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Above the line...

- Nowadays the tax burden of Irpef and of Imu places
Italy above the european average

- While only in 2012, following the ‘Save Italy’ dess,
IMU saw a marked jump in the yield from indirect
taxes, the overall trend towards steeper prognessi
personal income tax started in the 90’s.

- The tax burden on labour (PIT) accounts for roughly
one third of the total revenue: about 30% of taseraie

- IMU yields in 2012 about 0,9% of GDP In extra
revenue.
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Why a Personal Incomex refornt?

- Today, the personal income tax is only formallgwayl on five brackets
and rates (23, 27, 38, 41 and 43). In practidas,aharacterised by only

two (and half) marginal tax rates (i.e. 30% upliowt € 55,000 and 41-
43% for more than the € 55,000 for an employee witli@pendants).

- High elasticity of the tax system, especially ow lnd average income
earners and too high marginal tax rates (low lalbowoe participation
rates, widespread underreporting of earni

- Much of the redistribution of Irpef is achieveddbgh tax credits for
employment. Allowances and tax credaowed the pre-existing
structure, within a not logically coherent system.

- The system does not provide for any monetary befoeftaxpayers when
the sum of allowable deductions is higher than gnosome tax payable
(the so-called phenomenon afi¢apienza”,i.e. the final balance being
insufficient to recoup the deductions to which tévgpayer would be
entitled).



Alternative PIT design proposals...

- Nens proposals (Libro Bianco 2008).

- Forum delle associazioni familiari proposal: from ‘quoziente’to
‘fattore famiglia’.

- Proposals inspired to optimal taxation: gender taxation.

- Budgetary cost of the proposals ranges from one to two pp of
GDF

- Only few measures have been recently adopted with an impact
on personal incomes:

- Taxing rental income from buildings for residential purposes at aaepéat rate
from 19% to 21% rather than including it in the PIT tax base

- Detaxing wage increases linked to productivity

- Introducing a solidarity contribution on high incomes (3% of income above €
300,000) for 2011-13 and on high pensions (5% of pension income above € 90,000;
10% of pension income above € 150,000) for 2011-14



A comprehensive wealth taxprosand...

Wealth taxes:

- raise substantial revenues while correcting some forms of horizontal and
Intergenerational inequity

- help improve the progressivity and achieve the redistributive objectives
of the tax system, by allowing to reduce the personal income tax rates

- may supplement capital income taxation (or substitute tax on capital
Income when this is constrained by policy design (e.g. low fla
under the DIT system)

- may discriminate capital income from labour income

- may induce individuals to reallocate their assets from less to more
productive uses

- In case of taxes on immovable properties, ideal tax base for local
governments, being the immobility of property clearly associated with
location.



A comprehensive wealth taxZans

Wealth taxes:

- not particularly efficient in the historical expenice as tool to achieve
redistributive objectives (inheritance and gifteéaxcan enhance progressivity but
may have marginal redistributive effects becauseytéld is typically low)

- detrimental for growth, because inequalities disaga work and human capital
accumulation (but their implications in terms di@éncy are not clear-cut, see
Annual Growth Surve}eU Commission, 2013, Johansson et al., 2008)

- negative effects on accumulation of capital andrietmporal allocation ¢
savings

- regressivity (as property taxes translate on ramtsmay be capitalised on market
values)

- highcomplianceand administrative costs for taxpayers and incestto tax
evasion (practical problems arise in ascertainiaglthh ownership, assigning it to
particular taxpayers and valuing ownership intajest

- Iinternationa practices: several countries (Auskialand, Germany, the
Netherlands and Sweden) repealed wealth taxeg ilash 15 years, also for
efficiency considerations (high mobility of finaaticapital).



