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ABSTRACT

The purpose of this paper is fill in the literature gap and to analyse taxa-
tion of property in Bosnia and Herzegovina (BIH). By using IMF and OECD
methodology defined under taxes on property, our research tries to com-
pare taxes on property in two BIH entities to the international practice.
The results are twofold: firstly, inconsistencies to international classifica-
tion of taxes on property in BIH are identified and secondly, the taxation
of property differs in two BIH entities (RS and FBIH). We find that three
different types of property taxes are applied —tax on immovable property
in RS and real estate transfer tax and so called tax on property in FBIH.
We also find that identified differences have an effect on the size and
share of revenues from property taxes in both entities which affect local
communities and their revenues. Hence, we focus on property taxes in
FBIH since they are under cantonal jurisdiction. The research shows that
most revenues from property taxes in FBIH are collected in Sarajevo Can-
ton. In fact, most property tax revenues in Sarajevo Canton come from
real estate transfer tax revenues and are collected in four municipalities
forming the City of Sarajevo. Bearing in mind lack of reliable long term
data in both BIH entities related to taxation of property, we conclude
with a few policy recommendations and suggestions for future FBIH pro-
perty related reforms which should in turn simplify the process of proper-
ty taxation in FBIH and improve the position of local communitiesin FBIH.

Keywords: Bosnia and Herzegovina, local government units, property taxes, real
estate transfer tax

JEL:H71

1 Introduction

Even though issues related to taxation of property are gaining prominence in
the European Union (EU) member states in the last few years (Garnier et al.,
2014; the European Commission, 2015), different types of taxation of prop-
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erty are still an unexplored area of taxation in BIH. Since revenues from prop-
erty taxes usually belong to local government units (LGUs) — municipalities
and cities, property taxes are usually evaluated through their significance to
local revenues. The position of LGUs and the importance of property taxes is
mostly used in the analysis of the level of fiscal decentralisation in a country.
Early papers related to property taxes in BIH are scarce except from a few
ones such as Fox and Wallich (1997), Zorn et al. (2000), Jokay (2001) or Wer-
ner et al. (2006). Most papers do not focus solely on property taxes in BIH but
relate to overall tax system in BIH, the position of LGUs or concepts of fiscal
federalism in BIH (Ffor example, Davey, 2011; Anti¢, 2013).

Unlike BIH case, the research dealing with taxation of property is relatively
comprehensive for other transition countries especially in cross-country com-
parisons. Most papers deal with definition, status and undertaken property
tax reforms in transition countries especially Central and Eastern European
countries (for example, The World Bank, 1999; Almy, 2001; Malme & Young-
man, 2001; McCluskey and Plimmer, 2007; 2011 or Bahl, 2009; 2013; Puleri
& Kripa, 2016; Grdini¢ et al., 2017; Grover et al, 2017). The results of such
research usually focus on identifying major obstacles, common for all Central
and Eastern European countries, which evolve around underdeveloped prop-
erty markets, aspects of decentralisation and privatisation processes in these
countries. BIH is mostly excluded from any these analyses as well as other
Western Balkan countries.

The aim of this paperis to provide legal and fiscal analysis of taxation of prop-
erty in BIH". Due to complex constitutional organisation of BIH, the taxation of
property differs in two BIH entities which in turn puts LGUs in two entities into
unequal position in terms of the size of revenues from property taxes. Differ-
ent constitutional organisation of Federation of Bosnia and Herzegovina (FBIH)
and Republika Srpska (RS) might give some explanation to the existing inter-
entity difference but other reasons also exist —such as different approaches to
taxing property so intra-entity differences also exist especially in FBIH.

We begin our analysis with the definition of taxes on property as defined by
international financial institutions such as OECD (2017) and IMF (under GFS?,
2014). Taxes on property are “taxes payable on the use, ownership or trans-
fer of wealth” which are levied regularly (usually annually) or irregularly (IMF,
2014, p. 93). Hence, OECD and IMF together with EC similarly classify taxes
on property as recurrent (and non-recurrent) taxes on immovable property or
net wealth, taxes on the change of ownership of property through estate, in-
heritance or gift and taxes on financial and capital transactions (OECD, 2017).
Hence, we start our analysis with the definition of taxes on property in BIH
in comparison to aforementioned international classifications. By identifying
the differences in BIH classification to the international classification, our aim
was to contribute towards improvements in the definition, comprehensive-

1 Brcko district will not be analysed due to the scope of the paper.
2 Similar classification can also be found in European Commission (EC) related documents.
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ness and classification of taxes on property in BIH and related property taxes
statistics in BIH. So, the research will be divided into four main parts: the first
part will give a brief relevant literature review of property taxation in two
BIH entities. The second part focuses on methodology and legal framework
of taxing property in BIH and provides an analysis of taxes on property in BIH
under IMF and OECD methodology. Hence, the third part provides a compara-
tive analysis of taxation of property in two BIH entities with a special focus
on complex FBIH case. Since property taxes are under cantonal jurisdiction in
FBIH, we will analyse the share of property tax revenues to total revenues in
each Canton. We then focus on the case of Sarajevo Canton since it collects
most revenues from property taxes in FBIH (in both absolute and relative
terms). We also evaluate the position of inner and outer city municipalities
in this canton. Under definition and methodology provided in McCluskey and
Plimmer (2011), Central and Eastern European countries and hence BIH could
have an option of taking advantage of greater fiscal space created under tax-
es on property which could bring several benefits to entire tax system and
especially for LGUs revenues. Bearing in mind lack of reliable long term data in
both BIH entities related to taxation of property and based upon our analysis,
in the final part, we propose a set of policy suggestions and recommendations
for future successful property tax reformin (F)BIH. Also, in the discussion, we
provide research limitations and future empirical research in property taxa-
tion in BIH which should enhance the system of taxation of property in FBIH
and BIH. We conclude that in FBIH future property tax reforms should aim at
simplifying taxation of property by replacing the existing models of property
taxation with recurrent taxes on immovable property.

