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Over the last twelve months, the City of Philadelphia (City) has dealt with the unprecedented 
challenges posed by the COVID-19 pandemic.  Since the first stay-at-home order issued on March 
23, 2020, restrictions on business activity have had a significant and ongoing impact on 
Philadelphia’s economy. Social distancing measures continue to affect fundamental aspects of 
day-to-day life, with most businesses operating at limited capacity, public schools continuing to 
conduct virtual classes and many employees still working from home, a full year after the first 
COVID-19 case was confirmed in Philadelphia. These impacts have been felt across the country, 
with national unemployment reaching record highs and small businesses struggling to survive. 
This economic contraction has had a significant effect on the City’s finances, with tax revenues 
falling hundreds of millions of dollars below previously projected levels. 
 
In April 2020, the Controller’s Office released a report that estimated the pandemic’s potential 
impact on the City’s tax revenues. With the ultimate impact unknown at the time, this original 
analysis considered two scenarios that varied the severity and length of the pandemic’s economic 
impact. Relative to the City’s pre-COVID forecasts, the report projected a substantial revenue 
shortfall ranging between $263M and $503M through the end of January 2021. Nearly a year 
later, actual tax collections have fallen within the forecasted range, with accumulated revenue 
losses totaling $454M through the end of January 2021. These original forecasts, along with 
actual revenues, are shown relative to the pre-pandemic baseline in Figure 1 on the next page.  
 
While the severity of the initial shock is now clear, the shape of Philadelphia’s economic recovery 
remains uncertain. Original forecasts by the Controller’s Office assumed a recovery to pre-
pandemic revenue levels by the end of calendar year 2021, in line with other published forecasts 
at the time. As seen in Figure 1, revenue collections in recent months indicate that these forecasts 
likely overestimated the pace of the City’s recovery. This report incorporates data from the last 
twelve months to revise these forecasts and recalibrate the pace of the local economy’s recovery. 
Experience from the past year provides crucial insight into how the local economy has responded 
to changes in public health restrictions and which taxes have been most sensitive to the effects 
of the pandemic. Most notably, several federally approved COVID-19 vaccines are now being 
distributed throughout the city. Equipped with this new information, this analysis provides 
revised estimates of the pandemic’s impact on City tax revenues through the end of June 2022. 
Currently, trends beyond June 2022 are difficult to forecast, as the full impact of the COVID-19 
pandemic on the economy is not yet fully understood, and a number of structural changes to 
regional and national economies could impact the City’s finances in the long term. 

https://controller.phila.gov/philadelphia-audits/covid19-fiscal-impact/
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Revised Tax Revenue Impacts 
 
This report analyzes two possible scenarios for the city’s ongoing recovery, optimistic and 
pessimistic, and their associated tax revenue impacts. The projections examine the short-term 
impact to the City’s finances over the next 15 months, focusing on fiscal year 2021 (FY21) ending 
on June 30, 2021 and fiscal year 2022 (FY22) ending on June 30, 2022. The scenarios focus solely 
on the City’s major taxes and do not include costs associated with the pandemic response, state 
or federal aid, or impacts to the City’s non-tax revenues.  
 
Under the optimistic scenario, the Controller’s Office estimates that the City would have a 
combined tax revenue shortfall of $33M in fiscal years 2021 and 2022 relative to the City’s latest 
detailed budget projections released in February 2021. Under the pessimistic scenario, the City 
would face a combined tax revenue shortfall totaling $284M for FY21 and FY22. Both scenarios 
assume widespread vaccine distribution in the summer of 2021 that results in a substantial 
increase in economic activity beginning in the second quarter of FY22. However, the scenarios 
differ in the assumed pace of recovery, particularly for service sectors most impacted by the 
pandemic. The optimistic scenario assumes a return to pre-COVID employment levels by mid-
2023, while in the pessimistic scenario, this job recovery lasts until the end of calendar year 2023. 
However, in both scenarios the vast majority of the economic recovery occurs by the end of FY22. 
Both scenarios account for the effects of non-resident remote workers leaving the wage tax base 
during the pandemic. However, the full impact of this issue remains unclear as only some major 
employers have begun to withhold wage tax payments for non-resident remote employees.  
 
Tax revenue impacts are summarized for each of the City’s major taxes in Table 1 below, with 
fiscal year totals shown in Figure 2. The net impact to the City’s finances in each scenario is 
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presented relative to the City’s latest budgeted tax revenue totals, denoted as “City Budget” in 
Table 1.1 The effects on individual taxes will be discussed in detail later in the report. 
 

