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Introduction

Property taxation is a significant source of reve-
nues of local budgets in Poland and Germany. In
both countries there are ongoing discussions re-
lated to the shape of tax systems and the detailed
construction of the real property tax. There are
different reasons behind considerations in this
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field. These include macro-economic efficiency,
social fairness, neutrality, technical elements and,
as recently in Germany, legal issues. In this article,
we present solutions adopted in Poland and Ger-
many as well as our evaluation of them. We con-
duct our deliberations in relation to the theoreti-
cal knowledge of this area of interest referring to

research on this subject conducted so far.
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Theoretical concepts of real
property taxation. Literature
review

The literature on the taxation of real property is
very extensive and considers the subject from
many different perspectives. The contemporary
theoretical research describing the economic ef-
fects of the taxation of real property consists pri-
marily of two trends, interpreting the local prop-
erty tax differently and treating it as either charg-
es for public services or distorting taxes on the
use of capital within the local jurisdiction. The
Benefit Tax View is an effective tax on benefits,
paid in exchange for local public services, ac-
cording to the principles assumed in the Tiebout
model [1956]. The wealth tax is treated here as
the cost of providing the local community with
goods and services. Every citizen choosing the
community will identify the one that satisfies his
preferences to the greatest extent. The declara-
tion of demand for the public good will in prac-
tice imply a selection of a region characterised by
a high level of public investment and high taxes,
and the other way round.

The benefit view was developed by B. W. Ham-
ilton [1975]. The following conclusions result
from it:

— Real property tax as an effective charge for
the use of local public services does not dis-
tort the consumption of residential proper-
ty and the level of public service provided.

— Replacing local property taxes by other
common taxes at the national level will

cause reduced efficiency.

The approach to local property tax as a ben-
efit tax is criticized for example P. Mieszkowski
[1972] and G.R. Zodrow [1986], representatives of
the theoretical trend known as the new or capital
view. According to the cited authors, property tax
is a differentiated capital tax, distorting the alloca-
tion of capital in local jurisdictions. The following
conclusions are drawn from this trend of research:

— Property tax as a differentiated capital tax

distorts the allocation of capital in local ju-

Analyses and Studies CASP

risdictions; in the case of residential prop-
erty, it distorts decisions on consumption
of residential property.

— The use of property tax by local authorities
may lead to a reduction in local public ser-
vices in order to prevent the outflow of mo-
bile capital outside their jurisdiction (the
problem of tax competition).

Speaking about real property tax, one should
take into account two different taxes: on resi-
dential property and non-residential property
(commercial, business). The need to look at the
problem of taxation of business and residential
property is justified in the context of the planes
disturbing the market mechanism by distort-
ing taxes and the role of taxes at the local level.
Real property in the possession of entrepreneurs
is used as production factors in the manufactur-
ing process, hence their taxation leads to the dis-
tortion of the structure of the production fac-
tors. Such consequences will not emerge in the
case of residential property levies. Real property
tax can be attributed certain characteristics con-
sidered desirable for local taxes and is therefore
treated in most European countries as the most
common local tax. It appears that among the
features of taxes constituting the primary reve-
nue potential of local governments, it is neces-
sary to indicate an evenly distributed tax base,
territorial explicitness, a permanent spatial re-
lationship of the tax base and tax visibility (en-
suring public accountability and transparency)
[Swianiewicz 2004, pp. 43—46]. In this regard,
the property specificity is important as a cate-
gory of the sources of own revenue at the local
level, i.e. its diversity, a strong connection with
a specific place and stability over time. It should
therefore be assumed that the real property tax
— due to the characteristics, as well as the con-
nection between the kinds of services financed
at the local level and the benefit to the value of
the property, is a suitable solution to the finan-
cial management of the local government. How-
ever, there are serious doubts as to whether the

role of taxes on residential and non-residential
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real property can be equally treated, for instance,
because any tax imposed on production factors
affects the market decision of the manufacturer,
adjusting the size and structure of production to
the fiscal rationality [Gradalski, 2006]. Hence, in
the literature it is stressed that, admittedly, many
economic arguments can be quoted in favour of
residential property taxes, but it cannot be said
about commercial property taxes [Slack, 2010].
Imposing high property taxes on entrepreneurs
can lead to hampering investment and modern-
isation processes. They pose a potential threat
with a tendency to an unjustified liquidation of
some fixed asset, which, for various reasons, may
not be involved in manufacturing.

In most developed countries, property value
taxation systems are dominating, based on the
capital or rent value of the property. In few coun-
tries only, mainly in Central and Eastern Europe,
surface area systems of property taxation are
used. The scientific output, presented in brief,
in the field of taxation of real property is domi-
nated by the American and English literature, to
some extent completed by the German and Ca-
nadian literature. The research carried out by the
scientists in the area neglect the specificity of
the surface area taxation of real property. In the
Polish scientific literature, the problem of eco-
nomic and social consequences of real property
taxation is presented for example in the works
of such authors as L. Etel [1998], K. Wojtowicz
[2007], P. Felis [2012, 2015b].

