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FOREWORD

With c it ie s  throughout the world facing increasing 

public  spending pressures due to inflation# population growth 

and rising  demands for services/ it is  cruciall that revenues, 

to o , grow* One such local revenue source of importance to 

urban governments in In d ia  is the property tax . This paper 

analyzes the growth performance of the property-based levy in 

two major Indian  c it ie s  - Delhi and Madras - during the 1970s.

The structure of the tax , including the defin itio n  of 

the taxable base, the tax rates imposed, and the general 

performance of the revenues actually  realized from the levy 

are a n  described . Attention is then turned to the buoyancy 

of the components of the tax system - responsiveness of the 

assessed values to indicators of the taxable base , responsive­

ness of oollectible  to changes in the tax base and the relation 

between actual collections and potential collectio ns*

The findings suggest th a t , w hile  the tax in these 

two c it ie s  has grown, problems remain* Assessment processes 

could be improved,t ransiation of assessed values into tax 

demand is  not re flectiv e  of the statutory rates in effect 

and the tax collection  process needs strengthening. These 

features are prim arily adm inistrative in nature and ouggest 

that the principal weakness of the tax in these two Indian  

c it ie s  l ie s  in that area rather than with the underlying 

structure of the tax .

The work here stems from an exchange arrangement 

between the National In st itu te  of Public  Finance and Policy 

( N . I .P .F .P . )  in New Delhi and the Metropolitan Studies



Program. Larry Schroeder, Professor of Public  Adm inistration 

and Economics and Senior Research Associate of the Metropolitan 

Studies Program spent a month at the N . I .P .F .P .  during 1979 

under joint sponsorship of Syracuse University and the 

N . I .P .F .P .  Shyam Nath then spent the 1979-80 academic year 

in residence at the Metropolitan Studies Program as a v is it in a  

scholar. He is  currently a Senior Economist at the N . I .P .F .P .

Roy Bahl 
D ire c to r , 

Metropolitan Studies Program



Table  of Contents

Page No. /

Conceptual Basis  of the Property Tax 3

Property Taxation in Delhi 5

Tax Base 5

Tax Rites 8

Collections 14

Property Taxation in Madras 15

Tax Base 18

Tax f^tes 19

Collections 21

Analysis of Growth Factors 25

Tax Base Buoyancy 27

Tax Rates 3 3

Collections 35

Policy Im plications 36

Conclusion 3 8



Li§t_o f JTAbjt^S

Page No,

1  Per Capita Revenue Expenditure Growth in Six 2
Indian  Municipal Corporations, 1960-61 -
1978-79

2 Property Tax Share of Total Local T?jc Revenues 2
in Six  Indian  C it ie s , 1977-78

3 Property Tax Rates in D e lh i/ 1959-1978 10

4 Number of Residential Properties and Ifcteable 12
Values in the M unicipal Corporation of Delhi

5 Number of Commercial Properties and Rateable 13
Value in the M unicipal Corporation of Delhi

6  Property T«x Demand and Collection in the 16
Municipal Corporation of Delhi'

7 Revenues Expenditure and Property Tax Revenue 17
in the Municipal Corporation of D elh i

Q Property Tax Rates in Madras Municipal 20
Corporation

9 Property Tax Demand in Madras 2 2

10 Property Tax Demand and Collection Madras 23
M unicipal Corporation

1 1  Tax Revenue/ Expenditure and Property Tax 24
Madras Municipal Corporation

12 Estim ated Buoyancy of Rateable Values 28

13 Number and Value of Land and B u ild in gs  in 32
Madras

14 Comparison of Current Tax Demand at D ifferent 34
Tax Rates



PROPERTY TAX REVENUE GROWTH IN TWO INDIAN CITIES

Several cr iteria  must be judged when evaluating  a 

property tax system. Among these are the neutrality of the 

t a x , its  equity im plications, the certainty of the tax , its  

adm inistrative costs and its  growth or responsiveness to 

increases in local incomes and p r ices . While none of these 

goals is dominant and they often c o n flic t , the growth cri­

terion is  of particular  interest in this  paper. The property 

tax has tra d itio n a lly  been a principal revenue source of 

lo c a lit ie s  throughout much of the world and is l ik e ly  to 

remain so. As the spending needs of these lo c a lit ie s  expand 

in the face of increasing populations, rising  prices and 

increased demands for public services , property tax revenues, 

too , should grow.

t

Ib is  argument is certainly  applicable to c it ie s  in 

In d ia . As the data in Table l suggest, six major Indian 

c it ie s  had per capita revenue expenditures in 1978-79 three 

to f iv e  times larger than the levels  experiences in I96 0 . 

These increases were likely  due to a combination of factors 

including general price increases, increased population 

density and greater demands for public  services as income 

levels  grew. Y e t , regardless of the cause, the implication 

is  clear - if  urban spending is to continue to grow, its 

revenue base must also expand.

When one considers the revenue sources upon which 

such growth must depend, it is obvious that the property 

tax must bear a large  share of the load , at least in some 

Indian  c it ie s . Table  2  shows the relative  proportion of 

total taxes attributable  to the property tax in 1977-78.



TABLE 1

Per Capita Revenue Expenditure Growth 

i n Six Indian  Municipal Corporations, 

1960-61 - 1978-79

Municipal

corporation

Per capita revenue 
expenditure (rupees) 
1960-61 1978-79

Growth
ratea

Calcutta 24 .95 7 5 .5 9 6 .3
Bombay 39 .62 1 8 4 .4 0 8 .9
Delhi 27 .94 119 .54 8 .4
Madras 2 3 .6 0 5 6 .65 5 .3
Ahmedabad 3 1 .24 1 66 .6 0 9 .7
Bangalore 1 7 .7 9 8 2 .7 7 8 .9

Compounded average annual growth rate. Source: Central
Statistical

Organization/
Annual
Statistical
Abstrac t s /
(D e lh i , 1 9 7 9 ) .

TABLE 2

Property Tax Share of Total Local Tax

Revenue in Six Indian  Cit:

1977-78

Corporation Property tax as per cent of total 
taxes

Calcutta 8 2 .6 2

Bombay 6 2 .3 5

Delhi 4 2 .4 5

Madras 7 1 .2 6

Ahmedabad 3 3 .03

Bangalore 2 7 .8 7

Sources Central Statistical O rganization , 
Annual Sta tistic al  Abstracts 
(D e lh i , 1 9 7 9 ) .



The c itie s  of Calcutta , Madras and Bombay are especially  

reliant upon a bouyant property tax system to support the 

continued pressures for increasedexpenditures.—^

This paper examines the recent history  of the property

tax in two Indian  c it ie s  - D elh i and Madras. Neither of these

c it ie s  represents extremes in its  reliance upon property-
the y

based levies (Table 2 ) and th u s /are  reasonably representative 

cases.

