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Abstract:
This paper studies the capitalization of property taxes into housing prices by
exploiting a unique institutional setting. We utilize a nationwide reform that raised
the statutory base rate of the property tax by 80% while simultaneously restricting
the fiscal instruments municipalities could use to mitigate the hike. Exploiting a
population-based discontinuity in tax rates, we deploy a difference-in-
discontinuities design to jointly identify municipal tax-setting behavior and asset
price capitalization. We show that prior to the reform, municipalities aggressively
used local coefficients to offset statutory rates. Following the reform, however, local
governments failed to utilize their remaining discretionary tools to offset the tax
increase, leaving residents with a higher effective tax burden. Despite this
substantial fiscal shock, we find no evidence that the resulting tax wedge is
capitalized into housing prices. Our findings demonstrate that accounting for
endogenous municipal responses to nationwide policy shocks is vital for accurately
evaluating the economic incidence of property taxation.
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1 Introduction

Who ultimately bears the property tax depends on whether it is capitalized into housing prices.
If a higher expected tax liability lowers the price a buyer will pay, the burden falls on current
owners at the moment of reform; if it does not, it is borne by the stream of future occupants
(Oates, 1969; Hilber, 2017). Estimating capitalization credibly, however, runs into a basic
obstacle: the effective rate a household faces is not set centrally but is the outcome of local
fiscal choices, and those choices respond to the same shocks that move housing markets. A
reform that changes statutory rates typically also changes the incentives municipalities face,
so cross-sectional differences in effective rates conflate the tax itself with the local responses
and with the local public services that move alongside it. Measuring the price response to a
tax change therefore requires a setting in which the municipal response is observable and the
resulting tax wedge can be isolated from the broader determinants of local housing demand.

We provide such a setting. We exploit a 2024-2025 property-tax reform in Czechia that raised
statutory base rates by roughly 80% nationwide and, in a second phase, withdrew one of the
two instruments municipalities had used to offset such increases. The reform’s phased structure
is central to our design: the statutory rate rose first, with municipalities’ chosen tax coefficients
frozen by an adoption deadline, and the instrument change followed a year later, so the statutory
shock and the municipal response are separated in time. The property tax varies discontinuously
with municipal population—a statutory coefficient jumps at fixed inhabitant thresholds—and
we combine a regression discontinuity at these thresholds with a difference-in-discontinuities
estimator to recover, in turn, how municipalities adjust the instruments left to them and whether
the resulting change in the effective burden capitalizes into housing prices. Earlier studies of
comparable reforms have typically observed one of these margins but not the other; the Finnish
reform studied by Lyytikdinen (2012), for example, generated variation in the local rate cap
but allowed a simultaneous municipal response, leaving the tax and behavioural channels partly
confounded.

The property-tax liability in Czechia is the product of a centrally set national base rate, a
population-bracket coefficient that takes statutorily defined discrete values, and a local coefficient
that municipalities choose within a bounded range. Two features drive our identification.
First, the population-bracket coefficient is a step function of municipal population, jumping

at fixed thresholds and generating exogenous variation in statutory liability across otherwise



comparable municipalities. Second, the reform altered the base rate and the menu of instruments
at known and distinct dates, which the difference-in-discontinuities design exploits to net out
any time-invariant policy that also changes at these thresholds.!

Our analysis yields three findings. First, most municipalities do not actively use their
tax-setting instruments: across the universe of municipalities, 94% leave the population-bracket
coefficient unchanged and 95% leave the local coefficient unchanged in the year the reform
takes effect, despite a 80% increase in the national base rate. Second, the municipalities that
did act had been aggressively using the population-bracket coefficient to hold their effective
rates below the statutory level. This downward bracket discretion was visible before the reform
only as a small negative discontinuity at the 1,000-inhabitant threshold (about —0.06 to —0.08,
against a statutory bracket gap of 0.4); when the 2025 amendment removed the option, the
discontinuity flipped sign and widened to roughly three-quarters of the statutory gap. Crucially,
municipalities did not redeploy the local coefficient—the discretionary tool that remained—to
offset the reversion: its threshold discontinuity is a precise null in every year. The statutory
increase therefore passed through in full to effective rates at the threshold, and the differential
response was concentrated in higher-price municipalities. Third, despite this rise in the effective
burden, we find no detectable capitalization of the resulting wedge into municipal house prices in
the short run: the fuzzy regression discontinuity, the difference-in-discontinuities reduced form,
and the 2SLS estimate are all precise nulls. The most plausible reading is not that capitalization
is absent in principle but that the per-m? wedge, though a large proportional change, remains
small relative to property values.

Together these findings carry a lesson for how the incidence of property taxation is evaluated:
the effective tax rate is endogenous, and assessing capitalization without accounting for the
municipal response risks misattributing the very variation in effective rates that identifies it.
In our setting the response takes a specific form—full pass-through, channelled through the
bracket margin, with no substitution into the local coefficient—and the realized incidence of the
central reform depends on exactly which instrument it constrains. What a cross-sectional design
might read as weak local tax competition is, here, the active use of one instrument that becomes

visible only once the reform removes it.

IThe difference-in-discontinuities design nets out any time-invariant policies that also change at these
thresholds (Eggers et al., 2018). While other policies do change at our population thresholds, we argue
that these—such as the modest increases in mayors’ salaries—are unlikely to drive the effects we study.



Although the tax we study is widely regarded as non-salient given its low monetary burden,?
the reform is of broader interest for three reasons. First, despite its small per-household incidence,
the tax is a meaningful source of local public finance, contributing on average 11% of municipal
tax revenue and between 70 and 90% in a non-trivial set of small municipalities. Second,
residential property is the single largest component of household wealth: for households between
the 20th and 90th percentiles of the wealth distribution, real estate accounts for roughly 75% of
total portfolio value (Miinich and Soltés, 2026), so even modest movements in the effective rate
alter the after-tax return on the dominant household asset. Third, while the level of the tax
may not be salient, tax changes typically are (Chetty et al., 2009; Finkelstein, 2009).% Czechia
also has one of the lowest ratios of property-tax revenue to GDP in the OECD (OECD, 2024):
when effective rates are already low, the political cost of any visible adjustment is large relative
to the revenue raised, leaving statutory increases rare and contested—a “low-tax trap” in which
the tax becomes harder to reform precisely because its level is small (Slack and Bird, 2014; Bahl
and Martinez-Vazquez, 2008; Cabral and Hoxby, 2012; Brunner et al., 2015). The reform offers
a rare window into how municipalities and housing markets respond to a meaningful statutory
increase in such a setting, with direct lessons for analogous reforms in other low-property-tax
jurisdictions.

Our paper contributes to two strands of the empirical literature. First, we contribute to
the literature on property tax capitalization. Since Oates (1969), a large body of work has
examined whether differences in tax liabilities are reflected in housing prices (see Hilber, 2017;
Sirmans et al., 2008, for surveys), with more recent quasi-experimental studies producing a more
mixed picture (e.g., Cabral and Hoxby, 2012; Lutz, 2015; Elinder and Persson, 2017). Most
of this work relies either on cross-sectional differences across jurisdictions—which conflate the
direct tax effect with the capitalization of local public services—or on national reforms whose
general-equilibrium effects are difficult to disentangle from the tax channel itself. We instead
exploit a reform-induced wedge between statutory and effective rates that arises mechanically
from the removal of one offsetting instrument, and we estimate the municipal response margin

alongside the price response. This lets us show that our short-run null is not the artefact of

2For example, a 70 m? apartment in Prague—the highest-rate municipality in the country—is typically
worth on the order of EUR 400,000, while the annual property tax on it remains in the low hundreds of
euros.

