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IMMOVABLE PROPERTY TAXATION AND ECONOMIC EFFICIENCY  

Nelly Popova 

Abstract: Taxes on immovable property have a small role in modern tax systems and in most countries they accrue 
to municipal budgets. However, in recent years, there has been an increased interest from scholars and policymakers in 
their potential to finance the public sector. Property taxes have an immobile base, thus they do not distort markets. In 
public finance literature they are considered among the best fiscal instruments from an efficiency point of view. At the 
same time, depending on their organization, immovable property taxes can have redistributive effects. Furthermore, 
their administration is relatively simpler and less costly than the administration of other taxes. Thus, in the context of 
globalization and increasing capital mobility, these taxes have significant advantages, which are worth examining. 
Against this background, the present paper has as an objective to analyze the potential of immovable property taxes to 
finance the public sector. The paper is organized as follows: the first part considers the effects of immovable property 
taxes from an efficiency point of view; the second part dwells on the reasons for the small role of these taxes in modern 
tax systems; the third part outlines the recent reforms in Europe; and the fourth part concludes.  
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Introduction  
The present paper is devoted to the advantages 

and difficulties related to the taxation of 
immovable property. In most countries real estate 
taxes accrue to municipal budgets and serve to 
finance the provision of local public goods. In 
recent years, however, there is a growing interest 
in their potential. This is due to the fact that 
immovable property taxes distort markets to a 
lesser extent in comparison to income and 
consumption taxes. In the context of 
globalization and high capital mobility these 
levies have the important advantage of immobile 
tax base. Furthermore, depending on their 
organization, property taxes can have 
redistributive effects. In addition, these levies 
imply relatively low administration costs.  

The present paper has as its object recurrent 
taxes on land and buildings, which are considered 
superior to other types of property taxes from the 
point of view of economic efficiency. The main 
objective of the paper is to outline the main 
advantages of these recurrent real estate taxes and 
to examine the possibilities to increase their 
revenue in EU Member States in the context of 
fiscal consolidation requirements. 

The paper is organized as follows: the first part 
analyzes immovable property taxes from a theoreti-
cal point of view; the second part presents data 
about the development of tax revenue in the EU in 
2007 – 2017 and explains the reasons for the low 
share of this tax in total fiscal revenue; the third 
part outlines the most important reforms carried out 
in EU Member States, and discusses some of the 

remaining issues to be resolved; the fourth part 
concludes. 

1. Theoretical background 
Modern tax systems are highly complicated. The 

tax mix and the organization of each tax is a result 
of compromises between the various goals of fiscal 
policies, including raising fiscal revenue, reduction 
of income inequalities, macroeconomic 
stabilization, regulation of externalities, etc. The 
theory and practice of taxation are based on the 
following main principles (or canons), formulated 
by Adam Smith in 1776: 

• efficiency; 
• equity; 
• certainty; and 
• convenience 

Putting these principles into an analytical and 
practical context is difficult, including because 
they may conflict with each other (Cullis, Jones, 
1992, p. 329). Efficiency and equity, in 
particular, are both important, but their simul-
taneous achievement is difficult, because the 
different fiscal instruments have diverse effects. 
Income taxes can be organized so as to 
redistribute income, but they distort economic 
decisions for consumption, labour supply, 
savings and investments. Consumption taxes, on 
the other hand, are considered less distortive, but 
they do not take into account the differences in 
taxpayers’ economic conditions. 

Property taxes have much smaller role in 
modern fiscal systems. However, in recent years 
their potential draws the attention of policymakers 
and academics, since they overcome some of the 
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disadvantages of income and consumption taxes. 
According to the Organization of Economic 
Cooperation and Development (OECD) property 
taxation is defined as recurrent and non-recurrent 
taxes on the use, ownership or transfer of property 
(OECD, 2020). They take four main forms:  

• recurrent taxes on land and buildings; 
• taxes on financial and capital transactions; 
• taxes on gifts and inheritances;  
• recurrent taxes on net wealth. 

