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Abstract


In the process of purchasing real property the most important transaction costs are the cost of determining the price, the cost of negotiating and creating the contract, and the contract enforcement costs. Real property market also presumes, e.g. the existence of a reliable cadastral system. This produces expenses to society, e.g. for the maintenance of the cadastre and land register. On the other hand, society gains revenue from capital transfer taxes, subdivision fees, and register user charges.


The article considers the special features of real property transactions from the viewpoint of land economics, and analyses the formation of transaction costs on the grounds of the prevailing transaction cost theory and the factors influencing the size of the costs.


In the article the Finnish real property transaction process is modelled in detail, the actors of the process are described, and the transaction costs arising from the various stages of the process considering the seller, the buyer, and society, are specified. In order to have a general view of the similarities and differences between the transaction processes and formation of the transaction costs the Finnish process is compared with the Swedish and Slovenian transaction processes. Finally, the article gives recommendations by which the transaction costs may be lowered.


Introduction


The total value of the Finnish real estate cluster is appr. 500.000 million euros, corresponding ca. 70% of the national property. The business volume of the cluster is ca. 40.000 million € a year and it employs some 500.000 persons, i.e. one fifth of the labour force. The number of transactions of real property (direct ownership) varies 70.000 to 90.000 per year being ca. 86.000 transactions in 2004.  The share of the sales of property is appr. 85% of all transactions (other transactions are gifts, changes of real estate units and partition agreements). In 2004 the amount of sales was ca. 73.000 and the total volume of transactions was 5.700 million euros (see fig. 1). About 30% of the transactions in number usually concern detailed planned areas. Rated in money private persons are sellers and buyers in 2/3 of the purchases. About half of the transactions in number or money are transactions of real estate for housing purposes (see fig. 2). Transactions of real estate company shares are not included in the figures
. (NLS, 2005; Viitanen et al., 2003 p. 5-10).
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Figure 1. Number of real property transactions and the amount of money in real property sales in Finland in years 1997-2004 (National Land Survey, 2005).
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Figure 2. Number (%) of real property transactions (and the amount of money) by land use types in Finland in 2004 (National Land Survey, 2005).


The actors in a Finnish real property transaction are the buyer, the seller, the public purchase witness, the cadastral authority, and the land registration authority (District Court). In addition to these mandatory actors the buyer and/or the seller often avail the services of professionals specialised in the field, such as estate agents or property valuers. Figure 3 shows the most elementary transaction process where the buyer and the seller conclude a real property (cadastral unit) transaction without the assistance of an estate agent, property valuer, or any other external specialist.
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Figure 3. The basic process of real property transaction in Finland.

Figure 3:

1. The seller decides to sell the property.

2. The seller markets the property himself and finds a buyer.

3. The seller and the buyer agree on the terms of sale and draw up a sale contract.

4. The seller and the buyer sign the sale contract.

5. The public purchase witness
 selected by the seller and the buyer ascertains that the sale contract fulfils the requirements stated for a sale contract in the 2 Chapter and 1 § of the Code of Real Estate, and attests the sale in the presence of the buyer and the seller. Within seven days from the attestation the public purchase witness sends the information of the sale (property conveyance notice) to the cadastral district office (Official Purchase Price Register / Cadastre) and the municipality where the real property is located.

6. The buyer pays the transfer tax (4 % of the purchase price or other compensation) to the state.

7. The payment of the transaction price may be freely agreed upon by the seller and the buyer. Normally the title will transfer to the buyer when the transaction price is fully paid. After the transfer the buyer is entitled to claim legal confirmation of title to the real property.

8. The buyer claims legal confirmation of title at the District Court (register of land ownership and mortgage) of the locality of the real property.

9. District Court will investigate the legality of title and establish legal confirmation of title to the buyer’s real property.

If an unseparated parcel of land is sold, the subdivision is made by a surveyor employed by the National Land Survey or the municipality, after the establishment of legal confirmation of title to the real property. Figure 4 shows the process of subdivision.
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Figure 4. The basic process of subdivision in Finland.

Figure 4:

1. The buyer claims legal confirmation of title to the transaction of an unseparated parcel at the District Court of the locality of the property.