3Consistent with this, we document a sharp spike in Google search activity for property-tax-related
terms around the reform (see Figure 7).



an offsetting strategic adjustment—the full reverted burden reaches the housing market—but
reflects a wedge that remains small relative to property values. Second, we contribute to recent
work using quasi-experimental variation to identify how local governments respond to changes
in their fiscal environment (e.g., Lyytikdinen, 2012; Eggers et al., 2018; Baskaran, 2014; Grembi
et al., 2016; Lyytikédinen, 2023). Most of these papers identify a single margin of response
in isolation and treat the responding municipalities as homogeneous, leaving open both how
municipalities substitute across instruments when one is constrained and how responses vary
across jurisdictions. Exploiting a reform that raised the base rate and, in a separate phase,
eliminated one of two offsetting instruments, we identify the response along the remaining
margin, show that municipalities do not substitute toward it when the other is withdrawn, and
document how the response varies across the population distribution.

The remainder of the paper proceeds as follows. Section 2 describes the property tax system
and the 2024-2025 reform. Section 3 introduces the data and our empirical strategy. Section 4

presents the results. Section 5 concludes.

2 Institutional Background

2.1 Property Tax in Czechia

The Czech property tax (dan z nemovitych véci) is an area-based levy on land and buildings;
market value is not assessed. Liabilities are computed by multiplying a statutory base rate
per square meter by coefficients that differ in who sets them and in how much discretion is
available. Two features of this architecture are central to our analysis. First, the tax exhibits a
clean division of authority: the national base rate and the population-bracket coefficient are set
by national law, while the local coefficient is chosen by municipal councils within a statutorily
bounded range. Second, the population-bracket coefficient is a step function of municipal
population, generating discontinuities in statutory liability at fixed inhabitant thresholds. These
two features will provide the source of identifying variation in our empirical strategy.

The tax accrues exclusively to municipalities. Although it contributes only modestly to
total Czech tax revenues—0.5% in 2023, among the lowest property-tax revenue shares in the
OECD (OECD, 2024)—it is a non-trivial own-source revenue instrument at the municipal level,

accounting on average for 11% of municipal tax revenue in 2025, and, in a non-trivial set of small



municipalities, between 70 and 90%. The remainder of municipal budgets is funded through
the intergovernmental revenue-sharing system (rozpoctové urceni dani, RUD), which allocates
shared taxes such as VAT and personal income tax across municipalities according to a statutory
formula. The property tax is therefore the principal margin along which municipalities can
directly influence their own-source revenues.

The annual property tax for property ¢ in municipality m is

Tax;y, = Area; X Rate; X o(pop,,) X Am ) (1)

land or floor area  national base rate  population-bracket coefficient  local coefficient

We describe each component in turn.

Area and national base rate. Area is the taxable size of the property in square meters: for
land, the cadastral plot area; for buildings, the usable floor area as defined by law. The national
base rate is the statutory CZK-per-m? charge set centrally and differentiated by property type
(residential buildings, commercial premises, land, and so on). Both elements are determined by

national legislation and are uniform across municipalities.

Population-bracket coefficient. The population-bracket coefficient ¢(pop,,) is set by
national law as a step function of municipality size, using official population counts from the
preceding reference year. It raises liabilities in larger municipalities through discrete brackets
that generate jumps at specific inhabitant thresholds (1,000, 6,000, and 10,000, among others);
the full schedule of bracket values is reported in Table 7. Within legal limits, municipalities have
historically exercised some discretion over their assigned bracket: they may increase it by one
category or (prior to 2025) decrease it by up to three categories.

Local coefficient. The local coefficient A, is the principal margin of local fiscal discretion.
Absent a council decision it defaults to A, = 1 (no local coefficient); a council may instead set a
different multiplier by ordinance. Since a reform effective January 1, 2021, the adoptable values
form a continuous scale rather than a discrete menu; prior to 2024 this scale ran from 1 to 5, so
that the local coeflicient could raise the base liability but not reduce it. Where permitted by
law, municipalities may differentiate \,, across designated zones; otherwise it applies uniformly

to all properties.



2.2 The 2024-2025 Property Tax Reform

The reform was enacted as part of the 2023 fiscal consolidation package (Act 349/2023 Sb.)
and implemented in two phases. The phased rollout is itself a central feature of our setting:
it temporally separates the statutory shock from the municipal response and so allows us to

identify the two margins of adjustment in isolation.

Phase 1 (2024) On January 1, 2024, statutory base rates were raised across all property
types by approximately 80%. For residential buildings—the category our capitalization analysis
uses—the rate rose from 2.0 to 3.5 CZK/m?2. The range of adoptable local coefficients \,,, was
simultaneously extended at the lower end, from [1,5] to [0.5,5.0], permitting values below the
default of 1 for the first time and in principle giving municipalities new authority to offset
the statutory increase. The scale itself was already continuous; the change was to the lower
bound, not to the granularity of the menu. In practice, however, no municipality could exercise
this authority for the 2024 taxable year: Czech law requires that any change to municipal tax
coefficients (obecné zdvaznd vyhldaska, OZV) be enacted with legal validity by October 1 of
the preceding year, and the reform was passed in late 2023, after this deadline had elapsed.
The 2024 effective tax burden therefore equals approximately 1.8 times the 2023 burden in
every municipality mechanically, with no possibility of strategic offsetting. We use this one-year
nationwide statutory shock—with municipal coefficients held fixed at their pre-reform values—as

the source of variation for our capitalization analysis.

Phase 2 (2025) Two further changes took effect on January 1, 2025, both affecting municipal
discretion. First, municipalities could for the first time enact OZVs making use of the extended
range, setting A, as low as 0.5, subject to the statutory adoption deadline of October 1,
2024. Second, and crucially for our identification, municipalities lost the option to lower their
population-bracket coefficient ¢(pop,,) below the statutory value. Prior to 2025, an above-
threshold municipality could set its bracket coefficient to that of any lower bracket, down to a
minimum of three steps below; for example, a municipality with population just above 1,000
could choose ¢ = 1.0 rather than the statutory ¢ = 1.4, voluntarily neutralizing the bracket
gap. From 2025 onward this option is abolished: municipalities may only retain their statutory

bracket or move up by one category. Above-threshold municipalities that had previously chosen



a lower bracket are therefore mechanically returned to the statutory value in 2025. In effect, the
reform eliminated one of the two offsetting instruments available to municipalities, leaving A,
as the only remaining margin of voluntary downward adjustment.

The phased structure shapes our empirical strategy in two ways. In 2024, statutory rates
jump while the chosen coefficients are pre-determined, so any change in the tax wedge at
population thresholds reflects the statutory bracket gap mechanically—this is the variation we
exploit to identify capitalization, free of contemporaneous municipal response. In 2025, the
chosen coefficients respond, both through the forced reversion of ¢(pop,,) above the threshold
and through voluntary adjustment of A,,. The discontinuity in the chosen population-bracket
coefficient at inhabitant cutoffs therefore either widens (because the legal bracket gap is no
longer being neutralized) or narrows (if voluntary offsetting through \,, dominates), and the
relative magnitudes pin down the municipal substitution response we identify.