2 Literature Review of Taxation of Property

After the outbreak of global financial crisis (GFC) in 2008, the interest and
significance of taxation of property increased in the EU member states. In the
Annual Growth Survey (2013), the European Commission (EC) recommended
to its member states to undertake tax reforms and to shift away from taxa-
tion of labour to taxation of, inter alia, property taxes (Garnier et al., 2014). A
shift towards a less distortive and a broader-tax-base taxes such as property
taxes is significant and in the EU, most member states have undertaken prop-
erty tax reforms or have been fine-tuning existing taxation of property in ac-
cordance with the EU suggestions and recommendations (Gayer and Mourre,
2012; Slack and Bird, 2014; the EC, 2015). These reforms are being monitored
by the EC and published in most recent publications related to tax reforms
(For example, The EC, 2015; The EC, 2017). In the OECD member states,
there is traditionally long-term evaluation of the size of property taxes and
their importance to LGUs. Recent OECD publications have dealt with good
practices and solutions regarding different aspects of property taxes, such
as valuation and assessment of immovable property in OECD countries and
its partner countries (Almy, 2014), the impact of property and land taxes on
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environment (Brandt, 2014) or the political economy of property tax reforms
(Bird and Slack, 2014). Countries such as United Kingdom, Ireland, Italy and
Greece have most recently undertaken property tax reforms (Slack and Bird,
2014). Status and progress in the property tax reforms as a part of overall tax
reforms are available annually in the EU publications (the EC, 2017). Similar to
developed EU member states, transition countries that are EU members have
mostly undergone property tax reforms even though they come last in the
tax reform process. Significance of property tax reforms can be seenin recent
research which indicates that property taxes are the least detrimental to GDP
growth (Arnold, 2008., Arnold et al., 2011., Johansson et al., 2008 according
to Rasi¢-Bakari¢, 2014 and Grdini¢ et al., 2017) since they are implemented
mostly through taxation of immovable property with broad tax base and tra-
ditionally low rates (Bléchlinger, 2015).

Analysis of different aspects of property tax reforms mostly include EU mem-
ber states and new EU members from Central and Eastern Europe (CEE). By
using a method of comparative analysis, authors such as Blazi¢ and Grdinic¢
(2012), Norregaard (2013), Rasi¢-Bakari¢ (2014) or Blazi¢ et al. (2016) have
summarised the status of property tax reforms in the EU member states and
highlighted the differences in the taxation of property in EU member states
with a special focus on CEE countries. Under works of these and other authors
(For example, Bird & Slack, 2002; Bahl & Martinez- Vasquez, 2007; McCluskey
and Plimmer, 2007; 2011; Norregaard, 2013; Ahmad et al., 2014; Blazi¢ et al.,
2016; Grover et al,, 2017) a set of proposed suggestions and recommenda-
tions for successful property tax reforms is always provided and in this pa-
per, we build on such experiences and try to adopt them to BIH case. Hence,
most CEE countries have undergone property tax reforms and have imple-
mented recurrent tax on immovable property. The differences that still ex-
ist between EU members relate to implementation of either area-based or
value-based taxes on immovable property (real estate, Grover et al.,, 2017).
EU 15 countries mostly apply “value-based taxes whereas new EU member
countries apply area-based taxes” (Blazi¢ et al., 2016, p.41). Unlike EU prac-
tice, research and evaluation of property taxes in Western Balkan countries
and BIH is scarce. Individual country analyses of property taxation or planned
property tax reforms in Central and Eastern European countries and Western
Balkans were most recently re-initiated (For example the case of Croatia and
prior Slovenian experiences in Kuki¢ & Svaljek, 2012; Blazi¢ et al., 2016), but
this is not the case of BIH. Research related to CEE countries and property tax
reforms indexed in the Web of Science database (for period 1945-2018) cites
some twenty papers out of which only seven are from the area of econom-
ics and only four directly relate to only property taxes and CEE countries al-
ready cited in this paper. However, none of these include any research related
to property taxes in BIH. Hence this paper analyses the status and property
tax reforms undertaken in BIH in the past fifteen years. Papers from Fox and
Wallich (1997), Zorn et al. (2000), Jokay (2001) or Werner et al. (2006) dealt
with the status of property tax reforms in BIH in the late 1990s together with
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other fiscal or tax reforms. Most of the papers analysed property taxes in BIH
together with other sources of revenues in the fiscal federalism model ap-
plied in BIH except Zorn et al. (2000) who elaborated why BIH should apply
area-based property taxes. However, since 2000, very little research has been
done in the area of property taxes in BIH except a most recent research from
Tadi¢ (2016) who focuses on property tax reform conducted in RS entity and
the economic effects of such reforms. So, we wish to fill in the literature gap
and hence provide a brief legal and fiscal analysis of all property tax reforms
in both BIH entities in the past fifteen years.

3 Methods and Legal Framework of Taxing Property in BIH

Theory (Jelci¢ & Jelci¢, 1998) and practice (ESA, 2010; IMF-GFS, 2014) identi-
fies several types of property taxes. They are usually classified in accordance
to OECD, EC or IMF classification (OECD, 2017; ESA, 2010; IMF-GFS, 2014) so
taxation of property in all classifications includes taxation of immovable prop-
erty, taxation of net wealth, estate, inheritance and gifts taxes and, most re-
cently, taxes on financial and capital transactions (Raicevi¢, 2008).

The primary purpose of this paper is to fill in the literature gap related to
taxation of property for BIH as a Western Balkan country. In that sense, three
research questions will be asked:

1. What types of taxation of property are applied in BIH (both entities) and
to what extent are they in line with classification of property taxation in
international practice?

2. Is there a difference in types and means of taxation of property in two BIH
entities? Is the possible difference reflected in the size of revenues from
property taxes to total taxes in two BIH entities?

