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Abstract. The issue of fiscal decentralization is connected with efforts to build a space for own
decision-making in municipalities when raising funds. In the framework of fiscal decentralization,
municipalities in the Czech Republic have an opportunity to influence immovable property tax
revenues. The aim of the research is to find out the municipalities’ attitude towards the possibility
of increasing immovable property tax revenues through a coefficient and how this option is used
by municipalities. In the article, there is a description of the immovable property tax development
in the Czech Republic on the basis of time series. The research relies on the evaluation of secondary
statistical data and on the results of primary research focused on the application of the local coef-
ficient. Municipalities have the option to edit tax components and the amount of tax reflects then
the specificities and needs of the community. However, almost 92% of municipalities still postpone
the introduction of a local coefficient. The motivation for the introduction of local coefficients was
an increase in municipalities’ revenues generally or the need to fund specific projects. On the other
hand the empirical research showed that some form of compensation is introduced in 46% of the
municipalities.

Keywords: compensation for tax, fiscal decentralization, immovable property tax, local coef-
ficient, tax imposed, tax revenues.

JEL Classification: H70, H71.

Introduction

The issue of fiscal decentralization is connected with efforts to build a space for own deci-
sion-making in municipalities when raising funds. In the 90s, transitive economies faced
the problem of autonomy renewal, delimitation of competencies in the selection of fund-
ing sources, or determination of their self-sufficiency in raising revenues. The immovable
property tax is one of the stable incomes for municipalities which is assigned on them.
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Although it is a marginal source of income, the government is forced to ponder about this
source during unfavourable economic situation. Possible changes, leading to a boost in
their revenues, are considered.

In particular, the issue of property valuation is addressed within the theoretical ap-
proaches and empirical studies, when their value represents the input for determination of
the basis of the immovable property tax (Horne, Felsenstein 2010; Presbitero et al. 2014).
The issue of an approach that should be adopted in the context of a potential increase in
revenues for municipal budgets is also being solved (Coombs et al. 2012). There are also
suggestions in the context of the ownership or tenancy relationship and especially which of
them has a higher effect for increasing revenues from the immovable property tax (Brunner
et al. 2015). Interesting effects can also be traced in the attitudes and relationships between
fiscal federalism and a size of local governments (Liberati, Sacchi 2013).

The property tax revenues are not significant. According to Radvan (2007), they have
been declining since the beginning of the 20th century in favour of more profitable indirect
taxes and income ones. It is more than obvious that there are inconsistencies in the attitude
to property taxes nowadays. One part of theoretical and practical levels favours an opinion
that property taxes rather burden all taxation because of their insignificant contribution
to public budgets. This argument is supported by the selection efficiency, when their yield
is low due to other taxes, and injustice, when basically, it results in several taxation on the
asset. However, political representation is reluctant to increase these taxes in the context
of the potential amount of electoral votes (Bird 2011).

The opposite spectrum of opinions points out the positives of property taxes. They
discuss a horizontal and vertical equity of the tax system and emphasize the stability of rev-
enues (Becica 2014; Birch, Sunderman 2013; Streimikiené 2015). These taxes do not have a
distorting effect on the job. They do not hold back economic activity to such an extent as
income tax, which immediately reduce the revenue of work activities. These taxes should
lead the owners of immovable to more rational and efficient control of the property (Slack
2011). The advantage of the immovable property tax is its characteristics, such as immobil-
ity of the real estate and good verifiability of its existence since it is a relatively stable part
of the individual entities’ assets. In the context of the Czech economy transformation in the
90s, the authors Smith, Bryson and Cornia (2011) scrutinize local perceptions of progress
towards fiscal decentralization. The immovable property taxes may become an effective
tool of fiscal decentralization (Haider-Markel 2014; Smikova, Sedmihradska 2011). Local
governments use them to influence their own budgets in favour of improving the quality
of life in the location of tax collection (Bird 2010; Markova 2007; Roubinek et al. 2015).

