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But taxation reflects the level of public goods and services offered, and the gains from investments in fixed 
amenities, public goods and services are capitalized in the values of real estate. 

2. Literature review 

Many are reasoning speculation to investment (investing in real estate in a rising market, it is a strategy for 
financial safety). Colwell (1999) assigns speculation to a purchase of land or property that is not planned to be 
used but to be vacant because of an expectancy of a profitable development opportunity in the future. 
Speculation also looms in thin or illiquid markets where prices are unobservable (also as a consequence of real 
estate heterogeneity) and there is a lack of prices information because of the costs of knowing them moreover 
when prices are volatile. (Zhenguo and Vandell 2001) 

An efficient market made reference to information in setting prices and asserts that future price movements 
cannot be predicted based only on all historic price movements or all public financial information, but also on 
material, nonpublic information. 

A lot of economic studies observed a “random walk” in real asset price formation and changes and this is a 
deterrent means for speculation. But people do not see a “random walk” in asset prices and ground their 
decisions on “backward looking” or extrapolations of past price changes. When the tax variation is 
unforeseeable, it is said to follow a random walk. 

According to Fernández-Kranz and Hon (2006) a real estate bubble shows an abnormally large trough-to-
peak price increase, in other words a large lag (it also could be a negative housing bubble where the properties 
prices are below the fundamental price) between the asset price (composed of a fundamental price and a bubble 
price - Blanchard and Fisher, 1989) and its fundamental value computed as the net present value of the 
expected (cash-flows from the asset) streams of future rental incomes (or housing services) as a result of an 
over-expectation of future housing price appreciation.  If there is a correlation among the supply and demand 
variables and the market price, we could not say that it is a bubble.  

Many models of speculative bubbles are based on adaptive expectations, or extrapolations of recent trends. 
Also, Malpezzi and Wachter (2004) defined speculation as backward looking expectations or adaptive 
expectations. Much of the people assesses their outcomes on adaptive expectations or moreover has myopic 
expectations. Those that are “optimists” and show a  “disaster myopia” in their pricing behavior due to an 
absence of  downturns in their investing experience,  could not imagine the presumption of a future negative 
event and on the long-term price will raise pursuant to a strengthen of a  demand in markets that face  limited 
supply. In efficient markets, such pricing behavior is countered by informed investors who profit by selling the 
asset short until the price falls to the fundamental price.  

It is known that property taxes can control house prices and this statement is reinforced by Bai (2005 in Wei, 
2008) that views property taxes as a measure to repress the speculation in real estate market, when these are 
designed to entail a fall in house prices. So, the homeownership cost of a home will increase due to increased 
property taxes and thus the demand for speculative investments will decrease leading to equilibrium between 
supply and demand and a contraction of houses’ prices.  

XuChangSheng concluded that property taxes have little effect on reducing the level of house prices, but 
Lutz (2008) considers that the elasticity of property tax revenue with respect to home prices equals 0.4. 

3. Research methodology 

Our research mainly focuses on portraying the image of revenues from taxes on real estate alongside the 
boom and burst period of the real estate prices. We used for our investigations descriptive research: statistical 
data and published studies; so our primary data set is collected from the monthly statistical bulletins and prices 
statistical bulletins published by the National Institute of Statistics.  

For the second objective of our study, a more detailed analysis of the current situation regarding the 
dissimilarity between the taxable values and the market values of the properties, we were collected precise 
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information on the location of property and its real market value, the taxable value being calculated according 
to the current provisions of the tax code. Market values were based on average prices estate evaluations 
available for 2012 and were taken from the "Guide for real estate values in Bucharest" for 2012. In accordance 
with available market values for 2012 and in order to ensure a consistent data, the taxable values were figured 
according to the Annex to the Government Decision no. 956/2009 without taking into account the taxable 
values per square meter of built area held in buildings by individuals, set and valid for 2013. 

The sample is representative for Bucharest (we gathered data for all the 6 districts) for the four tax areas 
established by local councils (A-D) and the following types of individual properties: one-room apartments, 2 
rooms, 3 rooms, 4 rooms and 5 rooms apartments with the next degrees of comfort: increased comfort, comfort 
I,  comfort II and comfort III, apartments located  in buildings constructed in the following periods: 2008-
present, 1998-2007, 1978-1997, 1967-1977 and before 1967. 

The collected data was afterwards processed using content analysis and the discussions and conclusions are 
presented in the following sections.  