3. Are property taxes a significant source of revenues and especially for LGUs
in FBIH? Do LGUs in FBIH have a potential of creating a greater fiscal space
for property taxes?

In order to answer the three research questions, we have to define the scope
of taxes on property under international methodology. The international fi-
nancial institutions (IMF and the OECD) define taxes on property under meth-
odological notes in their publications (IFM-GFS, 2014 and OECD Revenue
statistics, 2017). All definitions have a few peculiarities in the comprehensive-
ness and definition of types of taxes on property. Hence, as an answer to the
first research question, we will compare the classifications of types of prop-
erty taxes under IMF-GFS definition and OECD to BIH practice in both entities.
Such analysis has not been previously done for the case of BIH and has caused
several practical inconsistencies which are still applied in the BIH legislation.
As an answer to the second question, we will use IMF-GFS data for the last fif-
teen years in order to determine the significance and the size of property tax
revenues to total revenues and LGUs total revenues in both BIH entities. In or-
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der to answer the third research question we will focus on FBIH entity where
most revenues for property taxes are collected in BIH. By using definition of
fiscal space and methodology provided in McCluskey and Plimmer (2011), we
wish to evaluate the size of property taxes in LGUs in Sarajevo Canton which
collect most revenues from property taxes in entire FBIH. In the case study of
Sarajevo Canton, we want to examine the possibility for creating a greater fis-
cal space for property taxes especially in the outer-city municipalities in com-
parison to inner-city municipalities since this pattern could then serve as an
example for the entire FBIH.

In terms of limitations of this paper and possible future research, in the discus-
sions and recommendations section, we will briefly analyse current state of
poor and unreliable long term statistics related to property taxation in (F)BIH.
Furthermore, we will provide possible future research activities in the area of
property taxation that have begunin 2018 in FBIH, so first results comparable
to international practice and research could be expected in the coming years.
Hence, this paper is the first of such kind that provides comparable legal and
theoretical analysis of the taxation of property in BIH since 2003 until today.

3.1 International classifications of taxation of property and
BIH case

We have previously stated that international financial organisations such as
the IMF or the OECD provide a clear classification of taxes on property under
methodological notes in two documents: IMF-GFS manual which is used to col-
lect comparable cross-country data on government finances, and the OECD
Revenue statistics for the same purposes comparable for the OECD mem-
bers®. In the IMF-GFS manual (2014, p. 93), taxes on property are defined un-
der group 113 and divided into five categories: (i) recurrent taxes on immova-
ble property; (i) recurrent taxes on net wealth; (iii), estate, inheritance and gift
taxes; (iv) capital levies and (v) other recurrent taxes on property. Each group is
then defined, explained and placed into broader picture of SNA methodology.
Similarly, the OECD (2017) provides a somewhat more detailed classification
of taxes on property which are defined under group 4000, and arranged as
recurrent and non-recurrent taxes on property and divided into six categories:
(i) recurrent taxes on immovable property; (ii) recurrent taxes on net wealth;
(iii) estate, inheritance and gift taxes; (iv) taxes on financial and capital transac-
tions; (v) other non-recurrent taxes on property and (vi) other recurrent taxes
on property. Again, each group is defined and explained. We will follow the
two definitions and provide a comparison to BIH case (both entities).

In BIH, due to its peculiar constitutional organisation, property taxes are un-
der entity’s jurisdiction —RS and FBIH. In RS, property taxes are regulated by
law brought at the level of RS entity and revenues from property taxes usually
belong to LGUs. Since 2003, there have been a few legal changes and amend-

3 Similar classification could also be found in the annual EC publication — Taxation trends
in the EU.
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ments. From 2002 until legal changes in 2008, RS applied both area-based
property tax depending on the type of immovable property and real estate
transfer tax as a type of tax on capital transfers. Tax rate was determined per
m?depending on the type of immovable property whereas real estate trans-
fer tax rate was set at 3 per cent. In 2008, RS brought a new law as a part of
comprehensive property tax reform — tax on immovable property. According
to Anti¢ (2013), the comprehensive property tax reform in RS began in 2012
but some legal changes occurred in 2008 and were implemented in 2009 with
the introduction of synthetic personal income tax. This especially relates to
sources of income coming from property such as income from rent or prop-
erty rights which are classified under comprehensive or broad definition of
income according to Schanz-Haig- Simons (SHS) definition of income (Blazi¢,
2006; OECD, 2006). RS does not apply inheritance and gifts tax.

The application of the new tax on immovable property in RS was legally set
to year of 2010, but it became operational in 2012 as set of other property
related factors were established — such as fiscal register and mass valuation
of immovable property. This law went through a few legal changes from 2012
until 2017. The tax rates were set from minimum 0.05 per cent up to 0.5 per
cent of the estimated market value. Current rate of up to 0.2 per cent of the
estimated market value was set in 2016 with the new law. Rate of up to 0.1 per
cent can only be applied for the production facilities. Since all revenues from
property taxes belong to municipalities and cities in RS, municipal assemblies
are obliged to inform the tax administration of RS of the value of the real es-
tate by zones within the municipality/city as well as the size of the tax rate not
exceeding 0.2 per cent. There are more than 60 LGUs in RS, so tracking the
methodology applied for determining the tax base and tax rates is a time con-
suming and relatively expensive processin RS Tax administration (Tadi¢, 2016).

Unlike RS, in FBIH, property taxes are not regulated at the level of FBIH, but
rather at the intermediate sub national level of government- Cantons. In ten
cantons of Federation there are twenty laws which regulate property taxes —
a law on taxes on property and real estate transfer tax in each of ten cantons.
Taxation of inheritance and gifts is usually included in one of the two laws in
each canton. Similar to the case of RS, in FBIH with the introduction of syn-
thetic personal income tax in 2009, cantonal ‘laws on taxes’ had to be modi-
fied as some sources of property income, such as income from rent or prop-
erty rights were included in the personal income tax base. Both legal changes
and inclusion of specific sources of property income to personal income tax
are in line with both IMF-GFS and OECD methodology classified under Taxes
on payroll and workforce (OECD, 2017; IMF, 2014). In the period 2003-2017,
a few legal changes and amendments occurred in ten FBIH cantons, but were
generally insignificant modifications to a property taxation model established
in late 1990s.