These types of levies generally share the aim of 
taxing the relatively wealthy and reducing inequality, 
but their effects on resource allocation depend on the 
specific organization (Johansson, et al., 2008, p. 20).  

Recurrent immovable property taxes are payable 
annually and they can be levied on all types of 
property – residential, commercial, industrial and 
agricultural (Nenkova, 2009, p. 92). Most countries 
apply differential tax regimes towards the different 
types of real estate. The scope of the property tax 
can be assessed along two lines:  

• the purpose of use - residential (main and 
secondary) and business property;  

• the taxed items - land and improvements 
(OECD, 2016).  

Most countries tax both residential and business 
property. A few countries levy separate taxes on 
both (such as Belgium) and some, like Italy, 
exempt the main residence. Secondary homes are 
always taxed, while undeveloped land is quite often 
exempt. Most countries exempt property owned by 
the state and non-profit-organizations. Agricultural 
land is often not taxed or subject to special regimes. 

Both land and buildings are subject to taxation 
in the majority of countries. In some cases, lower 
rates are applied on the buildings and other 
investment than on the land itself. In the EU only 
Denmark and Estonia apply a pure land tax (OECD, 
2016). The immovable property tax can be paid by 
either the owner or the occupant of a property, and 
in several countries both types of recurrent 
immovable property tax co-exist. 

In the economic literature recurrent property taxes are 
generally viewed as more efficient than other fiscal 
instruments. In a comprehensive study of 2008 the 
OECD ranked the main types of taxes according to their 
effects on economic growth. One of the most important 
conclusions was that recurrent taxes on land and 
buildings are less detrimental to the economy than taxes 
on labour and capital. The main reason is that they have 
an immobile base, thus they do not affect decisions for 
consumption, investment and labour supply (Johansson 

et al., 2008). Tax base immobility is an especially 
important advantage in the context of globalization when 
capital and to a large extent labour become increasingly 
mobile across countries. Another important advantage 
stemming from tax base immobility is the difficulty for 
evasion. Unlike capital, property cannot shift location 
and it cannot be hidden (Slack, Bird, 2014, p. 3). 

However, the effects of recurrent property taxes on 
resource allocation depend on their specific design. 
The distinction of immovable property according to 
its use is particularly important in terms of economic 
efficiency. On the one hand, differential property 
taxes can promote efficient use of land thereby 
stimulating development and growth. Property taxes 
are frequently considered as providing an important 
incentive for property owners to secure a more 
efficient use of land and buildings. In addition, they 
could conceivably reduce efficiency costs generated 
by other parts of the tax system (Norregaard, 2013, p. 
16). On the other hand, the application of separate tax 
regimes towards the different types of real estate may 
distort investment decisions. For example, real estate 
owned by businesses serves as an input in the 
production process; hence, taxing it creates a 
distortion in the choice of inputs. This difficulty does 
not arise in the case of private homes (European 
Commission, 2012, p. 48). The differentially higher 
taxation on non-residential properties found in many 
countries favors residential over commercial and 
industrial uses of land (Slack, Bird, 2014, p. 4). 

A pure land tax is seen as one of the most efficient 
taxes, because it taxes rent only, while taxation of 
physical capital can deter business investment, 
economic development and efficient land use. Land is 
immobile, thus its taxation has hardly any impact on 
investment decisions (OECD, 2016). 

The implications of recurrent property taxation on 
resource allocation depend also on the chosen 
approach for assessment of the tax base. The latter is 
generally determined according to the value of the 
property, but the specific assessment method varies 
from country to country. Some countries use cadastral 
values, whereas others use market or rental values. 
The issues with respect to the methods for property 
assessment are discussed below in the paper. 

Beside their overall positive impact on resource 
allocation, recurrent property taxes can also have 
redistributive effects depending on their design, e.g. 
on whether poorer or liquidity-constrained households 
benefit from tax exemptions (OECD, 2016).  