 
 

  
 

Methodology and Assumptions 
 
This analysis considers the impacts of COVID-19 on the City’s revenues under optimistic and 
pessimistic scenarios.2 The assumptions for these scenarios were informed by recent forecasts at 
the federal, state, and local levels, including projections by the Congressional Budget Office (CBO) 

 
1 The comparison uses the FY21 "Target Budget" totals in the FY21 Q2 Quarterly City Manager’s Report and the 
FY22 totals in the Adopted FY21 - FY25 Five Year Financial Plan from June 2020. 
2 All software used in this analysis is available at https://github.com/PhiladelphiaController/COVID19-forecaster. 

https://www.phila.gov/finance/pdfs/QCMR/QCMR_ending_12-31-20_FINAL.pdf
https://www.phila.gov/finance/pdfs/five-year-plan/FY21-25_Five_Year_Plan_as_Adopted_FINAL.pdf
https://github.com/PhiladelphiaController/covid19-forecaster
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and Pennsylvania’s Independent Fiscal Office.3 The majority of these forecasts assume full 
employment recovery by the end of calendar year 2023. The scenarios in this report fall in line 
with these forecasts, with the vast majority of the economic recovery realized by the end of FY22. 
The scenarios considered are: 

• Optimistic: A scenario resulting from sustained and substantial recovery rates across 
sectors, with employment returning to pre-pandemic levels by mid-2023.  This scenario 
assumes that COVID-19 transmission rates continue to fall while more people become 
vaccinated, leading to easing of business restrictions and social distancing measures over 
the next twelve months.  

• Pessimistic: A scenario in which the economy experiences slower recovery due to 
extended business restrictions and social distancing measures. Employment and wages 
across sectors improve throughout FY21 and FY22, but at a slower rate than in the 
optimistic scenario.  

For both scenarios, forecasts rely on a combination of historical data and economic trends that 
have emerged since the start of the COVID-19 pandemic. Historical data at the industry level is 
used when available4 in order to account for the disparate impact of the pandemic across 
different sectors of the economy. 
 
The forecasted revenue totals for each tax, as well as the actual totals from calendar year 2020, 
are shown in Figure 3 on the following page. Totals are shown as a percent of the pre-pandemic 
revenue baseline, which provides a clear illustration of the varying impact of the pandemic across 
different taxes. Forecasts for the wage tax are shown at the industry level and will be discussed 
in greater detail in the next section. 
 

 
3 For example, see recent analyses by the Congressional Budget Office, Pennsylvania’s Independent Fiscal Office, 
the City of Detroit, and the Massachusetts Budget Office. 
4 Industry data is available for the City’s wage, sales, and realty transfer taxes. 

https://www.cbo.gov/publication/56970
http://www.ifo.state.pa.us/releases/417/Five-Year-Economic-and-Budget-Outlook/
https://detroitmi.gov/news/city-detroit-reports-revised-revenue-estimates-fiscal-years-2021-2025
https://masstaxpayers.org/fy-2022-tax-revenue-forecast
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Individual Tax Revenue Impacts 
 
The economic impact of COVID-19 has affected the City’s taxes differently. The following sections 
summarize these unique impacts for each of the City’s major taxes.  
 

Wage & Earnings Tax 
 
The City’s wage tax is its single largest tax revenue source5 and is particularly sensitive to 
unemployment in the city. Since the beginning of the COVID-19 pandemic, the wage tax has 
sustained $257M in losses relative to pre-pandemic forecasts. This accounts for more than half 
of the City’s $454M shortfall through January 2021. However, due to strong performance in the 
first three quarters of FY20 (pre-pandemic), wage tax collections in FY20 were still $66M higher 
than in FY19. Collections over the first half of FY21 have more accurately reflected the economic 
impact of the pandemic, coming in $40M less than FY19’s Q1 and Q2 totals and $96M less than 
FY20’s Q1 and Q2 totals.  
 
While every part of the economy has been impacted by the COVID-19 pandemic, some sectors 
have been affected more than others. Unemployment in the food, leisure, and hospitality 
industries has remained high since March 2020, though it has recovered somewhat in response 
to the easing of business restrictions. As seen in Figure 3 previously, wage tax collections from 
the leisure and hospitality industry have been most impacted, remaining about 65 percent of the 
pre-pandemic baseline since April 2020. Overall, the unemployment rate in the Philadelphia 
metro area has recovered from a peak of 15.4 percent in April 2020 to 7 percent as of December 
2020. This analysis assumes that this economic recovery will continue as COVID-19 transmission 
rates continue to decline, vaccinations increase, and business restrictions are scaled back. 
 
Other sectors, such as information,6 financial activites and professional services, have seen wage 
tax revenue declines without significant increases in unemployment. This is likely due to non-
resident employees that are exempt from the wage tax while working remotely during the 
pandemic. Several large employers in Philadelphia stopped witholding wage tax for non-resident 
employees during 2020. The outsized decline in wage tax collections relative to job losses in these 
industries, in addition to the fact that these industries are more likely to support remote work, 
suggest that telecommuting for non-residents has already had a substantial effect on the City’s 
finances.  
 