In terms of comparison of BIH legislation in two entities to international prac-
tice, table 1 provides a comparable summary.
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Table 1: Comparison between international classifications of taxes on
property and BIH classification, 2018

Taxes on property RS FBIH
Recurrent taxes on immovable property (IMF+OECD) + =
Recurrent taxes on net wealth (IMF+OECD) - -
Estate, inheritance and gift taxes (IMF+OECD) -+ (some cantons)
Capital levies (IMF) - -

Other recurrent taxes on property (IMF) - -

1
+

Taxes on financial and capital transactions* (OECD)
Other non-recurrent taxes on property (OECD) - -
Other recurrent taxes on property (OECD) - -

* IMF-GFS (2014) classifies these taxes under Taxes on goods and services, namely, under
sub-group of value-added taxes (11414) but the name of the category is the same in OECD

and IMF classification (Taxes on financial and capital transactions).

Source: IMF, 2014 & OECD, 2017, own interpretation.

From table 1, we can determine that very few types of taxes on property clas-
sified under international classifications exist in BIH under BIH entity’s classifi-
cation of property taxes. However, when we try to interpret the information
provided in table 1 and compare it to BIH case (both entities), we have to be
very careful especially due to myriad of property related tax laws in BIH. For
the RS case, most recent property tax reform and the introduction of taxes on
immovable property in RS moved property taxation into right direction due to
base broadening and very low property tax rates. RS abolished several types
of property taxes (real estate transfer tax, inheritance and gift taxes). How-
ever, some types of property, such as movable property (for example motor
vehicles) are not included in this classification of property taxes. In RS, motor
vehicles are taxed by different law that regulates, inter alia, the use of mo-
tor vehicles and the tax is paid depending on the engine volume. Under such
explanation, this type of tax would mostly suit IMF classification of ‘motor
vehicle taxes’ classified under Taxes on Use of Goods and on Permission to
Use Goods or Perform Activities (11451, or 5200 under OECD classification).

From table 1 we could determine that FBIH is lagging behind in the BIH prop-
erty tax reforms as the situation in FBIH property taxes is very complex since
it includes twenty cantonal laws with several types of property tax. As noted
before, in FBIH since 2003, all cantons define two tax property related laws:
tax on property including both movable and immovable property and real es-
tate transfer tax which includes transfer of immovable property but in some
cantons it also defines segments of inheritance and gift taxes. Tax on prop-
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erty includes both movable (for example cars) and immovable property (for
example houses or flats for recreation) but excludes financial property. Since
2003 until 2017, very few legal changes occurred in this area. Table 2 tries to
summarise the main inter-canton comparable categories of immovable and
movable property defined under ten cantonal laws. The categories under
both movable and immovable property in most cantons are charged for the
ownership of property rather than use of property and would be classified un-
der taxes on property rather than taxes on use of goods and on permission to
use goods or perform activities, according to IMF (2014, p. 98). Still, we need
to be careful as in all FBIH cantons, this type of property tax is area-based
for immovable property and determined per m?, whereas movable property-
motor vehicles are determined per engine volume for motor vehicles and not
by the value of assets or as percentage of the assessed property value which
is defined under IMF (2014). Hence, there is a difference in definition and clas-
sification of taxes on movable property (here motor vehicles) in RS and FBIH
since in RS motor vehicles are taxed based upon the use of motor vehicles
and in FBIH based upon the ownership of motor vehicles. Obvious inter-entity
differences in types of taxes on immovable property are already explained.

As shown in table 2, FBIH also applies real estate transfer tax which under
OECD would be classified under Taxes on financial and capital transactions
(4400). Difference between OECD and IMF classification under this category
exists and is provided in table 1. Some cantons in FBIH under real estate trans-
fer tax also define the status of inheritance and gift taxes which under inter-
national practice should be classified separately. Overview of cantonal real
estate transfer taxes is provided in table 2. Prior to 2009, real estate transfer
tax rates differed from 5 per cent up to 84 per cent but since then they were
mostly harmonised at the level of up to 5 per cent. Hence, most cantons set
the tax rate at exactly 5 per cent, but some set the tax rate of up to 5 per cent
(For example Herzegovina-Neretva Canton) giving LGUs and local assemblies
an option to determine their own tax rates. Cantonal laws also define the rev-
enue sharing mechanism. Both types of property taxes are mostly shared be-
tween cantons and LGUs. Current situation regarding characteristics of both
types of taxes and revenue sharing mechanism for each canton is summa-
rised in table 2. Results in table 2 might indicate unequal treatment between
LGUs in terms of revenue sharing between cantons in FBIH. This affects local
revenues on one side and on the other, the provision of local public goods,
for example communal services, which are traditionally provided at the local
level. FBIH or RS do not apply any additional types of user charges related to
ownership of the real estate.

Based upon our prior analysis, we can determine that there are significant in-
ter-entity differences in the classification of taxes on property in BIH and little
comparability with international practice. The provided examples of taxation

4 Zenica-Doboj Canton applied a rate of 8 per cent until 2009.
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of types of movable property (i.e. motor vehicles) is different in two entities
and notin accordance with the classification under taxes on property.

