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LAND-LOCKED DEVELOPMENT:
THE LOCAL POLITICAL ECONOMY OF INSTITUTIONAL CHANGE IN
CHINA

Meina Cai
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Despite rapid economic growth, China has not embraced neoliberal economic prescriptions.
Land reform is no exception: private land ownership continues to be outlawed; land use
is restricted by administratively distributed land quotas; the land market (for transferring
land use rights) is extremely segmented, with urban and rural land governed by significantly
different systems of property rights. How has this land property rights regime impacted the

political economy of development in China?

I argue that land property rights arrangements create new untapped revenue sources, mo-
tivating local politicians to expropriate rural land. This expropriation is constrained, how-
ever, by the land quota system, imposed by the central state to preserve shrinking arable
land. Variation in land endowment, interacting with the level of local economic develop-
ment, produces variation in the cost of fulfilling land quota requirements. This in turn in-
duces revenue-maximizing local officials to develop new forms of land-centered development
strategies. Local governments develop cooperative relationships with one another to facilitate
transferring land quotas from localities with land abundance to localities with land scarcity;
they rationally allocate land quotas across economic sectors; and they provide social welfare
benefits to villagers, particularly those who lose land, to ease land expropriation. These new
development strategies promote land use efficiency, despite public land ownership. Even so,
they disproportionally benefit the state vis-a-vis villagers, motivating the former to resist

reforms that promote private land ownership. Consequently, the local state’s dependence



viii

on land to generate revenue and intervene in the economy persists, creating land-locked

development.

I develop these arguments using a multiple-method strategy. Comparative case studies draw
on in-depth political elite interviews and local government documents collected through
substantial fieldwork. Statistical analysis exploits three datasets: the existing China Survey
of individual households across China and two original datasets I constructed for samples
of municipalities. Through an investigation of the relationship between land, revenues, and
economic development strategies, this dissertation advances our understanding of Chinese
political economy and challenges conventional wisdom that associates public ownership with

inefficiency.

Melanie Manion
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ABSTRACT

Land reform has been an integral part of China’s transition from a centrally planned economy
to a market economy. Despite rapid economic growth, China has not embraced neoliberal
economic prescriptions. Land reform is no exception: private land ownership continues
to be outlawed under the Chinese constitution; land use is restricted by administratively
distributed land quotas; only land use rights are subject to market forces, but the land
market is extremely segmented, with urban and rural land governed by significantly different
systems of property rights. This incomplete and distorted land market provides the state
with new untapped revenue sources as well as instruments with which to intervene in the
economy. This dissertation examines how the land property rights regime has impacted the

political economy of development in China.

My arguments are presented in three empirical chapters, using a multiple-method empirical
strategy. Chapter 1 highlights a widespread but largely overlooked phenomenon of land
quota transfers across jurisdictions. Variation in land endowments, interacting with the
level of local economic development, leads to variation in the cost of fulfilling land quota
requirements. Such variation, in turn, encourages local governments to develop cooperative
relationships with one another to facilitate transferring land quotas from localities with land
abundance to localities with land scarcity. While the mainstream literature recognizes that
competition across jurisdictions promotes economic growth, I show that once land is factored

in, cooperation emerges between jurisdictions with different economic profiles.

Chapter 2 identifies the political and economic driving forces of sectoral allocation of land
quotas. I argue that both the local revenue structure and the time horizon of local politicians

affect how local politicians allocate land quotas. Revenue contributions from industry differ



systematically from service sector contributions. Using an original dataset of a sample of
120 municipalities, I show that local politicians allocate more land quotas to the industrial
sector when the local tax base relies more on value-added tax and less on business tax and

when they have long time horizons.

Chapter 3 examines why local politicians are incentivized to provide social welfare benefits to
villagers. It establishes a relationship between land and rural social welfare provision: welfare
benefits are provided to land-losing villagers to compensate their land’s insurance function
so as to ease land confiscation. Moreover, the substantive subnational variation in welfare
provision is partially determined by the interplay between central and local governments.
Local governments that are permitted to expropriate additional land beyond quotas have an
incentive to provide welfare benefits to signal to the central government that they take care
of villagers, particularly those who lose land. I develop these arguments through comparative
case studies as well as multilevel analysis combining the 2008 China Survey of individual

households and an original dataset of 59 municipalities.



Chapter 1

Introduction

As a child growing up in China, I was taught in school that our country was vast in
territory and abundant in natural resources. This turns out not to be true, at least with
regard to the resource of land. To make a simple static comparison: while China’s territory
is slightly larger than that of the United States, China’s population is four times that of
the United States. Of total land area in China, more than two-thirds consists of mountains,
plateaus, and hills, hardly usable.! In 2009, arable land as a ratio of total land area was 11.8
percent in China, in contrast to 17.8 percent in the United States.? Of the world’s top ten
largest economies in terms of total GDP measured in purchasing power parity (PPP) terms,
China ranks second, behind only the United States, while its arable land per capita is at the
very bottom, only above Japan.® In comparison with other emerging economies, arable land
per capita in China is a little more than one-half that of India, one-quarter that of Brazil,
and less than one-eighth that of Russia.

The issue of land scarcity in China becomes more serious once we take into account

significant subnational variation in land endowment, population, and the level of economic

LOf total land area in China, mountains account for 33.3 percent, plateaus for 26 percent, and hills for
9.9 percent, totaling 69.3 percent. China Land and Resources Statistical Yearbook, 2009, p. 3.

2World Development Indicators published by the World Bank. Available at http
//data.worldbank.org/indicator

3As of 2010, the world’s top ten largest economies are the United States, China, Japan, India, Germany,
Russia, Brazil, United Kingdom, France, and Italy. Data on arable land per capita is available at http :
//data.worldbank.org/indicator



development. Within China, population and level of economic development vary inversely
with land resources: along the east coast, where the economy is most developed and conse-
quently with a higher demand for land, nearly 40 percent of the population lives on land that
accounts for only 11 percent of China’s territory; in the west, the least developed region,
only 28 percent of population lives across more than 71 percent of China’s territory. This
uneven distribution of resources creates land scarcity along the east coast, the economic hub
of China.*

While China has impressed the world with its economic miracle, the ever-growing con-
struction and industrial boom comes at a cost of land confiscation. China lost 13 million
hectares of arable land from 1978 to 2008 (Peng et al., 2011, p. 104). To develop the econ-
omy, local governments expropriate land to establish economic development zones (EDZs),
special areas zoned to attract investment, both foreign and domestic. From 2003 to 2004,
the central government conducted a nationwide inspection of EDZs and found 6,866 EDZs
occupying 38.6 million hectares of land.”

Land is a focal point connecting state and society. The central government has long
realized that land relates closely to food security, social stability, and regime survival. At
the National Meeting on Reforming the Land Use System (4= [E - HuAf FH ] B o % TAE 2
W) in September 1994, then President Jiang Zemin stated:

Feeding nearly 1.2 billion people is a huge issue. There would be chaos without
food to eat. ... Protection of arable land is related to the survival of our Chinese
nation and to the security of our whole society. ... To improve national land
management, to effectively protect arable land, to ensure steady growth in agri-
cultural production, and to ensure enough food to feed over 1 billion people have

4Following convention, the east coast includes the following 11 provinces: Beijing, Tianjin, Hebei, Liaon-
ing, Shanghai, Jiangsu, Zhejiang, Fujian, Shandong, Guangdong, and Hainan. The west includes the fol-
lowing 12 provinces: Inner Mongolia, Guangxi, Chongqing, Sichuan, Guizhou, Yunnan, Tibet, Shaanxi,
Gansu, Qinghai, Ningxia, and Xinjiang. Provincial population data is collected from China Statistical Year-
book, 2009. Provincial land area data is available at http : //www.chinaquhua.cn/list/mianjijist.html.
Provincial population data is available at hitp : //www.stats.gov.cn/tjsj/

5China Land Resources Yearbook, 2005, p. 104.



always been matters of strategic importance, matters of primary importance in
national development, and matters never to neglect.%

In 1998, “greatly cherishing and reasonably using every inch of land, and taking every
action to protect arable land” as a fundamental national policy (FEA[E ) was written into
the Land Administration Law (Article 3), signaling the central government’s commitment to
preserve land. However, for local governments, land is an important source of revenue and
an instrument with which to intervene in the economy. From 2003 to 2008, an average of
23 percent of local government revenue was collected through various land-related taxes and
fees.” Such local revenue reliance on land varies enormous across subnational jurisdictions.
For example, in 2008, the land transfer fee—the largest component of land-generated rev-
enue—accounted for 85 percent of local budget revenue in Hainan province and only about
5 percent in Qinghai province.® Hangzhou, the capital of Zhejiang province, collected a land
transfer fee of 105.4 billion RMB in 2009, ranking first among all municipalities in China.
Compared with 2008, Hangzhou’s land transfer fee increased by 237 percent.® Revenue gen-
erated from land seizures in some localities is often associated with inadequate compensation
to villagers, who then nurture grievances and become a source of social unrest through riots,
protests, and violence. A reported 65 percent of mass protests in rural China are triggered by

land disputes (China Daily, 2010). Yu Jianrong, a prominent Chinese scholar specializing in

6China Land Yearbook, 1995, p. 4.

