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1  Introduction 

Since many years, the German property tax has been showing growing problems regarding its current 
design1 and therefore more and more does not fulfill the requirements to be a good local tax. For this 
reason, there are three reform models being discussed at the moment. For this reason, there are 
three reform models being discussed at the moment. Municipalities are entitled to property tax 
revenue which amounted for 11.6 Bn. Euro in 2012, accounting for about 14 % of total local tax 
revenue. The property tax constitutes an important and steady local income source. It holds the 
enormous advantage – similar to trade tax – of providing municipalities with a right to set their own 
multiplier on a nationwide determined tax base, which guarantees a minimum of tax autonomy to 
municipalities.  

The reform discussion is proving to be extremely difficult because there are expectations not only for 
interpersonal redistributive effects between rich and poor property owners, but also between 
different municipalities, notably between core cities and surrounding municipalities. Due to the fact, 
that property tax revenue is credited against the fiscal capacity of a state in the context of the fiscal 
equalization scheme2, there are also expected redistributive effects between “rich” states with 
higher property values and “poor”, sparsely populated states, which indicate lower property values. 
In general, the states turn out to be very heterogeneous: On the one hand, rising real estate prices 
can be found in prosperous regions. On the other hand, regions that suffer from a population decline 
can be characterized by stagnating or even declining real estate prices, high vacancy rates, and 
shrinking investments in the existing housing stock. Based on those facts, a state’s possible 
preference for or against certain reform models can be deducted.      

Currently there are three reform models being discussed and evaluated by an imposed task force 
under the auspices of the Federal Ministry of Finance and North Rhine-Westphalia.3 There are other 
approaches to reform in addition to these three models, but they are not being supported by any 
state. Therefore, our analysis is limited to the three models examined by the task force. 

Against this backdrop, this paper analyses the effects of the three property tax reform models with 
respect to the anticipated redistributive effects, as well as, the budgetary effects of the local level 
and of the state level (by means of the fiscal equalization scheme). Although the three models differ 
according to design and features higher individual tax burdens can be expected for certain 
households and enterprises on the local level only for certain groups of property owners resp. users. 
Even more important, there will be a burden shift between different economic units: single family 
houses, duplexes, residential properties for letting, commercial real estate, undeveloped land, and 
developed land. For the states on the other hand, the different reform models will cause a change in 
the allocation of adjustment payments within the fiscal equalization system. In particular, this could 
be a possible explanation for the states’ preferences for or against the provided reform models. 
Likewise, this could be the reason for the length and difficulty of achieving a consensus among the 
states.   

The following sections exclusively focus on property tax B (developed and undeveloped land). 
Property tax A (agricultural and forestry businesses) plays a minor role in the local tax system and 
will not be considered, also because required statistics on agricultural and forestry 
buildings/premises are not available.  

                                                      
1
  See Schmidt, Kurt:  

2
  Property tax revenue is credited against the state revenue for only 64 %. 

3
  Bericht der länderoffenen Arbeitsgruppe (2011): Bewertung der Ansätze einer Grundsteuerreform und 

weitere Verfahrensvorschläge. 
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2  Property Tax in Germany 

2.1 Current Design and Significance for Local Finance in Germany 

The current property tax distinguishes between two categories of land. Firstly municipalities levy 
property tax A on land and property that is being used for agricultural businesses and forestry, and 
secondly property tax B uses developed and undeveloped properties for tax base. Thus, property tax 
belongs to the category of impersonal taxes on objects. In its current form, it is designed as a tax on 
projected income based on the capitalized value. Therefore, the potential fiscal capacity of the 
property owner is these days only “theroretically” included. Property tax A and B both involve a 
calculation with assessed values.  

The determination of the assessed values is regulated in the Valuation Tax Act, which includes 205 
articles. Single family houses, duplexes, residential properties for letting, properties for mixed use, 
and commercial properties are valued by a method using the gross annual rent (based on prices 
from 1964 and 1935), which is multiplied by a certain multiplier (Appendix 3-8, Valuation Tax Act).4 If 
it is not possible to determine a gross annual rent, the property is valued by a different method 
(“Sachwertverfahren”). This method is based on the intrinsic value, i.e. values for land and buildings 
are determined separately using average production costs. It becomes obvious that the described 
methods to determine the assessed value are administratively and financially burdensome and 
unfair.   

Calculation for undeveloped/developed land: 

property tax 
= 

assessed value [EUR] x base rate [‰] 
= 

standard tax [EUR] 
x 

multiplier [%] 

Example: 

 assessed value   10.000 EUR 
 base rate    3.5 ‰ 
 multiplier (property tax B)  370 % 
 

property tax 
= 

10.000 [EUR] x 3.5 [‰] 
= 

35 [EUR] 
x 

370 [%] 
= 

129,50 Euro p.a. 
 

The calculation process from above is technically administered by the state and the municipality.5 
The state administration is responsible for assessing the value of a property and determining the 

                                                      
4
  Using the gross annual rent for valuation is called „Ertragswertverfahren“.   

5
  In fact, the federal government is also involved by providing the law and the calculation method. The 

assessment of the property tax is an interaction of the three government levels.  



4 
 

appropriate base rate. The state administration uses the following base rates for calculating the 
standard tax:6 

- for single family homes 2,6 ‰ or 3,5 ‰ (depends on the assessed value) 

- for single family homes in the form of residential property ownership 3,5 ‰ and duplexes 3,1 ‰ 

- other properties 3,5 ‰ (commercial properties) 

Fiscal equivalence is also given by the principle of flexibility. Municipalities are able to set multipliers 
themselves. As a result, different multipliers in different municipalities represent different supplies of 
public goods and services. This becomes evident when comparing differences in multipliers between 
urban and rural municipalities (490 % in Munich compared to 240-350 % in rural regions). Also, the 
entire property tax revenue belongs to municipalities only. 

Municipalities then use the standard tax delivered by the state to apply their individual local 
multiplier. It is due to different local multipliers that the property tax burden varies strongly despite 
the same assessed values. Table 1 shows the average annual multiplier for property tax and trade 
tax. While multipliers of property tax A and the local trade tax indicate a growth of over 30 %, 
multipliers of property tax B rose by 70 % on average in Germany.  

Table 1: Average local multiplier of local taxes 1970 – 2011 

 
property tax  

A 
property tax  

B 
local  

trade tax 

1970 219% 245% 287% 
1975 235% 269% 316% 
1980 250% 274% 330% 
1985 261% 296% 356% 
1990 263% 306% 364% 
1995 267% 351% 376% 
2000 279% 367% 389% 
2005 292% 392% 389% 
2010 302% 410% 390% 
2011 306% 418% 392% 

 in % of 1970 

1970 100,0% 100,0% 100,0% 
1975 107,2% 109,6% 110,1% 
1980 114,0% 111,9% 115,0% 
1985 118,7% 120,7% 124,2% 
1990 119,7% 125,1% 126,8% 
1995 121,4% 143,3% 131,2% 
2000 127,0% 149,8% 135,5% 
2005 133,1% 160,1% 135,7% 
2010 137,4% 167,2% 136,0% 
2011 139,4% 170,7% 136,7% 

Source: Authors. 

Property tax B constitutes a large component of local government own-source revenue (ca. 12 Bn. 
Euro in 2012). Table 2 indicates the two most important local own-source revenues (property tax and 
trade tax) besides a local share of personal income tax and a local share of sales tax (VAT). Property 
tax has great significance for local financial planning because property tax revenue is a reliable local 
tax income. According to Fischel (2001), municipal services are capitalized in a property’s value. 
Increasing investments in infrastructure (i.e., connecting property to a public transport system) raises 
the monetary value of properties. This “unearned” economic rent which land owners benefit from, 

                                                      
6
  The base rates are defined in a federal law (Grundsteuergesetz). For agricultural businesses and forestry 

6‰ are applied.  
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called “getting richer while sleeping”7 should be absorbed by property tax. Property tax is therefore 
at least in theory perceived as fair because the tax is offset by local government services and goods.  