Table 2: Property taxes in FBIH, 2018

(=)} ) > O 1 (=)]
£5 S TEY. B 0 xE g
=5 | £ amg> i 8 m g
S P~ > 9 oL » C - o
o oS8 € > = VN = - l.E w gV c
St S5z Sk B R
>0 o alSs c22- c3 me29
P Co o o% 0 CU u ® o oo S 9
Canton s=-a LSE x o> s = x5 YE
a o Q g E o X @
o ‘: = cg.E = - = & =
an s ™ o= ]
o B¢ °
% 5 i C L o C L
o a (-2
Una-Sana Canton 2 10-70 0 100 upto5% 0 100
Posavina Canton 1 25-100 50 50 5% 50 50
Tuzla Canton 1 20-300 0 100 5% 0 100
(Z:‘;g't%ar;DObOJ 1 10100 0 100 5% 0 100
Ereslan-red i 2 100200 50 50 5% 50 50
Canton Gorazde
cienlere e 1 30300 20 80 5% 5 95
Canton
Hercegovina- . o
Neretva Canton 1,5 10-250 50 50 up to 5% 0 100
iisEEnlESe R 2 20100 0 100 5% 50 50
Canton
Sarajevo Canton 3 50-250 60 40 5% 0 100
Canton 10 2 10-250 75 25 5% 30 70

2 an example of immovable property.

b an example of movable property. Limits within each canton are different and they depend
on the engine volume (m?3) and the age of motor vehicle.

<C—-canton, and L — municipality or city (local community).

Source: own interpretation based upon Todorovi¢, 2017.

4 Comparative Analysis of Taxation of Property in BIH

Regarding taxation of property in BIH, we also wish to determine the size and
significance of taxes on property in both entities and to evaluate whether
there is a possibility of taking advantage of greater fiscal space in property
taxation. Hence, we firstly evaluate the size and share of property tax rev-
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enues to total revenues and to total local revenues in RS. Bearing in mind
aforementioned legal changes, table 3 shows the share of the property tax
revenues to total and local revenues in RS for 2005-2017. We use standard
OECD/EC measure of the share of property tax revenues to total revenues
and total local revenues over 2005-2017 period.

Table 3: The share of property tax revenues to total and local revenues in RS,
2005%2017, in per cent

2005
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015
2016
2017

Share of property
tax revenues to
total revenues

in RS

Share of property
tax revenues to
total local reve-
nuesin RS

83 41 4.0 50 36 38 34 28 46 43 40 39 41

Source: Central bank of BIH, 2018, own calculation.

For the overall period 2005-2017, we can generally determine a downward
trend in revenues from property taxes in RS. However, if the intention of leg-
islator was to conduct a revenue-neutral reform with the implementation of
taxes on immovable property as of 2012, then this trend (after 2012) could
be assessed as positive. This could also be confirmed in the share of property
tax revenues to total local revenues since 2012. Furthermore, it is reasonable
to assume that now revenues from property taxes are more easily predict-
able and stable which are two (out of three) major advantages of property
taxes (McCluskey and Plimmer, 2011). Third possible advantage related to
increased simplicity in RS was not fully met by now and is explained in Tadi¢
(2016). However, with the introduction of taxes on immovable property in RS,
RS broadened the tax base and on several occasions since 2012 lowered the
tax rates which could bring multiple positive effects to property markets in RS
and hence creation of greater fiscal space. McCluskey and Plimmer (2011) also
argue that this could lead to a possible increase in market value of property in
RS and expansion of property market in RS. Until today, publicly available data
for a more comprehensive empirical research of such effects is scarce but is
expected in the future research.

From table 3 we can also determine that revenues from property taxes to
total revenuesin RS in the pre-crisis period of 2005-2008 were unstable. How-
ever, they can be explained by prior legal changes that occurred in RS until
2008. Since 2009 until 2016, revenues from property taxes have been increas-
ing except 2012 when recurrent tax on immovable property became opera-

5 Official data is not available for years 2003-2004 and 2016 is the latest available data.
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tional and when real estate transfer tax was abolished. Overall, the share of
revenues from property taxes to total revenues is very low and amounts to on
average (2005-2017) to 0.7° per cent. In the total local revenues, the share is
somewhat different. The volatile trend in the share of property tax revenues
to total local revenues in RS could be explained by other tax revenues taking
predominance in the revenue structure. This relates to the introduction of
VAT in 2006 in BIH which increased overall tax revenues, hence the share of
property tax revenues was lower in comparison to 2005. Again, the abolish-
ment of real estate transfer tax in 2012 caused a significant fall in the share
of revenues from property taxes to total local revenues.

During this period, the position of LGUs in RS in terms of revenues from
property taxes differed. With the application of new recurrent tax on im-
movable property, LGUs were given greater responsibilities and autonomy as
they could set the tax rates on their own not exceeding the upper legal limit.
With the increase in local autonomy, aspects of fiscal decentralisation in RS
increased and might be considered as positive. However, relatively inexperi-
enced LGUs which did not perform any in-depth analysis of possible effects of
newly gained responsibilities have, in turn, created a property tax jungle with
a spectrum of tax rates brought and adopted by local assemblies. Tadi¢ (2016,
p. 145-146) argues that local tax collectors entered the process “unprepared
and understaffed” especially since there was a lack of coordination from RS
level to the local level. Additionally, the estimated value of immovable prop-
erty differed substantially between LGUs and citizens filed many complaints
which postponed the tax collection process and caused a fall in tax revenues.
Tadi¢ (2016) fFurther argues that LGUs had set the tax rates inadequately as
some developed LGUs and undeveloped LGUs had the same tax rates. So,
even though fiscal decentralisation improved with the transfer of authority
to LGUs, fiscal equalisation between developed and undeveloped LGUs was
considered as unsuccessful in practice.

