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Impact of the comprehensive tax reform of “replacing business tax with VAT” 

on the sustainable development of the real estate industry
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Economics Department 

Jinxian Wang 

Leiden University 

PO Box 9520 

2300 RA Leiden 

The Netherlands 

Email: j.wang@law.leidenuniv.nl 
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Abstract  

In 2016, at the National People’s Congress and Chinese People’s Political Consultative 

Conference, we put forward the goal of the full realization of “replacing business tax with 

VAT”, expanding the scope of the tax reform to industries of transportation, real estate, 

finance, life services, and to ensure the tax incidence to be reduced. We examine the impact of 

replacing business tax with VAT on the real estate industry by analyzing three large real 

estate enterprises. Specifically, we calculate changes in the value-added tax, urban 

construction and maintenance tax and education surcharge, enterprise income tax for these 

three enterprises. The results suggest that the reform will reduce the tax burden of the real 

estate enterprises. Further, we explore the sustainable development of the real estate industry. 

We suggest that if the real estate supply-side effect and demand-side effect are both realized, 

                                                           
This article is supported by the National Social Science Fund “Research on the cause and comprehensive 

financial governance of the haze” (the grant number is 15AZZ010), Beijing Philosophy and Social Science 
Planning Project “Research on promoting the governance by law in the construction of ecological civilization of 
Beijing” (the grant number is 5FXA002), Youth Innovation Team at Central University of Finance and 
Economics on the project “Research on the issues of energy finance in the construction of ecological civilization 
construction in China” and Central University of Finance and Economics – Pengyuan Local Institute of Fiscal 
Investment and Financing. This paper is one of the periodical achievements of the National Social Science major 
project “Research on deepening the tax system reform and promoting the perfection of the local tax system”. 
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a comprehensive tax reform of replacing business tax with VAT will promote a sustainable 

development of the real estate industry.  

Keywords: comprehensive “replacing business tax with VAT”; destocking of the real estate; 

change of tax burden 
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1. Introduction 

On the 25th January, 2016, Premier Li Keqiang chaired a forum, deciding to promote the tax 

reform of “replacing business tax with VAT” to reduce the tax burden of the enterprises. In 

March, 2016, at the National People’s Congress and Chinese People’s Political Consultative 

Conference, Li stated further that from the 1st May, 2016, the tax reform of replacing business 

tax with VAT would be implemented comprehensively, extending the scope of the tax reform 

to industries of construction, real estate, finance and service, and incorporating the new fixed 

assets of enterprises in the list of deductible items of the VAT, therefore to guarantee that all 

industries would enjoy decreased tax burden.  

On 23rd March, 2015, the State Administration of Taxation published the regulation on 

“How to implement the tax reform to replace business with VAT”, regulating that businesses 

providing transportation, postal service, basic telecommunications, constructions, real estate 

rent, sales of real estate, transfer of land use rights would be levied a VAT tax with a rate of 

11 percent. Meanwhile, except for purchasing housing individually, providing tangible and 

movable property leasing service and cross-border taxable behavior, taxpayers need to pay a 

VAT tax with a rate of 6 percent when the taxable activities happen. Besides this regulation, 

the State Administration of Taxation released several other regulations as the form of 

attachment, which have specific clauses on the definitions of simultaneous business, projects 

subject to no VAT, sales amount, financial lease and financial sale-leaseback businesses and 

so on. Moreover, the supplemental regulations listed 40 projects which will not be subject to 

VAT, and other preferential policies regarding VAT refunded immediately upon payment, 

taxation time on the interest revenue of the financial enterprises and sales of housing by 

individuals. According to the State Administration of Taxation, by the end of the year 2015, 

there were in total 5.92 million taxpayers. The tax reduction was remarkable and the 

accumulated tax reduction was 641.2 billion yuan since 2012 when the tax reform of 

replacing business with VAT started.  

At present, China is in a critical period of economic slowdown and complicated 

international situation. Stimulated by the proactive fiscal policy and prudent monetary policy, 

policy of “reducing fiscal revenue and increasing fiscal expenditure”, expanding domestic 

demand and the supply-side structural reforms, China’s GDP in 2015 reached 67.6 trillion, 

increased by 6.9 percent compared with the previous year. However, the economy is still 

subject to downward pressure. Overall, the tax reform to reform business tax with VAT has 

profound effects on economy development, taxation and the reforms of the fiscal system and 
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the taxation system. However, at the same time when we focus on the tax reduction effect of 

promoting the tax reform of replacing business tax with VAT, we should look at the other 

aspects of this tax reform. This paper selects one aspect of the impact of the tax reform. That 

is, we analyze the impact of the tax reform on the sustainable development of the real estate 

industry, which accounts for a large part of China’s economic development, by examining the 

impact of the reform on destocking of the real estate and changes of tax burden for real estate 

enterprises.   

