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Abstract

Theoretical background: The property tax and the conscious setting of its rates constitute an important
element of the fiscal policy of cities in terms of their budget revenues. At the same time, it has a direct im-
pact on the economic and social situation of cities, affecting primarily entrepreneurs and potential investors
located in their area. The article addresses the problem of identifying the types of fiscal policy of cities in
Poland in terms of the above-mentioned tax and their consequences in terms of finance and urban economy.
Purpose of the article: The aim of the article was primarily to identify tax strategies adopted in Polish
cities and then, within selected groups of cities, to assess their effects in terms of selected financial and
economic variables.
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Research methods: To achieve the research objective, the adopted method was a financial and compara-
tive analysis of property tax rates and selected financial and economic indicators. The empirical part was
preceded by a critical analysis of the literature on the subject. The research covered Polish cities with
district rights in the years 2018-2023.

Main findings: The conducted research shows that there were differences in the approach to fiscal policy
in the cities studied. Cities applying a policy stimulating economic activity were characterized by, among
other things, the largest number of newly established enterprises, a low unemployment rate, and at the same
time slightly lower total revenue per capita. However, they retained a relatively large revenue independence.
Cities applying fiscal policy (with high property tax rates) were characterized by slightly lower budget
revenues and weaker economic results than the first group. However, in their case, investment expenditure
was the highest, which should be assessed positively. The cities applying populist policy were characterized
by the relatively weakest financial and economic situation. These were the cities that introduced low tax
rates for residential properties and high rates applied to entrepreneurs.

Introduction

Local government units (LGUs) perform many important functions for society
by providing public goods and services that the private sector would not produce.
LGUs allocate the funds they have collected to carry out their own tasks. Today, after
the COVID-19 pandemic and in conditions of political uncertainty, as well as with
rising operating costs and numerous changes in tax regulations that have reduced the
financial resources of LGUs, questions arise about the shape of local fiscal policy.
One of the key challenges for local government is to ensure efficient and sufficient
sources of revenues. The instruments of fiscal policy of municipalities include, among
others, local taxes, with the main classic local tax being property tax.

Real estate tax, alongside the municipality’s share in personal income tax (which
is independent of local authorities), is one of the most important sources of revenue
for each municipality. It is therefore a key element of fiscal policy at the local level,
which, due to the variability of the local government environment and the conditions
prevailing there, may be subject to numerous changes — both at the central and local
level (Sajndg, 2024, pp. 80—81). This article responds to the need to characterize this
policy in the aforementioned periods of economic and geopolitical uncertainty that
we are currently witnessing. It is worth noting that new tax solutions are frequently
discussed in the literature and public debate (Bernardelli & Felis, 2023; Felis, 2016).
However, this article deliberately focuses on the analysis of existing instruments
and strategies applied with regard to property tax in the context of local tax policy.
While the focus is on property tax in Poland, it is acknowledged that many other
fiscal instruments exist and that similar challenges are faced by local governments
in other countries.

The article addresses the problem of identifying the types of tax policies of
cities in Poland in the scope of the above-mentioned tax and their impact on urban
finances and economy. The aim of the article was therefore, first of all, to identify tax
strategies used in Polish cities, and then, within the distinguished groups of cities,
to assess them in terms of selected financial and economic variables. To achieve the
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research objectives, a financial and comparative analysis was used, mainly concerning
property tax rates applied to residents and entrepreneurs, as well as selected financial
and economic indicators. The empirical part was preceded by a critical analysis of
the literature on the subject. The research covered 66 Polish cities with district rights,
and the research period covered the years 2018-2023.

The article consists of several parts, which correspond to the above research
objectives. First, a review of the literature on the subject of real estate tax and the
tax policy applied in its scope was made. This part was also presented in the context
of shaping the socio-economic situation of local government units with the use of
this policy. Then, the methodological assumptions of the research were presented.
Next, the results of the own research with elements of discussion were provided.
The article ends with a summary.

Literature review

The way in which LGUs finance their expenditures is an important issue for their
development. Each municipality has a different specificity, which is why it is difficult
to indicate general regularities in relation to determining their tax policy strategy and
budget revenues. Many factors determine the way in which a municipality collects
its revenues. These factors include, for example, size, the level of socio-economic
development already achieved, demographic, urbanization and other conditions
(Motek, 2022, pp. 264-265; Slack, 2009, p. 22; Wichowska, 2020). However, one
thing is certain — budget revenues should be at an appropriate level so that local gov-
ernment units can use them to fulfil basic tasks and implement an active development
policy (Kwasny, 2017, p. 230). A serious limitation in this context is the available
tax base. In cities with district status, the situation is more complex, as they perform
both municipal and district tasks. Although they receive state transfers, these funds
are often insufficient to cover all functions. Therefore, stable own-source revenues
are crucial for supporting their wider regional role, including economic, social, and
infrastructural development (Kotlinska et al., 2022, p. 196).