" Author’s calculation. Local state revenue is composed of budget revenue and fund budget revenue. Land
revenue is composed of land transfer fee, urban land use tax, arable land occupation tax, and contract tax.
See table 2.1 for calculation details.

8 Author’s calculation. Data on land transfer fee is collected from China Land and Resources Statistical
Yearbook, 2009, p. 171. Other revenue data is collected from China Fiscal Yearbook, 2009, p. 495.

9Hangzhou Land Transfer Fee Reached 105.4 billion and Ranked No. 1 Among 30 Municipalities, available
at hittp : //house.china.com.cn/ fujian/view/150910.htm



rural development, notes, “[s]ince June 2004, land disputes have become the critical problem
of rural China. ... Most importantly, the number of large-scale mass riots is growing.”!?
Despite the many important roles that land plays discussed above, political scientists
studying China have not yet paid adequate attention to it, with only a few exceptions (Tao
et al. 2010; Whiting 2011). This dissertation represents an attempt to explain the impact of

the land property rights regime on the political economic system as China transitions from

a centrally planned economy to a market economy. I ask three bundles of questions:

1. How do local governments overcome the difficulty of land scarcity in developing the
economy? Why do local government officials who compete across jurisdictions for

career advancement sometimes cooperate with one another?
2. What political and economic factors drive sectoral allocation of land?

3. Why do autocrats provide social welfare to the public? What explains subnational

variation in social welfare provision?
1.1 Property Rights, Revenues, and Economic Development

Property rights are commonly defined as a bundle of rights that include the rights to
control, obtain income from, and alienate assets. Secure property rights are perceived to be
essential for economic development and wealth generation (e.g., North and Thomas 1973;
Besley 1995; Acemoglu and Johnson 2005) because investment and resource mobility can
flourish only when investors are assured to reasonably reap the benefits generated from their
properties and when the resource can be transferred to someone who will use it to generate
the highest return. Among all forms of ownership, private property permited individual
owners to concentrate benefits and costs on their own, thereby creating an incentive to
utilize resources more efficiently (Demsetz 1967). The security of private property rights

relates closely to the state (e.g., North 1981; Riker and Sened 1991; Sened 1997; Haber,

10Sydney Morning Herald, “China’s land disputes at crisis point as revolutionary turmoil beckons, says
professor of disenfranchised,” March 1, 2010.



Razo and Maurer 2003). As North (1981) writes, “[T]he key to understanding the state
involves the potential use of violence to gain control over resources. One cannot develop a
useful analysis of the state divorced from property rights” (p. 21).

The state seeks to maximize revenue (e.g., North 1981; Levi 1988; Olson 1993). While
rulers allocate resources to maximize their revenue, their activities do not necessarily lead to
the development of efficient property rights that promote economic growth. Easter (2002)
found that revenue reliance on large enterprises forced the Russian state to bargain with
new elite actors (e.g., oligarchs) over corporate profits, whereas a shift of tax burden from
industrial enterprises to personal income tax in Poland promoted the Polish state to adopt
a social pact with labor. Gehlbach (2008) found the wide presence of the vodka industry
in Russia is caused neither by comparative advantage in vodka production nor by organized
interests calling for vodka promotion. Rather, it was because the vodka industry is easy
to tax. Gehlbach argues that politicians have an incentive to disproportionally provide
collective goods to sectors that are important sources of state revenue and are anticipated
to be more tax compliant. Consequently, in the former Soviet Union, where the revenue
base was largely inherited from the old regime, politicians exercised systematic bias against
new less easily taxed private enterprises, whereas in Eastern Europe, the revenue base was
restructured to include the new private sector, thereby encouraging politicians to promote
the new economy.

That the state offers a helping hand in specifying and respecting private property rights
and plays a grabbing hand in maximizing revenue constitutes a paradox. This is the “funda-
mental political dilemma of an economic system” within which a state that is strong enough
to provide the minimum institutional requirements of the market, including a secure system
of property rights, is also strong enough to confiscate wealth from its citizens (Weingast
1993, p. 305). A democratic system, where rulers face periodic elections, helps solve this
dilemma. Alternatively, market-preserving federalism institutionalizes the sharing of power

between national and subnational governments, consequently preventing each from being



predatory (Weingast 1993, 1995). In addition, an autocrat has an incentive to respect prop-
erty rights when he has a long time horizon, because such growth-promoting efforts will help
him extract revenue in the long run (Olson 1993). As the autocrat approaches the end of
his tenure, however, his time horizon shortens and he becomes predatory.

To solve the “fundamental political dilemma of an economic system,” some of the main
tasks facing emerging and transition economies are to explicitly allocate private property
rights as well as to build a democratic system that rigorously enforces private property, as
advocated by neoliberal development policy emanating from international institutions (e.g.,
the World Bank and the International Monetary Fund) and American academics.

1.2 Chinese Political Economy Meets Comparative Political Econ-
omy

Despite rapid economic growth for more than three decades, China has not embraced
the standard neoliberal reform package. Politically, China remains a party-state, within
which political power is concentrated in the single communist party. The career prospects
of subnational politicians are not contingent on winning elections; rather, they are deter-
mined largely by politicians’ performance in local revenue extraction and economic growth
promotion (Edin 2003; Landry 2003, 2008; Li and Zhou 2005; Xu 2011). Economically, land
reform—an integral part of transition—has proceeded very slowly. Riker and Weimer (1993;
1995; Weimer 1997) define four characteristics of property rights systems: clarity of alloca-
tion, cost of alienation, security of trespass, and credibility of persistence. Following their
framework, the Chinese land property rights regime is fragmented, with urban and rural
land governed by different systems of property rights.

Clarity of allocation. Allocation of private land ownership rights continues to be outlawed
under the Chinese constitution. Instead, urban land is state-owned; rural land is collectively
owned. Land use rights are separated from land ownership rights and are allocated to urban
land users, both individuals and organizations (e.g., firms), through the urban land market.
In rural areas, the household responsibility system (HRS) introduced in 1981 permitted

individual households to receive agricultural land use rights and residual income rights after



delivering mandatory quotas of agricultural product. The HRS creates a private incentive
and consequently has generated a dramatic increase in agricultural output (Lin 1992; Kung
1995, 2000).

Cost of alienation. The state has developed land markets to facilitate the transfer of land
use rights. The more developed urban land market makes it easier to alienate urban land use
rights than rural land use rights. The urban land market consists of a primary market and a
secondary market. The state monopolizes the primary urban land market and leases out land
use rights to land users through negotiation (¥3iX), bid invitation (##x), and auction (A
52).1 Land users can alienate their use rights in the secondary urban land market through
transfer (4% 1ih), sublease (¥ #), and mortgage (#£#1). In contrast, rural collectives, the
owners of rural land, cannot directly lease out rural land use rights to land users. Villagers,
who have land use rights, can transfer their housing plots only to their family members.
To make rural land use rights transferrable to a potential land user, rural land must be
first converted to urban land. Such rural-to-urban land conversion is monopolized by the
state, however. As a result, the state—the exclusive body with the authority to expropriate
land—obtains land from rural households while providing limited compensation. The state
then converts rural land to urban land and transfers land use rights at a price substantially
higher than the land compensation paid to rural households. The price differential between
rural and urban land arising from the segmented land market allows local governments to
generate windfall revenue from rural land confiscation.

Security of trespass. Formal legal institutions support land use rights and residual income
rights for both urban and rural land.'? Empirically, a primary trespasser threatening the
security of rural land use rights is the local state, which sometimes expropriates land without

authority (Guo 2001).

Unterim Regulations on Transfers of Urban State-owned Land Use Rights (3% E 45 + {5 F AL H LAl
AR AT %), Article 13.

12Property Rights Law (#4%07%), Articles 117-155.



Credibility of persistence. Urban land use rights can be claimed for 70 years, 50 years,
and 40 years when urban land is used for residential, industrial, and commercial purposes,
respectively.!® In rural areas, villagers have arable land use rights for 30 years, grassland use
rights for 30 to 50 years, and forest land use rights for 30 to 70 years.'* While the persistence
of land use rights is recognized by legal and state regulations, the risk of arbitrary seizures of
land by the state remains. The Constitution permits the state to expropriate rural land for
the sake of the “public interest” (Article 10).'> As a result, the state that claims to represent
the “public interest” can terminate the lease for land use rights before it expires, but the
state must provide compensation to those who lose land.

While the land property rights regime provides a revenue incentive for local government
officials to expropriate land, they cannot expropriate land without restrictions. Confronted
with the rapid shrinkage of agricultural land, the central government substantially revised the
Land Administration Law in 1998, a turning point reflecting an aggressive increase in central
involvement in managing and monitoring subnational land use. The central government
restricts land expropriation at the subnational level by imposing a required minimum amount
of arable land that must be maintained and a maximum amount of urban construction land
that can be used within an administrative jurisdiction in a given period of time. These
restrictions constitute the so-called land quotas (F3ifE#R). These quotas specify not only
the total amount of urban construction land that can be used, but also the amount of
agricultural land and arable land that can be converted to urban construction land, as well
as the amount of arable land to be created through development and reclamation. Land
quotas are distributed top-down along the administrative hierarchy: the central government
sets national quotas and disaggregates them to provinces; each province then disaggregates

its quotas to its municipalities, and each municipality to its counties. To facilitate local

3Interim Regulations on Transfers of Urban State-owned Land Use Rights, Article 12.
Rural Land Contract Law (4 LA L), Article 20.