The reform left the revenue-sharing arrangement with the state untouched: property tax
receipts continue to accrue exclusively to municipalities. To insulate real revenues from inflation,
the amendment introduced an inflation coefficient that automatically indexes the tax base; for
both the 2024 and 2025 taxable years this coefficient was set to 1.0, with no immediate effect.
From 2025 onward the Ministry of Finance announces it annually by June 30 of the preceding
year, subject to a statutory cap of 20% annual growth (agricultural land is exempt). Beyond
these rate-side changes, the reform introduced technical amendments harmonizing property
taxation with cadastral classifications—new definitions for land types (building land, paved areas)
and building uses (garages, family recreation buildings), with taxation determined strictly by
Land Registry classification regardless of actual economic use. Approximately 100,000 property
owners faced new filing obligations as a result; for the remainder, the tax authority automatically
recalculated liabilities and issued revised assessments by the statutory payment deadline of

May 31, 2024.

3 Data & Methodology

We compile a panel dataset combining administrative tax parameters, municipal demographics,

and real estate price data for all Czech municipalities over 2020-2025.



3.1 Tax and Administrative Data

Property tax data come from the Czech Financial Administration. For each municipality
and year, we observe the chosen population-bracket coefficient ¢(pop,,) and the chosen local
coefficient A,,, the two parameters over which municipalities exercise discretion, as described in
Section 2. We combine these with the national base rate 7, set at 2.0 CZK/m? for residential
buildings prior to 2024 and 3.5 CZK/m? from 2024 onwards. The effective tax per square meter

on residential property in municipality m at year ¢t is

tax_-m2,, s = 7¢ - A(POP,, )myt - Amyts (2)

which serves as the treatment variable in our capitalization analysis.

Two features of this treatment bear on how the tax change maps into prices. First, tax_m2
is the tax per square meter of building floor area: it is built from the residential-building base
rate 7 and the two municipal coefficients, and it is measured on the same per-square-meter
basis. Second, because that price is an offering-based estimate, it capitalizes the value of the
whole parcel, the land and garden included, whereas the treatment varies only through the
tax on the building. The land embedded in the price does not confound the design. Our
identification reads the discontinuity in price at the 1,000-inhabitant cutoff, and land value
enters as a smooth function of the running variable: there is no reason for plot or garden values
to jump discontinuously at exactly 1,000 inhabitants. Any component of value that is continuous
at the cutoff differences out, so the estimated jump reflects the change in the building tax and
not the land in the price. The municipal coefficients ¢(pop,,,) and A, scale the statutory tax on
the residential building; to the extent that they also scale the tax on the building plot, the true
tax change at the threshold exceeds tax_m2 and the capitalization estimates we report are, if
anything, conservative.

Annual population counts come from the Czech Statistical Office; they define the running
variable in our identification strategy. The Czech municipal landscape is highly fragmented:
approximately 70% of the roughly 6,200 municipalities have fewer than 1,000 inhabitants. The
1,000-inhabitant threshold is therefore the lowest statutory cutoff and the one around which the

largest mass of treated and control units lies within plausible local bandwidths.



3.2 Real Estate Data

The outcome in our capitalization analysis is the Diotima model-based estimate of the average
residential property price at the municipality-year level. Diotima is a private real-estate data
company that maintains a panel of municipality-level price estimates derived from a hedonic
model fit to listing-level data. The estimate is a price per square meter of floor area, and we
observe it separately for two segments of the residential market, flats and family houses, and
treat each as a distinct outcome.

The distinction between the two segments matters in our setting. The municipalities that
identify our effects lie around the 1,000-inhabitant threshold, and in these small markets the
traded stock is composed overwhelmingly of family houses, with flats rarely transacted. Family
houses are therefore the more representative outcome, and reporting both segments shows
whether the price response we estimate holds across the residential market rather than in one
segment of it.

Because the estimate is built from listings, the price of a family house reflects the value of the
whole parcel, the land and garden included. This does not confound the design, for the reason
given in Section 3.1: the regression discontinuity reads the change in price at the population
threshold, and land value enters as a smooth function of the running variable, so any component
of value that is continuous at the cutoff differences out. The estimated jump therefore reflects
the change in the building tax and not the land embedded in the price.

We use the municipality-level estimate rather than listing-level prices for two reasons. First,
our identification is municipal: the running variable, the instrument, and the chosen coefficients
are all observed at the municipality level. Second, the municipality-level estimate has full panel
coverage and is robust to the year-on-year compositional shifts to which listing-level samples are

vulnerable.

3.3 Effective Tax at the Population Threshold

Equation (2) gives the effective tax per square meter on residential property; the corresponding

municipal-average tax across all property types is

N,
_ 1 L
Tax,, = ¢(pop,,) - Am - <Nm Z; Ttype,i * Areai> , (3)

10



where the bracketed term is the statutory-rate-weighted average floor area across the N,
properties in m.

The 2024 reform alters this object along two of its arguments. In Phase 1 (2024), the national
base rates Tiype,i rise by approximately 80% with ¢(pop,,) and A, fixed at their pre-reform
values, generating a proportional jump in Tax,, that is common across all municipalities. In
Phase 2 (2025), the chosen ¢(pop,,,) in above-threshold municipalities reverts mechanically to the
statutory value (Section 2.2), so that the discontinuity in Tax,, at each population cutoff widens
through the legal bracket gap and narrows through voluntary adjustment of A,,. The wedge in
Tax,, between just-above and just-below threshold municipalities, and how it shifts between
2024 and 2025, is the variation we exploit in both the municipal-response and capitalization

analyses.

3.4 Identification Strategy: Tax-Setting Response

The first set of analyses takes the chosen coefficients themselves as outcomes. Because these
coeflicients are observed for every municipality without measurement error, the design is a sharp
RDD, which we complement with a difference-in-discontinuities specification (Grembi et al.,

2016) that exploits the panel.

3.4.1 Sharp regression discontinuity at 1,000 inhabitants

For each year ¢ and each chosen coefficient Y € {¢(pop,,,), Am }, we estimate the local-polynomial

RD specification

Yt = ao + a1(pop,, — ¢) + az2l(pop,, > c) + az[l(pop,, > ¢) - (Pop,, — )] + €ém;:  (4)

on observations within the MSE-optimal bandwidth around ¢ = 1,000 (Hahn et al., 2001;
Calonico et al., 2014), using a triangular kernel and standard errors clustered at the municipality
level. We estimate Equation (4) separately for 2023, 2024, and 2025. As described in Section 2.2,
we treat 2023 as the pre-reform baseline; 2024 as the year in which the national base rate jumps
but chosen coefficients remain at their 2023 values by the OZV-deadline constraint; and 2025 as

the first year in which the chosen coefficients can respond.

11



The interpretation of the year-by-year estimates follows directly from the timing of the reform.
In 2023 and 2024, the RD on ¢(pop,,) identifies the residual bracket gap that remains after
above-threshold municipalities have voluntarily lowered their bracket. In 2025, with downward
bracket adjustment no longer permitted, the same RD identifies the full statutory gap that the
amendment forces back into the data. The RD on ), tests in each year whether municipalities

use the local coefficient to offset the bracket-induced wedge.