2. District Court establishes legal confirmation of title to the buyer’s property. The buyer settles the statutory payment for the registration of title. District Court informs the Cadastral Authority of the registration of title to an unseparated parcel of land. Cadastre is maintained by 86 cities for the area covered by detailed plan, and the National Land Survey for the rest of Finland.

3. Cadastral Authority registers the official notice and orders a surveyor to carry out the subdivision. The subdivision takes action without further petition from the buyer.

4. The surveyor investigates the preconditions for the subdivision and explores the archives for existing easements and mortgages.

5. The surveyor summons the buyer and the seller, and if required, e.g. the neighbours to a cadastral survey meeting.

6. Pertaining to the cadastral survey meeting the surveyor measures the extent of the unseparated parcel of land and sets up the necessary boundary marks.

7. The surveyor holds a cadastral survey meeting where a new cadastral unit is formed. The division of the former easements between the estates now formed is decided upon, the new easements and rights of way are decided upon, and the division of the mortgages between the residual property unit and the unseparated parcel of land is treated.

8. After the cadastral survey meeting the surveyor prepares a cadastral map and other documents.

9. The surveyor registers the cadastral survey after the appeal period (30 days). Those discontent with the decisions made at the cadastral survey may appeal to the Land Court.

10. The surveyor sends the cadastral documents to the Cadastral Authority for filing.

11. Cadastral Authority informs District Court of the registration of the subdivision, sends copies of the documents to the seller and the buyer, and an invoice for the subdivision to the buyer.

12. District Court updates the registration of title and potential mortgages to concern the new unseparated parcel of land in the land register.


Transaction cost theory 


General transaction cost theory


According to the transaction cost theory costs can be classified in two categories: production costs and transaction costs. Production costs are all the costs that are associated directly with productive activities such as manufacturing, logistics, and product development. Transaction costs are the costs of running the economic system (Arrow 1969 p. 48). Transaction costs are the economic equivalent of friction in physical systems. A difference between friction and transaction costs is that we can very accurately measure friction but not the transaction costs (Williamson 1985 p. 18-19).  The following is a consideration of these transaction costs from the viewpoint of real property transaction; their theoretical grounds, allocation between the various actors in a real property transaction, and the factors influencing the amount of transaction costs.
 


Ronald H. Coase initially developed the transaction cost theory in the 1930’s to help to explain why certain activities, products, or services are carried out internally in firms - while others are bought and sold in the market. Coase defined the term transaction costs in his pioneering work “The Nature of the Firm” (1937) by asking two fundamental questions: “Why is there any organisation?” and “Why isn’t all production carried out by one big firm?” His answer was that there are transaction costs that determine what is done in the open market, with price as the regulating mechanism, and what is done inside the firm, with bureaucracy as the regulator. Coase pointed out that “the distinguishing mark of the firm is the suppression of the price mechanism.”


According to Coase (1937) all transactions carry a cost, either as an external market transaction cost or an internal bureaucratic transaction cost. The most important market transaction costs are the cost of determining the relevant price of a product or service, the cost of negotiating and concluding the sales contract, and the cost of information failure (long term deviation). The most important internal transaction costs are associated with the administrative cost of determining what, when, and how to produce, the cost of resource misallocation (since planning will never be perfect), and the cost of demotivation (since motivation is lower in large organisations). In any given industry the relative magnitude of market and internal transaction costs will determine what is done where. (Canbäck 1998).


Williamson (1985 p. 43-52) extended the argument by noting that two behavioural assumptions are critical. First, individuals in an organisation are boundedly rational. This limitation makes it impossible to structure perfect contracts, and any contract will be incomplete even if all information is available. Second, individuals behave opportunistically. This means that they will act in self-interest with guile. This includes also such blatant forms of opportunism as lying, stealing, and cheating. But opportunism more often involves subtle forms of deceit. Both active and passive forms and both ex ante and ex post types are included. The implication is that promises of responsible behaviour are only credible when they are supported by enforceable commitments, since individuals otherwise would break an agreement if it is in their self-interest to do so. (Canbäck 1998).