Surface area taxation of real
property in Poland

The idea and consequences of the
surface tax formula

Real property tax is a classic wealth tax, imposed
by the municipal authorities under the law on
taxes and local charges [Law, 1991]. This tax has a
wide scope as it covers land, buildings and struc-
tures. The main feature of the current method of
taxation on real property is that it is calculated

Analyses and Studies CASP

in proportion to the land area and buildings (in
exceptional cases on the value of the structure).

The implementation of the concept of quanti-
tative (surface area) tax, as opposed to value tax,
does not provide the public authorities, under
the conditions of constant inflation, with a regu-
lar real level of revenue. The size of the tax base,
expressed in physical units, is free from the ef-
fects of inflation. Therefore, the adoption such a
solution necessitates the introduction of a valor-
isation mechanism, most often within the struc-
ture of tax rates. But not always — as it is in Po-
land - specific valorisation rules bring the ex-
pected results. Moreover, the use of an explicit
mechanism to prevent the decline in the real bur-
den of quantitative tax, as a result of inflation-
ary processes, is perceived by taxpayers as an in-
crease in the tax levy.

The surface area tax model of real property
means in practice the rigidity of the tax base. It
is notable that its consequences relate to both
municipalities and taxpayers. A reduced growth
in their tax revenues may become a problem for
municipalities. And, in the case of taxpayers, re-
ferring to the principle of fairness, according to
which the tax system should treat citizens in a
uniform manner in relation to their character-
istics, positions and conditions [Stiglitz, 2004,
p. 553], in the distribution of the burden of tax on
real property in its surface area formula, the pay-
ment capacity is hardly taken into account.

When determining the amount of tax on the
unit value (unit of the area of real property), the
factors which may affect the tax base reflecting
the location, market conditions and quality of
the property are omitted. Naturally, the valuation
model of the tax value by the unit of the property
surface area does not exclude the differentiation
of burden depending on the type of real proper-
ty, its location and use. It remains a responsibility
of the legislator to differentiate the tax base (cor-
recting the unit area of real property) or to ap-
ply a developed and complex system of amount
tax rates. The structure of tax rates in the sur-
face area model in the version currently used in
Poland contains a serious defect, whose signifi-
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cance grows in unstable economic conditions.
One of the basic tax rules, namely the principle
of tax certainty, is undermined. It results from
frequent adjustment of tax rates, applied due to
price increases. The amount of the rates can be
determined by the type of taxable object (unde-
veloped or non-developed land) and its intended
use (not used in business, used in business, used
in business preferred by the legislator).

When examining the problem of the correct
setting of the rates of real property tax, includ-
ing in the surface area system, it is impossible to
ignore the considerations on tariff differentia-
tion depending on the type, destination and lo-
cation of the real property concerned. It may be
concluded that a much higher taxation of busi-
ness real property implies some doubts about the
economic efficiency and fairness. The key point
of this controversy is whether it is possible to
meet the criterion of efficiency of local benefits
if the benefits consumed by the owners of the
housing sector are mainly subsidised from tax-
es chargeable to business real property. Referring
to H. Kitchen'’s article [2005, p. 10], an argument
in favour of a negative answer may be submitted.
Actually, the level of benefits in each administra-
tive district is determined primarily by the needs
of the housing sector (“residents have voting
rights”). This fact determines that the subsidised
services provided to it make the rate of tax low-
er than without subsidies, which entails exces-
sive benefits to be provided by local authorities.
Referring to the second criterion, i.e. fairness, it
should be noted that it will not be achieved either
if the beneficiaries of local benefits are not fully
charged with their costs.

When analysing the disadvantages and advan-
tages of a surface area real property tax, it is not
possible toignore its simplicity. There is no doubt
that the lack of complicated calculation proce-
dures, allows for savings in administrative costs.
The current level of administrative costs and the
cost of taxpayers’ adjustment is not excessive in
Poland. Under the conditions of the current sys-
tem of real property taxation, the implementa-
tion of the task of putting a fiscal amount at the
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disposal of the local municipal government, as
well as its time intensity (the time needed to pre-
pare, fill in and submit forms to relevant tax ad-
ministration institutions, the number of tax re-
turn forms submitted by taxpayers and the nec-
essary information on real property) and the cost
intensity (alternative cost of the time unit de-
signed for meeting the tax obligation, costs in-
curred in favour of tax advisory companies) do
not cause major difficulties.

Fiscal efficiency of the real property
tax against other components of the
municipal financial system

Real property tax is one of the components of the
financial system of municipalities, constituting
an important category of own revenue sources —
the revenues which determine the extent of the
financial autonomy of a local government. A de-
tailed list showing the amount of budget revenue
of municipalities between 2010—2018 in Table
1 confirms, however, that this system has been
shaped in Poland in such a way that the transfers
from the state budget are predominating. In the
analysed period, it was on average slightly over
68%. The share of own revenue excluding PIT
and CIT (own revenue minus transfer from state
taxes)! is low (on average less than 32%). This lev-
el of own revenue is not the only drawback of the
financial system of municipalities. A wide cata-
logue of local taxes? does not translate into the
efficiency satisfying local government units. The
only exception is the real property tax. For some
municipalities — depending on the type — some
fiscal significance may also be attributed to agri-

* Although the shares in the PIT and CIT in the Polish
budget reporting are regarded as categories of own revenue,
it is difficult to find substantive arguments for such an ap-
proach. In the field of these income titles, the municipalities
do not have any rights related to the tax authority.