15 Also see the Property Rights Law, Article 42



compliance, the central government has invested in satellite remote sensing technology to
detect local land violations.

In short, China’s economic transition has deviated far from neoliberal economic prescrip-
tions. The land property rights arrangement creates an incentive for local governments to
generate revenue from rural land confiscation. Motivations for career advancement encour-
age local governments to promote the local economy, which creates demand for construction
land. However, local governments’ revenue-maximizing and growth-promoting efforts are
subject to land quota restrictions. This dissertation attempts to examine the relationship
between land property rights, revenues, and economic development in China.

1.3 Arguments

A unifying theme of the dissertation is that the land property rights regime has an
important impact on the political economy of development in China.

Chapter 2 begins by describing a widespread but largely overlooked phenomenon of land
quota transfers across jurisdictions, referred to as “flying land.” Variation in land endow-
ments, interacting with the level of local economic development, leads to variation in the
cost of fulfilling land quota requirements, such that meeting the requirement is difficult for
localities with land scarcity and a high level of economic development, but comparatively
easy for ones with land abundance and a low level of economic development. Such variation,
in turn, encourages local governments to develop a cooperative relationship to facilitate the
transfer of land quotas from localities with land abundance to localities with land scarcity.
Land quota transfers across jurisdictions help land-scarce local governments overcome the
bottleneck in gaining the construction land necessary to promote further economic growth
and helps land-abundant local governments gain revenue and investments. While the main-
stream literature recognizes that competition across jurisdictions promotes economic growth,
this chapter demonstrates that once an important endowment, land, is factored in, cooper-
ation emerges between jurisdictions with different economic profiles.

Chapter 3 considers how local government officials allocate urban construction land quo-

tas between economic sectors. It argues that both the local revenue structure and the time
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horizon of local politicians impact the sectoral allocation of land quotas. There exists system-
atic difference in revenue contributions between industrial and service sectors. The industrial
sector generates steady revenue, usually in the form of a value-added tax in the long run,
whereas the service sector generates business tax (& M#)1® and, more importantly, a sizable
and immediate land transfer fee from land. To extract the maximum amount of revenue,
local government officials have an incentive to allocate more land quotas to the industrial
sector when the local tax base relies more on value-added taxes and less on business taxes
and when they have long time horizons.

Chapter 4 examines why local government officials are incentivized to provide social
welfare benefits to rural residents. It demonstrates that social welfare provision cannot be
analyzed in isolation from the land property rights regime. The dual land tenure system
allows local officials to extract revenue by expropriating rural land, which, for rural house-
holds, functions as an income-generating property as well as social insurance. In the process
of land confiscation, social welfare benefits are provided to land-losing villagers to compen-
sate their land’s insurance function. Such provision occurs in some localities but not others,
however. The subnational variation in social welfare provision is partially determined by
the interplay between central and local governments. The central government grants a few
subnational governments experimental status, permitting them to covert rural construction
land to urban construction land, one way of getting around the land quota restriction. To
gain permission and relieve pressure from the land quota system, local governments provide
rural welfare benefits to signal to the central government that villagers will be taken care of
after land confiscation. As a result, villagers, particularly those who lose land, from localities
that are granted experimental status have a higher chance of receiving social welfare benefits

than do those from non-experimental localities.

16Business tax is a form of turnover tax, levied based on the volume of turnover or sales of the taxpayers
in circulation or service sectors.
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1.4 Data and Methods

This dissertation employs a multi-method empirical strategy to develop the arguments.
Qualitative data is comprised of interviews with political elite as well as communist party and
government documents collected through substantial fieldwork. Quantitative data consist of
three datasets: one existing set of survey data and two original datasets I compiled.

The dissertation fieldwork was conducted in four provinces (Zhejiang, Jiangsu, Guang-
dong, and Chongqing) from August 2009 to May 2010. I selected these provinces to focus on
the problem of land scarcity facing local government officials in promoting economic growth.
Zhejiang, Jiangsu, and Guangdong are wealthy coastal provinces. Their more developed
economies create a high demand for land, intensifying the problem of land scarcity. In con-
trast, Chongqing has a comparatively lower level of economic development, but it is the only
provincial-level municipality in inland China.!” The central government has attempted to
make Chongqing an important growth pole in western China and an economic hub in the
upper reaches of Yangtze River. The central government gave permission to Chongqing to ex-
periment with land reforms. Using population density as a simple measure for land scarcity,
Jiangsu, Guangdong, Zhejiang, and Chongqing rank fourth, seventh, eighth, and eleventh,
respectively, among the 31 provinces of China. While population density in Chongqing is the
smallest among the four provinces, it is nonetheless the highest among all western provinces.
Within these four provinces, I conducted interviews in five municipalities and dozens of coun-
ties, townships, and villages. The selection of sub-municipal units is nested: two or three
counties or county-level urban districts within selected municipalities, two townships within
selected counties, and one or two villages within selected townships. No units were proba-
bilistically selected; instead, I selected in large part based on feasibility of implementation

(i.e., obtaining connections with local authorities to facilitate interviews).

17The other three provincial-level municipalities, Beijing, Shanghai, and Tianjin, are all located in coastal
areas.
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Original interview data consist of over 150 interviews with a wide range of political
elites, from provincial-level officials to village leaders. It is generally believed that interview-
ing elites is much harder than interviewing ordinary Chinese, because such interviews are
not easy to arrange. This problem was partially solved by unique research opportunities
and fortuitous timing. In late 2009 and early 2010, coinciding with my fieldwork period,
local governments of various levels were preparing for the 12th Five-Year Plan (2011-2015),
essentially a series of economic development initiatives for the next five years. In drafting the
local five-year plans, local governments invite Chinese scholars from universities and research
institutes to help identify local problems in economic development and solicit suggestions to
solve these problems. In Guangdong and Chongqing, my Chinese colleagues invited me to
join their research teams, which had received such invitations from local governments. As
part of the research teams, I was able to ask the sponsored local government institute to
arrange individual and group interviews with officials relevant to my research. In this way, I
interviewed local officials from core state apparatuses responsible for economic development,
including Bureaus of Public Finance (W /5), Land and Resources (- #1iiJ5), Devel-
opment and Reform (& EIX#)7), and Urban Planning (3T #LLIJ5). Interview questions
were primarily open-ended, allowing interview subjects to include as much information as
they were willing to offer.

To address the concern of reliability of elite interview data, I employed two strategies.
First, I also relied on informal working connections, whenever possible, to interview offi-
cials with various titles at different levels for information crosschecking. If my interviews
were in villages, I also talked to villagers to evaluate the information I received from village
leaders. Second, as part of government-sponsored research teams, I was able to ask officials
interviewed to provide corresponding government documents to increase the accuracy of my
interview data. Many of these documents were issued very recently or relate to sensitive
topics, and thus are not publicly accessible, including meeting minutes, government reports,
“red-character-titled documents” (£ 3Cf4), government balance sheets, and villagers’ pe-

tition letters complaining of land loss.



13

In each of my research sites, I followed the same sequence of data collection: visiting
local libraries and archives, conducting interviews, and requesting official documents. Local
gazetteers, yearbooks, and statistical yearbooks are publicly accessible in local archives. I
paid particular attention to the portions detailing land, public finance, and economic de-
velopment in local yearbooks. Some local yearbooks contain surprisingly rich information.
For instance, Xiaoshan (a district of Hangzhou, Zhejiang) Yearbooks detail local land trans-
action and land-generated revenue, information that officials are reluctant to release and,
even if they are willing, they are incapable of providing accurate information. Knowing the
research site prior to my interviews proved to be effective in generating informative conversa-
tions with local officials. For one, it saved time normally spent by local officials introducing
their localities. As a result, I could use the limited interview time to engage in conversations
on topics not accessible from public sources. More importantly, showing my local knowledge
signaled I was prepared and serious about the interview. It helped me earn respect from
my interview subjects and facilitated my interviews. Usually at the end of conversations, I
asked the officials interviewed to provide me with official documents.

In addition to this original qualitative data, I also conducted quantitative analysis using
three datasets. The first, the 2008 China Survey, is a household survey on a broad range
of issues (e.g., sources of income, access to media, political attitudes, social welfare provi-
sion). The survey is a stratified multi-stage probability sample of 3,989 households across
59 municipalities in 26 provinces. The sampled households consist of 2,992 rural residents
and 977 urban residents. To serve my purpose of examining the relationship between land
confiscation and rural welfare provision, I use rural residents, a subset of the sample, in my
analysis. Second, I also compiled a dataset on the political economy of the 59 municipalities
covered in the China Survey from government documents and statistical yearbooks. These
two datasets combined allow me to perform hierarchical analysis to explore local variation
in rural welfare provision. The third source of quantitative evidence is an original dataset

I constructed for a sample of 120 municipalities from all provinces except Tibet. These
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120 municipalities were sampled by the World Bank in 2005.1% T took this sample and col-
lected data on variables of interest to me, including local tax revenue, sectoral allocation of
land, and tenure length of local politicians (i.e., party secretaries and mayors), from various

sources.

