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DC Can Advance Racial Equity and Black

Homeownership through the Property Tax
By Eliana Golding

This report is part of a series of research and analysis on how DC can build a tax system that
embodies racial justice in both its design and the public investments it provides. Find the full
series here.

Nearly a century of racist policies and practices such as racially restrictive covenants and
lending discrimination have cemented racial disparities in homeownership and home values
that are, in turn, drivers of DC's extreme and persistent racial wealth gap. District lawmakers
have begun efforts to address these racial disparities but to succeed, they must address
property tax policies that concentrate wealth among the already wealthy while raising
revenue for programs that can stabilize housing and create wealth building opportunities for
Black residents.

DC's single-rate property tax imposes the same rate on $300,000 homes as it does on multi-
million-dollar homes. By taxing residential property more progressively, the District would
help correct the racist harm of past policies in the tax system and raise tens of millions of
dollars in revenue to support Black housing security and homeownership.
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Summary

e The homeownership rate for Black households (35 percent) lags significantly behind
the rate for white households (50 percent).

e Only 8.4 percent of homes purchased between 2016 and 2020 were affordable to the
average first-time Black homebuyer, while 71.4 percent of homes were within reach
of the average white first-time homebuyer.

o DC's property tax system uses a single rate, meaning that an owner of a multi-million-
dollar home pays the same property tax rate as someone who owns a $300,000
condo.

e The District can raise $57 million using a progressive marginal property tax structure
that raises taxes on extremely high value homes, impacting tax bills for only 5 percent
of homeowners.

e DC should use those resources to stabilize housing and create wealth building
opportunities for Black residents.

Intentionally Racist Policy and Practice Created and Cemented Racial
Disparities in Homeownership and Wealth

For almost a century, legislators on both the federal and local levels have incentivized and
subsidized homeownership as the dominant method for individual wealth creation and
access to the middle class. However, generations of racist policies and practices, including
racially restrictive housing covenants, Jim Crow laws, redlining, and lending discrimination
ensured those opportunities primarily went to white people and have contributed to an
enormous and persistent racial wealth gap.'?

In 2021, the homeownership rate for white, non-Hispanic households in DC was 50 percent,
compared to 35 percent for Black households.® Racial disparities in both income and
intergenerational wealth means that Black DC residents are less likely to be able to afford a
home in the District. An analysis by the Urban Institute found that only 8.4 percent of homes
purchased between 2016 and 2020 were affordable to the average first-time Black
homebuyer, while 71.4 percent of homes were within reach of the average white first-time
homebuyer.*

Because homeownership is one of the main ways people build wealth, racial disparities in
homeownership and home values contribute to the racial wealth gap. Recent estimates show
that the median white wealth in the United States is between 6.9 to 10 times greater than the
median wealth held by Black Americans.> © A 2016 study showed that, in the DC area, white
households have 81 times the wealth of Black households.”

Of course, addressing racialized wealth disparity goes beyond raising the Black

homeownership rate. As Dr. Dorothy Brown describes in The Whiteness of Wealth,
homeownership in America “is rigged and has been from the beginning.”® As Brown explains,
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even when Black Americans are able to become homeowners, they frequently face a myriad
of barriers that prevent them from benefiting from the wealth accumulation and financial
security of homeownership that white Americans have enjoyed for generations. Take, for
example, the racial gap in the market appreciation of home values: white homeowner
preferences for white neighborhoods suppress the market value of houses in racially diverse
or predominantly Black neighborhoods while simultaneously pushing up the value of houses
in all-white neighborhoods.® This phenomenon plays out in DC where median home values
are more than three times higher in predominantly white Wards 2 and 3 than they are in
predominantly Black Wards 7 and 8. Likewise, the home value of the typical Black
homeowner is about two-thirds the home value of the typical white homeowner.*® Other
challenges to wealth building through homeownership for Black residents, as laid out by
Mayor Bowser’s Black Homeownership Strikeforce, include too few quality affordable homes,
limited financing, and the preservation of Black homeownership.!

DC’s Racist History Shaped Racially Disparate Homeownership and Home Values

The legacy of DC's racist housing policies, consistent with policies nationwide, is apparent in
today’s starkly divided housing landscape. Black Washingtonians largely continue to live in
highly segregated neighborhoods (Figure 1), many with limited access to basic amenities
such as grocery stores. Meanwhile, 85 percent of very high value single-family homes — or
those valued over $1.5 million — are located in Wards 2 or 3, where respectively, 75 and 82
percent of residents are white (Figure 2).