We begin by describing  the statutory features of the 

Indian  property tax in general, followed by a description of 

the tax in Delhi and Madras. Next we analyze the growth 

performance of the major determinants of the local tax yield  

for  the period of 1970-1978. From these results we draw 

several im plications regarding urban property tax admini­

stration including specific  policy  recommendations.

Conceptual Basis of the Property Tax

there are three principal features o f  any property 

tax system/ indeed of any tax system/ that are  of interest- 

d efin itio n  and determination of the b ase , the rate structure 

and collection e ffic ie n c y . Thus, in general terms

B = av 

T = rB 

T* = cT

1 /  For an in-depth analysis  of the property tax  in  Calcutta, 
see Shyam Nath/ Metropolitan Growth and Management in 
India  with Reference to Local Finance - A Case Study of 
the Property Tax in Calcutta # Paper presented at the 
conference on Urbanisation and National Development/
East West Centre/ Honolulu (H aw aii, USA), January 25-29/ 
1982.

( 1 )
(2 )

(3 )



where

V : value of property

a : assessment rate

B : tax base (taxable  value)

r s tax rate

T s co llectib le  taxes

C J collection rate

T*j actual tax co llectio ns .

The value of the property/ V , may be defined statu­

torily  to be either annual rental value (as is  t he case in 

Ind ia ) or the capital value . Furthermore/ th is  simple 

formulation can be made more complex via disaggregation into 

d ifferen t 'pro perty  types or  value classes i f  the assessment 

or rate structure is so designed.

A study of the growth im plications of a property tax 

system w ill  then need to consider (i )  how V changes over time/ 

( i i )  the assessment process and rate , a ,  picks up changes in 

V , ( i i i )  how the rate structure captures changes in  B (or if  

rates were altered  over tim e )/ and (iv ) how successful the 

collection adm inistration h£s been in ultim ately collecting  

the amounts legally  due the taxing ju r isd ict io n .

Assessment practices/ rate structure and collection 

effo rts  are / therefore/ ao-equal keys to successful growth 

performance of the property t a x . Below we consider each 

of these facto rs , first  for D e lh i/ and then for Madras.



Property Taxation. In Delhi

Delhi is  overseen by 3 municipal autho rities , namely,
. ,, , . \\^'

the Municipal ’ Corporation of D elh i (MCD) 32o square m iles,

the New Delhi Municipal Committee (NDMC) 5 square miles and

the Delhi C&ntonment Board (DCB) 8  square m iles . The NDMC

has jurisdiction  over, the area of New Delhi where almost

80 per cent of the houses are government-owned .The DCB covers the

m ilitary post which is almost totally  government owned.

Given the preponderance of government-owned property in these

two areas, we confine our analysis  to the MCD.

The property tax in Delhi consists of a general tax , water tax

(which cannot be levied  unless a water connection is provided),

scavaging tax (which cannot be levied  unless the service is

provided to the area) and a f ir e  tax . Furthermore, an

education cess was imposed at the rate of 1  per cent of

rateable value in 1978-79.

Tax Base

The tax base is the annual rental value of property 

w ith  an allowance towards repair  costs, insurance, etc. 

of 10 per cent. Furthermore, the r a t a b l e  value also  varies 

depending upon whether properties are rental, self-occupied 

or vacant.

For rental property

B R = ° * 9  V R



where

B r  = tax base or rateable value of rental property

VR = annual rental value of rented property

The annual rental.value  is the rent which the building 

might reasonably be expected to be l e t . Information on rents 

is obtained from declarations made by the owners of tte 

property. When the rent declared by the houseowner is  deemed 

to be inaccurate/ rents are estim ated. The estimates are 

based on data collected  by the Tax Department which show 

actual rents prevailing  in that area as determined from 

inspection of a randomly selected sample of properties. In  

cases where the rent has been fix ed  in accordance w ith  the 

tent Control Act, the standard rent fixed  by the Rent 

Controller is taken to be the annual rental value . Where *a 

tenant has further sublet the property and the rent paid by 

the sub-tenant is more than vfoat is  being paid by the tenant/ 

the rent paid by the sub-tenant is  taken into consideration 

for the purpose of determining the rateable value.

For self-occupied properties being assessed for the 

f ir st  time/ the rateable value is determined on the basis of 

the cost of construction and the value of the land at the 

start of the construction. The base here is

B q = 0 .9  ( .0 7 5  V ) if  B q < 1 ,2 0 0  

o r , B q  = 0 .9  ( .0 8 6 2 5  V ) if  Bq >  1 ,2 0 0

where,

Bq = rateable value of owner-occupied property

Vc = cost of construction plus land value



That i s , the rental value is inferred from the capital value 

of the property using rates of return of 7 .5  or 8 .6 2 5  per 

cent. The d iffe re n tia l  rates of return have the potential 

non-neutrality of encouraging lower construction quality in 

marginal cases.

in  cases where the property was earlier  le t .

B = 0 .8  V*
O R

2 /
where v * R is past rents

The rateable  value of vacant lands which are capable 

of being b uilt  upon or on which a building is  in the process 

of construction is  fix ed  at 5 per cent of the estimated 

capital value of such land.

B = .05  V 
v c

The 5 per cent rate of return is lower than that for newly- 

constructed, self-occupied properties therefore has the 

potential of discouraging development.

All the properties are r&assessed every three years. 

Since there ^ r e a  large number of lower value properties, 

there is  a special assessment procedure in the case of pro­

perties  with rateable values of Rs 2 ,0 0 0  or less wherein 

the reassessments are generally completed in a summary 

manner as far as possible without calling  the assessee to 

the assessor*s o f f ic e .

2 /  Pripr  to 1978 the self-occupancy rebate was to be in  the 
range of 15-25 per cent but was uniformally set at 2o per 
cent on April 1 of that y ear . See Municipal Corporation  ̂
of D elh i/ Assessment and Collection Department, Property 
Tax, 1978 (D e lh i , 1978 ).



.T a x  exemptions are given to charitable , re lig io u s , 

and educational in stitu tio n s . A ddtionally , self-occupant 

assessees with rateable value below Rs 100 who own not more 

than one such property are exempt from the tax .

Tax Rates

Once rateable values have been determined, appli­

cation of the appropriate tax rates yields tax l i a b i l i t ie s .

The structure of these rates in the DMC is  rather complex and 

has changed considerably over time.