With the two assumptions of bounded rationality and opportunism, Williamson (1985 p. 52-63) demonstrated that three factors play a fundamental role in determining if market or bureaucratic transactions are optimal. The factors are asset specificity, uncertainty, and frequency of transactions (see fig. 5). By asset specificity is meant physical assets, human assets, site, or dedicated assets that have a specific usage and can’t easily be transferred to another use. Under this condition opportunistic behaviour can be expected if the asset is part of a market transaction. High uncertainly such as distortion of information (or a lack of information) or business cycle volatility will lead to more bureaucratic transactions and it will be difficult and expensive to create contracts that cover all possible outcomes. If the transactions are frequent there is a tendency to manage the transactions bureaucratic since the repetitive contracting cost will be higher than the bureaucratic cost. (Canbäck 1998).

The transaction costs may also be divided into costs arising prior to and after the transaction moment. Transaction costs of ex ante are the costs of drafting, negotiating, and safeguarding an agreement. Transaction costs of ex post are the enforcement costs. (Williamson 1985 p. 20-21).


Douglas C. North has further developed the transaction cost theory with a model where the transaction costs are considered from the viewpoint of the whole national economy. North has especially studied how the state can assist in lowering the transaction costs. According to North lack of information (asymmetric information) offers potential for opportunistic actions and inefficiency of national economy. For this reason the state and the various administrative institutions have an essential role in developing systems to the market, which would offer further information to the parties in a transaction and thus lower the transaction costs. Further, according to North, it is the duty of the authorities to create administrative and legal setting for contractual processes and ensure the enactment of the contracts. (North 1990 p. 34-37).



Figure 5. The transaction cost framework (Canbäck 1998 p. 26).

North also has pointed out that firms try to minimise total cost, not only transaction costs Sometimes transaction costs are not minimised because the resulting improvement in production costs can outweigh the increase in transaction costs. (North 1987; North 1990; North and Wallis 1994).


Special characteristics of real property transaction

The factors in the real property market distinguishing land and real property from other commodities are described in land economics. The special characteristics of land included e.g. the following (Virtanen 2004 p. 5-6):

· Land is limited in quantity; it cannot be reproduced like a commodity.

· Land has no production costs in the customary sense. Ground cannot be manufactured, so it has no corresponding production costs either. Costs may, however, arise when the existing “base land” is developed for certain purposes. For example, field is “produced” by clearing, or building land is “produced” by planning and by constructing infrastructure.

· Land is eternal. It will not get old, go out of fashion or be spoilt as the produced goods normally do. Land maintains its value and is, therefore, a popular investment. When land is believed to become even more profitable it is often retained in the hope of price increase, and in the meantime it may continue producing e.g. corn or timber. Sometimes land may, however, become contaminated due to e.g. erosion or pollution, but these cases are rare exceptions.

· Land is essential for all activity; other commodities may not replace it. For land this means inevitable minimum demand, which arises from the minimum requirement of various actors.

· Each land area is different and unique, at least by location. Commitment to a location gives a certain monopoly to the owner of the area. This monopoly may be relative in respect that land of the same kind may be for sale with other landowners as well (=oligopoly), but sometimes monopoly may also be absolute.

· Land ownership often involves sentimental values, which partly may have an influence on the land market, and land ownership may have other motives than maximisation of economic benefit. For example, the subjective utility value of a forest area as a recreation and hunting area may be higher to the owner than the market value of the land converted into building land.

· The land market is locality-specific (market area). It means that the demand and supply of land and the price level considerably vary even between similar localities.

· The land market is controlled by society. Freedom of the market may be restricted e.g. by planning, mortgage terms, taxation and land acquisition limitations.

The transaction cost theory explains the transaction costs of produced goods and services in commerce and business between enterprises. Although the real property market differs from the market of other commodities, as presented above, the factors influencing the emergence and quantity of the transaction costs in the real property market may be considered in the context of the general transaction cost theory (see Figure. 5). 

Limited rationality and opportunism, the two behavioural assumptions presented by Williamson (1985 p. 43-52) are critical factors controlling activity also in the real property market. The seller and the buyer tend to act rationally but are, however, always only limitedly rational. As pointed out in the previous, this limitation makes it impossible to structure perfect sales contracts in property market, and any contract will be incomplete even if all information is available. In the real property market there is always the option that the seller and the buyer tend, when possible, to act opportunistically and seeking their self-interest. In the property market, more generally, opportunism and self-interest seeking refers to the incomplete or distorted disclosure of information, especially to calculated efforts to mislead, distort, disguise, obfuscate, or otherwise confuse. 