FIGURE 1.

District Population is Highly Segregated by Race

Racial Demographics of DC, by Ward

Percent of Ward Population Percent of Ward Population Percent of Ward Population
that is Black that is White that is Hispanic or Latino

- - —
11% 87% 10% 82% 4% 21%

Source: 2017-2021 American Community Survey (ACS) 5-year data, accessed through DC Open Data Portal, August 2023
Note: Maps use single race data (ie Black category includes Black non-Hispanic, White category includes White non-Hispanic)
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During the first half of the 20t

century, racially restrictive housing FIGURE 2.
covenants defined where Black High Value Homes Concentrated in
Washingtonians could live. Both Wards Where Residents are

) . Predominantly White
developers and organized white %

residents systematically barred Black
and other residents of color from
entire blocks and neighborhoods.*?

The federal government further Median Assessed Home Values
. . . . . . Of Taxable Single Family Homes
institutionalized racial segregation and Condo Units, by Assessment Area
by, for example, making race a 0 - $300,000
criterion for insuring mortgages and $300,000 - $500,000
barring Black households from I $500,000 - $750,000 vt wards
qualifying for mortgages from M $750,000 - $1,000,000 N
mainstream banks.13 Il $1,000,000 - $2,862,930 ‘; w?/

I

Sources: DCFPI Analysis of Open Data DC ‘ y
Integrated Tax System Public Extract 4

By artificially enhancing the value of

areas where only white people lived, covenants incentivized the redevelopment of Black land
into white-only neighborhoods while disincentivizing investment in areas where most Black
DC residents lived. For example, white community members in 1920s Chevy Chase worked
with the National Capital Park and Planning Commission to use eminent domain to seize
land from a neighboring community of Black families for a new whites-only school and
recreation center.}* As private "revitalization” efforts made neighborhoods such as Chevy
Chase, Georgetown, and Foggy Bottom whiter and more expensive, Black residents were
restricted to areas where they already predominated. The few neighborhoods where Black
residents could go grew increasingly crowded and increasingly poor as Southern migrants
arrived.t®

White households that owned homes with covenants in amenity-rich neighborhoods were
able to pass that value on to future generations, and that intergenerational wealth for white
residents came at the direct expense of Black residents.” In addition, because Black residents
have been excluded through policy and practice from the full benefits of homeownership for
so many decades, during which there were major booms in the housing market, the
compounding effect has been self-perpetuating gaps in white-Black home values and white-
Black homeownership rates. These gaps result in white families consistently benefitting
significantly more from homeownership than Black families and contributes to the further
concentration of wealth among predominantly white residents.®

A property tax system that is racially and economically just must help address these historic
harms. First and foremost, that means it must be progressive, requiring the wealthiest people
to pay a higher proportion of their income in taxes than those with fewer or no assets.
Currently, the District taxes all residential properties, regardless of value, at the same rate of
$0.85 per $100 of taxable assessed value. The regressive effect of this single-rate structure is
offset somewhat by deductions and credits for people with low incomes and other
populations, but still results in lower income households paying a greater share of their
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income in property taxes (either directly or passed through to rent) than higher income
households.*?

A racially equitable property tax would also help facilitate greater homeownership and wealth
building opportunities for Black and non-Black people of color who have historically been
shut out or forcibly removed from areas of the District with the highest residential property
values, best schools, and richest amenities.

How DC Taxes Residential Property

Assessed Value: The Real Property Tax Administration of the Office of Tax and Revenue
assesses each property in the District and assigns it an “assessed value” based on a range of
characteristics, including size, age, condition of the building, among other things. The
assessed value should be similar to what the home’s sale price would be, though actual sale
prices can differ significantly from the assessed value due to demand, interest rates, and
other neighborhood factors.

Taxable Assessed Value (or Taxable Value): While property assessment is the starting point
for a property owner's tax liability, many homeowners do not pay taxes on the full assessed
value of their homes. DC’'s homestead deduction, for example, permits property owners who
live in their home to subtract a certain amount — $84,000 in 2023 - from the full assessed
value of their home. The property tax rate of $0.85 per $100 is applied to that reduced
amount.?® The District also has several other income-based programs that reduce property
taxes for seniors, homeowners with disabilities, and veterans, and homeowners with very low
incomes.

Methodology

DCFPI conducted revenue analysis on all single-family properties, which includes detached
single-family houses, row homes, and individual condo units. The analysis also included
residential conversions, which are formerly single-family properties that have been converted
into multiple units (e.g., a row house with a separate basement unit). The analysis uses a
progressive marginal rate structure and excludes properties that receive any property tax
deduction or credit based on income or for seniors, people living with disabilities, or
veterans; property taxes for these groups would not change under this proposal.