In the framework of fiscal decentralization, municipalities in the Czech Republic have
an opportunity to influence immovable property tax revenues. The aim of the research is
to find out the municipalities’ attitude towards the possibility of increasing immovable
property tax revenues through coefficients and how this option is used by municipalities.
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1. Taxation of immovable property in the European Union

The property taxes maintain a significant autonomy within the EU. Development of prop-
erty taxation is moving in different directions and approaches are based mainly on national
traditions (UN-HABITAT 2013). The number of property taxes and its amount differs most
of all taxes in the EU Member States. But they have one thing in common. Their revenues
flowing into government budgets are only a supplementary income. However, the fact that
taxation of immovable property is introduced within the property tax is common for the EU
States. And as it has been already mentioned, they are mostly a part of municipal budgets.
Thus the principle of benefit is fulfilled (FAO Land Tenure Studies 2004; Mrkyvka 2003).

The polarity of views on property taxes in the individual EU Member States gives rise to
an interesting comparison and finding a base that would capture the strengths of different
approaches to property taxes. The traditionalist United Kingdom is known for its conserva-
tive approach, respect the continuity of law and the tax laws; and even it reluctantly accedes
to the stimuli from “outside” during creation of legislation.

In most European tax systems, the value of immovable property is used to determine
the tax base (Blochliger 2015; Héjek, Rezny 2014). Revenues of such determined tax reflect
inflation. Immovable property valuation for these purposes may not be in time accordance
with economic development. Subsequently, insolvency of municipalities or tax hike may
occur (Bird 2011). The tax base determined as follows faces problems in some countries.
For example, Slovenia was considered to be a country with the latest databases of mass
valuation of all immovable property functioning on the pricing models according to the
type of immovable property (Zibik, Mitrovi¢ 2006). The law, which was updated on Janu-
ary 1, 2014, was already abolished in March 2014 by the Slovenian Constitutional Court.

Using of physical indicators (i.e. land area, built-up area, number of floors) is not pre-
ferred for taxation. It is only used in a small percentage of Member States, e.g. in the Czech
Republic. Revenues of such calculated taxes are mostly low, and if these rates are not indexed
for inflation, their share in the revenues of municipalities decreases significantly as well.

As it is clear from the following graph (Fig. 1), the largest share of property taxes and
immovable property taxes in the total tax revenue can be seen in the United Kingdom. On
the other hand, the lowest immovable property tax revenues are in Croatia and Luxem-
bourg, and Malta does not levy the immovable property tax at all.
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Fig. 1. Share of total property taxes and immovable property taxes in the EU States
in 2012 in the total tax revenues (%)
Source: The European Union (2014), own processing
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2. Taxation of immovable property in the Czech Republic

Property tax revenues in the Czech Republic belong to the lowest ones within the EU
(the fourth lowest). Criticism of the low share of property taxes in the total tax revenue,
particularly immovable property tax, is also expressed by the OECD (OECD 2010, 2011).
The Czech Republic is recommended to use the market value of immovable property to
determine the tax base. Similarly, the European Commission (European Commission 2015)
assesses the revenues from immovable property tax to be very low, insufficiently linked to
the fair value of immovable property and recommendations are aimed at strengthening
these revenues (Zamecnik et al. 2011).

In the Czech Republic, tax revenue from immovable property (until 2013 real estate)
goes to the budget of the municipality in whose territory the immovable property is located
(Sedmihradska 2013). The tax rates are set by law and the amount is the same for all mu-
nicipalities. The municipality can affect the amount of revenues mainly through coefficients
determined by generally binding ordinance. This is a corrective coefficient according to
population, municipal and local coefficients.

The corrective coeflicient is determined by law and depends on the number of inhabit-
ants in the municipality. The municipality has the possibility to affect the amount of coefhi-
cient that for each area may be reduced by one to three categories or enhance one category.
The coefficient is applied to residential buildings with other buildings appurtenances to
them, units and construction sites.

The municipality may set a municipal coefficient at 1.5 and apply it to buildings used
for family recreation, garages and buildings for business. The advantage of such coefficient
is that it does not burden the objects for permanent housing, but a disadvantage is that the
municipality cannot influence its amount.