Taxes on wealtim OECD economies, 2011 (in
percent of GDP)

B Taxes on capital and financial transactions B Estate, inheritance and gift taxes

= Recurrent taxes on net wealth = Recurrent taxes on immovable property

Source: OECD, Revenue Statistics 2013



Taxes on real propertg advance@conomies,
2011 (in percent of GDP)...
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Taxes on property Italy (20102012)

2010 2011 2012
Taxes on income (1) 9,41 8,18 6,64
PIT 8,77 7,54 6,00
CIT 0,64 0,64 0,64
Taxes on real assets (2) 9,20 9,20 (23,80 )
IMU/ICI 9,20 9,20 23,80
Taxes on transactions (3) 13,11 12,89 12,67
VAT 7,98 8,00 8,00
Registration fee and stamp duty 2,88 2,70 2,52
Mortgage and cadastral taxes 1,78 1,70 1,63
Estate, inheritance and gift taxes 0,47 0,49 0,52
Taxes on lease contracts (4) 1,20 2,06 1,77
fsrg'/l{igrcc;tlon fee and stamp duty on lease 120 1,09 0,80
Cedolare secca - 0,97 0,97
Total (1)+(2)+(3)+(4) 32,92 32,33 44,88

(in billions of euros)



Wealth taxes and the internatiobakt practices

- France

Impo6t de Solidarité sur la Fortune (IF$)ked since 1989 to RMI (Revenu Minimum d'InsemjioBefore
the 2011 reform , tax rates ranged from 0.55%.80% (6 marginal rates) on assets exceeding 800,00
euro (0.25-0.50 % with 2 flat rates in 2012 oretsgxceeding 1,300,000 euro ; primary resideafeev
reduced by 30%)) .

- Contribution économique territoriai@ 2010 replaced thEaxe professionell@evied on real assets
cadastral rents and on value added).

- Taxe Foncierdevied on real assets cadastral rents, yearly uedalat market values)

- Taxe d’habitatiorlevied on cadastral rents revalued; basic allowsafmeowner-occupied dwellings , taking
into account the family composition, such as depatgland earnings. TITaxe d’habitation is linked to tt
iIncome tax.

- United Kingdom

- Council tax (local takis charged to all occupiers of domestic propesdias is based on the estimated market value
of the property. Properties are assigned to nimel®according to their capital value and to theréée set by local
authorities. Low income families are eligible foetCouncil Tax Benefit.

- Canada

- property taxesevied on the property’s value in use (tax reverarddcal government), normally
linked to the property’s current market value ardguically revalued. .

- United States
- property taxeslifferentiated among federal States, with a totaltheeshold linked to income and to

the value of the iroierti.



Alternative proposals in the wealth and

Income taxation...
- Ambitious reform proposals in the “70s (US and)U&lggested
combinations of a:
- progressive income tax (moderate or flat rate tax)
- supplementary consumption tax
- annual wealth tax with high exemption thresholds
- Difficult to adopt in the OECD econom
- In Italy:

- Formal adherence to tltemprehensive incon{&HS) but gradual shifting
to dual taxation systems, with capital income taaed low single rate
(equal to the profit tax rate) and labour incomdarma progressive
schedule (Dual Income Tax, Dit)

- Major role attributed to consumption-based taxation

- Modest role of wealth taxation (i.e. ICI impostaramale sugli immobili
as recently replaced by IMU)




Rethinkingthetax mixin ltaly?

- The personal income tax and social security comtiioibns represent 59% of total
revenue (58% on average in the EU17). The PIT megd2003, 2005, 2007) have
only marginally reduced the tax burden on the Ioeome earners. Tax wedge in Italy
slightly decreased in the last decade only forleHfigmily households and married
couples.

- The tax mix in Italy is heavily biased on persanabme tax and relies in particular
on employees and retirees that cover almost 80#teafevenue from PIT (high
effective marginal income tax rates varying betwesgmloyees, retirees, self-
employed (i.e, a single worker with income from@)Q@o 28,000 euro has a r:
slightly above 30 per cent, high elasticity of thr, and therefore fiscal drag)

- Before the introduction of the IMU in 2012, recurrégaxes on immovable property
were lower than in the advanced OECD economiesowilg the introduction of
IMU, revenue is not out of line with other EU coues

- Extra-revenue from increases in property tax madlotv to redesign the income tax
(and transfer) structure to minimize the disincemto work and to redistribute
resources from high income/wealth individuals wwdo income earners, ie towards
citizens with a highest propensity to consume.
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The portfolio composition over the last decade...
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Households and individual wealth composition

In Italy

Household wealth Individual wealth
Household wealth
(euro) Share of wealth | Average Share of