A history of rate structure changes is  presented in 

Table 3 . Until recently , the property tax rates in Delhi 

were the lowest among major Indian  c it ie s . Before 1968 

there was no d ifferen tiatio n  between residential and commer­

c ial properties with  the total rate summing to only 15^ 

per cent of the rateable value. D ifferen tiatio n  between 

residential and commercial properties was introduced in 

1968-69 w ith  d ifferen t  progressive rate schedules for 

residential and commercial properties . Presumably, the 

higher rates on commercial properties were based on an 

ability-to-pay p r in c ip le . Until 1972-73 the rate structure 

corresponded to a lump sum progression, i . e . ,  the entire 

property was taxed on the rate fix ed  for  the slab  in which 

the rateable value of the property f e l l .  Progressive 

marginal rates were introduced in 1972-73 and , except for 

1976 , have been continued to the present with d iffe ren ­

tiatio n  made between residential and commercial properties.



In  general, tax  rates were being increased since 

1959  although there were some examples of declines for parti­

cular brackets. These statutory changes should have promoted 

growth in tax revenues. Furthermore, the progressive rate 

schedule would contain built-in revenue growth if  assessed 

values are raised as the general level of prices increases. 

This facto r , of course, depends upon the assessment process. 

F in a lly , tax revenues should grow as the number of taxable 

properties increases due to discovery of such parcels or 

new construction.

An indication  of the magnitude of these effects  is 

seen in Tables 4 and 5 for residential and commercial 

property, respectively . In terestin g ly , .the number of resi­

dences increased by over 19 per cent between 1974-75 and 

1977-78 w h ile  the ntmiber of commercial properties declined 

by nearly 25 per c e n t . ^  Since the decline  was almost totally  

lim ited to the lowest valued commercial properties, the 

large rate of increase in the 2 5 ,0 0 0  rupees or above class 

allowed total commercial rateable value to increase by 53 

per cent w hile  total residential rateable values were incre­

asing  by only about 29  per cent.

The slab-wise d istributions  of rateable values of 

residential and commercial property show some interesting  

d iffe ren ces . Highest valued residential properties, i . e . ,  

those greater than 2 5 ,0 0 0  rupees, contributed less  towards 

total rateable value in  1977-78 than in 1974-75 in spite 

of the fact that the number of such properties increased 

by nearly 60  per cent (Table 4 ) .  On the other hand , the

During the emergency a large number of small shops were 
demolished in selected areas of the city  accounting for 
much of this  d ec lin e .



TABLE 3

Property Tax ..Rates i n D e lh i , 1959-1978

Year Rateable 
value (rs 
thousands)

Genaral tax 
"Resi­
dent ial

Commer­
cial

water Scavenging tax 
tax Re si- Commer- 

dent ia l  cial

Fire  ______
tax Resi-

Total

Commer- 
dent ial c ial

( 1 ) ( 2 ) (3) (4) (5 ) (6 ) (7) (8 ) (9 )

1959-63 All 1 0 1 0 3 1 1 H 14% 14J«f
1963-68 All 1 1 1 1 3 1 1 h 15% 15*5
1968-69 Up t o '1 .8 1 0 1 6 3 1 5 H 14Js 24%

1 . 8 - 8 1 1 16 to to
8 - 1 2 123s 18 24% 35%
1 2 - 2 0 15 2 1

20-40 17 23
40-100 19 25
1 0 0 + 2 0 26

1969-72 Up to . 6 1 0 15 5 1 5 h 16% 25%
. 6 - 2 1 2 16 to to
2 - 8 1 2 18 28% 40%
8 - 1 2 14 2 1

1 2 - 2 0 17 25
20-40 2 0 30
40+ 2 2 30

Marginal Rate

1972-76 Up to 1 1 0 15 5 1 5 % 16% 25%
1 - 2 1 2 18 to to
2 - 8 15 2 1 31*S 39%
8 - 1 2 2 0 26
1 2 - 2 0 25 28
2 0 + 30 30



TABLE 3 (C o n td .)

Year

1978+

Rateable 
value (rs

General tax Vteter
Re si- Commer- tax

thousands dentiai c ia l

Fire
Re si- Commer- tax
d entia i cial

Educa- Total
tion Resi- Commer- 

dential c ial

1976-77 All

1977-78

All 1 2 Jj 18 5 1 5 % - 19 28*5

Marainal Rate

Up to 1 1 0 15 5 1 5 h - I 6 J5 25J*
1 - 2 11*5 18 to to
2-5 1 2 % 18 • 31*5 40^

5-10 15 18
10-15 18 2 0

15-20 2 0 23

20-30 25 27

30+ 25 30

Up to 1 1 0 15 5 1  2*^5 * 1 17?i 24&26JJ*

1 - 2 11*5 15 to to
2-5 1 2 * 2 18 3 2 V 39&41*?

5-10 15 18&22*
10-15 18 20&26

15-20 2 0 23&28
20-25 25 27&30
25 + 25 30

The lower rate is applicable  to restaurants, eating  
houses, nursing homes, institutio ns  shops, e t c . ,  
w hile  cinema houses, ho tels , industrial h o ld in g s , 
a t e ./  are l ia b le  for the h igher  rate .

Source: Rakesh Mohan, "Indian  
Thinking and Practice 
Concerning Urban Proparty 
Taxation and Land P o l i c i e s ,"  
Discussion Paper No. 4 7 , 
Research Program in Eoonomic

• Development (Princeton NJ: 
Princeton U n iversity , 1 9 7 9 ) .



TABLE 4

Number of Rasi<ie ntiaj Proper ties  ^nd Rateable Value 

i n the Municipal Corporation of Delh i

Slabs
rateable
value
(rupeas)

Number 
1974-75 1977-78

Up to 1 ,000 1 ,7 2 ,6 8 1 1 /9 3 ,4 3 0

1/001 - 2 ,0 0 0 4 3 ,6 3 6 52 ,836

2,001 - 5 ,0 0 0 3 2 ,51 3 45 ,198

5 ,0 0 1 - 10 ,000  .. 1 5 ,66 7 19 ,009

10,001 - 15 ,000 3 ,3 1 8 5 ,619

15 ,001 - 2 0 ,0 0 0 1 /399 2 ,113

20,001 - 2 5 ,0 0 0 559 652

25 ,001 and above 1 /056 1/649

TOTAL 2 ,7 0 ,8 2 9 3 ,2 0 ,5 0 6

Rateable value Cumulative 
(rupees in distribution  of
lakhs*) __  . rateable values
1974-75 1977-78 1974-75 1977-78

731 810 15 .9% 13 .3%

566 720 28 .2 25 .1

9.63 1/370 4 9 .1 4 7 .6

916 1/498 6 9 .0 72. 1

474 674 79 .3 r 3 .2

247 335 8 4 .7 8 8 .7

134 202 8 7 .6 9 2 .0

569 486 100.0 100.0

4 ,6 0 0 6 f095

★

One lakh equals one hundred thousand. Source: Municipal

Corporation 
of D elh i.