3.4.2 Difference-in-discontinuities on chosen coefficients

To exploit the within-municipality dimension, we estimate

Yint = a+ Bil(pop,, > ¢) + BePost; + Bs[I(pop,, > ¢) x Posty]
+ 61(pop,, — €)™ + d2(pop,, — ¢)T + d3[Post; x (pop,, —¢)7] (5)

+ 04[Post; x (pop,,, — c)+] + e + €mt,

on the 2023-2025 panel within a bandwidth of h = 200 around the cutoff. Following Grembi
et al. (2016), the running-variable terms are split by side of the cutoff and interacted with Post;
to allow for fully flexible local-linear slopes on each side and across periods. Observations are
weighted by a triangular kernel; we include year fixed effects p; and cluster standard errors at
the municipality level. For the tax-setting-response analysis we set Post; = I(¢t = 2025) and pool
2023-2024 as the pre-reform baseline, because chosen coefficients are pinned at their 2023 values
throughout 2024 (Section 2.2). The coefficient of interest is $3: the change in the discontinuity

in Y at the threshold induced by the 2025 amendment.

3.5 Identification Strategy: Capitalization

We turn next to whether the tax wedge that opens at the threshold is capitalized into housing
prices. Crossing the 1,000-inhabitant cutoff raises the statutory population-bracket coefficient
by a fixed step, but the realized per-m? tax depends on the chosen )\,, and on whether the
municipality has deviated from its statutory bracket. The design is therefore fuzzy: the threshold

is a discontinuous instrument for the effective tax rather than a deterministic treatment.

12



3.5.1 Fuzzy regression discontinuity

We estimate the fuzzy RDD

tax_m2,, = m + w1 (pop,, — ¢) + m2l(pop,, > ¢) + ms[l(pop,, > ¢) - (pop,, — ¢)] + Mm

(6)

log(avg_price)m, = Bo + ﬂlta/XiEQm + U, (7)

with the MSE-optimal bandwidth, a triangular kernel, and municipality-clustered standard
errors (Calonico et al., 2014). We estimate the design separately on the pre-reform sample
(2020-2023) and the post-reform sample (2024-2025). The pre-reform specification serves as a
placebo: in the absence of the national rate hike, and with above-threshold municipalities free to
undercut their statutory bracket, the first stage should be small. The post-reform specification

is the main capitalization test.

3.5.2 Difference-in-discontinuities on log price

To complement the fuzzy RDD with a panel design that absorbs time-invariant threshold
confounders, we estimate Equation (5) with Y = log(avg_price),, and, separately, with ¥ =
tax_m2,,, using the same panel structure as the tax-setting-response DiD: pre-reform window
2023-2024, post-reform window 2025, with Post; = I(t = 2025). As noted in Section 3, the
threshold discontinuity in tax_m2,, is small in both 2023 and 2024 because chosen coefficients
are pinned by the OZV-deadline constraint; almost all of the post-reform widening of the wedge
is generated in 2025 by the forced bracket reversion, compounded with the elevated post-2024
base rate. We report the reduced form on log(avg_price),,, the first stage on tax_-m2,,, and the

2SLS estimate that instruments tax-m2,, with I(pop,, > ¢) x Post;, with bandwidth h = 200.

3.6 Identifying Assumptions

The RDD-on-coefficients design (Section 3.4) requires only that municipalities cannot precisely

sort their population around the threshold and that any pre-reform discontinuity in the chosen

13



coefficient is constant in time. Because the outcome is a chosen coeflicient rather than a market
price, no continuity-of-fundamentals assumption is required.

The fuzzy RDD on prices (Section 3.5) requires three assumptions: continuity of fundamentals
at the threshold, the exclusion restriction, and no manipulation of the running variable. We
document the absence of pre-reform price discontinuities in Section 4, supporting the first
assumption. The exclusion restriction is the most demanding in our setting, because the
1,000-inhabitant threshold governs several other administrative parameters, including mayoral
salary caps and certain procurement-rule eligibility cutoffs. Any time-invariant component of a
threshold price gap that these parameters might generate is differenced out by the difference-
in-discontinuities design. The assumption in the panel design therefore reduces to “no other
policy change at 1,000 inhabitants coincided with the 2024-2025 reform,” which we verified by
direct inspection of the relevant legislation. While other policies do change at our threshold—for
example, the small adjustments to mayoral salaries—we argue that these are unlikely to drive
the effects we study.

We test the no-manipulation assumption with the McCrary (2008) density test (Figure 1);
the test yields p = 0.967, providing no evidence of strategic population sorting.

The difference-in-discontinuities specifications additionally require parallel trends in the
discontinuity: absent the 2024-2025 reform, the discontinuity in the relevant outcome would have
remained constant over time. We support this assumption with the flat pre-reform discontinuities

documented in Section 4.*

4Estimation throughout uses feols from the fixest package for the Diff-in-Disc specifications and
rdrobust for sharp and fuzzy RDDs, in both cases with a triangular kernel and municipality-clustered
standard errors.
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Figure 1. McCrary density test for manipulation of the running variable.

Notes: The figure plots the estimated density of the running variable (municipality population) on each side of the
1,000-inhabitant cutoff, with 95% confidence intervals. The McCrary (2008) test for a discontinuity in the density
at ¢ = 1,000 yields p = 0.967, providing no evidence of manipulation; consistent with this, the confidence intervals
overlap at the cutoff.
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4 Results

Section 4.1 documents the aggregate municipal response and the 2024—2025 change of chosen
coeflicients. Section 4.2 estimates the threshold-specific component of the response. Section 4.3
examines how that response varies with pre-reform price level and fiscal exposure to the property

tax. Section 4.4 turns to capitalization.

4.1 Aggregate Trends in 2024—2025

Figure 2 plots the cross-municipality average of the chosen population-bracket coefficient ¢(pop,,,)
and the chosen local coefficient A, between 2020 and 2025. Both drop in 2025, the first year in
which the post-reform institutional changes could affect chosen values. The 2025 movement in
¢(pop,,,) is striking because the forced-reversion mechanism in the amendment would, in isolation,
have raised a broad-based tax on average: the fact that the average instead declines reflects the
newly available downward discretion by below-threshold municipalities and by municipalities that
had previously opted up. The A, decline is similarly broad-based across the size distribution.
This is the first descriptive evidence that municipalities used their discretionary tools in 2025 to
absorb part of the statutory shock—but, as we show below, not differentially at the population

threshold.

(a) Population-bracket coefficient ¢(pop,,,) (b) Local coefficient Ap,

1125 == 118

1.120

Average Local Coefficeint

Average Population Coefficient

1115 = 114

1.110

2020 2021 2022 2023 2024 2025 2020 2021 2022 2023 2024 2025

Figure 2. Average chosen tax coeflicients across Czech municipalities, 2020—2025.

Notes: Annual cross-municipality means of the chosen population-bracket coefficient ¢(pop,,) (Panel a) and the
chosen local coefficient Ay, (Panel b), with 95% confidence intervals.

The aggregate pattern masks substantial heterogeneity in the underlying choices. Because
¢(pop,,,) takes only seven legally permitted values (Table 7), we can characterize the municipality-

level response by tabulating year-on-year transitions across these mass points. Table 1 reports
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the 2024—2025 transitions separately for above-threshold and below-threshold municipalities.
Three response types emerge.

Table 1. Most common 2024—2025 transitions in the chosen coefficients

Population coefficient (¢) Municipal coefficient ()

Bracket N Unch. Incr. Decr. N Unch. Incr. Decr.
< 1,000 4,710 4,612 0 98 4,729 4,577 86 66
1,001-6,000 1,304 1,101 120 83 1,304 1,210 33 61
6,001-10,000 93 75 3 15 93 73 6 14
10,001-25,000 93 69 7 17 93 77 0 16
25,001-50,000 21 18 2 1 21 15 1 5
> 50,000 10 8 0 2 18 17 0 1
Total 6,231 5,883 132 216 6,258 5,969 126 163

Notes: Top transitions in the chosen population-bracket coefficient and chosen local coefficient between
the 2024 and 2025 taxable years, separately for municipalities at or below the 1,000-inhabitant cutoff and
municipalities above it. Counts come from the universe of Czech municipalities.