Real estates are normally not manufactured to the market in the same way as commodities and services and the share of internal transaction costs in the real property market is, therefore, rather small4. In spite of the special characteristics of the land market the specificity of the products (real estates), uncertainty of the market situation, or frequency of transactions (market frequency) have an impact on the magnitude of external transaction costs also in the real property market, and on the number of various types of real estates coming to the market.
The specific characteristics of the object (real estate) for sale, such as exceptional quality, extraordinary building stock or specific purpose of use determined by the plan, increase the potential for the seller’s or the buyer’s opportunistic behaviour. They may also increase the costs for determining market price of the item and the negotiation and contract costs by requiring the assistance of external specialists (see Figure. 5).
Factors of uncertainty, such as uncertainty of the future price development of the object of transaction, lack of information regarding the characteristics of the real estate, lack of information regarding purchase prices, lack of information of the content of the plans (future land use) in the area will reduce the quantity of selling items coming to the market, increase the costs for determining the market price of the item and the negotiation and contract costs (see Figure. 5).
Regularity of transactions in the real property market may signify e.g. that in a certain area private landowners or the municipality constantly supply real estates suitable for certain purpose of use (e.g. residential building) to the market. In that case, the persons or enterprises regularly acting in the real property transaction business are aware of the market situation. This will lessen the potential of the participants for opportunistic behaviour and decrease the costs for determining the market price of the item and the negotiation and contract costs. The specificity of the real estates to be sold and the factors of uncertainty in the market may also more often lead to disputes between the seller and the buyer after the conclusion of the transaction and cause substantial costs for the enforcement of the contract due to civil actions in the court (see Figure. 5).

Stubkjaer (2004) has divided the transaction costs in the real property market into measurement costs and enforcement costs from the ex-ante and ex-post perspective. 
Measurement costs (cost of ex ante) are the costs of measuring the valuable attributes of what is being exchanged. A surveyor’s measurement of the size of an area might be one example of attributes only, ‘measurement’ is here taken in its wide sense, and no assumption should be made that the ‘measurements’ are always quantified. A good or service is characterized by a number of attributes that each contributes to or detracts from the utility of the good for a prospective buyer. The number and value of these attributes tend to vary among potential buyers. Thus, each has to identify and assess (measure) the value of these attributes. Transaction costs are made up of the information costs in ascertaining the level of individual attributes of each unit exchanged the enforcement costs. Enforcement costs (cost of ex post) are the costs needed to make parties fulfil the obligations they agreed upon. Enforcement can come from internally enforced codes of conduct, from second-party retaliation, or from third-party sanctions, be it social exclusion or state coercive measures. Enforcement measures are cost effective only as far as the costs of policing are less than the benefits of such enforcement. The likelihood of defection by the other party has to be included into the estimate of costs as a risk premium. The amount of the risk premium may be high enough as to prevent more complex exchanges, or the exchange may be restricted to take place within the circle of personally known parties, where the risk can be reasonably taken into account. (Stubkjaer 2004).

Real property transaction costs in Finland


Transaction costs from the viewpoint of the seller and the buyer


The transaction costs from the viewpoint of the seller and the buyer consist of information collection of the object of sale for price determination (market intelligence), negotiation and preparation of the sales contract, and the enforcement of the contracts (see Figure 5).
1) The price determination costs may include e.g. collection of the purchase price information (from the Official Purchase Price Register), the costs for the cadastral and land register certificates, and the costs for any other information necessary for determining the price of the item, and the charge of a potential property valuer.

2) Costs for negotiations and preparation of the sales contract may be e.g. an estate agent’s fee or a lawyer’s fee for assistance at preparing the sales contract.

3) Enforcement costs of the sales contract may be e.g. the public purchase witness’s fee, possible subdivision costs and payment for the registration of title. In addition, in disputes the enforcement costs are the attorneys’ fees and court fees falling to the seller and the buyer.

Table 1 shows the transaction costs at a Finnish real property transaction allocated to the various items of the process. The object of sale is a single-family house site that costs 107 000 euros (five times the national income per capita). In the basic real property transaction process in Finland it is not obligatory to use an estate agent or other external specialists. However, in ca. 75 % of the real property transactions the seller engages an agent to market the item and assist in the transaction process. The average fee of the estate agent is 4 to 5 % of the sales price + VAT. If the item is an unseparated parcel, a legal land surveyor must separate it as an independent real estate unit and the buyer will pay the subdivision costs.