% Wealth : g % Weath | wealth held Average
held (in percent off wealth .
holders holders |(in percent of|wealth (euro
total wealth) (euro)
total wealth

10.000 or less 12,36% 0,07% 2.092  45,78% 0,24% Yo7
10.000-50.000 6,77% 0,52% 27.318 9,28% 2,00% 28.661

0, N 50 0
E00.000-5.000.000 17,28% / 50,86% 1.048.7f1  568% / 41,90% 979578

0 0 PO, 0,
Over 5.000.000 0,45% \ 9,75/! 7.705.388 O,L-/o\ 5,%;1/0 6.499(530
Total 100% 100% 356.44p 100% 0% 132.724

Source Own elaboration based on ‘Indagine sui bilanci delle famiglie italiane’, Barttalyf



Shlftlngthe taxburdenon wealth..

European Commission policy recommendation (AGS, 2012%hift away
from personal and corporate income taxes to consumgatnohproperty taxes
In order to increase GDP per capita in the long run
« Recent measures adopted in 2012 (Save ltaly tedgfmllowed EU
commission recommendations :
- Taxation of real estate and financial assets (Ié&ly stamp duty on

securities deposit accounts and tax shieldedadaptaxation on luxury
goods)

- Allowance for Corporate Equity for new investment
- Deductibility from direct taxes of IRAP

- Increase in excise duties on energy
e  Overall taxation of wealth:

 Improved the fairness and the progressivity ofithian tax system:
because wealth is so highly concentrated (i.e.tdhé&% of holders own
25% of the total marketable residential propertiasyealth tax - paid
mainly by the wealthiest taxpayers - grants a gawertical equity

 had desirable secondary redistributive effectaoyaasing
iIntergenerational equity and horizontal equity




The IMU on owner-occupiediwellings...

Payments (in euro) % of tax payers % of total payments - In 2012 the new S|ng|e

oos Dan =0 180 22 Municipal Tax (IMU) replaced
B 18,1 6,0
100-150 14,8 1 the old wealth tax (ICl) on real
150-200 113 8.7
200-300 148 16,0 estate.
300-400 - .
400500 o s+ 17,8 millions of owner-occupied
500-600 1 .
e than 600 > NG dwe[hngs payed IMU (average: €
Total 100,0 000 229,
oo - - 85% of taxpayers payed less than
140 - 400 euro ond only 10% more

than €500

- IMU is more progressive than
ICI 2007 (before the exemption
of main residences), because of
the lowest rates and highest basic
deductions
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The IMU on other dwellings...
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Source Department of Finance 2013

~ IMU on other dwellings (i.e. productive and commerdialldings and other
residential properties) : € 17,9 billions
» 35% of taxpayers payed IMU up to € 200

» 10,5% of taxiaiers iaied more than € 1.800



.. the ratio between taxable values under IMU and
market values widely differ across regions...
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Source: ‘Gli Immobili in Italia’, Department of Finance 2011 e 202Z3kke values under IMU are obtained applying the adjustment factibrs
cadastral values; market values are computed using OMI|@eatt.

Following the introduction of IMU, the ratio between taxable value under i market values
has declined fron3,7to 2,3...but still there is high variability of this ratio over the differergioas



. and across different urban areas....
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Designing a comprehensive tax on net wealth

Solidarity tax on wealth (pre Sarkozy  Solidarity tax on wealth (post Sarkozy
scenario) scenario)

Household wealth Wealth Ta>_< _revenue Tax revenue [Wealth Ta>_< _revenue.l_ax revenue
(million of euro) holders |(million of (average) |holders (%) (million of (average)

(%) euro) euro)
0,8 or less 90,4% 0 0,0000 90,4% 0 0,0000
0,6-1,3 6,0% 1.0956 0,00Q8 6,0% 0 0,000(
1,3-2,0 1,8% 1.968 0,0045 1,8% 1.421 0,0033
2,0-3,0 0,8% 1.939 0,0100 0,8% 1.065 0,0055
3,0-4,0 0,3% 1.331 0,0115 0,3% 814 0,0107
4,0-5,0 0,2% 1.21y 0,0318 0,2% 838 0,0219
Over 5 0,5% 3 0,0736 0,5% _—3970 0,0370
otal 1000 ( 15.45 0,0006 100% ( 8.10 0,0903

