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Abstract 

This paper gives some theoretical instructions of China’s property tax reform which include 

the reform of land lease system, the design of tax base, tax rates and tax relief, and also 

provides some interesting property tax proposals for Shanghai and estimates the effects of 

property tax reform on residence price.  

 

This paper selects a case study of Shanghai which can provide useful methods or findings to 

other cases characterized by similar traits and situations. Through observation and analysis of 

documentary evidence, the new average residence price and the prices of residences which 

locate around the inner ring road and the outer ring road are estimated. Moreover, this study 

uses asset pricing theory, partial equilibrium theory and quantitative simulation analysis to 

explore the impact of property tax reform on the residence price under the combinations of 

varied property tax rates, discount rates and tax base. The paper also uses comparative 

analysis in lots of areas. The data is gathering from National Bureau of Statistics, local 

bureaus of statistics, World Band, several valuation firms, international and local theses. 

 

The author provides 4 proposals of Shanghai. After the simulation analysis, the first proposal 

is seen as the most mildly proposal with low property rates and small tax base. The total 

residence value decreases about 4.92 percent of the original value after the property tax 

reform. The second proposal use graduated property tax rates corresponding to different 

property value, which may have greater fairness and equality but lower efficiency. The third 

proposal targets at gaining more tax revenue from villa and luxury apartments and adjusts the 

poverty gap. The sales price after property tax decreases around 10 percent. The fourth 

proposal provides the idea that property tax rates can be set according to the location of 

administrative areas. 

 

In the future study, a case study of a certain city combined with precise empirical 

observations and statistics data is a good direction. Moreover, this study only introduces a 

simple model and some indicators which affect the house price. However, how to narrow 

down the indicators and to use an effective model and to use property tax as an effective 

indicator to affect residence price is the next step. 
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1. Introduction 

 
1.1. Background 

 
Reform of property taxation is becoming increasingly important in China. China is confronted 

with a series of problems: initially, from the perspective of property taxation system, e.g., 

duplicated and redundant taxes and fees, narrow tax base, two differentiated property taxation 

system for domestic and foreign entities, unreasonable tax rate, heavy tax burden on 

exploitation and transactions rather than asset holdings, without an efficient property 

registration and evaluation system, and so on. Secondly, the real estate market is overheated 

and residence prices are extremely high in some metropolises, as well as fever housing 

speculation and high vacancy rate. Third, the local governments need a stable income source. 

 

In many parts of the world, property tax is seen as one of the most important and reliable 

sources of local government revenue (McGuire, 2001; Sullivan, et al, 1995; Dillinger, 1992). 

Moreover, property tax is also a regulatory instrument to influence land use patterns (Paugam, 

1999), which means that property tax can increase the cost of idle land and decrease the waste 

of land resources. In addition, property tax stimulates local governments to provide basic 

amenities and services, which in turn improve property values and subsequently raise tax 

revenue (Glaeser, 1995). Furthermore, through tax exemption or setting low property rate on 

the poor and imposing relatively high tax burden on the rich, property taxation also can 

redistribute the social income, consequently benefit to the poor.  

 

As a result, exploring the immature property taxation system is extremely important for 

improving taxation system, regulating real estate market and subsidizing the local government 

revenue. 

 

1.2. The Research Problem and the Research Objectives 

 
In the current research, most of the papers focus on analyzing China’s property tax reform 

theoretically and only give some instructions on the design of tax base and tax rates, barely 

dare to provide some interesting assumptions of property tax design, and even more less 

papers estimate the effect of the property tax proposals on the residence price. This paper 

provides some property tax proposals which are based on the existing domestic and 

international theoretical studies of property tax and the analysis of 2011’s property tax 

proposals of Shanghai and Chongqing 1 . Supplementarily, the property tax proposals are 

designed solely for Shanghai. Afterwards, simple and reasonable estimations of residence 

price are carried out on these proposals. On the other hand, this paper also provides the 

contrary opinions regarding to the land lease system in China. 

 

Research Objectives are: 

- To explore some general guidelines of China’s property taxation reform. 

- To explain why China’s land lease system shall remain with little changes. 

- To design some interesting and reasonable property tax proposals for Shanghai. 

- To estimate the effect of the property tax proposals on the residence price. 

 

                                                
1
 Shanghai and Chongqing: two experimental cities of property taxation in China. 
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1.3. Methodological Approach and Data Gathering 

 
Initially, the literature review will generally cover the definition of property tax, requirements 

for a good property tax system and the function of property tax. The government system and 

fiscal system in China as well as overview of existing China’s property tax system also be 

discussed in the literature review chapter. The literature review part includes chapter two to 

Chapter four. 

 
The paper introduces the multiple linear regression models which can be applied to mass 

appraisal to estimate the value of the residential properties, and provides some important 

factors which can affect the property price. 

 
This paper selects a case study of Shanghai which can provide useful methods or findings to 

other cases characterized by similar traits and situations. Through observation and analysis of 

documentary evidence2, the author acquires Shanghai’s new average residence price. Through 

price index adjustment approach, the prices of residences which locate around the inner ring 

road and the outer ring road are estimated. 

 
According to several assumptions of the property tax proposals, the paper also uses 

quantitative simulation analysis as well as asset pricing theory and partial equilibrium theory 

to estimate the impact of property tax reform on the residence prices under the combinations 

of varied property tax rates, discount rates and tax base. 

 

The paper also uses comparative analysis in a number of areas. 

 

The data is gathered from National Bureau of Statistics, local bureaus of statistics, World 

Bank, several valuation firms, international and local theses, newspapers, and interviews. 

 

1.4. Structure of the Thesis 

 
In summary this thesis is presented in six chapters. Chapter one provides the background to 

the research problem and the significance of the study, research objectives, as well as 

methodological approach and data gathering. Chapter two provides some theoretical criteria 

for evaluating property tax system and introduces the function of property tax. Chapter three 

introduces the evolution of China’s government and fiscal system in order to provide an 

overview of the environment within which the administration of property tax takes place. 

Chapter four reviews the history, the current situation and problems of property taxation in 

China. Chapter five discusses the reform of land lease system in China. Chapter six discusses 

the basic characteristics of property tax in details. Chapter seven provides several property tax 

proposals for Shanghai. Chapter eight estimates the effect of property tax reform on residence 

prices and the residence prices change under different property tax proposals. Chapter nine 

ends the study and provides a summary of the findings and recommendations.   

 

 

 

                                                
2 The documentary evidence includes pieces of legislation, policy documents, various government reports and 

newspapers. 
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2. Property tax in General 

 
2.1. The definition of Property tax 

 
Gifis (1984) defines property tax as a "tax imposed by municipalities upon owners of real 

property within their jurisdiction based on the value of such property." More discussion about 

property tax will be taken in the following paragraph. 

 

2.2. Requirements for a Good Property Tax System 

 
Even though property tax systems vary from country to county and change constantly even in 

a short time, Slack (2001) provides the basic principles for the efficient property tax system 

based on the traditional principles of taxation are as shown in Table 1: 

 

Table 1: Guidelines for Property Tax Systems 
Fairness based on benefits 

received 

Property taxes should reflect the benefits received from government expenditures. 

Fairness based on ability to 

pay 

The tax levels should be related to individual’s ability to pay in terms of both 

horizontal and vertical equity.  Thus property owners with similar value properties 

taxes, whereas taxpayers with high value properties should pay relatively higher 

taxes.  

Neutrality 
 

Property tax should not distort economic behavior of individuals.  For instance the 
tax should not affect decisions about where to live and work, and also the type of 

improvements to make to one’s property. 

Accountability Property taxes need to be designed in ways that are easily understandable.  Clear tax 

structures provide room for policy makers and tax authorities to be held 

accountable. 

Ease of administration Property tax systems need to be simple such that it is easy to administer the tax and 

cheap to collect. 

Source: Slack (2001) 

 

International Association of Assessing Officers (IAAO, 1997) and Institute of Revenue 

Rating Valuation (IRRV, 1997) further improve the guidelines include the following: 

 

Table 2: Guiding Precepts for Property Tax Systems 
Criteria for evaluating property tax 

systems  

Principles of local government finance  

International Association of Assessing 

Officers 

Institute of Revenues Rating and Valuation 

Uniformity  Local taxes should be related to ability to pay 

Neutrality  Local taxes should be easily understood  

Harmony with social and economic policies  Local taxes should be administratively efficient 

Public acceptance Local taxes should be difficult to evade  

Business and investment climate Local taxes should be impartial between one person and another  

Openness or transparency; Cost effectiveness The “benefit” principle – those who benefit from locally provided 

services should make some contribution towards their cost and those 

who contribute towards the cost of locally provided services should 

benefit in some way from them  

Buoyancy; Balanced revenue system Local authorities should be accountable, that is, locally determined 

expenditure should be funded by locally determined taxation  
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Dedicated source of revenue; Local 

government autonomy and accountability  

Local government functions should be determined within a clear 

constitutional framework. This should include a definition of the rights 

responsibilities of each tier of government  

Administrative practicality Central government grants should be used to narrow the gap between 

authorities with different resources and needs  

Valuable fund of land information  Central government grants should be general rather than specific  

Source: McCluskey, et al (1998) 

 

Lymer & Hancock (2002), Stiglitz (2000) and James & Nobes (2000) argue that the most 

important objectives of property taxation in most of countries are government financing for 

public expenditure, redistribution of welfare, allocating market resources efficiently and 

control of money in circulation. It is no doubt that raising sufficient revenue at relatively low 

cost is the first and foremost mission for the levying of a property tax as argued by Doherty 

(1999). When it comes to redistribution, efficiency and fairness are of significant importance. 

Additionally, incidence, legitimacy, and administrative simplicity are quite important.  

 

2.3. The Function of Property Tax 

 
Initially, traditionally and universally property tax is the most important own tax available for 

local governments to generate revenue (McCluskey, 2000). Property tax is imposed on real 

property, which is fixed in location. This characteristic makes property tax difficult to evade 

and easy to collect (Kayuza, 2005). 

 

Secondly, property tax provides incentives for local governments to provide basic amenities 

and services, which in turn enhance property values and subsequently raise tax revenue 

(Glaeser, 1995). The improvement of basic amenities and visible services, such as local roads, 

garbage collection, street lighting and cleaning, parks and so on, bring extraordinary benefits 

for the poor population. On the other hand, through setting the lower rate and tax exemption 

on poor people, consequently benefit to the poor. 

 

Thirdly, property tax is also a regulatory instrument to influence land use patterns (Paugam, 

1999). Property tax will increase the cost of idle land, which helps to reduce the waste of land 

resources.  
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3. Government System and Fiscal System in China 

 

China is a unitary country with five levels of government administration as well as its fiscal 

system: (1) central; (2) provincial; (3) prefecture; (4) county; and (5) township (Figure 3). All 

sub national governments have been classified as local governments in this paper.  

 

Table 3: Structure of Government in China 

 
Source: Ministry of Finance. 

 

In this chapter, the evolution of the government system and the fiscal system are briefly 

discussed because it provides an overview of the environment within which the administration 

of property tax takes place. As one of the major revenue sources for the local government, it's 

performance impacts upon the ability of local government authorities to perform some of the 

functions.  

 

3.1. The Evolution of Fiscal System in China 

 
Before 1978, China had adopted decades of highly centralized fiscal system and planned 

economic system. Under this system, all the revenues belonged to the central government and 

all transfers for expenditures from the national budget were determined by the central 

government. The center allocate and the expenditure to support those services provided by the 

local government such as daily pubic administration and social services; the state-owned 

enterprises (SOE) handed in all their profits to the fiscal administrative divisions, and the state 

was responsible for the expenditure and the losses of the enterprises (Yang, 2010).  
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From 1978 to 1993, the "fiscal contracting system" 3  was designed to stimulate local 

governments for revenue collection and to foster economic growth, however, such a fiscal 

system collapsed in the end. Just as Wong, Heady and Woo (1995) presented, the central 

revenues decreased dramatically4 due to the declining SOE profits and persistent credibility 

problems5 of the central government. On the other hand, the local government shielded the 

local revenue to avoid sharing revenues with central government (Liu, 2001).  