4. Property tax 

The property tax receipts are the main source of income for local budget. The property tax is a proxy for the 
value of real estate while the real estate transfer tax is a proxy for the volume of real estate transactions. The 
real estate transfer tax, sometimes referred to as a deed recordation tax or a realty conveyance tax is collected 
when real estate changes hands and is typically based on the value of the real property which was being 
transferred (Behrens and Gravelle 2004). The tax rate is progressive and also depends on the property holding 
period.  

4.1. Tax on buildings 

For natural persons, the taxable value of the building is determined by applying the taxable values provided 
by the law, per square meter. Lump sum per square meter is in accordance with the provisions of Article 251 of 
Law no.571/2003 regarding the Fiscal Code. Then, the taxable basis of the building is adjusted in compliance 
with the rank of the municipality and the location (zone) inside municipality. 

The tax rate which is applied to the taxable basis of the building computed with the corrective coefficients is 
0,1%. In the past, the tax rate was differentiated by the type of area where the building was located, thus 0,2% 
of the taxable value of the building for urban areas and 0,1% of the taxable value of the building for rural areas. 

In respect to the tax base for buildings, this was broadened since 2002 almost annually by a gradual rise, in 
the range of 5-10%, in the lump sum per square meter until 2006; then, in 2009, it was hiked by almost 20 % 
and in 2013 again by 16% compared to the 2009 value. Since 2002 the tax base applied per square meter 
surged by 75% on average, from 540 ron/sqm to 935 ron/sq.m, for a reinforced building with concrete frames 
or exterior walls made of burnt brick or any other materials resulting from a heat treatment and/or a chemical 
treatment. 

Not only the tax base per square meter has trended upper but also the corrective coefficients for the rank of 
the municipality and location (zone) inside municipality, which in 2009 have doubled for the rank of the 
municipality identified by the figures: 0, I, II, III and the zones with the characters: A,B,C and D. Only the IV 
and the V rank of the municipality have remained steady during the analyzed period in order to reflect more 
clearly the gap between isolated, poor localities and the others. The discrimination between the tax rate for 
buildings situated in the rural areas against those situated in the urban areas has been expelled, nowadays being 
enforced a single rate of 0,1% of the taxable basis for natural persons. Also the tax rate for natural persons that 
have in their possession more than one house has burst in 2009 and edged up to an increase of 65% for the first 
building other than the address of the domicile; of 150% for the second building other than the address of the 
domicile; and of 300% for the third building other than the address of the domicile; from a range within 15% 
and 100% for the fourth building other than the address of the domicile. 
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Large dwellings that exceeds 150sqm benefit for an increased taxable value by 5% for every 50 square 
meters or fraction of them, the standard taxable value being capped at a dwelling’s area of 150sqm. 

Natural persons are provided with exemption for social reasons and with abatements that were also 
increased by 5 points:  a diminished taxable value by 20% for buildings older than 50 years or 10% for 
buildings older than 30 years, at the date of the 1st of January of the reference fiscal year. The previous values 
were settled at values of 15% respectively 5%. Moreover, the corrective coefficient is reduced by 0,10 if the 
apartment is located in a building with more than 3 levels and 8 suites. 

For legal persons the taxable value of the building is the book value of the building, as registered in the 
accounting books whereupon since is applied a tax rate between 0.25% and 1.5% of the book value beside a 
Local Council established tax rate in a range between 0,5% to 1%. 

So, the tax rate on buildings held by legal persons decreased by 0,5 points from a maximum of 1,5% to 1% 
of the book value of the building. But to cool off the behavior of a gain by non reevaluating buildings in the 
upside momentum of real estate market and maintaining the same old value of buildings in the accounting 
books, so a narrow tax base, the decision-makers decided to heighten in a great extent the tax rate for buildings 
that haven't been revaluated during the last 3 years or 5 years prior to the reference fiscal year. Thus, in case of 
buildings which have not been revaluated during the last 3 years, the tax rate is between 10% and 20%; and for 
a revaluation older than 5 years, the rate is between 30% and 40%. Before this modification, the tax rate range 
from 5% to 10% of the book value and only for buildings that have not been revaluated in the last 5 years prior 
to the reference fiscal year. Also legal persons have advantages in terms of abatements: for buildings with a 
value that has been entirely recovered by depreciation, the taxable value is reduced by 15% and the tax rate for 
touristic buildings which are not used during a year is 5%. 

4.2. Tax on land 

The basis of assessment for the land lying inside and outside the town limit devolves on: size of the plot of 
land, rank of the municipality, location (zone) inside municipality and use of land. For a land located in a city 
or outside the city, the tax on land is determined by multiplying the land area expressed in hectares with the 
appropriate amount set out in the tax law, and the result is multiplied by an appropriate correction factor. 

