1. IMF’S LATEST HOUSING MARKET ASSESSMENTS

Cambodia (Article 1V): The IMF’s latest report on Cambodia says that: “Real estate sector-related bank
credit growth remains strong, supported by demand for housing from Cambodia’s young and
growing middle-income population. Anecdotal evidence, however, suggests that some segments of the
property market are cooling. (...) They noted strong demand for affordable housing from the emerging
middle-class and continued monitoring banks’ internal rules governing LTV ratios for mortgages, which
appear conservative.”

Portugal (Article 1V): The IMF’s new report on Portugal says that: “After a prolonged slump,
construction began to pick up in late 2016, boosted by the renovation of rental properties to meet tourist
demand and nonresident purchases of residential real estate, including in Lisbon and Porto. House prices
have increased by 15 percent in cumulative terms over the past two years through end-March, and
now exceed the previous peak recorded prior to the crisis in2010. (...) New lending has instead been
concentrated primarily in mortgages and consumer loans, helping to sustain the strong growth in private
consumption and rise in housing prices.”

Spain (Article 1V): The IMF’s latest report on Spain says that: “House prices have started to recover,

but are still well below pre-crisis levels. (...) UK citizens are also the main foreign buyers of houses, but
their purchases declined in 2016.”
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2. PROPERTY TAXIN AFRICA

Riél C. D. Franzsen is South African Research Chair in Tax Policy and Governance at the University of
Pretoria, South Africa, and director of the African Tax Institute. In this interview, Franzsen talksabout a new
book on Property Tax in Africa. This the first comprehensive study of the property tax in Africa. It provides an
overview of the property tax systems of 29 African countries.

The link between urbanization and property taxation...

Hites Ahir: Can you briefly give us a picture about the state of urbanization in Africa?
Riél Franzsen: Africa is urbanizing more rapidly than any other region in the world. At the pace urbanization is

taking place in Africa sustainable development challenges will be increasingly concentrated in cities,
particularly in the lower-middle-income countries. Durand-Lasserve (2016) provides startling projections
regarding urbanization stating that between 2015 and 2050 (i.e., in only 36 years) urbanization in Africa will
grow from 38 percent to 55 percent which implies an additional 790 million urban inhabitants. With such a
population growth, cities will need to increase the level and quality of public expenditures.

Hites Ahir: How can property taxation help get urbanization right?
Riél Franzsen: Ingram, Liu & Brandt (2013) estimate that annual new infrastructure needs in developing

countries will require about 5 percent of GDP over the next 20 years. By contrast, the level of total central and
local government revenue in sub Saharan Africa is only about 13 percent of GDP. At the same time, economic
growth and increased public investment in infrastructure will drive up property values. Almost certainly this
will generate an increased demand for property taxation in African urban areas. The premium on fixing the
administration of the property tax should therefore grow.

The property tax has good potential for revenue mobilization and there are incentives for African countries to
reform their property tax regimes. The cost of urbanization has been mentioned. Central and sub-national
governments need more revenue to cope with this phenomenon, in an environment where central governments
are generally also eager to reduce transfers to local government a productive local tax is critical. Growing the
property tax base can also capture some of the value of location-specific capital investments and benefits from
government programs and services. Improving property taxation will likely also require a bigger role for city
and regional planners.

Hites Ahir: What is recurrent property tax and how important it is in African countries?

Riél Franzsen: “Property tax” is often broadly defined to include all taxes on the ownership, occupation and
transfer of “property” (which can include real property and personal property). A recurrent property tax is
generally atax on the ownership or occupation of real property, i.e., land and/or buildings. Although levied in
most African countries, on aggregate it is not important as either a percentage of GDP or total tax revenue.
There is significant room for improving the revenue yield from recurrent property taxes in Africa.

2 GLOBAL HOUSING WATCH NEWSLETTER | OCTOBER 2017


https://www.lincolninst.edu/publications/books/property-tax-africa

Status and challenges of property taxation...

