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A Model for the Ability-to-pay Index of China’s Real Property Tax,

Tax Burden Distribution and Redistributive Effects
Zhang Ping* and Hou Yilin"

(‘a: Fudan University; b: Syracuse University)

Abstract: While China considers adopting the property tax there still lacks empirical support on tax system design and
evidence on the social economic effects of the tax levy. This paper fills the niche in the Chinese literature. Based on the
taxable capacity theory this paper builds a model for the abilityto-pay index of China’s real property tax on five measures.
We use data from the China Household Finance Survey ( CHFS) estimate the differences of ability4o—-pay index among
several types of families in different provinces and calculate the feasible differential effective tax rates. Under four exemption
schemes ( no exemption first house exemption per capita area exemption and per capita value exemption) ~we calculate the
distribution of the tax burden for families by their income level and investigate the redistributive effects assuming that
property tax revenue is used for basic public services that equally benefit all families. The results show considerable
differences in the ability4o-pay index among families in different areas thereby highlighting the local characteristics of the
property tax. The results also identify the huge potential of the property tax on redistributing or adjusting income and wealth

with high income families bearing more than 50 percent of tax burden under each exemption scheme. Of the several exemption
schemes the “per capita value exemption” excels in vertical equity income reallocation and tax revenue adequacy.
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