The dominant response is inaction: 5,883 of 6,231 municipalities (94.4%) leave ¢(pop,,)
unchanged, and 5,969 of 6,258 (95.4%) leave \,, unchanged. This near-universal status quo is
striking given the magnitude of the underlying statutory shock—an 80% increase in the national
base rate—and stands in marked contrast to predictions of active tax competition (Wilson,
1999). This is our first headline finding: limited use of discretion.

The increases observed in ¢(pop,,) are almost entirely forced reversions to statutory levels. In
the 1,001-6,000 bracket, 120 municipalities move from ¢ = 1.0 to ¢ = 1.4. These municipalities
had previously exercised their pre-2025 discretion to set ¢ below the statutory bracket; with
that option removed, they were mechanically returned to ¢ = 1.4. Analogous forced reversions
account for the increases in the 6,001-10,000 (3 cases) and 10,001-25,000 (7 cases) brackets.

The decreases reflect voluntary returns to statutory from previously elevated levels. The
98 cases in the < 1,000 bracket are municipalities that had previously opted up to ¢ = 1.4 and
chose to revert to the default of 1.0 in 2025. The 83 cases in the 1,001-6,000 bracket and the 15
in the 6,001-10,000 bracket follow the same logic: municipalities relinquishing a prior voluntary
upward adjustment.

Strikingly, no municipality in the < 1,000 or > 50,000 brackets actively raised ¢(pop,,)
above the statutory default in 2025, and discretionary changes to Ay, are similarly rare across
all brackets (4.6% of municipalities). Among the small set of municipalities that do exercise

discretion, the choices are typically along one instrument rather than both. Taken together,
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these patterns indicate that the limited responsiveness observed is driven largely by mechanical
adjustments to the new legal ceiling on downward discretion, rather than by genuine strategic
tax-setting.

Figure 3 maps the year-on-year change in the combined multiplier ¢(pop,,,) - A across Czech
municipalities, separately for the 2023—2024 and 2024—2025 transitions. The two panels differ
in a way that maps cleanly to the two-stage reform. The 2023—2024 panel is almost uniformly
grey: with the OZV deadline binding before the reform was legislated, no municipality could
update its coefficients for the 2024 taxable year. The 2024—2025 panel is predominantly red,
indicating downward adjustments, with scattered blue indicating upward adjustments. The

geographic distribution of the 2024—2025 changes is wide and not visibly clustered.

Combined multiplier (pop x munic.): 2023 — 2024 Combined multiplier (pop x munic.): 2024 — 2025

k A
.50
Tt : 25
t 00
25

Figure 3. Year-on-year changes in the combined multiplier ¢(pop,,) - Am across Czech municipalities.

Notes: Each map shades municipalities by the year-on-year change in the combined multiplier ¢(pop,,,) - Am, on
a diverging scale centred at zero with shared limits across the two panels. Left panel: 2023—2024. Right panel:
2024—2025. Grey indicates no change; red indicates a decrease in the combined multiplier; blue indicates an increase.
Municipalities with missing values are shown in white.

4.2 Tax-Setting Response at the 1,000-Inhabitant Threshold

Section 4.1 documents the aggregate response. We now isolate its threshold-specific component,
which is the object the tax-competition literature (Lyytikédinen, 2012; Wilson, 1999; Allers and
Elhorst, 2005) would predict to be present if local governments respond systematically to a

centrally imposed shock at the points where the shock varies most.
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4.2.1 Year-by-year regression discontinuities

Table 2 reports sharp RD estimates of Equation (4) on each chosen coefficient, separately for
2023, 2024, and 2025, at ¢ = 1,000. Figure 4 plots the corresponding RD fits before and after
the reform.

Table 2. Sharp RD estimates of the chosen-coefficient discontinuity at 1,000 inhabitants.

2023 2024 2025
(1) (2) (3)
Outcome: Population coefficient ¢(pop,,)

Discontinuity at 1,000 -0.078** -0.058* 0.281***
(0.041)  (0.042)  (0.052)

Bandwidth 153 99 162
N (left) 4716 4007 4,723
N (right) 795 806 80/

Outcome: Local coefficient \,,

Discontinuity at 1,000  -0.001 0.079 0.036
(0.081)  (0.085)  (0.093)

Bandwidth 314 312 315
N (left) 4,736 4,726 4,723
N (right) 795 806 804

Notes: *** 1%, ** 5%, * 10%. Sharp RD estimates of the discontinuity in the chosen population-bracket coefficient
¢(pop,,,) and the chosen local coefficient Ay, at the 1,000-inhabitant threshold (Equation 4), estimated separately by
year. MSE-optimal bandwidth, triangular kernel, standard errors clustered at the municipality level.

In 2023 and 2024, the chosen population-bracket coefficient is on average lower just above
the threshold than just below it. The 2023 estimate is —0.078 (s.e. 0.041) and the 2024 estimate
is —0.058 (s.e. 0.042); in both years the point estimate is about 15-20% of the statutory bracket
gap of 0.4 and in the “wrong” direction (Table 2). The negative pre-reform gap is confirmed, and
more precisely estimated, by the panel difference-in-discontinuities below. This is direct evidence
of active downward discretion: enough above-threshold municipalities set ¢ below the statutory
bracket value of 1.4 to more than offset the (smaller) mass of below-threshold municipalities that
opted up to 1.4. The corresponding \,, discontinuities are statistically indistinguishable from
zero in every pre-reform year. The 1,000-inhabitant threshold therefore generates no observable
upward step in either instrument prior to the reform.

In 2025, the ¢(pop,,) discontinuity flips sign and becomes large and precisely estimated:
0.281 (s.e. 0.032, p < 0.01). The mechanism is the amendment that abolished the downward

bracket option: above-threshold municipalities that had previously set ¢ = 1.0 are mechanically
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Figure 4. RD plots: chosen tax coefficients at the 1,000-inhabitant threshold, before and after the
reform.
Notes: Sharp RD plots at ¢ = 1,000 for the chosen population-bracket coefficient ¢(pop,,,) (top row) and the chosen
local coefficient Ay, (bottom row), for the pre-reform baseline (2023) and the response year (2025). Each point is a

binned average (20 bins on each side of the cutoff); the lines are local linear fits on either side of the cutoff at the
MSE-optimal bandwidth.
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returned to ¢ = 1.4, and the legal step structure they had been neutralizing reappears in the
data. The post-reform discontinuity is therefore not new strategic action by municipalities;
it is the legal default reasserting itself once the instrument municipalities had been using to
undercut it was removed. The 2025 A, discontinuity is 0.036 (s.e. 0.093) and not significantly
different from zero, indicating that municipalities did not redeploy the local coefficient as a
substitute instrument once the bracket lever was withdrawn. This is our second headline finding;:
no instrument substitution. The statutory increase therefore passes through in full to effective

rates at the threshold.

4.2.2 Difference-in-discontinuities on chosen coefficients

The year-by-year comparison in Table 2 suggests a sharp change in the threshold structure of
chosen coefficients induced by the 2024-2025 reform. Table 3 formalizes this with the panel
difference-in-discontinuities specification of Grembi et al. (2016), in which the coefficient on

I(pop,, > 1,000) x Post; is the change in the threshold discontinuity attributable to the reform.