2. Literature overview 

So far a number of studies have paid attention to research on the reform process from 

“business tax” to “VAT” in China. A large set of literature focuses on the design of the tax 

reform and its effectiveness on the economy. Based on the case study of Shanghai, which 

performed the reform on the so called “replacing business Tax with VAT” in 2012, Qiu (2012) 

suggests that the downward pressure on the economy and the “depression effect” 1 have 

speeded up the process of expanding the scope of tax reform around the pilot. However, the 

tax reform to replace business tax with VAT turns out to be insufficient to cut the overall tax 

burden (Qiu, 2012). In 2015, Li and Zhang use the difference-in-differences model to 

examine the deduction effect and the burden shift effect of the input tax, relying on firm-level 

micro data over the period of 2011-2013. They find that in regions which have conducted the 

reform to replace business tax with VAT, companies have incentives to increase investment in 

the factor of technology.  

In terms of the scope of taxation, Cai (2010) argues that a narrow scope of taxation may 

lead to double taxation between VAT taxpayers and non-VAT taxpayers dealing goods and 

services, which contradicts the principal of tax neutrality. He suggests that we should follow 

an ideal taxation scope to cover all ranges of goods and services.  However, because of the 

particularity, complexity and high cost of taxation, some industries should not be included in 

the process of expanding the taxation scope, for instance the financial and insurance industries 

(Cai, 2010).  

Regarding the design of the tax, Jiang (2011) suggests that the tax rate should be unified 

for all industries. Relying on the “Chinese input-output tables 2007”, Jiang (2011) estimates 

that if the applicable tax rate is higher than 10 percent after expanding the taxation scope of 

replacing the business tax with VAT, tax burden for service industries will be significantly 
                                                           
1 “Depression effect” refers to the phenomenon that capital are likely to be attracted to places with low 
transaction costs. 

- 150 -



5 
 

increased. Instead, a 10 percent tax rate would guarantee that the tax burden for the 

manufacturing and service industries would be comparable with that before the tax reform. 

More specifically, at the tax rate of 10 percent, the average tax burden for the manufacturing 

industry would be decreased by 1.52 percent while it would be increased by around 1.2 

percent on average for the service industry, of which some service sectors would face a 

decrease in the tax burden (see also He (2012) on the effects of the tax reform on service 

industry). Turning to tax payment, Wang and Yang (2009) point out that we can learn from 

foreign experience that in the public service sector, the VAT tax system can be kept but with a 

zero tax rate. That is, sales of items at the public service sector can be exempt from taxation 

(output tax is zero), while input tax will be refund.  

Another set of studies put more attention to the impact of the reform process of replacing 

the business tax with VAT on industries and other taxes. For instance, Yang (2013) argues 

that in the context of promoting the reform process of replacing business tax with VAT, 

reforming the consumption tax is both necessary and facing a favorable opportunity. In 2013, 

Bai, Li and Ma (2013) conducted an analysis of 12 representative listed transportation 

companies, using data on purchasing goods, labor and increases in fixed assets of these 

companies. They find that imposing a low tax rate and meanwhile identifying possible 

deductible input tax contained in the new fixed assets can probably solve the problem of 

uneven tax burden for the transportation companies that may arise after the reform of 

replacing business tax with VAT. Similarly, Zhong (2014) points that the tax reform to 

replace business with VAT has impact on modern service industries on their tax burden, 

pricing mechanism and also international management. According to Peng and Xiao (2014), if 

the rea estate industry applies an applicable tax rate after replacing business tax with VAT, 

the tax burden will increase for all companies. 

Overall, until now most studies on the reform of replacing business tax with VAT focus 

on the effectiveness of the tax reform, the tax design and its impact on other taxes. However,

little is known about the impact of the tax reform on the sustainable development of the real 

estate industry (Zhan, 2015). This is remarkable given that China is facing a grim situation to 

reduce the inventory of real estate. Therefore, this paper first makes a contribution to 

empirically analyze how the real estate industry has changed over the last few months. And 

then we examine to what extent has this change been affected by the tax reform of replacing 

business tax with VAT.  
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3. Impact of the tax reform to comprehensively replace business tax with 

VAT on the destocking of the real estate 

3.1 An overview of the real estate development, January 2015 - March 2016 (15 months) 

According to the National Bureau of Statistics (January 2016), at the national level investment 

in real estate reached 9.6 trillion yuan in 2015, with a nominal yearly growth rate by 1 percent 

(after deducting the effect of price, the real yearly growth rate was 2.8 percent). Residential 

investment accounted for 67.3 percent of total real estate investment, which was 6.5 trillion 

yuan and increased by 0.4 percent compared with the previous year. Monthly, the growth rate 

for total real estate and residential investment decreased by 0.3 percent in December 2015 

compared with previous 11 months.  

Moreover, in 2015, the real estate industry sold 1.3 billion square meters of its 

commercial housing, increased by 6.5 percent over the previous year. At the same time, the 

growth rate in November decreased by 0.9 percent compared with the previous 11 months. In 

2015, the central government released several favorable policies, slowing down the downward 

trend in the growth of real estate sales area and amount of the sales (see Figure 1 and Figure 

2). However, we should notice that the downward trend in the growth of investment in real 

estate development did not change. Figure 3 and Figure 4 show that from January 2015, the 

growth of the investment in real estate development continued to decline. In contrast, the 

growth rate of the capital in place of the real estate enterprises experienced a fall in the first 

three months but then an increase in the following months. Overall, during the period of the 

first six months of the year 2015, the growth rate of the investment in real estate development 

decreased by 5.8 percent while the growth rate of the capital in place of the real estate 

enterprises turned to be negative. Therefore, the main target over this period was to reduce the 

inventory instead of investment. From June 2015, the central government released a number 

of favorable policies, the growth rate of the real estate development decreased by 3.6 percent, 

implying a smaller decline compared with the first six months. On the other hand, the growth 

rate of the capital in place of the real estate enterprises became positive and reached 2.6 

percent in December, which was the highest monthly growth rate in 2015.  