Although to a limited degree, recurrent immovable 
property taxes can also be used for macroeconomic 
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stabilization. They do not affect output because they 
are capitalized in land values. Tax capitalization 
implies that a discretionary increase may be effective 
in dampening booms, while their revenue is highly 
predictable. Although the difficulty of instantaneously 
and fully adjusting for immovable property values 
does imply a certain pro-cyclicality of these taxes, as 
their burden will tend to increase in a phase of 
declining prices, in principle nothing prevents 
governments from enacting discretionary cuts in case 
of GDP fall (European Commission, 2012, p. 49). 

Transaction property taxes, on the other hand, are 
levied in case of the transfer of residential or business 
movable and immovable property. As already 
mentioned, they include taxes on financial and capital 
transactions, as well as taxes on gifts and inheritance.  

Taxes on capital and financial transactions are 
viewed as less efficient than recurrent taxes. Their 
overall impact on economic behaviour is likely to be 
smaller than income and consumption taxes. 
However, if they represent a significant fraction of the 
sale cost, taxes on the transfer of property can be 
distortive. In the first place, transaction taxes insert a 
wedge between buyers and sellers. Both transaction 
taxes and taxes on income and consumption 
discourage the ownership of the assets, but transaction 
taxes have the added distortive cost of discouraging 
transactions that would allocate these assets more 
efficiently. For example, they discourage people from 
buying and selling houses and so discourage them 
from moving to areas where their labour is in greater 
demand (Johansson et al., 2008, p. 21). Furthermore, 
revenue from transaction taxes is more cyclical, 
peaking during housing booms and dropping during 
busts as not only prices vary, but also the number of 
transactions (European Commission, 2012, p. 49).  

Finally, taxes on net wealth have very limited 
spread in recent years. In 2017 only 4 OECD Member 
States had taxes on net wealth while in 1990 these 
countries were 12. In most cases net wealth taxes 
were abolished on the basis of efficiency and 
administrative considerations, but also because they 
often failed to meet their redistributive goals. This is 
largely because they are imposed irrespective of the 
actual returns that taxpayers earn on their assets 
(OECD, 2018, p. 2). Among the EU Member States 
only Luxembourg still applies a tax on net wealth.  

2. Reasons for the small role of recurrent 
property taxes in modern tax systems 
Despite their advantages, described in the 

previous part of the paper, recurrent taxes on real 

estate have limited role as fiscal instruments and in 
most countries they raise a relatively small share of 
total budget revenue. This is due to several reasons. 

In the first place, unlike other fiscal instruments, 
any increases in recurrent housing taxes are quite 
visible (European Commission, 2012, p. 51). 
Generally, the visibility (or salience) of any tax 
improves the efficiency and accountability of the sub-
central tax system because it raises taxpayers’ 
awareness of the cost of public services. But if some 
taxes are more salient than others, and if voters dislike 
them, it is difficult to carry out a reform that increases 
the burden of the most salient tax (OECD, 2016).  

Consequently, property taxes are generally viewed 
as regressive, since they do not take into account the 
differences in taxpayers’ ability to pay. It should be 
noted that in the economic literature there are two 
alternative views with respect to the incidence of 
property taxes. According to the “old” (or 
traditional) view, the property tax combines a levy on 
highly mobile capital and immobile land, with the tax 
on capital being shifted fully to renters, consumers, 
and labour, while the tax on land is borne by 
landowners. Incidence studies based on this view, 
which puts the emphasis on the shifting of the tax, 
generally find that the property tax is regressive. On 
the other hand, the so-called “new view”, which date 
back to the 1970’, assumes that the property tax is 
progressive (or at least not as regressive as under the 
old view) because land and capital are owned by 
higher-income individuals (Norregaard, 2013, p. 18). 