While the ultimate impact is still unknown, estimates for the effect of non-resident remote work 
are included in the scenarios in this analysis. In particular, wage tax collections in industries such 
as information and financial activities are significantly slower to recover in the pessimistic 
scenario, reflecting the possibility that a portion of employees may be shifted to permanent 
remote work after the pandemic ends. With non-residents representing about 40 percent of the 
wage tax base, the overall impact to City finances relative to pre-pandemic forecasts could be 

 
5 Note that this analysis projects both the City and PICA portion of the wage and earnings taxes. 
6 The information sector includes the publishing, telecommunications and internet industries. 
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substantial, as large as $220M in FY21.7 It is clear that a permanent shift towards remote work in 
the local economy represents a risk to the City’s finances. The Controller’s Office will continue to 
monitor wage tax collections in the coming months.  
 

Sales Tax 
 
Due to the restrictions placed on businesses and economic activity contracting significantly in the 
early months of the pandemic, sales tax revenue fell about 27 percent below baseline projections 
during the last quarter of FY20. Sales revenue recovered in the first half of FY21 as businesses 
reopened, with revenue for FY21 Q1 and Q2 coming in at 90 percent and 94 percent of their 
respective projected totals.  
 
It is important to note that Philadelphia’s sales tax does not apply to online sales, which 
contributed to declines as consumer spending shifted to e-commerce during the pandemic. As 
cases decline and more of the population becomes vaccinated, consumer spending in local 
businesses is expected to continue to recover. Sales tax revenue is forecasted to reach baseline 
projections by the end of FY22 in the optimistic scenario and 96 percent of baseline projections 
by the end of FY22 in the pessimistic scenario. Both scenarios assume that the pandemic’s 
outsized impact on the service industry, as well as increased vacancy in the city’s downtown and 
other commercial centers, will result in depressed sales revenue for these industries relative to 
pre-pandemic levels throughout the forecast period.8  

 

Business Taxes 
 
The pandemic is expected to have a significant impact on business tax collections for tax year 
2020, which are due in April 2021. To estimate the economic effect on the Business Income and 
Receipts Tax (BIRT), this analysis assumes a 7.5 percent (optimistic) and 15 percent (pessimistic) 
decline from baseline projections in FY21, with collections fully recovering to pre-pandemic levels 
by FY22. These reductions are consistent with the magnitude of revenue declines in the years 
following the Great Recession. However, it is worth noting that BIRT collections are particularly 
challenging to forecast due to a number of policy and accounting complexities. BIRT payments in 
April 2021 will provide the first assessment of the pandemic’s impact on the City’s largest 
business tax.  
 
The analysis assumes larger potential contractions for the net profits tax (NPT) in FY21. In FY21 
Q4, projections show NPT collection contractions could range from 40 percent (optimistic) to 60 
percent (pessimistic). The forecast takes a conservative approach to FY21 due to the potential 
impact of remote work during the pandemic. Non-residents account for about 50 percent of NPT 

 
7 Assuming the entirety of non-resident workers (40% of total) in the financial activities, information, and 
professional service industries are able to work from home. 
8 https://www.inquirer.com/business/retail/center-city-philadelphia-retailed-rittenhouse-shoes-clothes-walnut-
chestnut-street-20201204.html 

https://www.inquirer.com/business/retail/center-city-philadelphia-retailed-rittenhouse-shoes-clothes-walnut-chestnut-street-20201204.html
https://www.inquirer.com/business/retail/center-city-philadelphia-retailed-rittenhouse-shoes-clothes-walnut-chestnut-street-20201204.html
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collections and are not responsible for the net profits tax while working remotely outside city 
limits during the pandemic.9 

 

Beverage Tax 
 
Since March 2020, the beverage tax has declined due to tight restrictions on hospitality 
businesses and generally depressed economic activity. Beverage tax revenues for FY20 Q4 fell to 
70 percent of baseline projections but recovered to 87 percent for the first two quarters of FY21. 
This recovery is expected to continue at a modest pace in the optimistic scenario, reaching 90 
percent recovery by the end of FY21 and a nearly full recovery by the end of FY22. Recovery is 
robust but a bit slower in the pessimistic scenario, maintaining revenues at 85 percent of baseline 
projections through the end of the fiscal year and recovering to 97 percent of the baseline 
projections by the end of FY22. 

 

Parking Tax 
 
Parking tax revenue has sharply declined since March 2020, with the last quarter of FY20 totaling 
only 29 percent of the pre-pandemic baseline. The recovery for the parking tax has been slow 
relative to other taxes, having only recovered to 43 percent of the baseline by the end of FY21 
Q2. As public health restrictions continue to lift, parking tax revenue is projected to recover at a 
modest pace through FY21, reaching 90 percent of projected baseline levels by the end of FY22 
in the optimistic scenario. The recovery is delayed by a fiscal quarter in the pessimistic scenario 
due to slower projected easing of restrictions, which in turn, delays the city’s return to full 
economic activity.  
 