Table 3. Diff-in-Disc estimates of the change in the chosen-coefficient discontinuity at 1,000 inhabitants.

¢(pop,,) Am

(1) (2)
I(pop,, > 1,000) x Post; (#3)  0.303*** -0.023
(0.029)  (0.043)

I(pop,, > 1,000) (/) -0.159%** 0.101
(0.033) (0.084)
Slope controls Yes Yes
Year fixed effects Yes Yes
Bandwidth 200 200
Pre-period 2023-2024 2023-2024
Post-period 2025 2025
N 1,971 1,971

Notes: *** 1%, ** 5%, * 10%. Diff-in-Disc estimates of 3 from Equation 5: the change in the discontinuity in the
chosen coefficient at the 1,000-inhabitant threshold induced by the 2025 amendment. The pre-reform window is
2023-2024 (chosen coefficients pinned by the OZV-deadline constraint); the post-reform window is 2025. Bandwidth
h = 200; triangular-kernel weights. Specification includes year fixed effects, separate population-distance slopes on
each side of the cutoff and across periods, and municipality-clustered standard errors. Column (1) outcome: ¢(pop,,)-
Column (2) outcome: Ap,.

The difference-in-discontinuities estimate on ¢(pop,,) is 0.303 (s.e. 0.029, p < 0.01): the
threshold discontinuity in the chosen population-bracket coefficient widens by about 0.30 units
in 2025 relative to the 2023-2024 baseline. The magnitude is about three-quarters of the

statutory bracket gap of 0.4 and is consistent with mechanical forced reversion of municipalities
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that had previously chosen ¢ = 1.0, layered on top of the small set of < 1,000 municipalities
that voluntarily opted back down from ¢ = 1.4 to 1.0 in 2025 (98 cases in Table 1). The
pre-period discontinuity 1 = —0.159 (s.e. 0.033) confirms the negative pre-reform gap in the
panel specification. It is larger in magnitude than the year-by-year cross-sectional estimates of
Table 2, reflecting the fixed h = 200 bandwidth and the OLS-weighted estimator of the panel
design rather than the MSE-optimal rdrobust fits; the two designs agree in sign and significance
but are not calibrated to the same bandwidth, so their levels are not directly comparable. The
estimate on A, is —0.023 (s.e. 0.043), small and statistically insignificant. Municipalities did
not use the local coefficient as a substitute for the bracket undercut they lost. Average A,
does decline uniformly in 2025 (Figure 2b), but the decline is unrelated to the 1,000-inhabitant
threshold.

The contrast between the two columns of Table 3 is informative for the strategic-interaction
literature. Earlier work has typically tested for neighbour-mimicking responses in the discretion-
ary lever and found small or null effects (Lyytikdinen, 2012; Allers and Elhorst, 2005). Our null
on )\, is consistent with that pattern. The pre-reform negative discontinuity in ¢(pop,,) shows
that this is not because Czech municipalities had been fiscally passive: they had been actively
using their bracket discretion to undercut the statutory step structure. That margin of action
was directly visible in the data only as a small negative gap at the cutoff and is fully revealed
once the 2025 amendment removes the instrument.

Figure 5 provides the visual analog of Table 3, plotting binned means of the chosen population-
bracket coefficient by population-distance and by period. The pre-reform fits sit slightly below
the corresponding bracket value just above the threshold, with the small negative cross-sectional
gap visible at zero distance. The post-reform fit displays a sharp upward jump at zero, of an

order of magnitude larger than the pre-reform gap.

4.3 Heterogeneity in the Tax-Setting Response

Different sub-sets of municipalities have different incentives to respond to the reform, and the
literature suggests two natural moderators. The first is the local price level, which captures
both residents’ sensitivity to nominal tax burdens (Fischel, 2001) and the political cost a local
government faces when accepting a forced reversion. The second is the share of property tax

in municipal revenue, which captures the fiscal cost of using the discretionary instrument to
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Figure 5. Diff-in-Disc binned scatter: chosen population-bracket coefficient at the 1,000-inhabitant
threshold, pre vs. post.

Notes: Binned weighted means of the chosen population-bracket coefficient ¢(pop,,) as a function of population-
distance from the 1,000-inhabitant cutoff, separately for the pre-reform window (2023-2024) and the post-reform
window (2025). Lines are weighted local linear fits on each side of the cutoff at h = 200.

offset the rate hike: municipalities that depend more heavily on the property tax for revenue
(Buettner, 2001) have less room to absorb the shock without compromising their budgets. We
sort municipalities into post-reform quartiles on each moderator and re-estimate the post-reform
RDD on ¢(pop,,) within each quartile (Table 4).

The pattern across price quartiles is monotone in price level: the threshold gap is small and
not statistically significant in the bottom two quartiles (0.032 and 0.085) and considerably larger
in the top two (0.189 and 0.175, both significant at the 1% level). One natural reading is that
municipalities in higher-price markets face stronger political pressure to retain the legal bracket
structure, while lower-price markets had a smaller gap to start with and accommodated the
reform with less differential response.

The pattern across revenue-dependence quartiles is non-monotone. The threshold gap is
positive in the bottom three quartiles, with the largest estimate in Q3 (0.189, p < 0.01), and falls
back to insignificance in Q4. Municipalities most reliant on property tax revenue (Q4) have the
strongest fiscal reason to accept the higher statutory bracket and the weakest reason to dilute

it through countervailing A, adjustments. The fact that their threshold gap is the smallest of
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Table 4. Heterogeneity in the post-reform population-bracket-coefficient discontinuity at 1,000 inhabit-
ants.

Estimate Bandwidth N

Panel A: By post-reform average property price

Q1 (lowest)  0.032 125 2,759
(0.046)

Q2 0.085 158 2,753
(0.058)

Q3 0.189%* 139 2,764
(0.051)

Q4 (highest) 0.175%** 160 2,764
(0.042)

Panel B: By post-reform property-tax revenue share

Q1 (lowest)  0.097* 106 2,764
(0.041)

Q2 0.106** 129 2,761
(0.042)

Q3 0.189%#* 165 2,761
(0.049)

Q4 (highest) 0.093 255 2,764
(0.054)

Notes: *** 1%, ** 5%, * 10%. Sharp RD estimates of the discontinuity in the chosen population-bracket coefficient
¢(pop,,,) at the 1,000-inhabitant threshold, post-reform sample (2024-2025), within post-reform quartiles of two
moderators. Panel A: quartiles of municipal-average property price (avg_price). Panel B: quartiles of the share of
property tax in municipal revenue. MSE-optimal bandwidth, triangular kernel, municipality-clustered standard errors.
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the four is consistent with a story in which fiscally exposed municipalities pass the rate hike
through to taxpayers more fully, attenuating the cross-sectional discontinuity. We return to the

substantive interpretation in Section 5.

4.4 Capitalization into Housing Prices

The previous subsections establish that the reform produced a sharp post-reform discontinuity in
the chosen population-bracket coefficient at the 1,000-inhabitant threshold and, through it, in the
per-m? tax burden. We now turn to the central capitalization question: is this tax wedge reflected
in housing prices? Standard capitalization theory (Oates, 1969; Hilber, 2017; Yinger, 1982;
Ross and Yinger, 1999) predicts that an increase in expected future tax liabilities should reduce
the present-discounted value of property and so reduce its market price. We test this in two
designs: a fuzzy regression discontinuity following Hahn et al. (2001) that traces the year-by-year
evolution of the first and second stages around the threshold, and a difference-in-discontinuities
that exploits the pre/post panel. We estimate both designs separately for the two segments
of the residential market, family houses and flats, and report family houses first: they are the

dominant traded stock in the small municipalities that identify our effects.