2 Local taxes with the active tax authority include real
property tax, agricultural tax, forestry tax and tax on means
of transport. Local taxes with passive tax authority include
tax on civil law activities, inheritance and gift taxes and flat-

rate income tax in the form of a tax card.
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cultural tax and tax on means of transport, not as
great however as in the case of real property tax.

The real property tax as the largest and most
important source of own revenues of municipali-
ties among local taxes provided a significant pro-
portion of the resources for public tasks. In 2018,
it was the amount of PLN 22.62 billion and com-
pared to the value of 2010 it increased by more
than 49.5%. It may be assumed that the revenues
on this account were stable and, what is of great
importance for municipalities, the most predict-
able source of budget revenue. The revenues
from the area-based property taxes are hardly
sensitive to business downturns [Poniatowicz,
2013], which also has a favourable and stabilis-
ing effect at the time of economic declines, when
revenues from the share in state taxes decreased
significantly. The position of real property tax in
municipal budgets is therefore dependent on the
adopted systemic arrangements (taxes primarily
on the real property surface area; a considerable
variation in the taxation of real property depend-
ing on its purpose; the mechanism of valorisation
of tax rates, which does not always adequately re-
flect real changes in prices on the real property
market) and actions by local authorities, i.e. the
scale of the use of their competences in shaping
local tax revenues.

The analysis of the structure of total revenues
and the tax revenue of municipalities also allows,
thanks to the static measures of autonomy of lo-
cal finances, for the assessment of the level of in-
dependence and financial autonomy of munici-
pal authorities (Table 2). Indicator 1 — the finan-
cial autonomy of municipalities in the analysed
period was higher than 50% and showed an up-
ward trend till 2015. The height of indicator 2 —
the income autonomy of municipalities was not
so favourable. The share of own revenue without
the share in PIT and CIT in the total revenue was
considerably lower and in the last years of the
analysis it was below 30%, which indicates the
process of deterioration of the income autonomy
of municipalities. The aforementioned financial
autonomy indicators are completed by anoth-
er three (3-5), with which it is possible to assess
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the actual fiscal significance of the real property
tax. The average levels during the analysed peri-
od are: 12.2% share of real property tax in the to-
tal revenue (Indicator 3); nearly 23% of the share
of property tax in own revenue (Indicator 4) and
more than 38% of the share of property tax in
own revenue excluding PIT and CIT (Indicator 5).
It seems that we can only speak about the last in-
dicator as alevel of fiscal efficiency of real proper-
ty tax that satisfies municipalities. Undoubtedly,
of all local taxes feeding municipalities’ budgets,
the greatest fiscal significance should be attribut-
ed to this levy?. Unfortunately, in the context of
the doctrine of the necessity to finance local units
from own revenue, including local taxes, the lev-
el of other indicators leaves much to be desired.
Fiscal efficiency of the real property tax — the tax,
which, as already mentioned, with numerous at-
tributed desirable features which should charac-
terise local taxes is not high in comparison with
the total revenue or even own revenue. These fig-
ures confirm the fact that municipalities are less
autonomous and thus their activities are depend-
ent on sources of external funding.

Financial autonomy, as the supreme princi-
ple of the financial management of local units,
means also the possession of a statutory tax au-
thority in the sense of applying and observing le-
gal regulations within the framework of an au-
tonomously run financial economy in accordance
with the Act on Financial Economy [Brzozowska,
Kogut-Jaworska, 2016]. In the case of real prop-
erty tax, the rights of the municipal council are
primarily to determine the rates which may not
exceed the maximum rates stipulated in the Act.
In the years 2010—2018, the fiscal effect of the
use of such instruments in the real property tax
amounted to nearly PLN 20 billion in all munic-
ipalities, accounting for 11.54% of the tax reve-
nues. In relation to own revenue excluding PIT
and CIT, it was on average about 4.5%; in relation
to own revenue on average below 3%; and in rela-

tion to total revenue below 1.5%. Thus, the scale

3 However, it is important to remember that own revenue
is not only local taxes, but also local charges and significant

remaining fiscal revenues.
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Table 4: Comparison of the amounts of tax rates in 2015-2019

Object of taxation

Average rate per 1 m2 of area (zl)

The multiple of the rate
in relation to the tax rate
of business-related items

Land related to business activity 0.90 1.00
Other land 0.48 1.88
Residential buildings 0.76 30.26
Buildings related to business activity 23.00 1.00

Source: based on data on the height of the upper rates in the real property tax (announcement of the
Minister for Public Affairs).

of the use of local tax policy tools still remains
small. Moreover, in the second part of the ana-
lysed period, there was a downward trend in the
effects of tax decisions of municipal councils. In
general, it must be stated that the implementa-
tion of the tax authority of the municipalities did
not significantly reduce tax revenues. It is pos-
sible to have doubts as to whether this activity
of local authorities was sufficient to ensure that
other objectives justified from the perspective of
their development were achieved (e.g. increas-
ing investment attractiveness for potential inves-
tors). Indeed, the dilemma concerning the justifi-
cation and the scale of the use of the tax author-
ity tools is difficult to resolve. On the one hand,
the reason for their application and the objective
of local tax policy is exactly the need to support
local socio-economic development. On the oth-
er hand, it is the question of the effectiveness of
tax policy in the current form of the real property
tax®. In any event, the property tax was used in a
limited way to pursue non-fiscal purposes. It re-
sults from the character of the real property (it is
a benefit in kind, with the object of taxation in
the foreground). The impact of this element was
additionally strengthened by the construction of
the tax adopted in Poland on the possessed prop-
erty — the surface area was used as the basis for
its measurement. The limited use of real proper-
ty tax for the implementation of non-fiscal func-
tions may also result from a low tax burden of on
the owners of property used to meet their hous-
ing needs.