In a practical context the redistributive effects of 
property taxation depend on various factors, including 
the rate structure and the existence of allowances and 
exemptions. Nevertheless, property taxes are less 
progressive than personal income taxes. In addition, 
they can be a burden on liquidity-constrained 
households, because they are based not on cash flow, 
but on an illiquid asset. The imperfect association 
between household income and property tax liabilities 
may put an excessive burden on income-poor but 
housing-wealthy households, such as the elderly 
(OECD, 2016).  

Another important factor for the low share of 
property tax revenue is the changed role of these 
taxes in modern tax systems. As a result of the 
process of fiscal decentralization in most countries 
property taxes have been transferred to sub-national 
levels of government. Beside the immobility of the 
tax base, there are several other reasons for their 
devolution. In the first place, property taxes are 
borne mainly by local residents and have few 
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spillovers. Furthermore, they are a stable and 
predictable source of revenue source (Norregaard, 
2013, p. 15). Property taxation also shows a close 
link between taxes paid and public services received, 
which make it more like a user fee for local services. 
Differences in property taxation and service levels 
across jurisdictions are capitalized in house prices, 
thereby reducing tax competition (OECD, 2016).  

The role of property taxes as a source of local 
government revenue varies across jurisdictions 
depending upon many factors, such as the expenditure 
responsibilities assigned to local governments, the other 
revenues available to them (such as intergovernmental 
transfers, user fees, and other taxes), the degree of 
freedom local governments have with respect to 
property taxation, the size and growth of the tax base 
available to them, and their willingness and ability to 
enforce such taxes (Bird, Slack, 2002, p. 5). In the 
countries with low degree of fiscal decentralization 
local authorities have limited powers to set property 
taxes. Usually, higher level governments play a 
significant role in the design and operation of local 
taxes. For example, they may specify how assessments 
should be performed or even take over the assessment 
function. Assessment of property values at a higher 
level of government may achieve economies of scale 
and ensure uniformity in assessment practices. At the 
very least, the central government should set the rules 
for assessments, provide assessment manuals, and take 
some responsibility for training assessors.  

With respect to the tax rates, sometimes they are set 
by the central government. In other cases there is some 
local discretion, within centrally-set limits. Finally, in 

some countries there is complete local discretion. Even 
where rates are locally determined, they are often 
limited by the central government to avoid tax 
competition and tax exporting (Slack, Bird, 2014, p. 4). 
In most countries the rates are relatively low because 
property taxes are not directly linked to the taxpayers’ 
ability to pay. On the other hand, tax rates can be set in 
a manner reflecting the preferences of the local 
residents with respect to the amount and types of 
publicly provided goods (Nenkova, 2009, p. 94). 

Against this background, it is interesting to look 
into the developments of real estate tax revenue in 
the EU Member States. Figure 1 presents the 
dynamics of property tax revenue as a share of total 
tax revenue in 2007 – 2017. It can be seen that 
throughout the period tax receipts have remained 
relatively stable. In 2009 there was a slight decline, 
but since 2010 they have been gradually increasing 
and in 2017 they reached 6.6% on average.  

Recurrent property taxes amount to almost 60% of 
total property taxes revenue in EU Member States. Their 
share in total tax revenue has also risen from 3.2% in 
2007 to 4% in 2017 (European Commission, 2019, p. 
46). The strongest increase has been recorded in Greece 
(by 4.1 percentage points), France (2.5 p.p.), Spain (1.6 
p.p.) and Italy (1.4 p.p.). On the other hand, recurrent 
property tax revenue has decreased most significantly 
only in Cyprus (-3.3 p.p.), whereas in Germany and 
Sweden the decline was negligible. These changes in tax 
revenue can be attributed to cyclical factors (the 
economic recovery from the global economic and 
financial crisis) as well as the discretionary measures for 
fiscal consolidation undertaken in many EU countries. 

