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Abstract

This paper investigates the effects of property taxation on fiscal discipline for a sample of

OECD countries over the period 1973-2011. We find that aggregate property taxation in total

tax revenues is not statistically correlated with the primary surplus-to-GDP ratio. In contrast,

a greater reliance on property taxes pertaining to sub-national governments contributes to fis-

cal discipline, suggesting that fiscal decentralization should favor responsive tax base instru-

ments.
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1 Introduction

Large and increasing public debts in industrialized economies are urging policy makers and

economists to identify the most efficient tax instruments that governments can use to consoli-

date their fiscal position. In this perspective, the adoption of a property tax, especially on land

and other immovable property, is a widely debated issue (OECD, 2012; Norregaard, 2013).

Despite the attention paid by the literature to vices and virtues of property taxes for dif-

ferent macroeconomic outcomes, the impact of the use of property taxation on overall fiscal

balance is still an relatively unexplored.1 This paper fills this gap and investigates the effect of

property taxes on national fiscal discipline in a sample of 22 OECD countries over the period

1973-2011.

The correlation between property tax and fiscal discipline is not clear-cut. A shift from

income to property taxes can exert both beneficial and detrimental effects on the fiscal balance

by improving or worsening a country’s economic performance and tax revenue collection (the

“general efficiency effect”) and by disciplining local politicians and voters (the “local incentive

effect”).

First, on the beneficial side, by burdening accumulated wealth, property taxes have less

distortionary effects on the allocation of resources than income and consumption taxes (Norre-

gaard, 2013). Second, property taxes are a more stable and predictable source of revenues than

other forms of taxation as their tax base is mostly immovable and the legally defined value of

properties is less volatile than income and consumption tax bases (Lutz et al., 2011).2 Third,

property taxes may discipline non-benevolent politicians, making them more accountable and

responsible (Brennan and Buchanan, 1980). As the property tax base is responsive to the qual-

ity and amount of local public goods and to fiscal burden, revenue-maximizing politicians

may have incentives to deliver services at a lower cost (Glaeser, 1996). In addition, the high

degree of salience of property taxes makes the taxpayer’s vote more sensitive to changes in the

property tax rates (Cabral and Hoxby, 2012).

On the other hand, an increase in property taxation might worsen a country’s fiscal balance.

First, levies on property can discourage individuals from wealth accumulation, reducing the

propensity to save and invest (Kopczuk and Slemrod, 2001). Second, non-recurrent taxes on

property transfers can reduce the number of market transactions and increase market price

volatility. Third, the salience of property taxes raises the incentive to tax avoidance and evasion

(Kopczuk, 2010). Finally, accurate assessment of property tax bases is problematic and costly,

making the legal value of properties divergent from market prices.

Against this backdrop, we test whether the degree of reliance on property taxes is signifi-

cantly correlated with the ratio of general government primary balance over GDP and whether

1A related literature has looked at the effect of property tax on wealth accumulation (Holtz-Eakin and Marples,
2001), tax avoidance (Kopczuk and Slemrod, 2001), local public goods supply (Fiva and Ronning, 2008), local
government size (Liberati and Sacchi, 2013) and economic growth (Acosta-Ormaechea and Yoo, 2012; Ojede and
Yamarik, 2012).

2Further, to the extent that tax evaders invest the proceeds of their evasion in land, real estates and other im-
movable properties, property taxation allows tax authorities to retrieve resources which might otherwise elude
them.
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the possible beneficial impact of the property taxation is linked to the “general efficiency ef-

fect” and/or to the “local incentive effect”. Thus, we first consider the effect of the share

of aggregate property taxes to total tax revenues on primary balance. Then we focus on the

amount of property taxes raised at the local government level as a share of local tax revenues.

As property taxes in advanced economies are predominantly assigned to a lower government

level3 (Norregaard, 2013), we control for tax decentralization which, according to traditional

and public choice theories of fiscal federalism, can have either “laxness” or “discipline” effects

on public deficits. Taking into account the heterogeneous effects of different local taxes, we

also contribute to the literature on fiscal decentralization and fiscal balances (Neyapti, 2010;

Baskaran, 2012).