The two most important principles that should form the basis for the fiscal policy
strategy of LGUs are, firstly, that public goods and services provided by local gov-
ernments should be linked to sources of revenue needed to finance them. The second
principle is the postulate of financing public services by service recipients (Farvac-
que-Vitkovic & Kopanyi, 2014, p. 150). The above principles categorize fiscal policy
into two parts: in the area of local taxes and local fees. Both parts of fiscal policy
should aim to maintain a high level of independence and financial stability of cities.

Under legal regulations, each LGU in Poland has the right and obligation to
create its own fiscal policy. This is implemented by setting local tax and fee rates,
a system of reliefs and exemptions, and other individual decisions. As previously
noted, these decisions have a real impact on the socio-economic life of LGUs by
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stimulating economic development or eliminating undesirable phenomena (Podstaw-
ka & Rudowicz, 2010, pp. 79-80). One of the most important areas of fiscal policy
is tax policy. Among local taxes collected at the municipal level in Poland, the most
important is the property tax.

The legal definition of real estate tax is included in the Act on local taxes and
fees (1991). It applies to non-agricultural land, buildings or their parts and is charged
from 1 m? of usable area, and the amount of the rates is determined by the type
of property and their purpose. In the case of buildings and their parts intended for
conducting business activities, the tax is charged on their value (Felis et al., 2023,
p. 87). The municipality may differentiate tax rates on certain properties located
on its territory according to the criteria of their location, purpose of use, type of
development, technical condition or age of the building (Act on local taxes and
fees, 1991, Article 5). Real estate tax, as one of the few local taxes, is a particularly
important instrument of the tax policy of LGUs. Municipalities have tax authority
in several key aspects of it, which means that they can apply different tax policy
strategies. The most important of these aspects is setting the amount of its rates.
Municipalities may set rates lower than the upper limits set by the central author-
ities, which in turn may result in a reduction of the tax burden on tax payers and
a reduction of their costs.

The situation is similar with exemptions granted in municipalities according to
objective criteria to a specific group of tax payers or through the possibility of intro-
ducing objective exemptions by the municipality. Thanks to such legal possibilities,
municipalities can create better conditions for residents and businesses operating in
their area than in neighbouring LGUs or in those of their parts that require greater
support because they are affected by, for example, an unfavourable social situation
(crime, homelessness, depopulation, etc.). Another aspect of the tax policy strategy
may be the deliberate maintenance of property tax rates at a stable level, thanks to
which the municipality will be distinguished by predictable and stable conditions
for conducting business activity (Smiechowicz, 2013, p. 463).

Municipalities also have the right to apply reliefs, deferrals (e.g. in terms of
payment deadlines, instalment payment) or write-offs of tax liabilities (including
interest and default interest) applied in whole or in part. These instruments can also
affect the socio-economic development of municipalities. While exemptions are
directed to a selected group of taxpayers specified in a resolution of the municipal
council, write-offs are directed more precisely — to individual entities (individuals
or enterprises). Decisions in this regard are made by the executive body of the local
government unit, but they are granted at the taxpayer’s request. Moreover, such
a decision is discretionary. A municipality choosing such a policy limits its budget
revenues, counting on a future increase in revenues, e.g. from participation in central
taxes, but also on stimulating the labour market and entrepreneurship, also expecting
an inflow of investment capital and the revitalisation of underinvested areas. Such
a policy can therefore improve the tax base. Its application, however, depends on
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the current financial situation of the local government, the tasks performed and
the perception of this tax by the authorities from the point of view of its fiscal and

non-fiscal functions (Felis, 2014, p. 41; Smiechowicz, 2013, p. 463, 468).

To sum up the above considerations, it should be pointed out that there are many
studies in the literature explaining the reasons for the differentiation of tax policies.
A relatively detailed study and review of research in this area was presented by
Lukomska and Swianiewicz (2015). They pointed primarily to the theory of tax
competition, which takes place between LGUs in terms of attracting new residents
or businesses (the main literature in this area includes: Oates, 1972; Tiebout, 1956;
Wilson, 1986; Wilson & Wildasin, 2004). The other side of the discussed concept
is the imitation of the tax policy of neighbouring municipalities in order to achieve
political advantage (these ideas were presented by, among others: Allers & Elhorst,
2005; Besley & Case, 1992; Madiés & Dethier, 2012; Salmon, 1987). Moreover,
Fukomska and Swianiewicz (2015) characterized the concept of the average voter,
according to which the authorities try to meet the expectations of residents in order
to gain or maintain power (Downs, 1957). They also referred to the concept of the
political cycle, according to which voters pay attention to the economic situation of
LGUs only before the elections, which the authorities use to consciously shape it
in order to achieve re-election (Houlberg, 2007; Mouriuen, 1989; Nordhaus, 1975).
The functioning of these concepts in Polish realities was analysed, among others,

by Kopanska (2019).