TABLE 5

Nijmber of Cpmmercial Properties and Rateable Value 

i n the Municipal Corporation of Delhi

Slabs

rateable
v^lue
(rupees)

„1(1 Number

Rateabl
(rupees
i 2 jShs2 *.

2  value 
in

Cumulative 
d istribution  oj 
rateable value

1974-75 1977-78 1974-75 1977-78 1974-75 1911-It

Up to 2 , 0 0 0 5 0 ,8 5 2 29 ,737 282 236 1 8 .4% 9 .9 %

2,001  - 5 ,0 0 0 6 ,1 5 9 1 1 , 1 0 2 2 1 1 326 32 .2 23 .6

5 ,0 0 1  - 1 0 , 0 0 0 3 ,2 6 8 3 ,656 275 259 5 0 .2 3 4 .4

1 0 , 0 0 1  - 15 ,000 2 ,18 9 1 , 6 0 0 192 . 187 6 2 .7 42 .2

15 ,001  - 2 0 , 0 0 0 755 664 124 1 1 2 7 0 .8 4 6 .9

2 0 , 0 0 1  - 2 5 ,0 0 0 293 332 6 6 77 7 5 .2 50 .2

2 5 ,00 1  and above 856 1 ,217 380 1 ,1 89 1 0 0 . 0 1 0 0 . 0

TOTAL 6 4 ,3 7 2 4 8 ,30 8 1 ,5 3 0 2 ,3 86

★

One lakh equals one hundred thousand. Source: Municipal
Corporation 
of D elh i.



anaioguous contribution by highest-valued commercial proper­

t ie s  approximately doubled from about 25 to nearly 50 per 

cent. Of most relevance for the growth potential of the 

property tax  is th at , with about 50 per cent of a n  commer­

cial parcels already in the highest rate bracket/ the progre­

ss iv ity  of the rate structure w ill  slowly lose importance.

For the period of 1970-78 average rateable value of

residential and commercial holdings increased at an annual

compounded rate of 6 .5 7  per cent. While this  growth indicates

that some re-assessment is  occurring and possibly that new

higher valued properties were being added to the tax r o ll / it

is considerably less impressive when oompared with general

increases in prices . For example, during the 1970-78 period,

the cost of construction index rose at an annual compounded

rate of 9 .6 1  per cent. L ikew ise , the consumer price  index

for industrial workers increased during that same period
4 /

at a 9 ,0 9  per cent r a te . — Thus, in fa c t , the growth in 

rateable values has lagged that of two common indicators 

of prices .

Collections

Observing growth in the taxable  base and tax demand 

is only half the story when assessing  the growth performance 

of a t a x . The bottom lin e  is  whether the co llectib le  taxes 

ever , in fa c t , show up in  the local government treasury*

4 /  The construction cost growth rate  is computed for the 
~ period of 1971-1978 and was obtained from the Government 

of In d ia , National Building  O rganization , Handbook of 
Housing Statistics  (1 9 8 0 ) . The consumer price index 
growth rate is  based on 1970-78 data and refers to cost 
of liv ing  for industrial workers as published by the 
Central Sta tistic al  Organization , Annual S tatistic al 

A bstracts ,



The data in Table 6  suggest that for Delhi collection 

success has been m ixed. Overall collection  e ffic ie n c y  has 

hovered around 50 per cent during the time period covered.

One implication of th is  record is  that it is  here that may 

be the greatest effort should be put forth in order to 

improve the revenue performance of the property tax in D elh i.

In  spite of th is  collection record, the Delhi property 

tax has proved to be a consistent performer in terms of the 

overall local finance structure of the Corporation. Table 7 

shows that in 1977-78 the property tax provided over 30 per 

cent of total revenue expenditures compared to only  23 per 

cent in 1970-71. S im ilarly , its relative  importance in the 

local tax structure strengthened to the point where it was 

contributing over 42 per cent of total tax revenues. Thus, 

its .o v era ll  performance cannot be judged a d isaster .

Property Taxation i n Madras

The Madras Metropolitan Area covers an area of about 

1150 square miles with  Madras City encompassing only about 

50 square miles of th is  area w hile accounting for 75 per 

cent of the metropolitan population. In addition to the 

Madras Municipal Corporation (MMC), the metropolitan area 

includes 3 m u n ic ip alities , one cantonment and 24 lower 

panchayats as its  local governing bodies .

We are  here concerned only w ith  the property tax 

system employed in the MMC. The property tax system in MMC 

consists of a general tax and w ater , scavenging, drainage 

and ligh ting  taxes . In  add itio n , there is an education 

cess .



TABLE 6

★
Property Tax Demand a nd Collection i n the Municipal Corporation pf D alhi

( Rs in lakhs)

Year
Demand

Arrear ' Current Total

Collection Percent Demand Collection Percent Demand Collection P arcs

1965-66 215 61 28 245 166 6 8 460 227 49

1970-71 392 159 41 555 339 70 947 54 9 58

1975-76 1181 388 32 1098 890 81 2279 1279 56

1976-77 1345 207 15 1084 685 2459 892 36

1977-78 1678 467 28 1264 872 69 2942 1339 46

1978-79 1675 530 32 1327 927 6 8 3002 1456 48

General tax and fir e  tax of private  properties only.

Note: Figures supplied by the MCD o ffic e  do not t a lly  w ith  the 
b u dg et 'figu res .

Source: Municipal

Corporation ’of 
D e lh i .



Revenue Expenditure and Property Tax Revenue 

I n the Municipal Corporation of Delhi

Year Revenue Tax Property Property tax as per
expenditure revenue tax r e v e n u e ________ cent of____

Revenue Tax 
expenditure revenue

1970-71 2656 2036 613 2 3 .1 30 .1

1971-72 2703 2160 650 24 .1 30 .1

1972-73 3103 2507 808 2 6 .4 32 .2

1973-74 3301 2764 902 27 .3 3 2 .6

1974-75 3411 2764 1 0 1 0 2 9 .6 36 .5

1975-76 4081 3089 1397 34 .2 45 .2

1976-77 4569 3025 994 2 1 . 8 3 2 .9

1977-78 4993 3571 1523 30 .5 4 2 .6

Source: MCD Annual Budaets.



Taft Base

As in the case of D e lh i , the property tax base in 

Madras is  the annual rental value of the property w ith  a 

depreciation allowance of 1 0  per cent.

b r = ° - 9 V r

» In  those cases where the market rent method of 

valuation cannot be used, e . g . /  for owner-occupied residences, 

the method of "deduced value" is used. This approach assumes that 

the annual value is  6  per cent of the estimated market value 

of the land and the cost of reconstruction of the improve­

ments. A gain , a io per cent depreciation offset is allowed.