We find that while the share of aggregate property taxes to total tax revenues shows no

significant correlation with the primary balance-to-GDP ratio, the use of property taxes at a

sub-national level contributes to straighten fiscal discipline beyond the positive impact of tax

decentralization, consistent with the “local incentive effect” of property taxation.

2 Property taxation in OECD countries

In this paper we consider the total property taxes as computed by the OECD Revenue Statistics.

They are the sum of recurrent taxes on immovable property, recurrent taxes on net wealth,

taxes on inheritances and gifts, financial and capital transaction taxes, and other recurrent or

non-recurrent taxes on property. The countries included in the empirical analysis are Australia,

Austria, Belgium, Canada, Denmark, Finland, France, Germany, Greece, Iceland, Ireland, Italy,

Japan, the Netherlands, New Zealand, Norway, Portugal, Spain, Sweden, Switzerland, the

United Kingdom, and the United States. In these countries, the distribution of the share of

total property taxes over total tax revenues shows a significant degree of variability across

countries and over time (see the box plot reported in Figure 1, panel a). On average, property

taxes represent 5.9% of general government revenues during the period 1973-2011. Countries

with higher shares are the federal ones (the United States 11.7%, Canada 10%, and Australia

8.8%), the United Kingdom (11%) and Japan (9.9%). The incidence of property taxation on total

revenue is quite stable over our time span, even if in recent years it has gradually declined.

Even though property taxation may not occupy a central position in the overall revenue

systems of most countries, it frequently contributes significantly to the financing of sub-national

governments. Property taxes are assigned to sub-national governments with more autonomy

than other taxes and are usually associated with tax separation schemes.4 In our sample, the

average share of local property taxes is one third of aggregate sub-national tax revenues, with

quite a large variability between countries. In some countries property taxes cover the whole

sub-national revenue system (the United Kingdom 92.6% and New Zealand 90.1%). In con-

trast, local property taxes are almost absent in Finland and Sweden where the predominant

3All countries in our sample have at least two levels of independent political institutions. Hereafter, ‘local’ refer
to all ‘sub-national’ government levels.

4This is especially true for the immovable tax component that accrues solely to local governments in the large
majority of both high-income and middle-income countries (Norregaard, 2013).
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Figure 1: Property taxation across OECD countries: 1973-2011
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(a) Property tax (% total tax revenue)
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(b) Local property tax (% local tax revenue)

Notes: our calculations from OECD Revenue Statistics.

sub-national tax revenue is income tax. The variability over time of property taxes accruing to

sub-national governments is shown in Figure 1 (panel b). This ratio records values lower than

30% during the 1970s and the 1980s, while it starts to increase at the beginning of the 1990s

(from 32.7% in 1993 up to 36.4% in 1995). The ratio stabilizes around 35% in the following

years with a peak of 38.6% in 2010.

3 The empirical strategy

To test whether the use of property taxation affects fiscal discipline, we regress the government

primary balance-to-GDP ratio (PRIMARY BALANCE) on two alternative definitions of prop-

erty taxes and a set of control variables on an unbalanced panel of annual data for 22 OECD

countries over 1973-2011:

PRIMARY BALANCEit = α + β · PROPERTY TAXit−1 + γ · TAX DECENTRALIZATIONit−1

+
N

∑
j=1

δj · CONTROLjit−1 + λi + τt + εit
(1)

where i denotes the country, t the year, and j the control variables. We measure the de-

gree of fiscal discipline by primary rather than overall balance – the former excluding in-

terest payments on public debt – because primary expenditures are more easily under the

control of governments and they are therefore more representative of the country’s fiscal dis-

cipline (Baskaran, 2012).5 We start by testing the “general efficiency effect” measuring PROP-
ERTY TAX with the share of total property taxes to general government revenues (PROP-

5Information on primary balance is drawn from the IMF Historical Public Finance Dataset (Mauro et al., 2013),
which ensures a longer and more complete time series for each country in our sample than the OECD National
Accounts database. The IMF data on primary balance are reported at the general government level; some switches
from central to general government occur in the 1970s and they are recorded by a dummy variable.
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ERTY/TOTAL), and we then consider the local component of property taxes as a share of sub-

national tax revenues (LOCAL PROPERTY/LOCAL) to capture the “local incentive effect” of

property taxation. TAX DECENTRALIZATION is given by the share of sub-national tax rev-

enues on general government tax revenues. The right-hand-side variables are expressed at

period t − 1 as the primary balance in year t is likely to be dependent on the previous year’s

socio-economic factors. In addition, using lagged values of explanatory variables mitigates

possible reverse causality issues.6

The error term consists of a country-specific time-invariant effects (λi), a time-fixed effects