Table 2: Local tax revenues 1970-2012 

 property tax  
A 

property tax  
B 

trade tax  
(net revenues) 

local share of 
income tax 

local share of 
VAT 

total local tax 
revenue 

Mio. Euro 

1970 227.7 1.143,8 3.270,2 3.523,8  8.165,5 
1975 207.6 1.915,3 5.659,5 7.208,2  11.306,2 
1980 216.4 2.751,1 10.558,7 11.375,7  20.734,3 
1985 235.6 3.541,4 13.445,4 13.467,9  28.598,2 
1990 236.1 4.226,1 17.012,1 16.420,9  37.895,2 
1995 313.7 6.713,5 17.301,2 23.540,6  47.869,0 
2000 332.8 8.516,1 21.502,5 22.193,7 2.927,7 55.472,9 
2005 350.6 9.896,6 25.967,7 20.126,4 2.899,9 60.035,7 
2010 361.0 1.,953,6 29.826,4 24.954,9 3.592,2 70.442,5 
2012 375.0 11.641,6 35.245,0 29.060,0 3.892,8 81.251,4 

% of total tax revenue 

1970 2,8% 14,0% 40,0% 43,2%  100,0% 
1975 1,4% 12,8% 37,8% 48,1%  100,0% 
1980 0,9% 11,0% 42,4% 45,7%  100,0% 
1985 0,8% 11,5% 43,8% 43,9%  100,0% 
1990 0,6% 11,2% 44,9% 43,3%  100,0% 
1995 0,7% 14,0% 36,1% 49,2%  100,0% 
2000 0,6% 15,4% 38,8% 40,0% 5,3% 100,0% 
2005 0,6% 16,5% 43,3% 33,5% 4,8% 100,0% 
2010 0,5% 15,5% 42,3% 35,4% 5,1% 100,0% 
2012 0,5% 14,3% 43,4% 35,8% 4,8% 100,0% 

% of GDP 

1970  0,07%  0,33%  0,95% 1,02%   2,36% 
1975  0,04%  0,37%  1,08% 1,37%   2,16% 
1980  0,03%  0,37%  1,40% 1,51%   2,75% 
1985  0,03%  0,38%  1,44% 1,44%   3,07% 
1990  0,02%  0,33%  1,35% 1,30%   3,00% 
1995  0,02%  0,44%  1,13% 1,53%   3,12% 
2000  0,02%  0,42%  1,05% 1,08%  0,14%  2,71% 
2005  0,02%  0,44%  1,17% 0,90%  0,13%  2,70% 
2010  0,01%  0,44%  1,19% 1,00%  0,14%  2,82% 
2012  0,01%  0,44%  1,33% 1,10%  0,15%  3,07% 

Source: Authors; Federal Statistical Office 2012. 

2.2 Need for Reform 

A reform of the property tax has been a matter of discussion in Germany for more than 35 years. In 
particular, using outdated assessed values for tax base is heavily criticized. The assessed values 
reflect historical property values of 1964 (1935 former East Germany). By law, property values were 
supposed to be assessed every 6 years since 1964 in West-Germany. This has never been done, due 
to heavy and expensive administrative costs. The costly and time-consuming procedure is reflected in 
the annual update rate of only 7% for 35 Mio. properties, despite 4.000 employees assigned to 
update property values.8 By now, assessed values from 1964 (esp. 1935) are far away from reflecting 
current property values. Relative to 1964 they account on average for only 1/20 of the current value 

                                                      
7
  Harriss, C. L. (2001): “A Conversation with C. Lowell Harriss”, in Oates, W. E. (ed.): Property taxation and 

local government finance, Lincoln Institute of Land Policy, Cambridge, p. 15. 
8
  Arbeitsgruppe der Länder Bremen, Berlin, Niedersachsen, Schleswig-Holstein und Sachsen (2010): 

Grundsteuer auf der Basis von Verkehrswerten, Machbarkeitsstudie.   
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of properties.9 This leads to the bizarre result that a house built in 1964 and since then barely 
renovated is applied with the same multiplier (and the same gross annual rent from 1964/1935) than 
a newly constructed modern building from 2012. Moreover, the discrepancy between values from 
1964 (1935) and current market values varies greatly for different types and uses of land and 
buildings. 

The assessed values thus reflect neither the level nor the ratio of the actual property values 
appropriately, which is considered a violation of the principle of equality. Sincere differences in the 
actual value development can be reported within the same municipality: 

- Properties, of which the values have been positively affected by local infrastructure measures, 
benefit from a decline in the effective tax burden by sticking to the historical values. 

- Properties, of which the values have not been positively affected, are yet taxed with the same 
multiplier by their respective municipality. Due to the outdated assessed values they are charged 
with multipliers that are “too” high, resulting in higher effective tax burden. 

In the past, the assessed values also used to be the assessment base for the former wealth tax and 
inheritance tax. In both cases, using outdated assessed values has been declared unconstitutional. 
Those could not be compared to other types of assets10 because they were heavily underpriced. 
However, the conformity of assessed values with the constitution is uncertain to this day. But the 
mills of politics and judicial authorities grind slowly, and what is now a widely shared notion - the 
doubt, whether the current property tax corresponds to the “principle of equality11” - has not found 
sufficient expression in judicial decision making. On the other hand, judicial decisions have been held 
back because politics have made reform proposals themselves (see reform models in section 3) 
realizing the need for reform. 

2.3 Principles and Goals of a Property Tax Reform 

There are a few general principles that are applied to all kinds of taxes. They have to be considered in 
order to set up an evaluation framework for a rationale property tax and reform.  

- Ability-to-pay-principle: This fundamental principle of taxation states that each individual needs 
to take part in financing public services according to its own economic power. 

- Ease and cost of administration: In order to administer and partly assess ca. 35 Mio. properties it 
is necessary to use an easy evaluation method.  The evaluation method should build on objective 
features that can be executed in a mass procedure.  

- Acceptance: The taxpayer should be able to understand his or her annual tax liability. Therefore, 
the calculation method should be designed simple and transparent. 

- Revenue neutrality: If implemented, the reform models should provide the same amount of tax 
revenue for local governments than the current property tax. Moreover, the variance of change 
in individual tax burden should be preferably moderate.   

Features of a rationale local tax system are based on the decentralization theorem, in particular fiscal 
equivalence. While every tax needs to follow rational criteria, such as economic efficiency, ease and 
cost of administration, allocation, stability, and fairness (equity), local taxes must meet several more 
criteria, which only apply to the local level. Therefore, property tax should also fulfill the following 
municipal-specific principles: 

                                                      
9
  Wissenschaftlicher Beirat beim Bundesministerium der Finanzen (2010): Reform der Grundsteuer, p. 1.  

10
  E.g., the inheritance of an investment since capital has an actual fair market value. 

11
  Properties of equal value are to be subject to the same amount of tax. Art. 3, sec. 1 of the German Basic 

Law provides for a “uniform and equal basis of valuation and rate of taxation of all property subject to 
taxation.” 
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- Balance of interest between user groups of local public service: Every user group needs to take 
part in financing the public goods of a municipality. Citizens, as well as businesses and land/home 
owners have to be taxed by the municipality because they receive different services based on 
different needs. 

- Proportional growth sensitivity: Municipal tax revenues should develop proportionally relative 
to economic growth (GDP), because local expenditure needs increase with GDP (assuming the 
revenue elasticity equals 1). 

- Flexibility: Depending on the amount or range of municipal public goods provision taxes rates 
can be higher or lower than in neighboring municipalities. This kind of taxation flexibility can only 
be achieved by owning partial tax competence (autonomy to set rates) resulting in a variation of 
tax rates between municipalities.  

To be able to discuss the property tax reforms presented in the following sections, those principles 
should be considered. 

3  Reform Proposals 

So far, there has been no progress to introduce a modern property tax. Against this backdrop, the 
finance ministers of the 16 states imposed a task force in 2010 to work out the details of three 
reform possibilities elaborated by the states. The three reform models differ in their justification of 
the tax burden (ability-to-pay principle vs. benefit principle) and in their determination of the tax 
base: 

 Fair market value model – proposed by Bremen, Berlin, Lower Saxony, Schleswig-Holstein, 
Saxony12 (model A) 

 Value-independent model – proposed by Baden-Württemberg, Bayern, Hesse13 (model B) 

 Combined model – proposed by Thuringia14 (model C) 

The three models fundamentally differ in their respective assessment basis (tax base). While model A 
uses a market value-based assessment base, model B simply applies the size of buildings and area 
without any valuation, and model C applies a combination of value-based area assessment and 
value-independent size of buildings.  

3.1 Fair market value model (A) 

Model A uses the fair market value to assess a value of a property in order to represent land values 
as much true to reality as possible. The reform model acts on a recommendation of the OECD, which 
demands stronger consideration of the market value for assessment basis.15 

The fair market value represents a mathematical figure that cannot be accurately determined. 
Therefore, the valuation is based on significant features: location, land size, land/building type, floor 
space (gross), usable area (gross), year of construction. Other features like fitting and condition of a 
building are not considered. Rather, an average fitting and an average condition are assumed.  

To determine its market value, a property’s individual data is linked to comparative data from the 
real estate market based on actual sales. This method includes a multiple regression analysis that is 

                                                      
12

  Arbeitsgruppe der Länder Bremen, Berlin, Niedersachsen, Schleswig-Holstein und Sachsen (2010): 
Grundsteuer auf der Basis von Verkehrswerten, Machbarkeitsstudie, Kurzfassung.  

