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ROLE OF CITIES



O TOP CHALLENGES

The city's top challenges PLAN NING
TRAFFIc  DOWNTOWN REVITALISATION

manseorr TRANSPORT
-~ HOUSING
HEALTH SERVIGES =
CRIME CRIME

ENVIRONMENT
LABOUR

Source: Urban Age City Survey



O INVESTMENT GAP IN CITIES

Investment gap = gap between investment
aspirations and investment made

TYPOLOGY:

Capital gaps: A lack of finance, whatever its source, to drive through effective and
sustainable urban development.

Knowledge and skills gaps: A lack of skills, information, confidence and know-how
to craft and implement innovative and sustainable solutions to bridge investment gaps.
Collaboration gaps: Vertical and horizontal co-ordination failures across key
public-public and public-private relationships prevent an increase in the urban
investment rate.

Institutional framewaork gaps: Structural, organisational and legislative deficiencies
across the systems in which city, regional and national governments operate.

Source: ULI Rerport 2008



VALUE CAPTURE
FINANCE



WHY VCFEF?

Current crises creates a powerful imperative to
Improve investment strategies, to reduce the
Investment gap and to foster deeper collaboration
between public and private sectors.

Traditional funding mechanism have became
Increasingly unable to cover the growing gap.

VCF can combine wider public goals with private
objectives under the form of urban development
funds, PPPs and joint venture.



LAND VALUE CAPTURE

Value Capture Is not a simple funding
tool, but rather a toolbox of funding
methods.

Literature: The approach of land value capture finance
has a wide and comprehensive literature and numerous
applications around the world.

(Fensham and Gleeson, 2003; Tsukada and Kuranami,
1994; Smith and Gihring, 2006; Bowes and Inlannfeldt,
2001; Andelson, 2000).



LAND VALUE CAPTURE

DEFINITION

“the appropriation of value, generated by public
sector intervention and private sector investment in
relation to an underused asset (land and/or
structure), for local re-investment to produce public
good and potential private benefit”

(Huxley 20093



THE VCF POSITIVE FEEDBACK LOOP
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Fig. Value Capture
relates to other funding

methods.

VCF TECHNIQUES
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TECHNIQUES
Land value taxation Joint development (JD)
Negotiated exactions Transportation Utility Fees (TUF)
Tax Increment Financing Development Impact Fees (DIF)
Special Assessments (SA) Air rights 11




Countries with Land Value taxation
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LAND VALUE CAPTURE

Advantages for public finance based on VC
approach:

creates incentives to improve urban infrastructure,
encourage better development,

curbs land speculation, prevents land price booms and
busts,

curtails sprawl, finances public transportation and other
Infrastructure,

promotes affordable land access.
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Case Study: Warsaw

HIPOTHESIS:

Urban infrastructure investment induces increses in land
values, thus is possible to recover the capital costs of
urban investment by capturing some or all of the
Increments in land value resultant from the investment.

MAIN OBJECTIVE:

Main goal was to examine how land value related to
transport investment can be used as a mechanism to
finance urban transport systems in Warsaw, Poland.



RESEARCH

FIRST STAGE
The local government structure in Poland

Decentralisation of Public Finance. Local budget revenues
and expenditures

The Local Fiscal system in Poland. Property taxation

Planning system in Poland. Non-recurrent taxes on
properties.

SECOND STAGE

Land Value Capture Mechanisms (Betterment Tax, Tax
Increment Financing, Joint Development Mechanism)

Innovative Financing Models for Underground Systems
Case Study: The Warsaw Metro System
Conclusion and recommendations
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LOCAL GOVERNMENT IN POLAND

REGIONAL LEVEL
(VOIVODSHIP)
The Act on Regional
Government
(1998)

strategic planning, regional development programs
maintenance of main roads (regional road network)
higher education

water management

environmental protection

[

COUNTY LEVEL
(POWIAT)
The Act on County
Government
(1998)

*

plans for county development

land registry and surveying

maintenance of roads of county importance (county road network)
secondary education

health care (management of hospitals and polyclinic buildings)
public order and security (police), civil defence

providing labour offices to cope with unemployment

natural disaster protection

sanitation inspections of buildings, etc.

MUNICIPAL LEVEL
(GMINA)
The Act on Municipal
Government
(1990)

spatial planning, local development plans, building permission

water supply and sewerage treatment

waste collection and disposal

local public transportation, street lighting

street cleaning

maintenance and construction of local roads

maintenance of green areas

municipal housing

provision of education services (including kindergartens and primary schools)
culture (including public libraries and leisure centres)

services within social welfare sector: services for elderly, handicapped and
homeless people, housing benefits

civil act registration
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local taxes, fees and
charges,

local shares in central
taxes,

central general
purpose and specific
grants,

earnings from council
rents and from the
sale of communal

property,
budget surpluses from
the previous year,

revenues from loans
and bonds.