1.5 Contributions

This dissertation makes several contributions to the existing literature. First, it brings
land into the analysis of the Chinese political economic system. Despite the vast literature
identifying the driving forces underpinning China’s economic miracle (Oi 1992; Weingast
1995; Montinola, Qian and Weingast 1995; Qian and Weingast 1997; Oi 1999; Maskin, Qian
and Xu 2000; Li and Zhou 2005; Xu 2011), no studies take land into account. This neglect is
unsurprising: the land market was largely absent in the early reform era, during which land
was allocated administratively by the state free of charge and without time limit. However,
as reforms proceeded, capital and labor became more mobile across economic sectors, and
the price of these factors became exogenous to local governments. The temptation of the
local government to use land, still a state-controlled productive input, to affect economic
development has been increasing. As a result, the literature examining the Chinese political
economy requires an update that takes land into account.

Although research on China’s land reform is now growing (Lin 2009; Hsing 2010; Man
and Hong 2011), systematic analysis that fits land into the Chinese political economic system
remains sparse. This dissertation highlights an important but largely overlooked institutional
restriction of land quotas, imposed by the central government to preserve land resources. It
demonstrates empirically how local governments’ growth-promoting efforts are land-locked:
in face of land quota restrictions, local governments develope cooperative relationships with

one another to trade land quotas across jurisdictions, rationally allocate limited land quotas

18«China Governance, Investment Climate, and Harmonious Society: Competitive Enhancement for 120
Cities in China.” World Bank Report No. 37759-CN, 2006.
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across economic sectors, and provide social welfare benefits to villagers, particularly those
who lose land, to ease the process of land expropriation.

Another primary contribution of this dissertation is a new set of data, both qualitative
and quantitative. The topic of land in China can be sensitive as it relates to local government
nontransparent extrabudgetary revenue and social unrest. Local government officials were
sometimes hesitant to release information during interviews, especially when their local prac-
tices violated state laws and regulations, a situation not surprising to those who are familiar
with the Chinese political economic system. This dissertation represents my painstaking ef-
forts to collect and combine firsthand observation, political elite interviews, and communist
party and government documents to examine China’s land-locked development. Systematic
analyses from existing survey as well as original datasets I compiled from various sources
help me generalize the findings derived from fieldwork in four provinces to a larger context
in China.

More broadly, the dissertation contributes to the political economy literature. The prac-
tice of local governments cooperating to trade land quotas across jurisdictions suggests that
competition is not the only form of interjurisdictional relations that promote economic de-
velopment. Moreover, such a practice promotes land use efficiency, despite public land
ownership. In addition, while the literature often treats the state as a unitary actor, par-
ticularly in cross-national comparative studies, this dissertation demonstrates that the state
is comprised of actors with distinct preferences. More importantly, the interplay between
central and local governments is important in explaining the subnational variation in social
welfare provision.

Finally, an examination of the relationship between land, revenues, and economic de-
velopment strategies has important implications for the Chinese political economic system.
This dissertation shows that the benefits generated from rural land confiscation dispropor-
tionally favor the state, particularly the local state, vis-a-vis villagers, thereby motivating

the former to resist land reforms that would permit private land ownership. As a result,
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the local state’s reliance on land to generate local revenue and to intervene in the economy

persists, creating land-locked development.
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Chapter 2

“Flying Land”: Intergovernmental Cooperation in Local
Economic Development in China

Existing theories identify competition across local governments under centralized per-
sonnel control as the vital linchpin of economic growth in China.! This literature, however,
ignores local land endowment, which plays an increasingly important role in the process of
China’s economic reform. Unlike the situation in the early reform era, local officials are now
subject to land quota restrictions in promoting the local economy. In practice, we increas-
ingly observe cooperation in land quota transfers across jurisdictions. This phenomenon is
not rare, and the amount of land involved is not trivial. For instance, in the coastal province
of Zhejiang in 2003 alone, 543,450 mu (T )? of farmland quotas were transferred from coastal
to inland municipalities within the province (Tan et al. 2004, p. 105), an area a little more
than twice the size of Washington D.C. Chinese sometimes refer to this phenomenon as “fly-
ing land ("&3h),” literally meaning that a piece of land flies from one jurisdiction to another.
As land is immobile, what flies is not land per se, but land quotas. In this chapter, I borrow
the term “flying land” to refer to land quota reallocation across administrative jurisdictions
at the county and municipal levels. Why do local officials who compete across jurisdictions

for career advancement sometimes cooperate?

'See the discussion of the intergovernmental competition in section 2.1.

2A mu is a Chinese unit of area measurement: 1 hectare equals 15 mu.
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I argue that cooperation in land quota transfers is an institutional innovation arising
from the conflicting goals for local governments of promoting local economic growth and
fulfilling land quota requirements imposed by the central government. Variation in local
land endowments across jurisdictions makes the cost of fulfilling quota requirements vary
considerably: it is difficult for administrative units with land scarcity to meet the land
targets, but comparatively easy for those with land abundance to do so. This provides
leeway for land quota transfers between jurisdictions with different land endowments. The
creation of “flying land* helps local governments with land scarcity overcome the bottleneck
in obtaining the construction land necessary to promote further economic growth; it also
helps local governments with land abundance gain revenue and investments.

This chapter contributes to the emerging literature on land reform in China by inves-
tigating this widespread but largely overlooked phenomenon of cooperation in land quota
transfers across jurisdictions. More broadly, it refines the intergovernmental competition
argument, thus advancing our understanding of economic growth in China. It emphasizes
that competition occurs between jurisdictions with similar economic profiles. When an im-
portant endowment, land, is factored in, cooperation emerges between jurisdictions with
different economic profiles.

The chapter is organized as follows. Section 2.1 briefly reviews the literature on eco-
nomic growth in China and discusses how this chapter fits within this literature. Section 2.2
examines the institutional context of land management, which restricts local governments’
use of land within their jurisdictions. Rules restricting land use include two components:
quota and spatial restrictions. These restrictions create conflict in the process of promoting
industrialization and urbanization by local governments. Section 2.3 reveals quota and spa-
tial conflicts, paralleling the two restrictions. Section 2.4 details the empirical phenomenon
of “flying land,” a form of intergovernmental cooperation devised by local governments to
resolve the conflicts arising from promoting local economy and fulfilling restrictions on land
use. Section 2.5 examines the coordination mechanisms that facilitate intergovernmental

cooperation in land quota transfers. Section 2.6 concludes.
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2.1 Land and Economic Growth in China

The success of Chinese economic reforms relies critically on local government officials,
who enjoy considerable authority to manage the local economy. Scholars identify various
institutions underpinning economic reforms. For Weingast (1995) and co-authors (Monti-
nola, Qian and Weingast 1995; Qian and Weingast 1997), “market-preserving federalism”
balances power between the national and subnational governments, thereby delivering a
credible commitment to protect markets. Oi (1992, 1999) theorizes about “local state cor-
poratism,” within which local governments function as large multilevel corporations, with
officials acting as a board of directors, to coordinate enterprises to promote local economic
growth. Many scholars point to the centralized personnel control that connects political ca-
reer prospects to local economic performance, motivating local officials to promote the local
economy (Huang 1995; Li and Zhou 2005). This system provides a better incentive mecha-
nism in the multi-divisional organizational form (M-form) of the Chinese economic system,
because the M-form structure makes cadre performance evaluation comparable across juris-
dictions and thus more effective (Maskin, Qian and Xu 2000). By contrast, Xu (2011) argues
that neither economic decentralization nor centralized personnel control alone is sufficient
to explain China’s economic development. Instead, a combination of both, which he calls

)

a “regionally decentralized authoritarianism,” is the fundamental institution underpinning
China’s reforms and development.

Despite differences in institutional foundations identified in the literature, a similar re-
sult obtains: local governments are induced to compete against one another to provide a
hospitable local environment to attract investment, thereby promoting economic growth.?

Cheung (2009) argues that the intensity of competition at the county level is the main rea-

son why China has sustained rapid growth. Missing from this literature is land, a crucial

3In addition to the intergovernmental competition argument, there are alternative explanations. Cai
and Treisman (2006) argue that the success of China’s reform and its dramatic growth are driven by the
competition between rival factions at the center. Cai and Treisman (2005) also argue that competition does
not necessarily lead to discipline governments to improve economic growth.
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factor of production. This neglect is unsurprising as the land market was absent in the early
reform era, when land was allocated administratively by the state free of charge and without
time limit. However, as economic reforms have progressed, land has played a critical role in
promoting local economic growth. First, land provides space for economic activities to take
place. The relation between economic growth measured by GDP growth rate and arable
land lost to construction is shown in Figure 2.1: GDP growth rates in China closely parallel

growth in the amount of arable land occupied by construction.