In addition to research on the reasons for the differentiation of the tax policy of
municipalities, some authors have shown certain regularities occurring in its area
between different LGUs. The classification of tax policy conducted by Miszczuk
and Miszczuk (1995), supplemented by Swianiewicz (1996, p. 93), has become
a classic division of this policy in Polish literature on the subject, which was also
referred to by later researchers (e.g. Motek, 2022; Podstawka & Rudowicz, 2010,
pp. 84-85; Wichowska & Wadecka, 2021, p. 224). Among the types of this policy

in the field of real estate tax, the following can be distinguished:
* liberal, when tax rates are relatively low;
 fiscal, when tax rates are relatively high;

+ stimulating, when low tax rates are applied to business activities and high

rates burdening residents;

* populist, when high taxes are applied to business activities and low taxes

burdening residents.

The analysis of the tax policy applied in a relatively undifferentiated group of
cities, which is the assumption of this article, may contribute to the identification of
its financial and economic effects in the period of dynamic changes in the conditions

of functioning of LGUs in Poland, which we are witnessing.
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Research methods

The aim of the article was first to identify tax strategies used in Polish cities and
then to assess them in terms of selected financial and economic variables within the
distinguished groups of cities. To achieve this aim, the previously described typology
of tax policy distinguishing its four types was used: liberal, fiscal, stimulating and
populist. It is worth noting that this classification was adopted based on the subject
literature and serves an ordering function, highlighting general fiscal strategies rather
than providing normative judgments of the instruments applied. Specific instruments
may not fit perfectly into a single category, and lower tax rates for residents are not
interpreted as populist policies on their own, but are analysed in the broader context
of the city’s overall fiscal strategy. It also should be noted that property tax rates
are analyzed as part of the broader fiscal strategy of municipalities; other fiscal in-
struments, though not the focus here, may also affect local economic outcomes and

decisions regarding business location (Felis & Otczyk, 2021, pp. 80-81).

To determine the type of policy in specific cities, an analysis of property tax
rates was used in the scope of the most financially efficient budget revenues from it:
residential buildings and buildings related to conducting business activity. In order
to obtain comparability of rates, their shares in the upper level of rates determined
by the Minister of Finance in individual cities and years of the research period were
calculated. Then, the frequency of application of rates was calculated in five percent-
age ranges: the share of the rate in the maximum rate below 59%, then 60-69%, then
70-79%, 80-89% and 90—100%. In the case of both rates being at the highest level,
it was considered a manifestation of fiscal policy, and in the opposite situation — of
liberal policy. When the rates were relatively higher in the scope of buildings related
to conducting business activity in comparison to the rates for residential buildings — it
was assessed as a manifestation of stimulating policy, while otherwise — of populist

policy. Finally, cities that applied it were assigned to each type of policy.

Next, within the separated groups of cities, the cities were assessed in terms
of selected financial and economic variables. Financial and comparative analysis
was used to achieve the research objective. The research covered all (66) cities
with district rights in the years 2018-2023. The research period was dictated by
the availability of data in the lists of property tax rates in local government units
in Poland, created since 2018 by the Ministry of Finance. The choice of cities with
district rights resulted from the fact that they are mostly large cities, which demon-
strate a greater number of tasks implemented, and therefore greater financial needs
and less identification of the authorities with individual residents, which potentially
gives them greater freedom in shaping tax rates than could be the case in smaller

local government units (Motek, 2022, p. 264).

To assess the situation of cities in individual groups distinguished according to
the types of tax policy and in reference to the previously cited literature, the following

financial variables were adopted in the study:
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* x1 —total revenue per capita;

e x2 — share of own revenue in total revenue;

* x3 —revenue from the city’s share of personal income tax per capita;

* x4 —revenue from property tax per capita;

* x5 — investment expenditure per capita.

The economic variables used for analysis were:

* x6 —number of business entities per 1,000 inhabitants;

* x7 — number of newly registered business entities in REGON per 1,000 in-

habitants;

» x8 — share of newly registered business entities in entities deleted from RE-

GON per 10,000 inhabitants;

* x9 — business entities in higher-order services (section J-R Polish Classifica-
tion of Activities) per 1,000 inhabitants;

* x10 — unemployment rate among people of working age.

The above-mentioned indicators were averaged for better readability and to

facilitate the interpretation of research results. The research results were presented

in the form of tables and figures.

Results

The maximum property tax rates in 2018-2023 and the average rates in Polish
cities with district rights are presented in Table 1.