Similarly, based on the National Bureau Statistics (April 2016), for the first three months 

in 2015, the national investment in real estate development was 1.8 trillion, increased by 6.2 

percent nominally compared with the previous year (after deducting the effect of price, the 

real yearly growth rate was 9.1 percent). The monthly growth rate in March increased by 3.2 
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percent compared with that in February. Regarding the capital in place of the real estate 

enterprises, in March 2016 it was 3.2 trillion yuan, increased by 14.7 compared with the 

previous year. Interestingly, the monthly growth rate in February actually decreased by 1 

percent (see Figure 3 and Figure 4). Furthermore, the sales area of the commercial housing 

was 242.99 million square meters by the end of March 2016, increased by 33.1 percent 

compared with the previous year. The monthly growth rate in March 2016 increased by 4.9 

percent compared with that in February 2016. Nevertheless, by the end of March 2016, area 

of housing ready for sale was 735.16 million square meters, increased by 16.62 million square 

meters compared with the end of 2015, suggesting that the inventory of the real estate has 

actually increased.  

Figure 1. Growth rate of commercial housing sales area at the national level, January 2015-

March 2016 

Source: National Bureau of Statistics. 

Figure 2. Growth rate of commercial housing sales at the national level, January 2015-March 

2016

Source: National Bureau of Statistics. 
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Figure 3. Growth rate of investment in real estate development at the national level, January 

2015-March 2016 

Source: National Bureau of Statistics. 

Figure 4. Growth rate of the capital in place of the real estate enterprises at the national level, 

January 2015-March 2016 

Source: National Bureau of Statistics. 
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100 as the base line. The value above 100 belongs to the space of good climate or prosperity 

while the value below 100 belongs to the space of bad climate or depression.2

Figure 5 shows that since 2014, the real estate index has been declining over time. In 

February the index had a value of 96.91 points while by the end of the year 2015, it was 

decreased to 93.34 points. Especially, in May 2015, the real estate index decreased to 92.43 

points, which was the lowest level since its introduction in 1997.  

Figure 5. Real estate index, 2014-2016 

Source: National Bureau of Statistics. 

In order to overcome the pressure of the large inventory of the real estate enterprises, in 

2014 and 2015 the governments released a series of favorable policies. For instance, in July 

2014, the Ministry of Housing and Urban-Rural Development made a clear statement to “do 

everything possible to reduce the real estate inventory”. At the end of September 2014, the 

central bank and the China Banking Regulatory Commission put forward a new policy of 

mortgage to relax the credit limit and to strengthen support for individuals with housing loans 

and enterprises with reasonable financing needs. By the end of the year 2014, except for 

Beijing, Shanghai, Guangzhou, Shenzhen and Sanya, all other cities have fully canceled their 

former restrictions on housing purchase.    

On the 1st of March 2015, the “Regulation on Temporary Registration of the Real Estate” 

became effective. This made buying and selling houses safer and more standardized and 

therefore protect better the interests of housing right holders. In 2015 more cities joined the 

group to cancel the restrictions on housing purchase. Some provinces even start applying the 

                                                           
2 Usually, when the real estate equals to 100, it is said to be the most appropriate level. An index lies between 95 
and 105 turns out to be moderate. An index lower than 95 or higher than 105 seem to be depart from the 
moderate level. 
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new rule to reduce the down payment proportion to 25 percent. Only Beijing, Shanghai, 

Guangzhou and Shenzhen still hold the housing purchase restrictions. Further, in 2015 the 

central bank adjusted twice the down payment for the second housing when using the housing 

fund loans. On 31st of March 2015, the central bank, the Ministry of Housing and Urban-

Rural Development and the China Banking Regulatory Commission issued a joint notice that 

for households who have already owned a housing and payed off the loans, if they want to 

apply for a second housing using the housing fund loans, the lowest down payment proportion 

would be 30 percent. Later on the 1st of September, the Ministry of Housing and Urban-Rural 

Development, the Ministry of Finance, and the People’s Bank of China lowered again the 

down payment  proportion for the second housing using housing fund loans by 10 percent to 

20 percent. By the 8th of October 2015, business of off-site housing fund loans was fully 

implemented at nation-wide. Since 2015, the central bank has lowered the interest rates and 

the reserve rates five times. Consequently, for both housing buyers and the real estate 

enterprises, it would be easier to get loans. The policies promulgated by the state in 2014 and 

2015 do have positive effects on destocking the real estate industry, especially in the last six 

months in the year 2015 (see Figure 1 to Figure 4). However, this positive impact was not 

large.  

