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The cash-strapped Bruhat Benga-
luru Mahanagara Palike (BBMP),
Bengaluru's municipal corpora-
tlon, recently proposed a 25% hike
In property taxes. Currently, with
the abolition of octrol, cities are
left with only a few sources of
revenue, These include property
tax, which accounts for about half
of the revenues of metropolitan
citles, but less so in smaller urban
local bodies (ULBs) where user
charges account for alarger share.,

In Indla, the responsibility of
designing the property tax system
1s that of state governments, while
ULBsare allowed tofix tax rates
withinacertaln range and are free
topursue their own collection stra-
tegy. Glven the Immobile nature of
the tax base (property), the proper-
ty tax 1s quite appropriately the
local tax, since there are no major
Inter-jurisdictional spillovers.

Property tax, in theory, 1s abuoy-
antsource of revenue with ur-
banisatlon and economic growth,
since substantial capltalisation
occurs with property. Localltles
where new modes of publictrans-
port(such as the metro) come up,
those characterised by commercial
developments, infrastructure such
asnew roadsor highways, experi-
ence exponential spurts in their
property value. Ideally, the city
should capture the benefitof such
capltalisation in the formof high-
er bases and rates,

As per estimates of the high-pow-
eredexpert committee on urban

infrastructure, 2010, property tax
revenues indifferent states of Ind-
laare0.16-0.24% of GDP. But many
developing countries collect arou-
nd 0.60% from property taxes. Hen-
ce, property tax 1s not as buoyant as
itshould be.

Asper Gol's Economic Survey
2016-17, Bengaluru and Jalpur were
collecting no more than 5-20% of
thelr property tax potential for
that year. This Indicates not only
modest tax rates but also collec-
tions. Thus, urban areas have
potentlal to contribute substantial-
1y to thelr own economic develop-
ment by increasing the tax rate to
the potential as well as widening
the tax base,

Thereareseveral reasons for this,
Many Indian citles use archalc me-
thods of property valuation. They
don'teven capture the number of
properties in the city boundaries.
Also, there are many non-paying
properties. The guidance value of
property to which the tax rate is

linked 1s abysmally low. With high
stampduty at the time of property
sale, buyers and sellers take shel-
ter in undervaluing thelr property.
If market values are used to base
the property tax, urban areas will
be able toralse thelr revenues
manifold from this source.

A survey of the largestcities in
Indla showed that the major facto-
rscontributing to poor realisatlon
from property tax are a poor as-
sessment rate (an average of only
56% of properties were covered),
weak collection efficlency (more
than 60% of property tax demand
was non-paying); the use of flawed
methods for property valuation;
lossonaccount of exemptions
(11.7%); and poor enforcement.

Many citles, such as parts of Kol-
Kata, continue to have the archale
annual rateable value (ARV) sys-
tem, which basically depends on
the rental stream of Income froma

property todetermine the tax base,

However, Instates and cities that

Really worth paying the tax yet?

§till have rent control, the annual
rateable value will yleld an amount
that 1s itself ‘frozen’ by rent cont-
rol, undoubtedly only a fraction of
thelr value.

However, things are changing.
Delhl, and parts of Kolkata, now
have a unit area systemof pro-
perty valuation in place, whereby
properties are valued on the basis
of its vintage, year of construc-
tion, building material used, civil
furnishing, square footage, nelgh-
bourhood characteristics, etc. This
18 a ‘buoyant’ method, whereby
capitalisation will get captured in
the property value.

There are also alot of property
exemptions for certain property
categories. These should be done
away with. The Geographic Infor-
mation System (GIS) can be used to
map properties, as 1s beingdone in
many cities, and can be included in
the demand for tax. There 1snoqu-
estlon that non-paying properties
should be brought Into the tax net,
with a penalty two to three times
that of the original tax. Still, citles
lack institutional innovations to
secure prompt payment of adequa-
te taxes,

The property tax inthe US 1sa
quld pro quo for services rendered,
reflecting the quality of public ser-
vices, most importantly of schools,
While in Indlan cities, nosuch quid
proquoreadily applies, it 1s natu-
ral that taxpaying cltizens expect
roads to be motorable, be clear of
garbage, and well-11t. When such
servlces are below expectation,

"_‘ there may be a disincentive to pay

the tax.

Butit1s the ULBs' responsibility
to make citizens willing to pay.
That is whenacity's Income can

: Keep pace with that of its residents.
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