Since FBIH still applies two types of property taxes, we would expect reve-
nues from property taxes to have a higher share in total revenues. This can
be confirmed from data given in table 4 for the entire observed period 2003-
2017.In the pre-crisis period there is an instability in the share of property tax
revenues to total revenues. Similar can be determined after 2008. However, if
we look at the revenues from property taxes in both FBIH and RS in absolute
terms they have been mostly increasing in the pre-crisis period, were volatile
inthe 2008-2012 period and more or less stable after 2013. The share of prop-
erty tax revenues to total revenues in FBIH (2003-2017) is somewhat higher
than in RS and on average amounts to 1.2 per cent. The share of property
tax revenues to total local revenues in FBIH is higher than in RS. The reason
for high share in the pre-2006 period in FBIH is the same as in RS case — with
the introduction of VAT in 2006, indirect tax revenues took predominance

6 This percentage is even lower in comparison to GDP which undermines the creation of
greater fiscal space under property taxes in RS even in comparison to CEE countries.
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in the revenue structure at local level. However, the share of property tax
revenues to total local revenues in FBIH amounts to 9.7 per cent on average
(2008-2017) which is more than two times higher than the same ratio in RS
(average is 4 per cent, 2008-2017). Hence, we can confirm that property tax
revenues to total or local revenues are higher in FBIH than in RS and are the
result of more types of property tax applied in FBIH. However, unlike FBIH
which has done very little in the property tax reforms unlike RS, it is reason-
able to expect that property tax revenues should increase in future in RS es-
pecially since they now they are more predictable and stable. In that sense,
property tax reforms in cantons in FBIH should be set as a priority tax policy.

Table 4: The share of property tax revenues to total and local revenues in FBIH,
2003-2017, in per cent

el alalslgdlalglislglg e 2]e
R & & R /R R & /R R R |/ & /& & R§
Share of
property tax
revenues to 1.5 1.2 14 12 14 14 12 10 10 10 11 11 11 13 1.1
total reve-
nues in FBIH
Share of
property
taxesto total 152 11.0 123 99 107 104 101 83 88 92 105 91 95 113 99
local reve-
nues in FBIH

Source: Central bank of BIH, 2018, own calculation.

4.1 Taxation of property in FBIH with a special Focus of
Sarajevo Canton

The relatively high share of property tax revenues to total or local revenues
in FBIH needs to be further analysed. Hence, this section provides answers
to two questions: what is the most significant type of property tax that en-
sures high property tax revenues in FBIH and where is that type of property
tax mostly collected? Evidence in figure 1 indicates that in whole of FBIH, the
highest revenue collection from property taxes — both property and real es-
tate transfer tax is collected in Sarajevo Canton. Over the past six years in
absolute and in relative terms, Sarajevo Canton has collected the highest rev-
enues from property taxes compared to all other cantons and it has recorded
a growth in revenues from property taxes in each year in the observed period.
Furthermore, it has collected twice as more revenues from property taxes (in
absolute terms, 2012-2017) than all LGUs in RS. This is an expected result and
was highlighted in the works of Zorn et al. (2000).
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Figure 1: Revenues from property taxes in ten cantons in the period 2012-2017

50.000.000

40.000.000

30.000.000

20.000.000

10.000.000

|

Una Sana
Canton

W 2012 | 5.307.799
2013 | 5.341.893
2014 | 5.763.348
W 2015 | 5.969.739
#2016 | 6.356.093
%2017 | 7.182.237

N
N
M

Posavina Tuzla
Canton Canton

Zenica-
Doboj
Canton

438.950 8.696.033 | 6.053.457
533.625 10.704.711 | 5.617.912
464.435 9.538.488 | 7.494.759
523.691 11.147.440 | 8.560.870
562.176 11.015.797 | 9.597.086
743.112 11.830.062 | 8.600.232

S— I

Bosnian
Podrinje
Canton

338.474
486.900
493.832
554.284
552.770
799.726

Central
Bosnia
Canton

4.895.069
5.153.663
5.362.336
6.342.449
7.399.294
6.787.218

-Neretva
Canton

6.369.249
6.454.471
7.542.781
8.342.912
9.654.244
9.090.110

Source: Federal Ministry of Finance, 2017.

N I li\ Rl

Herzegovina

West
Herzegovina
Canton

2.526.470
2.532.933
1.765.652
2.418.528
2.150.333
2.448.139

N

:'I§
iy

N
N

————

Canton

. Canton 10
Sarajevo

32.334.326 991.746
35.158.527 988.023
35.752.417 | 1.008.029
40.371.248 879.979
48.247.409 | 1.217.886
49.665.550 | 1.271.141

The share of revenues from property taxes to total revenues in ten FBIH can-
tons varied in the observed period. In fact, in nine cantons (excluding Sarajevo
Canton) in 2017, the share of revenues from property taxes to total revenues
was between 1.4 per cent in Canton 10 and Posavina Canton to 3 per cent in
Herzegovina-Neretva Canton. Table 5 provides a summary of the share of rev-
enues from property taxes to total revenues, 2012-2017. In most cantons, rev-
enues were stable or had an increasing trend especially in the last three years.

Table 5: Share of revenues from property taxes to total revenues in ten

cantons in FBIH, 2012-2017

Canton/Year 2012
Una Sana Canton 2.3
Posavina Canton 1.1
Tuzla Canton 2.0
Zenica-Doboj Canton 1.8
Bosnian Podrinje Canton 0.8
Central Bosnia Canton 2.4
Herzegovina-Neretva
Canton 0
West Herzegovina Canton 2.9
Canton Sarajevo 4.4
Canton 10 1.3
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2013

2.4
1.6
2.7
1.7
1.3
2.5

2.6

2.9
4.9
1.3

2014

2.4
1.0
2.2
2.1
1.0
2.5

2.8

1.9
4.7
1.2

2015

2.4
1.1
2.4
2.2
1.2
2.8

2.8

2.5
4.9
1.0

2016 2017
2.4 2.7
1.0 1.4
2.4 2.4
2.5 2.1
1.3 1.9
3.0 2.6
33 3.0
2.0 2.1
5.7 53
1.3 1.4

Source: Federal Ministry of Finance, 2017, own calculation.
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In comparison to other cantons in FBIH which mostly include several smaller
cities, Sarajevo Canton has a special position of a canton-city. In comparison
to pre-war territory and number of municipalities forming a City of Sarajevo,
both have decreased under new BIH constitution. Currently, Sarajevo Can-
ton includes nine municipalities. Four inner city municipalities form a City of
Sarajevo’. Most population in Sarajevo Canton live in City of Sarajevo which,
in comparison to pre-war expenditure assignments has now transferred its
responsibilities to cantonal level. This causes several issues especially in the
provision of communal services due to the fact that most of pre-war com-
munal infrastructure changed very little. In addition, Sarajevo Canton unlike
most other cantons in FBIH has not yet adopted Law on Local Self-Govern-
ment which further complicates the expenditure assignment as well as rev-
enue allocation and hence the sharing mechanism between Sarajevo canton
and LGUs (table 2).