The tax on land is not payable for the land related to a building, for the area to the extent that the land is 
covered by building. 

The tax on land with constructions located within the town limits per hectare grew with almost 50% since 
2002, the highest gain of 20% being provided by the rise in the indexed level of 2009 against the 2007 levels. 
For others type of land located within the town limits or outside the city, the adjusted levels displayed a 40% 
rise in ron in the lump sum per hectare from 2006 to 2013. 

4.3. Analysis of the local property tax revenue 

At the overall level, the annual tax revenue from taxes on land began to decay since 2008 and reinvigorated 
in 2010 to 211 million euros in comparison to 173 million euros in 2009, but was still below the 2007 level of 
221 million euros. The annual tax revenue from taxes on land has been affected more recently in 2009 but it 
was oneself again in 2010 with a figure of 632 million euros that exceed that of 2008 - 622 million euros. It is 
also observed a decrease in the share of taxes on buildings in the total of taxes on real estate, from 80-85% in 
the period 2000-2005 to almost 75% in the following period: 2006-2010. 

The annual tax revenue from taxes on  real estate owned by individuals in millions national currency in the 
period 2000-2007  scored an upward trend, that during 2008 and 2009 to record an annual decline, as in 2010 to 
reinvigorate substantially. Besides, the annual tax revenue from taxes on  real estate owned by legal persons in 
millions national currency brought forward an ascending current on the entire period analyzed with a sole 
exception in 2009 where taxes on land  have suffered a relative low reduction about one million from 212 
million in 2008. 
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Tax on revenues from the transfer of real estate property from own patrimony in absolute values has more 
than tripled in 2007, failed away a little in 2008 and halved in 2009 that in 2010 to remain steady. The same 
evolution could be noted for tax on revenues from the transfer of real estate property from own patrimony as % 
of GDP and % of total tax revenue. 

Tax on land as % of GDP and % of total tax revenue have raised until 2008 when it was a drop by 0,04 
points in comparison to 2007 to 0,14 % of GDP or a decline of 0,1 points in comparison to 2007 to 0,51 % of 
total tax revenue. Since 2009 the trend was ascendant but in terms of % of GDP, taxes on land remained below 
the level of 2007 that was 0,18% of GDP with 0,01 points less than for 2010. Taxes on buildings accounted for 
more than taxes on land as % of GDP and also as % of total tax revenue but were characterized by the same 
tendency: a fall in values for 2008 from the precedent year followed by a come-back.  
 

 

Figure 1. Tax revenue as % of total tax revenue 

5. Research outcomes 

It is considered that the expansion and the contraction of the real estate market in the last years has been the 
most severe in the post-War period. House prices rose to their peak in 2008 and then plunged by nearly 30 
percent in the subsequent four years. Existing home sales rose and this cause a high boost in the local tax 
revenue from transfer of real estate properties from the personal patrimony by 9 times in the three years prior to 
their peak in 2007 and then fell by 50 percent in 2009 or 2010 in comparison to 2007 or even to 2008. The 
supply of housing also exhibited large swings: the number of new housing has doubled in 2008 from 2006 with 
a peak of 67255 finished dwelling and from 2009 to decrease continuously as in 2011 to score 45419 finished 
dwelling. 

Property tax revenues in the face of the steep home price declines of the last several years were on the wane 
in 2008 but them fallback from 2009. 

Similarly, from 2009 the house price appreciation collapsed, but the growth in property taxes barely slowed, 
only in 2008 the annual tax revenue as % of GDP and % of total tax revenue from taxes on buildings and land 
dropped. The annual tax revenue as % of GDP and % of total tax revenue from the transfer of real estate 
property from own patrimony has drip since 2008 with no reinstatement until 2010. Turning to the elasticity, 
the growth rate of property tax revenues enhanced at a much slower rate than that of house price appreciation 
from 2006 to 2008 with a sole exception, in terms of tax revenue from the transfer of real estate property from 
own patrimony, which risen by more than 300%. This confirms the fact that policy makers counterbalanced the 
house prices’ changes by adjusting the tax base. The decision makers attenuate also the negative house price 
shocks by raising the tax base of property taxes. 

There are some deficiencies in levying properties. First, the property tax is assessed in a backward looking 
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manner, as the current year’s taxes are based on the assessed value of property in the previous year. Second, 
assessed values often lag market values. 

Some countries impose a cap and/or limit on increases in property tax rates, tax revenues or taxable 
assessments, thus in the periods of rapid house price growth, the tax bases will not keep pace with the market 
values and a “stock” of untaxed appreciation will develop. 