Source Own elaboration based on ‘Indagine sui bilanci delle famigliaite’, Bank of Italy

A solidarity tax on wealth could generate extra revenue between
0,5%and1% of GDP



...would be feasible? ...there might be some
difficulties in practical implementation

- International capital mobility and opportunitiesexpatriate in tax
havens could discourage capital accumulation: tecends indicate a
decline in the total net wealth since the onsé¢heffinancial crisis (- 0,7%

In 2011 and0,5% in the ¢ semester 2012 with respect to last december
(Bank of Italy, 2012)

* Need to define the appropriate taxable unit ofrteewealth tax.
Individual or Household? .... Treating husband anc\ad separate units
would create incentives to split wealth among fgmilembers; defining a
foyer fiscalgas in France) raises concerns for implementation

* Need to define the approriate taxable base for estate property?
Current cadastral value rent or market values? wealth tax based on
current cadastral rents does not appear a su@hlen: ‘confiscatory’ tax
rates would be necessary to ensure the expecteduey.. taxing real
property at market value may be a solution (theskewf the immovable

iroierti cadastre takes 3-4 iears but OMI coeﬁtsialreadi availablei



The cadastral rental value is booid’

- The current property valuation system, based amasts of market
values was originally provided as regards as wieatriormal’ rental value
of property would be as of 1937-39 (i.e. averageshmilar properties in
the same general location).

- In 1990 — more than 50 years later — the cadasighlrealue updating
was largely incomplete: it only affected the upadgtof the rates, leaving
substantially unchanged the broad building clasatifons which are
taxable and across areas.

- The inadequacy of the system stems fi

- the category- and class-based system has not been changed sineatibe af the
property register.

- the classification (i.e. the process of classifying an ordibailging asset within a
category and a class) has remained at the initial clagsmficand the only updates are
related to the communications made by the persons involved, at thef thugding
restructuring or additions.

- Areform of the cadastral valuation system needsetonplemented in
order to promote greater equity in the computatibtaxable bases and to
achieve actual equalization between the differeinfun areas.



... the average market value of housing and thetcataxable
value show that as the market value of propertesases the
effective average tax rate declines...
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Reforming the Immovable Property tax...

- The immovable property cadastre requires updating to address
equity concerns and overcome the asymmetry and variability across
the country and between and within market areas and jurisdictions

- In perspective:

- bringing the tax base (cadastral rents) in line withrtteeket value of the
property (if the tax is to function properly, that is tolesft the return on
Investmer or renta value; thequality of the servicereceivecwill depen
on the building’s location and its condition, whichllvee reflected in its
value)

- determining new values by using different valuation methfua
‘ordinary’ (i.e. residential properties) and ‘spdcdiaee. producing
properties) real assets

- earmarking of additional revenue to adjust taxgadeductions and

allowances so as to avoid increasing the tax bufoieto reducing the tax
wedge on labour)
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What nex? The ‘delega fiscale’ and the strategic orientaifdax
reform

- In line with the Save Italy decree, the draft law concerning the
powers delegated to the government to lay down provisions for a
more equal, transparent and growth-oriented tax system

- Art. 2 of the ‘delega fiscale’ envisaged an update and reform of
cadastral values

- The substantial increase in taxable values could finance &
reduction in IMU rates and could be used to partly reduce
distortionary taxes on transactions related to real property

- Because of the early dissolution of Parliament last December, the
adoption of measures related to the reform of property tax has
been necessarily postponed the to the next legislature.



What nex@ Reforming the current immovable property tax ...

- A property tax generally conceived of as a levyeldasn the aggregate market
value of all immmovable properties

- A favourable tax treatment for owner-occupied housingvith respect to all
other properties (i.e. productive and commerciddings and other residential
properties)

- Atax base based upon thrarket value of the property (net of outstanding
mortgage)
- A lowering of the tax due on owner-occupied housing

- Taxable base= market value - allowances designed so as to redtabedbbt by about
one-third;

- Tax rates would be reduced compared to the current ones, in a nexgrale context;
- An average allowance granted for each building unit — increasing wigothéation

of the municipality where the building is located- would reduce the ineqtithe
actual tax design which penalizes the owners living in large metrapalieas

- Or, alternatively, an allowance granted in percent of taxable vélpiperties (or a
deduction from the taxable base) might go to the same direction,rag@wadastral
rents increase depending on the size of municipalities.