Table 1. Real property transaction costs from the viewpoint of the seller and the buyer

 (price of an unseparated parcel 107.000 €).

	Cost item
	Seller (€)
	Buyer (€)
	Total (€)

	Public purchase witness’s fee
	38,50
	38,50
	77,00

	Capital transfer tax (4 %)
	
	4 280,00
	4 2800,00

	Confirmation of title to the District 

Court
	
	60,00
	60,00

	Subdivision fee to the legal land surveyor
	
	850,00
	850,00

	Compulsory transaction costs in total
	38,50
	5 228,50
	5 267,00

	
	
	
	

	Estate agent’s fee (4,5 % + VAT)
	5 874,00
	
	5 874,00

	Normal real property transaction costs
	5 912,50
	5 228,50
	14 141,00


As shown in Table 1, the main part of the transaction costs in Finland is caused by capital transfer tax and the potential estate agent’s fee. In a typical transaction of a single-family house site the transaction costs to the seller and the buyer are ca. 10 % of the transaction price (see Viitanen 2003 p. 65). 


Transaction costs from the perspective of national economy

From the perspective of national economy the transaction costs of a real property transaction may also include the costs to society caused by maintaining the land data bank system. These transaction costs are related to the establishment, development and maintenance costs of social data systems involving the real property transaction processes. The objective of these data systems is to offer more information to the transaction parties and thereby decrease the transaction costs. The most important data systems in Finland related to immovable property are the cadastre maintained by National Land Survey and 86 municipal cadastral authorities and the land register maintained by the Ministry of Justice and by the local District Courts. In addition, the Official Purchase Price Register covering all conveyances of real property is maintained by National Land Survey.

The maintenance costs of the cadastre were ca. 12 million euros in 2003. These costs are composed of the registration of legal cadastral surveys and register decisions made by the National Land Survey and the municipal cadastral authorities, and the registration of the decisions made by other authorities in the land data bank system and other system maintenance, the registration of the transactions of unseparated parcels in the cadastre, the filing of legal cadastral surveys, modernisation of the cadastre, maintenance of the Official Purchase Price Register, and updating of the building and apartment register. (Lukkarinen 2005).

The share of the real property cases of the operating expenses of the District Courts was ca. 18,2 million euros in 2003. 110 271 legal confirmations of title were treated in District Courts in 2003. Legal confirmations of title concerning unseparated parcels were 25 356. Mortgages to real properties were confirmed 150 417, and usufructs over real properties (leaseholds, servitudes, etc.) were registered in the land register 7 683. (Ministry of Justice 2005).

The cadastre contains 2 540 000 real estates (cadastral units) in Finland. The costs for maintaining the cadastre may thus be calculated to be ca. 5 €/real estate unit/year. Correspondingly the maintenance costs of the land register are ca. 7 €/real estate unit/year. 

The total costs for having a modern and accurate cadastre and legal land register system in Finland are ca. 13 €/ real estate unit/year.


When it is known that in 2004 the quantity of transactions was 73 900 and the total volume of the transactions was 5.685 million euros (77 000 €/sale) we can roughly estimate the total volume of transaction costs to be ca. 540 million euros.


When considering transaction costs it must be pointed out that the state and the municipalities also get revenue through public purchase witnesses’ fees, subdivision fees and registration document sale. The public purchase witnesses’ fees and subdivision fees cover the costs arising. In addition, in 2004 National Land Survey had sales revenues of 21000 euros from registration document sale. The courts of law had 14,732 million euros for attending to real property matters, which is ca. 80 % of the costs incurred. In addition, when considering the revenues, it must be pointed out that the revenues from capital transfer tax were ca. 227 million euros in 2004. (NLS 2005; Ministry of Justice 2005).


The Finnish real property transaction process in an international comparison

The World Bank has compared the registration process of business properties in various countries (World Bank 2004). The analysis covered 145 countries. Table 2 presents the results for certain countries. The factors considered in the analysis were the amount of work at the registration stages; time consumed for the process, and the share of the registration costs of the transaction price in per cent. For facilitating the comparison the property has a value of 50 times the national income per capita in the country in question. The registration costs include all mandatory expenses, which the applicant must pay in order to have a property registered. Such charges are e.g. taxes, notary fees, registration and documentation fees. The number of procedures represents the number of the various stages necessary for official registration of a property in the country. The time represents how much time in days is consumed for implementing this process. The comparison does not, however, include any additional work stages, or working time and expense factors caused by subdivision. The presented figures are also indicative of other real property transactions. It should be considered with Sweden that the share of the stamp tax is larger (3 %) for a real property transaction made by an enterprise. Therefore, if the buyer in this case were a private person, the share of the costs would be lowered to 1½ %. (World Bank, 2004).