The analysis also excluded co-op buildings and multi-family rental properties. DCFPI chose
not to include multi-family rental properties in this analysis because of concern that
significant increases in costs for multi-family rental properties would adversely affect housing
affordability on a large scale.

DCFPI selected the $1.5 million threshold for property tax rate increases for two primary
reasons. First, the number of homes begins to decline rapidly after the $1 million mark and
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the $1.5 million threshold allowed for a clean cut-off of 5 percent of single-family
homeowners. Second, $1.5 million is higher than the average single family home value of $1.1
million, as reported by the Office of the Chief Financial Officer for fiscal year (FY) 2022, and it
is about 2 to 2.5 times the median home value according to the Federal Reserve Bank of St.
Louis.? This leaves a substantial "cushion” for homeowners in rapidly rising housing markets
within the District, whose incomes may not match the increased values of their homes.

The District Should Advance Racial Equity and Raise Revenue Through A
Progressive Marginal Property Tax

One way the District can pursue racial equity in housing, homeownership, and the tax system
is by introducing marginal progressivity into its residential property tax. Doing so will not only
create a more equitable distribution of tax responsibility, but also raise revenue for the
District. Making even small adjustments to the tax rate for extremely high value properties
could raise tens of millions of dollars in revenue that can be used to bolster programs that
help close DC's racial wealth and homeownership gap.

The District already uses a progressive marginal rate structure to tax income and could
model its property tax system based on that structure. A truly progressive property tax
structure would split District properties into value brackets, each with a progressively higher
marginal rate.?? The Office of Tax and Revenue could break DC's taxable real estate
properties into six value brackets, similar to our income tax structure, as detailed in Table 1.

TABLE 1.
A Progressive Property Tax Could Mirror Income Tax Structure
Proposed Marginal Tax Structure with Six Brackets

Percent of single-
family homes in

If taxable value is: The proposed tax is: bracket
Under $1,500,000 $0.85 per $100 of taxable assessed value 95%
Between $1.5 and $2

million $12,750 plus $1.00 per $100 of value over $1.5 million 2.8%
Between $2 and $3

million $17,750 plus $1.50 per $100 of value over $2 million 1.5%
Between $3 and $4

million $32,750 plus $2.00 per $100 of value over $3 million 0.4%
Between $4 and $5

million $52,750 plus $2.50 per $100 of value over $4 million 0.2%
Above $5 million $77,750 plus $3.00 per $100 of value over $5 million 0.2%
Revenue Raised $56.8 million
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None of these tax policy proposals would raise taxes for the 95 percent of homeowners
whose homes have a taxable value of less than $1.5 million. Homes valued at $1.5 million or
less after subtraction of the homestead deduction would continue to be taxed at the same
rate of $0.85 per $100 of taxable value. Also excluded are any homes valued above the $1.5
million where the homeowner received a homestead-based deduction or credit, which
means that property taxes for veterans, seniors with low incomes, or homeowners with
disabilities would not increase under these proposals.

Homes with a taxable value of $1.5 million to $2 million would pay just $0.15 more, or $1.00
per $100 of taxable assessed value. For each subsequent bracket, the marginal rate would
increase by $0.50 per $100 of taxable assessed value. This proposal would yield $56.8 million
in additional revenue for the District through higher taxes on just 5 percent of homeowners.
The District could index the $1.5 million threshold to home price appreciation, pegging it to
the 95th percentile of homes. This would ensure that as property values rise in future years,
the higher rates in a marginal rate structure would continue to apply only to the top 5
percent of homes.

This structure reflects the reality of DC's housing market. In some well-off neighborhoods
where home prices have soared, homeowners who may not otherwise be particularly
wealthy or high income can find themselves living in homes assessed at $1 million or even
more as a result of years of rising housing assessments. This proposed structure keeps their
property taxes unchanged or, at somewhat higher taxable values, keeps the tax increases to a
moderate level. The proposed marginal rate structure would increase property taxes by less
than one-tenth of one percent of home value or just $171 per month for owners of a home
with a taxable value of $2.2 million (Table 2). For an owner of a $3.3 million home, annual
property taxes would rise by about two-tenths of one percent, or S600 per month.

TABLE 2.