Table 1. Maximum property tax rates and average rates in cities with district rights in 2018-2023 by type
of tax subject

Type of taxable item

2018 | 2019 | 2020 | 2021 | 2022 | 2023

No. in PLN per | m?
Land

1 psed for business,virr.especti.ve of its classification 0.91 0.93 0.95 0.99 1.03 L16
in the land and building registers
Average rate in cities with district rights 0.82 0.84 0.88 0.90 0.95 1.14
land covered by standing surface waters or by

2 |flowing surface waters of lakes and artificial 4.63 4.71 4.80 4.99 5.17 5.79
reservoirs
Average rate in cities with district rights 4.45 4.49 4.63 4.77 4.98 5.54
other, including that occupied for paid statutory

3 | public benefit activities of public benefit 0.48 0.49 0.50 0.52 0.54 0.61
organisations
Average rate in cities with district rights 0.37 0.38 0.43 0.44 0.47 0.53

4 |undeveloped land in revitalisation area 3.04 3.09 3.15 3.28 3.40 3.81
Average rate in cities with district rights 2.84 2.86 2.95 3.02 3.16 3.42
Buildings or parts thereof

5 |residential 0.77 0.79 0.81 0.85 0.89 1.00
Average rate in cities with district rights 0.68 0.70 0.74 0.77 0.82 0.92
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Type of taxable item 2018 | 2019 | 2020 | 2021 | 2022 | 2023
No. in PLN per | m?
Land
6 used for business ar.ld resident.ial buildings or 2310 | 2347 | 2390 | 24.84 | 2574 | 2878
parts thereof occupied for business
Average rate in cities with district rights 20.20 | 20.85 | 21.90 | 22.03 | 23.05 | 25.57
7 (S)g:(l;fied for the purpose of trading in certified 1080 | 1098 | 1118 | 1162 | 12.04 | 1347
Average rate in cities with district rights 10.29 | 10.41 | 10.77 | 11.09 | 11.60 | 12.87
used to provide health care services in the
8 [meaning of the healthcare laws, occupied by 4.70 4.78 4.87 5.06 5.25 5.87
providers of such services
Average rate in cities with district rights 4.39 4.43 4.66 4.79 5.00 5.55
other, including that occupied for paid statutory
9 | public benefit activities of public benefit 7.77 7.90 8.05 8.37 8.68 9.71
organisations
Average rate in cities with district rights 6.79 6.89 7.45 7.44 8.22 8.66
10 |Structures 2% of their value
Average rate in cities with district rights 0.019 | 0.019 [ 0.019 [ 0.019 | 0.019 | 0.019

Source: Authors’ own study based on: (Ministry of Finance, 2024).

The data presented in Table 1 show that the tax policy in the area of property tax
in cities with district rights was diversified. In the case of all types of property, the
average tax rates were lower than their maximum levels in all years of the research
period. The systematically increasing maximum rates set by the Ministry of Finance,
as well as their real (average) level applied by the cities studied, are also noteworthy.
Their particularly high increase occurred in recent years, which is certainly related
to the inclusion of rising inflation in their level. It is worth noting here, however,
that the structure of tax revenues from individual items listed in the table is diverse
in cities with district rights. As a rule, the highest revenues from property tax are
usually recorded from buildings and land occupied for business activities and from
structures, while revenues from property tax occupied for residential purposes con-

stitute only a fraction of the total.

The analyses of the shares of rates applied by the indicated cities in the maxi-
mum rates of tax on residential buildings and on buildings designated for conducting
business activity show that cities with district rights applied the following types of

tax policy:

 fiscal policy (F) — which was related to the introduction of maximum tax
rates for both types of buildings; this policy was applied by 38 (one city
applied both rates, the share of which in the maximum rates was in the range

of 80—89% — this city was also considered to apply fiscal policy);

» populist policy (P), meaning that the rates for entrepreneurs were relatively

lower than the rates for residential buildings, was applied by 15 cities;
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* policy stimulating economic activity (S), meaning that the rates imposed on
entrepreneurs in the maximum rates were relatively lower than in the case of
residential buildings, was applied by a total of 13 cities;

* liberal policy (L) could not be assigned to any of the cities studied.

Data on the frequency of application of individual tax rates as a percentage of
their share in maximum rates are presented in Table 2. Table 3 indicates the cities
that applied individual types of tax policy in 2018-2023, along with the average
shares of rates in maximum rates.

Table 2. Frequency of occurrence of property tax rates at their maximum levels in cities with district rights
in 2018-2023

the rate for buildings
related to business
activity 0-59% 60-69% 70-79% 80-89% 90-100%
the tax rate for
residential buildings
0-59% 0 0 0 0 1 city
60—-69% 0 0 1 city 1 city 0
70-79% 1 city 0 0 1 city 5 cities
80-89% 4 cities 0 1 city 6 cities
90-100% 3 cities 1 city 1 city 2 cities
. fiscal policy populist politics stimulating policy

Source: Authors’ own study.