4 The subject was discussed for example by P. Felis [2015a],
M. Korolewska [2014].
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The question of fairness in real
property tax

The fairness of tax is identified with the general-
ity and relative egalitarism. Let us then take into
account the aforementioned large spread of tax
rates in the aspect of fair tax fairness (Table 4).

The maximum rates for residential property
are 30-fold (buildings) and almost 2-fold (land)
lower than for real property for business purpos-
es. The rates for residential buildings are sym-
bolic, which translates into preferential bur-
den on these properties. Then, the reduction
in the share of the real property tax in the total
tax burden of households can be seen as an ac-
tion in which the social function of taxation is
implemented by the resignation of the munici-
pality from part of its revenue in favour of a se-
lected group of taxpayers. Given that the prop-
erty tax is a wealth tax, social injustice is more
troublesome here, as the surface tax system of
real property prevents variations in the amount
of tax burdens depending on the type and val-
ue of the real property possessed by a taxpayer.
And the quota system adopted by the legislator
does not take into account the payment capac-
ity of the taxable. In this situation, the owners
of properties of lower market value pay the same
tax as property holders with much better hous-
ing conditions. All this causes that the relation of
the amount of tax calculated on the basis of the
adopted system of tax rates to the value of the
property gives rise to the effect of regressiveness
of the real property tax.
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Table 5: Budget revenue of municipalities in the years 2015—2020 (actual and projected)

2015 2016 2017 2018 2019 2020

revenue (€ bn) 219.1 233.7 246.9 251.4 256.8 266.4
Including revenue

from taxes (€ bn) 84.8 89.8 94.3 98.2 102.7 110.0
from taxes 38.7% 38.4% 38.2% 39.1% 40.0% 41.3%
from tax on real property (€ bn) 11.8 12.2 12.5 12.7 12.9 13.1
from tax on real property 5.4% 5.2% 5.1% 5.1% 5.0% 4.9%
from industrial tax (€ bn) 34.9 38.3 39.4 40.6 43.0 47.6
from industrial tax 15.9% 16.4% 16.0% 16.1% 16.7% 17.9%

Source: authors’ own material based on [Deutscher Stddtetag 2017, 5].

Real property tax and its
reform in Germany

Fiscal significance and tax rate

The real property tax is an important source of
funding for municipalities. Table 5 shows an in-
crease in revenue from this tax over a few years
and its share in the total revenue at the level of
approximately 5%. It is worth noting, however,
that the industrial tax is a more important source

of funding for municipalities, the total revenues
of which is about 16% according to the forecast
of growth in the years 2019—2020.

On the basis of Article 106, Section 6 of the
German Constitution (GG), municipal authorities
are entitled to the revenue from the real proper-
ty tax (Grundsteuer) and industrial tax (Gewer-
besteuer). According to this provision, munici-
palities have the right to determine the amount
of the multiplier (Hebesatz) for both taxes, which
determines the amount of the tax burden. Within

Figure 1: Municipal real property tax multipliers in 2018 [in%]
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Source: material based on [Destatis 2019c].
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Figure 2: Development of tax multipliers of real property A and B and revenue from this tax

on a national scale of selected states and municipalities
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Source: authors’ own material based on [Destatis 2019d] and [Hesis 2019].

the real property tax, municipalities establish two
multipliers which must be the same for the prem-
ises located within the municipality area (§ 25, 4
GrStG, Grundsteuergesetz, German Property Tax
Act). The first multiplier (A) refers to the assets of
agricultural and forestry companies, while other
properties are subject to the other multiplier (B).
Apart from the multiplier, the tax rate consists of
a statutory tax rate (generally applicable) (Steur-
messzahl), which amounts to 6 per mille for agri-

cultural and forestry properties and 3.5 per mille
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for other facilities, the rate being lower in specific
cases of single- and double-family houses (8§ 14,
15 GrStG).

Figure 1 presents the regional differentiation
of real property tax multipliers. Relatively high
multipliers for agricultural and forestry proper-
ties (A) are laid down by municipalities in Low-
er Saxony and Hesse. In addition, relatively low
multipliers for tax A are characteristic of munici-
palities in North Rhine-Westphalia, or the town-
ships of Berlin, Bremen, and Hamburg. At the
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same time, these regions decide to have relatively
high B-tax multipliers (on other real properties).