In the context of strengthening fiscal decentralization, municipalities have had an exten-
sive tool since 2009 which enables them to influence the amount of real estate tax revenues
through a local coefficient of two, three, four and five. The whole calculated tax liability is
multiplied by this coeflicient, except for some land (arable land, hop gardens, vineyards,
gardens, orchards and grassland). The coefficient applies to the municipality’s territory and
cannot be determined for a certain part of a locality only (Act No. 338/1992 Coll. 1992, on
immovable property tax, as amended).

The local coefficient can be still considered the most effective tool by which the com-
munity as a beneficiary of the tax may significantly increase the yield of the immovable
property tax on its territory. It can be used not only for long-term adjustment of tax rev-
enues, but also temporarily for one or more taxable periods when disposable resources are
needed to finance the necessary investment in the municipality. This, however, requires
citizens’ support, and this is probably the reason why a local coefficient is not used to a
greater extent by communities.

In its introduction (i.e. 2009), 389 municipalities used the coefficient, which represents
only 6.22% of the total number of municipalities in the Czech Republic. In 2010, the num-
ber of municipalities even declined to 283 municipalities. The cause of the coefficient can-
cellation for 189 municipalities was mainly a twofold increase in rates of built-up areas and
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yards, construction sites, other areas, and all types of buildings except for buildings used
for business purposes. 83 municipalities newly introduced the coefficient. Only in 2012 the
growth of 294 municipalities in the number of 416 (less than 7% of the total number of
municipalities) was recorded. Although the number of municipalities with the applicable
local coeflicient increased to 519 in 2014, which is roughly one-third compared to 2009, it
is still only about 8.3% of the total number of municipalities (Fig. 2).
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Fig. 2. Use of the local coefficient by municipalities between 2009 and 2014
Source: Tax administration 2015, own processing

The structure of municipal funds is diverse and consists of tax and non-tax incomes.
Tax income is represented by taxes shared and assigned. Shared tax revenues are transferred
on the basis of the law on the budgetary allocation of taxes and the municipality is unable
to influence its amount. In contrast, the assigned taxes may respond to the actual costs in
the municipality. Although the share of immovable property tax revenues on municipali-
ties’ income taxes was in average of 5.9% in 2014 and a share of the total income of munici-
palities was only 3.6%, they may influence the yields through coefficients (own calculation
according MFCR 2014). Therefore, determination of the coefficients in each municipality
becomes an important tool that should be used effectively on the basis of relevant analysis.

3. Research objective and methods

The primary objective of the research is to determine the attitude of municipalities to
the possibility of an increase in immovable property tax revenues through coefficients. To
achieve the stated objective, a questionnaire survey was used to determine:

- reasons leading municipalities to implement a local coefficient,

- whether the impact of the coefficient has been previously analysed,

- whether the increase in immovable property taxes is offset to citizens and how.

In the article, there is also a description of the immovable property tax development in
the Czech Republic on the basis of time series tax revenues and tax imposed in response to
legislative changes. The dynamics of the time series was investigated using basic features,
namely absolute increase and growth rate.
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The absolute increase (first order differential) can be calculated according to formula
Ay, =y, =y, t=23,..,n, (1)

where y, - the value of the immovable property tax revenues (tax imposed) in the year t,
¥,1 — the value of the immovable property tax revenues (tax imposed) in the year ¢ - 1.
Growth rate in the year t is calculated according to formula:

k=2t t=23m, 2)
Y
where y, - the value of the immovable property tax revenues (tax imposed) in the year t,
¥,1 — the value of the immovable property tax revenues (tax imposed) in the year ¢ - 1.
Tax imposed represents the amount of tax as reported in tax returns and yield (Y) is

calculated according to formula:
y =R100, 3)
TI
where TR - tax revenue, TI - tax imposed.

To determine whether there is a significant difference in the approach to analysing and
compensating tax increases depending on the size of the municipality, the chi-square test
was used.

A contingency table was created, based on observed and expected frequencies which
were calculated according to the following formula:

B, W
non n

where n; - the sum of individual lines, ; - the sum of individual columns in the contin-

gency table, n — the sum of all observed frequencies.

The test criterion was calculated using the formula:

2 s . —E..)2
r-yy ®
i=1 j=1 ij
where s — the number of categories of a monitored variable.