Table 3. Types of tax policies and cities that applied them, along with average shares of residential and
business tax rates in maximum rates in 2018-2023

Average share Average share
Type of B of th.e rate: for f)f .the rate for
. Cities residential buildings related to
policy buildings in the | business activity in
maximum rate | the maximum rate
Jelenia Gora, Legnica, Wroctaw, Bydgoszcz, Grudziadz,
Lublin, Zamos¢, Lodz, Piotrkow Trybunalski, Skiernie-
Fiscal wice, m..st. Warszawa, onle, Krosno, Przemyél, Ta@o-
policy brzeg, Bla%yst(?k, Gdynia, Stupsk, Sopot., Blels!fo—Blala, 05.58% 96.83%
(38 cities) Bytom, Chorzow, Czgstochowa, Jastrzgbie-Zdroj, Jawor-

zno, Katowice, Pickary Slaskie, Rybnik, Siemianowice
Slaskie, Sosnowiec, Swigtochtowice, Zory, Elblag, Olsz-
tyn, Leszno, Szczecin, Swinoujécie

Populist Torun, Wioctawek, Biata Podlaska, Chelm, Gorzdéw
policy Wielkopolski, Zielona Gora, Tarnéw, Ostrot¢ka, Plock, 76.61% 92.20%
(15 cities) | Radom, Siedlce, Suwatki, Kalisz, Konin, Koszalin
Stimulating | Watbrzych, Krakoéw, Nowy Sacz, Rzeszoéw, Gdansk,
policy Dabrowa Gornicza, Gliwice, Mystowice, Ruda Slaska, 91.14% 62.78%
(13 cities) | Tychy, Zabrze, Kielce, Poznan

Source: Authors’ own study based on: (Ministry of Finance, 2024).
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In the above-mentioned groups of cities, the development of selected financial and
economic variables was assessed. Table 4 presents data on their average levels in the
years 20182023 for cities applying fiscal (F), populist (P) and stimulating (S) policies.

Table 4. Average levels of financial and economic variables in cities with district rights applying particular
types of tax policy in 2018-2023

Variables | Types of policy* 2018 2019 2020 2021 2022 2023
F 6244.38 6908.52 7811.02 8618.51 8446.66 9126.21
x1 P 6319.75 6969.20 7730.82 8332.61 8224.03 8664.11
S 6345.36 7075.53 7761.01 8499.05 8368.03 8718.12
F 53.97 51.58 49.59 50.08 53.05 51.32
x2 P 48.21 47.17 45.34 45.81 48.36 47.93
S 57.79 54.95 53.37 52.97 56.42 55.08
F 1466.85 1599.42 1579.34 1794.58 1809.97 1492.61
x3 P 1317.67 1441.00 1405.99 1597.19 1631.25 1354.02
S 1567.53 1709.23 1682.52 1904.87 1891.31 1568.24
F 682.73 646.82 719.76 789.55 840.79 944.59
x4 P 750.64 774.16 821.11 867.30 938.75 1044.03
S 741.75 787.16 808.91 868.88 935.66 1038.22
F 1078.69 1139.20 1265.84 1320.80 1345.28 1681.30
x5 P 1109.42 1036.45 997.85 923.11 960.85 1085.46
S 990.63 1113.42 1048.49 1102.71 1273.58 1522.75
F 127.18 130.00 136.03 140.97 145.34 149.53
X6 P 116.93 119.07 125.13 129.20 132.53 135.60
S 130.38 134.00 139.62 145.00 150.23 155.00
F 10.18 10.05 8.75 9.81 10.42 10.38
X7 P 10.06 9.36 8.46 9.01 9.59 9.46
S 10.50 10.23 8.93 10.45 11.34 11.11
F 1.65 2.41 2.94 2.97 2.69 2.62
x8 P 1.58 2.35 2.84 2.73 2.49 2.51
S 1.71 2.69 3.12 3.07 2.92 2.80
F 54.15 55.94 58.85 61.57 64.26 66.89
X9 P 45.77 46.95 49.54 51.47 53.13 54.82
S 57.97 60.27 63.28 66.53 69.94 73.14
F 3.46 3.04 4.08 3.52 3.13 3.10
x10 P 5.03 4.57 5.71 4.82 4.47 4.25
S 3.12 2.68 3.71 3.13 2.71 2.65

* F — fiscal policy, P — populist policy, S — stimulating policy.

Source: Author’s own study based on: (BDL, 2024).

The analyses of the data presented in Table 4 show that almost throughout the
entire research period, the average total revenue per capita (x1) in all cities was
increasing (apart from a slight decline in 2022). However in the first years of the
research period the differences between the groups of cities were not very large (on
average a few dozen PLN). Since 2021, the highest revenue per capita was recorded
in cities applying fiscal policy, in second place were cities with a stimulating policy,
and in third place — with a fiscal policy.
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Greater discrepancies between groups of cities were recorded in terms of the
average shares of own revenues in total revenues (x2) and in terms of the average

share of cities in PIT (x3).