BQ = 0 . 9  (0 .0 6  Vc )

Although the  statute does not mention it sp e c ific a lly , s e lf ­

occupancy relie f  of up to 25 per cent is  also provided on a 

discretionary b a s is . This d iscretio n / of course/ violates 

the certainty principle  of taxation and can lead to inequi­

t ie s  in the t a x .

vacant land is  also taxed in Madras, but the levy 

is  not based on the value of these vacant parcels . Instead/

3 fla t  fee is  charged at  the maximum rata of Rs 8  per plot.

Of this  Rs 4 is  for general purposes, Rs 3 for water and 

drainage and Rs l for  lig h tin g .



Tax Rates

The tax rata is  progressive, ranging between 15% and 

25 per cent (Table 8 ) .  Since the water, drainage and lighting  

taxes are fix ed  percentages, the progression is due to gradu­

ation in the general rate structure. I f  the education tax 

of from 4 to 5 per cent is  aiso included, the tax rate range 

becomes 19% - 30 per cent. There has been only one minor 

change in the tax rates since 1960-61. In  1968-69 the two 

maximum slabs , Rs 5 ,001- 7 ,000  and Rs 7 ,0 0 1 +  were combined 

to give one s la b , Rs 5001+  thereby increasing the effective  

rate .

One feature of MMC property tax system is  that there 

is  no tax rate d istinctio n  between residential and nonresiden- 

t ia i  properties. In  the case of hotels and theatre® formulae 

are  used for determining rateable value by taking into 

account gross income and the occupancy ratio . S t i l l ,  the 

tax rate on these properties is  the same as that applied to 

housing and other commercial property. The rationale behind 

the lack of any rate d iffe re n tia ls  may be that use d ifferen ­

t ia ls  are already reflected in  the rental values .

The d istributio n  of rateable value for residential 

and commercial property is not available  for  the MMC, probably 

because the corporation does not discrim inate between the 

properties on the basis of use. However, the d istrib utio n  

of the number of properties and the tax demand reveal that 

whereas 43 per cent of the assessees fe ll  in the slabs up to

Rs 1 ,0 0 0 , only 5 per cent of the total tax demand was 

generated in these slabs (Table 9 ) .  The properties with 

rateable value above Rs 5 ,0 0 0  (less  than 13 per cent of 

the total) contributed 6 3 .5  per cent of the total tax



TABLE 8

Property Tax Rates in Madras Municipal Corpora t ion

(in  percentages)

totes of __________ Rateab le value______

Rs 500 Rs 500- RS 1/000- Greater than
or less 1 /000  5 /0 0 0  Rs 5 ,0 0 0 *

Property tax:

General tax 5 1 0 * 2 1 2 14*5

water tax and 
drainage tax **

7 7 7 7

Lighting tax 3*5 3*2 3*2 3*2

Total 15*5 2 1 2 2 * 5 25

Education tax 4 4*2 5 5

TOTAL 19^ 25*5 27*5 30

Until 1967-68/ this class consisted Source: Madras
of two classes: Rs 5 /0 0 0  - 7 /00 0  Municipal
and above Rs 7 /0 0 0 . Corporation.

water tax at 1  percent; 
drainage tax at 6  per cent.



demand. As In the MCp, the MMC's graduated rate structure is 

likely  to have less significant  growth implications due to the 

concentration of rateable value? in this highest slab .

Even with a systematic quinquennial reassessment 

cycle/ with 2 o per .cent of the properties reassessed each 

year, property values in Madras have lagged behind the trends 

observed in the market values of property and the general 

price level* Whereas the average rateable value has increased • 

at an annual compound rate of about 6 .5  per cent/ the cost of 

construction index and the consumer price index for- the 

Madras City increased at the rate of 9 .3 3  per cent and 9 . 0 6  

per cent per annum respectively during 1970-78.—̂  Furthermore/ 

during the last 10 years, land prices in Madras have increased 

about five- fold .

Collections

Collection e ffic ie n c y  in Madras remained remarkedly 

stable during ih e  1970s (Table 1 0 ) .  Collections on current 

demand never fe ll  below 60 per c'ent and/ when combined with 

collections on arrears , gave an overall collection efficiency  

that fe l l  below 50 per cent only in 1972-73. Nevertheless, 

as in the case of D e lh i , further improvement in collection  

effic ien cy  might be seen as a primary goal of the Madras 

system.

Overall performance of the property tax in Madras

can be observed in Table 1 1 . Property taxes grew from

6 4 .8  per cent of the total tax collections in 1970-71 to over/ 
£ 71 per

cent in 1977-78. In  terms of the overall revenue expendi­

ture there was an even greater increase-from 43 per cent



TABLE 9

Property Tax Demand in Madras 

(Slab»w ise : 1976-77)

Slab 
( Rupees)

Properties

Number Per cent Amount* Per cent
Tax demand

500 and below 3 3 ,17 7 2 3 .3 % Rs 19 1 .4%

501 - 1 , 0 0 0 28 ,701 2 0 . 1 59 4 .2

1 ,0 01  - 5 ,0 0 0 6 2 ,917 4 4 .1 4.39 3 0 .9

5 ,0 0 1  - and above 17 ,885 12 .5 902 6 3 .5

TOTAL * 1 4 2 ,6 8 0 1 0 0 . 0 1419 1 0 0 . 0

■*
Rupees in lakhs • . Sources Government 

Nadu (1978)
of TRamil 
, High

Level Expert Rep 
on Madras Corporat­
ion Adm inistration 
V ol. I I ,  p . 303.



TABLE lO

Property Tax Demand and Collection_M adras_Munlcipal Corporation

(Rs in lakhs)

Year Arrear Current Total

Demand^GoITection^Per cent Demand Collection Per cent Demand Collection Per cent

1970-71 RS 359 Rs 126 35 RS 641 Rs 425 6 6 Rs 1000 Rs 551 5 5 .1

1971-72 488 173 35 725 471 65 1213 644 5 3 .1

1972-73 620 172 28 768 479 62 1388 651 4 6 .9

1973-74 765 275 36 819 557 6 8 1584 832 5 2 .5

1974-75 787 308 39 923 634 69 1710 942 5 5 .1

1975-76 829 316 38 1082 738 6 8 1911 1054 5 5 .1

1976-77 921 383 42 1263 8 1 8 65 2184 1 2 0 1 5 5 .0

Source: Madras Municipal Corporation.