Table 2. The main indicators for registering real property (World Bank 2004).

	Economy
	Procedures (number)
	Time (days)
	Cost  (% of property value)

	Norway
	1
	1
	2,5

	Sweden
	1
	2
	3

	Netherlands
	2
	2
	6,2

	New Zealand
	2
	2
	0,1

	United Kingdom
	2
	21
	4,1

	Austria
	3
	32
	4,5

	Finland
	3
	14
	4

	Iceland
	3
	4
	2,4

	Spain
	3
	25
	7,2

	Estonia
	4
	65
	0,5

	Germany
	4
	41
	4,1

	Hungary
	4
	78
	11

	Switzerland
	4
	16
	0,4

	United States
	4
	12
	0,5

	Australia
	5
	5
	7,1

	Portugal
	5
	83
	7,4

	Denmark
	6
	42
	0,6

	Poland
	6
	197
	1,6

	Russian
	6
	52
	0,4

	Slovenia
	6
	391
	2

	Belgium
	7
	132
	12,8

	Italy
	8
	27
	0,9

	France
	9
	183
	6,5

	Greece
	12
	23
	13,7

	Nigeria
	21
	274
	27,1


Mikkonen (2005) has studied the mandatory costs due to the seller and the buyer at a real property transaction in Finland, Slovenia and Sweden. According to the report the transaction costs for a non-built single-house site are formed as presented in Tables 3 to 5 (in the tables the price of the site is 5 times the national income per capita in the country in question).
Table 3. Transaction costs in Finland (the price of the property is 107 000 euros).

	Transaction costs
	Seller
	Buyer
	Total

	Public purchase witness’s fee
	38,5
	38,5
	77

	Capital transfer tax (4 %)
	 
	4280
	4280

	Registration of title (Registration Authority)
	 
	60
	60

	Subdivision fee (National Land Survey)
	 
	850
	850

	Total
	38,5
	5228,5
	5267



Table 4.  Transaction costs in Slovenia (the price of the property is 47 000 euros). 

	Transaction costs
	Seller
	Buyer
	Total

	Cadastral surveyor’s fee
	500
	 
	500

	Charge of the Cadastral Authority
	20
	 
	20

	Charges of the municipality
	40
	 
	40

	Notary fee
	70
	70
	140

	Capital transfer tax (2 %)
	940
	 
	940

	Charge of the Registration Authority
	 
	88
	88

	Total
	1570
	158
	1728



Table 5. Transaction costs in Sweden (the price of the property is 114 000 euros). 

	Transaction costs
	   Seller
	Buyer
	Total

	Stamp tax (1,5 %)
	 
	1710
	1710

	Payment to the National Land Survey
	 
	1600
	1600

	Registration of title (Registration Authority)
	 
	90
	90

	Total
	0
	3400
	3400



In Sweden the costs for subdivision are higher than in Finland and Slovenia on the average. This is partly due to the higher wages and salaries in Sweden. All things considered, the highest transaction costs are in Finland. This is due to the capital transfer tax, which is highest in Finland (4 %).


Contrary to Finland and Sweden the transaction costs to the seller in Slovenia are higher than those to the buyer. This is due to the fact that the seller has to have an unseparated parcel subdivided before the transaction. Also, the capital transfer tax is paid by the seller contrary to Finland and Sweden. Further, costs arise to the seller in the form of payments to the municipality, cadastral authorities, and the notary.


The fastest implementation time of the process is in Sweden and the slowest in Slovenia. This is due to the time difference between the registration of title. In Sweden the registration of title is available in two days after the subdivision, in Finland after 14 days, and in Slovenia after 391 days (World Bank 2004). The time difference between Finland and Sweden is due to fact that in Finland the capital transfer tax has to be paid before applying for the registration of title, whereas in Sweden the tax payment is not included in the title process.