 

The Tax Sharing System (TSS) reform in 1994 covered a wide range, had a large influence 

and made China's taxation system more reasonable and simpler. First, 33 types of tax items 

were abolished and integrated to 18 types. Afterwards, the tax revenue has been shared by 

both the central and the local governments (Table 4). The state established a central taxation 

bureau responsible for collecting central and shared taxes, and local taxation bureaus 

responsible for collecting local taxes (Wong & Bird, 2005). The share of central government 

in fiscal revenue6 and the local government revenue at various levels has increased steadily. 

 

Table 4: Revenue Assignments between the Central and Provincial Governments  

                                                
3 The Fiscal Contracting System introduced as part of "open-door reform" policies is a framework that local 

governments are responsible for tax collection in accordance with the contract with the central government and 

they need transfer tax revenue in the amount which they are contracted to the central government and retain the 

remaining as their own fiscal resource. The details of the contracting system vary considerably, depending on the 

regions and timing. Please refer to Wu (1996), Nambu (1995) and others for further detail.  

4  The ratio of tax revenue to GDP declined from 22.8% in 1985 to 12.3% in 1993. The turnover tax remained 

almost unchanged, and the enterprise income tax decreased significantly to 1.7% in 1993 from 6.6% in 1985. 

From the annual Chinese Public Finance Yearbooks 

5 From the late 1980s to early 1990s, the central government borrows money from local governments twice and 

did not return back.  

6 The share of central government accounts for around 60 percent at the medium term. 
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Source: adapted from World Bank (2002) Table 4.1. 

 

The main roles of the central government have been defined in national defense, diplomacy, 

the control and management of national agencies, and the control of macro economy, while 

the roles of the local governments have been stipulated to be in the control and management 

of local governmental agencies as well as the promotion of respective region's economic 

development (Naito, 2010). In conjunction with these, the expenditure mechanism and the 

mechanism for fiscal transfer7 have been established. 

                                                
7 A transitional transfer payment scheme was introduced in 1995 as the first step toward a formula-driven 

redistributive system. The 1996 formula for transfers was as follows: Transfer to province i = f (measured fiscal 
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Table 5: Outline of Fiscal Revenue & Expenditure Responsibilities by the Central and Local 

Governments after the Tax-sharing System 

 
Source: Edited by the Office of the Central Leading Group on Financial and Economic 

Affairs (1994)  

  

3.2. Some Weaknesses of the Fiscal System  

 
Although a big step has been made in the reform of fiscal system from 1994, there were still 

many problems.  

 

Sub-provincial governments have financial problems. On the one hand, high-burden 

expenditure assignments were imposed on the local governments 8. Specifically, the local 

government should fund and bear the responsibility of paying 75 percent of budgetary 

expenditure on education, 55 percent to 60 percent of public health care, unemployment 

insurance and pension, which provided by the central governments in most of other countries 

(World bank, 2002). In this case, the local governments fund could not meet the real demand 

of the public services.  

 

On the other hand, the local taxation system could not secure a stable income source for the 

local governments. China has five levels of government administration and has hierarchical 

vertical structure of interaction between them. The TSS reform only makes the specific 

revenue assignments between the central and provincial governments, whereas the revenue 

assignments at the sub-provincial governments are decided by provincial governments near-

complete freely, which means the revenue assignments at the sub-provincial level are unstable 

and small. Meanwhile, the local governments are forbidden to finance any deficits through 

bond issues, bank borrowing, or grant from the central government. Moreover, the local 

governments lack an autonomous meaningful tax base and are unable to set rates for their 

"own taxes". Since the budgetary revenues could not meet the demand for the local 

government expenditure, the local governments need to collect extra budgetary funds to 

finance deficits, such as many funds and fees. One of the most outstanding fees is the land 

transfer fee. However, these kinds of activities have destroy the central government control 

over fiscal policy and expenditure priorities, distorted incentives, and reinforced regional 

disparities.  

                                                                                                                                                   
shortfall of province i) + g (special transfer to province i as a minority region) + h (province i's good tax effort) 

Adapted from World Bank, China: Improving Public Expenditure Management for Better Results, 2000, Annex 

9. 
8 The local governments refer to the governments of prefecture, county; and township. 
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The TSS has increased the regional disparities. The government transfer depends on the 

revenue the local governments hand in. It is no doubt that the rich regions gain more tax 

revenue, and then they receive much more returned funds than the government of poor 

regions and thus become richer in local governmental funds. Meanwhile, the fund for transfer 

payment used to maintain the inter-regional balance is less than one tenth of the returned tax 

revenue (Yang, 2010). More seriously, the local governments in poor regions are at the lower 

end of the public distribution. They are unable to provide adequate public services and to 

support the local economic development. As a result, the poor regions have been excluded in 

obtaining the benefits of China's rapid economic development.  

 

3.3. Sources of Revenue for Local Governments 

 
The relative important taxes revenues and non-tax revenue at the province level (and below) 

are summarized in Table 6, using 2008 data from China Statistical Year book (2009).  

 

In the view of taxes revenues, the local taxes can be categorized as land based taxes and non-

land based taxes. In China, there are 12 taxes related to land and property, including Value-

added Tax, Business Tax, Enterprises Income Tax, Individual Income Tax, Urban House 

Property Tax, Stamp Tax, Urban Land Appreciation Tax, Farm Land Occupation Tax, Deed 

Tax, Maintenance and Construction Tax and Land Use Tax. Other taxes such as Travel Tax, 

Tobacco Tax, and Resource Tax might be considered as non-land based taxes. From Table 6, 

the taxes related to land and properties generate significant revenues, which make up 79.4 

percent of the total revenue. 

 

In addition, the most important sources of local revenues are business tax with 25.8 percent, 

value-added tax with 15.7 percent and enterprises income tax with 13.97 percent. Smaller but 

still significant sources of revenues are personal income tax with 5.19 percent, the tax on 

urban construction and maintenance tax with 4.7 percent, and deed tax with 4.6 percent.  

 

On the other hand, local governments do not have high degree of tax autonomy in China, thus 

are highly dependent on extra-budgetary revenues. This argument has been proved by Table 6, 

in 2008 the budgetary revenue account for 81.2 percent while the extra-budgetary revenue 

represented 18.8 percent of the government revenue, in which the category of administrative 

fees represents 6.15 percent. 

 

Table 6: Chinese Government Revenue by Region (2008) 
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 Source: Edited by the author. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Beijing 18373238 96,64% 8,62% 35,47% 27,08% 9,33% 3,48% 3,47% 1,29% 0,84% 1,89% 0,07% 4,52% 3,36% 2,22%

Tianjing 6756186 80,85% 16,23% 26,62% 15,35% 4,76% 3,86% 2,84% 1,77% 1,54% 0,98% 0,27% 5,97% 19,15% 2,21%

Hebei 9475858 79,03% 20,78% 22,91% 11,84% 4,48% 5,14% 1,71% 1,31% 2,92% 1,15% 0,69% 2,91% 20,97% 5,79%

Shanxi 7480047 75,73% 26,35% 17,34% 11,67% 3,43% 5,75% 1,42% 0,95% 2,69% 0,24% 0,30% 1,04% 24,27% 12,96%

Inner Mongolia 6506764 71,38% 15,88% 20,71% 9,04% 3,69% 4,56% 1,93% 1,07% 5,23% 1,63% 1,56% 2,15% 28,62% 11,08%

Liaoning 13560812 75,00% 12,74% 22,42% 10,50% 3,81% 4,33% 2,61% 1,21% 4,87% 1,83% 1,79% 5,76% 25,00% 3,74%

Jilin 4227961 73,58% 15,04% 22,22% 10,06% 4,14% 5,22% 2,53% 0,93% 4,46% 0,94% 1,64% 4,55% 26,42% 5,38%

Heilongjiang 5782773 72,67% 22,38% 17,28% 7,96% 3,84% 7,30% 2,15% 0,71% 3,55% 0,62% 0,32% 3,25% 27,33% 14,22%

Shanghai 23587464 94,26% 14,20% 32,36% 23,23% 8,69% 2,92% 2,21% 2,21% 1,45% 2,10% 0,06% 4,66% 5,74% 1,82%

Jiangsu 27314074 83,43% 17,68% 24,31% 14,60% 4,73% 4,60% 2,53% 1,23% 3,23% 2,32% 0,95% 6,56% 16,57% 3,36%

Zhejiang 19333890 92,69% 18,05% 29,70% 15,63% 5,98% 5,71% 3,11% 1,45% 2,99% 2,08% 1,06% 6,06% 7,31% 3,76%

Anhui 7246197 72,86% 13,35% 24,52% 10,28% 2,96% 5,26% 1,57% 0,87% 3,04% 1,70% 1,82% 5,60% 27,14% 6,58%

Fujian 8334032 84,53% 14,89% 27,22% 14,07% 5,40% 4,02% 2,96% 1,31% 3,48% 3,62% 1,21% 4,75% 15,47% 3,25%

Jiangxi 4886476 73,26% 13,16% 24,19% 9,67% 3,27% 4,08% 1,39% 0,90% 2,51% 2,52% 2,41% 6,73% 26,74% 5,52%

Shandong 19570541 78,36% 17,06% 20,24% 11,71% 3,12% 5,32% 2,41% 1,04% 5,29% 1,87% 3,23% 4,87% 21,64% 4,15%

Henan 10089009 73,57% 15,25% 20,77% 11,57% 3,20% 4,86% 1,67% 1,02% 3,69% 1,62% 2,52% 4,13% 26,43% 6,42%

Hubei 7108492 75,57% 15,02% 23,90% 12,45% 3,95% 5,85% 2,28% 1,22% 2,11% 1,97% 0,99% 4,31% 24,43% 4,19%

Hunan 7227122 67,29% 13,20% 24,11% 6,91% 3,93% 5,56% 1,88% 0,89% 1,02% 0,70% 2,49% 5,08% 32,71% 5,48%

Guangdong 33103235 86,54% 16,70% 28,86% 16,19% 7,14% 3,21% 2,79% 1,47% 2,50% 2,45% 0,35% 4,00% 13,46% 2,60%

Guangxi 5184245 66,84% 12,70% 23,53% 7,18% 3,76% 4,20% 1,98% 0,85% 1,65% 3,04% 2,53% 4,10% 33,16% 4,26%

Hainan 1448584 83,21% 9,37% 36,12% 10,55% 3,85% 3,81% 2,58% 1,14% 4,30% 4,29% 0,99% 4,90% 16,79% 4,99%

Chongqin 5775738 62,38% 10,03% 25,11% 6,05% 3,09% 4,13% 1,62% 0,95% 2,28% 1,85% 1,47% 4,43% 37,62% 3,61%

Sichuan 10416603 70,28% 11,21% 25,79% 8,90% 3,99% 4,51% 1,81% 1,01% 3,14% 2,31% 1,04% 4,75% 29,72% 4,50%

Guizhou 3478416 74,98% 15,85% 23,09% 10,22% 5,29% 6,35% 1,81% 0,68% 2,84% 1,07% 0,70% 2,26% 25,02% 11,69%

Yunnan 6140518 78,56% 16,19% 22,25% 10,75% 3,78% 8,26% 1,85% 0,95% 2,21% 0,92% 1,18% 4,11% 21,44% 8,20%

Tibet 248823 61,03% 11,04% 31,96% 7,51% 2,83% 2,88% 0,00% 0,80% 0,00% 1,02% 0,17% 0,00% 38,97% 6,35%

Shanxi 5914750 77,03% 18,58% 24,97% 9,97% 3,85% 6,63% 1,84% 1,17% 2,87% 0,93% 0,97% 1,70% 22,97% 6,08%

Gansu 2649650 61,44% 14,31% 20,06% 7,76% 3,07% 5,86% 2,50% 1,13% 1,46% 1,11% 0,42% 1,24% 38,56% 11,97%

Qinghai 715692 78,10% 20,35% 25,84% 9,96% 3,61% 5,41% 1,66% 0,96% 2,43% 0,19% 0,41% 1,44% 21,90% 11,58%

Ningxia 950090 81,83% 19,34% 31,67% 6,55% 4,24% 6,11% 1,82% 1,21% 4,70% 0,99% 0,06% 3,38% 18,17% 6,93%

Xinjiang 3610616 79,36% 22,53% 25,32% 7,36% 5,03% 7,86% 2,39% 0,93% 0,89% 1,00% 0,07% 2,41% 20,64% 9,79%

Regional Total 286497896 81,17% 15,70% 25,81% 13,97% 5,19% 4,66% 2,37% 1,26% 2,85% 1,88% 1,10% 4,56% 18,83% 4,72%

Data Source:  China Statistical  Yearbook 2009.
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4. Overview of Property Taxation System in China 
 

China collects 24 sorts of taxes, in which, there are 12 taxes related to land and property. 