3.2 The impact of the comprehensive replacing business tax with VAT on the tax burdens for 

real estate enterprises 

For the first time, after the comprehensive tax reform of replacing business tax with VAT, 

increased real estate of the enterprises would be incorporated in the rage of deductible items. 

This means that enterprises that would have increase in real estate by purchasing, renting and 

self-building would profit, which will undoubtedly have impact on the tax burden for these 

real estate enterprises. This paper computes changes in the overall tax burden for three biggest 

real estate companies in China – Vanke Real Estate Company (Vanke), Poly Real Estate 

Company (Poly) and China Fortune Land Development Company Limited (CFLD) – to 

examine whether the tax reform to replace business tax with VAT would have a tax increase 

effect or tax reduction effect.  

Change in VAT

To calculate the amount of VAT after the tax reform, we rely on the data derived from the 

annual reports of the three real estate companies, including main business income, main 

business cost, machinery and equipment, new buildings for own use, accrued wages, 
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accumulated depreciation of fixed assets and other indicators. Information on these indicators 

for the three real estate companies in 2015 are shown in Table 1. The equation for VAT is  

expressed as follows: 

VAT payable = Output tax – land transfer payments – deductible input tax of the main 

business cost – deductible input tax of new equipment – input tax of new real estate 

where the output tax and land transfer payment are calculated based on main business 

income. Deductible input tax of new equipment and input tax of new real estate are computed 

based on the value of the machinery and equipment and new real estate for own use. These 

data can be obtained from the annual reports of the real estate companies. The deductible 

input tax of the main business cost is calculated based on the following equation: 

Deductible input tax of the main business cost = (Main business cost – land transfers payment 

– labor cost) * deductible proportion 

here the deductible proportion is based on intermediate input from the 2010 extended 

table of the input-output table. That is, total input of the input-output table = intermediate 

input + net production tax + wages + depreciation of fixed assets + operating surplus. 

Therefore, in order to get the result of the deductible input tax of the main business cost, 

information on accrued wages and accumulated depreciation of fixed assets are required.  

Table 1. Basic statistics of the three real estate companies in 2015 (unit: yuan) 

Vanke Poly CFLD

Main business income 193,183,219,650.42 123,386,340,634.89 38,090,766,546.68

Main business cost 57,954,965,895.13 37,015,902,190.47 11,427,229,964.00

Machinery and equipment 137,813,751,647.40 82,453,089,187.47 24,883,488,846.95

New buildings for own use 333,085,027.86 238,673,199.00 116,436,006.28

Accrued wages 4,898,319,731.44 3,166,638,228.64 2,366,379,565.16

Accumulated depreciation 

of fixed assets
1,379,846,070.42 122,677,701.18 514,983,223.08

Source: Annual report of Vanke, 2015; Annual report of Poly, 2015 and Annual report of CFLD, 2015.  

Business tax rate for the real estate companies is 5 percent. After the reform, the output 

tax rate of VAT is 11 percent. The input tax rate varies between the items based on the 

regulations of the State Administration of Taxation (2016): (a) after the tax reform, the land 

transfer payment can be fully deductible. In this study we assume the land transfer payment 
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equals to 30 percent of the main business income and the input tax rate is 11 percent3; (b) 

regarding new equipment, the input tax rate is 17 percent; (c) in terms of new real estate, the 

input tax rate is 11 percent. Regarding the deductible input tax of the main business cost, the 

deductible proportion is based on the intermediate input, which will be shown as in Table 2.  

Table 2. Deductible input tax of the main business cost for real estate companies (unit: ten 

thousand yuan) 

Source of intermediate input
Intermediate 

input

Proportion in the total 

input

Input tax 

rate
Amount can be deductible

Industry excluding water, 

electricity and gas
1965280 0.530404477 17%

Intermediate input*17%/

1+17%

Water, electricity and gas 67509 0.018219834 13%
Intermediate input *13%/

1+13%

Transportation industry 131661.316 0.035533741 11%
Intermediate input *11%/

1+11%

Postal industry 14093.829 0.003803748 11%
Intermediate input *11%/

1+11%

Wholesale and retail trade 67391.955 0.018188245 17%
Intermediate input *17%/

1+17%

Services 437103.849 0.117968859 6%
Intermediate input *6%/

1+6%

Tangible personal property 

leasing services
247084.608 0.066685043 17%

Intermediate input *17%/

1+17%

Construction 150656.298 0.040660249 11%
Intermediate input *11%/

1+11%

Total 3705247.762 399749.1483

Source: 2010 extended table of the input-output table (42 sectors).  