13
  Arbeitsgruppe der Länder Baden-Württemberg, Bayern, Hessen (2010): Eckpunkte für eine vereinfachte 

Grundsteuer nach dem Äquivalenzprinzip, August 2010. 
14

  Thüringen (2011): Reform der Grundsteuer, Gebäudewertunabhängiges Kombinationsmodell, Erfurt, 
Januar 2011. 

15
  OECD (2012): Economic Surveys, Germany, February 2012.   
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able to explain the differences in purchasing prices due to the land value, size of floor space, and 
other indicators. The results of the regression are comparison factors which quantify the effects of 
the most important value-determining characteristics.     

The designated task force did not provide any information if this model will continue to use the 
current figures: base rate and standard tax. Therefore, our analysis in section 4 applies a base rate 
using one single rate (3.5 ‰) without any differentiation between types of property.  

Calculation for model A:  

property tax (A) 
= 

undeveloped land: 

land [m2] x standard land value [€/m2] 
 
developed land: 

floor space/usable area [m2] x correction factor for land size or comparison factor [€/m2] 
x 

base rate [‰] 
=  

standard tax 
x 

multiplier [%] 

If a property only consists of undeveloped land, the calculation requires only the size and the 
standard land value. The standard land value (SLV) is an average local ground value based on data of 
purchasing prices that are collected in different databases across the country.  Since the SLV is only 
an average of a number of purchasing transactions, the market value of a property needs to be 
estimated using the specific characteristics of the object. On the other hand, the formula for 
developed land includes the size of land and other indicators indirectly using correction factors or 
comparison factors. 

Example:  

 year of construction    1975 
 land size       800 m2 
 gross floor space (residential)   140 m2 
 standard land value      150 EUR/m2 
 correction factor year of construction (Fig. A1) 0.95 
 correction factor land size (Fig. A2)   1.06 
 comparison factor depending on  

floor space and standard land value  (Fig. A3) 1.167 €/m2 
 base rate      3.5 ‰ 
 multiplier       370 % 

 
property tax (A) 

= 
140 [m2] x 0.95 x 1.06 x 1.167 [€/m2] = ca. 165.000 Euro 

x 
3.5 [‰]  

x 
370 [%] 

= 
2.130,58 Euro p.a. 
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3.2 Value-independent model (B)  

The basic idea of model B is to apply simply land size and floor space of buildings. It does not include 
any kind of valuation like model A. Supporters of this model argue that the value of a property does 
not matter when it comes to the benefits land owners (of the same category!) get from municipal 
services, but size does matter. Therefore, model B is supposed to be based on an “equivalence” 
principle. The property tax is then considered a price for local public goods provision, i.e. tax 
payments are an equivalent for land owner’s benefit from local services. That is why model B 
provides different equivalence numbers16 for residential and commercial properties:  

Equivalence numbers: 

0.20 €/m2   buildings for residential purposes (gross building area17) 
0.40 €/m2  buildings for non-residential/commercial purposes (gross building area) 
0.02 €/m2   for land area 

Land without any building is charged with 0.02 €/m. While commercial properties demand more local 
infrastructure they are charged higher than residential properties. Basically it is assumed, the larger a 
property (land and building) the higher is the municipal infrastructure effort. Unfortunately, there is 
no information provided why those exact figures (0.02; 0.20; 0.40) have been chosen and how they 
relate to each other. Different local provision can still be applied through different local multipliers. 

The formula also requires the height of a building in order to estimate its gross building area 
(residential and commercial). Unlike model A, the building area is multiplied by the number of floors 
using the following “height numbers”: 

Building height    Number of floors (= height number) 

≤ 5 m    1 
> 5 m ≤ 10 m   2 
> 10 m ≤ 15 m   3 
> 15 m ≤ 19 m   4 
> 19 m ≤ 22 m   5 
every 3 m that exceed 22 m +1 

Calculation for model B:  

property tax (B) 
= 

land: 
land [m2] x equivalence number [Cent/m2] 

 
building: 

building ground area [m2] x equivalence number [Cent/m2] x height number  
= 

standard tax 
x 

multiplier [%] 

While model A did not require a separate calculation of land and building because characteristics of 
land are considered in the formula for developed land, model B calculates both components (land 
and building) separately. 

                                                      
16

  They are applied across the whole country. 
17

  Is referring to a buildings total floor space, not only ground area. 
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Example:  

 land size    800 m² 
 building area (residential)   140 m² 
 building height    8 m  
 multiplier     370 % 
 

property tax (B) 
= 

800 [m2] x 0.02 [€/m2] + 140 [m2] x 0.20 [€/m2] x 2 
x 

370 [%] 
= 

266,40 Euro p.a. 

3.3 Combined model (C) 

Model C is based on a separate calculation for value-dependent land and value-independent 
building. The model assumes that local public infrastructure measures can only be reflected in the 
land value, while the value of a building depends on the owner’s effort only. Therefore, land enters 
the formula value-based, while for buildings only the size counts. 

Land is valued, likewise in model A, using standard land values (SLV) from mostly local purchasing 
databases to determine the value/price per square meter. Buildings on the other hand are defined as 
residential or commercial. Two equivalence numbers are supposed to reflect the proportional 
degree of local infrastructure utilization, parallel to model B, assuming that commercial buildings 
(0.40 €/m²) demand more local infrastructure than residential buildings (0.20 €/m²). The actual 
extent of infrastructure utilization is simply measured proportionally by size.  

While the current method includes the two figures ‘base rate’ and ‘standard tax’, model C applies a 
conversion factor of 0.5 ‰. Thereby, calculating the standard tax becomes unnecessary. 

Calculation for model C:  

property tax (C) 
= 

land: 
land [m2] x standard land value [€/m2] x conversion factor [0.5 ‰] 

 
building: 

gross floor space/commercial space [m2] x equivalence number [€/m2]  
= 

standard tax 
x 

multiplier [%] 

Example:  

 land size    800 m2 
 gross floor space (residential) 140 m2   
 standard land value   50 €/m2 
 conversion factor   0.5‰ 
 multiplier     370% 
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property tax (C) 
= 

800 [m2] x 50 [€/m2] x 0.5 [‰] + 140 [m2] x 0.2 [€/m2]  
x 

370 [%] 
= 

177,60 Euro p.a. 

3.4 Comparison of the Reform models on Principles of Taxation and Goals of the Reform 

The three models vary strongly compared with the current situation using assessed values. Basically 
all three models imply a burden shift between property owners compared to the current system due 
to outdated assessed values from 1964/1935 that do not reflect current market values. Fair market 
values are applied in model A and partially in model C (only land). Model B, however, involves a 
complete system change from assessed values to no values which leaves no doubt for major burden 
shifts between different types of properties. Overall, an extra burden above average can be expected 
for old residential properties from before 1964/1935. Their assessment basis, the gross annual rent, 
is far away from today’s valuation. In addition, it is important to point out that the current property 
tax takes the year of construction stronger into account than any of the discussed reform models. 

Besides, model B and C do not refer to different base rates like the current property tax18, but use 
equivalence numbers resulting in less inequality in between different types of buildings (single family 
homes, residential property ownership, and duplexes). However, for model A does not provide any 
information about base rates.  

Furthermore, the retention of undeveloped land will most likely be less profitable in the future 
because undeveloped land will imply a higher tax burden according to all three models.  

Second, comparing the three models with each other reveals more information about potential 
distributive effects between property owners in different locations. 

 Prime locations compared to normal locations within the same municipality: 

Model A: The price/value of a property will be determined by its location via fair market values. 
As such, higher prices/values will be found in prime locations. 

Model B: Here only size matters for annual property tax. Location, prime or normal, is not 
reflected at all in the determination of property tax. Therefore, people living in poorer quarters 
paying a lower rent for their flat are taxed higher than those living in the areas of the rich. 

Model C: Only the location has an effect on the land value, similar to model A. Buildings of high 
value do not matter for property tax since only size is applied. Here the significance of the size of 
land compared with the size of the building determines the distributive effect which varies with 
the location and type of the municipality. 

 Urban locations compared to rural locations: 

Model A: Assuming smaller properties in urban areas compared to larger properties in rural areas 
does not mean higher tax burden for rural property owners because of higher market values in 
urban regions. Yet, higher market values in urban regions are in accordance with better local 
infrastructure than in rural areas.  

                                                      
18

  See section 2.2.: Single family homes (2,6 ‰) compared to residential property ownership 
(3,5 ‰), and duplexes (3,1 ‰). 
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Model B: This model obviously discriminates against larger properties (land and homes) in rural 
areas since only size is applied for taxation. 