Taxes can be collected in three different stages: when the land or property is acquired; when 

the land or property is held; and when the land or property is rented or sold. Here, the author 

draws a graph to clarify the taxes in different operating stages related to real estate. In this 

paper, the author will focus on property taxes in the holding phase, which now include 

housing tax, urban real estate tax, and urban land use tax. These taxes are levied by local 

taxation and the income belongs to the local government. 

 

Table 7: The structure of taxes in the property holding period 
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Source: Edited by the author. 

 

4.1. Property Taxation in China: the Past and the Present 

 
Since Establishment of PRC, the history of property taxation can be traced back to the 1951. 

In order to simplify the tax system; "Temporary Regulations on Urban Real Estate Tax" was 

published to merge building tax and land tax as urban real estate tax (URET), which was 

collected in the more prosperous cities. Urban real estate tax is an ad valorem tax that an 

owner or a pawnee is required to pay on the value or the rent of the property being taxed, only 

levying on the urban housing. The URET is levied on all real estate owned by foreign entities 

and overseas Chinese. The tax base was calculated by the residual value of the building times 

1.2% of the tax rate. If the property is rented out, the tax rate is 18 %.  

 

Housing tax institutionalized in 1986 only apply to domestic enterprises, domestic units and 

individuals. The tax base was calculated by the residual value of the building which is 10 % -

30 % of the original value times 1.2% of the tax rate. If the property is rented out and the 

rental price is 100,000 Yuan per year, then the tax is 12,000 Yuan.  

 

Urban Land Use Tax (LUT) institutionalized in 1988 levy on all land users (except foreign 

entities, government and nonprofit agencies, and agricultural industries). The tax is ranging 

from 0.2 to 10 Yuan per square meter. According to different population size or land use, the 

bigger and wealthier the cities were, the more tax should be paid. Foreign entities did not pay 

urban land use tax, but imposed by the land use fee. 

 

4.2. Importance of Property Tax and Revenue Generation 

 

In 2009, the revenue of housing tax amounted to 803.7 billion Yuan, accounting for 1.35% of 

total tax revenue in China, and making up 15.82% of total local tax revenue (5080.3 billion 

Yuan) in China. The LUT revenue reach 921 billion Yuan, occupying 1.55% of total tax 

revenue in China, accounting for local taxes in China accounted for 18.13% of the total. 

Although since 1994, property tax rapidly growth, but the proportion occupying the total tax 

revenue in China is stable, remaining at 2% of the total tax revenue, the maximum at 2.9% 

(2009), and the minimum at 1.83% (1994).9 

 

From Table 8, property taxes in the house holding period only account for approximate 0.9% 

of assessed market value of real estate in China. While tax rate in developed countries, for 

example, 3 % - 10 % in U.S., 3% in France, 1.5% -1.4% in Germany and 1.4% in Japan, can 

reflect the level of property tax burden (Zhang, 2000). It is visible that property tax amount of 

China in the holding period is much lower than that of developed countries. 

 

Table 8: 1999-2003 Property Tax Analysis                                                   Units: Billion Yuan 

Year Housing Tax LUT Total Market Value of 

Real Estate 10

（Assessed） 

Tax 

Burden 

Rate 

1999 184 59 243 28466 0.85% 

                                                
9 Source: "China Tax Yearbook", the State Administration of Taxation Website. 

10 Market value of real estate is calculated by summing the value of completed housing value in each year. 
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2000 210 65 275 31325 0.88% 

2001 229 66 295 34695 0.85% 

2002 282 77 359 38837 0.92% 

2003 324 92 415 44116 0.94% 

Source: China Tax Yearbook. 

 

4.3. China's Current Property Taxation Problems 

 

The current property tax structure has been enacted nearly half a century with little changed, 

which is out of date. Given the tremendous progress in economic and institutional reform 

since then, China’s property taxation system needs to be updated to perform effectively within 

this new context.  

 

In China, domestic and foreign entities operate under two differing taxation systems which 

own different tax bases and tax rates. The domestic land users pay housing tax and the LUT 

whereas foreign land users pay the URET without the need for paying land tax. Apparently, 

Chinese government offers tax incentives to foreign entities to attract foreign direct 

investment that domestic investors do not obtain, which result in the tax burden of foreign 

entities significantly lower than domestic enterprises. As a result of these differing tax 

policies, some domestic real estate enterprises have incentives to transfer into foreign 

companies in order to save tax expenditure. 

 

Several of the taxes and fees related to the land and properties are duplicated and redundant. 

Both housing tax and business tax are levied on house rent revenue. There are more 

duplicated taxes are collected in exploitation and transactions, which are not discussed here. 

Some of these taxes have different labels but have the same purpose or tax bases. On the other 

hand, there are essential differences between taxes, rent and fee, however, in China, taxes are 

levied instead of rent; fees are collected instead of taxed. For example, the urban land users 

need to be rented; however, instead the users pay the LUT now; the foreign entities do not pay 

land tax instead they pay a kind of land occupation fee.  

 

The tax base is narrowly defined in China like many other developing countries. Hence its 

collections have little impact on raising fiscal revenue. From the perspective of tax payer, all 

the non income-generating land and properties, including government, public institutions, 

religious and individual do not pay property tax. From the perspective of object of taxation, 

properties used for business purposes are subject to taxes, but residential properties are 

exempted from property tax (Ding, 2005). From the perspective of taxation areas, rural area is 

excluded from taxpaying. However, with the development of urbanization, no clear boundary 

line exists between the urban area and the rural area. Some rural areas even become wealthier 

than certain urban areas. In this case, it is hard for taxation department collecting taxes. 

Additionally, the enterprises locate in the rural areas pay fewer taxes than the one which has 

the same scale but locate in the urban area. As a result, more and more enterprises choose to 

relocate to rural areas in order to save tax expenditure. 

 

The other reason for property tax collections having little impact on raising fiscal revenue is 

the unreasonable tax rate. Housing tax has the same tax rate in areas with different level of 

economic development. On the other hand, higher tax burden was imposed on rental housing 

rather than self-use housing. For example, since 2001, the tax rate of rental housing decreased. 

However, the tenure still has to pay 4 % of the housing tax, 3 % of the business tax, the urban 

maintenance and construction tax and the additional Education Fee. Extremely high taxes 
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burden imposed on rental houses result in uncounted tax-evader. For another, related 

department consider the differential income in different lands when setting the URET rate, but 

without considering the economic development level, the population density, per capita 

consumption level and so on. The farmland occupation tax and the urban land use tax set a 

low rate which cannot protect the farmland and guarantee the property land use. 

 

According to the Urban Authorities (Rating) Act, the basis of property tax is the market value 

of a building or where the market value cannot be ascertained, the replacement cost of the 

building (Kayuza, 2006). However, in China the tax base stands on properties' the original 

value or the rent and the land space. Apparently, the real estate market has been developed for 

many years, and the real value of almost all properties and land is growing exponentially. 

Nevertheless, housing tax and the URET are based on the historical residual value which is 

fixed and does not fluctuate with the market value. Qian (2005) present that it is not fair for 

the houses of same market value because the costs of new buildings are higher than that of 

earlier buildings. On the other hand, the URET based on area of the land and be levied 

maximum 30 Yuan per square meter per year, which means once you give up expanding the 

land area no matter how much the housing value rise the URET will remain.  

 

George (1879) argues that a tax on land value is potentially beneficial, which can reduce 

income inequality, balance the distribution of wealth and increase production by destroying 

speculative rent. However, in China, property taxes are levied heavily on exploitation and 

transactions rather than asset holdings. Additionally, entities do not need to pay property tax 

when the owners keep holding the unused residential properties. As a result, on the one hand, 

too much taxes concentrating on exploitations and transactions increases the price of new 

housing, which drives the entire housing market prices up and constrains the normal 

production. On the other hand, speculators can buy land and properties and just let them sit 

until the price go up or wait for a good time for development and transaction. Qian (2005) 

argues that it is waste for land space and harmful for normal transactions of land and 

properties, furthermore, a large amount of vacant housing decrease the supply in the housing 

market and increase the housing price. Meanwhile, Gao & He (2006) argue that residential 

investment has been an important method of hedge investment among considerable high-

income groups. The extremely high expected returns on real estate investment stimulate the 

demand for housing and speculation on house market. For another, land and property taxes in 

China also cannot balance the distribution of wealth. Gao & He (2006) argue that the 

possession amount of housing has become a distinction between rich and poor people. There 

are several taxes levied on labor, or capital, nevertheless, no taxes levied on unused land and 

properties. Why not transferring your income flows into real estate wealth, like this you can 

avoid taxing legally. To solve these problems, George (1879) presented that if land were 

taxed near its rental value, no one could afford to hold unused land. 

 

Although Chinese government tries to establish a good property tax system, determination is 

not enough, and lots of effort still should be made. Initially, China lacks an efficient property 

registration and management system. Tax authorities and agencies should collect the adequate 

information of tax base and tax payer, e.g., the properties' ownership, the properties' market 

value and so on, as well as monitor the changes. However, Chinese taxpayers are lacking in 

tax consciousness and knowledge of tax payment, if the tax authorities are not collect tax 

from taxpayers they won't register and pay voluntarily. Moreover, it is hard to meet the 

demand for a good property tax collection system in current situation in China due to the 

inferior technology and the high cost. Secondly, current Chinese property tax system couldn't 

meet the requirement for a good assets evaluation system serviced for property tax. There are 
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no unified assessment criteria, unified valuation methods, qualified assessment institutions 

and qualified appraisers in the market and inside the tax department.  
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5. The Reform of Land Lease System 

 
5.1. Land Conveyance Fee 
 

Land conveyance fee is a fixed-period
11

, lump-sum, up-front land rent payment collected by 

the local government when the local government, as a representative of the state, tends to 

control land markets through its monopolistic supply
12

 of the primary land markets by selling 

the rights of urban land use to buyers through auction, tender, or negotiation according to the 

1991 regulations
13

. Land conveyance fee was introduced under the “land sale” 14  system. In 

order to attract the interests of foreign investors without violating the socialist principle of 

public ownership, Chinese government start to implement the land lease system. 

 

Land sales have become one of the main sources of fiscal income for local governments. 

China's land sale revenue generated 2.7 trillion Yuan in 2010. In this way, the local 

governments collect ground rent of the next few decades in advance. As a result, in the short 

term local governments finance sufficient revenue, however, finally there will be no more 

land left to sell. On the other hand, land sales contribute to corruption and social discontent. 

