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Introduction

> Property Taxes Are Popping up on the Policy Agenda
In Countries Around the World

» Potential Role of Property Taxes in Developing
Countries as a Source of Local Revenue

» Appropriate Role of Property Taxes, Design, and
Implementation Differ in Different Countries and
Change Over Time in Any One Country — “No One
Size Fits All”
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Outline

» The (Residential) Property Tax is a Good Tax for Local
Government... in Theory

> Yet, Property Taxes Are Not Big Revenue Producers in
Developing Countries

» WhatAre the Problems with the Property Tax... in
Practice?

> Whatis the Rationale for Reform?

» How Can the Property Tax Be Reformed?
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The Residential Property Tax is a Good

Tax in Theory

Benefits Recelved: Connection Between Local Services
and Property Values

Incidence: Burden Rests with Middle and Upper Income
Households

Property is Immovable: Difficult to Evade Tax
Important Part of Fiscal Decentralization

Visibility and Accountability: Visibility Makes Governments
Accountable

Revenue Potential: Though Costly to Get Going
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The Non-Residential Property Tax Is
Not As Good a Local Tax

» Benefits Received. Taxes Generally Exceed the Benefits
from Local Services

» Capital Mobility: Businesses More Mobile than
Residents

» Accountability: Tax Exporting Reduces Accountability

» Tax Competition to Attract Business (Diverts Tax Base
from Poorer Areas)
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Comparison of Residential and Non-
Residential Property Taxes

Residential Property Non-Residential Property

Tax Base

Tax Rates

Revenue Potential

Economics
Principles

Tax Tax
Relatively Easy to More Difficult to Assess
Assess
Generally Lower Generally Higher
Good Very Good
Good Local Tax Nota Good Local Tax
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Disadvantages of the Property Tax

» Administration: Can Be Costly to
Run a Property Tax System

» Visibility: Means it is Difficult to
Raise or Reform the Tax

» Elasticity: Not as Buoyant as Income
or Sales Taxes
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Property Taxes Not Big Revenue
Producers in Developing Countries But
Important Source of Local Revenue

Developing OECD
Countries | Countries

Property Taxes as % 0.6% 2.1%
of GDP
Property Taxes as % 18.4% 12.4%

of Subnational
Expenditures
Source: Bahl and Martinez-Vazquez (2008)
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Property Tax as Percent of Revenue,
Selected Asian Cities

% of City Revenue,
2009-2010

Hong Kong (SAR) 3.8
Kuala Lumpur 44.9
Makati City (Metro Manila) 34.0
Manila (Metro Manila) 28.0
Quezon City (Metro Manila) 21.0
Singapore 5.8
Ulaanbaatar 5.0

Source: McCluskey and Franzsen (2013) and Slack (2013)
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Issues with the Property Tax in

Developing Countries

Benefits Sometimes Harder to See
Property Markets Not Well Developed
Limited Evidence on Transaction Values
Extensive Use of Exemptions

Low Tax Rates

Limited Administrative Capacity — Valuation,
Billing, Collection, Enforcement

V.V V V VYV VY
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Rationale for Reform

» Improve Fiscal Performance — Collection-
led Strategy to Increase Revenues**

» Equity — Similar Treatment of Similar
Properties

» Efficiency — Minimize the Impact on
Households and Businesses

» Improve Administration — Improve
Valuation, Billing, Collection, etc.
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How Can Property Tax Be Reformed to

Increase Revenue?

» Tax Policy:

> Tax Base
> Tax Rates

» Tax Administration:
» ldentification, Valuation
» Billing
» Collection
» Enforcement
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Tax Base — What Is Included... and
What Is Not

> Exemptions are Granted by Central Government,
Local Government, or Both

» Common Exemptions: Churches, Cemeteries,
Schools, Hospitals, Libraries, Government
Properties, Foreign Embassies, Properties Owned
by International Organizations

» Other Exemptions: Agricultural Land, Principal
Residences, Business Properties

IMEG _ scHOOL™ & sy or
the

Institute on Municipal “ GLOBAL ‘ TORONTO 13
nnnnnnnnnnnnnnnnn AFFAIRS



Tax Base — Impact of Exemptions

» Different Treatment of Similar Properties

» Affect Location Decisions, Choices about
W hat Activities to Undertake

» Disproportionate Tax Burdens Across
Municipalities, Especially with a Large
Number of Exempt Government Properties
(e.g., In Capital Cities) and SOEs

> Narrows the Tax Base
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Don’t Give Away the Tax Base

» Minimize Exemptions

» Payments in Lieu on Government
Properties

» Assessed Values for Exempt Properties
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Assessment Methods

> Area-Based Assessment:
> Unit
> Unit Value

> Value-Based Assessment:
> Market Value
» Annual (Rental) Value

» Any of These Could Work

» Value-Based in Countries with Long Tradition of
Land Markets; Area-Based Where There Is No
Formal Land Market
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Area-Based Assessment

» Per Unit Assessment: Rate Is Levied per m? of Land
Area, Building, or a Combination of the Two

» Unit Value Assessment: Assessment Rate per m? Is
Adjusted to Reflect Location or Other Factors

» Most Common in Countries in Central and Eastern
Europe Where There Is an Absence of Developed
Property Markets; also in Parts of Germany, Chile,
Kenya, Tunisia, India

» Bangalore: Unit Value System Introduced in 2008;
Values Regularly Adjusted
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Market Value Assessment

» Defined as Price Between a Willing Buyer
and a Willing Seller in an Arm’s Length
Transaction

» Approaches to Estimating Market Value
» Comparable Sales (Residential)
» Income (Non-Residential)
» Depreciated Cost (Non-Residential)
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Market Value Assessment

Comparable Sales

Income

Replacement Cost

Estimate market value
by comparing to recent
sales of similar
properties

Convert future returns
fromownership of
property into present
value equivalent

Estimate value based
on land value, building
cost, depreciation

Residential; need
transactions to get
objective sales values

Income-producing
properties (e.g., non-
residential and
commercial)

Unique properties with
no comparable sales
and which do not
generate income
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Market Value Assessment

» Used in Many OECD Countries (e.g., Canada,
U.S., Japan); Used in Indonesia and the Philippines

» Variation of Market Value Used for Residential
Property Tax (Council Tax) in the U.K.