In terms of revenue sharing mechanism, Sarajevo Canton is in a unique posi-
tion as a city-canton since most revenues belong to Sarajevo Canton. This is
not only the case with property tax revenues (table 2), but also with other
revenues (for example, personal income tax revenues). As an answer to the
question —what is the most significant type of property tax that ensures high
property tax revenues in FBIH, the answer is that most revenues from prop-
erty taxes come from real estate transfer tax which, on average (2014-2016)
amounted to over 72 per cent of all revenues from property taxes (Sarajevo
Canton Ministry of Finance, 2017, own calculation). Due to lack of officially
available data, it is reasonable to assume that the highest share of property
tax revenues in all ten cantons in FBIH also comes from real estate transfer
tax revenues. The allocation of revenues from real estate transfer tax is differ-
entininner and outer city LGUs in Sarajevo Canton. Inner city LGUs share rev-
enues with City of Sarajevo so that 30 per cent of revenues from real estate
transfer tax belongs to City of Sarajevo and the remaining 70 per cent to inner
city LGU. All revenues from real estate transfer tax in the outer-city munici-
palities fully belong to local communities in which they were collected (table
2).DiBellaetal. (2017, p.15) argue that ,the large cross-regional dispersion of
per capita own revenues may have contributed to economic and population
concentration, which creates negative spillovers for regions with population
outflows". However, Sarajevo Canton through the allocation of real estate
transfer tax attempts to support the development of outer—city municipali-
ties and the share of property taxes to total revenues of these municipalities
is higher than in inner-city municipalities.

7 Four inner city municipalities are: Centar, Stari Grad, Novi Grad and Novo Sarajevo. Five
outer-city municipalities are: Vogoséa, Ilijas, Ilidza, Trnovo and Hadzidi.
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Municipality

Centar

Star Grad

Novi Grad
Novo Sarajevo
1-4 Inner-city m.
Vogoscéa

Ilidza

Hadzidi

Ilijas

Trnovo

5-9 Outer -city m.

Table 6: Share of property tax revenues to total LGUs revenues in Sarajevo Cantonin 2017

Total current
revenues

29.850.000
16.625.030
37.011.300
17.147.346
100.633.676
11.555.262
24.000.000
11.980.800
12.922.000
13.607.886
74.065.948,91

Tax revenues

2
10.400.000
5.511.500
19.180.000
9.673.100
44.764.600
4.703.823
12.656.594
5.662.200
5.436.500
1.412.450
29.871.567

Property
taxes

3 (4+5)
5.250.000
2.195.000
8.100.000
3.710.000
19.255.000
1.568.200
5.910.000
2.418.405
1.432.000

500.000
11.828.605

Property tax

4
1.600.000
500.000
1.600.000
1.160.000
4.860.000
240.000
1.100.000
273.000
200.000
95.000
1.908.000

Real estate
transfer tax

5
3.650.000
1.695.000
6.500.000
2.550.000

14.395.000
1.328.200
4.810.000
2.145.405
1.232.000

405.000
9.920.605

% share of
property
taxes in total
municipal
revenues

6 (3/1)
17.59
13.20
21.89
21.64
19.13
13.57
24.63
11,08
3,67

20.19
15.97

Source: Sarajevo Canton Ministry of Finance, 2017, own calculation.

% share of
property
taxes in tax
revenues of
municipalities

7(3/2)
50.48
39.83
42.23
38.35
43.01
33.34
46.7
42.71
26.34
35.4

39.6

% share of
real estate
transfer tax
in property
taxes
8 (5/3)
69.52
77.22
80.25
68.73
74.76
84.7
81.39
88.71
86.03
81

83.87
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The higher share of revenues from real estate transfer tax to total local rev-
enues confirms that property tax revenues should be allocated at local level
since they are more easily predictable and stable source of revenues (McClus-
key and Plimmer, 2011). Furthermore, this corresponds to ideas presented in
the first and second theory of fiscal federalism (Oates, 1999; Weingast, 2005).
Although inner—city municipalities have been collecting more revenues from
real estate transfer taxes than outer—city municipalities in absolute terms, in
relative terms, the percentage share of the real estate transfer tax in total lo-
cal revenues from property taxes is higher in outer—city municipalities.

There are a few reasons that might explain this issue. The first one relates to
revenue sharing mechanism from real estate transfer tax so that outer-city
municipalities collect all revenues whereas inner-city municipalities are enti-
tled to 70 per cent of collected revenues. Secondly, Sarajevo Canton does not
tax land through tax on property which causes lower revenues from property
taxes in outer-city municipalities in comparison to inner-city municipalities.
Total area of Sarajevo Canton is 1.276.9 km2. The share of territory of four
inner city municipalities amounts to only 11.1 per cent and the rest (88.9 per
cent) belongs to five outer-city municipalities. Hence, five-outer city munici-
palities have a significant potential in terms of creation of greater fiscal space
for property taxation in the future. Finally, our results show that in 2014-
2016 period there have been significant land-related real estate transfers
and therefore paid taxes in outer-city municipalities. In fact, two year (2014-
2016) average of all real-estate transfers in outer-city municipalities related
to land transfers amounted to 62.5 per cent in comparison to 37.5 per cent
in inner-city municipalities (Sarajevo Canton Tax Administration, 2016, own
calculation). However, due to lack of official data on ownership, market value
or the size of traded property (in m?) further empirical analysis is limited. It is
reasonable to assume that the value of taxed land in inner-city municipalities
in comparison to outer-city municipalities is much higher which again is shown
through the size of collected revenues (table 6).

