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THE CHANGING COMMERCIAL LANDSCAPE:   Accompanying the “exploding metropolis” 

of the 1960’s were foreboding changes in the urban retail scene.  Independently owned storefronts 

arranged in centrally located “ribbon” commercial streets gradually gave way to car-oriented 

shopping malls located near freeway interchanges, and strip malls arranged along major traffic 

corridors.   “The arguments in favor of consumer choice and lower prices at the chain stores came to 

prevail over the community-sustaining arguments that favored preservation of neighborly Main 

Streets”  (Seattle Weekly, May 14, 1997).   

Having become disenchanted with the visual chaos of the asphalt wilderness, car-dependent big-box 

retailing and the immense waste of urban land associated with strip commercial development, urban 

planners and city councils are now looking for ways to revitalize older business districts.  By now, 

many of these historic districts have lost their contiguous storefront streetscapes to surface parking 

lots, and automobile sales lots.  Writes Mark Hinshaw in a special to the Seattle Times (May 30, 

1999):  “I would trudge across the vast expanse of asphalt…into what was loosely called 

‘downtown’.  The place was as forlorn as it was forgettable…filled with a sense of urban despair, 

littered as it was with vacant storefronts and empty sidewalks.”  But, in Renton, Kirkland, Bellevue, 

Redmond and Winslow  “…there are signs of hope and new energy found in every quarter”.  

RESTORING SENSE OF PLACE AND HUMAN SCALE: Seeking an answer to the problem of 

disinvestment in older town centers, some jurisdictions are turning to the “Main Street” movement as 

a solution.  The city of Renton has embarked upon a new downtown plan involving the relocation of 

car dealers and the marketing of vacated parcels for infill development.  What is encouraging is that 

individual business owners are seeing new opportunities and are getting in on the revitalization 

effort; others are sprucing up their storefronts.  Best of all, in the past year property values have 

doubled.  City officials are reorganizing their approach to regulations and are looking for ways to 

attract higher quality development.  “More work needs to be done, of course.  Storefronts and older 

buildings cry out for renovation.” 

The city of Kirkland is also engaged in a plan to save the “main street” features of its historic 

downtown.  This high value sub-regional center has a different set of problems to overcome—not 

related to disinvestment, but rather the risk of pricing out small, independent businesses.  

Commercial rents are around $23 per square foot.  “Small-shop retailers say that’s a price that only 

galleries and top-end restaurants can afford” (Seattle Times, May 1999).  Rapid job growth and 

population pressures on the Eastside are driving up real estate prices in the highest value centers.  

Kirkland city officials are doing their best to retain the small businesses that form its tightly knit 

commercial ribbons, as well as to discourage the land-consumptive pattern of big-box retailing. 

 



SOLUTIONS:   What can be done to boost the Main Street movement to remake central business 

districts into intimate scale, diverse and pedestrian-friendly activity centers?  Local economic 

development dollars are already being targeted to entice high quality development; additional public 

capital is being used to install public amenities in the historic commercial districts.  Yet, there is 

another tool available that will cost taxpayers no public dollars at all—a revenue neutral revised 

property tax system that shifts the burden onto land assessments. 

First, it is important to realize that the current property tax system inhibits the very ideals that 

planners are attempting to achieve.  By taxing land and improvement values at the same rate, the bulk 

of the tax is typically derived from building investments.  Business owners have no financial reasons 

not to use land wastefully--putting up minimal quality structures on expansive lots.  The tax burden 

falls lightly on land-consuming uses where building investments are minimal and lot coverage is 

low.  The aggregate effect is to propel urban growth horizontally—making compact development 

and pedestrian-oriented commerce less likely to result.  If the tax rates on land and improvement 

values were differentiated, where a high land tax rate is offset by a low building tax rate, the reverse 

incentive would take effect.  The City Club of Tacoma has recognized this, and in its Community 

Studies Report strongly recommends tax code revisions “to change the economic equation” and 

“stop penalizing owners who make improvements with higher taxes”.   

EVIDENCE:   Simulation models applying a split-rate land-based tax to King County properties 

confirm the expectation that land-extensive uses such as strip commercial and surface parking would 

bear a larger tax burden.  Ribbon commercial arrangements, characterized by zero lot line set-backs 

and contiguous storefronts, are a beneficiary in the simulated tax outcomes.  Stores on NW Market 

Street in Ballard, for example, experience an 18 percent reduction in tax burden under a revenue 

neutral 2-rate system.   