Critical value K = y (s - 1) of chi-squared distribution with a degree of freedom df =
s — 1 was calculated using Excel and the function CHIINV (o; df) for the given level of
significance o 0.05 (Ramik, Perzina 2014).

To verify the accuracy, significance (p-value) was calculated and was compared with
the chosen significance level (o = 0.05). The function CHIDIST (T; df) was used for the
p-value calculation.

Methodically, the research relies on the evaluation of secondary statistical data of the
Czech Statistical Office and the General Financial Directorate of the Czech Republic. The
paper is also based on the results of primary research focused on the application of the local
coeflicient by municipalities, which was implemented in December 2014 with the help of a
questionnaire survey through personal interviews, e-mails or phone. To make calculations,
the data concerning the number and size of municipalities in the Czech Republic was used
from the Czech Statistical Office.
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4. Results and Discussion

Development of regulations and immovable property tax collections in the Czech Republic
from 1993 to 2014, including the absolute differences of the first order and growth factors,
are listed in the following Table 1. The tax revenue in each year is also listed.

Table 1. Development of regulations and immovable property tax collections in the Czech Republic
from 1993 to 2014

Tax Absolute Growth Tax Absolute Growth

Year imposed increase rate revenues increase rate Yields
1993 3600 3434 95.39
1994 3783 183 1.05 3658 224 1.07 96.70
1995 3769 -14 1.00 3778 120 1.03 100.24
1996 4100 331 1.09 3991 213 1.06 97.34
1997 4098 -2 1.00 3938 -53 0.99 96.10
1998 4336 238 1.06 4138 200 1.05 95.43
1999 4477 141 1.03 4271 133 1.03 95.40
2000 4475 -2 1.00 4469 198 1.05 99.87
2001 4604 129 1.03 4535 66 1.01 98.50
2002 4640 36 1.01 4576 41 1.01 98.62
2003 4841 201 1.04 4840 264 1.06 99.98
2004 4864 23 1.00 4948 108 1.02 101.73
2005 4917 53 1.01 4987 39 1.01 101.42
2006 4978 61 1.01 5017 30 1.01 100.78
2007 5023 45 1.01 5123 106 1.02 101.99
2008 5104 81 1.02 5195 72 1.01 101.78
2009 6318 1214 1.24 6361 1166 1.22 100.68
2010 8671 2353 1.37 8747 2386 1.38 100.88
2011 8676 5 1.00 8568 -179 0.98 98.76
2012 9576 900 1.10 9541 973 1.11 99.63
2013 9855 279 1.03 9847 306 1.03 99.92
2014 9828 -27 1.00 9910 63 1.01 100.83

Immovable property tax revenues and tax imposed show a growing trend from 1993 to
2008. Since 2001, the trend of moderate growth has also had an impact on an improvement
in the state register of real estate cadastre. Namely, it is transparency of the ownership in the
renewal of cadastral documentation. The positive development of tax imposed and tax rev-
enues also represent the result of an ongoing inspection and search operations of tax offices.

An increase in tax liability in 2009 was caused mainly by legislative changes. Particu-
larly, it was the abolition of the exemption of newly completed construction of houses and
buildings, where insulation had been carried out, and the introduction of the local coef-
ficient by some municipalities.
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Immovable property tax revenues have increased significantly since 2010 mainly due to
doubling the basic tax rate on all land, buildings and units (excluding parcels of agricultural
land and buildings for other business activities). In 2011 there was a reduction in the tax
revenues. It was partly caused by an increase in the volume of arrears, but primarily by ad-
ditional reduction and a subsequent refund of tax for the previous tax year on the basis of
certain court decisions concerning tax on buildings. Since 2012, there has been an increase
in tax imposed and tax revenues as a result of the amendment, which seeks to tax paved
areas of land used for business activities, and streamlining control and searching activity
of tax administrators. Reorganization of tax administration and extensive checking of files
relating to the immovable property taxes have had also a positive effect on tax revenues
since 2013.