 
 

 
Fig. 1. Revenue from property taxes in EU-28 in 2007 - 2017 (as percentage of total revenue) 

Source: European Commission, 2019 
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Fig. 2. Composition of property tax revenue in EU-28 in 2017 (as percentage of total revenue) 
Source: European Commission, 2019 

There are significant differences between Member 
States with respect to the fiscal role of immovable 
property taxes, and in particular recurrent real estate 
taxes. Figure 2 gives information about the 
composition of real estate taxes in the EU in 2017. 
The highest ratio of recurrent property taxes to GDP 
can be seen in the United Kingdom (9%), France 
(7%), and Ireland (6.8%). Despite the low overall 
share of property taxes, Slovakia applies only 
recurrent taxes. The Baltic countries (Estonia, 
Lithuania and Latvia), Cyprus, Denmark, Poland, 
Romania and Slovenia also have high share of 
recurrent taxes in total property tax revenue. On the 
other hand, Malta does not apply recurrent taxes and 
levies only transaction taxes. In Luxembourg 
recurrent taxes have negligible level of revenue of 
only 0.2% of total property tax revenue. Luxembourg 
is among the few remaining developed countries that 
continue to raise revenue from taxes on net wealth. As 
can be seen from the figure, Belgium, Spain and 
Portugal are also characterized by low share of 
recurrent property transactions. These significant 
differences between Member States suggest that in 
many of them there is a scope for changes aimed at 
increasing its fiscal role. 

3. Main changes in recurrent immovable 
property taxes in the EU since 2007 
In recent years recurrent taxes on immovable 

property have attracted increasing attention from 
academics and policymakers because of their potential 
for financing public expenditure with relatively low 
efficiency costs. Shifting of the tax burden away from 
labour and capital to less distortive bases, such as 
consumption and immovable property, has been 
recommended in many studies of growth-friendly tax 
reforms (Johansson et al., 2008, Prammer, 2011, 

Norregaard, 2013, European Commission, 2019, etc.). 
In line with these recommendations many EU 

Member States introduced changes in immovable 
property taxation. The global economic and financial 
crisis gave an impetus for such changes, because many 
EU countries faced the challenge of raising more fiscal 
revenue with the least possible negative effects on 
market efficiency. Thus, real estate tax reforms became 
an essential part of the consolidation packages. The 
changes involved primarily recurrent taxes. In most 
cases these changes were motivated by the necessity to 
increase local budget revenue as part of the overall 
fiscal consolidation efforts. In some countries they 
aimed also at more equitable income redistribution or 
reduction of speculative trade in real estate.  

One of the most important trends in immovable 
property taxation in Europe has been the inclusion 
of residential property in the tax base. Before the 
global recession many countries applied differential 
tax regimes to residential and commercial property 
and some even exempted residential real estate. 
However, the improvement of the revenue 
performance required widening of the tax base. 
Furthermore, the tax bias towards residential 
property distorts capital flows and leads to over-
investment in housing. Therefore, a number of EU 
Member States took measures to streamline the 
immovable property taxation and increase its 
revenue, through inclusion of residential property in 
its scope.  

In 2010 Latvia implemented reforms by 
introducing a residential property tax on buildings 
to complement the existing land tax.  

As part of a major tax reform launched in 2012, 
Italy reintroduced a recurrent property tax on the 
primary owner-occupied dwellings, which had been 
abolished several years earlier. Furthermore, the 
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cadastral values were increased. These measures 
led to significantly more tax revenue.  

Ireland had abolished the residential property tax 
in 1978 and applied only a tax on commercial 
property. However, in 2013 the country adopted a 
new residential property tax. The tax base is the 
market value of the property and it is subject to self-
assessment by the owners (Slack, Bird, 2014, p. 7). 