Figure 2.1: GDP Growth Rate and Arable Land Occupied by Construction in China
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235; 1993, p. 229; 1995, p. 70; 1996, p. 54.
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To local officials in China, land is not only a productive input accommodating economic
growth, but also an important revenue source.* Under the existing land tenure system, land
is segmented into urban land owned by the state and rural land owned by rural collectives,

° Land use rights are

with different sets of rules governing urban and rural land markets.
separated from land ownership rights and can be transacted in the market, but the sale of
construction land use rights is limited to the urban land market.® That is, rural land must be
first converted to urban land in order to fully realize its market value. Such rural-to-urban
land conversion is monopolized by the state. As a consequence, the state—the exclusive
body with the authority to expropriate land—can obtain land from rural households at an

" The state also monopolizes the primary urban land market, within

incredibly low price.
which the state, the exclusive land provider, sells land use rights at a price that can be
hundreds of times greater than the land compensation paid to rural households. The price
differential between rural and urban land arising from the distorted land market generates
rents, which are easily captured by local governments.

Land generates a variety of taxes and fees, and the dominant contribution comes from

the sale of construction land use rights for a fixed number of years,® officially called the “land

transfer fee” (hHiHiik4x). Unlike the value-added tax (VAT) and the income tax, which

4Revenue has an important impact on government behavior. China is no exception. On the impact of
revenue on the state, see Levi (1988) and Gehlbach (2008). In the China context, see Montinola, Qian and
Weingast (1995) and Oi (1992).

SFor more discussion on the difference between urban and rural land markets, see Perkins (2009) and
Chen (2010)

6Construction land use rights can be legally transacted in the urban land market only. But there exists an
active and pervasive black market where rural land is occupied and transferred illegally (Lin and Ho 2005).

"Compensation is composed of land compensation fees, resettlement fees, and compensation for what was
attached on the expropriated land. The Land Administration Law (Article 47) specifies the compensation
to rural households whose land is expropriated.

8The time limit of the sale of land use rights is determined by the purposes of land use. Land use rights can
be claimed for 70 years, 50 years, and 40 years when land is used for residential, industrial, and commercial
purposes, respectively. See State Council, Interim Regulations on Transfers of Urban State-owned Land Use

Rights (3 EA o AL LR RV AL B AT 45 61), Article 12.
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are shared between the central and local governments, almost all land-generated revenue is
retained by local governments and its use is completely under the control of local officials.”
Table 2.1 describes the revenue structure of local governments aggregated at the national
level in 2003-2008. It shows that local government revenue is comprised primarily of VAT,
business tax, enterprise income tax, and land transfer fee. These four items contribute
an average of 74 percent of local government revenue.! An average of 23 percent of local
government revenue is collected through various land-related taxes and fees. This proportion
is substantially higher than VAT and enterprise income tax. However, the land transfer fee
is not as stable as other revenue sources. For example, its contribution to total local revenue
dropped by five percent in 2005 and again by nearly seven percent in 2008.

In addition, land is an important instrument with which local officials intervene in the
local economy. Other than market approaches of transferring land use rights, local officials
can arrange one-on-one meetings with potential land users to negotiate land prices.!! This
non-market approach of negotiation (¥}i¥) gives local officials leverage to determine land
prices. Local officials offer lower than market value land to competitive potential land users.
In the most extreme cases, land is offered completely for free (Jiang et al. 2007 p. 1;
Cheung 2009, p. 73). Figure 2.2 shows that numbers of negotiated transactions always
exceeded transactions through market approaches in 1999-2008. An average of 70 percent of
construction land was transacted through negotiation in 2003-2006. This proportion dropped

after 2006, when transactions involving state-owned construction land were required to use

9Local governments retain all land-generated revenue with only one exception. This exception is the
newly converted construction land use fee (H734 % 5 Hu A 218 H 2%), which is shared between the center
and local governments at the ratio of 3:7. See Land Administration Law, Article 55.

10Calculation is based on information in table 2.1. To emphasize the contribution of land transfer fee,
land-related taxes are not included.

1 Construction land use rights are transferred through one non-market approach of negotiation and three
market approaches of bid invitation (f#5), auction (#13%), and quotation ().
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Table 2.1: Revenue Composition of Local Governments in China, 2003-2008 (100 million
RMB)

Category 2003 2004 2005 2006 2007 2008 Average
Value-added tax® 1810.99  2404.43  2860.76  3196.38  3867.62  4499.18 —
As % of total revenue 18.39 20.22 18.94 17.46 16.4 15.70 17.34
Business tax 2767.56  3470.98  4102.82  4968.17  6379.51  7394.29 —

As % of total revenue 28.1 29.18 27.17 27.14 27.06 25.81 27.09
Corporate income tax® 1178.8 1596 2139.89 2480 3132.28  4002.08 —
As % of total revenue 11.97 13.42 14.17 13.55 13.29 13.97 13.53

Land transfer fee 1799.12  2339.79  2183.97  2978.29  4541.42  3611.95 —
As % of total revenue 18.27 19.67 14.46 16.27 19.27 12.61 16.26
Land-related taxes® 489.52 594.23 925.4 1155 1325 2438.84 —
As % of total revenue 4.97 5 6.12 6.31 5.62 8.51 6.45
Total revenue? 9849.98 11893.37 15100.76 18303.58 23572.62 28649.79 —

Sources: Data on yearly VAT, business tax, corporate income tax, urban land use tax, arable land
occupation tax, China Fiscal Yearbook, 2004, p. 278; 2005, p. 282; 2006a, p. 316;2007, p318; 2008,
p. 340; 2009, p. 414. Data on land transfer fee in 2003-2008, China Land and Resources Statistical
Yearbook, 2009, p. 171. Data on total revenue in 2003-2008, China Fiscal Yearbook, 2009, p. 495.

VAT is a shared tax between the central and local governments. The table includes the local government’s
share only.

’Income tax is a shared tax between the central and local governments. The table includes the local
government’s share only.

°Land-related tax revenue is composed of three items: urban land use tax, arable land occupation tax,
and contract tax, all of which fall into the category of budgetary revenue. To maintain consistency, land
value-added tax is not included because it is available only for the years 2007 and 2008.

dTotal revenue is composed of budgetary and fund budgetary (Z£4: %) revenues. Land conveyance fee
falls into the category of fund budgetary revenue.
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market approaches only.'? In practice, however, local officials deviate from this policy, by first
selling land use rights using a market approach and then returning land users the difference
between the transacted price and the price negotiated prior to the market transaction as a

bonus of some sort (Interview JS04020110).

Figure 2.2: Land Use Rights Transacted Through Negotiation, 1999-2008
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Sources: China Land and Resources Statistical Yearbook, 2000, p. 772; 2001, p. 824; 2009,
p- 171 and p.183.

In sum, the emergence of a land market has changed China’s economic dynamics in a
significant way. Land alters the revenue structure of local governments and also provides local
officials an important instrument to intervene in the local economy. Therefore, the literature
on China’s economic growth requires updating. There is a growing literature examining

China’s land system (e.g., Ho 2005; Lin 2009; Hsing 2010), but the two literatures do not

12State Council, Circular of the State Council on Intensifying Land Control (IE %[t ¢ T hnss o6
R E @ %D, August 31, 2006, Article 5; Ministry of Land and Resources, Provisions on the Assignment
of State-owned Construction Land Use Right through Bid Invitation, Auction, and Quotation (Fifx4HZ4E
R LB A 78 v F H A FH AU E ), September 28, 2007, Article 4.
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speak to one another. This chapter bridges the gap by investigating the impact of land on
the strategies that local officials employ to promote local economic growth.

2.2 Institutional Context of Land Management

Associated with China’s economic growth is the massive loss of arable land, as shown in
Figure 2.1. When township and village enterprises (TVEs) were praised for their contribution
to rapid rural industrialization in the 1980s and early 1990s, missing from the analysis was the
rapid shrinkage of agricultural land.'® Top leaders in Beijing were shocked by the magnitude
of land loss in 1997 when they were shown Landsat photographs for 1987, 1991, and 1995, in
which the rate of conversion of agricultural land to non-agricultural use in seventeen urban
regions was two-and-a-half times faster than previously thought. As a result, the central
government announced a one-year moratorium on arable land conversion in May 1997 and
extended it to 1999.1* It also substantially revised the Land Administration Law in 1998
and increased its control over land use.'® A close reading of the revised law reveals that the
central government preserves land in two ways: control of the total amount of construction
land and protection of arable land, with the two closely related.'® The state imposes a strict
restriction on the conversion of agricultural land (arable land especially) to construction

land.'™ The protection of arable land follows the principle of “creating an equivalent amount

130n the contributions of TVEs to China’s economic growth, see Jin and Qian (1998); Che and Qian
(1998a,b); Oi (1999).

141in 2009, p. 6 and p. 21 footnote 15.

15Prior to 1998, annual quotas, the hierarchical review and approval system were used to manage land
conversion. Under this system, local governments at various levels in the hierarchical administrative system
have power to review requests for conversion. This system failed because local governments could not be
relied upon to enforce the rules set by the center due to their potential interests in land expropriation.
The failure forced the central government to take alternative ways to manage land conversion. For more
discussion on the system prior to 1998, see Lin and Ho, 2005, pp. 422-23.

16Land Administration Law. Chapter 4 is on the protection of arable land and chapter 5 is on the regulation
on construction land use.

1"Land Administration Law, Articles 4 and 31.