Furthermore, land conveyance fee which account for almost one-third of the cost of a house 

also lead to high housing prices and over-heated real estate market. 

 

5.2. Reform of Public Land System 
 
5.2.1 Why the lessees should pay property tax on the lands which do not belong to 

them?  

 

In this case, some scholars want to incorporate land conveyance fee into property tax in order 

to end this unusual “Land Finance” and cool the real estate market. However, in China, the 

state owns the urban land ownership and rural land is owned by collectives, which means the 

property owner only possesses land-use rights. In that case, can China levy property tax since 

the property owner owns incompletely property right? The answer is yes. Cheung argues that 

private property rights are the combination of three types of rights: private use rights; 

ownership right of private income; freely alienable right. The land-user who lease land from 

Chinese governments have the same security of tenure as an owner on freehold. The land and 

the properties which are built on the land can be sold, be mortgaged, be rented out or be 

bequest in the same way. The revenue of land and property belongs to the land-user. If the 

state wants to use the land for public, it must follow the legal procedure. In this case, the land 

user can be considered as land owner in a certain period 
 

                                                
11 Lease terms are 40 years for commercial land, 50 years for industrial land and 70 years for residential land. 

12 In China, all the land in urban areas belongs to the state and most land in rural areas still belongs to the 

collectives. 

13 The State Council stated "The Provisional Regulation on the Granting and Transferring of the Land Rights 

over State-Owned Land in Cities and Towns" in 1991 in order to legally guide the transfer, rent, and mortgage 

land-use rights (Valletta, 2001). 
 

14 The ”land sale” is a kind of  land lease with Chinese characteristics. The first tenates shall pay off  the land 

conveyance fee in one time. 
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Along with the reform of property tax system, land leasing system is advised to improve. In 

this chapter, the author will answer several questions: Can China levy property tax since the 

state owns the land ownership? Why people shall pay land conveyance fee and property tax 

both? What are the differences between property tax and land conveyance fee? Shall the land 

conveyance fee be incorporated into property tax? If not, how to deal with land conveyance 

fee appropriately? Shall the land conveyance fee be paid annually? 

 

5.2.2 Shall land conveyance fee be incorporated into property tax? 

 

Yin (2004) presents that property tax can be a unified tax merged by current property related 

taxes, land conveyance fee and other charges. Hu (2004) supports this argument that since 

property and land are bundled together and the new land conveyance fee would be paid in the 

form of an annual land rent, it is convenient for the tax bureau to calculate and collect the land 

rent and property tax together. 

 

On the other hand, others argue that this combination makes disorganization in the concepts 

and the characters of tax and rent. He (2004) argues that property tax and land conveyance fee 

are both irreplaceable. Property tax is collected in order to achieve the government public 

management functions while land conveyance fee is the rent the lessee paid for land use right, 

which is determined by the market supply and demand. Yang & Wen (2005) supplements that 

property tax is imposed by state power and rely on administrative means. The process is 

transferring the private land wealth to the public in order to redistribute social wealth. Zuo 

(2005) worries that this combination will breed new corruption if the land acquisition is not 

standardized by new rules, moreover, a tremendous funding deficit of the local government 

may exist. 

 

5.2.3 Public Land Lease System in Sweden 

 

The history of Swedish land lease system can be traced back to 1907. The land lease system 

was designed for two goals: one was to make owner-occupies housing more affordable, which 

indicates low income people can rent the municipal owned rental housing at low price; the 

other was that the municipality can share the increase of land values (Kalbro & Lind, 2005). 

 

The developer can choose between leasehold
15

 and freehold
16

 among three categories: multi-

dwelling buildings; single-family houses and buildings for commercial use. The lease contract 

cannot be terminated but can be transferred to the next house owner. The lease duration is first 

60 years and following 40 years. There are no rules for setting the initial lease fee. The first 

fee last for ten years and is nominally constant during this period. A new lease fee shall be set 

after 10 years, by multiplying the market value of the land with a certain interest rate. The 

lease fee is adjusted annually with the rate of inflation until the next time a new market value 

will be estimated. The leasehold with the leased property as guarantee can borrow money 

from bank. The lease – fee is just like an amortization free loan with a variable interest 

payment. 

 

However, after developing for many years, Swedish land lease system could not accomplish 

the requirements for these two goals. For the first goal, the land lease system was designed to 

                                                
15 Pay for future lease fees. 

16
 Pay for the current selling price/market value of the land. 
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decrease the initial payments then the households can afford house at the beginning but 

increase rent in the future. Nevertheless, only the first owner was the winner because many 

first owners were just driven by speculative motives, they queue for a cheap leasehold and sell 

it immediately at a price as if the land had been brought. Although regulations, like sell time 

constraint, were introduced, the administrative fee and complex system show the failure. For 

the second goals, the lease fee was difficult to adjust to a high level, for example, if the 

inflation is in range of 5% - 10% per year and real increases of land value is 2% - 5% per year, 

the land lease – fee will increase nearly 10% per year. Then, the land lease fee is 100 in the 

first 10 years while the lease will grow up to 100 *       which equals 260. The household 

would not accept this dramatic increase in rent. 

 

5.2.4 Land Lease vs. 
“
Land Sale

”17 

 

Although land sales have so many drawbacks, whether annually land lease payment is better 

than a lump-sum land conveyance fee is hard to evaluate. But we still can compare them and 

give a reasonable suggestion to China’s reform path. 

 

Most Chinese scholars believe that land conveyance fee shall be paid in annual installments 

during the holding period without incorporating into property tax, and the land lease fee still 

can be determined by the public auction and tender. For the following reasons, initially, a 

lump-sum payment led to higher expenses of the first household without more generous loans 

from the state; second, it is not profitable for the local government. The local government 

cannot enjoy the increasing value of land which is created by city development and 

government support; third, varied lease fee creates incentives for the local government to 

"take care" of an area's infrastructure.  

 

However, several problems may be aroused by the adoption of land lease fee in annual 

installments. The basic question is how to design an effective mechanism which can renew 

the lease fee over time in small steps and to establish clear rules so as to avoid legal problems. 

Then, how to minimize the administrative fee and avoid a complex system? How to solve a 

cash flow problem for the local governments when lease fees are paid in annual installments? 

Who can guarantee that house price will decrease if land conveyance fee is collected in annual 

installments? 

 

After lease fee being determined to be paid annually, some Chinese scholars suggest that the 

initial lease fee shall also be determined by public auction. However, if doing so, what are the 

differences between land conveyance fee and lease fee by annual installments? The developer 

still put in the highest bid as possible as they can to acquire the development right of the land. 

The initial buyer needs to afford what they already afford today. In the following year, the 

property owner needs to pay the lease fee annually which will increases due to the increased 

land value. Nothing is more ironic. Land lease fee by annual payments is designed to lighten 

the burden of property buyer in purpose. However, this new land lease system put heavier 

burden on the property buyer. 

 

If the land lease fee in annual installment is applied, China will face the same problem as 

Sweden does. Table 9 shows China’s inflation rate and Shanghai’s land value and increase 

rate in the recent decade. The inflation rate ranges from -0.8% to 5.9% and the average 

                                                
17 The difference between land lease and ”land sale” is that land lease shall be paid in annual installments while 

“land sale” shall be paid off in one time. 
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inflation rate is 1.8% per year. The total land value increases from 1.57% to 16.96% and the 

average increase rate is 6.39%. The total lease fee will increase around 8%18 per year. The 

household would not accept this dramatic increase in rent. 

 

Table 9: China’s inflation rate from 2001 to 2010 

Year 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 

Inflation 

Rate % 

0.7 (0.8) 1.2 3.9 1.8 1.5 4.8 5.9 (0.7) 3.3 

Source: World Bank 

 

Table 10: Land value and Increase Rate in Shanghai from 2001 to 2010 

Year Total Increase 

Rate % 

Commercial 

Land 

Increase 

Rate % 

Residential 

Land 

Increase 

Rate % 

Industrial 

Land 

Increase 

Rate % 

2001 6472  15550  9977  1154  

2002 6989 7.73 17365 12.29 11141 11.31 1156 0 

2003 7339 5.36  18514 5.86 11879 6.81 1170 1.98 

2004 7539 2.73  20260 9.43 13341 12.31 1179 0.8 

2005 7723 2.44  20683 2.09 13384 0.32 1160 -1.66 

2006 7703 -0.27  21002 1.54 12946 -3.27  1161 0.1 

2007 8030 4.25  21806 3.83 13548 4.65 1249 7.59 

2008 8156 1.57  22890 4.97 13688 1.03 1217 -2.56 

2009 9522 16.75  26027 13.7 16685 21.9 1204 -1.07 

2010 11137 16.96  29456 13.17 19719 18.18 1397 16.03 

Source: China Land Price Information Dynamic Publishing Platform 

 

Since the lease fee must be calculated by multiplying the market value of the land with a 

correct interest rate, the most important and difficult issue is to how to determine the land 

value and the reasonable interest rate. Before exploitation, land value can be observed by the 

comparison with the sales of land that already occur around the land for sale. In this case, 

considerable factors shall be considered, e. g. the transportation situation, the neighborhood 

around and so on. After a building is present on the land, the method to determine the land 

value is to minus an assessed value of building from the value of the existing owned property, 

however, when calculating the building value, replacement cost and precise depreciation rates 

shall be considered although they are difficult to measure. The most important is how to value 

the land and building separately. Moreover, the conflict and cost which may occur in the land 

estimating process is not easy to handle. As a result, experts do not agree on the approach to 

value a ground lease right (Hong, 2003). On the other hand, how to design an appropriate 

model to combine the certain interest rate with lease fee in the following year is a big problem. 
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 8%=(1+1.8%)*(1+6.3%)-1 
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5.2.5 China’s Choices 

 

After the comparison between land sale and land lease, my suggestion is that the current land 

conveyance fee shall be continuing to use. Small changes shall be made to improve the land 

lease system but the land lease fee in annual installments shall not be applied in China. 

Additionally, in order to minimize the valuation costs, the assessment of property tax and the 

land conveyance fee can be held in the same time. 

 

For the following reasons: first, when we decide to reform a system, we shall not only 

consider the short term effect but also shall consider the long term effect. Take Sweden for 

example, even Swedish land lease system has been developed for more than a hundred year 

and is far more mature than China’s, the problems of determining the land market value and 

certain interest rate are still disturbing Swedish people. Do Chinese officials have confidence 

to solve all the problems which were discussed above? If not, why not just improve the 

current land lease system in small steps to avoid unexpected negative effects caused by large 

scale reform. 

 

In addition, if people shall pay both property tax and annual land rent, how to balance the 

burden of property tax and the new land annual rent in order to avoid resistance? Although 

property tax and annual land lease are totally different things both in economic meaning and 

social function, however, these still do not change the truth that they impose double burden on 

buyers and owners. 

 

Finally, land lease system reform is important, however, the problem may happen that the 

governments are under pressure to push the reform forward and they may adopt some relevant 

experiences which do not match China’s conditions. Alternatives are many and the creativity 

is endless, the governments do not need to make a decision now. 
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6. Reforming the property tax system in China 

 
6.1. Changes to Property Tax in China 2008-2011 
 
The changes of the regulations in recent years proved the state’s determination of reorganizing 

the property tax system. Table 11 shows the focus of recent property tax reform: Firstly, the 

abolition of the urban real estate tax symbolized the end of two differing taxation systems in 

China and the unification of inside and outside taxation system. Secondly, the State pays more 

attention on the ways of going about tax evasion in the house rental sector and tries to plug up 

loopholes in order to prevent the loss of tax revenue.  
 

Table 11: Regulations on Property Tax Reform in China 2008-2011 

Year File Name Content 

2008.12.3

1 

Decree No. 546 – the 

SAT19 

 

From January 1st, 2009, URET is abolished. 