Greece introduced in 2014 a new state-level tax, 
replacing two previously applied levies. The new 
tax is more simplified than its predecessors. It 
consists of a principal tax and a supplementary tax. 
The principal tax is computed on the basis of a 
formula, taking into account the geographic 
position of the property, the area, the type of use, 
the age, and the floor on which it is located. The 
supplementary tax applies to estates worth more 
than EUR 300 000. As compared to the taxes which 
had previously been in place, the supplementary tax 
has a higher threshold and is set at a lower rate 
(European Commission, 2014, p. 33). On the other 
hand, Greece readjusted the taxable value for the 
real estate property tax and raised the threshold for 
the supplementary tax. In addition, the country 
introduced a city tax on hotels and rented rooms.  

Croatia introduced a new ad valorem property 
tax at a uniform tax rate of 1.5% to replace the 
existing “utility fees” and the second home tax 
(European Commission, 2014, p. 29).  

France replaced in 2018 the wealth tax with a new 
tax on real estate. At the same time it removed the 
Residency tax (Taxe d’habitation) for 80% of French 
taxpayers (European Commission, 2019, p. 87). 

Another major element of immovable property 
tax reforms in some EU Member States was 
strengthening its redistributive capabilities. As 
already mentioned, one of the most important 
critiques against immovable property taxes is that 
they do not take into account the differences in the 
economic circumstances of the taxpayers. 

Greece introduced an element of progressivity 
with higher tax rates per square meter in more 
expensive zones and relief targeted at those facing 
economic hardship (Slack, Bird, 2014, p. 9). 
Portugal adopted a new bracket for the tax surcharge 
of 1.5 % for immovable property worth over EUR 
2 million. 

The residential property tax in Ireland is also 
progressive. Residential properties are subject to a 
tax rate of 0.18 %, up to the value of EUR 1 
million, rising to 0.25 % on the excess above this 
threshold (European Commission, 2014, p. 24). 

As from 2018 Latvia introduced progressive 
taxation for expensive non-commercial real estate 
of natural persons, according to the following table:  

• taxable value up to EUR 220 000 value - not 
taxed (for taxpayers with 3 or more children); 

• taxable value between EUR 220 000 and 
EUR 300 000 - 0,5% (for taxpayers with 3 or more 
children); 

• taxable value between EUR 300 000 and 
EUR 500 000 - 1% (for taxpayers with 3 or more 
children);  

• taxable value above EUR 500 000 - 2% (for 
taxpayers with 3 or more children). 

Lithuania also introduced progressive taxation 
for expensive non-commercial real estate owned by 
natural persons (European Commission, 2020, p. 
100).  

It should be noted that the reforms would not 
always imply an increase of the general level of 
taxation, as the funds raised could be directed at  

cutting tax rates on highly distortive taxes such 
as labour taxes or the corporate income tax. For 
example, Italy, which in 2010 was characterized by 
the highest implicit tax rate on labour in the EU, 
used sharp increase in recurrent property taxation in 
the 2012 in part to finance cuts in labour taxes for 
some disadvantaged categories of workers 
(European Commission, 2012, p. 50). 

The changes in the taxation of commercial 
property were more limited. In 2013, the United 
Kingdom introduced changes to legislation on the 
taxation of properties with a taxable value over 
GBP 2 million owned by specified non-natural 
persons, in order to close certain tax avoidance 
loopholes. The threshold for this tax will be 
gradually reduced to GBP 500 000 in 2016.  

In 2014, Romania adopted a new tax of 1.5 % 
on the book value of specific types of building that 
were not already subject to local property taxes 
(European Commission, 2014, p. 24).  

Poland introduced a minimum taxation on 
commercial property (malls or office buildings). 
Minimum tax is payable monthly at 0.035 % of 
excess of the initial value of the building over PLN 
10 million (0.42 % annually). The tax is due 
regardless of the level of actual income derived by 
taxpayer. This minimum tax can be offset against 
corporate income tax, if the latter is higher 
(European Commission, 2019, p. 130).  

