
Weak housing market has troubling effect on local government financing

Compared with the first-quarter growth rate of the nation's fiscal revenue, local governments' land sale 
revenue growth was nothing short of spectacular. But that critical source of funds is threatened by 
weakening property sales.

Land sale revenue rose 40.3 percent year-
on-year to 1.08 trillion yuan ($174 
billion) during the first quarter, said 
Finance Minister Luo Jiwei.

By comparison, fiscal revenue only grew 
9.3 percent nationwide to 3.5 trillion yuan 
- and that figure excludes land sales, 
which are now equivalent to 55.4 percent 
of the public fiscal revenue of local 
governments. Land sale revenue for all of 
2013 grew 44.6 percent.

But the headline numbers obscure some 
warning signs.

Land sales are a crucial source of funds 
for China's local governments. In most 
localities, public fiscal revenue is spent on 
education, health services and the 
government itself, leaving little room for such activities as urban renovation, building highways and 
establishing industrial parks.

Land sales are the financial lifeblood for these developments, and land appropriated by local 
governments is frequently used as collateral for bank loans.

But with property markets stalling or sliding in many cities, experts question whether most local 
governments can still reap fortunes from land sales. If they can't, it's unclear if they can cover their 
massive debt payments and sustain government-driven investment.

Liu Shangxi, deputy head of the Fiscal Science Research Institute at the Ministry of Finance, said an 
important reason for the first-quarter surge in land sales was a low base of comparison.

"The surge certainly cannot be sustained in the coming months," Liu said.

And a cooling property market won't just slash revenue from land sales. It could also depress property-
related taxes and fees, which on average account for 25 percent of local revenue. In some cases, the 
figure is more than 50 percent. 
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On the public fiscal revenue front, growth 
decelerated over the course of the first 
quarter as the broader economy softened. 
According to Ministry of Finance, 
national public revenue in March grew 
5.2 percent year-on-year. Growth was 8.2 
percent in February and 13 percent in 
January.

In the first quarter, central government 
revenue rose 6.4 percent to 1.55 trillion 
yuan, missing the 7 percent growth target 
set in the budget. Local government 
revenue rose 11.8 percent to 1.95 trillion 
yuan, the ministry said.

Weakening industrial activity, slowing 
investment and falling corporate profits 
contributed to the slowdown, which 
affected major tax sources such as value-
added tax, turnover tax and corporate income tax, according to the ministry.

A plan to replace the turnover tax with a VAT also affected revenue, especially at the central 
government level. A cooling real estate market also weighed on various property-related taxes, the 
ministry said.

"Due to the downward trend of the overall economy and a relatively higher comparison base in the 
second half of last year, it is likely that national fiscal revenue in the coming months will continue to 
weaken," the ministry said.

First-quarter GDP growth came in at a five-year low of 7.4 percent, according to the National Bureau 
of Statistics. Many economists expect further easing in the second quarter.
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