Foreign entities pay housing tax according 

to "Provisional Regulations of the PRC 

property taxes" instead. 

2009.11.2

2 

Notice on Caishui [2009] 

No.128 regarding 

Adjustment of Housing 

Tax - Ministry of Finance 

and the SAT 

Housing tax shall be collected from whom 

use the house freely, pawnee, and lessee. 

LUT is half collected to the underground 

construction. 

Source: The website of the SAT. 

 

6.2. Taxable Objects 

 
Property taxes are generally levied on all types of properties – residential, commercial, and 

industrial, as well as on farm properties (Bird & Slack, 2002). Moreover, some countries also 

levy on industrial machinery, business equipment and so on (Bird and Slack, 2002; 

Youngman and Malme, 1994). Property tax in most of the developed countries is levied on 

land and buildings (Bird and Slack, 2002; Youngman and Malme 1994). They also instructed 

that sometimes certain classes of property, or property owner, or uses of property, are exempt.  

 

In my opinion, in order to expand the tax base and manifest the principles of equality, all the 

properties, both land and buildings, shall be included in the tax collection scope, therefore, the 

agricultural properties used for commercial purposes and owner occupiers of urban residential 

accommodation shall not be excluded. On the other hand, although exemptions also be given 

to certain taxpayers, such as retired person (for example, France, Moldova, Estonia), disabled 

persons (United Kingdom, Czech Republic, Moldova, Slovakia, Estonia, Poland, France), a 

proportion or an initial amount of the tax for residence owners (Bulgaria, France) and some 

agricultural land, China shall include these kinds of objects, otherwise, the tax base will be 

narrow down and the exempted tax objects not easy to re-tax.  

 

6.3. Tax Relief and Exemption 

 
6.3.1 General Discussion 
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The State Administration of Taxation 
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In my opinion, some properties with common features which are exempt in most countries 

shall also be exempted in China, including government properties, educational properties, 

churches and cemeteries, public hospitals, charitable institutions, public roads, libraries, 

foreign embassies and property owned by international organizations20.  

 

In some developing countries, property tax base covers a small proportion of the total number 

of taxable properties and considerable taxable property is exempted from property tax. A 

large numbers of exemptions mean that governments face high administrative costs. 

Moreover, a large numbers of exemptions create differential tax treatment to different 

communities in different regions, which affects location decisions of entities, choices of 

activities, and other economic decisions. Furthermore, exemptions narrow the tax base, and 

thereby increase the taxes on the remaining taxpayers or reduce the level of local services that 

can be offered. Last, if at first the tax base is too narrow, in the future taxpayer could not 

accept expanded tax base. 

 

Many Chinese scholars discussed around the categories of taxable items and exemption 

referring to "agricultural and non-agricultural property", "urban and rural property", 

"residential and non-residential property", "luxury house and non-luxury house", "the first 

home and the next house", "the low-income group and high-income group" and so on.  

 

In this paper, I will not discuss the exemption in rural area because as far as I am concerned 

property tax levying in rural area shall not be taken into consideration immediately because 

first it takes some times of property tax reform in urban area; Additionally, Chinese farmer 

cannot afford tax burden any more at the current stage; moreover, although property tax 

covers the rural area, it is difficult to implement and the tax bases are always narrow which 

contributes little to the government revenue, according to the experiences from other countries.  

 

If not planning to levy in rural area or exempting significantly at the early stage of property 

tax reform, China is likely to face the same problems with some developing countries. 

Moreover, just like most developing countries, the State Administration of Taxation and local 

taxation authorities in China lack the ability to measure the precise range of exemption. These 

impacts negatively upon property tax revenue collection. Since a large number of exemptions 

may cause a loophole in tax law, some taxpayers are apt to take advantage of the tax policies 

and distort them, deliberately evading and avoiding taxes. Therefore, first, in the perspective 

of tax base, the way to ensure revenue growth potential is to minimize the number of 

exemptions at the start; second, the tax reform shall pay more attention to improving the tax 

base in the urban area, in which property tax levying on residential properties will be of the 

utmost importance discussed in this paper; third, it shall be noted that in this paper residential 

properties only refer to the commercial residential properties since China has so many kinds 

of residential properties and their property right are too complicated to discuss here. 

 

Although land owned by the state and used for the provision of public services always is 

excluded from property tax base, there are still some government owned buildings and profit-

making infrastructure shall be excluded from exemption. Because China has multiple levels 

governments and many government buildings cover large areas, occupy prime locations of 

                                                
20 Tax exemption is commonly given to qualified international organizations which provide benefits to society, 

such as religious, charitable, educational organizations and services under treaty agreements with governments. 
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urban areas and are luxurious decorated, in order to improve the efficiency of governmental 

buildings use, theoretically speaking Chinese government shall pay property tax or service 

charge in lieu of property rates for those buildings just like the Netherland, Tanzania and 

Filipino do. However, all the urban land in China belongs to the State, which means property 

tax levied on government building is meaningless, but since the local government revenue is 

depended on the budgetary fund, the evaluation results of the efficiency of governmental 

buildings use can be used as the basis to adjust the government budget and transfer.  

 

In this paper, some infrastructures which are provided by both profit-making corporation and 

non profit-making corporation, as well as some institution properties which half belong to the 

government and half belongs to individuals are not discussed 

 

6.3.2 Tax Relief on Residential Property 

 
The residential property has been undertaxed for decades, since owner-occupied residential 

properties are exempted from property tax and most of renter-occupied residential properties 

are unregistered and do transactions on a cash basis, which results in that tax bureaus lack the 

evidences to tax. However, in order to adjust the gap between the rich and poor, the 

residential properties shall be treated as significant tax base in the property tax reform without 

differentiating personal identity, use purpose, geographic position and ownership. At the same 

time, just as most of other countries do, China shall take the low tax policy to stimulate the 

development of residential property market and encourage taxpayer support and compliance. 

 

According to those tax relief policies around the world, there are many preferential forms. 

Here I introduce the general relief measures in most countries.  

 

Japan provides a real estate acquisition tax and when calculating the tax basis of new 

residential and construction area, the 1200 million JPY of reduction can be given to the 

houses which satisfy two conditions that the house value is less than 176,000 JPY and the area 

is from 50 square meters to 240 square meters. 

 

In the world, most of countries have adopted different tax treatment, lower rates are generally 

applied to residential properties, e.g., in Singapore, general property tax rate is 12% while the 

residential property tax rate is only 4%.  

 

For Germany, property is taxed according to area in the initial decade. The tax incentive 

standards for four people family are 156 square meters of for the single-family residence and 

240 square meters for two-family residence.  

 

In Indonesia, if the market value of the first residence is less than $ 1,899, property tax is 

exempted.  

 

In Oxford City, some disabled persons are given to a certain percentage of tax discounts, for 

example the amount only account for 1 / 9 of original tax. 

 

Some of provinces of Canada give some funding to certain taxpayers according to their level 

of income, the payment condition of pensions and social benefits, in order to subsidize their 

loss of revenue because of the taxes. 
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Since a glaring discrepancy of economic development emerged among different regions in 

China and thereby residences' values vary significantly among regions, the state shall consider 

the house price index, consumer price index, people's living standards and other factors in 

different regions. Different area shall institute different property tax policy. When the state 

decides the exemption and relief level, the scheme shall be formulated according to the local 

governments' assessment and programme. 

 

In this paper, I discuss property tax reform in one region, because the residence occupied 

small area may have higher value than the residence occupied large area in another regions.  

 

Since Chinese governments lack the ability to accurately distinguish between the owner-

occupied properties and non owner-occupied properties, thus I only discuss the owner-

occupied properties here. 

 

For example, in one region21, the first residence of a family can be exempted at the start. For 

the reasons, first, the exemption of the first residence can encourage taxpayer support and 

minimize resistance; second, most of Chinese could not afford even the first residence in 

some big cities, especially migrant workers and low-income groups. Then, tax relief shall be 

given to the second or more residence of a family in accordance with the house area and the 

level of market price in China. For example, 60 square meters22 of the house area can be 

exempted and more room will be taxes. If the house market price per square meters is three 

times or four times of the average price of commercial housing per square meters in last 2 

years, the progressive tax rate will be used. 

 

In the next step, after the database of residential housing information be completed, the 

differentiate tax rate can be used in China to show the tax relief policy. The specific measures 

about the application of the differentiate tax rate will be introduced in the Tax Rate Chapter.  

 

It still shall be noticed that any exempted properties shall be reevaluated as the other 

properties in order to ensure the remission amount and to prevent tax evasion since many 

enterprises behave in a specified way at the certain moment so as to exempt from property tax. 
 

6.4 Tax Rate 

 

Tax rate is one of the most important factors to determine the tax liability. Given a certain tax 

base, the tax liability is calculated by multiplying the tax rate and the tax base. When 

discussing the property tax rate in China, I will analyze in three aspects: Who determines the 

tax rates? Are they differentiated? And, how high are they? 

 

Sometimes tax rates are determined completely by the local governments (Canada, Argentina, 

Kenya), sometimes by the local governments within centrally-set limits or ceiling level 

(Hungary, Colombia, Philippines, Denmark, France, Japan) in order to avoid distortions and 

sometimes by the central government (Japan, Ukraine, Chile, Thailand, Tunisia, Australia, 

Sweden, the United Kingdom). 

                                                
21 Here region can be recognized according to five levels of government administration: (1) central; (2) 

provincial; (3) prefecture; (4) county; and (5) township. 

22 In China, the size of economical apartments is 60 square meters. So I use this size of area as exempted 

standard. 
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The limitation of the tax rate is needed to avoid distortions. It is possible that local 

governments who own large tax base choose to use lower tax rates to attract business than 

poorer regions. Then, the development will shift to the rich regions. Therefore a minimum tax 

rate is needed. A maximum rate is needed to prevent distorting tax exporting, whereby local 

governments levy higher tax rates on industries in the belief that the ultimate tax burden will 

be borne by non-residents (Boadway and Kitchen, 1999). 

 

Where rates are decided locally (for example Australia, Canada and some parts of the US), the 

expenditure requirements are determined firstly. Then non-property tax revenues available 

(for example intergovernmental transfers, user fees, and other revenues) are subtracted from 

their expenditure requirements so as to determine the amount need to be raised from property 

tax revenues. The required property tax revenues are then divided by the taxable value of 

property to determine the property tax rate.  

 

Table 12: The process of property tax rate determination under decentralization 

Expenditure Requirements of Government -1 $12,000,000  

Expected Fees -2 5,000,000 

Expected Other Taxes -3 1,000,000 

Expected Transfers -4 2,000,000 

Needed Revenue From Property Tax -5 4,000,000 

Property Tax Base -6 40,000,000 

Property Tax Rate=Needed Revenue from 

Property Tax / Property Tax Base 

(5)/(6) 0.1 

Source: Arranged from Gary Cornia, 2005,"Establishing A Property Tax Rate"，Lincoln 

Institute of Land Policy And Brigham Young University 

  

Many local governments (for example, Australia, Canada, German, Swaziland, India, 

Philippines, Thailand) levy different rates on different classes of property (for example, 

residential, commercial, industrial, and agricultural) so as to maintain the distribution of the 

tax burden on different taxpayers. Where variable tax rates are used, properties are assessed at 

the same ratio (100 percent or some lesser percentage) of market value. On the other hand, 

Indonesia, Argentina, Tunisia, and developing sub-Sahara African countries use a uniform tax 

rate according to ratios of assessed value. The differentiated assessment ratios are less 

commonly used because they are difficult to understand for taxpayers. 

 

In practice, it is worth noting that where differential rates apply, firstly, tax rates for 

residential properties are considerably lower as compared with rates for commercial and 

industrial properties (Franzsen & McCluskey, 2005). At the same time, government shall well 

balance the tax rates between the residential property taxes and the non-residential property 

taxes because non-residential property owners have the ability to export property taxes to 

residents by the consumers of the products or services in the other jurisdiction which is not 

equity; Second, "idle lands" are always imposed high taxes in order to stimulate the 

development of idle land and to improve land use efficiency, though rarely with much effect. 