Several Member States reformed transaction 
taxes, although they are considered more distortive 
than recurrent taxes. The Czech Republic and 
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Finland increased property transfer taxes, 
introducing new rates of 2 % and 4 % respectively. 
Italy reduced the rate applicable to main or only 
residences to 2 % and increased the rate for other 
immovable property to 9 %, as of January 2014. In 
March 2014, the United Kingdom introduced the 
lower threshold of GBP 500 000 (previously GBP 2 
million) for the 15 % tax rate applying to non-natural 
persons purchasing high-valued property. Having 
introduced a capital gains tax on immovable 
property, Greece reduced its real estate transfer tax 
to 3 % in 2014 (European Commission, 2014, p. 25). 
As from 2018 Belgium increased the rates on stock 
exchange transactions (European Commission, 2019, 
p. 55).  

Despite the significant changes in recurrent 
property taxes in many EU Member States in the 
last decade, many challenges and unresolved issues 
remain that reduce the revenue from these taxes. 

In the first place, an efficient real estate tax 
depends on the method for tax base assessment. 
Unlike most other taxes, property values are generally 
presumptive, which means that they must be 
estimated. Appropriate valuation and assessment of 
land and improvements is therefore crucial to both tax 
policy and administration. A property’s potential 
market value is usually considered the most 
appropriate yardstick for determining the property tax 
base. Indexation can help update property values 
between market updates, but the less frequent such 
market assessment is the more indexed property 
values will deviate from actual market values (OECD, 
2016). 

In the EU countries there is a scope for 
improvement of the mechanism for assessment of real 
estate taxable value. Currently, the tax base in most of 
them is not assessed in line with the market value of 
immovable property, but is administratively 
determined and reflects mainly the area of the 
property (sometimes other criteria are also included). 
Although this assessment method is simple, it has its 
imperfections. In most cases the cadastral values are 
significantly lower than the market values of the 
respective property. Moreover, using cadastral does 
not take into account the difference in the economic 
conditions of the taxpayers. It is frequently argued 
that the use of market values increases the fairness of 
the tax, because market values broadly reflect the 
capitalized benefits provided by local services that are 
financed by the tax. In contrast, area-based taxation, 
which is unrelated to actual property values, typically 
entails variations in effective tax rates across 

properties which may violate equity considerations 
(Norregaard, 2013, p. 19). 

Moreover, in many countries, the property values 
used for the purpose of taxation lag behind market 
values. As property prices can have changed quite 
differently in different regions, use of out of date 
valuations can create problems in terms of the equity 
of the tax. Updating cadastral values can also lead to 
more revenue. Closely linking the tax base to house 
prices would potentially increase the variability in 
taxpayers’ liabilities, hence the budget revenue. 
Conversely, failure to update the tax base regularly 
risks leading to erosion of the tax base, and thus 
revenue over time, while giving further support to 
rising house prices. For a value-based property tax it 
is important to conduct a regular revaluation of 
property values (European Commission, 2014, p. 
64). Therefore, the European Commission has 
recommended the application of more sophisticated 
assessment systems as a measure to improve the 
revenue performance of property taxation. 

In line with this recommendation in recent years 
several EU Member States, including Italy, Greece, 
Cyprus, Portugal, France and Ireland, updated the 
property values. However, most of these countries 
continue to use cadastral values as a tax base. Only 
Ireland switched to market value-based assessment. 
In Denmark a new system for property valuation is 
currently in process of development. Under this 
new system the assessment of the taxable property 
will be based on a large number of criteria, 
including the sales prices of properties in the area.  

Closer approximation of the tax base to market 
values would imply an increase of tax liabilities for 
most taxpayers. Another important issue with 
recurrent real estate taxes, which was mentioned 
earlier, is their perceived regressivity, which makes 
them unpopular among taxpayers. The review of 
the reforms implemented in the EU confirmed that 
many Member States already introduced 
progressive elements. However, there are 
possibilities for further reduction of the tax burden 
for liquidity-constrained taxpayers, and in 
particular, the housing-rich but income-poor 
individuals. According to an OECD study, this 
reduction could be achieved, for example, through 
the introduction of property tax credits and 
deferrals in tax payments or even exemptions for 
low-income taxpayers and seniors. A possible 
approach to address liquidity issues is to offer the 
elderly tax relief through deferral schemes, where 
tax becomes payable only when the property is 
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sold. Although tax deferral is an efficient solution 
to the liquidity problem, it is not yet very popular or 
widely used (OECD, 2016). 