Hence, the VAT for the three real estate companies can be calculated as follows:  

Output tax = Main business income * 11%/(1+11%)                                                                (1) 

Land transfer payment = Main business income * 30%                                                            (2) 

Deductible input tax of new equipment = Amount of the new machinery and equipment * 

17%/(1+17%)                                                                                                                             (3) 

Input tax of new real estate = Amount of the new real estate * 11%/(1+17%)                         (4) 
                                                           
3 The Ministry of Land and Resources conducted a survey on the prices of land for real estate projects. The 
results show that among 620 cases, for most real estate projects, the prices of land lie between 15 and 30 percent 
of the housing price. 78 percent of the cases have the prices of  land below 30 percent of the housing price. On 
average, the land price constitutes 23.2 percent of the housing price. 
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Deductible input tax of the main business cost = (Main business cost – land transfers payment 

– labor cost) * deductible proportion                                                                                         (5) 

Deductible proportion = Total amount can be deductible in Table 2 / Main business cost    (6) 

VAT payable = Output tax – land transfer payments – deductible input tax of the main 

business cost – deductible input tax of new equipment – input tax of new real estate              (7) 

Change of tax burdens = VAT – Business tax                                                                           (8) 

Growth rate of tax burdens = Change of tax burdens / Business tax                                         (9) 

The results for the left items in the equations (1)-(9) are shown in Table 3. We find that 

after the tax reform, the tax burdens decreased but to different degrees in the three real estate 

companies. In Vanke, the tax burden was decreased by 40.94 percent while it decreased by 

50.27 and 86.28 for Poly and CFLD respectively. In the ranking of the real estate companies, 

Vanke ranker higher than Poly and then CFLD. Therefore, we may expect that for the real 

estate companies, the lower they rank, the more likely their tax burden would be lowered, 

therefore profiting from the tax reform. 

Table 3. Changes of tax burdens after the tax reform (unit: yuan) 

Vanke Poly CFLD

Output tax 19,144,283,028.42 12,227,475,198.05 3,774,760,648.77

Land transfer payment 5,743,284,908.53 3,668,242,559.42 1,132,428,194.63

Deductible input tax of the main business cost 2,247,119,058.17 2,165,162,617.34 2,019,314,803.08

Deductible proportion 2.9% 4.8% 16.1%

Deductible input tax of new equipment 48,396,969.86 34,679,011.82 16,918,052.19

Input tax of new real estate 485,419,072.49 313,810,995.63 234,506,083.03

VAT payable 10,620,063,019.38 6,045,580,013.85 371,593,515.83

Business tax 17,980,426,847.11 12,156,910,342.35 2,709,024,575.04

Change of tax burdens -7,360,363,827.73 -6,111,330,328.50 -2,337,431,059.21

Growth rate of tax burdens -40.94% -50.27% -86.28%

Source: Annual report of Vanke, 2015; Annual report of Poly, 2015, Annual report of CFLD, 2015 and own 

calculations.  

Changes in urban construction and maintenance tax, education surcharges and corporate 

income tax 

As we know, urban construction and maintenance tax rate is 7 percent and the rate of 

education surcharges is 3 percent. Corporate income tax rate is 25 percent. As such, after the 

tax reform, we can get the following taxes: 
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Urban construction and maintenance tax and education surcharges = VAT * 12%       (10)                       

Corporate income tax = (Profit + Business tax  - VAT *25%                                              (11)

From Table 3, we already get the results of the business tax and VAT for the three companies. 

Table 4 further present the results of the changes in urban construction and maintenance tax, 

education surcharges and corporate income tax. Overall, the results suggest that the tax reform 

has the tax deduction effect. The three companies have seen decreases in the tax burden of 

urban construction and maintenance tax and education surcharges by 883.24 million yuan, 

733.4 million yuan and 280.5 million yuan respectively. However, the tax reform have a tax 

increase effect on corporate income tax. Especially, the corporate income tax was increased 

by 1840.1 million yuan, 1527.8 million and 584.4 million yuan respectively (see Table 4).   

Table 4. Changes in tax burdens of urban construction and maintenance tax, education 

surcharges and corporate income tax (unit: yuan) 

Vanke Poly CFLD

Urban construction and maintenance tax and education 

surcharges (before the tax reform)

2,157,651,221.65 1,458,829,241.08 325,082,949.00

Urban construction and maintenance tax and education 

surcharges (after the tax reform)

1,274,407,562.33 725,469,601.66 44,591,221.90

Change of tax burdens -883,243,659.33 -733,359,639.42 -280,491,727.10

Corporate income tax (before the tax reform) 6,487,359,506.58 4,206,929,466.35 1,246,772,826.56

Corporate income tax (After the tax reform) 8,327,450,463.51 5,734,762,048.47 1,831,130,591.36

Change of tax burdens 1,840,090,956.93 1,527,832,582.13 584,357,764.80

Source: Annual report of Vanke, 2015; Annual report of Poly, 2015, Annual report of CFLD, 2015 and own 

calculations.  

4. Conclusion and discussion  

Based on the empirical analysis above, we can get the results of the overall changes of the tax 

burden for the three companies. Specially, after the tax reform to replace business tax with 

VAT, the tax burden for Vanke decreased by 7360.4 million yuan, the urban construction and 

maintenance tax and education surcharges decreased by 883.2 million yuan, the corporate 

income tax increased by 1840.1 million yuan, and therefore the overall tax burden decreased 

by 6430.5 million yuan. Similarly, the overall tax burden for Poly decreased by 5316.9 

million yuan and the overall tax burden for CFLD decreased by 2033.6 million yuan. Since 

Vanke, Poly and CFLD are representative of the real estate industry, the decreases of tax 
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burdens for these companies suggest that the tax reform has a profound impact on the real 

estate industry. Therefore, we expect that at the beginning, the tax reform may have a tax 

reduction effect. However, on the other hand, compressive replacing of business with VAT 

may increase the demand for real estate as the fixed assets can be deductible after the reform. 