Third, the rural and agricultural properties tend to be imposed low tax rates. Fourth, different 

regions use different tax rates. For example, in United States, property tax rates in some 

metropolises such as New York and Chicago are higher than other regions; additionally, 

before 1984 Singapore divided the whole country into three categories, including developed 

areas nationwide with 36% of property tax rate, semi-developed areas with 18% and 

underdeveloped regions with 12%. Finally, a split-rate property tax is often used. The taxes 



 

 31 

levied on land improvements are always lower than taxed levied on land because lower tax 

rates can stimulate the investment on land improvement. However, the split-rate property tax 

is not recommended because accurate property assessments are required which are not easily 

achieved. 

 

An additional question is whether property tax is levied at a flat rate, a proportional rate, 

graduated rate or regressive rate. The following table shows the comparison among different 

kinds of tax rates.  

 

From Table 13 we can see that most of developed countries choose to use proportional 

property tax which is simple and has higher efficiency than the graduated tax in the 

implementation; while graduated property tax is introduced accompanying with exempting 

low-value properties.  

 

Graduated property tax seems more equitable than the proportional property tax because 

graduated property tax aims at reducing the tax incidence of people with lower income and 

shifts the incidence increasingly to people with a higher income. A graduated tax can be 

implemented with increasing percentage rates and single tax rates with low-value properties 

exempting. However, graduated property tax is hard to implement due to poor tax assessment 

and collection system.  

 

From the perspective of the Ramsey Rule 23 , the proportional property tax rate and the 

regressive property tax rate shall be implemented. For the reason, the richer have higher 

demand elastic of luxury houses than the ordinary house of the other person, which means the 

cost of luxury houses increases a little the demand will decrease a lot. Therefore, the high tax 

rates shall be apply to ordinary properties while low tax rates is applicable to luxury 

properties, otherwise, the loss of property market will be larger.  

 

Table 13: Comparison among different kinds of tax rates 

Name Features Merit Demerit Countries 

Proportional 

Tax Rate 

The same kind 

of property: 

the amount is 

in proportion 

to the amount 

subject to 

taxation. 

Simple; 

Certain; High 

efficiency 

Less fairness; 

Less 

government 

revenue 

United States, Germany, 

Japan, Indonesia, Hong 

Kong, Britain, Argentina, 

Australia, South Africa, 

Malaysia, Philippines,  

Singapore, Denmark, Spain, 

Germany, Austria, the 

Netherlands 

Graduated 

Tax Rate 

The tax rate 

increases with 

the increase of 

taxable value.  

Great Fairness; 

the rich afford 

higher tax 

burden than 

the poor; More 

government 

revenue 

Hard to 

calculate the 

rate;  Low 

efficiency; 

Negative for 

wealthier 

taxpayer 

Brazil, Thailand, Taiwan 

Normquota The amount is Simple Unfair China 

                                                
23 According to the Ramsey Rule, the inverse-elasticity rule states that tax rate shall be oppositely proportional to 

their elasticity of demand. 
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Tax Rate according to 

the 

construction 

area. 

Source: Edited by the author. 

 

Since the current property taxation in China still stay at the experimental stage and the actual 

tax elements are still not determined through a legislative process, tax rate shall be designed 

under the consideration of tax base, which means property tax revenue after the reform shall 

equal to that before the reform. 

 

In China, I suggest that the central government can decide the range of the tax rates. 

Simultaneously, the local governments have the right to determine the specific tax rate 

according to the local situation.  

 

Chinese governments shall choose levying different rates on different classes of property with 

assessed at the same ratio of market value. The variable tax rates are applied to the residential 

properties and non-residential properties in urban area.  

 

On the other hand, to choose proportional tax, graduated tax or regressive tax is another 

problem. Here we also only discuss the commercial residential properties. In China, the 

residential property price is extremely high and far beyond the affordability of ordinary 

residents. Moreover, the supply of high-grade residential properties is much more than the 

supply of middle - grade residential properties. Therefore, many Chinese people expect 

property tax can be designed to decrease the price of house market and to adjust the gap 

between rich and poor. From this aspect, graduated property tax or proportional property tax 

which is considered to be graduated are applicable. The ordinary properties are taxed with low 

tax rate while the luxury properties are taxed with high tax rate. 

 

However, in order to maintain a high efficiency in the implementation, proportional tax rate 

are preferential. 

 

Since the design of property tax rate is a complicated process, the paper is not going to 

introduce the methods and the models to design property tax rate. In the world, the property 

tax rates range from 0.3% to 5%. According to the research of Peking University's China 

Center for Economic Research Macro Group, the property tax rates are probably 0.5%, 0.75% 

and 1%. In the experimental area of Shanghai, the tax rate is 0.6 percent per year; and if the 

property trading price is lower than twice the price of the new commercial housing in the last 

year, the tax rate can be reduced to 0.4 percent per year. As the other experimental area, 

Chongqing use 0.5, 1, and 1.2 percent per year according to the different property trading 

price. Therefore, the author assumes the property tax rates be equal to 0%, 0.4%, 0.5% 0.6%, 

0.7%, 0.8%, 1%, and 1.2%, and tests this 8 different property tax rates in order to find out the 

more reasonable property tax rates. 

 

Considering the special situation of China, I suggest most of residential properties are 

applicable to fixed and low proportional tax rate. The luxury residential properties which are 

accordance with area or property value can be use graduated proportional property tax rates. 

The design of specific property tax rate will be discussed in the next chapter. 
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6.5 Tax Valuation 

 
Since taxable objects are determined, including land and land improvements, how to 

determine the property value shall be discussed here. A real property assessment system is to 

determine the taxpayers and the share of property taxes that each taxpayer shall pay. Real 

property tax system is composed of several links, including management, data gathering and 

maintenance, valuation and assessment. In this paper, the author only discusses some 

valuation model and the factors affect the property value. 

 

There are many assessment methodologies for property taxation: area - based assessment, 

market value - based assessment, and self - assessment. The market value - based assessment 

also can be divided into market and rental value methodologies. 

 

6.5.1 Assess Separately or Assess Together            

 

Some Chinese scholars believe that land and improvements shall be valued separately since 

the state owns the land of China. Bird and Slack (2002) suggested that if land and 

improvements are assessed separately, land value can be estimated on the basis of a land 

value map and building value according to construction cost tables.  

 

However, Bahl (1998) argues that in developing countries valuing land and improvements in 

the urban areas separately is a problem not only considering the technology and ability of the 

tax bureaus but also because of the fast expanding urban areas and populations. Meanwhile, 

most urban real estate sales include the value of land and improvements. Therefore, in my 

mind, it is hard for China to tax land and land improvements separately.  

 

6.5.2 Area – Based Assessment 

 

Under an area - based assessment, tax is levied per unit of land area, per unit of building, or 

the combination of the two. Meanwhile, an individual property value might be adjusted to 

reflect the location and the average values of properties within a particular zone in the city 

rather than the characteristics of each individual property. Area-based assessment is 

commonly used in many developing and transition countries because these counties lack the 

developed property markets which makes it difficult to determine market value, moreover, 

area value assessment is cheaper to implement. 

 

6.5.3 Market - Based Assessment. 

 

Market values - based assessment has been used in many countries. For several reasons, first, 

the benefits from services are well reflected in market values of the property; second, the 

quality of buildings, the amenities of the neighborhood, and the location have been captured 

by the market-based assessment. Third, market value-based assessment considers the burden 

on low-income taxpayers and high-income taxpayers. The high income taxpayers shall pay 

more taxes. 

 

6.5.4 Self-Assessment  

 

There are several kinds of self-assessment. One needs property owners to place an assessed 

value on their own property. The other requires taxpayers to submit a self-declaration form of 

their properties and then the local assessors will identify how well the self-declared value 
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matches their data. However, both two approaches could not be used in China because China 

lacks administrators to inspect the accuracy of information provided by the taxpayers and 

taxpayers may underestimate their property value. 

 

6.5.5 Valuation Modeling for Taxation 

 

There are several real estate valuation approaches to decide the market value, including the 

sales comparison method, the income capitalization method (the direct capitalization method 

and the discounted cash flow method), and the cost method. 

 

It is hard to unify a single tax assessment in one country. Most of countries use several 

different real state valuations to different properties according to different characters of the 

valuation methods. 

 

For example, since most of rental-occupied residential properties in China are unregistered 

and use cash in transactions, which means that tax bureaus lack evidences to track the rental 

income information, China is not advised to use rental value assessment. Moreover, under the 

rental value assessment, vacant land is not taxable; however, in China many self – occupied 

residential properties are vacant. If the rental value assessment is used, property taxes will 

encourage vacant properties but levy heavier on occupied properties.  

 

The residential properties are advised to use the sales comparison approach in China. On the 

other hand, some income generated properties, such as retail stores and office buildings, are 

applicable to the income method, the sales comparison method or the cost method. However 

if there are no comparable sales or rents then the cost method could be used. The cost 

approach sometimes is used to value industrial properties. 

 

Overall, just like the existing European (UK) and North American (US) literature consider, 

the comparable method is accurate and reliable estimated method for property taxation. 

However, the market comparison approach based on sale prices has many drawbacks, for 

example, lack of recent sale data; and the value-weighting process of market price 

adjustments may be too subjective. Therefore, I suggest combining the comparable method 

with mass appraisal and trying to find out the comparative set of properties and recognizing 

the key variables. 

 

6.5.6 Mass Appraisal: Applying Multiple Regression Model for China’s Residences 

 

Assume that China has already established a GIS system and have a mature mass appraisal 

system, including qualified valuers, reasonable tax base, effective administration, attribute 

database, standardized procedures, and quality control measures and so on. In this case, the 

author focus on introduce a model apply for mass appraisal and make assumptions of the 

factors affect the property price. 

 

Here the author plan to apply the multiple regression models to estimate the value of the 

residential properties and testing whether a dependent variable (Yi) is related to independent 

variable (e.g., X1,i, … , XK,1).  

 

The general multiple linear regression model to be estimated is: 
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where SPi, X1,i, … , XK,1 represent the i th observations of the variables SPi, Xi, … , XK 

respectively, β0,  β1, … ,  βK are the parameters to be estimated, and εI is the error terms which 

are uncorrelated with one another (Makridakis et al., 1998). SPi represents the Sales Price of 

one residential property, and εI represents the effect of all possible factors which are not 

considered in the explanatory variables. 

 

6.5.7 The Factors that Affect the House Price  

 

The governments consider several explanatory variables to measure the sale price of a 

property. For example: 

 

1. Physical Characteristics: age, quality, square feet of area, the number of bedrooms and 

bathrooms, garage size, parking area, laundry, site improvements and transaction date. 

 

2.  Location: Can be valued in different zone. Access to transport, neighborhood land use 

pattern, public utilities and facilities, sorts and numbers of support facilities, e.g. 

Schools, day care, and shops 

 

In addition, Meen (1998) regards construction cost as one of the most important factors to 

measure the house price. Bartik (1991) and Jud & Winkler (2001) conclude that U. S. 

population and income have great effect on the house price. Moreover, Malpezzi (1999) and 

Meen (1998) find that real estate speculation and psychological expectations affect the house 

price. 
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7. Optional Proposals for Residential Property Taxation and Risk for Tax 

Fraud  
 

7.1  The Purpose of Property Taxation on the Current Stage 
 

In order to develop the optional proposal for property tax, the first question need to be 

answered is which purpose of property taxation is emphasized in the current environment, 

financing more revenue for public expenditure or redistributing income and welfare to 

maintain justice and equity?  