Another practical drawback is that, in most 
countries, property tax revenue accrues to sub-
national governments, thus a shift towards property 
taxes would require some changes to the revenue 
sharing arrangements. However, this difficulty 
could be overcome as in many countries local 
governments receive substantial grants from higher 
levels of governments which could be reduced as 
property tax revenue increased. In some countries 
municipalities also receive part of personal income 
tax revenue which could be substituted by property 
tax revenue (Johansson et al, 2008, p. 45). 

Changes in the design and structure of housing 
taxation offer opportunities not only for raising 
revenue in a growth-friendly way, but also for 
correcting economic distortions. Immovable 
property taxes have some implications for real-
estate market, hence for macroeconomic stability. 
As the global economic and financial crisis has 
shown, some of these distortions, such as over-
investment in the housing sector, household 
leverage, etc., could have a significant bearing on 
macroeconomic dynamics (European Commission, 
2014, p. 63). Before the global recession of 2008 
there was a rapid increase of the prices of 
immovable property in a number of EU Member 
States, which was followed by a dramatic fall. This 
translated into boom-and-bust cycle. In this sense, 
property taxes can be used for stabilization of real-
estate market and prevention of speculative 
bubbles. Transaction taxes are more pro-cyclical 
because their revenue moves along with the 
economic cycle. Recurrent tax revenues do not 
change in line with the economic cycle, because 
they do not depend on the number of transactions.  

4. Conclusion 
In the economic literature recurrent taxes on 

immovable property are considered superior to 
other fiscal instruments in terms of economic 
efficiency. Due to their immobile base they cause 
smaller distortions of market behaviour. Despite 
their advantages, real estate taxes have relatively 
small role in modern tax systems, which are based 
predominantly on income and consumption taxes. 
As a result of the process of fiscal decentralization 
in most countries these taxes have been transferred 
to lower levels of government and are used to 
finance the provision of local public goods. 

Furthermore, these taxes are unpopular among 
taxpayers because of their visibility and perceived 
negative effects on social equity.  

In recent years the share of immovable property 
taxes in total fiscal revenue in EU Member States 
has slightly increased, in part as a result of the 
economic recovery from the global economic and 
financial crisis, but also as a result of the changes 
undertaken in some EU countries. The main 
objective of the reforms in taxation in many 
Member States was to simplify the tax and widen 
its base, including through the inclusion of 
residential real estate in its scope. In addition, 
several countries increased progressivity through 
the introduction of differential tax rates to 
expensive residential property. Despite these 
changes, some unresolved issues remain in the field 
of real estate taxation. In the first place, increasing 
its revenue requires changes in the tax base 
assessment approach. Most countries continue to 
use cadastral values which are not up to date with 
the market values of land and buildings. Further 
increases in progressivity could be also considered, 
including through measures for reduction of the tax 
burden on liquidity-constrained taxpayers 
combined with higher rates on expensive residential 
property. 

Immovable property taxes will continue to have 
relatively small role in tax systems. Nevertheless, 
they have a potential for raising more revenue for 
municipalities in the EU Member States. Increased 
local revenue would imply lower dependence for 
municipalities for grants from central authorities; 
thus, improving the overall condition of the public 
finances. In case of revenue-neutral tax reforms, the 
same budget receipts could be raised with lower 
efficiency costs. 

From a macroeconomic perspective, the devolution 
of property taxes to lower levels of government limits 
the capacity to use them for macroeconomic 
stabilization and income redistribution. Depending on 
their design, however, these taxes can contribute to 
social equity and real estate markets stabilization. 
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