Amusement Tax 
 
The City’s public health restrictions have had the largest impact on revenue from the amusement 
tax, which is imposed on admission fees to activities like concerts, movies, night clubs, and 
athletic events. The vast majority of these events have remained prohibited throughout the 
pandemic, with the City only recently relaxing restrictions on crowd limits to allow fans at games 
for the city’s sports teams. Amusement tax collections totaled close to zero during summer 2020, 
recovering to ten percent of the pre-COVID baseline by FY21 Q2.  
 
Forecasts assume the majority of social distancing measures will remain in place through the first 
quarter (optimistic) or second quarter (pessimistic) of FY22, until vaccines become widely 
available. Collections are projected to slowly recover to pre-pandemic levels during calendar year 
2022, assuming a phased relaxation of public health restrictions that gradually allows larger over 
time. This recovery will also depend on the rate at which residents become more comfortable 
attending large gatherings. 
 

 
9 See recent guidance from the City’s Revenue Department on paying business taxes during the pandemic. 

https://www.phila.gov/media/20201207154218/Nexus-sourcing-Philadelphia-covid-19-December2020-policy-update.pdf
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Realty Transfer Tax 
 
Due to a strong local housing market, the realty transfer tax has remained relatively unaffected 
during the COVID-19 pandemic. After falling to 43 percent of baseline projections at the end of 
FY20, the realty transfer tax bounced back to generating more than 90 percent of projected 
baseline revenue through the first half of FY21. The observed trends in the realty transfer tax 
revenue reflect pent-up demand in the market over the last six months as a result of real estate 
activity being suspended due to mandated restrictions during the first three months of the 
pandemic. Residential and non-residential sales fell by about 50 percent during these months but 
have since largely recovered to pre-pandemic levels. The residential housing market in particular 
has had a substantial recovery, with housing prices increasing by 5 percent during the fourth 
quarter of calendar year 2020 and growing by more than 12 percent year-over-year.10 The 
projected forecast is conservative in that it assumes the spike in real estate activity will slow over 
the next several months, assuming residential prices will stabilize while the non-residential 
market will continue its recovery from the pandemic at a slower pace. 

 

Real Estate Tax 
 
The City announced in September 2020 that it will keep property assessments fixed at pre-
pandemic levels for FY21 and FY22, delaying a planned citywide reassessment until FY23.11 
Previously, the City’s budget had assumed a 4.5 percent growth in property assessments in FY22. 
As such, this delay will result in an expected $30M revenue shortfall in property tax collections 
for FY22.   

 

Conclusion 
 
After a full year of grappling with the COVID-19 pandemic, the City is beginning to experience 
moderate amounts of economic recovery that fall in line with previous projections released by 
the Controller’s Office, though new data suggests that the length of the recovery period is now 
expected to be longer than originally thought. With $454M in total revenue losses from April 
2020 through January 2021, the pandemic has had a significant impact on City services and 
operations. This report estimates that the pandemic’s economic impacts will continue, with the 
City potentially facing an additional revenue shortfall as large as $284M in FY22.  
 
However, with cases declining and vaccinations increasing, a return to pre-pandemic normality 
is within sight. Optimistically, the city’s recovery will strengthen over the next few quarters, with 
full recovery for most revenue streams being realized in FY22. In this case, the City’s revenue 
shortfall would be a more modest $31M in FY22. In the pessimistic case, this recovery is expected 
to be more sluggish, but revenues will still return close to pre-pandemic levels by the end of FY22. 
With a substantial aid package recently passed by the federal government, the City is close to 

 
10 Source: Kevin Gillen’s Housing Report for 2020 Q4. 
11 https://www.phila.gov/2020-09-09-philadelphia-to-forego-property-reassessments-for-tax-year-2022-due-to-
pandemic/ 

https://drexel.edu/~/media/Files/lindyinstitute/HousingReports/2020_Phila_HousingReport/2020Q4_MarketCommentary.ashx?la=en
https://www.phila.gov/2020-09-09-philadelphia-to-forego-property-reassessments-for-tax-year-2022-due-to-pandemic/
https://www.phila.gov/2020-09-09-philadelphia-to-forego-property-reassessments-for-tax-year-2022-due-to-pandemic/
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weathering the COVID-19 public health and economic crises. As the city enters into the second 
year of the pandemic, the Controller’s Office will continue to monitor the state of the City’s 
finances and work to ensure effective and efficient use of taxpayer dollars through this 
unprecedented time. 
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