The Table 1 shows the yield of the immovable property tax is very good and it exceeds
100% in some years (due to the enforcement of arrears from previous years). The amount
of uncollected taxes is primarily affected by the insolvency of large industrial enterprises
and the lack of funding for operators of agricultural production. Even with a relatively
small number of such entities and the amount of their tax liability, these factors also have
a significant impact on the level of tax revenues.

The following graph (Fig. 3) indicates a similar trend in the rate of growth in both tax
imposed and even tax revenues. A significantly higher coefficient for the two investigated
variables is visible in the years 2009 and 2010 due to the possibility of establishing a local
coeflicient (since 2009) and a tax rates increase (since 2010). The yield coefficient is about
1, also in between 2009 and 2010, which was due to legislative changes related to immov-
able property tax imposed and tax revenues growth.
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Fig. 3. Use of the local coefficient by municipalities between 2009 and 2014
Source: Tax administration 2015, own processing
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5. Results of empirical research

The research focused on exploring the use of immovable property tax coeflicients by in-
dividual municipalities omit and was conducted by interviewing. The questionnaire rep-
resented a research instrument and questions, included in it, were both closed and open.
Respondents were not submitted response options. The respondents answered using their
words and responses were then grouped into semantic categories.

The application of a local coefficient in 2014 was a criterion for the selection of ad-
dressed municipalities. Out of the number 519 municipalities, 288 municipalities were
addressed. 98 questionnaires were included into processing.

The structure of respondents (municipalities) by the amount of the local coefficients is
displayed in Figure 4. The chart shows that among surveyed municipalities the coefficient
2 is used most frequently, which also corresponds to specifications in the national data in
Figure 2.

Based on the legislative amendments, the municipalities have the possibility to establish
the local coefficient effective since 2009. As it is evident from following Figure 5, the largest
number of respondents has introduced the coefficient just this year.

Municipalities have the power to use the coefficient even for a limited period in the
context of some investment. Most respondents (84) said they were applying the coefficient
of the same amount; in 13 communities there was one change within the period of time;
in one municipality there were two changes. The following year, four municipalities which
introduced a local coefficient in 2009 cancelled it due to an increase in immovable property
tax rates since 2010.
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Fig. 4. Structure of respondents according to the amount of the local coeflicient

44

0 5 10 15 20 25 30 35 40 45 50

Fig. 5. Structure of respondents by the introduction of the local coefficient
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In addition to the local coefficient, the research concentrated on the fact how many
municipalities have established a municipal coeflicient. The use of the municipal coefficient
is indicated in the following Table 2.

Table 2. Application of the municipal coefficient according to the municipality’s size

Number of 200-499 500-999 1000-4999 5000-19999 20000-49999 50000-99999 100000+
inhabitants

Number of 8 21 12 7 2 1
cities

It was found that the municipal coeflicient was only used by 54% of respondents. It
was surprising because by means of this coeflicient the immovable property tax can be
increased without burdening constructions of permanent housing.

5.1. Influence of the municipality’s size on researched phenomena

By using the chi-square test it was verified whether the size of the municipality influences its
opinion in the analysis and compensation for the impact of local coefficient determination.

To determine the dependency analysis of the impact on the size of the municipality,
null hypothesis H1, was determined: Performing the analysis does not depend on the mu-
nicipality’s size.

Based on the results in the omit above Table 3 it can be concluded that the null hypoth-
esis cannot be rejected. The fact whether the municipality carried out an analysis before
introducing the local coeflicient does not depend on its size. The costs incurred on the
analysis mean a heavier financial burden for smaller municipalities. At the same time,
the immovable property tax revenue represents a higher proportion of the total revenue
for smaller municipalities (expressed as a percentage). Therefore, municipalities are more
interested in the possibility of increasing revenues from this tax.

To determine the impact of compensation depending on the size of the municipality,
null hypothesis H2, was determined: Compensation of citizens does not depend on the size
of the municipality.

According to the values in the omit above Table 4 it is clear that we reject the null
hypothesis. The fact whether the municipality compensates an increase in the immovable
property tax depends on the size of the municipality. Based on empirical research it was
found that the compensation is more than twice as frequent in municipalities with popula-
tion up to 4.999 (56%) than in larger municipalities (26%).