26

of arable land to be occupied” (15 % /> 4hZ /D) to ensure that the total amount of arable
land within each administrative jurisdiction is not reduced.!®

The central government takes a centrally planned approach to regulate land use by im-
plementing two sets of plans: an overall plan of land utilization (==HiF]H EAFK]) and
an annual plan of land utilization (1 #uF]H 4 Z 1+ %). The former is a long-term plan
(usually 10-15 years); the latter disaggregates the overall plan into yearly plans. The overall
plan imposes restrictions that have both quota and spatial components. It sets the following
mandatory quotas: conversion of agricultural land to construction land; as a subcategory
of this first quota, conversion of arable land to construction land; arable land to be created
through development and reclamation; and arable land to be maintained.'® The first two
quota requirements set upper limits, beyond which conversion to construction land is pro-
hibited. The last two set lower limits that local governments have to fulfill. The setting
of quota assignments is nested: the central government sets national quotas and disaggre-
gates them to provinces; each province then disaggregates its quotas to its municipalities,
and each municipality to its counties. The provincial government normally reserves some
construction land quotas for projects that can be justified as significantly important to the
local economy.?® All quotas in the overall plan are disaggregated into an annual plan for im-
plementation. In principle, the sum of quotas assigned in annual plans for the years covered

in the overall plan cannot exceed the quota specified in the overall plan. Local governments

18Land Administration Law, Articles 18, 31 and 33.

19Gtate Council, Regulations on the Implementation of the Land Administration Law (4 HbE 3 %52t %
%), December 27, 1998, Article 13. These quotas are also specified in several local government documents,
which are not publicly accessible, available in redacted form by contacting the author.

20Tn practice, there is some variation in quota assignments across provinces. For instance, in Zhejiang, the
provincial government bypasses municipalities and directly assigns quotas to counties. Interview WZ0420110.
The interview subject was a deputy mayor of a county-level city in Zhejiang.
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at each level are required to develop their own overall and annual plans to conform to the
disaggregated quotas assigned from above.?!

In addition to quotas, the overall plan imposes spatial restrictions. They are reflected in
maps indicating that land is zoned, with construction permitted only within the zone desig-
nated for construction specified in the plan. The zoning criteria vary across administrative
units. In some overall plans, land is zoned based on land use purposes: land is designated
for farming, industrial development and mining, transportation, and so on. In other overall
plans, land is zoned according to the extent to which construction is tolerated within the
zone. For instance, in Guangdong province, land is divided into zones in which construction
is permitted (FLVFEWIX), restricted (FRH|EBIX), and prohibited (Z5 1 #[X).?2

The Land Administration Law requires local government officials to conform to their
overall and annual plans of land utilization once the plans are created and approved from
above (Articles 21 and 24). Legal restrictions, however, are not an effective instrument to
enforce compliance in China: local officials regularly violate laws and central directives. For
instance, it is common for local officials to expropriate rural land without authorization (A
fLSE1E) (Guo 2001, p. 431, fn33). An instrument to facilitate cadre compliance is the target
responsibility system (TRS), a set of performance criteria that induce local cadres to act in
ways commensurate with the preferences of the center. By connecting local cadres’ fulfillment
of these criteria with their career prospects, the TRS produces a much more direct impact on

local cadres than do formal legal and regulatory norms (Tsui and Wang 2004; Minzner 2009).

21The first overall plan (1986-2000) was bottom-up: the township developed its plan and submitted it to
the county for approval and inclusion, and county for its municipality, and so on. Due to the lack of reliable
land statistics, not all local governments submitted their plans, and the first overall plan was not used as an
instrument for the central government to manage land use. In the mid-1990s, China began to develop its
second overall plan (1996-2010) and required local governments to comply with the plan. The second overall
plan was replaced by the current plan (2006-2020), which is now effective. Both the second and current
overall plans take the top-down approach. For more discussion on the first overall plan, see Lin, 2009, p.
108, fn 46.

22Guangdong Provincial Overall Plan of Land Utilization, 2006-2020. Chapter 2 on Spatial Restriction of
Land Utilization, pp. 37-39. This document is not publicly accessible.
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For example, an official target responsibility document I examined on arable land protection
details how these quota requirements are enforced. The document was like a contract, signed
between the major of Hangzhou (capital of Zhejiang province) and the head of Xiaoshan (7
1l1) (one of the wealthiest counties in Zhejiang, administratively subordinate to Hangzhou).
The contract specifies exact amounts of arable land to be maintained, construction land, and
arable land to be created within the next five years. Xiaoshan’s fulfillment of these targets
is monitored and evaluated annually by Hangzhou; evaluation results determine how much
local cadres in Xiaoshan will be rewarded or sanctioned.?

2.3 Institutional Conflicts

The central government, which cares first and foremost about regime stability and sur-
vival, prefers preserving arable land and restricting its conversion to construction land. The
introduction of land quotas helps centralize the supply of construction land. By contrast,
local officials are driven by local economic growth because local GDP is assigned the greatest
weight in the TRS, which makes it the determining factor affecting career prospects. Given
the significant role that land plays in promoting local economic growth, local officials are
incentivized to increase their demand for construction land. As a consequence, the different
preferences of the central and local governments induce incompatible behaviors and create
conflicts between the demand for and supply of construction land. These conflicts have quota
and spatial components, paralleling the two restrictions described above.

I asked local political elites from economically developed jurisdictions about their most
binding constraint in the process of promoting the local economy. The answer was always:

construction land quotas.?*

For example, by a conservative estimate, Zhejiang province
required a construction land quota of 1.4 million mu in 1997-2010 to support its economic

growth, but it was assigned a quota of only 1 million mu. Moreover, these quotas were

23The contract between Hangzhou and Xiaoshan is not publicly accessible; it is available in redacted form
by contacting the author.

He.g., Interviews ZJ04190110, ZJ04200110, ZJ0420210, CQ05060110
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almost exhausted by 2001, nine years before the assignment of new quotas (Wang and Tao,
2009, p. 42). In Yueqing (’kif), a highly developed county-level city in Wenzhou (iz /),
Zhejiang, construction land for industrial purposes could be sold for around 600,000 RMB
per mu in the primary land market in 2010. Not only was the demand high, the local
government also had expropriated land ready to be used. However, the local government
could not sell construction land use rights, because it lacked a construction land quota
(Interview ZJ04200110). The scarcity of construction land quotas is by no means unique
to coastal provinces like Zhejiang. The district of Dadukou (K% I7[X) in Chongqing, a
provincial-level municipality in western China, was assigned 3,000 mu of construction land
quotas in the overall plan in 1997-2010, but these quotas were exhausted by 2003. In addition
to construction land quotas, the target of maintaining a certain amount of arable land is
difficult to fulfill in some localities. The Dadukou district was assigned the maintenance of
43,000 mu of arable land by 2010, but it had only 35,000 mu of arable land left by 2009,
making fulfillment of this quota impossible (Interview CQ05121210).

Spatial restrictions also create conflicts. The overall plan of land utilization requires
those who draft the plan to project what the spatial arrangements will be like within their
administrative jurisdictions in 10 to 15 years, but the economy has grown much faster than
expected. Perhaps more importantly, administrative boundaries are not fixed over time:
we regularly observe expansion and merging of administrative jurisdictions,?® both of which
require administrative boundaries to be redrawn but can hardly be anticipated in drafting
plans.

2.4 Institutional Innovation: Creation of “Flying Land”

The dual goals of promoting local economic growth and fulfilling land quota requirements
create a dilemma for some local officials: meeting quota requirements will slow the economy,
but promoting the local economy will violate quota restrictions. Can local officials meet both

goals simultaneously without compromise? The creation of “flying land” provides a solution

250n expansion and merge of administrative jurisdictions, see Hsing (2010).
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to resolve this dilemma. Land is fixed and allocated unequally across jurisdictions. Variation
in land endowment across localities makes the cost of fulfilling the quota requirement vary
considerably: it is difficult for administrative units with land scarcity to meet the target of
arable land protection, but comparatively easy for those with land abundance. Variation
in levels of economic development makes the benefit generated from construction land also
vary considerably: construction land generates more revenue in more developed jurisdictions
(where land is scarce) than in less developed jurisdictions (where land is relatively abundant).
These variations create room to reallocate land quotas across jurisdictions. Below, I discuss
my observations on “flying land” in two categories: transfer of basic farmland quotas and

transfer of construction land quotas.

2.4.1 Transfer of Basic Farmland Quotas

Basic farmland (ZE434% H) is productive and high-quality arable land that is crucially im-
portant to support food security and economic development. In addition to the protection of
arable land, state laws and regulations specify rules governing basic farmland protection. At
least 80 percent of arable land should be designated as basic farmland within each adminis-
trative unit at the municipality level or above, regardless of the variation in land endowment
across jurisdictions.?® Spatially, basic farmland is zoned and cannot be expropriated with-
out approval of the State Council.?” The protection of basic farmland is included in the
TRS to monitor the performance of local officials at the county level and above.?® However,
the pursuit of local industrialization and urbanization inevitably conflicts with quota and
spatial restrictions. For instance, the project of expanding the administrative jurisdiction
of Hangzhou demanded 31,330 mu of land, but Hangzhou had a construction land quota

of only 3,670 mu. Not only was the quota available insufficient, but basic farmland would

26Land Administration Law, Article 34; State Council, Regulations on the Protection of Basic Farmland
(FEAR HARY 241), December 27, 1998, Article 9.