Model C: We assume similar effects to model A, since the market value per square meter is 
higher in urban regions.  

 Effects on local multipliers:  

Model A: Higher property values in cities will lead to lower multipliers. Rural areas will have 
lower property values and higher multipliers. As actually the local multipliers are lower in rural 
areas than in the cities and agglomerations a convergence of local multipliers can be expected.   

Model B: Smaller properties in urban areas make it necessary to set high multipliers since only 
size of property is applied. The opposite occurs for rural regions. 

Model C: Similar to model A urban multipliers can be lower than rural, but only partially, because 
higher urban property values are only applied on land. 

The choice of the tax base defines the revenue potential of the property tax. Each model provides a 
different tax base resulting in different effects for urban/rural properties and the subsequent local 
multipliers. Higher tax burden for single family homes, duplexes, mixed use properties, and 
residential properties for letting can be expected from model A and C, due to a huge discrepancy 
between the current assessed values and actual market values. The relatively high equivalence 
number for commercial buildings in model B (0.40 €/m2) suggests a higher tax burden for businesses 
relative to residential properties in model A or C. 

Third, we want to draw conclusions with respect to the postulated principles for a “rationale” local 
tax reform from section 2.3. Some argue for a complete abolition of the property tax. But from a 
public finance perspective property tax needs to be retained in order to guarantee “balance of 
interest” between user groups of local public service. In addition, all three models keep local 
autonomy (“flexibility”) with respect to the right to set local multipliers. Relating to the principle of 
“proportional growth sensitivity” only model A and C guarantee gradual revenue growth through 
developing market values. “Ease and cost of administration” is economically more convenient in all 
three models compared to the current property tax collection procedure. Model B could be 
preferred based on its simplicity (no sequential evaluation necessary), but then ignores the fact that 
its tax base could be applied on other taxes (inheritance tax, real estate transfer tax). Subject to 
property owners “acceptance” toward the three reform models, model B would be clearly preferred 
based on its simplicity and therefore transparency. Opposed to model A which is not at all 
transparent due to it regression analysis, all necessary figures in model C (SLV, equivalence numbers) 
are provided by municipalities. The current property tax follows the “ability-to-pay principle” by 
requesting higher tax liabilities from property owners that are able to raise higher gross annual rents 
which results in higher assessed values. The applied market value per square meter in model A and C 
represent a perfect indicator for one’s ability to pay and should be preferred for that. 

From a judicial perspective model A using market values considers a more equal tax base for other 
wealth assets (esp. capital assets). However, model B and C are completely new approaches that 
have not yet been subject matter to legal practice. This especially applies to model B which is based 
on the equivalence principle. Table 4 compares the three reform models with respect to the rational 
principles for a tax reform.  
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Table 4: Comparing principles of local taxation 

 A B C 

 Fair market value 
model 

Value-independent 
model 

Combined  
model 

Ability-to-pay principle +++ --- +/- 

Low assessment costs  ++- +++ ++- 

Acceptance (property owners) +-- +++ +++ 

Proportional growth sensitivity 
(revenue growth) 

+++ --- +/- 

Flexibility (autonomy to set rates) +++ +++ +++ 

Conformity with constitution +++ ? ? 

Source: Authors. 

The theoretical framework prefers a property tax reform model that fulfills as many of the principles 
as possible in order to provide municipalities with a “good” local tax.   

4  Effects of the Reform Models 

4.1 The Data 

Many required data is not available in order to exactly calculate the above reform models. Official 
statistics only provide data on land size and how it is used, i.e. living and commercial. Furthermore, 
living areas are shown separately for each state. Yet, official statistics do not provide buildings 
ground area and height. Also data on commercial buildings are missing completely.  

Table 5: Residential and commercial areas (buildings + land) 2011 

 Residential Commercial 

 living area land commercial area* land 

 1000 m
2
 

m
2 

per 
flat 

m
2 

per 
capita 

1000 m
2
 

m
2 

per 
capita 

1000 m
2
 

m
2 

per 
capita 

1000 m
2
 

m
2 

per 
capita 

BW 464,938 92,4 43,2 1,447 134,6 145,233 14,0 452 42,0 

By  567,075 93,5 45,2 1,951 155,6 122,367 11,2 421 33,6 

Be 134,514 70,7 38,9 210 60,7 22,419 3,4 35 10,1 

Bb 101,336 78,8 40,5 607 242,5 49,583 39,6 297 118,7 

HB 27,381 76,9 41,4 64 96,8 10,696 12,6 25 37,8 

HH 65,084 72,6 36,4 162 90,7 16,874 7,8 42 23,5 

He 265,652 91,8 43,8 910 150,0 44,081 8,3 151 24,9 

MV 66,069 73,3 40,2 335 204,0 25,047 25,8 127 77,3 

Nds 367,427 96,0 46,4 1,972 249,1 79,746 18,0 428 54,1 

NW 735,387 85,3 41,2 2,253 126,3 184,744 10,6 566 31,7 

RP 194,567 99,1 48,6 602 150,3 45,248 11,7 140 35,0 

Saar 50,330 97,6 49,4 115 113,0 18,819 14,1 43 42,2 

SN  163,535 70,3 39,4 390 94,0 81,348 15,6 194 46,8 

SAT 98,199 75,2 42,1 367 157,2 50,036 26,7 187 80,1 

SH 124,291 87,9 43,9 665 234,7 19,999 12,6 107 37,8 

TH  90,403 77,4 40,4 117 52,3 63,359 12,2 82 36,7 

GER 3,516,188  
 

86,9 43,0 12,167 148,8 1,099,000 
 
 

13,4 3.297 40,3 

 Source: Authors, Federal Statistical Office. *Data has been derived from available statistics. 



14 
 

The data not provided by official statistics, are supplied by committees of land valuation experts. 
They derive standard land values and other property market data from actual property sales. 
Unfortunately, there are 1.367 committees that do not even provide their data easily for free. And 
the data are not very homogeneous and don’t include prices for housing out of single homes.   

In summary, the sources do not provide sufficient information for an exact calculation of property tax 
revenue for each model. Therefore, an approximation model was applied based on statistics of living 
area (residential buildings) and land size. Commercial areas (buildings) had to be derived as a 
proportion from the available date using a ratio of residential area relative to commercial area.  

Table 5 shows the states’ different “equipment” with land and building size for residential and 
commercial purposes. Considering the different size of population of the states the average size of 
flats spreads in a similar way like the average flat space per citizen and the average size of land for 
housing purposes per capita. The average size of flats is much bigger in the West German ‘spatial 
states’ than in the so-called ‘new states’ in East Germany, as well as, in the city states. The latter is an 
apparent result of higher land and building prices in agglomerations. The differences of commercial 
land (and – from this derived - building areas per capita are much higher. Particularly the East 
German states Brandenburg (Bb), Mecklenburg–Western Pomerania (MV) and Saxony-Anhalt (SAT) 
contain commercial land between 77 and 119 m2 per capita which come from local economic policies 
after German unification. Local governments here wanted to attract private enterprises and 
therefore developed big spaces of inexpensive land to attract enterprises. However, those 
differences in area have a direct effect on the three reform models – like the per square meter prices 
do. 

Table 6: Standard land values 2010 and 2011 

 residential commercial 

 land  building Land building 

 REMR 2011 FSO 2010 REMR 2011 REMR 2011 FSO 2010 REMR 2011 

 €/m
2
 €/m

2
 €/m

2
 €/m

2
 €/m

2
 €/m

2
 

BW 160 195 735 80 98 368 

By  115 223 698 58 112 349 

Be 175 241 963 88 121 481 

Bb 45 52 838 23 26 419 

HB 120 154 680 60 77 340 

HH 255 489 1.045 128 245 523 

He 150 190 855 75 95 428 

MV 45 62 718 23 31 359 

Nds 75 73 663 38 37 331 

NW 170 151 620 85 75 310 

RP 105 115 778 53 58 389 

Saar 75 79 650 38 39 325 

SN  40 38 745 20 19 373 

SAT 40 24 510 20 12 255 

SH 85 109 843 43 54 421 

TH  40 33 635 20 17 318 

GER 106 130 714 53 65 357 

Source: Own calculations; Real Estate Market Report (REMR), Federal Statistical Office (FSO).  
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There is two statistical sources19 that provide the per square meter price for residential land that 
diverge strongly from each other. The values of the Real Estate Market Reports (REMR) only respect 
land prices for single family homes in two different types of buildings; as the median of those values 
lie very close to each other we used the average for our calculations. The second source is the 
annually published land prices of the Federal Statistical Office covering all types of land. Those 
diverge strongly from the values of the REMR that we decided to use both data in order to calculate a 
space of taxable values. The values of building areas are only available as data combining land and 
housing areas in one value and only for the above mentioned two types of single family homes. They 
diverge according to the relations of land and housing areas. As the official statistics only give 
information about the relations for Germany in total –and not for states or regions –we used the 
national data for for the elimination of the land component in the prices. The prices of commercial 
land and buildings areas are again derived from the data of housing land and spaces using national 
averages.  