Accounting for the fact that the VAT has become the largest tax in China, the tax reform may 

have substantial positive impact on governments’ tax revenue, even fiscal revenue. Moreover, 

the impact of the tax reform on the real estate industry is from the demand-side. We can 

imagine that if the tax reform can impose both the demand-side as well as the supply-side 

impacts, the real estate industry will get unprecedented opportunities to develop.  

However, we should still be reminded that at present, the comprehensive tax reform 

actually obeys the target to reduce the inventory of the real estate, which may lead to an 

unsustainable development of the real estate industry. For instance, because of the global 

financial crisis in 2008, the housing price declined substantially. This led to a decreasing price 

of the banks’ repossessed property, shrinking the banks’ assets. Consequently, the banks did 

not have more liquidity to invest in more qualified loan projects, sharply decreasing the banks’ 

revenue. Recession in the banking industry imposed a negative impact on enterprises which 

relied on banking loans due to lack of liquidity and operational difficulties. Subsequently, 

unemployment increased, stock price decreased and also purchasing power declined as a 

result of the bursting bubble of the real estate industry. In China, the real estate industry has 

been closely connected to other industries, for instance market research, production 

positioning, land acquisition, planning and designing, finance, construction, marketing, legal 

counseling and so on (Zhou, 2008). That is, the unsustainable development of the real estate 

industry would also harm the other industries, thereby increasing risks and insecurity for the 

national economy. Because of the strong dependence of the national economy on the real 

estate industry, the reform to reduce this dependence would be long-term and progressive. 

This does not mean an absolute shrink of the real estate industry. Instead, the development of 

the real estate industry should be kept at a stable and medium-low speed of development and 

the third industry should develop at a high speed. Consequently, the share of real estate in 

total national economy would be lowered and stable over time, decreasing the risk of 

functioning national economy.  

Generally speaking, destocking of the real estate could help to promote the urbanization 

process, eliminating the gap between urban and rural development. In order to realize a stable 

and sustainable development of the real estate industry, the reforms taken on this industry 

should be combined with other reforms. First of all, a comprehensive reform of replacing 
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business tax with VAT can help to reduce the inventory of the real estate. Second, reform on 

personal income tax can be conducted to reduce the cost of banking loans for individuals and 

increase their disposable income, therefor stimulating their housing demand. Third, for the 

livelihood of the common people, it is demanding for the state to reduce the inventory of the 

real estate and to transform the shanty towns, combining with the construction of security 

housing. Finally, integration of regional economies, reforming the overall tax system, 

clarifying the fiscal relationship between the central and local governments and reforming the 

land system and the social security system are essential to obtain a sustainable development of 

the real estate industry.  

The results suggest that the comprehensive reform of replacing business tax with VAT 

has significant tax reduction effect on real estate companies, which is in line with China’s 

current economic performance and national policy to reduce taxes and costs and to conduct 

supply-side tax reforms. Meanwhile, the tax reform has changed the tax burden for second-

hand housing. From the 1st May, 2016, except for the cities of Beijing, Shanghai, Guangzhou 

and Shenzhen, in all non-first tire cities, individuals who sell housing, which they have bought 

for two or more than two years, are exempt from VAT. If they have bought the housing for 

less than two years, they need to pay a full 5 percent of VAT when they want to sell the 

housing. In Beijing, Shanghai, Guangzhou and Shenzhen, individuals need to pay a full 5 

percent of VAT when they sell a housing which they have bought for less than two years. 

Housing which they have bought for more than two years would be classified into non-

ordinary and ordinary housing, where the former would be levied a 5 percent of VAT on the 

difference between the sales revenue and the purchase price of the housing while the later 

would be exempt from taxation when it is sold. These regulations suggest that for ordinary 

housing already bought for over two years, the VAT taxes would be comparable to the former 

business tax before the tax reform but for ordinary housing bought for less than two years, the 

tax burden would be decreased. To conclude, so far the state supports the real estate industry 

by mainly relying on the comprehensive reform of replacing business tax with VAT. However, 

the tax reform should be improved from both the demand-side as well as the supply-side, and 

thus to promote the sustainable development of the real estate industry.  
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Long history of fiscal decentralization
Local Autonomy Act of 1959: Republic Act No. 2264
Decentralization Act of 1967: Republic Act No. 5185
Local Government Code of 1983: Batas Pambansa No. 337
Local Government Code of 1991: Republic Act No. 7160

Changing policy frameworks overtime that broaden local 
autonomy landscape

The 1991 Local Government Code: Providing local 
governments broader fiscal mandates--revenue assignments, 
devolved expenditure responsibilities, intergovernmental transfers, 
and subnational debt/credit financing

Responding to the geographic demands for better, more 
efficient delivery of public goods and services: 7,107 islands
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2nd Asian Public Governance Forum on Local Finance Management | July 2016 | Incheon, South Korea

As of 2015
81 Provinces
144 Cities
1,490 Municipalities
42,028 Barangays/villages