2"Land Administration Law, Article 45.

28Gtate Council. Regulations on the Protection of Basic Farmland, Article 4.
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be occupied in the expansion project (Tan 2004, p. 106). The spatial restriction can be
overcome by readjusting the overall plan, a procedure that is cumbersome, but doable. The
quota requirement can be fulfilled through farmland quota reallocation across jurisdictions.

As early as 2000, Yiwu (X %), the largest worldwide small-commodity trading center,
located in Jinhua (4:4£), Zhejiang, to which Yiwu is administratively subordinate, proposed
to transfer its farmland protection quota to Longyou (JEii#), (a county in Quzhou (M)
in western Zhejiang) and Wuyi (i X) (a county in Jinhua). That is, the responsibility for
local officials in Yiwu to protect farmland was to be fulfilled by local officials in Longyou
and Wuyi in their jurisdictions. With the farmland quota transferred, land that used to be
farmland in Yiwu could be used for other purposes after its overall plan of land utilization
was readjusted and approved. In return, the local governments of Longyou and Wuyi received
1,000 RMB per mu from Yiwu for farmland reallocation. This practice quickly spread to
the rest of Zhejiang. In 2001, the Zhejiang Provincial Department of Land and Resources
approved 47 applications for farmland reallocation across counties and cities within Zhejiang.
The amount of reallocated farmland totalled 371,250 mu. The fee charged for farmland
reallocation ranged from 1,000 to 1,850 RMB per mu, totaling 445 million RMB. Table 2.2
details farmland reallocation across municipalities in Zhejiang in 2001; figure 2.3 presents the
geographic location of municipalities indicating the general pattern of farmland reallocation.
The municipalities that reduced farmland within their jurisdictions are shaded in dark. The
general pattern is that coastal cities reallocated their farmland protection quotas to inland
cities within the province. In 2003, the amount of farmland reallocation reached 543,450
mu—a little more than twice the size of Washington D.C. Reallocation fees totalled 0.73
billion RMB (Tan 2004, p. 105).

Moreover, as industrialization and urbanization proceed, land becomes increasingly scarce
and thus is expected to have higher value tomorrow than today. Increases in land value give
local governments with land abundance more bargaining power in their negotiations with
local governments with land scarcity. In 2006, when Hangzhou reallocated its farmland

protection quota to Quzhou, the farmland reallocation fee was 16,000 RMB per mu, sixteen
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Table 2.2: Farmland Quota Transfer in Zhejiang, 2001

Administrative  Farmland Removal  Farmland Reallocation Total Amount

Units Amount Percentage Amount Percentage (mu)
(mu) % (mu) %

Hangzhou 133500 36 30000 8.1 -103500
Ningbo 85200 22.9 5250 1.4 -79950
Jinhua 55050 14.8 16950 4.6 -38100
Wenzhou 48900 13.2 21900 5.9 -27000
Shaoxing 28050 7.6 40050 10.8 12000
Taizhou 16050 4.3 1950 0.5 -14100
Quzhou 4500 1.2 124500 33.5 120000
Lishui 70650 19 70650
Huzhou 60000 16.2 60000
Total 371250 100 371250 100 0

Source: Tan, Dai and Gao 2004, p. 105.
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Figure 2.3: Farmland Quota Transfer in Zhejiang, 2001

Jiangsu
Shanghai

Jiangxi

Fujian

times more than six years earlier, when Yiwu transferred its farmland protection quotas.
In addition to the one-time payment of farmland reallocation fee, Hangzhou was required
to generate an investment of 10 billion RMB in Quzhou in 2006-2010.2° As a result, local
governments in Hangzhou encouraged firms within their jurisdictions to make investments
in Quzhou.

There are two players involved in the process of farmland quota reallocation: an adminis-
trative jurisdiction with a developed economy but scarce land and one with a less developed
economy and relatively abundant land. For simplicity, I use A and B to represent the

two jurisdictions, respectively. Property rights are commonly defined as a bundle of rights

29The information comes from the intergovernmental contract that is an internal, not publicly accessible
document, available in redacted form by contacting the author.
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that include the rights to control, obtain income from, and alienate assets. When land is
designated as farmland, rural households have rights to control and claim residual income,
although ownership is maintained by rural collectives. In the process of transferring farmland
protection quotas from A to B, a parcel of farmland protected in A is turned into construc-
tion land, with rural households compensated for farmland loss. As a result, local officials
in A gain rights to control and alienate construction land use rights for a fixed number of
years, which generates revenue income for local officials in A. By contrast, a parcel of arable
land in B—with an area equivalent to the farmland to be transferred from A—is turned into
farmland. This transaction generates a farmland reallocation fee and investment, both of
which are claimed by local officials in B. In short, land involved in the transfer of farmland
protection quotas generates higher residual income, the majority of which is claimed by local
governments of A and B, with little distributed to rural households.

2.4.2 Transfer of Construction Land Quotas

Local governments are desperate for construction land quotas. One of their strategies
is to convert rural construction land to urban construction land. The central government
controls the total amount of construction land by restricting the conversion to construction
land. The conversion from rural construction land to urban construction land, however,
does not take up construction land quotas of any type, because it is essentially a conversion
from rural collective ownership to urban state ownership, maintaining the total amount of
construction land unchanged.

Rural construction land is occupied by rural infrastructure, enterprises, and rural resi-
dents.?Y Local governments must figure out how to make occupied rural construction land
available to convert to urban construction land. A strategy often employed by local govern-

ments is to push rural households to give up their individual houses and move to apartment

30Each rural household is assigned one and only one housing site (£2&Hh). See Land Administration
Law, Article 62. In practice however, this law is widely violated by rural households who get more than one
housing sites.
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buildings (K [ _LA%). To illustrate, consider a village with 90 households, each household
occupying one housing site. If the government builds three-story apartment buildings on
30 housing sites, it can provide apartments for all households in the village and vacate the
remaining 60 housing sites at the same time. All housing sites are rural construction land.
The government tears down the houses on the 60 remaining housing sites and reclaims the
sites to arable land. In doing so, it gains a rural construction land quota, with an unoccu-
pied area equivalent to 60 housing sites. This quota is now ready to be converted to urban
construction land and used for urban construction.

The process of converting rural-to-urban construction land illustrated above is called
“linking the contraction of rural construction land with the expansion of urban construction
land” (3, 2 W H 38 Js 4 44). Tt had been implemented in 24 provinces by 2009.3! Such
a policy innovation, however, requires the construction land conversion to take place within
the jurisdiction of a city or a county, preferably along the border connecting rural and urban
areas.>? In this sense, this practice does not qualify as “flying land,” because quota traveling
across jurisdictions is prohibited.

The restriction of geographical proximity has been relaxed in Chongqing however, where
rural construction land quotas can be transferred across administrative jurisdictions within
Chongqing. Here, rural construction land quotas acquire a new name: “land ticket” (HiZE).
As explained by an official at the Chongqing Department of Land and Resources: “When we
experienced shortages under the planned economy, we had tickets of all kinds: buying cloth
required a cloth ticket, buying food required a food ticket, and so on and so forth. Now, to

get a parcel of [construction]| land, you also need a ticket” (Interview CQ04280110). Since

31Tn April 2006, Shandong, Tianjin, Jiangsu, Hubei and Sichuan were approved by the Ministry of Land
and Resources to experiment with this practice. Another 19 provinces were approved between 2008 and
20009.

32Ministry of Land and Resources, Measures on management of land use in contracts for expansion and
contraction in pilot sites for urban and rural construction (3% £ & 15 FH 3G FA 1 m B BEIME), June 27,
2008, Article 5.



36

2009, all construction land for commercial purposes located in urban districts in Chongqing
requires a “land ticket.”

Two sets of players are involved in the transfer of construction land quotas: sellers and
buyers of “land tickets.” For consistency, I continue to use A and B to represent jurisdictions
with scarce and relatively abundant land, respectively. The sellers are rural collectives that
legally own rural land in B. The buyers are not a local government, but potential construction
land users (such as state-owned and private real estate land developers) in A. In the process
of generating quotas in B, rural households are deprived of their housing sites so as to turn
construction land into arable land. The income generated from “land ticket” transactions
is divided into three portions: one portion to compensate the cost of land reclamation,
one to compensate rural households for their loss of housing sites, and one to the county-
level government, to which B is administratively subordinate.?® Roughly 30 percent of the
income goes to rural households (Interview CQ05060210). “Land tickets” are construction
land quotas, a prerequisite to gain construction land. To actually obtain construction land,
land users are required to pay various land-related fees and taxes to the local government in
A. The payment to obtain a “land ticket” can be used to defray the newly added construction
land use fee (3% @ ¥ HH A 2486 FH 7%) and arable land reclamation fee (#f#lif B %%).3
Consequently, the local government in A gains the land transfer fee and other land-generated
revenue without consuming its urban construction land quotas. In short, land involved in
the transfer of construction land quotas generates higher residual income. Although rural
households are compensated for housing site loss, local governments in A and B are the

biggest beneficiaries.