Because of the diverging data base we present in the following two results for the value-based 
models A and C, no. 1 with the values of the REMR, no. 2 based on the land prices of the federal 
Statistical Office. As the state equalization scheme is for political reasons actually only available for 
201020 we calculate our models for this year. 

4.2 Effects on Aggregated the Local Level 

Standard taxes and local multipliers are important figures for local governments. The information on 
size of building, size of land, as well as the corresponding standard land values makes it possible to 
approximate the standard tax for all three models and the resulting multipliers. Table 7 represents 
the stylized formulas which have been modified, but relate to the three models presented in section 
3. Table 8 and table 9 provide the results for standard taxes and local multipliers.  

Table 7: Stylized formulas 

model A 
0035,0ReRe Com

BB

Com

LL

s

BB

s

LL SLVASLVASLVASLVA  

L=Land, B=Building, Res=Residential, Com=Commercial, A=Area 

model B 

Com

BBLL

s

BBLL ENAENAENAENA Re  

EN=Equivalence Number (Land: 0.02 €/m², Residential buildings: 0.20 €/m²; Commercial 
buildings: 0.40 €/m²) 

model C 

Com

BB

Com

LL

s

BB

s

LL ENASLVAENASLVA 0005,00005,0 ReRe  

Land is multiplied by a conversion factor of 0.5 ‰ 

Source: Authors.  

The standard taxes of the three models are the basis to calculate the subsequent multipliers for each 
state and each model. Since all three models require revenue neutrality, we apply actual property tax 
revenue from 2010 in the following formula: 

 

                                                      
19

  Real Estate Market Report 2011 (REMR) and the Federal Statistical Office (FSO). 
20

  After a census in 2011 which has been published only recently the size of population of the states has to 
be corrected not only in a cosmetic dimension. The states do not agree with the counted number of 
citizens because the fiscal equalization scheme is based on that and the changes mean considerable gains 
and losses of transfer payments. Therefore the federal Ministry of Finance does not published data for 
2011 and 2012. 
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Table 8: Standard taxes 

  2010 model A model B model C 

   A1 (REMR) A2 (FSO)   C1 (REMR) C2 (FSO) 

 
Mio. 
Euro 

Euro per 
capita 

Mio. 
Euro 

Euro per 
capita 

Mio. 
Euro 

Euro per 
capita 

Mio. 
Euro 

Euro per 
capita 

Mio. 
Euro 

Euro per 
capita 

Mio. 
Euro 

Euro per 
capita 

Baden-Württemberg 396.4 138,5 2327 216,4 2534 235,7 187 17,4 1492 138,7 1929 179,4 

Bavaria  407.6 123,1 2450 195,4 3246 258,8 213 17,0 1412 112,6 2591 206,6 

Berlin 92.3 215,9 615 177,6 665 192,1 36 10,4 231 66,6 316 91,2 

Brandenburg 60.6 91,9 530 211,5 544 217,4 65 26,0 220 87,9 275 110,0 

Bremen 27.0 233,8 109 164,7 116 175,8 10 15,6 55 82,8 73 110,3 

Hamburg 78.3 236,8 430 240,6 577 323,0 22 12,5 252 141,1 468 262,2 

Hesse 222.0 121,8 1407 231,9 1526 251,5 93 15,3 812 133,9 1051 173,3 

Mecklenburg-West 
Pomerania 

39.2 88,5 285 173,3 
305 186,0 38 23,2 120 73,0 162 98,9 

Lower Saxony  289.1 141,6 1603 202,4 1577 199,2 174 22,0 950 120,0 1013 127,9 

North Rhine-Westphalia  598.7 148,9 3363 188,5 3140 176,0 273 15,3 2378 133,3 2404 134,7 

Rhineland-Palatinate 130.1 111,4 851 212,5 865 215,9 71 17,7 410 102,5 479 119,5 

Saarland 31.9 108,6 169 166,4 168 165,4 19 18,2 67 65,8 77 75,8 

Saxony  95.7 103,9 582 140,3 576 138,8 68 16,5 156 37,6 172 41,4 

Saxony-Anhalt  53.6 87,2 298 127,5 270 115,4 54 23,0 137 58,5 126 53,9 

Schleswig-Holstein 101.3 120,2 639 225,4 693 244,6 53 18,9 344 121,6 447 157,7 

Thuringia 50.5 78,2 256 114,4 250 111,7 32 14,4 61 27,1 65 29,0 

Germany 2.674.4 134,0 15912 194,6 17051 208,6 1409 17,2 9097 111,3 11647 142,5 

Source: Authors; Federal Statistical Office, Real Estate Market Report. 
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Table 9: Local Multipliers 

  2010 model A model B model C 

  A1 A2  C1 C2 

 
state 

average 
in % of 

average 
state 

average 
in % of 

average 
state 

average 
in % of 

average 
state 

average 
in % of 

average 
state 

average 
in % of 

average 
state 

average 
in % of 

average 

Baden-Württemberg 376% 91,7% 64% 93,0% 59% 91,5% 798% 102,6% 100% 82,9% 77% 82,1% 

Bavaria  379% 92,4% 63% 91,5% 48% 74,0% 725% 93,3% 109% 90,7% 60% 63,3% 

Berlin 810% 197,7% 121% 176,6% 112% 174,9% 2069% 266,1% 324% 269,0% 237% 251,7% 

Brandenburg 379% 92,6% 43% 63,1% 42% 65,8% 353% 45,5% 105% 86,8% 83% 88,8% 

Bremen 572% 139,6% 141% 206,1% 133% 207,0% 1494% 192,2% 282% 234,5% 212% 225,2% 

Hamburg 540% 131,8% 98% 143,0% 73% 114,1% 1899% 244,2% 168% 139,4% 90% 96,0% 

Hesse 333% 81,2% 52% 76,3% 48% 75,4% 795% 102,2% 91% 75,5% 70% 74,7% 

Mecklenburg-West 
Pomerania 

371% 90,5% 51% 74,2% 48% 74,1% 381% 49,1% 121% 100,8% 89% 95,1% 

Lower Saxony  388% 94,6% 69% 101,6% 71% 110,6% 643% 82,7% 118% 98,0% 111% 117,7% 

North Rhine-Westphalia  444% 108,3% 79% 114,7% 85% 131,7% 972% 125,1% 112% 92,8% 111% 117,5% 

Rhineland-Palatinate 343% 83,6% 52% 76,1% 52% 80,3% 628% 80,8% 109% 90,2% 93% 99,0% 

Saarland 347% 84,7% 65% 94,8% 66% 102,2% 597% 76,8% 165% 137,1% 143% 152,4% 

Saxony  450% 109,9% 74% 107,5% 75% 116,6% 631% 81,2% 276% 229,5% 251% 266,9% 

Saxony-Anhalt  380% 92,8% 68% 99,3% 76% 117,6% 379% 48,7% 149% 123,7% 162% 171,9% 

Schleswig-Holstein 336% 82,1% 53% 77,5% 49% 76,5% 637% 81,9% 99% 82,1% 76% 81,0% 

Thuringia 346% 84,5% 68% 99,2% 70% 108,9% 543% 69,8% 288% 239,3% 270% 286,9% 

Germany 410% 100,0% 68% 100,0% 64% 100,0% 777% 100,0% 120% 100,0% 94% 100,0% 

Source: Authors; Federal Statistical Office, Real Estate Market Report. 
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Table 10: Local tax capacity per capita of the existing property tax law and the reform models 

  2010 model A model B model C 

   A1 (REMR) A2 (FSO)   C1 (REMR) C2 (FSO) 

 
Euro 

in % of 
average 

Euro 
in % of 

average 
Euro 

in % of 
average 

Euro 
in % of 

average 
Euro 

in % of 
average 

Euro 
in % of 

average 

Baden-Württemberg 151,0 112,7% 149,0 111,2% 151,4 113,0% 135,0 100,7% 167,1 124,6% 168,7 125,9% 

Bavaria  133,2 99,4% 134,5 100,4% 166,3 124,1% 131,9 98,4% 135,7 101,2% 194,4 145,0% 

