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Property Tax Incidence and Its Impact on Property Market and Income Distribution

LIU Xueliang DUAN Quanwei
(Chinese Academy of Social Sciences, Beijing,China)

Abstract: Based on the four-quadrant model of the property market, this paper analyzes the impact of property
tax on the equilibrium of the property market as well as the problem of tax shifting and incidence, and explores the
mechanism and influencing factors of shifting of property tax to rent. Using Chinese Urban Household Survey data,
this paper investigates the redistributive effect of property tax with and without tax shifting, and finds that: When tax
shifting is not considered, the property tax can indeed become a progressive tax to reduce the income inequality by
adopting reliefl measures such as first house exemption and per capita area exemption. However, when considering tax
shifting, the redistributive effect of property tax is significantly reduced even if various exemption measures are set to enhance
the redistributive effect of property tax. Due to the existence of tax shifting, tenants whose income are generally lower than
owners will actually bear the tax in the form of higher rent, thus partially offsetting the policy effect of various relief meas-
ures. In the end, the redistributive effect of property tax tends to be rather limited. Therefore, this paper reminds that re-
search on the redistributive effect of property taxes without the consideration of property tax shifting could be misleading. The
paper concludes with a further discussion of the design of China’s property tax system.

Keywords: Property Tax; Tax Incidence; Rent; Income Distribution; Tax System Design
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