TABLE 11

t s y  Rpvffnue, Expenditure and Property Tax 

Madras Municipal Corporation

(in  lakhs)

Year Revenue
expendi­
ture

Tax
revenue

Property Property tax 
tax Revenue 
revenue* expenditure

as per cent of 
Tax

revenue

1970-71 Rs 1277 Rs 850 Rs 551 4 3 ,1 % 6 4 ,8 %

1971-72 1616 953 644 3 9 .8 6 7 .6

1972-73 1610 979 651 4 0 ,4 6 6 .5

1973-74 1879 1183 832 4 4 .3 7 0 .3

1974-75 1848 1335 ' 942 5 1 .0 7 0 ,6

1975-76 1683 1430 1054 6 2 ,6 7 3 ,7

1976-77 1861 1677 1 2 0 1 6 4 ,5 7 1 .6

197 7-78 1773 1 6 1 1 1148 6 4 ,7 7 1 ,3

★
Includes education csss . Source: Madras Municipal

Corporation,



in 1970-71 to nearly 65 per cent in 1977-78. Obviously , non­

tax revenues and intergovernmental a ids  were losing  in rela­

tive  importance during this  period.

Analysis of Growth Factors

As was noted in  the introduction , growth in property 

taxes is  our concern here . While one can simply look at 

average annual growth rates in tax y ie ld s , it  is  more instruc­

tive to consider such growth relative  to the growth in the 

variables that, constitute measures of demand for the expendi­

tures for which the property tax is* used-populatiort, income, 

etc .

E la s t ic it ie s  are  sometimes used for  this  purpose

where the data used have had the e ffects  of a ll  discretionary
6 /

policy changes removed. —'' In  the case of tt\e property tax ,

however, it is d i f f ic u l t ,  and possibly not d esirab le , to

attempt to remove discretionary  effects  since the base of

this  tax is the result of discretionary policy actions in

the form of assessment decisions. Thus, hare we concentrate
7 /

instead on buoyancy c o e ffic ie n ts . —'

6 /  An e la st ic ity  coefficient  refers to the ratio  of the 
percentage change in one variable , e . g . ,  revenues, 
relative  to the percentage change in a second v a ria b le , 
e .g . ,  income.

7 /  The buoyaqcy coeffic ient  also indicates the per cent 
change in the dependent variable in  response,to a l per 
cent change in the explanatory variable  but cleaning for 
discretionary changes is  not done. One argument for such 
an approach is  that reassessment of older properties is 
anologous to increase in  tax rates rather than as automatic 
increases in response to economic growth. This was put for­
th  by Selma J  Mushkin, Property Taxes: The 1970 Outlook 
(Chicago: The Council of State Governments, October,1 9 6 5 ) ,  
p. 14 (taken from G a le , Bradley Thomas, The Effect of 
I ncpma E lastic ity  of Tax Y ie lds  on Expenditure Growth: A 
State Local Analysis Rutgers: The State U niversity , Ph .D . 
Thesis , 1968 , p. 1 2 ) .  This is  true particularly  when the 
existing  tax rate is already high and the additional 
revenue requirement is  met by revising  the assessment 
figures frequently.



Although it is  possible to determine buoyancy c o e ffi­

cients for total property tax revenues with respect to income, 

population, e t c , , it  5s more instructive to decompose the 

effect into its  constituent parts. The current y ie ld  from a 

property tax can be written as 2 /  ' .

PT = E l . S  . RV . AV (4 )
CD RV AV

where

PT s property tax collections

CD = current demand

RV = rateable value (tax base)

AV = annual value

The right hand side of th is  equation is simply PT when all 

m ultiplications are carried  out; but the expression makes 

e x p lic it  the various aspects of the property tax system there 

as w e l l . This fir st  term, PT/CD , is  collection e ffic ie n ty ; 

CD/RV is  the tax rate ; RV/AV is  the assessment ratio .

In  order to examine the performance of the property 

tax systems of Delhi and Madras we investigate three different 

types of buoyancy c o e ffic ie n ts . The f ir s t  relates rateable 

value to annual value , i . e . ,  a tax base buoyancy measure; 

the second relates current demand to rateable value/ i . e . ,  

a tax rate buoyancy measure; and the third  relates tax 

collection to current demand, i . e . , a tax collection ; 

buoyancy measure. A ll  estimates are based on double log 

ordinary least squares regressions using 1970-71-1977-78 

d ata .

8 /  Johannes F Linn , "The Incidence of Urban Property Taxa­
tion  in Colum bia," in The Taxation of Urban Property in 
Less Developed C ountries , edited by Roy W B ah l , (Madison, 
W is e .: The University of Wisconsin Press, 1979)
pp. 87-88.



Tax Base Buoyancy

Id ea lly  one would regress rateable value on actual 

annual value to measure how well the assessment process 

captures changes in the statutory base of the tax . Since 

annual rental values are  not a v a ila b le , proxy variables 

must be Used. One such proxy is City Domestic Product (CDP). 

Since rents are lik e ly  to be sensitive  to the demand pressuras 

associated  w ith  population grcwth, we also examine the rela­

tion between rateable value and population* A buoyancy coeffi­

cient greater than unity indicates that the actual property 

tax base has grown more rapidly  than these two indicators of 

rental value.

-The rateable value buoyancy estimates shown in 

Table 12 suggest that , at least when measured in nominal 

terms, the tax base in both Delhi and Madras performed 

w ell w ith  respect to population. A growth of population of 

one per cent is accompanied by more than two per cent growth 

in rateable value. This buoyancy in rateable value would 

have resulted e ither  from additional supply of housing 

responding to demand from the expanding population or because 

of property values which 'grew  due to a demand-supply imbalance 

or because both factors were at work. When CDP is  used to 

represent changes in property values , the tax base buoyancy 

fe ll  below unity in D elh i and only sligh tly  exceeded one in 

Madras.

When rateable values are deflated  to remove the 

effect  of general in flatio nary  pressures, the buoyancy 

co effic ients  are considerably sm aller. Rateable values 

fa iled  to keep pace with population growth in both c it ie s .



Estimated Buovancv o f Rateable Values

Buoyancy of .nominal
rateab le  v a l u e __

Delh i* Madras**

2 .8 0  2 . 6 8

0 .8 4  1 .0 7

Buoyancy of real 
rateable value ** *

0 .6 9  0 .77®

0 .5 6  0 .9 4

Based on double log regressions, 

1970-71-1977-78.

Based on double log regressions, 
1970-71-1976-77.

★ Vfc tAt
Deflated by the consumer price index 
for industrial workers.

1960-61 p r ices .

Only th is  coeffic ient  is not significant  
at least at the . 1 0  level of 
s ign ificance .

With respect to^

Population 

CDP

Population 

Real CDP****



The smaller buoyancy coeffic ients  associated w ith  real CDF 

than w ith  nominal CDP reflect a more rapid increase in the 

im plicit CDP deflators  than in the CPI used to deflate  

rateable values.