In the case of variable x2, its highest average levels were recorded throughout the
research period in the group of cities applying stimulating policies (average 55.09%),
and the lowest — among cities applying populist policies (average 47.14%). Cities
applying fiscal policy took the middle position (average indicator was 51.59%). It
can therefore be concluded that cities applying relatively the lowest tax rates for
residents and higher for entrepreneurs also achieved the lowest financial indepen-
dence in comparison to other cities. Cities applying lower tax rates for entrepreneurs
and higher for residents achieved greater independence. It should be noted that the
highest tax rates did not guarantee financial independence at most. The formation

of variable x2 is presented in Figure 1.

60.00

58.00

56.00

54,00
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Figure 1. Average share of own revenues in total revenues (%) in cities with district rights depending on

the applied tax policy

Source: Authors’ own study based on: (BDL, 2024).

An interesting conclusion can also be drawn after considering the formation of
variable x3, in the case of which the relationships between groups of cities were sim-
ilar to those in the case of variable x2. The highest budget revenues from the share of
cities in PIT per capita were recorded by cities that applied a stimulating policy (on
average approx. PLN 1,720), then cities applying fiscal policy (on average approx.
PLN 1,624), and the lowest — populist policy (on average approx. PLN 1,458). It
can be assumed that the application of stimulating policy affects the conditions for
starting and conducting a business activity in cities, which, by employing individuals,

generate higher budget revenues from the share in PIT.
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The analysis of average revenues from property tax per capita (x4) in the three
groups of cities suggests an interesting conclusion. The lowest average level of the x4
variable was recorded in cities applying fiscal policy (on average around PLN 771).
This meant that higher property tax rates could result in lower revenues from this
source, which could be associated with the outflow of residents and businesses. In
the case of cities applying stimulating and populist policies, the x4 variable was at
an almost identical level (the average level of the x4 variable was PLN 863 and PLN
860, respectively).

The last financial variable analysed was the average level of investment expen-
diture per capita (x5) — Figure 2. From 2019 to 2023, their highest level compared
to the remaining groups of cities was recorded in cities applying fiscal policy (on
average approx. PLN 1,305). The lowest level was recorded in cities with populist
policies (on average approx. PLN 1,019), and in cities applying stimulating policies
— on average it amounted to approx. PLN 1,175. This meant that cities applying
the highest property tax rates made relatively the largest number of investments at
the same time. It can be concluded that the level of rates could result, for example,
from the need to finance them or, as noted by Plonka et al. (2014, p. 190), from the
awareness of the advantages that cities had for conducting business activity.
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Figure 2. Average investment expenditure per capita (PLN) in cities with district rights depending on the
applied tax policy

Source: Authors’ own study based on: (BDL, 2024).

In the further part of the study, economic variables related to entrepreneurship
in cities were analysed. In terms of these variables, the best economic situation was
characterized by cities applying a stimulating policy, the worst — by cities applying
a populist policy. First of all, attention was paid to the average number of business
entities entered in the REGON per 1,000 inhabitants (x6). Throughout the entire
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research period, the level of this variable had an upward trend (even during the
COVID-19 pandemic). Its highest level was in cities applying a stimulating policy
and on average amounted to 142. In cities applying fiscal policy, the average number
of economic entities per 1,000 inhabitants in the studied cities was slightly lower
and amounted to 138, while in cities with a populist policy — 126. The formation of

the x6 variable is presented in Figure 3.
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Figure 3. Average number of business entities entered in the REGON register per 1,000 inhabitants in

cities with district rights, depending on the applied tax policy

Source: Authors’ own study based on: (BDL, 2024).

Similar trends, as in the case of the x6 variable, could be observed in relation
to the average number of newly registered business entities in REGON per 1,000
inhabitants (x7). Their average number was the highest in the entire research period
in cities applying a stimulating policy (an average of 11.11), and the lowest — in
cities with a populist policy (an average of 9.32). In cities applying fiscal policy,
their number was on average 9.32. It is worth paying attention to the collapse in the
level of the x7 variable, which occurred in 2020 in connection with the COVID-19
pandemic. In the analysed year, the number of newly registered business entities
was at a similarly low level in the three analysed groups of cities, regardless of the

policy applied (Figure 4).

Slightly smaller differences between the groups of cities were noted in the indi-
cator of the share of newly registered business entities in entities deleted from the
REGON register per 10,000 inhabitants (x8). The trends in its formation in the three
groups of cities are similar to the previous indicators. The highest level of the x8
variable was noted in the group of cities with a stimulating policy, then fiscal policy,

and the lowest level in cities with a populist policy.
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Figure 4. Average number of newly registered business entities in REGON per 1,000 inhabitants in cities
with district rights depending on the applied tax policy

Source: Authors’ own study based on: (BDL, 2024).

