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Abstract 

This paper examined the relationship between residential property development and property tax generation in 
Ibadan North Local Government, Oyo State- Nigeria. Data on residential properties within the Local 
Government for an eleven year period (1999 – 2010) was obtained from the appropriate planning authority, 
while records of property taxes generated within the same eleven year period was sourced from the taxing 
authority within the local government. Regression analysis was used to examine the degree and nature of 
relationship that a change in the number of residential properties will have on the generation of property taxes. 
Results showed that the actual property tax paid in Ibadan North Local Government Council is being influenced 
by the number of residential buildings within the council at about 59.3% variation. This implies that a positive 
variation in the number of residential buildings within the council will lead to a positive variation in the actual 
property tax generated. Investigation further revealed that this revenue option is however not fully utilized as 
payments of these taxes are not fully enforced by the taxing authority. It is therefore paramount that the local 
government seeks for means of improving its tax base through effective property taxation, thus increasing funds 
available for community development projects such as electrification, road construction, drainages and other 
essential utilities. 
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1. Introduction 

Real estate development can be regarded as the most significant aspect of national development as it forms the 
physical structure of a nation on which the standard of a nation’s development is based. In one way or another, 
land provides the shelter, privacy, and services that are essential in sustaining modern life, thus the basic need to 
occupy land has led all organized societies to control the use of land and property either by taxation or legislation 
(Olusegun, 2003). In actual fact, wealth cannot be generated without reference to land and buildings. It is 
therefore relevant and rational that this source of wealth be taxed for social and economic reasons in order to 
raise revenue for the government who takes care of the physical environment of landed properties and also create 
the enabling environment for the citizens to create wealth (Ismail, 1986). As observed by Tsoodle and Turner 
(2008), Property taxes are a fundamental source of wealth for Local Governments in the United States, and they 
make up to 73% of Local Government tax revenue. Similarly, almost all local governments worldwide rely to 
some extent on property taxes to pay for local services (Slack, 2010). As observed by England, Zhao and Huang 
(2013), a substantial portion of property taxes in the United States were levied on residential property owners, 
and these property owners in turn benefited from the municipal services that those property taxes helped to 
finance. 

The fact that the total supply of land in a country is fixed, and the view that the income derived from the 
ownership of land is a kind of “unearned” surplus, continues to lend support for measures to tax economic rent. 
Conceptually, land as a factor of production and a source of wealth should be subject to taxation. According to 
Ogbuefi (2004), the suitability of land as a source of taxable revenue however depends on physical economic, 
legal, political, and socio-cultural factors.  

Many countries have introduced a development tax which is levied on any increase in the market value of land. 
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Much of the increased value of land arises from the efforts and expenditures of the community as a whole. 
Public expenditures on infrastructure such as that on roads, water, gas and electricity services will dramatically 
increase the values of land which is adjacent to such services. Taxation is therefore an important factor in 
economic planning and development and also an agent of social change. 

However, the under-utilization of property tax as a means of generating revenue for local councils in parts of 
Nigeria and Ibadan North local government leads one to ask whether the tax is actually a good tax for local 
government, and if it is, why is it not well utilized, ie, by fully enforcing the payments of these taxes by the 
taxing authority. Also, what are the ways to increase property tax revenues to ensure improved funding of 
essential utilities at the local level such as access roads, schools, health care centres, electricity and drainages? 
This paper explores the relationship between residential property development and Property tax generation in 
Ibadan North Local government, Nigeria. It clearly examines the effect of increased property development on 
property taxes accruing to local authorities and vice versa. 