Figure 2 shows the development of multipli-
ers and property tax revenue A and B over the
past years. Between 2000 and 2017, there is an
increase in averaged multipliers in Germany of
59 percentage points in tax A and 103 percent-
age points in tax B (corresponding to a growth of
20.9% and 28.1% respectively in 2000). In this
period there was A similar increase in revenue
from tax A (by 21.4%), suggesting a low flexibility
of the tax base in the form of value of agricultur-
al or forestry assets. The area used for agricultur-
al purposes decreased slightly between 2001 and
2017 by 2.39% [Destatis 2019a].

The revenue from tax B, which increased by
59.2% over the period in question, so significant-
ly more dynamically than its multipliers, result-
ing from an increase in the tax base of real prop-
erty outside agricultural or forestry activities. It
is confirmed by the increase in the number of
residential buildings in Germany to have grown
of nearly 13% and their area of more than 17% in
the years 20002017 [Destatis 2019b].

The analysis at the federal states level exposes
regional differentiation of multipliers and revenue
from property taxes. Berlin with agricultural areas
little over 1,800 hectares (which represents about
0.2% of the area of Berlin and 0.01% of the agri-
cultural area in Germany, [Destatis 2019a]) is char-
acterised by a very low tax multiplier A, for years
at a constant level of 150%. Between 2000 and
2017, revenues from this tax decreased by more
than 30%. An undoubtedly much more significant
tax multiplier B increased over the analysed peri-
od from 600% to 810% and the revenue from this
source increased by more than 64%. After elimi-
nating of the effect of change of the multiplier, the
change corresponds to a tax base growth of ap-
proximately 21.67%. In Schleswig-Holstein, the
federal state with the lowest (averaged) multipli-
er for tax B, the growth of this multiplier between
2000 and 2017 of 29.6% (74 percentage points) was
accompanied by an increase in revenue of 68%, i.e.
the growth in the tax base by more than 30%. As
regards agricultural and forestry facilities, the in-
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crease in the multiplier in the period concerned of
28.7% (87 percentage points) contributed to an in-
crease in revenues of about 31%, indicating a slight
increase in the tax base of 1.5%. In Hesse, a state
with the highest averaged tax multiplier A, there is
arelatively similar increase of 49% (tax A) and less
than 47% (tax B) in 2017 compared to 2000. How-
ever, the growth in B tax revenue (87.2%) is much
more dynamic than tax A (37.7%), which confirms
the aforementioned observations.

Due to the local character of the tax, it is worth
deepening the analysis by the situation in each
municipality. Figure 2 illustrates the development
of multipliers and property tax revenues for two
municipalities in Hesse with the highest tax mul-
tiplier A (785% in Rotenburg-on-Fulda) and tax B
(960% in Nauheim). In Rotenburg, a significant
increase in multipliers between 2011 and 2015 was
observed from 270% to 785% (tax A) and from
310% to 785% (tax B), which resulted in the reve-
nue growth of 180% from tax A with a decreasing
tax base and 159% of B tax, which corresponds to
a slight growth in the tax base. As regards the pre-
viously observed trend of growth in tax base B, it
should be noted that while a dramatic increase in
the burden of property tax by the municipality
does not result in evasion attempts (due to a neg-
ligible mobility tax base), but may constitute an
obstacle to new construction investments. A sim-
ilarly significant increase the tax B multiplier in
Nauheim from 270% to 960% resulted in an in-
crease in revenue from this tax of 289% between
2011 and 2015 but was accompanied by a slight
change in the tax base of about 9%. A tendency
of shrinking tax base in tax A is also confirmed
by the revenue of the municipality of Nauheim;
though a small significance of this tax for the mu-
nicipality should be indicated (11 thousand euros

in 2015 compared to 2.8 million euros from tax B).

Cadastral value

Cadastral value is defined with the concept of
standard value (Einheitswert) due to the idea of
the legislator at that time, according to which the
value of the real property was to have a uniform
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application not only in relation to real property
tax, but also to inheritance or wealth tax (on total
assets after accounting for liabilities). As a conse-
quence of the ruling of the Constitutional Tribu-
nal of 1995, the wealth tax is not levied in Germa-
ny and outdated values of real property are not
applicable in the inheritance and gift tax [BVerfG
1995a, 1995b, Bundestag 1996, 1, 38].

8§ 21 BewG (Bewertungsgesetz, the German Law
on rules of wealth valuation for tax purposes)
provides for the determination of the cadastral
values in a six-year-period mode, but this sort of
update has not taken place since 1964. Proper-
ties located in the former GDR are taxed on the
basis of the cadastral values of 1935. An undeni-
able disadvantage of the real property tax based
on its value is a regular valuation of the proper-
ty, which with about 35 million premises in Ger-
many gives rise to the situation in which the ad-
ministration is up against an enormous challenge
[BVerfG 2018a, Fuest et al. 2018].

The cadastral value of undeveloped land is de-
termined in Germany, as a matter of principle, on
the basis of the product of the surface area and
the approximate value of the land (the so-called
Bodenrichtwert), according to the realities of
1964 or 1935 [Halachinsky 2018, no. 43—46).