Table 3.Verification of the hypothesis H1,, Table 4. Verification of the hypothesis H2,
CHI-SQUARE 2.5412 CHI-SQUARE 11.0697
alfa 0.05 alfa 0.05
df 3 df 3
CHINV 7.8147 CHINV 7.8147

CHIDIST 0.4679 CHIDIST 0.0114
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5.2. Motivation for introduction of local coefficients

The reasons that lead to the coeflicient introduction in municipalities were determined by
using open-ended questions, which were grouped into semantic categories subsequently.

The graph below (Fig. 6) shows the most common motivation for the introduction of
local coefficients. It was an increase in municipalities’ revenues generally (53%) or the need
to fund specific projects (16%).

Some of the reasons were based on the specifics of a municipality. There were neglected
properties in some municipalities and by introducing the coefficient of 5, the municipality
has led owners to better care of the property or selling it. Conversely, the amount of tax is
compensated citizens who live and look after their property with contributions.

The higher immovable property tax was used to improve the environment in the mu-
nicipalities and services provided to their citizens. Thus the quality of life was improved
and the value of the property was increased, while a collection of the immovable property
tax did not even cover costs such as public lighting.

An increase in tax revenues through the determination of local coefficients also occurs
in municipalities, which are industrial and on whose territory large business companies
have their immovable property. Then, the tax revenue consists mainly of taxes paid by busi-
nesses there. It makes 72% or more in some municipalities (one municipality stated over
95%) of the tax revenues from immovable property. These are often companies that have
their headquarters outside the municipality (especially in large cities such as Prague and
Brno) and therefore shared taxes are flowing into the budgets of other cities. Moreover, the
costs associated with maintenance of cadastral territory, which is built-up by real estates
owned by businesses, are high. Municipalities also want to motivate companies to better
use of real estate in the municipality by local coefficients with the aim to secure new jobs,
especially for the municipality’s citizens.

Municipality’s tax revenues are only partly made up of immovable property tax. There
are shared taxes which go to a municipal budget in a great deal (income taxes, VAT). There-
fore, changes in tax laws and the law on budgetary allocation of taxes have a significant

Generally, an increase in revenues of the municipality s
The need to increase the municipality’s income due to population growth 6
Legislation (possibility of setting a coefficient, low rates) .
An income increase from companies located in the municipality 6
Other reasons (eg. higher taxes are compensated with better services, the rich pay more) M
Coefficient replaced other charges (reduction in administration) L

The need to increase the municipality’s income due to population growth o
0 10 20 30 40 50 60

Fig. 6. Motivation for introduction of local coefficients
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effect in reducing or increasing the income of the municipality. Accordingly, the real or
expected reduction in shared taxes revenues represents the motivation to establish a local
coefficient.

Some municipalities report that the state does not valorise immovable property tax
rates (most recently there were changes in 2010). In the context of rising inflation, the real
income tax reduces. Municipalities are trying to compensate this difference by introduction
of local coeflicients.

In municipalities with high population growth and increased construction there is an
increase of costs to installation of utilities, street lighting, radio and maintenance of local
roads, which creates an incentive for municipalities to introduce local coefficients.

5.3. Compensation for the immovable property tax increase to citizens

The introduction of local coefficients increases the real estate tax both for citizens and
businesses. There are inspiring actions of individual municipalities in the forms of compen-
sation for an increase in taxes. These have been found out with open-ended questions and
grouped into semantic categories. Empirical research showed that some form of compensa-
tion is introduced in 45 municipalities representing 46% of the respondents. Some munici-
palities have stated several forms of compensation, so they are listed in multiple categories.

As it is clear from the graph (Fig. 7), the most common form of compensation is a re-
duction, no increase or the total abolition of some fees levied by municipalities (usually
a fee for municipal waste removal). This form was chosen by 28% of the total number of
respondents. The complete abolition of the fee brings another advantage which consists in
savings in administrative costs associated with its collection, registration and enforcement.