Berlin 109,2 81,5% 122,3 91,2% 123,4 92,1% 81,1 60,5% 80,3 59,9% 85,8 64,0% 

Brandenburg 99,3 74,1% 145,7 108,7% 139,7 104,2% 202,1 150,8% 105,8 79,0% 103,5 77,2% 

Bremen 167,5 125,0% 113,4 84,6% 112,9 84,3% 121,6 90,7% 99,7 74,4% 103,8 77,4% 

Hamburg 179,7 134,0% 165,6 123,6% 207,5 154,9% 97,0 72,4% 169,9 126,8% 246,6 184,0% 

Hesse 149,9 111,8% 159,7 119,2% 161,6 120,6% 119,1 88,9% 161,3 120,3% 163,0 121,6% 

Mecklenburg-West 
Pomerania 

97,8 73,0% 119,3 89,0% 119,5 89,2% 180,5 134,7% 87,9 65,6% 93,1 69,5% 

Lower Saxony  149,6 111,6% 139,4 104,0% 128,0 95,5% 171,1 127,7% 144,5 107,9% 120,3 89,8% 

North Rhine-Westphalia  137,4 102,6% 129,8 96,8% 113,1 84,4% 119,1 88,8% 160,5 119,8% 126,7 94,5% 

Rhineland-Palatinate 133,1 99,3% 146,3 109,2% 138,7 103,5% 137,9 102,9% 123,4 92,1% 112,4 83,9% 

Saarland 128,3 95,7% 114,6 85,5% 106,3 79,3% 141,5 105,6% 79,2 59,1% 71,3 53,2% 

Saxony  94,5 70,5% 96,6 72,1% 89,2 66,5% 128,0 95,5% 45,3 33,8% 38,9 29,1% 

Saxony-Anhalt  94,0 70,1% 87,8 65,5% 74,2 55,3% 179,1 133,6% 70,5 52,6% 50,7 37,8% 

Schleswig-Holstein 146,4 109,2% 155,2 115,8% 157,1 117,2% 146,8 109,5% 146,4 109,2% 148,3 110,7% 

Thuringia 92,5 69,0% 78,8 58,8% 71,7 53,5% 111,9 83,5% 32,7 24,4% 27,2 20,3% 

Germany 134,0 100,0% 134,0 100,0% 134,0 100,0% 134,0 100,0% 134,0 100,0% 134,0 100,0% 

Source: Authors; Federal Statistical Office, Real Estate Market Report. 
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In order to calculate the new tax capacity of the reform models the average weighted (national) 
average of those local multipliers necessary to have the same tax revenues like 2010 is applied to the 
respective new standard taxes.  

All three models provide highly diverging standard tax values. As expected both models A have the 
highest values due to the market prices base while model B offers standard taxes extremely below 
even the actual standard taxes because the tax rates applied to the land and building spaces do not 
cover the existing tax rates applied to the real asset values of 1964. The standard tax values of both 
models C lie in between as they are a combined from Model A and Model B.  

Corresponding with the levels of the standard taxes diverging local multipliers need to be applied to 
have the same amount of tax revenues in 2010. In model A the local multipliers can be reduced 
considerably even below 100%, in model A1 in average to 68%, in model A2 due to the higher land 
prices even to 64%. Model B requires in contrast dramatically increased: in average to 777%, in 
Berlin, Hamburg and Bremen even to 2069, 1899 and 1494%. Those values for local multiplier cannot 
be expected to receive a political majority. They can be reduced by e.g. doubling the ‘equivalence 
rates’, but would remain high anyway. For both models C the local multipliers are around 100%, for 
C2 a bit closer (96%) and for C2 at 120%. Because of the diverging tax bases for land and building 
spaces however the difference is larger than between the models A. For the models C the average 
local multiplier covers that the differences for average municipalities in the states are much higher 
which again results from the diverging weight of the market prices of land compared with the taxed 
building spaces uniformly per square meter.  

The best access for a comparison of the reform models with regard to their inter-state effects on the 
local tax revenues is based on tax capacities where the average local multiplier is applied to the 
standard taxes. This indicator reflects the abilities of the municipalities aggregated at their state level 
to cover their budgetary expenditures by revenues of the property tax. Table 10 shows the results for 
the existing law and the reform models reassessed by the size of population and compared to the 
average tax capacity which is – by construction of our model – equal for all 134 Euro, the realized 
value of 2010.  

Astonishingly, the market price based of both models A provide tax capacities (per capita) to be the 
closest to the existing property tax. However, the city states Hamburg and Berlin as well as the ‘rich’ 
states Bavaria and Hesse on the one hand and the sparsely populated states Brandenburg and 
Mecklenburg-Western Pomerania could expect higher tax capacities while the other Eastern German 
states and the states with long lasting problems of economic change (North Rhine Westphalia, 
Saarland, Bremen) go below their actual tax capacities. Baden-Württemberg, Rhineland-Palatinate, 
and Lower Saxony remain more or less close to their closer to their actual tax capacity. 

Model B reduces the tax capacities of all rich states and agglomerations considerably: Baden-
Württemberg, Bavaria, Berlin, Bremen, Hamburg, and Hesse. Even North Rhine Westphalia loses per 
capita tax capacity while all poorer states, particularly the Eastern German would increase their tax 
capacities the more the higher the relation of land to building areas is (e.g. Schleswig-Holstein). 

The combined models C provide diverging, with regard to some states really unexpected results for 
local tax capacities. The on the more moderate REMR prices based model C1 is closer to the existing 
property tax. The more wide-spread prices for land of the FSO data bring bigger changes. Change can 
occur in both directions, up and down, depending on the dominance of land or building areas in the 
respective states. The biggest winners in model C1 are Baden-Württemberg, Hesse and North Rhine 
Westphalia while Berlin, Bremen, Saarland, Saxony, Saxony-Anhalt and Thuringia would be the main 
losers. In model B2, Bavaria, Hamburg, Hesse and Baden-Württemberg would gain property tax 
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capacity against Berlin, Lower-Saxony, Rhineland-Palatinate, Saarland and particularly Saxony, 
Saxony-Anhalt and Thuringia on the losing side.  

The latter result is the more astonishing as Thuringia has established the combined model C into the 
political discussion. For model B, among the proposing states Bavaria, Baden-Württemberg and 
Hesse, two of them are among the biggest losers. The promoters of model A, Bremen, Berlin, Lower 
Saxony, Schleswig-Holstein, Saxony, are in contrast more or less relative winners in both statistical 
versions of the model. Municipalities losing average property tax capacity after a reform thus can 
increase their local multiplier in order to compensate the losses of tax capacity. The local multipliers 
however are important for the competition among cities and will after a reform probably have also 
an influence on the other local multipliers applied particularly on the local business tax. Therefore, 
from the perspective of the communities a high tax capacity will be favorable. Thuringia, Bavaria and 
Hesse are insofar suspected to act against the interest of their municipalities. As in political 
negotiations, however, a clear political rationality is observed there need to be other effects of the 
reform models. This idea directly leads to the fiscal equalization scheme.  

4.3 Effects on the Fiscal Equalization Scheme 

Changes of local tax capacities represent the interface between the effects of a property tax reform 
on the local level and the effects on the financial equalization between the 16 states. First, the 
standard taxes determine the size of multipliers subject to revenue neutrality. Second, tax capacities 
determine the payments and transfers within the financial equalization scheme, because their 
relative weighting defines the distribution of total property tax revenue on the 16 states.  

German federalism defines that municipalities are constitutionally part of their respective state. For 
this reason, local tax revenues are credited against the states within the framework of the financial 
equalization between the states. The complicated fiscal equalization system comprises five steps. 
Only step 4 (horizontal transfers) and 5 (vertical payments) deal with the actual redistribution of tax 
revenue21. Those are the parts of the fiscal equalization system where a property tax reform can have 
effects on the state tax revenues, and change the redistribution between the states. Step 4 includes a 
redistribution mechanism where fiscally strong states make payments to fiscally weak states. 

In order to determine a state’s eligibility to receive payments, its total tax revenues are compared to 
the state average22. Only states that fall significantly below the state average are eligible to receive 
payments. If a state’s financial power is larger than its financial requirements, it creates the duty to 
make payments. That means, “paying” states have a relative financial power above 100%, recipient 
states below. To calculate the effects on the horizontal equalization, step 4 demands to consider the 
financial power, as well as, the financial requirements of the municipalities. The sum of local and 
state financial power defines the total financial power of a state: 

financial capacity of the state = 1*(tax revenues of the state
23

) + 0.64*(tax revenues of the municipalities
24

) 

However, municipal tax revenues are applied to only 64%. There is no reasonable argument for this 
statutory fixed number. Yet, the partial inclusion of municipal tax revenue is mathematically to the 
benefit of payer states within the horizontal equalization and reduces their transfer payments.  