Property tax collections have been buoyant thanks to the long lags between changes in properties’ market 
values and changes in taxable assessments and due to policy decision makers’ proclivity to cut off the housing 
bubble by a lifting movement in the properties’ tax bases. 

This propensity makes it unlikely that property tax revenues will fall sharply in coming years. The plunge in 
aggregate tax receipts from real estate industry: transfer taxes, VAT taxes and personal income taxes were also 
carried out along with the real estate market downturn by the economic recession. 

6. An overview on real estate costs, volume, prices and taxes for the period 2000-2012 

Real estate prices affect the amount of property taxes revenues, the revenues from real estate transfer tax, the 
VAT on construction materials (due to the influence of building materials sales volume for either new 
construction or the renovation, repair and maintenance activities) and the revenues from income taxes (due to 
the number of employees in this industry - the reduction in employment related to construction and real estate 
activity). 

The number of the finished dwellings fell sharply since 2009 in accordance with the index of construction 
works but from 2011 onwards began to strengthen. A special attention was awarded to the maintenance and 
current repairs works in 2010 and to capital repair works in 2011 whereas in 2009, 2010 and 2012 this index 
suffered a decline. The construction works index regained in value since 2011. The residential buildings were 
most affected in 2009 and 2010 as in whilst in 2011 to be on rise, even if it was a negative rise, as in 2012 to 
plunge abruptly. The inflows from non-residential buildings reinvigorated in 2011 besides 2010 with a positive 
growth, as in 2012 to be on a downward negative trend.  

The construction cost index has increased until 2012, also the construction materials cost index, even if the 
latter recorded a drop in the positive growth in 2010 but a high in 2011 besides 2010. 

Even if all the construction cost indices arose, the property price index failed away since 2009 (the 
residential property price index for the third 2012 quarter in comparison to 2009 was 72,28%). If in 2008 all the 
construction works indices, construction cost indices and property price index ran high, the annual tax revenue 
from taxes on land in absolute values decayed since 2008 while the annual tax revenue from taxes on buildings 
still were in hike (but only for the taxes on buildings owned by legal persons). This tendency is also similar for 
the tax revenues from all the three analyzed taxes (tax on land, tax on buildings - either they were levied on 
individuals or legal persons, tax on revenues from the transfer of real estate property from own patrimony) as 
% of GDP or % of total tax revenue. From 2009 only the taxes from the transfer of real estate property from 
own patrimony did not regain their value but went through a severe flop due to a fall in the property prices 
which canceled the impetus for properties’ sales. The revenues from tax on buildings held by legal persons 
accounted for an expansion but also the revenues from tax on land held by legal persons and the revenues from 
tax on buildings with a sole exception: the year 2009. 

7. Conclusions 

The property tax is established at the local level but is enacted at the central level and any amendment to the 
law should be made only after municipal council consultation. Local municipalities may perform changes 
within the nationally legislated parameters; therefore, although the income is local, there is no local autonomy. 
This strategy of limiting the power of local decision was chosen in order to avoid a tax cut based on electoral 
considerations. Currently, property tax revenues are close to 0.7% of GDP (2010) in comparison to the 
developed countries or the neighbors’ countries that, following the restructuring of property taxation, have 
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raised the percentage at 1-1.5% of GDP. 
Our analysis reveals that the house boom and burst have an impact on property tax revenues and their 

variations, but a minor one. Thus, there is no evidence that house price declines produce a fall in property tax 
receipts if we look at the values from 2009 onwards. 

Property taxes are levied not on property market values but on property values as assessed by local 
authorities in the spirit of the fiscal law.  

The computation of the taxable value of property is based on technical indicators, as provided in the Tax 
Code, coefficients that depend on (technical parameters of) the building structure, its age or the provision of 
utilities. Then the taxable value is indexed with a coefficient which is mentioned in the fiscal zoning system. 
The system is scanty and does not reflect the current real estate market value and its complexity. 

Currently the tax is regressive because the higher the market value of a property (determined by position 
within the locality, the existing facilities: parking spaces, shopping centers, public transport availability, quality 
of finishes and utilities) the lower the actual percentage of the real value is paid. If the previous zoning system 
increased progressivity, the gap between the coefficient for the zone D, of 0.9, for an isolated village, and that 
of fiscal  zone A, from Bucharest, of 1.3, increased the taxable value by only 44%, the new indices lead to a 
190% increase, but still does not reflect the real value of the property. Also the relatively small variation of 
coefficients in the same locality creates distortion, the difference between the best areas and the poorer areas 
generating an increase in value of only 13%. 