What nexX@ Reforming the current owner-occupied property tax

- Increase basic IMU allowances or exemptions up to@ven threshold?
- Exemption of a significant number of propertiesolwethe threshold

- Financing problem for small municipalities (but M@lso imply financing
problems for small municipalities (i.e. 75% of th&ner-occupied dwellings
In the municipalities of less than 5,000 inhabkamith cadastral rents below
300 euros)

- Income-related IMU allowance®

- Mix direct/personaVsindirect tax (IMU taxes by its nature the value of
dwellings in a proportional way without referenegcept in particular cases,
to the tax taxpaying capacity of the owner);

- Tax evaders will be benefited (i.e. ‘rich asse&thby low-income
declarants) — San Lazzaro di Savena ‘case’

- Opportunity for tax avoidance (i.e. incentives paitgoroperties among family
low-income members)



What nexX@ Reforming the current owner-occupied property tax
housing as a charge for local services...

- Housing can be thought of as a large consumer turab

- As in the Mirrlees’ proposal (2011), &ousing service tax could be levied as a flat
percentage of the rental value of each propertgtindr it is rented or owner-
occupied

- The property tax would also be though of as a payrioe local provision of public
services (i.e. TARES could be designed so assoradMU on primary
residences

- Based on residency rather than ownership and diftexted between occupiers
of domestic properties: property owners would barged on the market value
of property; tenants on the same value ‘discounted’

- Compatible with the assignment of revenue to Igoalernments

- Losers and winners: adverse social effects (ive-itcome households living
In expensive houses) might be mitigate by tax medeictions (instead of
detractions) so as to exempt about one-third ofonable properties and avoid
funding problems for small municipalities.




What nexX@ Reforming the current owner-occupied property tax

taxing imputed rents in PIT ...
The homeownership can be considered as a strearkifd income

The idea of taxing the imputed rents is to add itirisind income to the
personal income tax base

- In a revenue-neutral context, one option is to tax imputed rent (and atglisht
taxation of cadastral income) and to introduce a proportional rebatesmmakincome
tax rates

- The extri-revenues from taxing imputed rents are used to reduce the burder

- Losers and winners: the benefit of personal income tax rebatesconledo taxpayers
with a positive personal income tax liability

- As for fiscal federalism, turning the property tax into ‘genezgénue’ may be difficult
and undesirable and require to review intergovernmental revenue sharimgnmnseac
between levels of governments

- Experience shows that taxes on the return of residential propepgléareally difficult
to sustain particularly in times of rising housing prices

- Taxing imputed rent as part of the progressive personal income tagsmapli
comprehensive income tax system (instead of a dual income tam}yste




What nexX Reforming the current owner-occupied housing tax:
the problem of ‘asset rich-low income’ ...

- Taxes on the value of owner-occupied housing pqgselity constraints to low-
Income home-owners, holding assets which do natigéd current incomes.
Forcing taxpayers to sell primary residences totpags is not desirable and
may be perceived as ‘confiscatory’ (infringing peoy rights)

- A property tax deferment program (i.e British columbia, Canada) offered by the
municipalities to assist qualifying homeowners ayipg annual property taxes

on their main residence could in principle be asged with a system of mee-
tested benefits:

- eligibility criteria (homeowners 'in difficult caltions' dependent on
Incomes or financial situation)

- Indexation of the mortgage debt (i.e the portiothef deferred tax with a
certain interest rate)

- repayment of the debt by the heir or the buyenatime of the transfer of
ownership (purchase, endowment, inheritance)

- The municipality gets less revenue in the transaigeriod but keeps holding



Two more problems...

- Even at the time of ICI, tax payers failing to keep up with
mortgage payments on their homes were protesting against their
non-deductibility. When allowing the deductibility of the
mortgage from IMU, however, the question of deductibility of
Interest expenses from the income tax arises.