4.4.1 Fuzzy regression discontinuity: year-by-year evolution

Figure 6 shows the year-by-year evolution of the first and second stages of the fuzzy RDD across
2023, 2024, and 2025. The first stage, the discontinuity in tax_m2,, at the threshold, grows over
time: small in 2023 (above-threshold municipalities have neutralized the bracket gap), larger in
2024 (the 80% statutory increase mechanically magnifies the small remaining gap), and large in
2025 (the forced bracket reversion adds to the elevated base rate). The first stage is a property
of the tax schedule rather than of the price series, so it is common to the two outcomes and
shown once. The second stage, the discontinuity in log(avg_price),,, is small and not visibly
different from zero in any year, for family houses as for flats, including 2025 where the first-stage
wedge is largest.

Table 5 reports the formal fuzzy RDD estimates pooled across the pre-reform window (2020—
2023) and the post-reform window (2024-2025), corresponding to Equations (6)—(7), separately

for family houses (Columns 1-2) and flats (Columns 3-4).
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Figure 6. Year-by-year fuzzy RDD: per-m? tax burden and log municipal-average price at the 1,000-

inhabitant threshold.
Notes: RD plots below and above the 1,000-inhabitant cutoff, separately for 2023, 2024, and 2025. Row (a): first

stage, tax_m2. Row (b): second stage, log(avg_price) for family houses. Row (c): second stage, log(avg-price) for flats.
The first stage does not depend on the price series and is shown once. Estimation uses weighted least squares with a

triangular kernel at the MSE-optimal bandwidth.
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Table 5. Fuzzy RDD: effect of tax_ m2 on log(avg_price) at the 1,000-inhabitant threshold, by residential
segment.

Family houses Flats

Pre-reform  Post-reform  Pre-reform  Post-reform
(2020-2023) (2024-2025) (2020-2023) (2024-2025)

(1) (2) (3) (4)

(a) First stage
Outcome: tax-m2

Estimate 0.042 1.110%+* 0.044 1.076%*
(0.204) (0.370) (0.192) (0.379)

(b) Second stage
Outcome: log(avg_price)

Estimate 0.251 -0.021 0.558 -0.043
(1.479) (0.039) (2.455) (0.043)
Bandwidth 21/ 338 235 322
N (left) 1,283 1,538 1,432 1,432
N (right) 764 771 821 741

Notes: *** 1%, ** 5%, * 10%. Fuzzy RDD estimates of the effect of tax-m2 on log(avg_price) at ¢ = 1,000,
estimated separately for family houses (Columns 1-2) and flats (Columns 3-4). Estimation uses local
polynomial regression with a triangular kernel and the MSE-optimal bandwidth. Year fixed effects are
included as a covariate. Standard errors (in parentheses) are robust bias-corrected and clustered at the
municipality level. N (left) and N (right) are the effective numbers of observations within the bandwidth
on each side of the cutoff. Sample restricted to municipalities with population at most 2,000.

The pre-reform first stage is small and statistically indistinguishable from zero in both
segments. Above-threshold municipalities had voluntarily neutralized the bracket gap in 2020—
2023, so crossing the threshold did not generate a meaningful discontinuity in the per-m? tax.
The post-reform first stage is large and precisely estimated: 1.110 (s.e. 0.370) for family houses
(Column 2) and 1.076 (s.e. 0.379) for flats (Column 4), both significant at conventional levels,
reflecting both the 80% statutory rate hike and the post-2025 widening of the chosen-bracket
gap.

The pre-reform second stage is an uninformative placebo, as the weak first stage implies:
0.231 (s.e. 1.479) for family houses and 0.558 (s.e. 2.455) for flats, with standard errors an
order of magnitude larger than any plausible effect. The post-reform second stage is small and
statistically indistinguishable from zero in both segments: —0.021 (s.e. 0.039) for family houses
and —0.043 (s.e. 0.043) for flats. The 95% confidence interval on the post-reform second stage
rules out coefficients more negative than about —0.10 in log price per CZK/m? of tax for family
houses, and about —0.13 for flats. We discuss the leading interpretations after presenting the

panel evidence below.
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4.4.2 Difference-in-discontinuities on log price

The Diff-in-Disc design absorbs any time-invariant component of the threshold price gap that
may bias the cross-sectional fuzzy RDD. Table 6 reports the reduced form, the first stage, and

the 2SLS specification for both segments.

Table 6. Diff-in-Disc on log(avg_price) at the 1,000-inhabitant threshold, by residential segment.

Reduced form First stage 2SLS
log(avg_price) tax_m2 log(avg_price)

(1) (2) (3)

Panel A: Family houses

I(pop,, > 1,000) x Post; 0.045 1.345%%*
(0.050) (0.351)
tax_m2 0.033
(0.022)
I(pop,,, > 1,000) -0.093* -0.026 -0.093*
(0.040) (0.290) (0.059)
Slope controls Yes Yes Yes
Year fixed effects Yes Yes Yes
Bandwidth 200 200 200
First-stage F 16.85
N 2,007 2,007 2,007
Panel B: Flats
I(pop,,, > 1,000) x Post, 0.008 1.848%F*
(0.052) (0.351)
tax_m2 0.006
(0.023)
I(pop,,, > 1,000) -0.098* -0.026 -0.098*
(0.040) (0.290) (0.040)
Slope controls Yes Yes Yes
Year fixed effects Yes Yes Yes
Bandwidth 200 200 200
First-stage F 16.85
N 2,007 2,007 2,007

Notes: *** 1%, ** 5%, * 10%. Diff-in-Disc estimates from Equation 5 with Post; = I(t = 2025) and pre-reform
window 2023-2024, estimated separately for family houses (Panel A) and flats (Panel B). Column (1): reduced form on
log(avg-price). Column (2): first stage on tax_-m2. Column (3): 2SLS instrumenting tax_m2 with I(pop,,, > 1,000) x Post;.
Bandwidth h = 200; triangular-kernel weights; year fixed effects; municipality-clustered standard errors. The first stage
(Column 2) does not depend on the price series and is common to both outcomes where the samples coincide.

The first-stage coefficient is 1.343 (s.e. 0.351): the per-m? tax discontinuity at the threshold
widens by approximately 1.3 CZK in 2025 relative to the 2023-2024 baseline. Because the first
stage depends only on the tax schedule, it is common to both segments; the first-stage F-statistic
is 16.85, comfortably above the conventional weak-instrument threshold of 10. The reduced

form on log price is flat in both segments: 0.045 (s.e. 0.030) for family houses and 0.008 (s.e.
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0.032) for flats. The 2SLS estimates are correspondingly null, at 0.033 (s.e. 0.022) for family
houses and 0.006 (s.e. 0.023) for flats, with 95% confidence intervals of about [—0.01, 0.08] and
[—0.04,0.05] on log price per CZK of additional tax per m?. The constant term 1 is —0.093
(s.e. 0.040) for family houses and —0.098 (s.e. 0.040) for flats, a small, time-invariant negative
price gap at the threshold that the Diff-in-Disc design differences out.