Regarding the difference between the current taxable values  and the market price of taxes on apartments 
held by individuals, simulations made on the data collected have shown the following results. 

The biggest difference between the taxable and actual values for properties is recorded for the newly built 
apartments (after 2008), the taxable amounts representing about 45-55% of the real value; that difference 
diminishes for the blocks aged between 30 and 50 years, which register a taxable value of 50-65% from real 
value and for those with a history of over 50 years, where the taxable value is up to 78% of the actual value for 
the fiscal zone A. The taxable value as a percentage of the actual value recorded the lowest values for 
apartments with 5 rooms and 2 rooms and the highest values for 4 bedroom apartments and for those with one 
room. Apartments on the top floor, located in buildings that are more than 50 years old, have a taxable value of 
over 80% of real value for the fiscal zone A. Apartments that are on the top floor register the highest ratio of 
the tax value and market value, followed by apartments on the ground floor, the ones on the 5th - the 
penultimate floor and those on floors 1-4. The trend described above for increased comfort I is similar  to 
apartments and suites with comfort I, II and III but the smallest proportion of the actual tax value from the real 
value is attributed to suites with comfort I, comfort II, comfort I increased and comfort III. 

Starting from the fiscal zone B, less disparity appears between the taxable and actual values of properties, 
and there are some cases when the taxable value exceeds the actual property value. For example, in the fiscal 
zone B, for apartments older than 50 years, the tax amount is more than 90% of the real value or exceeds the 
actual value by 20%. 

In addition, there are apartment buildings located on different streets where the real value is the same but 
from the fiscal point these streets are associated with different tax areas which gives an even greater 
discrepancy due to a coefficient of correction that contributes to a tax base increase or decrease by 4% of the 
taxable value between two consecutive fiscal areas. 

Even if the blocks older than 30 years are granted a reduction of 10% or 20%  from the taxable value, they 
register the closest taxable values to the actual values or above them (by 20%), which represent an 
overestimation of the latter for these types of apartments. This situation shows that the current tax system is 
probably more appropriate for evaluating properties that are very old and cannot properly capture changes in 
quality, materials, type of neighborhood, access, pollution, etc. 

Elasticity of revenues from property taxes is caused by differences between market values and the taxable 
values of properties, decision makers preferring to offset the decline in the tax base volume by increasing the 
tax rates or the tax base. For the analyzed period there are no time variations in the tax rate of real estate only in 
the tax base therein.  
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Even with the changes in the tax provisions for real estate, a huge disparity between the assessed values and 
the market values still persists, but this does not imply a fall in property tax revenues. 

The measures which have been appealed in recent years, such as progressive taxation of the second, third, 
etc., properties did not bring gains to the budget, because the fiscal value of the property is still set arbitrarily, 
without regard to the market value, and  the coefficients which are applied to the taxable base are still 
underestimated. Although, in recent years, the elements considered for computation of the property tax have 
been modified to reflect new housing market conditions and to bring the tax base closer to the properties’ 
market value, there is still a reassessment lag between market values of real estate and their fiscal values. 

All in all, the level of taxable basis for local taxes should be indexed and updated annually according to 
inflation rate, but decision makers did not make these adjustments constantly but at an interval of about 2-3 
years, thus the last amendment is dated January 1st, 2013 when the local taxes increment hovered around 
16.05%. 

Local tax revenues from real estate taxes have suffered a sharp downturn only in 2008 at the same time as 
the real estate market contracted noticeably, but from 2009 started to redress. So, property tax revenues do not 
catch up with the house prices decline, and are more influenced by the economic conditions.  

A positive aspect of tax property reform is the abolition of the dual tax rate system (0.2% for urban area and 
0.1% for rural areas). The differences in the treatment of property held by individuals from those held by legal 
persons cause behavioral distortions and drive to a tax burden mitigation by transferring the commercial 
property to individuals and various techniques to reduce the real value of properties especially when taking into 
account the tax rates for the properties that are not assessed regularly. However, the compliance rate is the 
highest for the property tax among all direct taxes in Romania. 

Furthermore it is considered that a tax system based on market value would be administratively costly and 
would involve an extensive local autonomy, and for these reasons are not likely to be met at this point even if it 
could bring significant gains to the state budget. 

More research is needed to conclude that the local city spending is driven by the real estate market prices 
appreciation or regress. In addition, a more detailed analysis of the differences between market value and the 
taxable values of apartments is required, including a larger number of cities which are assigned to different tax 
tiers but also an analysis of the actual value and the taxable value for inside and outside municipality land with 
the purpose to reflect the differences between these two values for the land properties’ category. 
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