 

Since tax objectives are varying from time to time, a property tax system should use varied 

criteria to achieve certain objectives at certain times. China’s fiscal revenue in 2010 was 8308 

billion Yuan, a rise of 21.3 percent on last year. Obviously, financing more government 

revenue is not the most important purpose for property tax. Another way of thinking, even if 

financing more government revenue is important, China still can use income tax, business tax 

or value– added tax as instruments to increase the revenue. Why to operate a new tax which 

may course lots of problems? Therefore, in my mind, maintaining the income distribution of 

rich and poor, and guiding rational housing consumption are the most critical purposes to 

achieve. Recent property tax policies of Shanghai and Chongqing also show that local 

governments attempt to reduce house speculation as well as cool the real estate market, and to 

protect the rights of local residents. 

 

7.2  Property Taxation Experimental Areas – Shanghai and Chongqing 
 

Shanghai and Chongqing are two of four municipalities in China. Both these two cities have 

experienced strong economic growth and rapid urbanization in the last two decades and the 

house price increase to extremely high. Shanghai is financial center of China. Average price 

of Shanghai’s new residential property is about 19,168 Yuan per square meter while that of 

Chongqing’s residential property is 5,720 Yuan per square meter on July, 2010.
24

 However, a 

Chinese citizen in Shanghai’s average 2010 annual income is 31,383 Yuan, which means 

without any consumption to afford a 75-square meter apartment cost a man 45 years at least. 

Under this background, local governments introduce property tax experimental program in 

this two metropolises. 

 

Shanghai gives exemption to the first residence of a Shanghai family
25

, and tax relief of 60 

square meters per person is given to the second or above houses. Moreover, the second house 

is bought because of adult children’s marriage, which belongs to the adult children’s family 

can be temporarily exempted from property tax. The tax rate is 0.6 percent per year; moreover, 

if the property trading price is lower than twice the price of the new commercial housing in 

the last year, the tax rate can be reduced to 0.4 percent per year. The tax base is calculated as 

70 percent of house trading price. 

 

Chongqing only gives exemption to one residence of a Chongqing family according to the 

residence area, when the residence was brought before the implementation of property tax 

experiment and the area is less than 180 square meters, as well as, the residence was brought 

                                                
24 Figures come from Price List of Chinese cities in 2010. 

25
 The family have Shanghai household registration 
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after the implementation of property tax experiment and the area is less than 100 square 

meters, the family can enjoy this tax exemption. If a family owns lots of residences, it allows 

the family choosing one house to be exempted. The person in Chongqing without household, 

businesses, or work cannot enjoy the exemption of taxable housing area. The tax rate is 0.5, 1, 

and 1.2 percent per year according to the property trading price. If the trading price is lower 

than triple and four times the price of the new commercial housing, the tax rate is 0.5 and 1 

percent per year. If the trading price is higher than four times the price of the new commercial 

housing, the tax rate is 1.2 percent per year. 

 

Apparently, both this two municipalities target at guaranteeing the local residents’ rights of 

residence and give some tax relief to the residents. On one hand, Chongqing’s governments 

give differential treatment to the non-local residents, in order to inhibit invested and 

speculative house purchase from external funds. In Chongqing, villa and luxury houses are the 

focus of regulation. On the other hand, Shanghai treat non- residents mildly and target at 

guiding rational housing consumption and improving the efficiency of new house resource 

allocation. 

 

7.3  Optional Proposal for Property Tax and Risk for Tax Fraud 
 

Since the purposes of property tax has been discovered, how to design a proper property tax 

proposal is the top priority.  

 

In order to simplify the categories of taxes, I suggest that urban land use tax, farmland 

occupation tax, property tax, urban real estate tax and land tax shall be combined into 

property tax. 

 

Considering that most of Chinese could not afford even the first residence in some big cities, 

especially migrant workers and low-income groups, meanwhile, the residence prices are 

extremely high in some big cities, property tax shall target at the residential house speculator 

as well as villas and luxury houses. In my opinion, the first residence of a family shall be 

exempted at the start to encourage taxpayers’ support and to minimize resistance.  

 

It is possible that the exemption for the first residence of the family may arouse tax fraud. 

Lots of families may choose to divorce fraudulently to avoid paying property tax because it is 

a heavy burden for a family to afford property tax. Take Shanghai for example, the residential 

properties in city center cost 40,000 RMB per square meter in average on May. 2010. There 

are barely houses under the 90 square meters, therefore, each house cost 3,500,000- 4,500,000 

RMB in average. If property tax account for 0.3%- 1% of the house value, the tax amount to 

10,000- 45,000 RMB. However, the average revenue of a family is about 100,000 RMB per 

year. This means the amount of property tax make up 10%-45% of the yearly salary. If the 

couple divorce, they can own 200 square meters respectively at least.  

 

On the other hand, such high house price makes most of Chinese youngsters could not afford 

a self-owning residence when they just graduate from colleges or start their early working 

years. However, a social phenomenon reveals that most Chinese women prefer to marry to a 

man who owns a house. As a result, it is common for parents to prepare a house to support 

children’s marriage; thereby two residential houses for a middle class family are common. In 

this condition, formal property tax can learn the practice of Shanghai which gives some tax 

relief to the second house which belongs to the family owns adult children. 
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From the aspect of adjusting the gap between rich and poor, graduated property tax is 

applicable. Lots alternatives can be used. On one hand, properties with low value are taxed 

with low tax rate while the luxury properties with high value are taxed with high tax rate. On 

the other hand, in the same region, properties which have small area are taxed with low tax 

rate while the luxury properties which have large area are taxed with high tax rate. In order to 

maintain a high efficiency in the implementation, proportional tax rate are preferential. At 

mean time, some argues that a different tax rate can be applied according to the family 

numbers of a family, for example, in Oxford City, a family with two adults living together 

shall apply to a regular property tax rate while only one person who occupies a house was 

given a 25% discount of property tax. Therefore, I suggest using different tax rate for different 

value levels, for example, a base tax with a low proportional tax rate and a higher property 

value with graduated proportional tax rate. Moreover, tax rate for the third house of a family 

can be graduated compare to the second house of a family. 

 

More specifically, if the targets are villas and luxury houses, a reasonable property tax 

threshold shall be determined. On November 2008, Shanghai’s governments issue rules of 

ordinary residence. An ordinary residence’s volume fraction26 should be less than 1.0 and area 

is no more than 140 square meters. Moreover, the residence inside the inner ring road should 

value no more than 2,450,000 Yuan. In the districts between the inner ring road and the outer 

ring road, the residence should be no more than 1,400,000 Yuan. The residence outside the 

outer ring road should be no more than 980,000 Yuan. However, after 2 years’ development, 

the residence value must be increased dramatically. In the following, the author will use the 

chain index of residence purchase price to adjust the standards of ordinary residence. 

 

Table 14: The chain index of Shanghai’s residence purchase price from 2009 to 2010 

 Residences inside 

the inner ring 

road 

Residences which locate 

between the inner ring road 

and the outer ring road27 

Residences outside 

the outer ring 

road 

2009 16.54% 19.19% 7.09% 

2010 36.41% 50.99% 54.94% 

Source: State Statistics Bureau 

 

Table 15: The new standards of ordinary residence price after adjustment 

 Residences inside 

the inner ring 

road 

Residences which locate 

between the inner ring road 

and the outer ring road 

Residences outside 

the outer ring 

road 

2010  ￥3,894,819   ￥2,519,495   ￥1,626,067  

Source: Caculated by the author 

 

From this observation, when designing property tax, one of the proposals can consider to use 

the differentiate tax rate according to the location of administrative regions in Shanghai. The 

author assume that in some big cities, for example, Shanghai, if a second residence of a family 

is less than 140 square meters and volume fraction is less than 1.0, a low and proportional tax 

                                                
26 A house’s volume fraction equals to the ratio of the construction area and the total land area. The smaller of 

the volume fraction, the more comfortable the residents feel. 

27 The chain index of Residences which locate between the inner ring road and the outer ring road is calculated 

as an average number of the chain index of residences which located between the inner ring road, the middle ring 

road and the outer ring road. 
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rate may be used. Moreover, the author assumes that the low tax rate can be used to those 

residences which locate inside the inner ring road and are no more than 3,894,819 Yuan, and 

those residences which locate between the inner ring road and the outer ring road and are no 

more than 2,519,495 Yuan, and those residences which locate outside the outer ring road and 

are no more than 1,626,067 Yuan. 

 

7.4  Conclusion 
 

Proposal 1: 

The first residence of a family shall be exempted. Tax rate is 0.6 percent per year; moreover, 

if the property trading price is lower than 28,42628 Yuan per square meter, the tax rate can be 

reduced to 0.4 percent per year. The tax base is calculated as 70 percent of house trading price.  

 

Proposal 2: 

The first residence of a family shall be exempted. 1,626,067 Yuan, 2,519,495 Yuan and 

3,894,819 Yuan are the standards of ordinary residence price from 2010. See above table. The 

tax base is the whole value of the residence. 

 

Table 16: The property tax rate of different residence price 

Price(RMB) 0-1,626,067  1,626,067-

2,519,495  

2,519,495-

3,894,819  

3,894,819-

6,724,480  

6,724,480 29 -

  

Tax rate 0.4% 0.6% 0.8% 1.0% 1.20% 

 

Proposal 3: 

The first residence of a family shall be exempted. The tax rate is 0.5 percent for the residential 

properties. The tax rate is 1 percent for villas and luxury apartment. The tax base is the whole 

value of the residence. 

 

Proposal 4: 

The residence located outside the outer ring road use tax rate 0.5 percent. The residence 

located between the inner ring road and the outer ring road use tax rate 0.7 percent. The 

residence located inside the inner ring road use tax rate 0.9 percent. The residence price over 

6,724,48030 Yuan use tax rate 1.2 percent. 

 

Figure 17: Shanghai’s administrative regions 

 

                                                
28 The data is from Shanghai Local Statistics Bureau and Shanghai Local Taxation Bureau. 

29 48,032 Yuan per square meter is the average new sale price of the residence inside the inner ring road in 2010.  

The data is from Shanghai Local Statistics Bureau. 6,724,480 is the product of 48,032 Yuan per square meter 

and 140 square meters. 

30 See Footnote 23. 
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8. The Simulation Analysis 
 

8.1.  Impact of Property Tax Reform on New Residences’ Prices 

 
The simulation analysis is based on the property tax design I proposed in the previous section. 

According to asset pricing theory, property value is affected by the annual return, the discount 

rate and the useful life and other factors. The impact of property tax on the property price is 

achieved by reducing the expected return. 

 

In this paper, the author makes very simple assumption that the expected residence price that 

the consumer is willing to pay is same before property tax reform and after property tax 

reform. More specifically, the new value of the residence equals to the difference between the 

original value of the residences and the property tax cost. Variables can influence the property 

price by affect the cost of property tax. 

 

Although there are many factors impact on the residence price, the author supposes that the 

changes of residence price only affect by the discount rate, the property tax rate and the tax 

base, moreover, the discount rate and the property tax rate will not interact and put influence 

on the other factors.  

 

The residence price is L before the property tax reform, the new residence price is Pnew, the 

discount rate is i, and tax base a is product of the percentage of new residence price and the 

new residence price. Under the life of residential houses n 31 , the property tax rate is t. 

According to the relationship between the residence price before and after the property tax 

reform, the formula shows: 

        
 

（     

  

   

          

This formula can be changes as following: 
    

 
 

 

    
 

      
  
        

 

It can be seen from the formula that the discount rate (i), the property tax rate (t) and the tax 

base (a) are the most important factors to determine the new house price after the property tax 

reform. 

 

There are several methods to decide the discount rate. In this paper, the author uses the 

benchmark interest rates for savings and loans as the discount rate.  