The value of developed land (except for agri-
cultural and forestry assets) is determined by
the capitalised value of net income (EWV, Er-
tragswertverfahren). This method is applicable
to premises for which an (actual or potential)
amount of rental revenue can be determined.
§ 76 para. 1 BewG includes rented residential
premises, commercial and mixed-purpose build-
ings as well as single and double-family hous-
es. Within the framework of the EWV, annual
rent revenues (according to the realities of 1964
or 1935) are subject to a multiplier, the amount
of which depends on many factors, such as the
type and structure of the facility, the year of con-
struction or the population of the municipality
(8 80(1) BewG). In economic terms, the multipli-
er is a capitalisation factor.

In cases of real property for which it is not pos-
sible to determine the rental revenue, or in cas-
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es of single and double-family houses of unusual
construction or equipment, the method of deter-
mining the value of the substance (SWV, Sach-
wertverfahren, § 73 (2.3) and §8§ 83—90 BewG).
This method consists in aggregating separately
determined land value of the building and exter-
nal premises (such as the fences or roads). The
land value is determined as in the case of unde-
veloped land (see above). The value of the build-
ing and the external infrastructure is determined
in the form of average costs of production.

In order to calculate the real property tax, the
cadastral value is multiplied by a generally ap-
plicable tax rate described above and the current

multiplier in the municipality.

Selected models within the German
real property tax reform

In Germany, the reform of the property tax has
been the subject of intensive discussion for years
[BMF Beirat 1982, BMF Beirat 2010]. However, the
specific actions of the legislator were only forced
the Constitutional Tribunal in Karlsruhe, which,
in its ruling of 10 April 2018, recognised the tax
base in the form of value based on the realities of
1964 as unconstitutional [BVerfG 2018a, 2018b].
Due to administrative costs and the importance
of tax for municipalities, the current regulations
may be applied until the end of 2019. At this time,
the legislator is obliged to work out a new sys-
tem, after the announcement of which unconsti-
tutional regulations may be applied for a period
of five years, and no longer than the end of 2024.
Within the tax reform, both surface and cadas-
tral models were discussed. In the next section of
the article, selected tax proposals are presented
without taking into account the taxation of agri-

cultural and forestry activities.

A surface area model of real
property taxation

In order to simplify the taxation regime, Baden-
Wiirttemberg, Bavaria and Hesse opted for a tax

reform based on the surface model. These fed-
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Table 6. Tax calculation examples of the surface area model

undc;vl:e)ltoped s1ngﬁz—lf:;mly shopping centreb

1 |land surface area [m2] 500 500 1,500
2 |LE[€] 0.02 0.02 0.02
3 | (1) - (2) =1land tax base [€] 10 10 30

4 | building surface area (at the base)P [m?] 100 2,000
5 | building height [m] 8 -

6 | number of floors? 2 -

7 |LE[€] 0.20 0.40
8 | (4)-(6)P - (7) =building tax base [€] 40 800
9 |(3) +(8) =total tax base [€] 10 50 830
10 | municipal multiplier [%] 4 4 4
11 | (9) - (10) = tax amount [€] 40 200 3,320

Legend:

a The number of floors would depend on the height of the building: (0-5m)-1 floor, (5-10m)-2 floors,

(10-15m]-3 floors, (15-19m]-4 floors, (19-22m)-5 floors, > 22m-(5 + 1 - each successive begun 3m) floors.

b As a rule, the tax base of the building would be calculated as the product of its surface at the base

and the number of floors adopted (see a). The taxpayer would have the opportunity to show (smaller)

actual building surface areas. The actual surface would have to be determined in the case of specific

structures such as factory hall, shopping centre, etc.

Source: authors” own materials based on [Arbeitsgruppe 2010, 12-13].

eral states underline the simplicity of such a tax
(simple, automated and non-conflicting calcula-
tion of the tax base and tax), a stable tax base and
hence the financial stability of municipal self-
governments [ Arbeitsgruppe 2010, 4].

The presented proposal assumes the tax base
in the form of the product of the surface and the
so-called land equivalent number (LE, Aquiva-
lenzzahlen). The LE per square metre would be:

— €0.20in the case of residential buildings

— €0.40 in the case other buildings and

— €0.02 in the case of land surface area.

The tax base calculated in this way would be
subject to the above-mentioned multipliers of lo-
cal authorities. Table 6 shows the construction of
the proposed tax for selected examples.

Value models of real property
taxation

Despite relatively low administrative cost of the

tax in the surface model described above, it is re-
jected by the supporters of the tax based (direct-
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ly) on the value of real property. The common
feature of this type of taxation model is — also in-
cluded in the current system — the standard land
value (BRW, Bodenrichtwert).

For example, the Tenant Union [Deutscher
Mieterbund 2018] supports the land value tax
only, which would be calculated as the product
of BRW and the land surface. The development of
the plot and the form of development as well as
the function of the building would not be taken
into account for the purposes of taxation, which
makes the land value tax (Bodenwertsteuer) rela-
tively simple in application.