2. Justification of the Study 

Ibadan North is one of the Local Government Areas in Oyo state where property taxes is being paid by residents 
and documented by the relevant authorities. Monies generated from this form of taxation accounts for a part of 
revenues generated by the Local government to provide essential utilities for the residents. It is well known 
however, that an important indicator of how much is charged as property tax and acceptable to the payee is the 
level of infrastructural development in the area since it will justify the readiness of people to pay. In this regard, 
Ibadan North has been described by many as the commercial nub of the city, as the area accommodates a large 
number of commercial activities including the ultra-modern market, banks and other financial institutions, 
educational facilities, administrative buildings and residential buildings. The area can be described as having a 
fairly high level of infrastructural development. However, the redevelopment and reclaimation of parts of Ibadan 
North as well as the need to adequately maintain and upgrade existing utilities and amenities justifies the need 
for adequate financial resources which can be achieved through effective property taxation. While certain 
projects such as the dualization of some roads in the area have been identified, other such community 
development projects are being proposed by the council. This study is justified by the need to explore property 
taxation as a means to generate significant revenues to fund community projects at the local level.  

3. Property Tax and Residential Property Development 

In developed nations of the world, property taxes are used to finance very visible services and other essential 
utilities. Individuals promoting urban revitalization hold that benefits from developments do not accrue solely to 
developers and landlords, instead they also improve values of surrounding properties and neighbourhoods, while 
also increasing the tax base for municipal governments (Newel, 2009). Bird (2001) argued that property tax is a 
good tax for local government because it is fair, difficult to evade, and promotes local autonomy and 
accountability. According to Slack (2010), almost all local governments worldwide rely to some extent on 
property tax to pay for local services 

Bird and Slack (2002) in their study on land and property taxation provided an insight into the importance of 
generation of property taxes within a locality. It was stressed that property tax is appropriate as a local revenue 
source because real property is immovable and domiciled within a community, thus it is unable to shift location 
in response to the tax. The study also revealed that property tax is considered as an appropriate source of revenue 
for local government as there is the connection between many of the services typically funded at the local level 
and the benefit to property values. The study concluded that property tax is a benefit tax to the extent that public 
services provided to the property owner enhance the value of the property and result in higher property taxes. 
Thus where the matching does not occur, there will be a pattern of positive and negative subsides which will 
influence the residential development patterns. 

Yenger (2005) asserted that house values (property values) depend on local public service quality and on local 
property rates – a phenomenon known as capitalization. However, while Yenger (2005) provided the theoretical 
framework for a model that expresses the relationship between property tax and residential property 
development; Song and Yuez (2008) in examining how differences in property within cities affect urban sprawl, 
established through a rigorous mathematical model that there is a relationship between property tax and change 
in improvement on land via the ability of residents to pay for what they can afford. England and Ravichandran 
(2010) showed through numerical simulations that a higher property tax rate will favour construction of houses 
with fewer storeys and with more compact footprints. 

On the contrary, Zodrow (2001) sees property tax as a tax on capital that results in distortions in the housing 
market and in local fiscal decisions. Property tax based on the value of land and building was seen to discourage 
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development and results in the under-utilization of land, thus the amount of capital per unit of land is less than 
what is economically efficient. In the same vein, Lewyn (2013) argued that if a residential development is 
unusually affordable, it will produce less property tax revenue than the rest of the housing stock. This implies 
that the residential property will reduce the municipal tax base, which means higher taxes or fewer services for 
existing tax payers. Using descriptions of over 36000 houses in New Hampshire between 1985 and 2006, 
England, Zhao and Huang (2013), submitted that property taxes have impacted more negatively on lot size than 
building size. They further stressed that the significant effect of property taxation on the decision of residential 
property development provide some evidence that the property taxation is not merely a user fee and that it does 
affect allocation of residential capital across municipalities. 

While the effects of increased property development on property taxes accruing to local authorities can be 
identified, the true relationship and interconnection between these and the benefits to government and society 
has not been adequately addressed. Although, this have often been alluded to but not well documented. 

4. Incidence of Taxation 

4.1 Direct Incidence 

Taxes here are paid directly. Residential property owners, commercial property owners and farm owners pay 
property taxes directly. They can often however pass those taxes onto others, so they may not ultimately bear the 
cost. 