Hites Ahir: In your new book—Property Tax in Africa: Status, Challenges, and Prospects co-edited with
William McCluskey—you argue that property tax is levied in all African countries. Itis evena
constitutional guaranteed source of revenue in some countries. So, what explains the under-usage of
property tax in Africa?

Riél Franzsen: Although it is a constitutionally-guaranteed source of revenue in some Anglophone countries,
constitutions often express ideals or broad principles. Without or with only limited political and institutional
support as well as inappropriate policies and general laws (e.g., as regards tax base), a highly visible and data-
intensive tax is difficult to administer properly. The recurrent property tax is a complex and costly tax to
administer well when value based.

Local government revenue mobilization remains a weakness in many countries. The continued and significant
reliance on intergovernmental transfers generally increases central government control over how the revenue is
spent (e.g., Liberia and Uganda) as evidenced by the situation in Monrovia and Kampala. Also, transfers are
often unpredictable and inadequate to fund local services. Enhancing own source revenues is important to
ensure local autonomy, promote accountability, enhance economic governance and local ownership and realize
decentralization efficiency gains by better linking revenue and expenditure decisions to support local economic
and social development.

Many African countries rely heavily on real property transfer taxes that are easier to collect than the recurrent
tax. However, transfer taxes undermine value-based recurrent taxes as taxpayers are likely to under declare
property values. Transfer taxes may also impact negatively on formalizing and regularizing property markets.

Lastly, in some countries the co-existence of a recurrent property tax and ground rent is incorrectly viewed as
double taxation.

Hites Ahir: What property tax bases are currently used, which are performing best, and why?
Riél Franzsen: A surprising variety of tax bases are encountered. The laws in some countries (e.g., Kenya,

Namibia, and Swaziland) allow local governments to select a tax base most suited to their circumstances. A
number of countries, mostly in Francophone Africa also have different taxes for different property types, e.g., a
capital value system for undeveloped land, a rental value system for developed land, and an area-based system
for rural land.

Systems range from area-based systems (e.g., Burundi) to mature, value-based systems (e.g., South Africa).
Where area is used, the base is often adjusted with reference to factors (e.g., location, quality, and property use)
to approximate market value. Given the paucity of valuation skills and capacity constraints, it is surprising that
many countries persist with value-based taxation. In Cabo Verde, Liberia, and Rwanda self-assessment is used
as a pragmatic response to the paucity of valuation skills and capacity. In Tanzania some municipalities have
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been increasing base coverage and revenue through applying a simplified, calibrated-area approach rather than
complex depreciated replacement cost system preferred by law. In South Africa the tax base is “market value”
which works well in metropolitan municipalities (e.g., Cape Town), but is not appropriate for rural
municipalities with predominantly communal land and no real market.

The overall lesson seems to be that it is not a matter of “one size fits all”’. Sometimes an area-based approach is
simply a more pragmatic approach to raise revenue than a value-based system that cannot be expanded or
properly maintained.

Hites Ahir: How is the revenue pe rformance of property tax vs. total tax revenue to GDP?
Riél Franzsen: Recurrent property tax is not a significant revenue source in the total tax mix in African

countries, South Africa being the exception. Although “property taxes” in Mauritius and Morocco exceeds 1
percent of GDP, property transfer taxes constitute the lion’s share rather than the recurrent property tax.
Research by Bahl & Martinez-Vazquez (2008) and Norregaard (2013) suggests that there is significant room for
improving revenue from recurrent property taxes in developing and transition countries. We (McCluskey,
Franzsen & Bahl 2017) agree, although we are less optimistic on how quickly levels of 0.6 percent of GDP can
be achieved in many African countries due to a combination of counterproductive tax policies and weak
administration, almost always overlaid by an unwillingness to enforce the tax.

Hites Ahir: What explains the divergence in property tax collection at city vs. national level?

