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Why China Could Be Serious About a Property Tax Now

Private home ownership in China only began in 1998, yet prices have skyrocketed so much that a place
to call their own is becoming increasing unaffordable for many people. The government has tried for
years to address the problem by going after speculators. Now, amid a broad effort by President Xi
Jinping to address widening social inequality, authorities are revisiting an idea long-discussed but never
realized: imposing a property tax. If implemented, such a tax could have far-reaching implications for the
country’s 300 million-strong middle class.

1. Why do we think it might be coming?

Legislators and officials from finance and housing ministries and the tax administration held a seminar in
May on a new trial program in Beijing to hear from local officials and scholars. It marked the first time
high-level policy makers collectively discussed the trial, which would cover both the land and structure
in line with the global standard. That same month, Finance Minister Liu Kun said China aims to advance
tax reform legislation by 2025. It was the second time he brought up a property tax in less than six
months. There also have been escalating curbs on the real estate sector, from “red lines” on borrowing
by developers to increases in mortgage rates in some cities. More broadly, the government seems to be
on a campaign to try to ease financial pressures on the middle class, from restricting expensive after-
school tutoring to ordering higher wages for gig-economy workers. Bringing down house prices with a
new tax would fit that priority.

2. How does the system work now?

There’s an annual tax on commercial property but not most residential assets. Local governments do
earn income from land sales to developers -- 8.4 trillion yuan ($1.3 trillion) last year, almost as much as
the 10.1 trillion yuan raised mainly from other sources including sales taxes and personal and corporate
income taxes.

3. Where’s it being tried?
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Since 2011, the municipal governments in two cities, Shanghai and Chongging, have been conducting
property tax trials, levying an annual charge on second homes or high-priced ones (but not the land).
The tax rate in Shanghai is set between 0.4% to 0.6% of the last-sale price. (In the U.S., such levies can
reach as high as 2.13% in places like New Jersey.) Shanghai’s property tax revenue amounted to 19.9
billion yuan last year, according to the city’s tax authority. That’s only about 7% of its income from land
sales, according to Bloomberg calculations based on official data.

4. What implications could a property tax have?

A little or a lot. Setting the tax low won'’t bring down house prices much, while charging too much could
cause an economic crash. Real estate investment accounts for 13% of China’s economy, from just 5% in
1995, according to Marc Rubinstein, a former hedge fund manager who now writes about finance. In a
worst case scenario it could stoke social unrest; more than 70% of China’s household wealth is tied up in
the property market. Policy missteps could have unintended consequences for the banking system.
Chinese banks had over 50 trillion yuan ($7.7 trillion) of outstanding loans to the real estate sector,
more than any other industry and accounting for about 28% of the nation’s total lending. Of those loans,
about 35.7 trillion yuan were mortgage loans to households and 12.4 trillion yuan were for property
development, according to official data. New home sales last year in China totaled $2.6 trillion -- a figure
that’s grown more than threefold over the past decade.

5. How expensive is housing?

Affordability in hot cities such as Shenzhen and Beijing is only a notch or two better than Hong Kong,
which is often named the world’s most expensive housing market. The average cost of buying an
apartment in Shenzhen is 43.5 times the average annual salary for local residents, according to a 2020
study by E-house China Research and Development Institute. (The methodology didn’t specify the
apartment size.) Unit prices there have tripled over the past decade, to 26,297 yuan per square meter
from 8,201 yuan in 2009. The price-to-income ratio has worsened this year across China due to further
price gains, according to research by the Southwestern University of Finance and Economics in Chengdu.

6. Why do people keep buying?

China’s middle class has lacked alternative investment options. State lenders offer relative low interest
rates on deposits, while financial services including mutual funds and retail wealth management are only
just taking off. Many buyers also see property as way to guard wealth against inflation. In addition,
Chinese parents, like those elsewhere, fight to buy homes in good school districts to ensure better
education for their children. Real estate was the biggest driver of gains in household assets in the first
quarter of 2021, according to the Southwestern University research. While that’s broadly been the case
for a long time, it's becoming more acute this year.

7. What makes people think a tax will really happen this time?

One clear signal came in Vice Premier Han Zheng’s comments on steering away from using real estate to
provide short-term boosts for the economy. Then Zhang Qiguang, an official for the Ministry of Housing
and Urban-Rural Development, said in July that bureaucrats in cities that experience rapid spikes in
housing prices will be held accountable. The next day an unusually large number of government entities
-- eight -- vowed to strengthen measures on such things as project development, home sales and
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management services, and step up penalties for misconduct. In the line of fire will be developers that
default on debt payments, delay deliveries on pre-sold homes or elicit negative news or market
concerns.

China new home price growth slows in July

China's growth in new home prices slowed in July for the first time in five months, with smaller cities especially
weighed down by higher mortgage rates, price caps on resale homes and other steps to cool speculation, a
private-sector survey showed on Sunday.

New home prices in 100 cities rose 0.35% in July from a month earlier, versus 0.36% growth in June, according to
data from China Index Academy, one of the country's largest independent real estate research firms.

This year Chinese authorities have implemented measures to rein in the red-hot real estate market, including
caps on developers' borrowing and strict bans on illegal flows of funds into the sector.

"New home growth softened in July against the backdrop of stringent measures and tighter credit", said the
group's director, Cao Jingjing.

Growth in home sales is expected to remain mild as the curbs are unlikely to be eased, the survey said.

In July, China's housing ministry urged five cities including the eastern city of Jinhua and the southeastern city
of Quanzhou to stabilise their property markets, while the central bank ordered lenders in Shanghai to raise
interest rates on mortgage loans.

Prices in China's smaller tier-three and tier-four cities rose 0.21% on-month, versus 0.29% in June. Tier-two cities,
which include some provincial capitals, gained 0.29%, slowing from June's 0.31% rise.

Price growth in China's biggest cities such as Shanghai and Beijing, however, continued to accelerate, up 0.54%
versus June's 0.48% growth, suggesting persistent demand for properties in the country's economically most
vibrant cities.

But new home prices in the southern tech hub of Shenzhen declined 0.26%, the first drop since February. Local
media had warned in May that Shenzhen could be a testing ground for China's plans to impose a nationwide
property tax, due to elevated home prices.

On an annual basis, China's new home prices grew 3.81% in July, slowing from June's 3.89% gain.

Resale homes also showed slower month-on-month price growth in July, while existing home prices in
Shenzhen were down 0.43% on-month.

Local governments in some hot property markets may implement pricing references for resale homes to
stabilise prices, the survey said.

Land sales by floor space in 300 cities fell 25% in July from a month earlier, and declined 38% on an annual basis,
separate survey data showed.

The National Bureau of Statistics will release official July data for China's home prices in mid-August.
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