- The favourable tax treatment granted to the the c-occupiec
dwellings (with respect to other dwellings) poses also the
guestion of the ‘treatment’ of tenants holding a home ownership
In the same city.



Concludingemarks:

- The financial and economic crisis that startedd@&has resulted in a significant
deterioration of public finance across most EU N28e to the high public debt, in
Italy fiscal reforms should be revenue neutral,

- In the PIT taxation, high marginal tax rates crealstortions, discouraging labour
supply and investments;

- In terms of efficiency of the tax system, the imge in the property tax is a revenue
neutral possible option to shift the tax burdenaodg growth-friendly forms of
taxation and to gradually reduce the tax wedgebour income;

- In terms of equity, the increase in the propemyr&dlects the adjustment of
cadastral values by a common factor within eaclpenty classification;
nonetheless the taxable values of many propediaain well below the market
value and show a significant regressivity and uradities across territories,
properties of different values, areas within thes;

- A reform of the real estate taxation should pritgaaddress the revision of the
cadastral system. Accordingly, taxation must be@serhed to ease the tax
Incidence on the owner-primary residences and sarerthe compatibility of
revenue assignment to the local tiers of governsent



Table:andFigures



Households’ portfolio composition

2008 2009 2010 2011
Value in Value in Value in Value in
billion of % of billion of % of billion of % of billion of
euro at euro at euro at euro at |% of total
current total current total current total current
price price price price
Real assets (a) 5.770 66,5 5.839 Q7,5 5899 67,9 5.978
of which:
Owner-occupied housing 4.842 5b,8 4014 b6,8 4.962 57,1 275.0 58,
Financial assets (b) 3.731 43,0 3.654 4p 3 3.p66 2,2 B3.54 41,]
Total wealth (a + b) 9.501l 109)5 9.493 109.,8 9.564 110,2 519 110,
Liabilities (c) 827 9,5 8471 9,8 887 10,2 90( 10,4
Net wealth (a + b - ¢) 8.679 1000 8.646 10P,0 8.683 1D0,0 8.619 100,

Source: Bank of Italy, 2012

10,4%; Household asset values play then a substantial role in the hoys=etfolc
(52.1% of total wealth in 2010)

7.5 of France, 7 of Japan, 5.5 of Canada, 4.9 of United States.

69,4

Real assets: 69,4% of total net wealth in 2011, financial agde1$6 and liabilities only

Owner -occupied housing: large share of households’ wealth (3/4 of tha pasition)
Financial assets: decrease by 3,4% from 2010 to 2011
Italian households holds a wealth that is to 8.3 times disposableanagainst 8 of UK,



Households'’ portfolio composition across

Wealth Canada France Germany lItaly Japan  United USA
Kingdom
Year 2010 2010 2010 2010 2010 2010 2010
Net Wealth 546 815 625 871 776 826 533
Net Financial wealth 206 217 198 274 399 298 322
Non financial assets 340 597 427 598 377 527 211
Financial assets 357 317 295 363 525 465 445
of which Equities 91 81 56 56 38 71 120
Liabilities 151 99 97 90 126 166 123
of which:Mortgages or
Medium and long-term loans 94 66 55 65 91

In per cent of nominal disposable income
Source: OECD Economic Outlook no. 92



The distribution of net wealth in Italy

2010
Percentage of wealth held by 10 percent of the richest
families 45.9
Percentage of wealth held by 50 percent of the poorest
families 9.4
Gini Index
Net wealth 0,624
Real assets 0,628
Financial assets 0,779
Liabilities 0,911
Gini index of household income 0,351

Source: La ricchezza delle famiglie italliane, Banca d’ltalia, 2012



Individual Housing Wealth is more unevenly
distributed among rentiers and self-employed...
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...and generally increases with the age of the holaan. ..
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Fonte: Elaborazioni su dati




Housing inequality and territories.... breakddwn
wealthgroup

Share Share Share
Geographical ared  Gini index Top 10% Top 5% Top 1%

Poulation of the Share Share Share
municipalit Gini index Top 10% Top 5% Top 1%

Source: Calculations on data ‘Gli Immobili in Italia’, Dipartimento détieanze 2012