» Indonesia: No Valuation of Individual Properties;
Assessed According to Prescribed Land Zone Rate
per m? and Building Class Rate per m?
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Annual (Rental) Value Assessment

» Used in Several Countries: Australia, U.K. (for Non-
Residential Property), India, Thailand, Malaysia,
Singapore, Hong Kong

» In Theory, Tax on Rental Value Should Be Equivalent to a
Tax on Market Value

» In Practice, Rents Reflect Current Use and Not Highest
and Best Use

» Difficult to Estimate Rental Value When There Are Rent
Controls (e.g., India); Issues Around Vacant Land
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Area-Based Versus
Value-Based Assessment

» Market Value is Preferred Because It:
Reflects Benefits from Local Services
Captures Neighborhood Amenities

Less Regressive Than Area-Based

Less Inequitable Over Time

Revenues More Buoyant Than Area-Based

YV YV V VY

» Can Move from Area- to Value-Based
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Property Tax Base in Selected Asian Cities

Hong Kong Annual Value
Ahmedabad Adjusted Area Value
Bangalore Unit Area Value
Mumbai Annual Value
Jakarta Capital Value

Kuala Lumpur Annual Value
Manila Capital Value
Bangkok Annual Value
Singapore Annual Value
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Property Tax Rates
» Who Sets Them?

» Local Setting of Tax Rates Places Accountability at
the Local Level (Yet, Often Not Local)

> Are They Differentiated, and, If So, How?

» Justified if Based on Benefits Received or on
Mobility of Capital (Rarely, if Ever, Differentiated on
This Basis)

» How High Are the Rates?
» Not Very High in Most Countries (0.5-1.0%)
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Tax Rates: How Are They Differentiated?

> Many Countries Differentiate Rates by
Property Class

» Often Favorable Treatment for Single-
Family Properties (Politics, not Economics)

» Farm Properties Often Favored (Lower
Assessments, Different Assessment System,
Exemptions, Lower Tax Rates, Farm Tax
Rebates, or a Different Tax)

IMF(G  scrOOL L e
at the

UNIVERSITY OF
. GLOBAL @TORONTO 25
nnnnnnnnnnnnnnnnn AFFAIR_S



Tax Administration

» Tax Administration Has Impact on Revenue
Yield and Efficiency and Equity of the Tax

> Elements of Tax Administration:

» Property Identification

» Preparation of a Tax Roll (Description of the
Property and the Amount of Assessment)

» Issuing Tax Bills, Collecting Taxes, and
Dealing with Arrears
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Tax Administration:

Property Identification

» In Many Developing Economies, Information Is
Incomplete, Out-of-Date

» Information Fragmented Between Central and Local
Governments and Within Local Governments

» Bangalore — GIS System Used for Unique Property
|dentification Numbers Linked to Property Tax Data
(Location, Size, Use, Ownership, Tax Liability,
Taxes Paid)
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Tax Administration: Assessment

» Assessments Are Local in Some Countries;
Central In Others

» Even Where Assessment Is Local, Detailed
Methodology Is Set Out by Central
Government; Should Also Train and Monitor

» Frequency of Assessment:

> Varies across countries ranging from annual to
Infrequent; the average is 3-10 years

» Some use of indexing between valuation periods
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Tax Administration: Tax Collection and
Enforcement

» Tax Collection Usually a Local Government
Task

» Tax Arrears Low in Most Developed countries
(3—4% of taxes); High in Some Developing
Economies (e.g., 50% In the Philippines)

» Lower Compliance Costs Increase Collection
Rates (e.g., Pay at Municipal Offices, Banks,
Retall Stores, Online, etc.)
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Steps to Property Tax Reform (1)

» Policy Reforms:

» Choose the Tax Base (Market Value,
Annual Value, Area)

» Determine Which Exemptions Will Be
Made

> Set the Tax Rate Structure
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Steps to Property Tax Reform (2)
» Administrative Reforms:

» Bring All Properties on the Tax Roll
» Keep Unified Records
» Upgrade Valuation Methods (Through Training)

» Adopt Measures to Raise Collection Rates (Reduced
Compliance Costs; Tougher Enforcement)

» Establish Monitoring Systems with Quantitative
Indicators

» Phase in Property Tax Reform
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Preconditions for Reform

» Adequate Technical Expertise

» Existence of Cadastre, Land Registration
System, Local Government Capacity, Solid
Administrative Structure (Expensive to Set Up
and Run)

» Phase-In Mechanisms
» Political Wil
» Taxpayer Support
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Final Observations

» Property Tax Has Potential for Mobilizing
Revenues in Developing Countries

» Need Policy and Administrative Reforms to
Get the Details Right

» To Be Successful, Need to Take Note of
Existing Reform Environment, Legal, and
Institutional Structures, Administrative
Capacity, and Political Will
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