These results  show that changes in the market value 

o f properties have been only p a rtia lly  transmitted to the 

rateable value of property. One reason for th is  is that 

the rateable values of the two c it ie s  appear to be grossly 

underestimated. The dearer of underassessment (u) can be 

measured as one minus the assessment rate, the latter being 

the proportion of RV to market value (MV). That is ,

u = 1~(RV/MV) (5)

While re lia b le  data on MV are d if f ic u lt  to obtain/ 

information on consideration paid  for  sa le /tra n sfer  of 

properties availab le  in the records of the O ffice  Registrar/ 

Registration oan be us^d as a proxy for MV. Unfortunately/ 

information on sales  price as declared in the registration 

deeds may also be unreliable because prices are often 

depressed in order to evade taxes . But a rough estimate of 

the extent of understatement involved in the property 

transactions can be ascertained using transacted values 

as estimated by the  valuation cell of the Income Tax 

Department. The extent of understatement in  the property 

transactions was estimated to be of the order of 46 per 

cent In 1977- 78 .*^  I f  the reported consideration paid for 

the property is denoted MV^ and the estimated value deter­

mined by the valuation  cell is MV^, ' relation (5 ) can be 

w ritten  ass

u = 1 - (RV/MVc > (MVc/MVv ) (6 )

9 /  A N Prabhu, "Valuation of P ro p erty /" Economic Times 

(1 9 8 1 ): 4 .



Although the base of the property tax is assessed  

annual rental va lue , it  should be related  to capital value 

(MV). I f  i represents rate of c a p ita liza tio n , then

AV = i (MV) (7 )

Here AV represents the portion of MV of the property which 

can be treated as the annual return on that property in the 

form of rent. Now applying i ,t o  MV and MV , AV and AV
j 'a C V C V

can be derived and relation  (6 ) can be rewritten as

U = 1 (RV/AV ) (AV /A V  ) (8 )
v v

In  order to estimate (RV/AVc ) ,  a sample of 78 

transacted properties was selected on a random basis and 

information on RV and MVc was obtained from the O ffic e  of 

the Municipal Corporation of Delhi and the Registrar, 

Registration , respectively . Assuming a cap italizatio n  rate 

of 10 per cent ( i . e . ,  i = 0 .1 0 ) ,  the value of (RV/AV^)

was calculated to be equal to 0 .2 4 .  Under the assumption 

that reported sales prices are 54 per cent of actual sales 

prices, A V ^ A v  equal 0 .5 4 .  These results  lead to the 

under-reporting estimates

u = 1 - (0 .2 4 )  (0 .5 4 )

= 1  - 0 .1 3

= 0 .8 7

This exercise suggests that the rateable values as 

determined by the assessment adm inistration in Delhi may be 

underestimated by nearly 90 per cent. Improvement in assess­

ment p ractices , therefore , could produce significant growth 

in property tax revenues w ithin  the DMC.



There is  some evidence that properties may also be 

undervalued in Madras. Table 13 shows that the average rate­

able  value of the new assessments increased at par w ith  those 

of o ld  assessments. Newer b u ild in g s , which tend to be bigger, 

better  built  and on lands purchased at higher costs should add 

more to total valuation . I f  undervaluation is  also  present 

in the old properties/ which i s  most likely  the case , under­

valuation of new properties is  even more pronounced.

One important factor that helps account for  the 

valuation of properties for the purposes of property taxation 

is the imperfect rental market. These imperfections stem in 

part from the legal imposition of rent control which prescribes 

for the property a standard rent which is, 

lik e ly  to be much below the market rent.- ^^ A dd itio n ally , 

practices such as a w ell organized system of *pagri* 

especially  in  the commercial sector,, and the discretionary 

power given to the assessment o ffic e rs  to grant r e lie f  for 

fu lly  or p a rtially  owner-occupied properties can greatly 

erode the tax base . F in a lly , underassessment may also  be 

attributable  to the lack of adequate information on rental 

values and lack of requisite  train ing  of assessment o f f ic ia ls .

1 0 /  For an empirical analysis  and estimation of the effect 
of rent control on the tax b ase , see Shyam Nath , Impact 

Standard Rent on Property Tax Base : An Empirical
A n aly sis ., Working Paper No. 10 (New Delhi: National 
In st itu te  of Public  Finance and Po licy , 1 9 8 2 ) .

1 1 /  Paari is  a type of non-refundable "deposit" paid by the 
tenant to the landlord for the right to let the property.



TABLE 13

Number and Value of Land and Buildings

in Madras

Average rateable
Total number ___ value_____

Year of assessments Total "New

1967-68

1970-71

1975-76

Source: Government of Tamil Nadu
(1 9 7 8 ) ,  High Level Report 
on Madras Corporation 
Adm inistration , Vol. IX ,  
p. 303.

6 17 ,3 9 8

125 ,891

139 .445

Rs 1 ,505  Rs 1 ,587  

1 ,905  1 ,602

2 ,7 84  2 ,7 0 1



I*i any case , tha above analysis  suggests that assessment 

regulations and /o r  practices in both c itie s  stand improvement. 

I f  the tax base of a jurisdiction  fa ils  to keep pace with the 

demand indicators such as prices and population , only conti­

nual tax rate changes can provide the revenues necessary to 

meet the demands.

Tax Rates

Given the progressive tax rate structures described 

above/ it  was unexpected to find  that when current demand 

was regressed on rateable values (in  double log form) 

buoyancy co e ffic ien ts  of 0 .8 8  and 0 .5 6  were obtained for 

D elhi and Madras, respectively . W hile .the  Delhi estimate 

•is  not s ig n ifica n tly  d ifferent from 1 . 0  at reasonable levels 

of s ign ificance , the Madras estimate is . Given the progress­

ive tax structures in each c ity / the percentage change in 

current demand should be greater than the percentage change 

in the rateable value , i . e . ,  co e ffic ien t  greater than 1 .

The simple calculation  in Table 14 shows that the current 

demand determined by the Tax Department in Delhi and Madras 

are lower than what ought to result on the application  of 

statutory rate structure. The current demaind is strangely 

low in Madras; it  is  lower than even its  lower lim it which 

is  obtained by applying the lowest rate of the graduated tax
« • ••• --

structure to the various ranges of property value.

These findings  suggests major anomalies in the 

determination of current demand in these c it ie s ; anomalies 

which we are unable to explain . Even if  assessment practices 

were improved to insure that rateable values adequately 

reflected  changing market conditions, if  collectibles  do 

not keep pace/ the system w ill su ffer  from an overall 

lack of buoyancy.