According to the Capitol Hill Neighborhood Plan, Broadway District (at 1.6 miles) is the longest 

continuous pedestrian commercial street in Seattle.  The corridor is covered by a pedestrian overlay 

zone, which promotes pedestrian-oriented development.  How would properties in this streetscape 

fare under a revised property tax system?  Usually, the intensity of land utilization (measured by a 

ratio comparing total building floor area with lot area) is reflected in property assessments. 

Because the ratio of building-to-land assessments is higher than the city average, the aggregation of 

properties in the Broadway corridor would see a 3 percent decline in tax liability under the split rate 

tax system weighted on land values.  There are variations in tax shift, however, caused by differences 

in land use intensity.  Vacant parcels, and surface parking lots, for example would experience a tax 

hike of more than double the current level.  (Bear in mind taxes are low under the current system).  

Apartment and mixed-use buildings would see taxes drop by about one third.   

For illustrative purposes, the collection of commercial parcels can be classified into three groups.  

Fully developed parcels (having high building assessment ratios and high floor area ratios) would 

experience a downward tax shift when converting to the land-based tax.  The aggregate 2-rate tax 

amount is 37% less than the conventional tax.  Parcels with above average building assessment ratios 

but below average land utilization would experience an upward tax shift of 14 percent.  Those 

remaining parcels having low building value and low utilization ratios would see an upward tax shift 

of 107 percent.  This may be enough of a shift to induce owners of potentially reusable properties to 

fully utilize their lots or sell to developers who will.  Under the 2-rate structure, all properties within 

a taxing district are taxed at the same differential rate. 

The financial incentives of land value taxation (LVT) are clearly supportive of the neighborhood 

plan’s efforts to revitalize the Broadway district and promote the full utilization of street frontage.  

New streetscape amenities, design guidelines, and private revitalization efforts arising from plan 

implementation will enhance property values.  With increased unit land values the tax shift is even 

more pronounced.  The effect is to accelerate the implementation of plans. 

 



 

AN INTERIM MEASURE – COMMUNITY BENEFIT DISTRICTS:   Many economists have 

asserted that a general land value tax (LVT) would itself tend to resolve most of the problems of 

stagnation and site underutilization in commercial strips in older town centers.  In some states, 

however, there has been a long-standing resistance to changes in the property tax structure.  In 

Washington State, constitutional prohibitions against non-uniform taxation present an additional 

barrier to implementing LVT.  Public support may not be sufficiently strong at this time to pass a 

constitutional amendment authorizing a change in the general property tax structure to allow 

differential rates.  A possible interim measure is a geographically limited approach to the capture of 

rising land values. 

 

First, it is recognized that cities must have the means to take an active role in revitalizing business 

districts that have been experiencing prolonged disinvestment.  New public infrastructure placed into 

redesigned business districts could provide the physical framework for new compact, 

pedestrian-friendly private development.  Without it a city has almost no leverage to stimulate or 

guide new development, as private developers themselves cannot be expected to provide all the 

desired public amenities and still make a profit.  Tax increment bond financing is a project-specific 

capital funding method that could provide this leverage.  

 

The principle of value capture is relatively simple to put into practice due to the fact that taxable 

benefits are closely tied to property assessments.  A local development agency need only estimate the 

revenue required to pay off the revenue bonds for planned public improvements intended to stimulate 

building intensive development in a “community benefit district”, and set a special tax rate to 

appropriate land value increases expected to occur over a reasonable cost recovery period.  Revenue 

bonds are issued after the construction of public improvements within a benefit district begins.  The 

term “geo-bond” might be used to distinguish the capture of land rent as a bond financing mechanism 

from other taxing mechanisms that include the building component of assessed value.   

 

In the case of value capture financing, taxable value is based on the increase in land values from year 

to year.  This coincides with land rent, or annual “unearned” capitalized gain.  Here is where the 

distinction is drawn between value capture and tax increment financing.  TIF is a manipulation of the 

general property tax, whereas this form of value capture is a separate tax, not unlike a mandatory LID 

(local improvement district).  Because general property tax revenues are not affected, the 

constitutional prohibition against non-uniform taxation does not arise.  Moreover, regular taxing 

districts (such as school districts) are not deprived of future increases in property tax revenues. 

 

Without the capital-inducing incentives of LVT, municipalities need a tool as powerful as tax 

increment financing, yet without the disincentives that accompany the present equal rate property tax 

structure.  Independent of the benefit district approach, there are movements in the state legislature 

towards adopting a Washington version of TIF, known as Community Revitalization Financing.  If a 

workable CRF law is adopted, it should include a value capture provision that exempts building 

values from regular property taxes.  In either case, value capture bond financing is a mechanism that 

contains both built-in incentives for developers to build in accordance with locally approved plans, 

and disincentives to speculate on redevelopment sites.                      