Provinces, cities, and municipalities 
headed by locally elected chief 
executives: Governor for provinces, and 
Mayor for cities and municipalities, each with 
a Vice Mayor/Vice Governor

Each local government level has a local 
legislative council called “Sanggunian”
(Provincial Board; City/Municipal/Barangay 
Council) composed of locally elected 
councilors, with the Vice Governor/Vice 
Mayor/Punong Barangay serving as 
Presiding Officer
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May impose regulatory fees and user charges

Largely fixed (with maximum rates/ceilings) and not indexed to inflation

Tax rates can only be adjusted up to 10% and once every 5 years

Rates/levies must be legislated through local council

Base P C M B
Business x x

Real property; Sand, gravel 
& other quarry resources

w/
share

w/ 
share

Idle land; Real property 
transfers; Printing and 
publication; Delivery vans 
and trucks; Professionals;
Franchise

x x

Amusement places w/ 
share

x

Community tax x
w/ 

share

Health & Social 
Services
Agriculture
Environmental 
Protection & 
Management
Infrastructure
Tourism
Regulatory Functions
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National government transfers
Annually, LGUs receive 40% of national internal revenue taxes based on the 
collection of the 3rd fiscal year preceding the current fiscal year 
Share determined using the BIR-certified basic income, which is net of non-
cash collections, tax expenditure fund and special funds or special 
accounts/shares (payment to COA, GOCCs), insurance benefits, etc.; 
customs collections are not included
Cost of devolved services in 1992 is Php6.5B

IRA, as a formula-based block grant, is distributed as: 
By Level: Provinces - 23%; Cities - 23%; Municipalities - 34%; Barangays - 20%

By Share: 50% Population (NSO); 25% Land Area (LMB); 25% Equal Sharing

Barangay Share: 60% Population; 40% Equal Sharing

Other Non-IRA Transfers to LGUs:
Shares: National Wealth; Tobacco Excise Tax; EcoZones; EVAT; PCSO/PAGCOR
Grants: Performance Challenge Fund, Bottom-Up Budgeting, PAMANA fund
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IRA continuously grew in recent years: 
Ave 12% in the last 4 years; highest in 2015 @ 14%
Ave 2.52% of GDP; 2.93% in 2015

PHILIPPINES Country Presentation       
2nd Asian Public Governance Forum on Local Finance Management | July 2016 | Incheon, South Korea

Bottom-Up Budgeting Support for Local Governments
Budget support of NG for social and anti-poverty programs
Aims to make budget more responsive, encourage local 
participation, deepen democracy and empower citizens

2013 2014 2015 2016

Amount of Projects Php8B Php20B Php20.9B Php24.7B 
US$170M US$426M US$445M US$525M

Recipient Cities & 
Municipalities 595 1,225 1,590 1,514
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Fiscal Performance 
Monitoring of LGUs
http://iskor.blgf.gov.ph

Initiated in 2015, the LGU Fiscal Sustainability Scorecard 
baselined the LGU performance on revenue generation, 
expenditure management and compliance reporting from 
FY2009 to FY2012. 

It covered 80 provinces, 144 cities, and 1,478 municipalities 
and were officially released and published to all LGUs.

PHILIPPINES Country Presentation       
2nd Asian Public Governance Forum on Local Finance Management | July 2016 | Incheon, South Korea

- 202 -



PHILIPPINES Country Presentation       
2nd Asian Public Governance Forum on Local Finance Management | July 2016 | Incheon, South Korea

Catanduanes

MaguindanaoEastern Samar AbraDavao OrientalKalinga
Basilan

Davao 
del Norte QuirinoNorthern 

Samar
Zamboanga del Sur Mountain

Province

Apayao
Agusan
del Sur Ilocos Norte

Palawan

North Cotabato
BenguetAlbay

Zamboanga Sibugay

Davao del Sur
IfugaoTawi-tawiSultan Kudarat Iloilo

Misamis OrientalOriental Mindoro
AklanPampanga

Biliran Nueva Ecija Batangas
Siquijor

La UnionAgusan del Norte
Cavite

Sorsogon
Cagayan

Leyte TarlacNegros OccidentalGuimaras
Bohol Pangasinan BulacanSurigao del NorteCompostela Valley Misamis Occidental