Another variable for which the groups of analysed cities were examined was
the average number of business entities in higher-order services (sections J-R Polish
Classification of Activities) per 1,000 inhabitants (x9). These services include infor-
mation and communication, financial and insurance activities, real estate services,
professional, scientific and technical activities, education, culture, entertainment
and recreation. This activity was most often conducted in cities applying a stimu-
lating policy (an average of 65 entities per 1,000 inhabitants), then in cities with
fiscal policy (an average of 60 entities), and to a relatively small extent — in cities
with populist policies (an average of 50 entities). The formation of the x9 variable
is presented in Figure 5.

The last variable taken into account in the study was the average unemploy-
ment rate of the working-age population (x10). The relatively best situation on the
labour market in the analysed cities was characterized by cities with a stimulating
policy, where the average level of the studied indicator was 3%. In the case of the
analysis of this variable, a relationship can be observed between the low level of
unemployment and higher revenues from the share of these cities in the PIT tax.
In terms of unemployment, cities with fiscal policy were in a further position, but
the difference in the average level of the indicator in relation to the previous group
was not large, as it amounted to 3.39%. The weakest situation on the labour market
was in cities with populist policies, where the average level of the x10 variable in
the period under study was 4.81%. The formation of the x10 variable is presented
in Figure 6.
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Figure 5. Average number of economic entities in higher-order services
(sections J-R of the Polish Classification of Activities) per 1,000 inhabitants in cities with
district rights depending on the applied tax policy

Source: Authors’ own study based on: (BDL, 2024).
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Figure 6. Average share of unemployed in the working-age population (%) in cities with district rights
depending on the applied tax policy

Source: Authors’ own study based on: (BDL, 2024).

Comparing financial and economic variables, it can be clearly indicated that
the best situation was noted in cities that applied relatively low property tax rates to
business entities and relatively high rates to residents. The opposite situation occurred
in the case of cities applying populist policies. In the case of cities applying fiscal
policy, special attention should be paid to high investment expenditure per capita
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and in the case of some variables — a situation similar to cities applying a stimulating
policy (e.g. the average number of business entities entered in the REGON regis-
ter per 1,000 residents or the average number of business entities in higher-order
services (sections J-R Polish Classification of Activities) per 1,000 residents). The
above analyses show that the stimulating policy affects both the financial condition
of cities and economic activity, which translates into lower unemployment.

Discussion

The economic and financial situation of LGUs in periods of crisis and high variabil-
ity of their operating conditions means that they choose different fiscal policy strategies
to achieve their goals. This is the case even in a relatively homogeneous group of large
cities in Poland, such as cities with district rights. The literature highlights that stable
sources of own revenues constitute the foundation of LGUs’ capacity to implement
effective and predictable fiscal policy, particularly under heightened economic uncer-
tainty (Kanduta, 2023, pp. 95-96). Accordingly, fiscal policy should be assessed from
a strategic perspective, considering both short-term and long-term implications for
LGUs’ financial stability and investment capacity.

The most frequently chosen tax policy strategy in the cities analysed was fiscal
policy, related to the introduction of maximum tax rates on two types of buildings: resi-
dential and business buildings. This situation is justified in the literature on the subject.
For example, a study of business-related property tax rates in Poland in 2018-2024
showed that cities with district rights more frequently applied maximum rates com-
pared to other types of municipalities, even though significant differences in tax policy
remained across municipalities (Andrzejak, 2024, p. 42; Felis & Otczyk, 2021, p. 96).
When the expenditure and debt of LGUs increase, the sustainable development of the
unit and the implementation of its basic functions in the scope of providing public
goods and services are at risk (Jastrzebska, 2023, pp. 147-148). Then there is a need
to revise local fiscal policy towards increasing tax burdens. Certainly, in the analysed
period, the imposition of high tax rates was also justified by the increased demand for
financial resources due to the growing debt of LGUs resulting from, among others,
involvement in the implementation of various types of government programs, as well as
the EU cohesion policy, which local government units used to finance their investment
activities (Kwasny, 2018, p. 150).

As noted by Slack and Bird (2014), fair and effective collection of property tax
requires periodic adjustments so that this policy takes into account, among other things,
changes in the purchasing power of money (and in some cases changes in the value of
property). It should be noted that in crisis situations and periods of increased inflation,
LGUs can shape property tax in response to inflationary pressure. Municipalities
can then adopt a strategy of gradually increasing rates by the amount of inflation.
The systematically increasing maximum rates of property tax set by the Ministry
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of Finance are also noteworthy. Their particularly high increase occurred in recent
years, which is certainly related to the inclusion of rising inflation in their level. The
cities studied themselves, in order to improve their budget revenues, applied tax rate
increases above the change in the inflation index or adopted rates at the maximum
level, as evidenced by their real (average) level analysed in the article.