                                                      
21

  The first 3 steps (primary equalization) comprise tax distribution between the three federal levels, and 
also horizontal distribution between the states. 

22
  The financial needs expressed as a relation to the average fiscal capacity is valuated higher than average 

only for the city states and three sparsely populated states in Eastern Germany. 
23

  Including state taxes, shared taxes, and VAT share and – among the pure state taxes - the land acquisition 
tax weighted with the average tax rate. 

24
  Including local taxes and shared taxes, without local trade tax allocation.    
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Table 11: Effects of the property tax reform models on local fiscal capacities and fiscal equalization transfer payments 2010 

 
NW BY BW NS HE SN RP ST SH TH BB MV SL BE HH HB Germany 

model A1 
 

0 
               local tax capacity -141,472 17,109 -22,098 -80,868 59,506 8,762 52,810 -14,378 24,841 -30,736 116,165 35,306 -13,983 45,251 -25,016 -35,712 0 

per capita -7.93 1.37 -2.06 -10.19 9.81 2.11 13.18 -6.13 8.77 -13.71 46.32 21.44 -13.71 13.14 -14.06 -54.14 .,00 
horizontal transfers 43,790 4,971 16,171 27,630 -21,180 -4,027 -20,381 6,621 -8,481 14,160 -52,580 -16,356 5,896 -21,721 8,345 17,142 0 
per capita 2.45 0.40 1.50 3.48 -3.49 -0.97 -5.09 2.82 -3.00 6.32 -20.97 -9.93 5.78 -6.31 4.69 25.99 .,00 
Fed. Supp. Grants 33,994 0 0 18,697 0 -1,225 -10,399 2,000 -5,748 4,271 -16,868 -4,835 2,367 -5,611 0 4,428 21,071 
per capita 1.90 0.00 .00 2.36 0.00 -0.29 -2.60 0.85 -2.03 1.91 -6.73 -2.94 2.32 -1.63 0.00 6.71 0.26 
total after fiscal equalization -63,688 22,081 -5,927 -34,541 38,325 3,510 22,031 -5,757 10,611 -12,305 46,717 14,114 -5,721 17,919 -16,671 -14,142 21,071 
per capita -3.31 1.76 -0.55 -4.35 6.32 0.85 5.50 -2.46 3.75 -5.49 18.63 8.57 -5.61 5.20 -9.37 -21.44 0.26 

model A2 
                 local tax capacity -427,266 415,579 4,231 -170,952 71,115 -22,243 22,370 -46,243 30,419 -46,429 101,162 35,618 -22,427 49,322 49,795 -36,040 0 

per capita -23.94 33.20 0.39 -21.55 11.73 -5.36 5.58 -19.72 10.74 -20.72 40.34 21.63 -21.99 14.32 27.99 -54.64 0.00 
horizontal transfers 141,153 -157,684 14,593 58,937 -15,910 10,228 -8,679 21,314 -10,369 21,398 -45,806 -16,501 9,506 -23,674 -15,804 17,299 0 
per capita 7.91 -12.60 1.36 7.43 -2.62 2.46 -2.17 9.09 -3.66 9.55 -18.27 -10.02 9.32 -6.87 -8.88 26.23 0.00 
Fed. Supp. Grants 106,503 0 0 39,116 0 3,106 -4,369 6,418 -7,051 6,445 -14,677 -4,878 3,756 -6,116 0 4,469 132,723 
per capita 5.97 0.00 0.00 4.93 0.00 0.75 -1.09 2.74 -2.49 2.88 -5.85 -2.96 3.68 -1.78 0.00 6.78 1.62 
total after fiscal equalization -187,619 257,895 18,824 -72,899 55,205 -8,909 9,322 -18,511 12,998 -18,586 40,679 14,239 -9,164 19,531 33,991 -14,272 132,723 
per capita -10.51 20.60 1.75 -9.19 9.10 -2.14 2.33 -7.89 4.59 -8.29 16.22 8.65 -8.99 5.67 19.11 -21.64 1.62 

model B 
                 local tax capacity -337,203 -15,632 -172,579 170,418 -186,533 138,940 19,028 198,727 992 43,366 257,513 135,689 13,436 -97,118 -147,665 -30,307 0 

per capita -18.89 -1.25 -16.05 21.48 -30.76 33.45 4.75 84.76 0.35 19.35 102.69 82.41 13.17 -28.20 -83.00 -45.95 0.00 
horizontal transfers 105,918 27,307 86,852 -56,757 96,197 -63,736 -7,387 -91,013 -341 -19,938 -116,152 -62,632 -5,567 46,617 46,082 14,547 0 
per capita 5.93 2.18 8.08 -7.16 15.86 -15.34 -1.84 -38.82 -0.12 -8.90 -46.32 -38.04 -5.46 13.53 25.90 22.06 0.00 
Fed. Supp. Grants 80,737 0 0 -40,541 0 -19,519 -3,713 -28,034 -228 -6,058 -37,709 -18,762 -2,350 12,043 0 3,758 -60,375 
per capita 4.52 0.00 0.00 -5.11 0.00 -4.70 -0.93 -11.96 -0.08 -2.70 -15.04 -11.39 -2.30 3.50 0.00 5.70 -0.74 
total after fiscal equalization -141,618 11,675 -85,727 73,120 -90,336 55,685 7,928 79,680 423 17,370 103,652 54,295 5,519 -38,459 -101,583 -12,002 -60,375 
per capita -7.93 0.93 -7.97 9.22 -14.90 13.41 1.98 33.98 0.15 7.75 41.33 32.98 5.41 -11.17 -57.10 -18.20 -0.74 

model C1 
                 local tax capacity 45,111 31,182 172,307 -39,947 69,055 -204,313 -38,869 -54,804 -15 -133,768 16,478 -16,357 -49,943 -100,164 -17,427 -44,801 0 

per capita 2.53 2.49 16.03 -5.04 11.39 -49.19 -9.70 -23.37 -0.01 -59.69 6.57 -9.93 -48.97 -29.08 -9.80 -67.93 0.00 
horizontal transfers -14,298 -41,441 -91,209 13,593 -45,809 94,201 15,243 25,265 5 61,799 -7,477 7,592 21,536 48,079 5,216 21,505 0 
per capita -0.80 -3.31 -8.48 1.71 -7.55 22.68 3.80 10.78 0.00 27.57 -2.98 4.61 21.12 13.96 2.93 32.60 0.00 
Fed. Supp. Grants -11,294 0 0 9,280 0 28,334 7,466 7,602 3 18,455 -2,379 2,229 8,081 12,420 0 5,555 -7,726 
per capita -0.63 0.00 0.00 1.17 0.00 6.82 1.86 3.24 0.00 8.23 -0.95 1.35 7.92 3.61 0.00 8.42 -0.09 
total after fiscal equalization 178,517 -10,259 81,098 -17,075 23,245 -81,779 -16,161 -21,937 -6 -53,514 6,623 -6,536 -20,326 -39,665 -12,211 -17,741 -7,726 
per capita 10.00 -0.82 7.54 -2.15 3.83 -19.69 -4.03 -9.36 0.00 -23.88 2.64 -3.97 -19.93 -11.52 -6.86 -26.90 -0.09 

model C2 
                 local tax capacity -302,056 767,221 190,385 -231,827 79,693 -230,622 -82,894 -100,974 5,446 -145,889 10,665 -7,818 -58,043 -81,070 119,629 -42,088 0 

per capita -16.92 61.28 17.71 -29.23 13.14 -55.52 -20.69 -43.07 1.92 -65.10 4.25 -4.75 -56.92 -23.54 67.24 -63.81 0.00 
horizontal transfers 97,338 -334,594 -75,000 80,408 -26,459 106,372 32,755 46,606 -1,870 67,421 -4,840 3,628 25,154 38,913 -40,187 20,202 0 
per capita 5.45 -26.73 -6.98 10.14 -4.36 25.61 8.17 19.88 -0.66 30.08 -1.93 2.20 24.67 11.30 -22.59 30.63 0.00 
Fed. Supp. Grants 74,382 0 0 52,670 0 31,950 15,730 13,963 -1,252 20,110 -1,539 1,066 9,295 10,053 0 5,219 204,750 
per capita 4.17 0.00 0.00 6.64 0.00 7.69 3.93 5.96 -0.44 8.97 -0.61 0.65 9.11 2.92 0.00 7.91 2.50 
total after fiscal equalization -82,838 432,627 115,385 -98,749 53,234 -92,300 -34,409 -40,405 2,324 -58,359 4,286 -3,124 -23,594 -32,104 79,442 -16,667 204,750 
per capita -4.64 34.56 10.73 -12.45 8.78 -22.22 -8.59 -17.23 0.82 -26.04 1.71 -1.90 -23.14 -9.32 44.65 -25.27 2.50 

Source: Authors.
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Table 11 shows in the two first lines of each model the changes of property tax capacity as calculated 
and documented in section 4.2. The first line is the total amount in 1000 Euro, the second Euro per 
capita. The next two lines give the results of the simulation of the horizontal fiscal equalization 
transfer payments, again in 1000 Euro and in Euro per capita (like all following). Line 5 and 6 indicate 
the changes of the vertical Federal Supplementary Grants, which the states remaining below 99.5 % 
of the average fiscal capacity after the horizontal fiscal equalization receive as additional equalizing 
grants from the Federation. Line 7 and 8 show the total amount of changes after fiscal equalization.  