The Bundesrat’s draft law of 2016 assumes the
inclusion of the value of buildings in the taxable
base besides the value of land. It would have to be
fixed on the basis of the lump-sum of production
costs of one square metre. These costs would be
differentiated according to the year of construc-
tion and the type of building [Bundesrat 2016, 18,
32, 38]. Additional consideration of the produc-
tion costs of the building undoubtedly increases
the tax collection costs.
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However, in this regard, the market value mod-
el (Verkehrswertmodell), which was developed
by a working group composed of representa-
tives of Berlin, Bremen, Lower Saxony, Saxony
and Schleswig-Holstein [Senatorin fiir Finanzen
2010, 6], is no less problematic. However, this
group predicts, thanks to the automation of the
valuation process, the reduction in its annual
costs to 6 euros per facility, compared to the cur-
rent average of more than 9 euros or even more
than 128 euros, taking into account only the cas-
es of actually updated cadastral values [Senator-
in fiir Finanzen 2010, 57]. The abovementioned
federal states refer to Dutch experiences where,
since 1995, the taxation of real property has been
based on its market price, which is automatical-
ly determined with the use of databases and the
multiple regression method [Senatorin fiir Fi-
nanzen 2010, 26—30].

Analyses of taxation methods

The discussion about real property tax has be-
come a stimulus for quantitative analyses of se-
lected tax models. The simulations carried out by
Firber et al. [2014], Henger and Schaefer [2015]
and Fuest et al. [2018] illustrate the fiscal impli-
cations of the surface and value model within
the compensatory procedure between the fed-
eral states. The departure from the cadastral val-
ue would reduce the obligations of the federal
states, which are in favour of the surface model
(Bavaria, Baden-Wiirttemberg, Hesse). However,
economically weaker federal states would bene-
fit from the adoption of the market price method.

The analysis made by Fuest et al. [2018] sug-
gests major changes in both the revenue of local
governments and tax burdens in the case of value
models. Nehls and Scheffler [2015] simulate the
use of, inter alia, the surface model and the mar-
ket price model for Fiirth (in Bavaria). With the
fixed tax rates and multipliers, the surface model
leads to a 20% reduction in tax revenues, while
the market price model carries ten times high-
er revenues. But, the objective of fiscal neutral-
ity of the reform “forces” the adjustment of mul-
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tipliers, which would result in a higher burden
in the surface model in more than 40% of cases.
The beneficiaries of the surface and market price
models would primarily be the owners of flats.
The owners of single-family houses would have
to be prepared for a higher burden in the case of
market price taxation.

Maiterth and Lutz [2019] analyse models of
real property taxation from the perspective of the
dispersion of proportion of cadastral value to the
market price of property in Berlin. This research
indicates large variations in the cadastral value
of the analysed models, the worst of which, as it
is assessed, is the surface model. This result does
seem really surprising due to the accepted meas-
ure in the form of market price, which is not a de-
terminant of surface taxation. Maiterth and Lutz
[2019] conclude that, if the discrepancies of more
than 35% are considered unacceptable, the col-
lection of property taxes should be waived.

Draft Law

Contrary to the above models (in particular the
surface model), the German government did not
decide to go in for radical changes in the taxa-
tion of real property and opted for further evo-
lution of the existing system, taking into account
the guidelines of the Constitutional Tribunal and
the possibility of automating taxation processes
[Bundesrat 2019a, 2].

The tax base for undeveloped land is to be the
product of BRW and the land surface. And for
developed land, the current methods are to be
used. The capitalised value of net income (EWV)
is to be applied in the case of single- and double-
family houses, condominiums and rent-houses.
Other premises are subject to the present value
method (SWV), in which the land value is calcu-
lated on the basis of the BRW and added to the
building value based on the cost of production.

The cadastral value according to the EWV is to
be the sum of the capitalised income and the dis-
counted value of land. In order to standardise the
tax base, the draft includes annexes specifying
the amount of (potential) income, costs or inter-
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Tabela 7. Calculation of cadastral value with EWV according to the draft law

cadastral value according to EWV $ 252 Bewe™

, Scout-ID: 1132329;

example - randomly chosen real property sale advertisement at € 640,000

a) single-family house

b) location - Stahnsdorf/Brandenburgia
c) construction - 200

d) building surface area - 170m?

e) land surface area 429m?

€452,991

price deviation
-29.2%

capitalised net income 253 8ewG*

land discounted value &2°7 3eWC"

according to the draft law [Bundesrat 2019a]

€ 415,604 €37,386.90
annual net income RCP capltallsatlcaoaratlo land value § 247 Bews* discount :3t|o annex
X annex X
€ 12,847 32.35 €195538 0.1912
i §254 § 255 BewG,
ann::,,';':::?;: COS::nex m i 1 BRW surface area annex " 1
1+7)t X °x 1. 1+1)"
1709x 12 x 7.68 15,667 x 18% =1 ( ) 42_9 x1.06 ( )
430 (adjustment)
€15,667 €2,820.10 429
r real property interest rate 9256 8ewe* 2.5%
n remaining period of use annex 38" remaining period of use annex 38*
BRW approximate land value 430 based on [BORIS 2018]
BewG Bewertungsgesetz, Law on valuation rules of wealth for tax purposes principles

Source: authors’ own material

est rate depending on the type, age, location and
size of the facility. Table 7 shows the method of
calculation cadastral value.