 

Table 18: The changes of the benchmark interest rates for savings and loans from 2002 to 

2010 

                                                
31 Maximum use life is 70 years. 

Years 1 year 1-3 years 3 – 5 years > 5 years 

2002.02.21 5.04 5.31 5.49 5.58 

2004.10.29 5.22 5.58 5.76 5.85 
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Source: The people’s bank of China 

 

It can be seen from the above table that the benchmark interest rates range from 4.86% to 7.83% 

in the recent decade. The author discusses the residence price under the condition of five 

assumed discount rate which equals to 5%, 5.5%, 6%, 6.5%, 7% and 7.5%. The benchmark 

interest rates in China are now 5.85%, 6.31%, 6.4% and 6.65% for 1year, 1 to 3 year, 3 to 5 

years and above 5 years respectively. Therefore, 5.5%, 6.0% and 6.5% of discount rate shall 

be paid more attention to. 

 

On the other hand, as the author discussed in the last section, the property tax rates are 

assumed to be equal to 0%, 0.4%, 0.5% 0.6%, 0.7%, 0.8%, 1%, and 1.2%. The author tests 8 

different property tax rates which are more than other papers. This is because many 

combinations of the property tax rates and the discount rates can be used to guide and to 

adjust the unreasonable residence price under different conditions.  

 

Considering the tax base is different from counties to countries, the author chooses to test the 

changes of residence price when p equals to 70% and 100%. 

 

Table 19: The changes of residence price after the property tax reform (Pnew/L) when the tax 

base equals to the residence price (a=100%) 

 

2006.04.28 5.4 5.85 6.03 6.12 

2006.08.19 5.58 6.12 6.3 6.48 

2007.03.18 5.67 6.39 6.57 6.75 

2007.05.19 5.85 6.57 6.75 6.93 

2007.07.21 6.03 6.84 7.02 7.2 

2007.08.22 6.21 7.02 7.2 7.38 

2007.09.15 6.48 7.29 7.47 7.65 

2007.12.21 6.57 7.47 7.56 7.74 

2008.09.16 6.21 7.2 7.29 7.56 

2008.10.09 6.12 6.93 7.02 7.29 

2008.10.30 6.03 6.66 6.75 7.02 

2008.11.27 5.04 5.58 5.67 5.94 

2008.12.23 4.86 5.31 5.4 5.76 

2010.10.20 5.1 5.56 5.6 5.96 

2010.12.26 5.35 5.81 5.85 6.22 

2011.02.09 5.6 6.06 6.1 6.45 

2011.04.06 5.85 6.31 6.4 6.65 
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i= 

t = 

5.00% 5.50% 6.00% 6.50% 7.00% 7.50% 

0.0% 1 1 1 1 1 1 

0.4% 92.49% 93.03% 93.50% 93.92% 94.29% 94.61% 

0.5% 90.78% 91.44% 92.01% 92.51% 92.96% 93.35% 

0.6% 89.14% 89.90% 90.56% 91.15% 91.67% 92.13% 

0.7% 87.55% 88.41% 89.16% 89.82% 90.41% 90.93% 

0.8% 86.02% 86.97% 87.80% 88.54% 89.19% 89.77% 

1.0% 83.12% 84.22% 85.20% 86.07% 86.84% 87.53% 

1.2% 80.40% 81.65% 82.75% 83.74% 84.62% 85.40% 

 

Table 20: The changes of residence price after the property tax reform (Pnew/L) when the tax 

base accounts for 70 percentage of the residence trading price (a=70%). 

i= 

t = 

5.00% 5.50% 6.00% 6.50% 7.00% 7.50% 

0.0% 1 1 1 1 1 1 

0.4% 94.62% 95.02% 95.36% 95.66% 95.93% 96.17% 

0.5% 93.36% 93.85% 94.27% 94.64% 94.96% 95.25% 

0.6% 92.14% 92.71% 93.20% 93.63% 94.02% 94.36% 

0.7% 90.95% 91.59% 92.16% 92.65% 93.09% 93.48% 

0.8% 89.79% 90.51% 91.14% 91.69% 92.18% 92.61% 

1.0% 87.55% 88.41% 89.16% 89.82% 90.41% 90.93% 

1.2% 85.43% 86.41% 87.27% 88.03% 88.71% 89.31% 

 

The results show that the discount rate puts smaller influence on the changes of residence 

prices while the property tax rate and the tax base imposes large influence on the changes of 

residence prices. 

 

8.2. The Estimation of the Changes of Residence Value in two Different 

Proposals 

 
Here the author will estimate residence value changes in Proposal 1 and Proposal 3 which are 

assumed in the last section. It is hard to acquire the data in Proposal 2 and Proposal 4. As a 

result, the residence value changes due to Proposal 2 and Proposal 4 will not estimated in this 

paper. 

 

The first proposal: 

After the below calculations, the total residence value may decrease about 4.92 percent of the 

original value. It is a relatively mild tax policy and easy to accept by people. 

 

Table 21: Calculations of residence price changes 

 Percentage32 Tax rate Tax base 

The unit price larger than 

284,26 per square meter 

13.15% 0.4% 70% 

The unit price no more than 

284,26 per square meter 

86.85% 0.6% 70% 

Total Changes  95.08%=13.15%*93.2%33+86.85%*95.36%34 

                                                
32

 This data is provided by Xue( 2010). From: http://news.sh.soufun.com/2011-02-28/4583309.htm 
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The third proposal: 

It can be seen from the below table that the property tax revenue accounts for nearly 10 

percent of the Shanghai’s commercial residence sale revenue from 2008 to 2009. The sales 

after property tax decrease around 10 percent of the total sales revenue. 

 

Table 22: Changes of Shanghai’s commercial residence sale revenue from 2008 to 2009 

(Property tax rate =0.5% for the residences except villa and luxury apartments and 1% for 

villa and luxury apartments; the discount rate= 6%) 

 2008 2009 2010 Property 

tax rate 

Residences sales ( except  villa and luxury 

apartments) 35（Billion） 

￥127.524 ￥262.34 ￥124.467 0.50% 

The changes of residence( except  villa and 

luxury apartments)36 

92.01% 92.01% 92.01%  

Villa and luxury apartments37（Billion） ￥33.323 ￥99.681 ￥51.933 1% 

The changes of Villa and luxury 

apartments38 

85.20% 85.20% 85.20%  

Total sales (Billion） ￥160.847 ￥362.023 ￥176.4  

Net Sales after property tax ￥145.73 ￥326.31 ￥158.77  

The changes of total sales after property tax 90.60% 90.13% 90.01%  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

                                                                                                                                                   
33 See Table 20. When the property tax rate =0.4%, the discount rate= 6% and the tax base is 70% of original 

value, the change rate=93.2%.  

34 When the property tax rate =0.6%, the discount rate= 6% and the tax base is 70% of original value, the change 

rate=95.36%. 

35 Source: from Shanghai Local Statistics Bureau. 

36 See Table 19. When the property tax rate =0.5% and the discount rate= 6%, the change rate=92.01%. 

37 Source: from Shanghai Local Statistics Bureau. 

38 See Table 19. See the above table. When the property tax rate =1% and the discount rate= 6%, the change 

rate=85.20%. 



 

 45 

9. Conclusion 

 
9.1. Findings and Recommendations 
 
The main purpose of this study was to explore some useful paths and general guidelines for 

property tax reform in China. In addition, using the property tax reform to regulate the 

overheated real estate market and monitoring the effect of property tax reform on residences 

prices were also the research objectives. 

 

Initially, through the review of theoretical studies and the analysis of China’s current situation 

and problems of property taxation, this paper finds the guidelines for property tax reform is to 

use ground lease, property tax and other fees differentially. Property tax reform shall be put 

on the agenda. Ground lease shall be treated as a form of rent rather than land sale. Most or 

fees in accordance with property shall be abolished. 

 

Afterwards, the regulations issued from 2008 to 2011 show that the state determines to unify 

the inside and outside taxation system and put more effort to avoid tax evasion in the house 

rental section and prevents the loss of tax revenue. Moreover, the establishment of the 

experimental areas of property tax –Shanghai and Chongqing indicates that the property tax 

reform have been put on the agenda. 

 

After answering series questions of land lease system, introducing and borrowing the 

experiences from Sweden, and comparing land lease and land sale, the author gives 

suggestions to China: first, the current land conveyance fee shall be continuing to use after 

small improvement and the land lease fee in annual installments shall not be applied in China. 

Moreover, governments could not adopt some relevant experiences which do not match 

China’s conditions in a rush. 

 

Regarding to the property tax objects, the author suggests that in order to expand the tax base 

and manifest the principles of equality, all the properties, both land and buildings, shall be 

included in the tax collection scope, especially residences, otherwise, the tax base will be 

narrow down and the exempted tax objects are not easy to re-tax.  

 

The author suggests that on one hand some properties with common features which are 

exempt in most countries shall also be exempted in China. On the other hand, the exemptions 

shall be controlled in a reasonable range to avoid higher administration costs, inequity 

treatment and low local services. The author also recommends that the first residence of a 

family can be exempted at the start. 

 

The author suggests that several different real state valuations shall be used to different 

properties according to different characters of the valuation methods. Moreover, combining 

the comparable method with mass appraisal and trying to find out the comparative set of 

properties and recognizing the key variables are recommended. 

 

In China, the author suggests that the central government can decide the range of the tax rates. 

Simultaneously, the local governments have the right to determine the specific tax rate 

according to the local situation. Moreover, proportional tax and graduated tax can both be 

used. The tax rate shall be varied from 0.4 to 1.2. The luxury residential properties which are 
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accordance with area or property value can be use graduated and high property tax rates. The 

low value properties can use low proportional property rate. 

 

The author believes that maintaining the income distribution of rich and poor, and guiding 

rational housing consumption are the most critical purposes for property tax reform to achieve. 

 

In order to simplify the categories of taxes, urban land use tax, farmland occupation tax, 

property tax, urban real estate tax and land tax shall be combined into property tax. 

 

The author also provides 4 proposals of Shanghai. After the simulation analysis of changes of 

residence price, the first proposal is seen as the most mildly proposal with low property rates 

and small tax base. The total residence value only decreases about 4.92 percent of the original 

value after the property tax reform. The second proposal use graduated property tax rates 

according to different property value, which may have greater fairness and equality but lower 

efficiency. The third proposal targets at gain more tax revenue from villa and luxury 

apartments and adjusts the poverty gap. The sales after property tax decrease around 10 

percent of the total sales revenue. The fourth proposal decides the property tax rates according 

to the location of administrative areas because the residences values vary a lot and have 

regular rules in different location. However, there are still lots improvements need to be made 

for the fourth proposal in order to use. This proposal just provides a direction of study. 

 

In the end, the autor advises that the governments shall implement property tax only on villas 

and luxury houses in the beginning. 

 
9.2. Shortages and Further research 
 
Findings from the study point to that it is worthy to put more effort to work out and to 

implement a well- design property tax system and supporting measures.  

 

On the one hand, China’s property tax reform is on its’ way, which lead to lack of empirical 

observations and statistics data, thereby this study only can use the qualitative analysis 

combined with simulation analysis to estimate the effect of property tax reform on residence 

price, but cannot effectively measure the real impact of property tax reform on residence price, 

supply and demand. Under this condition, case study is the possible solution to analyze the 

property tax reform. Although this study uses a case study of Shanghai, the statistics data is 

not precise and reliable because all the data is the secondary data without survey and 

adjustments. The above shortcomings can be regards as the direction of improvements in 

future study. 

 

On the other hand, this study only introduces a simple model and some variables which affect 

the house price. However, how to use an effective model and to narrow down the variables 

and to use property tax as an effective variable to affect residence price is the next step. 

 

In addition, based on the proposals this study provides, improvements can be make to perfect 

the proposals and then be applied to other cases characterized by traits similar situations. 

Meanwhile, how to use property tax rationally and appropriately is another direction of 

further research. 
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