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Motivation, description of the research question, methodology and contribution 

 

Motivation and Research Question 

In this project, we study the consumption response to the introduction of a property tax experiment in 

Italy in 2012 using panel data of consumer financial transactions.  

The institutional features of the new tax regime allow us to identify the reaction of households’ 

consumption to a sequence of unexpected and expected income shocks occurred in the 

implementation phase of the tax reform. 

 

Institutional features – In December 2011, the new property tax regime proposed by the Italian 

government lead by Mr. Monti (in office from November 2011) has been approved by the Italian 

Parliament. The tax reform applied immediately from 2012. The experimental property tax has been 

paid by Italian homeowners in two installments.  

By June 2012 all homeowners paid the first installment, equal the 50% of the total amount of the tax 

- computed using a unique tax rate set by the central government.  

Between July and November 2012, each Italian municipal council started to announce and approve 

the local tax rates that applied for the second installment. The local tax rates have been set at a level 

higher or lower with respect to the unique tax rate set by the central government within a pre-

determined range.  

Finally, by December 2012, the homeowners had to pay the total amount of their property taxes – as 

established by the local governments – less the first installment.  

 

Identification strategy  

 

To estimate the effect of the tax announcements on consumption, we use the timing of local elections 

as source of exogenous variation in the property tax rates on the main dwelling. Indeed, how has been 

shown by Alesina and Paradisi (2014), municipalities without local elections in 2013 set a tax rate 

about 0.1 percentage points higher than those with elections. Timing of municipal elections in Italy is 

arguably random and this experimental setting has been used by Oliviero and Scognamiglio (2016) to 

estimate the effect of local property taxes on property values. 

 



Contribution to the literature  

 

Permanent income hypothesis (PHI) implies that consumption should respond to an unanticipated 

income shock. However, identifying unanticipated variation is challenging and only few 

contributions in the literature offer a convincing estimate of the effect on consumption of 

unanticipated shocks (for a review of the literature, see Jappelli and Pistaferri, 2010). A recent 

exception is Argawal and Qian (2014) that studies the announcement by the Singapore government 

of a disbursement of one-time cash payout to 2.5 million adult Singaporeans. 

 

Consumption data – The data used in the project allows us to keep track of the dynamic effects of the 

tax hikes on the credit and debit card spending and the change in credit card debt of individual 

consumer financial transactions. Our data will cover the time period from 2011 to 2013 and allow us 

to exploit the entire sequence of income shocks occurred in the implementation phase of the tax 

reform. Surico and Trezzi (2016) provides an estimation of the effect of the 2012 property tax reform 

on consumption using biannual survey data on Italian households (SHIW). Using the variation in the 

self-reported amount of property tax paid by households, they found large durable expenditure cuts in 

2012. 

Our detailed data at monthly frequency will help in disentangling anticipated from unanticipated 

component of the income shocks and will allow us to identify the exogenous variation in the tax rates 

due to the local political cycles.  

 The tax disbursement – We observe the amount and the date on which the property tax is paid. Thus, 

we can use the same exogenous variation in income using the variation at municipal level, to study 

the effect of anticipated vs unanticipated component of the income shocks.  

Wealthy hand–to-mouth – Housing taxes by their nature affect wealthy households and these 

households might hold little or no liquid wealth. Thus, property tax hikes generate an experiment 

suitable to directly test the consumption response of wealthy hand–to-mouth households, providing 

evidence for validating recent theoretical contributions on the macroeconomic effects of fiscal policy 

(Kaplan and Violante, 2014).  

Tax hikes as opposed to a tax cut – Evidence on the effects of increases in taxes on consumption is 

relevant for contributing to the policy debate on the (unintended) consequences of austerity plans.  
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A short note on the data  

The initial part of the project will be devoted to the organization of the individual consumer financial 

transactions data provided by a leading Italian bank. Our data request is currently under discussion 

with the bank and its approval is still pending. 

However, given the confidentiality of the data, we won’t be able to make the dataset publicly 

available. We will not use the resource of the grant for covering the data collection process. 
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Missions related 
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