Riél Franzsen: The answer is not straight forward. In the majority of Anglophone countries the recurrent
property is a local tax, whereas in most Francophone and Lusophone countries it is a tax collected centrally
albeit that the revenue may be transferred to local government. National revenue authorities use their limited
resources to rather focus collection efforts on the value added tax, corporate income tax, and customs duties.
The property tax is not necessarily viewed as an important tax, as it typically accounts for a very small share of
national revenues and the revenue is usually remitted to local government. In Anglophone Africa, where it is
generally a local tax, capacity constraints at local government level is prevalent. Political will, or rather the lack
thereof, is also an important factor.

Enforcement seems to be weak across the board. If taxpayers sense that enforcement is unlikely for political
and/or institutional reasons, voluntary compliance suffers—especially if government service levels are poor and
infrastructure is sadly lacking.

Hites Ahir: How do constraints differ from country to country?

Riél Franzsen: Constraints may differ from country to country, but also in-country may differ from city to city.
In some countries constraints seem to be political, in others institutional, in others weak and inappropriate laws,
or—most often—a combination of these.
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Prospects...

Hites Ahir: What are the prospects for property taxes across Africa?

Riél Franzsen: McCluskey, Franzsen and Bahl (2017) argue that if African countries did what it takes to
improve the practice of property taxation, the result could likely be more revenue mobilization, and more
efficient property markets, both of which would stimulate economic growth. But the track record with tax
reform in Africa has not been a good one, overall revenue mobilization lags behind that in other regions, and
revenues raised from the property tax are very low.

A well-functioning property tax should be a natural choice as a local government revenue source in a fiscally
decentralized system. Priority must be placed on improving collection, tax base coverage and valuation,
preferably in that order. Without effective collection and enforcement there is little to be gained from increasing
base coverage and property valuations. Arguably the greatest failing of the African property tax is the
unwillingness of governments to enforce it. Given the rate of urbanization, the implementation of a well-
designed and properly administered property tax is an investment that the current as well as the future cities in
Africa can ill afford to pass on.

Hites Ahir: Are there successstories?
Riél Franzsen: Indeed there are some success stories. These are often at city rather than country level. For

example, in Kitwe, Zambia, revenue was enhanced through regular supplementary valuations, capturing new
high-value construction in the tax base. In Uganda, the creation of the Kampala Capital City Authority provided
political and institutional support to address the poorly performing property tax. This was done with a new, in-
house Directorate of Revenue Collection employing a collection-led strategy with excellent results. The
investment in the technology and skills to introduce a computer-assisted mass appraisal system in Cape Town,
South Africa, paid off handsomely. More than 800,000 properties are valued three-yearly with few property
owners objecting to their property values. Lastly, in Tanzania, the holistic system and database, the Local
Government Revenue Collection Information System (LGRCIS), developed with the support of the World Bank,
is showing promise. Cities (e.g., Arusha) have been increasing revenues from the property tax and other own-
source revenues using LGRCIS. Interestingly, none of these successes stem from a comprehensive, well-
designed property tax reform we argue for in the concluding chapter of the book. These “successes” all resulted
from being innovative, using IT appropriately and effectively, and having strong local political support.
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Table 1. Total Tax Revenue and Property Taxes as aPercentage of GDP in African Countries

Country Total Taxes Fiscal Property GDP per Income Lewel
as % of GDP Year | Taxesas % of | capitainUSD (2016)
(2012) GDP (2012)

Algeria 374 2011 0.00 5,584 | Upper-middle
Angola 43.8 2012 0.15 5,532 | Upper-middle
Benin 155 2012 0.24 808 | Low
Botswana 26.9 2011 0.06 6,936 | Upper-middle
Burkina Faso 15.6 2012 0.10 673 | Low

Burundi 13.6 - no data 244 | Low

Cabo \erde 18.3 - no data 3,498 | Lower-middle
Central African 9.9 2012 0.10 470 Low
Republic