This is our third headline finding: no detectable capitalization, in either segment of the
residential market. The price null is not driven by a weak first stage; the per-m? tax wedge does
jump at the threshold post-reform. It reflects instead a flat reduced form, with prices on the
two sides of the cutoff moving similarly between the pre- and post-reform periods, for family
houses as for flats. That the null holds for family houses is important, since family houses are
the dominant traded asset in the small municipalities around the threshold, so the result is not
an artifact of the thin flats market in these places. Unlike in some prior settings, the price null
cannot be explained by a strategic-response margin that absorbs the shock: Section 4.2 shows
that municipalities did not redeploy A, to offset the bracket reversion, so the wedge that reaches
the housing market is the full per-m? tax discontinuity reported in Column (2). The leading
interpretation is therefore that the wedge, while statistically detectable in the first stage, is small
in absolute terms relative to the price level. The post-reform per-m? tax is well under 0.1% of
typical property values (Section 1); capitalized in full at conventional discount rates, a wedge
of this size implies a price response of at most a fraction of a percent, an order of magnitude
smaller than the standard error on our estimate. Our design therefore cannot distinguish full
capitalization from none: the confidence interval comfortably contains both. What the null
establishes is the policy-relevant magnitude, that the reform did not move municipal prices
appreciably, rather than a sharp test of the capitalization elasticity, which in this setting would
require a substantially larger wedge. A second, complementary interpretation is that the 1-2 year
post-reform window is short relative to the time horizon over which capitalization adjustment

may operate. We return to both interpretations in Section 5.

5 Conclusion

This paper exploits the 2024-2025 Czech property tax reform to identify two margins that the

existing literature has tended to study in isolation: the tax-setting response through which
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local governments adjust their discretionary instruments to a centrally imposed shock, and the
capitalization of the residual tax wedge into housing prices. The reform’s two-phase structure—an
exogenous 80% increase in the national base rate in 2024 with municipal coefficients frozen by
the OZV-deadline constraint, followed by a 2025 amendment that simultaneously expanded
discretion over the local coefficient and abolished downward flexibility on the population-bracket
coefficient—generates the unusual variation we exploit, and the discrete jumps in ¢(pop,,) at
fixed inhabitant thresholds provide the source of cross-sectional identification.

Three findings stand out. First, the tax-setting response operates almost entirely through
the population-bracket lever. Before the reform, above-threshold municipalities actively used
the statutory option to set ¢(pop,,) below the legal bracket, generating a small negative
discontinuity in the chosen coefficient at the 1,000-inhabitant threshold. When the 2025
amendment removed that option, the discontinuity flipped sign and widened to roughly three-
quarters of the statutory bracket gap. Second, municipalities did not substitute toward the
local coefficient when the bracket instrument was withdrawn: the threshold discontinuity in A,
is statistically indistinguishable from zero in every year, and the difference-in-discontinuities
estimate is a precise null. Third, despite a credible first stage on the per-m? tax burden, we find
no detectable capitalization of the resulting wedge into log municipal-average housing prices
in the 2024-2025 window. The fuzzy regression discontinuity, the difference-in-discontinuities
reduced form, and the 2SLS estimate are all consistent with a precise short-run null.

These findings revise the standard narrative for institutional settings of this kind. The
literature on local responses to central reforms, building on Wilson (1999) and Lyytikédinen
(2012), has often interpreted small or null responses in the discretionary multiplier as evidence of
limited fiscal activism. Our results suggest that this reading conflates two distinct phenomena.
Czech municipalities had not been fiscally passive before the reform: they had been actively
using the statutory bracket instrument to undercut the central step structure. That activism
was directly visible only as a small negative gap at the cutoff and is fully revealed once the
2025 amendment removes the instrument. “Tax competition” in the canonical sense of strategic
interaction with peer municipalities is not what our reform reveals; what it reveals is strategic
adjustment to a central shock, channelled through the particular instruments that the legal
framework actually places in municipal hands. The two are easily confused in cross-sectional

designs.
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A more subtle finding is that, once the central government removed the bracket instrument
in 2025, municipalities did not redeploy the local coefficient to recreate the same offset. They
accepted the reverted bracket. One reading is that A, is a politically costlier instrument than
o(pop,, ), since it applies uniformly to all properties within a municipality rather than reflecting
a national schedule; the visible step structure of ¢(pop,,,) provides political cover that A, does
not. The implication is that discretionary instruments are far from one-for-one substitutes, and
the realized fiscal pass-through of a central reform depends materially on which instrument the
reform constrains.

The price null, conditional on this absence of substitution, is itself informative—but about
magnitude rather than about the capitalization elasticity. Because municipalities did not absorb
the bracket reversion through A, the wedge that reached the housing market is essentially the
full reverted per-m? tax, so the null does not reflect strategic absorption. It reflects, instead, the
size of that wedge: under area-based taxation with rates in single-digit CZK per m?, even an
80% statutory increase yields a per-m? burden well under 0.1% of property value (Section 1).
Capitalized in full at conventional discount rates, a wedge this small implies a price response
of at most a fraction of a percent—an order of magnitude below the standard error on our
estimate. Our confidence interval therefore contains both full capitalization and none, and the
design cannot separate them. What we can say is policy-relevant and not vacuous: the reform
did not move municipal prices appreciably. A sharp test of the capitalization elasticity, by
contrast, would require either a substantially larger wedge or a longer horizon than our 1-2 year
window provides; with the data at hand we cannot distinguish a small wedge from a slow market
response.

Our results have three implications for the design and evaluation of property-tax reforms.
First, evaluating capitalization without modelling the municipal-response margin is likely to
mis-attribute the source of variation in effective tax rates, and may explain part of the historical
heterogeneity in capitalization estimates from cross-sectional designs. Second, when central
governments impose uniform statutory increases on jurisdictions with discretionary instruments,
the realized fiscal pass-through to households depends primarily on the design of those instruments
and the institutional rules governing their use—and therefore on choices the central reform itself
can shape. Third, the broader question of whether countries like Czechia are caught in a “low-tax

trap” (Section 1) cannot be answered without distinguishing between strategic interaction and
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strategic response to central shocks; both can be true simultaneously, and the distinction matters
for how analogous reforms in other low-property-tax jurisdictions are likely to play out.

Our analysis has several limitations. First, our outcome is the Diotima model-based
municipality-level price; while this has full panel coverage and is robust to compositional
shifts in listings, future work using administrative transaction-price data would sharpen inference.
Second, our 1-2 year post-reform window is short relative to the time horizon over which full
capitalization should be expected, and we cannot discriminate between a small wedge and a
slow market response. Third, while we document the absence of a threshold-specific response
in the local coefficient, our analysis does not model neighbour-level spatial mimicking directly.
Future research could combine the institutional-instrument decomposition we provide here with
explicit spatial models, exploiting the same reform across longer horizons. The 2026 and later
post-reform data, when available, will be especially informative on whether the price null we
document is a transitory absence of capitalization or a permanent feature of an area-based tax

system in which residual wedges remain small relative to property values.
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Appendix

Table 7. Population coefficient values

Population size Population coefficient

< 1,000 1.0

1,001 - 6,000 1.4

6,001 — 10,000 1.6

10,001 — 25,000 2.0

25,001 — 50,000 2.5

> 50,000 3.5

Prague 4.5
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Figure 7. Google search interest in the 2024 Czech property tax reform.

Notes: Weekly Google Trends index for the search term “dan z nemovitosti” (property tax) in Czechia, January 2023
to October 2025. The series is normalized by Google Trends to a 0—100 scale, where 100 denotes the week of peak
search volume over the period shown. The dashed vertical line marks January 2024, the effective date of the reform.
Source: Google Trends, retrieved May 2026.
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