Changing the collection method in municipal
authorities

Abstract

The property tax system in Israel, based on the area
and use of the property, has been considered the
main taxation tool of local authorities for decades.
However, it is perceived by many as inequitable,
outdated and economically inefficient. This article
proposes a comprehensive reform: replacing property
tax with a municipal tax based on income ("resident
tax"), while maintaining a symbolic component
related to assets. The reform focuses on the
principles of distributive justice, administrative
efficiency, improving public trust and financial
stability for local authorities.

Introduction

The municipal taxation system in Israel is based on
property taxes, a tax originally established in the
Municipalities Ordinance of 1934 and the Mandatory
Taxes (Collection) Ordinance of 1929 (1). Property
taxes are calculated based on the area and use of the
property, and are collected independently by each
local authority in accordance with its own property
tax ordinance.

This model has been consistently criticized for a
number of failures: lack of alignment with economic
capacity, regional disparities, bureaucratic
clumsiness, and high collection costs (2).
Furthermore, “debt settlement” operations have
become widespread, which encourages tax
noncompliance, harms equality, and undermines
public trust (3).

Israel is no exception: in other countries, too, there is
considerable controversy surrounding property taxes
as a basis for municipal financing. In the United
States, for example, property taxation is a major
source but suffers from severe criticism for
distributive injustice (4). In Scandinavian and
European countries, In contrast, a model of a
"municipal income tax" is accepted, levied at a
variable rate and transferred to the local authority (5.

Problems with the existing system

Distributive injustice

Property tax is imposed regardless of economic
ability. Thus, two families with completely different
incomes, living in apartments of equal size, are
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required to pay the same amount. This situation
creates social distortion and a sense of built-in
discrimination (6.

Alienation and non-compliance

Residents perceive property tax as a fee for
municipal services, and not as a general tax. This
perception leads to the fact that paying property tax
is perceived as dependent on the level of satisfaction
with the authority, and not as a general civic duty (7.

Collection and enforcement costs

Due to high non-payment rates, authorities invest
enormous resources in collection mechanisms:
dedicated departments, external companies, lawyers,
and enforcement procedures. Often, expenses
approach and even exceed revenues. (8.

Multiple models and outdated regulation

Each authority administers an independent property
tax order, based on many categories, classifications
and exceptions. This system is not transparent to
residents and makes it difficult to have a uniform
policy. In addition, the legal basis — the Mandatory
Tax Ordinance — is not appropriate for a modern state
(.

The reform proposal — “resident tax” based on
income

Basic principles

1. Distributive fairness — the shift from property to
income allows for a just distribution: those with
higher incomes will pay more, and those with lower
incomes less.

2. Simplicity and uniformity — collection through
income tax or National Insurance will eliminate the
need for different property tax orders.

3. Preservation of the property connection — a
symbolic component on property ownership will
preserve responsibility for the land and buildings.

Proposed tax rates

» Employees: 1.75% of income.

* Self-employed: 1.25%.

* Private companies and associations: 0.75%.

* Public companies and public bodies: 0.35%.

* Property owners: 2 NIS per square meter, 0.75 NIS
per parking space, 20 NIS per dunam of vacant land.

Method of implementation
The collection will be carried out through a direct tax
deduction, similar to the health tax. The funds will be
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automatically transferred to the local authority
according to the address in the population registry
(10.

The collection departments in the authority will
either use or, preferably, not use the collection
companies, which will be limited to handling past
debts. The state will be required to continue
supporting a balancing mechanism that prevents the
widening of gaps between rich and poor authorities.
The Ministry of the Interior is currently doing this
regardless of the collection method currently in place
in the authorities (11.

Economic feasibility

Initial estimates indicate an income potential of a
multiple of the average monthly income of
taxpayers, which will generate a fixed monthly
income for the authorities (12. Unlike the current
property tax revenues, which offer approximately 25
billion NIS per year. In addition Collection costs will
be much lower (13).

In addition, eliminating duplicate collection
mechanisms will reduce the authorities' current
expenses by tens and even hundreds of millions of
shekels per year.

Discussion

This proposal corresponds with international models:
in Scandinavian countries, a municipal income tax is
a major source of local authorities' revenue, and has
proven itself as a tool for creating financial stability
and strengthening public legitimacy (14).

On the other hand, in Israel, the current system is
based on an old colonial system, which does not
reflect the principles of equality and social justice
(15).

Summary and conclusions

The property tax in its current form is an inefficient,
unjust and unsustainable system. A comprehensive
reform that changes the tax base from property to
income can strengthen local authorities, improve
public trust and streamline collection mechanisms.
The "resident tax" proposal proposed in this article
combines the principles of social justice and
economic efficiency, while Maintaining a connection
to assets. This is a step that requires political
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courage, but may lead to a fundamental structural
change in the municipal taxation system in Israel.
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