Comoros 11.8 - no data 750 | Low

Congo 9.5 2008 0.32 391 | Lower-middle
Coéted’Ivoire 16.0 2013 0.07 3,191 | Lower-middle
DRC 10.2 - no data 1,281 | Low

Djibouti 185 - no data 1,587 | Lower-middle
Egypt 13.2 2012 0.83 3,226 | Lower-middle
Equatorial Guinea 11.9 2009 0.03 23,278 | High

Ethiopia 9.7 - no data 470 | Low

Gabon 15.1 - no data 10,642 | Upper-middle
Gambia, The 14.5 2008 0.53 505 | Low

Ghana 15.4 - no data 1,642 | Lower-middle
Guinea 19.2 - no data 487 | Low
Guinea-Bissau 7.9 - no data 559 | Low

Kenya 15.6 2012 0.01 1,185 | Lower-middle
Lesotho 54.8 2011 0.70 1,159 | Lower-middle
Liberia 21.1 2012 0.15 414 | Low

Libya 1.2 - no data 13,035 | Upper-middle
Madagascar 9.1 2010 0.06 445 | Low

Malawi 214 - no data 270 | Low

Mali 14.2 2011 0.70 642 | Low
Mauritania 174 - no data 1,283 | Lower-middle
Mauritius 18.9 2012 1.39 9,114 | Upper-middle
Morocco 24.5 2010 1.75 2,931 | Lower-middle
Mozambique 19.1 2011 0.70 565 | Low

Namibia 31.0 2012 0.15 5,680 | Upper-middle
Niger 14,5 2010 0.06 394 | Low

GLOBAL HOUSING WATCH NEWSLETTER | OCTOBER 2017




Nigeria 10.2 - no data 2,740 | Lower-middle
Rwanda 13.6 2011 0.1 667 | Low
Sao Tomé & Principe 14.2 2012 0.32 1,488 | Lower-middle
Senegal 19.3 2012 0.10 1,019 | Lower-middle
Seychelles 29.6 - no data 12,845 | High
Sierra Leone 10.7 2010 0.05 619 | Low
South Africa 23.2 2013 1.60 7,592 | Upper-middle
Sudan 54 - no data 1,662 | Lower-middle
Swaziland 36.0 2012 0.05 3,989 | Lower-middle
Tanzania 11.6 2011 0.08 828 | Low
Togo 15.4 2010 0.24 581 | Low
Tunisia 21.0 2012 0.53 4,188 | Upper-middle
Uganda 10.5 - no data 656 | Low
Zambia 15.0 2008 0.03 1,687 | Lower-middle
Zimbabwe 26.3 2012 0.00 851 | Low

Sources: IMF 2016; 2014 IMF Govemment Finance Statistics Yearbook; http://data.worldbank.org/about/country -and-lending-groups;
Franzsen & McCluskey (2017) Property Taxin Africa — Status, Challenges, and Prospects, 34-35.

Notes:

1. Insufficient datawere available for Cameroon, Chad, Eritrea, Somaliaand South Sudan.

2. For Algeria and Zimbabwe property tax as a percentage of GDP is 0.001 percent and 0.002 percent respectively — hence the
0.00 in the table.

3. The high percentages of total tax revenue as a percentage of GDP for Lesotho and Swaziland can be explained by the

customs dutiesandexcise taxshares received fromthe Southern African Customs Union (SACU).
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ABOUT GLOBAL HOUSING WATCH NEWSLETTER

The Global Housing Watch Newsletter aims to present a snapshot of the month's news and research on
global housing markets. If you have suggestions on new material that could be included or ideas to improve
this newsletter, you can send it to Hites Ahir (hahir@imf.org).

*Disclaimer: The views expressed in this note do not necessarily represent those of the IMF or IMF policy.
Also, this note does not independently verify the accuracy of the news, statistics or events presented in this
document.
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