Some municipalities see compensation in improvement made to the appearance of pub-
lic spaces, building infrastructure and improving the quality of services provided by them.
Some of them directly allocate a certain percentage of immovable property tax revenues,
which is intended for predetermined investments or repairs, or for organizing cultural and
social events. There is an interconnection between revenues from an applied coeflicient
and a specific project.

Complete abolition or reduction of fees for waste, sanitation [T 27
Improving services for the citizens of themunicipality s
Contribution to individuals for propertymaintenance [N 4
Part of the tax is returned to citizens underspecified conditions ™
Decrease in corrective coefficients in the municipality [l 1

Financing specific projects B

0 5 10 15 20 25 30

Fig. 7. Compensation for the immovable property tax increase to citizens
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Direct refund of a stipulated amount to citizens is used only by a small portion of
municipalities (6% of the total number of respondents). Some contributions are granted
just under certain conditions and are bound to property reconstructions. One of the mu-
nicipalities stated that citizens would receive a differential price, based on the tax increase,
upon request. However, only 5% of the citizens submitted the request. It is obvious that
citizens positively perceive an improvement of infrastructure and services in the municipal-
ity in the context of the tax increase.

Another variant of compensation for citizens caused by the increase in the local coef-
ficient was a reduction of corrective coefficients according to population in the municipality
at the same time. This is a very interesting approach, through which it is possible to reduce
or eliminate the impact of the introduction of a local coefficient for owners of construction
sites, building houses and units. This may be used primarily by larger municipalities. The
mentioned municipality had assigned a corrective coeflicient of 2 according to its popula-
tion. The municipality has set the local coefficient of 2 and simultaneously exercised the
options provided by law and reduced the corrective coefficient by three categories to 1. The
impact of the introduction of the local coefficient to owners of construction sites, building
houses and units was offset. There is an increase in taxes for owners of other buildings or
land (according to the law).

Conclusions

Fiscal decentralization leads to allocative efficiency associated with possible adaptation to
local conditions. It also leads to an increased political accountability thanks to the prox-
imity of voters. Some of fiscal decentralization is implemented in the Czech Republic by
taxing immovable property.

Immovable property tax imposed and tax revenues are particularly influenced by
changes in legislation each year. Orderly real estate records kept in the cadastre and clarifi-
cation of the ownership contribute to an increasing trend in tax revenues significantly. This
enables an efficient control and searching activity of tax offices. Immovable property tax
revenues are low in the Czech Republic in comparison with other taxes, which is mainly
due to the structure of the tax base. The tax base assessment is subject to criticism, which is
not based on the property value reflecting inflation. In terms of the budget, municipalities
have some problems arising out of balancing income and expenditure as public expenditure
is subject to inflation.

The immovable property tax is not a crucial item within the total revenues of munici-
palities. However, it is a stable and easily predictable income the municipality may count
on within its budget. It is the assigned tax and a municipality can decide on its amount. As
it is apparent both from the statistics and primary research, municipalities are still afraid of
using possible legislative tools leading to an increase in immovable property tax revenues.
Almost 92% of municipalities still postpone the introduction of a local coeflicient, be it
inhabitants’ fear of raising taxes or insufficient orientation of the municipal council in the
mentioned issue.
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The merits of increasing municipality’s autonomy in determining the amount of tax
could be the fact that the amount of tax reflects then the specificities and needs of the
community. In addition, a higher tax burden, especially in smaller municipalities, is not
perceived negatively by taxpayers if the transparency in the use of gained revenues is en-
sured. The principle of subsidiarity is fulfilled as follows. Decision-making and account-
ability in public affairs takes place at the lowest level of public administration that is closest
to citizens. Municipalities have the option to edit tax components and consequently can
manage its revenues.

Municipalities do not have the opportunity to influence the shared tax revenues. Nev-
ertheless, they are sure they will get a certain amount of funds under the statutory rules
regardless of their activities. On the other hand, municipalities may influence the immov-
able property tax revenues. Determining coeflicients, especially the local ones, is an im-
portant decision that the municipality should consider carefully. Through increased taxes,
high coefficients can influence decisions of citizens and companies in the construction of
new properties and thus affect the development of the municipality. On the other hand,
municipality’s inactivity when determining coefficient may result in a lack of funds for
necessary investments.
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