The value of the property relates mainly to the
annual revenue minus costs, and then capital-
ised with the interest rate specified by the leg-
islator and the number of years in which the
revenue will (potentially) be obtained. This pe-
riod is the difference specified by the legislator
of the period of use (depending on the type of
building) and the actual age of the building. In
this way the settled value of the property con-
tains the land value. However, the value of the
plot is accounted for while discounting it for
the remaining period of the use of the build-
ing (Table 7, discount coefficient). In the ran-
domly chosen example, the cadastral value is
about 453 thousand euros and it differs consid-
erably (29.2%) from the price (640 thousand eu-
ros), which can be considered (similar) to the
market value. It is worth noting, however, that
the draft law provides for an adjustment of an-
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based on [Bundesrat 2019a].

nual rental revenues of —22.5%, —10%, +10%,
+20% or +32.5% [Bundesrat 2019a, 71]. Taking
into account the attractiveness of the location
of the site (Stahnsdorf municipality is located
near Berlin and Potsdam) and adopting an ad-
justment of +32.5%, the cadastral value would
be about 588 thousand euros, and the deviation
from the price is little over 8%.

Updating the cadastral value carries an in-
crease in the tax base. In view of the objective of
a fiscally neutral tax reform, the reduction in tax
rates is planned from 2.6—6 per mille to 0.34—0.55
per mille [Bundesrat 20194, 2, 32]. Such a solution
will not prevent the change in property tax rev-
enue at the local level, so in addition to the new
tax rates, the change of multipliers by municipal
authorities should be expected [Bundesrat 2019a,
92]. In order to reduce speculative investment, it
is also planned to entitle municipalities to use
higher multipliers for housing land that remains
undeveloped and is located in areas of consider-
able residential demand [Bundesrat 2019b].
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Summary

Referring to the literature as well as our analysis,
it should be explicitly stated that the real proper-
ty tax is an appropriate solution for the financial
economy of local governments. While this gen-
eral statement is not questionable, the details of
this solution are. Many of them can start with a
question, even about the role of residential and
non-residential property tax. However, we con-
fined our considerations to systemic solutions
relating to the construction of tax. We mean the
surface and value property taxation systems. In
most developed countries value property taxa-
tion systems dominate, based on the property
capital or rent value. Only in a few countries, in-
cluding in Poland, the surface area property taxa-
tion system is used. We wished to show the Pol-
ish realities of real property taxation, against the
background and in the context of solutions in
Germany.

The real property tax in both the Polish and
German local government financing systems is
an important source of funding. It is decisive in
assessing the financial autonomy of these enti-
ties. In other words, its fiscal significance is con-
siderable. Especially in Polish conditions, this
assessment will depend on the share in PIT and
CIT revenues, in Germany on the share in the in-
dustrial tax and in both on the philosophy of the
approach to the way of financing local govern-
ment entities. The fiscal role of real property tax
is greater, if in the comparison, we consider the
sources of funding affected by local governments.

Interestingly, in the face of the necessity for
changes in the German property tax system due
to the ruling of the Constitutional Tribunal in
Karlsruhe, both the surface and cadastral mod-
els were discussed. There were supporters of one
solution and the other. When creating different
models and their comparisons, it was noted that
the surface model leads to a reduction in tax rev-
enues, which from a fiscal point of view indicat-
ed its defect. At the same time, from the point of
view of fiscal neutrality and the need to adapt the
multipliers (of specific solutions adopted in Ger-
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many), the surface model leads to higher burdens
in more than 40% of cases. The beneficiaries of
this model and the market price would primarily
be the owners of flats. The owners of single-fam-
ily houses would have to be prepared for a high-
er tax burden. Another conclusion from the re-
search is that the property tax must be based on
the value of real property. Specifying and updat-
ing this value carries high administrative costs,
the reduction potential of which is seen in pro-
cess automation. A deficiency of real proper-
ty tax as a wealth tax is the failure to take into
account the obligations of real property and a
possibility of transferring the tax to the tenant.
These aspects are in favour of the area tax, simple
in application having a character of benefit tax.
Ultimately, the German government decided to
evolve the existing cadastral system.

Due to the complexity of the German property
taxation system, the conclusions from the com-
parison with the solution of surface taxation in
Poland are not explicit. However, several draw-
backs are worth noting, but also the advantag-
es of the solutions adopted in Poland. The sys-
tem operating in Poland is relatively simple and
allows for saving administrative costs. Never-
theless, the fiscal efficiency of the Polish model
appears to be lower than the value-based mod-
el, which, in the light of the declining financial
autonomy of local government units, can be an
important reason for considering its change. At
the same time, property tax in a value formula is
more efficient and increases motivation for ra-
tional transformations in the spatial structure
and enhances the efficiency of the use of real
property. The drawback of the Polish system is
also the construction of tax rates, which are of-
ten adjusted as a result of rising prices, under-
mining the principle of tax certainty. However,
similar reservations can be made in relations to
solutions in the models based on property value.
There is a need for a regular valuation there. The
issues of fairness and relative neutrality of taxa-
tion depend on a number of specific solutions. It
is therefore difficult to assign them to the advan-
tage of one system or the other.
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The analysis conducted by us does not give a
clear answer to the question which tax system is
better. Either of them has its own strengths and
weaknesses. The choice depends on social fac-
tors and political decisions that may, but do not
need to be derived from the financial needs of lo-

cal government units. The question which may
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