Masbate Southern LeyteLanao del NorteNegros Oriental Quezon
Lanao del SurWestern 

Samar Zambales
Antique

Zamboanga del Norte

Isabela Cebu

Camarines NorteSarangani

Occidental Mindoro BukidnonCamiguin

Surigao del Sur

Aurora
Sulu

Bataan

Capiz

Camarines Sur

Av
era

ge
 IR

A D
ep

en
de

nc
e

Average Local Income Growth

Poor
Needs Improvement
Average
Good
Very Good
Excellent

LGU FISCAL SUSTAINABILITY RATING

P 937,400
P 631,996,200

SIZE

LO
CA

L I
NC

OM
E G

RO
W

TH

50%

40%

30%

20%

10%

0%

10%

20%

30%

40%

50%

60%

70%

80%

90%

DEPENDENCE ON INTERNAL REVENUE ALLOTMENT
5055%60%65%70%75%80%85%90%95%100%105%

Poor
Needs Improvement
Average
Good
Very Good
Excellent

LGU FISCAL SUSTAINABILITY RATING

P 937,400
P 631,996,200

SIZE

- 203 -



Alaminos City

Angeles City

Antipolo City

Bacolod City***

Bago City

Baguio City

Bais City

Balanga City

Batangas City

Bayawan City

Bislig City

Butuan City

Cabanatuan City

Cadiz City

Cagayan De Oro City

Calapan City

Calbayog City
Caloocan City

Candon City

Canlaon City

Catbalogan***

Cauayan City

Cavite City
Cotabato City

Dagupan City

Danao City

Dapitan City

Davao City

Digos City

Dipolog City

Dumaguete CityEscalante City

Gapan City

General Santos City

Gingoog City

Himamaylan City

Iligan City**

Iloilo City

Iriga City
Isabela City (Basilan)

Island Garden City of Samal
Kabankalan City

Kidapawan City
Koronadal City

La Carlota City

Laoag City

Lapu-Lapu City

Las Pinas City
Legazpi City

Ligao City

Lipa City

Lucena CityMaasin City

Makati City

Malabon City

Malaybalay City Malolos City

Marawi City

Marikina City
Masbate City

Meycauayan City

Munoz City

Naga City

Navotas City

Olongapo City

Ormoc City

Oroquieta City

Ozamis City
Pagadian City

Palayan City

Panabo City

Pasay City

Pasig City

Passi CityPuerto Princesa City

Quezon City

Roxas City

Sagay City

San Carlos City (Negros Occ.)

San Carlos City (Pangasinan)
San Fernando City (La Union)

San Jose CitySan Jose Del Monte City

San Juan City

San Pablo City

Santa Rosa City

Santiago City

Silay City

Sipalay City

Sorsogon City

Surigao City

Tabaco City

Tacloban City

Tacurong City

Tagaytay City
Tagbilaran City

Tagum City

Talisay City (Cebu)

Talisay City (Negros Occ.)

Tanauan City

Tangub City

Tanjay City

Tarlac City

Toledo City

Trece Martires City

Tuguegarao City

Valencia City

Valenzuela City

Victorias City

Vigan City

Zamboanga City

Poor
Needs Improvement
Average
Good
Very Good
Excellent

LGU FISCAL SUSTAINABILITY RATING

P 937,400
P 631,996,200

SIZE

Av
era

ge
 IR

A D
ep

en
de

nc
e

Average Local Income Growth
LO

CA
L I

NC
OM

E G
RO

W
TH

50%

40%

30%

20%

10%

0%

10%

20%

30%

40%

50%

60%

70%

80%

90%

DEPENDENCE ON INTERNAL REVENUE ALLOTMENT
0%10%20%30%40%50%60%70%80%90%100%

Poor
Needs Improvement
Average
Good
Very Good
Excellent

LGU FISCAL SUSTAINABILITY RATING

P 937,400
P 631,996,200

SIZE

Av
era

ge
 IR

A D
ep

en
de

nc
e

Average Local Income Growth

Poor
Needs Improvement
Average
Good
Very Good
Excellent

LGU FISCAL SUSTAINABILITY RATING

Alfonso Lista (Potia)

Baler
Bangar

Bataraza

Binan

Bokod

CabuyaoCagdianao

Calaca

Carmona

Carrascal

Corella

Genral Trias
Jasaan

Limay

Malay

Mariveles

Moalboal

Monkayo

Norzagaray

Novelata

Oslob

Panglao

Silang

P 250.31K
P 1709.98K

SIZE

LO
CA

L I
NC

OM
E G

RO
W

TH

100%

80%

60%

40%

20%

0%

20%

40%

60%

80%

DEPENDENCE ON INTERNAL REVENUE ALLOTMENT
10%20%30%40%50%60%70%80%90%100%

Poor
Needs Improvement
Average
Good
Very Good
Excellent

LGU FISCAL SUSTAINABILITY RATING

P 937,400
P 631,996,200

SIZE
P 250.31K
P 1709.98K

SIZE

- 204 -



PHILIPPINES Country Presentation       
2nd Asian Public Governance Forum on Local Finance Management | July 2016 | Incheon, South Korea

Pursue legislative reforms on fiscal decentralization, 
and review current regulations on utilization of 
national transfers, local fiscal incentives, subnational 
borrowing, etc.

Continuous monitoring/technical assistance through 
oversight agencies: improve accountability and 
transparency, more capacity building for resource mobilization, 
harmonize PFM tools at the local levels, among others

Focus on rural areas/local governments with high 
poverty incidence
Making LGUs more accountable; make local finance 
service oriented, felt by the people

Thank you!

- 205 -



- 206 -



- 207 -



- 208 -



- 209 -









- 213 -



- 214 -



- 215 -



- 216 -



- 217 -



- 218 -



- 219 -



- 220 -



- 221 -



- 222 -



- 223 -



- 224 -



- 225 -



- 226 -



- 227 -



- 228 -



- 229 -







Asian Public Governance Forum 
on Local Finance

Achieving Fiscal Sustainability of Local Governments