Marginal Tax Structure Would Only Raise Taxes for Extremely High Value Homes
Tax Bill Scenarios for Homes Below and Above the “Extremely High Value” Threshold After Homestead
Deduction

Home Value Current Tax Bill New Tax Bill Additional Monthly Cost
$1,050,000 $8,211 $8,211 $0
$2,200,000 $17,986 $20,036 $171
$3,300,000 $27,336 $34,536 $600

These increases are unlikely to affect the finances of residents who can afford to buy and
maintain multi-million-dollar homes. For example, a person buying a $3 million home today
would likely need $600,000 or more in cash for a down payment, which would require very
high income and likely other property or assets to draw on. Indeed, the rough rule of thumb
that a new home should not cost more than three times of a household’'s income would
suggest that a purchaser of a $3 million home have income of about $1 million.?* For the vast
majority of homeowners with homes valued over $1.5 million — over 85 percent, in fact —

DC FISCAL POLICY INSTITUTE



DC CAN ADVANCE RACIAL EQUITY AND BLACK HOMEOWNERSHIP THROUGH THE PROPERTY TAX

those homes are located in TABLE 3.
Wards 2 and 3 where incomes in
the District are the highest (Table
3). At the same time, DC also has
hundreds of “trophy homes,”
those valued at $5 million or

Eighty-Five Percent of High Value Single-
Family Homes are Located in Wards 2 and 3
Share of High Value Homes Over $1.5 million by Ward

Share of DC’s single-  Share of Ward's
family properties with  single-family

above, that are a function of taxable value over properties with taxable
tremendous wealth and whose $1.5 million value over $1.5 million
owners can clearly afford a Ward 1 2.9% 1.3%
substantial tax increase that Ward 2 31.0% 9.8%
allows for raising revenue to Ward 3 54.3% 17.2%
dedicate to making housing Ward 4 5.3% 1.9%
more affordable and
. . Ward 5 0.3% 0.1%
homeownership more accessible 5 5
for others. Ward 6 6.1% 2.7%
Ward 7 0.1% 0.0%
Ward 8 0.1% 0.1%

Source: DCFPI Analysis of Integrated Tax System Public Extract, Accessed
August 6, 2023

Neighboring Counties Have Higher Residential Property Tax Rates than the District

Like DC, Fairfax County, Arlington County, and Silver Spring tax residential properties at the
same rate regardless of assessed value.?* However, the residential property tax rates in those
jurisdictions are higher than DC's rate. The District would raise $735 million more in property
tax revenue if it levied Silver Spring, Maryland's rate of $1.285 per $100 on all properties, or
$34 million if it mirrored that rate on single-family homes valued over $1.5 million.

Likewise, DC would raise $450 million more from all residential properties or $18.4 million
from high value homes if it used Fairfax County’s rate of $1.095 per $100 of assessed value.?®
The District would bring in $327 million on all residences or $11.9 million from high value
homes at Arlington County’s rate of $1.013 per $100 of assessed value.?®

The District Should Direct Additional Revenue Toward Housing Security and
Wealth-Building Programs

Additional revenue generated from a more progressive property tax structure should be
dedicated to programs that close the racialized homeownership gap or improve housing
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stability for residents with low incomes. The District could use this additional revenue to
expand Schedule H — DC's property tax benefit program for residents with low incomes. DC
could vastly improve the effectiveness of the program in two ways: first by removing the cap
on the credit amount in order to ensure that amount actually increases with need, and
secondly, by allowing for incremental income thresholds that ensure eligible households
don't see large shifts in property taxes owed due to increases in their incomes. The current
cap and thresholds keep this program from being a more robust support for longtime DC
homeowners who have low incomes and struggle to hold onto their family home as an asset
due to rising home values and property taxes.?’

The District could also use the additional revenue to increase down payment assistance. DC's
Black Homeownership Strikeforce identified the Home Purchase Assistance Program (HPAP),
which provides down-payment assistance in the form of low-interest loans to qualified
borrowers, as the District’'s main tool for tackling the racial homeownership gap.2® In FY 2022,
74 percent of recipients of HPAP borrowers were Black and 61 percent identified as female.

In FY 2023, the District more than doubled the maximum loan amount to $202,000 in an
effort to expand homeownership opportunities for HPAP program participants amidst high
housing prices.?° However, the budget did not expand funds for the program, leaving it with
insufficient funding to meet demand. HPAP recipients continue to face challenges such as
high interest rates and high competition for very few homes available for purchase.*% 3 With
additional revenue raised through a progressive property tax, the District could more than
double the current HPAP budget, which received $26.34 million in FY 2024, to help meet the
substantial demand for home purchase assistance.
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