(τt) and the idiosyncratic component (εit). In this way we implicitly take into account impor-

tant determinants of a country’s fiscal stance that are time-invariant, like constitutional and

institutional features and the effect of common shocks (e.g. global crisis on fiscal policy).

As the error term is likely to be serially correlated and the Pesaran (2004) CD test indicates

that residuals are cross-sectionally correlated, we estimate equation (1) using the fixed-effects

estimator with the Driscoll and Kraay (DK) corrected standard errors, which are robust to het-

eroschedasticity, cross-sectional dependence and autocorrelation (Driscoll and Kraay, 1998).7

4 Results

The results of the estimation of equation (1) are reported in Table 2. The coefficient on PROP-
ERTY/TOTAL is not statistically significant, even not controlling for the degree of tax decen-

tralization (columns 1 and 2). This suggests that contrasting forces may be at work when

considering aggregate measures of property tax revenues with reference to the consolidated

government sector. Put differently, there is no evidence of a “general efficiency effect” of prop-

erty taxes on the fiscal balance. However, the positive effect of property taxation is likely to

emerge locally where the property tax can effectively work as a visible and accountable device,

stimulating voters to be aware of the costs of local public programs (Glaeser, 1996; Borge and

Rattso, 2008; Fiva and Ronning, 2008).

Indeed, the coefficient on LOCAL PROPERTY/LOCAL shows a positive and statistically

significant correlation between the local component of property taxes as a share of sub-national

tax revenues and primary balance (columns 3 and 4), irrespective of the inclusion or not of the

tax decentralization variable.8 The elasticity of the primary balance-to-GDP ratio with respect

to LOCAL PROPERTY/LOCAL ranges from 0.9 in the baseline model (column 3) to 0.6 in the

augmented specification of column 4. On the ground of the latter estimates, an increase in the

share of property taxes in local tax revenues from 11.5% (the average for Italy over the sample

period) to 32.7% (the average for the US) is associated with a positive change in the primary

balance-to-GDP ratio of 0.5%.
6Detailed information on definitions and sources of all the variables used in the analysis are reported in Table 1,

together with summary statistics.
7As benchmark, we use a three-lag correction for auto-correlated errors after observing the residual correlation

over time. However, results are robust to increasing the lag-structure up to four and six lags, when the correlation
starts to become weak.

8Results are not affected by multicollinearity between our main explanatory variables: the correlation between
TAX DECENTRALIZATION and LOCAL PROPERTY/LOCAL (PROPERTY/TOTAL) is -0.48 (0.30).

4



The coefficients on the control variables generally have the expected signs and they are

often statistically significant and stable across model specifications. We find a positive correla-

tion between the degree of tax decentralization and the the ratio of primary balance over GDP.

This result lends support to the hypothesis that tax decentralization contributes to promote

fiscal discipline in OECD countries (Neyapti, 2010).9

We observe that the size of the public sector is a source of inefficiency (Neyapti, 2010)

and that in larger countries increasing needs and heterogeneous preferences, hindering the

exploitation of scale economies in the provision of public goods, lead to a worse fiscal stance.

In addition, a higher dependency ratio is positively (even if not always significantly) associated

with the primary balance, suggesting that pensioners and retirees tend to be net contributors

to the fiscal system.

The coefficients on the unemployment rate and GDP growth indicate that fiscal policy is

counter-cyclical (Baskaran, 2012). By contrast, our results do not show any significant correla-

tion between inflation and the fiscal balance.

Moving to fiscal variables, we find that higher interest payments are associated with sub-

sequent stronger fiscal surpluses, suggesting that governments try to offset the increase in the

debt burden through fiscal adjustment. The coefficient on the public debt-to-GDP ratio is neg-

ative and statistically significant, pointing to a positive association between high debts and

fiscal profligacy.