TABLE 14

n o f Current Tax Dem andat D if ferent 

Tax Rates

______________ (Rs in lakhs)

Delhi Madras
1977-78) (1976-77)

Rateable value (RV) 9213 7485

Lower lim it of the current demand 
<CDl )*

1099 1460

Current demand at the statutory 
rate structure

1699 2162

Current demand determined by the 
department

1264** 1082

Delhi CDl  = r u . RVj + r L 2  RV2

Madras CD. = rT RV
If L

where

r^ = Lbwest tax rate

Lowest tax rate applicable  to residential 
sector

%

Lowest tax rate applicable  to commercial 
sector

RVX = 0 .78  RV 

RV2 = RV - RVĵ

General tax and fire  tax  of the private properties only. 
Thus, the current demand of Rs ^1699 lakh of the statutory 
rate structure may be a slight overestimate. The share 
of government properties should be very low as they are 
supposed to pay only service charges.

U

L2 =



Collections

It  was noted above that Madras had maintained a 

consistent record of collection e ffic ien cy  w hile  that of Delhi 

had been more erratdrc. Khen total collections are regressed on 

total demand (again  in double log form )/ the resulting  collec­

tion  buoyancy co effic ients  for D elh i and Madras were 0*77 and

1 .2 6  respectively . Current collections regressed against 

current demand collection  .buoyancy coefficients  for Delhi 

and Madras are 1 .0 9  and 1 .0 3  respectively . However/ the 

analogous coeff ic ients  for arrear demand are 0 .5 8  and 1 .16  

indicating  that the deficient collection  record in Delhi 

has been largely due to the sluggish collection of arrears.

Arrear demand generally  consists of cases that involve 

d ispute . Valuations proposed on the fir st  assessment and 

reassessment are almost invariably  challenged leading to a 

growing backlog o f objections. U ntil a final decision  

acceptable to the property owner is reached/ the old tax 

base / which is substantially  lower than what is  warranted 

by market trends, continues to be used for determining the 

tax l ia b i l it y .

At the same time/ one should not put too much 

emphasis on these collection  effic ien cy  buoyancy results, 

for  they reflect only changes over time. The real issue 

w ith  collection e ffic iency  is its  level. As was stated 

above/ even effic ien cy  coeffic ients  in the 60-70 per cent 

range can stand/ indeed need, improvement.



Policy Im plications

Given these, d ifferen t  resu lts , what implications can 

be drawn concerning policy or adm inistrative changes in the 

property tax or variables that a ffe c t  it? As before these 

issues can be most effectively  considered as fa ll in g  into 

three areas-assessments, determination of co llectib les  and 

collecting  the taxes.

The findings  here suggest that in both Madras and 

Delhi the assessment process can stand improvement. Real 

rateable values fa ile d  to keep pace with population growth 

during the 1970s and there is some reasonably strong 

evidence that properties are underassessed. Some of the 

troubles here stem from external forces such as rent 

control which holds back the growth in rateable value . But 

there are also reasons to suspect that the assessment 

process itself  can be strengthened. This suggests more and 

better training  of assessment o f f ic ia l s  so that rateable 

value vcan more closely  reflect annual value and be altered  

as the forces of the market drive  up these v a lu es .

The statutory rates discussed above are not unrea­

sonable although the structure of the rates is  such that a 

preponderance^of the total rateable value already lies  

w ithin  the highest bracket suggesting that further growth 

in the tax due to progressive rates w ill  aontinue to be 

less important. This means that subsequent growth in tax  

revenues must be accomplished via the assessment and co ll­

ection processes rather than through automatic increases 

in the marginal tax rates.



The buoyancy find ings  regarding collectibles  in 

response to changes in rateable values a re , however# alarming. 

While it  may be a s ta tis tic a l  a r t ifa c t , the results imply 

th£t rateable values are not being translated  into c o lle cti­

b les . This suggests a weakness in the tax record keeping 

system. There may be the need to examine carefully  the 

o ffice  practices being used and install more up-to-date 

record keeping procedures. This need not mean the in s ta ll ­

ation of electronic machinery; what, instead , may be 

necessary is a revision in the procedures which transfer 

tax roll assessment information to the notices sent to 

taxpayers. Again , a fte r  these procedures have been studied/ 

staff tra in ing  would be called  fo r .

F in a lly , improved growth performance of the property 

tax , at least in the short-run, can also  be attained through 

an improved collection  process. The c it ie s  examined here 

do not d i f f e r , in that regard , from other areas throughout 

the th ird  w o r l d .^ ^

A combination of collection  enhancement po licies  are 

called fo r . A vigorous enforcement compaign including

the use of legal remedies may be the most effective  means of 

obtaining  buoyancy in the tax . Since th is  is  likely  to be 

p o lit ic a lly  unpopular, it must be accompanied by a two-pronged 

informational campaign. The fir st  stage of the campaign can 

concentrate on the elected and adm inistrative o f f ic ia ls  who

1 2 /  For example, in a recent study of local finance in the
P h ilip p in es , a nationwide "property tax collection e f f ic i ­
ency o f  5 7 .2  per cent was found. See Roy Bahl, David 
Greytak, Kenneth Hubbell/ Larry Schroeder and Ben 
Diokno/ Strengthening th e Fiscal Performance of P h il i ­
ppi ne Local Governments: Ana lysis a nd Recommendations, 

Monograph No. 6 , Metropolitan Studies Program/ The 
Maxwell School (Syracuse New York: Syracuse U niversity/ 

June 1 9 8 1 ) .



should be sh *n what lagging assessments and property tax 

collections imply for the future of the c it y 's  financial 

fortunes. The second stage would take that campaign to the 

people to show them how services can be affected  by continued 

resistance to compliance with the tax . T h is , then, might 

decrease the popular resistance to implementation of legal 

remedies that would constitute the heart of any program to 

raise  compliance w ith  the tax . One simple observation 

concerning compliance with direct taxes is  that i f  people 

feel they are getting something in return for their  tax 

payments, they are much more lik ely  to be w illin g  to  comply 

with the levy . I t  i s ,c r u c ia l ,  then, to inform them of 

these b e n e fits .

Conclusion

This paper has focused on components underlying the 

growth performance of local property tax systems. Several 

key factors are at the heart of such performance. These 

include the assessment process, rate determ ination, trans­

lation of assessed values into c o lle c tib les , and f in a lly  

the collection  process.

Recent growth performance of Delh i and Madras w a s  

examined in light of these factors. While neither c i t y rs 

record has been totally  dism al, there were observed rooms 

for improvement. .Only  i f  such improvements can be accom­

plished w ill  the yield  of the property tax be able to keep 

pace w ith  the public service cost pressures that beset these , 

as well as other, c it ie s  in  India  and elsewhere.

kulwant.