It is worth noting here, however, that the structure of property tax revenues in
cities with district rights is diverse. As a rule, the highest property tax revenues are
usually recorded from buildings and land occupied for business activities and from
structures, while revenues from property tax occupied for residential purposes con-
stitute only a fraction of the total. Therefore, property tax policy can be treated as
a kind of litmus test of the entire fiscal policy (also in terms of fees).

As Plonka et al. (2014, p. 190) noticed, some municipalities characterized by
a relatively good financial situation and a very good location and developed infra-
structure may apply maximum rates for real estate designated for conducting business
activities. This certainly applies to the analysed Polish cities with district rights,
because among the 38 cities with fiscal policy there were, among others, cities that
are capitals of voivodeships. Such a policy, as the authors noticed, may be dictated
by the awareness of one’s own advantages and the desire to attract foreign investors
to their area, who appreciate the favourable external conditions for conducting busi-
ness created by the municipalities, for which they are willing to pay higher taxes.

The effects of such a policy on socio-economic life are also significant for local
government units. As Podstawka and Rudowicz (2010, pp. 79—80) note, fiscal policy
refers to decisions regarding the selection of sources and methods of collecting budget
revenues in order to achieve the social and economic goals set by the authorities of
a given unit. Fiscal policy understood in this way, at the local level, affects the com-
munity of a given LGU and activates economic activity undertaken in its area. It can
thus contribute to the development of the unit itself and all the elements it consists
of —both the social, financial and economic layers, but also the infrastructural and en-
vironmental ones. This was visible in the analysed cities, which, using different fiscal
policy strategies, achieved different levels of the analysed indicators.

Conclusions

According to the conducted research, the most popular tax policy strategy in the
area of property tax in cities with district rights in the last six years was fiscal policy,
which aimed to increase budget revenues and counteract the unfavourable financial
situation in which local governments found themselves. Such a policy was applied
by 38 out of 66 cities with district rights. As it was shown, this strategy encouraged
greater investment activity of the surveyed local governments. In second place in
terms of popularity of application was populist policy taking into account the needs of
residents. Cities applying this policy imposed lower tax burdens on residential prop-
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erties compared to properties designated for conducting business activity. Often, this
strategy resulted from a more modest share of revenues from residential property tax in
the total revenue from this source. It should be remembered that the decision to change
property tax rates is a decision of the legislative body, which may to a large extent
encourage the adoption of a populist strategy. The fewest cities adopted the opposite
strategy, choosing a policy stimulating business activity (lower rates for properties
related to conducting business activity and higher rates for residential properties).

The cities applying a policy stimulating economic activity had the relatively best
financial and economic situation compared to the other groups of cities. This was
reflected in particular in the relatively highest level of revenue independence, but
also in the high revenues from the share of these cities in the personal income tax per
capita. These cities could be assessed less well in terms of the level of investment
expenditure per capita compared to cities applying fiscal policy. In the case of the
economic variables adopted in the research, cities with a stimulating policy achieved
their most favourable levels. It is worth noting that this group of cities recorded very
low unemployment and the greatest development of economic activity in higher-order
services. This may mean an increasingly better situation of these cities also in social
terms (e.g. influx of new residents, better demographic structure, development of
housing, etc.).

Compared to cities applying a stimulating policy, cities with a fiscal policy
found themselves in a slightly worse financial and economic situation. Despite the
fact that in the last few years they achieved relatively slightly higher total revenue
per capita, applying the highest property tax rates, they obtained the lowest budget
revenues per capita from this source. Higher total budget revenues in cities with
a fiscal policy could determine the relatively highest investment expenditures. In
relation to economic variables, it can be noted that cities applying fiscal policy
also came second after cities applying a stimulating policy. It should be noted that
these differences between these two groups were not as large as in the case of cities
applying a populist policy.

The analyses conducted in this article show that the property tax had a smaller
fiscal significance for city budgets compared to the power that could be attributed to
it in terms of its impact on their internal environment — both social and economic.
It should be emphasized that business location decisions depend on many factors
beyond property tax rates, including infrastructure, access to skilled labour, and
quality of public services. While this study focuses on property tax strategies in large
Polish cities with district rights, fiscal instruments alone do not determine economic
outcomes. Differences in tax strategies can influence relative attractiveness between
municipalities, but effective urban management should integrate revenue collection
with broader goals, such as quality of life and sustainable development. These aspects
could be explored in further research. These conclusions can also be verified in future
studies using in-depth analyses concerning individually applied exemptions, reliefs
and write-offs in the scope of the property tax. Another direction of research could be
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a comparative analysis of cities with district rights against the background of other
LGUs or a more detailed study, e.g. only to metropolises. The level of significance of
this item in the cost structure of enterprises or households themselves is also worth
further consideration. It is worth noting that from the microeconomic perspective,
the property tax and its amount in relation to other public levies is rather symbolic
in nature. Certainly, other consequences of tax policy for economic and social life

would become visible in this respect.
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