Summary


According to the transaction costs theory small transaction costs improve the functionality of the real property market. The transaction costs may be reduced by lowering the:

· Transaction price determination costs,

· Costs for negotiations and preparation of the sales contract and

· Costs for the implementation of the sales contract.


The state and the various administration institutions have an essential role in developing cadastral systems, which would offer more information to the parties of a transaction process and thereby reduce the transaction costs. Further the duty of the government is to create the administrative and judicial circumstances for contractual processes and to ascertain the implementation of the contracts. 


A modern cadastral system also enables simplification of the real property transaction process. All unnecessary tasks may be eliminated and reduce the number of people acting in the processes. On the grounds of the Nordic experiences e.g. the number of application stages suspending the progress of the process may be decreased, and transfer the tasks, which in many countries belong to the notary system, to financial institutions outside the transaction process.


An essential factor affecting the total amount of transaction costs is the capital transfer tax. By reducing the tax base of the capital transfer tax and shifting the collection of the capital transfer tax outside the transaction process to the tax administration the state can essentially intensify the real property market and expedite the processes and the implementation of the contracts.
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Buyer pays the subdivision costs








Seller and buyer receive copies of cadastral documents








11. Cadastral Authority informs District Court of subdivision and sends documents and invoice to the buyer








    Seller/Buyer	     Cadastral surveyor 	             Authorities                               	               	





6. Surveyor measures the parcel and sets up the boundary marks








10. Surveyor sends cadastral documents to Cadastral Authority








5. Surveyor summons the buyer, seller, and other parties to a cadastral survey meeting








3.  Cadastral Authority assigns a surveyor to carry out the subdivision








2.  District Court grants legal confirmation of title and informs of this to the Cadastral Authority








12. District Court updates title to concern the parcelled out property








9. Surveyor enters legal cadastral survey to the cadastre








8. Surveyor draws cadastral map and cadastral documents








Parties concerned receive summons to terrain work and cadastral survey meeting








7. Surveyor holds the cadastral survey meeting where a new cadastral unit is formed








4. Surveyor explores the archives








1. Buyer claims legal con-firmation of title to a parcel 








9.  District Court grants legal confirmation of title





8. Buyer claims legal confirmation of title





7. Buyer pays the transaction price 





Purchase witness informs the state cadastral authority and the municipality








6. Buyer pays the transfer tax





5. Purchase witness checks and verifies the sales contract 





4. Seller and buyer sign the sales contract





3. Seller and buyer agree the terms of sale





2. Seller finds a buyer





1. Seller decides to sell





    Seller/Byer	        Purchase witness 1	              Authorities	





ASSET SPECIFICITY          UNCERTAINLY                   FREQUENCY





INTERNAL


Bureaucratic transaction costs:


  Administration


  Resource misallocation


  Demotivation








EXTERNAL 


Market transaction costs:


  Price determination


  Negoation


  Long-term deviation








TRANSACTION COST FRAMEWORK





Production costs





Opportunism





Bounded rationality








	� 	In Finland land and buildings can be owned directly as a real property (having a title to the property) or in the form of real estate securities, which usually means ownership of shares in a real estate company or in a residential housing company. The main part of the housing and commercial property transactions is made in shares, and they are concentrated in the urban areas. The volume of the housing transactions in shares was appr. 6,400 million € in 2003, covering appr. 71.000 transactions.  The volume of the commercial property transactions was appr. 3,200 million € in 2004 (Statistic Finland 2004, Catella 2005). 


	� 	Public purchase witnesses ex officio are certain civil servants, such as surveyors, district registrars, bailiffs, police commissioners, and persons especially appointed to this task by the District Court.  Public purchase witness is a part-time attesting authority.


	� 	Transaction: A negotiation about an exchange involving a commodity or service. (The negotiation is assumed to be completed.) Commodities here typically mean ownership rights in real property. Services typically refer to land registration, to the issuing of certificates etc, as well as to related professional services as offered by e.g. notaries, lawyers, and land surveyors. Furthermore, the transaction aspect of subdivision and other cadastral work is the exchange of money against new or reorganised cadastral identification of parcels and units of real property (Stubkjaer 2004).


	4 	The consideration of external and internal transaction costs in the real property market may be relevant e.g. in cases where an enterprise is upgrading its real property to the market or if e.g. a municipality is planning and selling land for building sites.
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