MUNICIPAL REVENUES

Revenues of municipal budgets by type, 2003-2007
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revenues from assets

local taxes

personal income tax
(PIT)

corporate income tax
(CIT)

Source: Central Statistical Office of Poland (GUS), 2008
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WARSAW METRO SYSTEM
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® Case Study: WARSAW, POLAND

Structure of revenue sources related to land and pr ~ operty in City Council Budget

2008 2009 2010 Dynamic change

Revenue source 2010/2008
(realised) (planned) (planned) (%)
real estate tax 767 307 390 z 775851792z 826 283 425 z 107,7
2 property transfer tax 68479416z 55 000 000 z 57 185 000 z 83,5
3 fee from lease and rent of municipal assets 453 669 385 z 460 270 640 z 536 291 842 z 118,2
. frﬁﬁf] igi([))g ?Sasr;";‘gemem’ useandusufructof 514158731, 2025333792 324 407 201 7 103,3
5 dividents income from companies 24 221 694 z 12 825 000 z 23 500 000 z 97

g subsidies 1 062 955 554 z 1196 166 910 z 1242 599 220 z 116,9

9 special purpose grants 334089 774 z 337 810 220 z 316 739 033 z 94,8
10 EU funding 310561 038 z 146 687 915 z 602 502 715 z 194
TOTAL LAND AND PROPERTY REVENUE
(1-7) 1631518 966 z 1599897811z 1770 379 468 z 108,5
TOTAL BUDGET REVENUE 10 256 992 693 z 9544693666z 10298945321z 100,4

Source: The City 2010 Budget



GOOD PRACTICIES

Helsinki Metro, Finland

Copenhagen Metro and
@drestad scheme, Denemark

Jubilee line, London, UK

Metro Toronto Subway,
Canada

Milan Metro, Italy

Tyne&Wear Metro,
Newcastle, UK

20



WARSAW METRO SYSTEM

METHODOLODY OF THE RESEARCH

Hedonic Price Model
(Rosen 1974, Sheppard 1999)

Y= + X1+ oXo+..+ Xt

HPM - standard methodology to assess the financial viability and impacts of
public projects, for example, the construction of a metro system, new
sport stadium, or planned airport development

VARIABLES

transaction price of property (dependent variable)

year of sale, usable area of flat, numbers of rooms, floor level, year of
constructlon access to school, health care facility, green area, garage,
access to metro (explanatory varlables)
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VARIABLE

DESCRIPTION

VALUE

X1
X2
X3

X4

D1

D2

D3

D4

D5

. transaction price of
" property

. year of sale of property
" (Trend)

: usable area of flat
: rooms in flat
. floor level

. year of construction
. access to school

_access to health care
" facility

. access to green area

. garage

. access to metro

. error

price in PLN

“T” takes values form 1 to 5, 1 for 2006, 2 for 2007 etc.

square metres

Number

number; 1 for ground floor, 2 for first floor etc.
date

dummy variable with value 1 when distance to school is less
than 1 km, 0 when access is more than 1 km

dummy variable with value 1 when distance to health care
facility is less than 1 km, O when access is more than 1 km

dummy variable with value 1 when distance to green area is
less than 1 km, 0 when access is more than 1 km

dummy variable with value 1 for available parking place, 0 for
lack of parking place

dummy variable with value 1 when there is distance to
underground station less than 1 km, 0 when distance is more
than 1 km

captures unobserved determinants of housing prices




WARSAW METRO SYSTEM

RESULTS

There Is a positive impact of access to metro on
residential property prices.

Property in Bielany district located within 1 km from
metro station have a 6,7% higher selling prices.

Based on finding for Bielany district, in Targowek
district the possible increase in prices amounted to
7,13%
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WARSAW METRO SYSTEM

HOWEVER...

Currently existing legal and planning framework in Poland hinder the
possibility of an easy implementation of a land tax mechanism.

The most suitable application to the current Polish economic and
legal situation is PPP with the introduction of the land value capture
mechanism (Join Development).

In general the capitalization of commercial property is higher than that
In the housing market. That is why application of a form of betterment
levy to commercial property in Warsaw could be possible, however
requires separate study. 24



CONCLUSION

Contextual factors that influence the
opportunities for applying Value Capture:

national institutional arrangements, such as
legal conditions, tax conditions;

financial feasibility;
social and/or political acceptabillity;

organisational and planning culture.
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