industries are

sumers. As business taxes increase for the telecommunications
he cost of operating an unregulated business in Pennsylvania

Figure 8

Telecommunications
Tax Burden as a Percent of Gross Receipts
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pose a burden of over 10 percent of gross receipts. Other states do

lly impose comparable taxes. Local taxes on telecommunications in

taxation of utilities, while in other states, localities tax utility
ctly.




Professional Partnerships

The one sector where Pennsylvania's cities appear competitive ig the appendix tables that follow, details are provided on the
taxation of professional partnerships, represented in our study by Ia ristics of the model businesses and their tax liabilities in different cities,
- ix Table 1 provides the characteristics of the model firms in nine
Figure 9 : - Appendix tables 2 through 15 provide the tax burden as a percent of
' ipts, presented in detail for each city, by type of firm, and by tax.

Legal Setvices
Tax Burden as a Percent of Gross Receipts
Pennsylvania and Competitor Cities
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The legal service model is an unincorporated partnership, and
individual income taxes rather than corporate income taxes. Dué to
Pennsylvania's low state taxation of individual income, the state tax
legal services is lower in Pennsylvania cifies than in other cities. L _
burdens in Pennsylvania are generally small enough so that overall t;
remain below most out-of-state locations. One exception is Philadely
the local net profits tax and net income portion of the business privileg
up a substantial portion of the overall tax burden. =

Conclusion

The tax burden in any particular locality is the combined effec
state and local policies, including; state and local reliance on business
other forms of revenue; decisions to finance services at the state or:loc
and state aid to local governments. In Pennsylvania's cities, the bu
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Pennsylvania Economy League
Board of Governors, Eastern Division, 1992

Chairman: David C. Carney, CoreStates Financial Corp
Vice Chairman: Ms, Faye S. Olivieri, Agenda, Ine.
Finance Chairman: William Harral, Bell of Pennsylvania !

J.A.D. Enterprises, Inc. Thomas M. Landin SmithKline Beecham
Morgan, Lewis & Bockius Jeffrey P. Lindiner CIGNA

Herbert M. Linsenberg, Esq.  Eagie National Bank
Ballard, Spahr, Andrews & Ms. Barbara Lukens Comcast Cable Communications,
Ingersoll Ine, ‘
Schnader, Harrison, Segal & Joseph W. Lutes Delaware Management Heldings,
Lewis Inc. ‘
SPS Technologies, Inc. Dean J. Markezin Price Waterhouse
Wharton School, U. of Penna. John Markle, Jr., Esq. Drini{er, Biddle & Reath ;
IBM Corporation Robert Mauch UGI Corporation \
Andersen Consulting Richard T, Nalle, Jr. ‘
Meridian Barncorp, Inc. Ronald J. Naples Hunt Manufacturing Company
John J, Naughton General Accident Insurance
KPMG Peat Marwick Company
Atochem North America Mr, Thomas J. Nowlan Continental Bank
Crawley, Haskins & Rodgers Bernard A. O'Connor Ford Electronics & Refrig. Corp
Fidelity Mutual Life Insurance Richard G. Peterson, Ph.D. Rohm and Haas Company
Comparny H. David Prior, Esq. Ballard, Spahr, Andrews &
Dee Paper Company Inc. Ingersoil
Philadelphia Inquirer & Daily Peter P. Quinn
News Arthur F. Radman, TIf Continental Bank
ARA Services, Inc. Stanley R. Reber Provident Mutual Life Insurance
USX Corporation Company
Chevron, U.S.A. Alfred W. Schwacke, Jr. Grubb & Ellis Company
Independence Blue Cross Daniel P, Sheerin Fidelity Bank
Strawbridge & Clothier Stephen W. Simpson, Ese. Arnelle & Hastie
Tasty Baking Company John F. Smith, III, Esq. Reed, Smith, Shaw & McClay
Paul H. Snyder Mellon PSFS
AT&T David E. Sweet Boeing Helicopters
Thelma Gray Public Relations, Mr. Joseph C. Swift Sun Refining & Marketing
Inc, Company
ARCO Chemical Company A. Frederick Thompson, Ph.D. Roy F. Weston, Inc,
International Mobile Machines Philip J. Webster The Webster Group, Inc.
Scott Paper Company Elkins Wetherill, Esq. Henderson, Wetherill, O'Hay &
Meriter Savings Bank Horsey
Provident National Bank Gilbert A, Wetzel We the People 2000
RM Communications Group, Inc.  Edward N. Williams First Pennsylvania Bank
Philadelphia Electric Company Ms. Patricia L. Wilson A, Foster Higgins & Co. Inc.
Penn Mutual Life Insurance Robert B. Wolf, Esq. Wolf, Block, Schorr & Solis-
Company Cohen
Pepper, Hamilton & Scheetz dJames H, Wolfe Coopers & Lybrand
Deloitte & Touche Thomas . Zoidis Butcher & Singer, Inc.
Dianne E. Reed, Ph.D., Director