4.2 Indirect Incidence 

Ultimately these are taxes that are borne by labor or capital (natural or produced). Capital originates through 
labour or through capital gain as natural resources becomes scarce. It can be passed on through inherited wealth. 
The tax on labour is in this case most easily thought of as a tax on consumption that makes working to earn 
income less attractive. A property income is partly a tax on the consumption of services from property. However, 
Bird and Black (2003) postulates the following views, that: 

(i) Those who view taxes in residential real property as essentially taxes on housing services tend to think that 
property taxes are inherently, since as a rule, housing constitutes a relatively larger share of consumption for 
poorer people. 

(ii) Those who view property taxes as essentially a tax on capital tend to think that such are inherently 
progressive, since as a rule, income from capital constitutes a relatively higher share of income for richer people. 

(iii) Those who view the portion of the tax that falls on land as being paid not of economic rent consider it to be 
inherently equitable to tax such unearned increments arising (often) from public actions. 

(iv) Those who view property taxes as essentially benefit taxes tend to think that there is no more sense in 
asking if the ‘price’ of local public services does not raise any question of incidence. 

5. Data and Research Methodology 

Data for this study were obtained from up to date records from the appropriate planning authority and the taxing 
authority within the selected local government. Data received from these two authorities include records of the 
number of residential properties within the local government over an eleven (11) year period between 1999 and 
2010, as well as Records of property taxes generated within the same eleven year period (1999 – 2010) 
respectively. Regression analysis was adopted to identify the relationship between the change in number of 
Residential properties and Property tax generated within the study area. This is to examine the degree and nature 
of relationship that a change in the number of residential properties will have on the generation of property tax. It 
will also examine the need for local government to either seek for a means of retaining tax base or improve it 
(that is to discourage as much as possible change in use for various purposes like zoning, exemption and relief as 
the case may be). 

Thus the element of the linear regression is given as 

y = a + b1x1 + b2x2 + b3x3                             (1) 

Where  y is the dependent variable 

And  x is the independent variable 

Thus, in the first instance when relationship is between the changes in the number of residential properties and 
the generation of property tax, the dependent variable y is the amount of tax generated in the local government 
over a period of eleven years while the independent variable x is the number of residential properties in the area 
over the eleven years under study. 
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6. Results  

 

Table 1. The Regression analysis between the actual property tax generated on Y axis (Apt N) and the number of 
the residential building in Ibadan north local government 

Yaxis X axis Model Equation R2 Fcal Ftab Sig 

Level 

Rmks 

AptNE(Actual Property 

tax Paid In Ibadan 

North LG 

BldPNE(Population of 

Residential Building In 

Ibadan North LG) 

Linear AptNE=50.7BldPNE – 

210908 

59.3 13.140  .006 S 

  Log AptNE= 

Log .1535366BldPNE – 

1E+007 

58.0 12.419  .006 S 

  Quadratic AptNE=.002BldPNE
2 

-49.11BldPNE + 1279637 

60.9 6.229  .023 S 

  Cubic AptNE= 2.78E-008BldPNE
3 

-.001BldPNE
2 + 958056.8 

61.6 6.427  .022 S 

 

The result from table 1 shows that actual property tax paid in Ibadan North local government council is being 
influenced by the population of the residential buildings within the council at about 59.3 % variation. The F 
calculated of 13.14 is less that F tabulated while the significant level of 0.006 is less than 0.05. The implication 
here is that H1 is accepted. The Model equation however indicates that a positive variation in the number of the 
residential buildings within the council will lead to a positive variation in the actual property tax paid. 

7. Conclusion 

The residential property tax is a good tax for local governments, yet it is not a major source of revenue for local 
governments in many developing countries. The services and amenities enjoyed by residential property owners 
and occupiers are usually provided by the Government, thus it is paramount that residential property owners are 
properly taxed by the government to generate revenue to effectively finance facilities and utilities, and also 
manage and maintain existing ones within the locality. How well property taxes are administered not only 
impacts on how much revenue is collected, but also affects the equity and efficiency of the tax. Having carefully 
examined the relationship between residential property development and property tax generation in Ibadan North 
Local Government Council, issues raised herein indicates that a positive variation in the number of residential 
buildings will lead to a positive variation in the actual property tax paid. Thus, an improvement in residential 
property development is of great significance if the tax base of the local government council is to be improved. 
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