5 Recommendations and Conclusion

Due to a complex constitutional organisation of BIH of a two entity state, the
taxation of property in two BIH entities is organised differently. Additional
reasons for inter-entity disparities also exist such as different constitutional
organisation of entities itself and more importantly, different approaches to
taxing property. We have determined that BIH currently applies three types
of property taxes and that BIH classification of types of property differs to
international classifications of IMF or OECD. In entity RS, property is taxed
through recurrent tax on immovable property whereas in FBIH, property
taxes are under cantonal jurisdiction and include taxes on property and real
estate transfer taxes which in some cantons also include inheritance and gift
taxes. Legal differences in two entities show their effects on the size of col-
lected revenues from property taxes whereas in FBIH the share of revenues

Central European Public Administration Review, Vol. 16, No. 2/2018 173



Lejla Lazovic¢-Pita, Amina Mocevi¢

from property taxes to total revenues is higher than in RS. More importantly,
the revenues from property taxes to total local revenues are higher in FBIH
than in RS even though they are not the main source of local revenues in ei-
ther entity (indirect tax revenues take the highest share). The analysis showed
that the highest share of revenues from property taxes in FBIH is collected in
Sarajevo Canton. Hence, we have analysed the position of Sarajevo Canton in
more detail. More than seventy percent of property tax revenues are gener-
ated from real estate transfer tax revenues in both inner and outer-city mu-
nicipalities. Due to lack of official data, similar situation could be assumed in
other nine cantons in terms of the share of real estate transfer tax revenues
to total property tax revenues. In addition, the importance of revenues from
property taxes in inner and outer-city municipalities in Sarajevo Canton are
different. Revenues from property taxes to total local revenues are more sig-
nificant in the outer-city municipalities.

Due to its significance to local revenues, in terms of set of recommendations
and suggestions, any future property related tax reforms should be carefully
tailored in BIH and especially in FBIH.

In BIH, types of taxes on property should firstly be classified in accordance with
international classifications. This especially relates to classification of taxation
of movable property in both BIH entities. Our analysis showed that property
tax reforms in RS are more advanced than in FBIH which faces several prob-
lems. Even though most property tax revenues are collected in FBIH, with an
adequate property tax reform in FBIH, all advantages of property taxes re-
lated to simplicity, predictability and stability of revenues could be fulfilled.
Similar is expected in RS in the coming years. Additionally, adequate property
tax reform is very important to economic growth. Most recent research from
Grdini¢ et al. (2017) proved that property taxes out of all direct taxes have the
least detrimental impact to economic growth in CEE countries. Secondly, all
ten FBIH cantons need legislative changes and abolishment of current ‘taxes
on property’ and real estate transfer taxes in the future. FBIH property tax
reforms should focus on introducing recurrent taxes on immovable property
similar to RS case. However, this reform needs to be carefully planned bearing
in mind lessons learned from CEE practice (Grover et al, 2017; Puleri &Kripa,
2017). Thirdly, some activities as a precondition to property tax reforms have
already begun in late 2016. Similar to Slovenian case in the late 1990s, the
World Bank has initiated an international project for modernizing the records
of real estate transactions as of fiscal year 2017. All current transactions from
real estate transfer tax in FBIH are being recorded with all necessary data
(ownership, market value, contract value, the size of traded property) which
could in turn speed up the process of the development of a model for mass
valuation of property. Additionally, the World Bank also initiated a project of
harmonisation of Land registries in FBIH which could in turn result in a reli-
able land register and can lead to the establishment of fiscal cadastre. Hence,
Grover et al. (2017) have already provided the results of a similar World Bank
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activities conducted in eight ECA countries which face similar property re-
lated issues (in comparison to Dutch case). Thirdly, long-term property tax
reform in FBIH should include property-tax base broadening for categories
that are currently left untaxed such as land. This way, LGUs could take advan-
tage of greater fiscal space created under property taxes. Fourthly, in terms
of lessons learned from RS experience, in order to successfully implement
property tax reform in FBIH, FBIH should improve institutional cooperation
and communication (for example, improved cooperation between Cantonal
Ministries of Finance and Cantonal Tax administrations or Cantonal Ministries
of Finance with Federal Ministry of Finance/Federal Administration for Geo-
detic and Real Property Affairs). Better coordination should also be expanded
to cooperation between cantonal ministries of finance and cantonal tax ad-
ministration on one side and Land Registries and Municipal Cadastres on the
other. Finally, during this process, a set of other legal changes should follow
property tax reform in FBIH giving more fiscal autonomy to LGUs which is
in line with first and second generation of fiscal federalism. We have deter-
mined that revenues from property taxes are becoming more predictable,
stable and important source of revenues for LGUs in RS and in FBIH, so the
possible switch from current two types of property taxes in FBIH to one more
comprehensive recurrent tax on immovable property could be more easily
achieved bringing aspects of tax simplification into FBIH property tax system.

Bearing in mind the limitations of this paper primarily related to lack of of-
ficial long term data, once the official data from current property-related ac-
tivities in both RS and FBIH becomes publicly available, we expect to expand
our analysis to more quantitative and empirical measures of the impact that
property taxes and property tax reforms have had on economic growth, eval-
uation of implementation of property tax reforms in FBIH and the impact of
property tax reforms on LGUs and the level of fiscal decentralisation in BIH.
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