The simulation indicates that all states of which the municipalities lose tax capacities receive higher 
transfer payment (horizontal and vertical) if their fiscal capacity is below average or pay less 
horizontal transfers to the poorer states. Those states for which the reform provides growing tax 
capacities at the local level lose transfer payment or pay more. The amount of changes for the state 
budgets is considerable. They reach for Bavaria up to 158 Mio. Euro in model A2 and even 335 Mio. 
Euro (26,73 Euro per capita) in model C2 higher transfer payments in addition to the 3.5 Bn. Euro 
Bavaria has paid to the other states in 2010. For Hesse, the models A and C mean higher transfer 
payments up to 45 Mio. Euro (7,55 Euro per capita). In model C2 Hamburg would have to pay 40 Mio. 
Euro (22,59 Euro per capita) more than they did in 2010.  

With regard to model B in contrast Bavaria would reduce its equalization transfer payments by 27.3 
Mio. Euro, Hesse 96.2 Mio. Euro and Baden-Württemberg, the third promoter, by 86.8 Mio. Euro 
while poorer states like Saxony, Brandenburg, Mecklenburg-Western Pomerania and Lower Saxony 
would lose up to 46,32 Euro horizontal transfers per capita in Brandenburg plus 15,04 Euro (37.7 
Mio. Euro in total) Federal Supplementary Grants. In models C1 and C2, Thuringia would win both 
horizontal and horizontal transfer payments of a considerable amount: in model C1 62.8 + 18.5 Mio. 
Euro, in model C2 67.4 + 20.1 Mio. Euro, about 36 to 39 Euro per capita. 

As the vertical grants from federal budgets are affected by the changes of local fiscal capacity too, 
the reform models also lead to changes of the total amount of those: Both models A and model C2 
would increase the volume of the Federal Supplementary Grants up to 205 Mio. Euro in model C2; 
model B would bring a reduction of vertical grants by about 60 Mio. Euro (and model C1 by only 7 
Mio. Euro).  

Taking into account that not the (associations of the) municipalities negotiate the property tax 
reform but the states in the dominant position one should not wonder why Bavaria, Hesse and 
Baden-Württemberg fight for model B and Thuringia stands for model C of the assumed compromise 
which in the end does not provide more balanced tax capacities but very uneven results Although 
under the actual fiscal equalization formula which will last until 2020 and is now going to be 
renegotiated the changes of local fiscal capacities is not equalized totally, but only by about a half of 
their amount. The perspectives to the future development of the German States - particularly 
regarding demographic change – opens up the expectation that migrations will shift the remaining 
population more to the agglomerations while sparsely populated and rural regions will shrink and 
age more than the average. That will increase land prices in the West German agglomerations and 
Berlin and a further decline of real estate values in the other regions. Hence can be expected that 
that the fiscal equalization transfers will increase in all models based on market prices of land and 
therefore increasing payments for Bavaria, Hesse, Baden-Württemberg and Hamburg. Model B in 
contrast will freeze the fiscal equalization effects until the time when the shrinking population will 
give back the today housed areas to other purposes or even to wildlife.  

5  Summary and Conclusions 

A reform of the property tax has been discussed for almost 35 years. The first concrete proposals 
very close to the reform models of today date from 1993. The current property tax is based on 
outdated assessed values from 1964 in West Germany and 1935 in former East Germany. Updating 
those values within the current system is considered too expensive and time-consuming. The current 
assessed values have also lost their function to serve as assessment basis for other taxes. Hence, 
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Germany is in urgent need for a property tax reform. Yet, it turns out to be extremely difficult due to 
a heterogeneous development of land values in the 16 states. The demonstrably higher land values 
in the prosperous southern states and the prosperous agglomerations explain their refusal of value-
based reform models because it implies higher payments for them within the fiscal equalization 
among the states. The current ignorance of possible distortions is due to the poor or even non-
existing database. Thus, the impact of a reform affecting the local level, as well as, the state level, 
currently cannot be exactly determined. Our calculations provide information on the probable effects 
of the three reform models. 

There three reform models being discussed at this moment differ specifically concerning the 
assessment base. While the fair market value model (A) is using actual market values for land and 
buildings, the value-independent model (B) only applies value-independent land and building areas 
along with equivalence numbers. The combined model (C), however, turns out to be a combination of 
model A and B. It uses market values for land evaluation and does not evaluate buildings, but applies 
equivalence numbers that refer to the size only. 

First, we reviewed the reform models from a public finance perspective. The value-independent 
model B seems convincing at first sight with respect to its enormous simplicity and its transparency. 
But, it needs to be neglected because it does not fulfill equity (ability-to-pay-principle) and lacks legal 
practice. The combined model, however, mixing the two other models might also fail constitutional 
evaluation. Though, it is the only model considering that public infrastructure measures only 
“capitalize” in the value of land and not in the associated building. From a municipal perspective the 
fair market value model is clearly favorably. The evaluation is cost-effective, can be used for other 
taxes, and increasing tax revenue is automatically generated. Especially since it provides a fair 
valuation basis for other asset values (esp. capital assets), this model is the preferred solution from a 
municipal and legal perspective.  

In general, tax burdens between different types of property owners will shift. Eventually, the two 
value-based models refer stronger to properties actual features, especially their location. The 
property tax within each city would follow closely to the divergences of the values of land and areas 
for housing purposes and commercial estates. Municipalities then would just decide about a small 
local wealth tax because the expenditures of the population having an income above the poverty 
zone is closely related to their economic status. The value independent model in contrast would lead 
to relatively higher burdens for poorer households and spare the rich which would be a doubtful 
construction of an important tax in the German national tax system.  

The market priced models also create higher standard tax values, possibly leading to smaller 
multipliers (under revenue neutrality) than the value-independent model B. It turns out that using 
standard land values in model A and C automatically minimizes the currently high multipliers. Since 
the values have not been adjusted in the last 50/80 years multipliers inevitably have to fall 
drastically. Only, because model B does not refer to any market values it creates on average higher 
multipliers than the current property tax.  

Second, municipalities are constitutionally part of their respective state which implies not only 
distortions between the municipalities but also between the states. Municipal tax revenues affect 
the results of the financial equalization between the states due to the fact that they are credited 
against the state revenues to 64 %. We were able to show that 11 Bn. Euro of property tax revenue 
cause significant distortions in the fiscal equalization between the states with respect to the three 
different models. The results basically reveal that the “rich” southern states (BW, BY, HE) and the city 
state Hamburg would have to make higher payments within the fiscal equalization scheme if the 
value-based models are applied. Thuringia in the combined model C would also be a stable recipient 
of higher fiscal equalization payments not only horizontally, but also vertical transfers from the 
Federation.   

Finally, all three reform models have significant effects on the local and state level. The value-
independent model has to be neglected in terms of the discussed principles for a “rationale” property 
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tax reform. While the fair market value model seems to be the most favorable solution from the 
point of view of construction of the tax, it is more expensive with regard to administrative costs 
particularly with regard to the adequate costs of the building areas for housing purposes. 
Commercial areas are easier to be evaluated according to their market value because the lease is a 
good base for the capitalized value. Therefore other approaches for the evaluation of the building 
areas than just taxing 0.20 resp. 0.40 Euro per square meter should be regarded.  

The crucial question is, however, if a stable majority for one of the preferable market price models is 
possible because the southern states will not accept these reform proposals since they can expect 
even higher equalization payments to “poorer” states. They also seem to have more luxury private 
houses and commercial buildings belonging to rich people and enterprises within their territory 
because they contain important economic locations. With regard to the fiscal equalization effects the 
negotiations on property tax reform could be integrated in intergovernmental relationship 
rearrangement discussions beyond 2020 which will be intensified after the upcoming federal 
elections. An earlier decision will be necessary, if the Federal Constitutional Court decides the 
property tax to be unconstitutional before 2020. Then, an again revised combined model appears to 
be the best compromise for future reform based on the results presented.   
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