The baseline specification is augmented with additional control variables capturing other

political, institutional and economic factors that may be correlated with the primary balance

(column 4). We find that the political orientation of national governments is not statistically as-

sociated with the primary balance. The counter-cyclical pattern of fiscal policy is reinforced by

the fact that the fiscal balance deteriorates during banking crises. Finally, a higher trade open-

ness is statistically associated with a better primary balance-to-GDP ratio, possibly because of

the effect of foreign direct investment on government revenue (Swank, 1998).

4.1 Robustness exercises

We test the robustness of our results estimating equation 1 by Feasible Generalized Least

Squares (column 6) and using the fiscal variables according to the OECD database, in order

to have the same source used for our measures of property taxes and tax decentralization (col-

umn 7). Although harmonization of sources comes at the cost of a smaller sample, we confirm

the positive correlation between the incidence of local property taxation on sub-national tax

revenue and the primary balance-to-GDP ratio.

Our measure of property taxes includes recurrent taxes on immovable property, taxes on

net wealth, taxes on inheritances and gifts, financial and capital transactions, and other prop-

9Standard measures of tax decentralization can overestimate the degree of decentralization, as they do not ad-
equately capture the extent of autonomy of sub-national governments over the allocation of their revenue (Ste-
garescu, 2005). Hence, we have checked the robustness of our results using the alternative measure of tax decen-
tralization proposed by Stegarescu (2005). Data availability restricts the sample up to 2001, but the coefficient on
LOCAL PROPERTY/LOCAL remains positive and significant. In addition, in our sample the correlation between
our TAX DECENTRALIZATION variable and the narrowest index built by Stegarescu (2005) is 0.87.
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Figure 2: The coefficient on LOCAL PROPERTY/LOCAL, jackknife samples
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Notes: the diagram shows the estimated coefficients on LOCAL PROPERTY/LOCAL, and the 95% confidence intervals, for 22
different samples, each excluding one country, reported on the x-axis. Estimates refer to model 1, as reported in Table 2, column
4.

erty taxes. However, only recurrent taxes on immovable property are usually administered

and collected by local governments. Thus, the results may potentially be related to the prop-

erty tax instrument, and not the level of government responsible for collection. To get rid of

this source of bias, we consider exclusively taxes on immovable property for both levels of

government. Our results hold and confirm the “local incentive effect” of property taxation.

Finally, our results are robust to the presence of outliers. Figure 2 shows that the coeffi-

cient on LOCAL PROPERTY/LOCAL is quite stable and statistically significant across different

samples obtained when dropping one country at a time.

5 Summary and policy implications

As recently put by The Economist (2013), “ask an economist about which are the most effi-

cient kinds of taxes, and property taxes will be high up on the list”. In this paper, we focused

on vices and virtues of property taxation for improving a country’s fiscal balance by empiri-

cally assessing whether a larger reliance on property taxes is associated with a sounder fiscal

position.

Our results, based on a sample of 22 advanced economies over the period 1973-2011, show

that, while the share of total property taxes in total government revenue does not affect the

fiscal stance, a higher recourse to property taxation at the sub-national level is statistically as-

sociated with a larger primary balance-to-GDP ratio. While the interpretation of these results

should keep in mind potential endogeneity concerns, our findings would suggest that the

positive effects of property taxes are likely to be due to their efficiency and incentive virtues

occurring at the local level, and to the relative advantage of this form of taxation in promot-

ing the accountability, responsibility and discipline of sub-national authorities with respect to

6



other forms of local revenues (e.g., income taxes or sales taxes).

Recent institutional reforms have aimed to strengthen fiscal governance and rules in sev-

eral advanced economies. These rules have been designed to promote nationwide fiscal sus-

tainability and have important consequences for managing public finances in decentralized

countries as well (Spilimbergo et al., 2009). The conventional wisdom suggests that fiscal au-

tonomy be conferred to achieve the goal of fiscal responsibility. Our results support this view,

but they also suggest that a major ingredient to ensure nationwide fiscal discipline is to rely at

the sub-national level on responsive tax base instruments with an intrinsic degree of autonomy

– such as the property tax –, which can effectively discipline local politicians and bureaucrats.
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