33« An Examination of the Process of Land Ticket Transaction,” 21st century Economic Report, March
27, 2009.

34Chongqing Government, Temporary Measures on Management of the Chongqing Rural Land Exchange

(B PR L1058 5 Fir & B8 47 M), 2008, Article 27.
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2.5 Coordination of Intergovernmental Cooperation

The practice of creating “flying land” makes local governments in both A and B better off.
Higher payoffs for both players are insufficient to generate cooperation, however. This section
examines the coordination mechanisms that facilitate cooperation. Transfer of farmland
quotas is dominated by bureaucratic coordination; transfer of construction land quotas is
coordinated primarily by market forces, but assisted by administrative forces.

2.5.1 Coordination of Farmland Quota Reallocation

The application for a transfer of a farmland quota has to go through the provincial gov-
ernment. Upon approval, farmland can be protected in a different jurisdiction as long as the
quantity and quality of transferred farmland is maintained.®> In Zhejiang in 2006, Ningbo
(‘T*¥%), a highly developed coastal municipality with scarce land, negotiated a contract
with Quzhou, a less-developed inland municipality with relatively abundant land. In their
contract, Quzhou was to create 50,000 mu of basic farmland and 75,000 mu of standard
farmland in its jurisdiction to help the Ningho government fulfill its farmland protection
requirement in exchange for a 1.25 billion RMB reallocation fee and 10 billion RMB invest-
ment in 2006-2010.3¢ Initially, the municipal government in A (with land scarcity) paid half
of the farmland reallocation fee to its contract partner in B (with land abundance); after
the farmland was created in B, the provincial government checked the quantity and quality
of the transferred farmland to ensure that they were maintained; upon approval from the
provincial government, the municipal government in A paid the other half of the farmland

reallocation fee.37

357hejiang People’s Congress, Zhejiang Provincial Regulations on Basic Farmland Protection (#iil.44 &
A AR HRA2641), October 31, 2002, Article 12.

36The Ningbo-Quzhou contract is not a publicly available document; it is available in redacted form by
contacting the author.

37The contract between Hangzhou and Xiaoshan details how the farmland reallocation fee is paid. The
contract is not publicly available.
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As discussed above, land quotas are disaggregated down to the county level. To fulfill
its contractual agreement, the Ningbo municipal government disaggregated the farmland
reallocation fee and investment to its counties that will transfer their farmland protection
quotas to Quzhou. The fee and investment allocation is proportional to the farmland quotas
to be transferred away. Specifically, a transfer of one mu of basic farmland requires a county
to pay 15,000 RMB reallocation fee and generate an investment of 120,000 RMB in Quzhou.
For a transfer of one mu of standard farmland, figures are lower: 5000 RMB for farmland
reallocation and 40,000 RMB in investment.3

To ensure compliance, the Ningbo municipal government provides an incentive mecha-
nism by linking the fulfillment of generating investment with construction land quota as-
signment. The fulfillment of generating investment is evaluated on a yearly basis until the
contracted amount of investment (i.e., 10 billion RMB) is fulfilled. Counties that over-fulfill
the investment requirement will gain an additional construction land quota of 1 mu in the
following year for every additional investment of 1 million RMB they generate in Quzhou.
Similarly, counties that fail to fulfill the investment requirement will be penalized by de-
ducting construction land quotas in the following year. In addition, counties will gain a
bonus from the Ningbo municipality government that is equivalent to 1.4 percent of the
investment they generate in Quzhou, to encourage local firms to migrate to Quzhou; county

governments then have the authority to determine how to subsidize these firms.

2.5.2 Coordination of Construction Land Quota Reallocation

Unlike farmland quotas, construction land quotas are coordinated by a mixture of market
forces and administrative actors. Rural landowners begin the process by submitting a pro-

posal of land reclamation to the Bureau of Land and Resources of the county to which it is

38For instance, Jiangbei district (YLJL[X) in Ningbo was to transfer away 10,000 mu basic farmland and
29,800 mu standard farmland. To do so, it has to pay 299 million RMB reallocation fee and generate an
investment of 2,392 million RMB. The reallocation fee is calculated as follows: 10,000 x 15,000 + 29, 800 x
5000 = 299,000,000. The investment is calculated as follows: 10,000 x 120,000 + 29,800 x 40,000 =
2,392,000, 000. The information is included in the Ningbo-Quzhou contract.
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administratively subordinate. Upon approval, rural landowners can turn rural construction
land to arable land. After the land becomes arable land, the Bureau of Land and Resources
at the county level checks the quality of the arable land. If the arable land meets the quality
requirement, the bureau applies for a construction land quota from Chongqing Department
of Land and Resources and then releases a quota (i.e., “land ticket”) to rural landowners.?’

All rural construction land quotas are transacted through a competitive auction at the
Chongqing Rural Land Exchange (&A% +-H15Z % BT ), an institution established in December
2008. On the first day of the auction, the first “land ticket” of 300 mu was taken by a firm
at the price of 25.6 million RMB and the second “land ticket” of 800 mu at the price of 64.2
million RMB.%® As of May 2010, 85 “land tickets” had been sold, entailing a total 18,000
mu of construction land, with the transaction price totaling 1,865 million RMB.*! Within
less than two years, the value of a “land ticket” rose from 85,333 RMB per mu in December
2008 to 144,000 RMB per mu in May 2010. The Chongqing provincial government controls
the total amount of “land tickets”; in principle, this total amount is no greater than ten
percent of the newly added construction land quotas assigned to Chongqing by the central
government for the year.

Those who win the auction obtain construction land quotas. To use these quotas in A,
land buyers have to buy a parcel of urban construction land by going through one of the
transaction procedures for urban construction land (i.e., bid invitation, auction, or quota-
tion). In principle, the results (i.e., who can obtain urban construction land) generated from
these market procedures of transaction are unknown. That is, a person who holds a “land

ticket” does not necessarily win when bidding for a parcel of urban construction land; in

390n the process of generating a land ticket, see Temporary Measures on Management of the Chongqing
Rural Land Exchange, Chapter 3.

40The Establishment of Chongqing Rural Land Exchange and the Transaction of the First Land Ticket,
December 5, 2008, available at http : //www.gov.cn/gzdt/2008 — 12/05/content_1168923.htm.

41Chongging Land Ticket Created a Highest Transaction with 144,000 yuan per mu, May 5, 2010, available
at http : //www.cqgna.com.cn/na_content/2010 — 05/05/content_638943.htm.
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practice, however, those who hold “land tickets” have priority to get urban construction
land. As of May 2010, when I conducted my interviews with political elites in Chongqing,
the government helped all of those who held “land tickets” get urban construction land
(Interview CQ05060210).

In sum, the creation of “flying land” requires intergovernmental coordination not only
at the same administrative level but also across administrative levels. Through market
and administrative forces, the exchange of resources between local governments has become
reliable. Unlike with many local initiatives, the provincial government is involved in the
process and acts with great caution. It accepts applications for land quota reallocation
and reviews the quality of arable land and farmland transferred to ensure the quantity and
quality of arable land to be maintained. The provincial government also institutionalizes
local initiatives in the creation of “flying land.” The transfer of basic farmland protection
quotas across jurisdictions gains its legality from the Zhejiang Provincial Regulations on
Basic Farmland Protection (WL 3 AR H R4 2%45]). With permission from the central
government, Chongqing has issued the Temporary Measures on Management of the Rural
Land Exchange (A L1528 5 Fr & B 47 707%), detailing the procedure of “land ticket”
transactions. Both initiatives constitute a major departure from the existing rules governing
land use created by the central government. A transfer of a farmland protection quota
violates central directives that require at least 80 percent of arable land to be designated as
farmland within each administrative unit at the municipality level or above. The emergence
of a “land ticket” market deviates from the rules requiring that rural construction land
not be directly transacted in land markets. These local initiatives of land quota transfers
institutionalized by the provincial government and tolerated by the central government may
provide opportunities for further land reform.

2.6 Conclusion

Intergovernmental cooperation in land quota transfers is an institutional innovation aris-

ing from the conflicting goals for local governments of promoting local economic growth and
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fulfilling land quota requirements imposed by the central government. It helps local govern-
ments with land scarcity overcome the bottleneck in gaining the construction land necessary
to promote further economic growth. It also helps local governments that have a compara-
tive advantage in land to gain revenue and investments. My goal in this chapter is not to
deny the importance of interjurisdictional competition identified in the literature—clearly,
this is an important feature of China’s economic growth. Yet, competition occurs among
local governments with similar economic profiles. For instance, the two most developed
county-level cities in Wenzhou are Rui’an (¥fi%) and Yueqing; each identifies the other as
its competitor (Interviews ZJ04190110 and ZJ04200110 ). Cai and Treisman (2005) argue
that intergovernmental competition does not always lead to economic growth: governments
that are less attractive to investors, knowing they will lose in the competition, simply give
up on pro-business actions and choose to be predatory. However, once the important endow-
ment of land is factored in, competition across jurisdictions is not the only game in town.
Moreover, in contrast to what Cai and Treisman have suggested, less-developed govern-
ments are not left out. Instead, they take advantage of their land endowment to cooperate
with more-developed jurisdictions with scarce land, to gain revenue and attract investment.
Thus, competition across jurisdictions with similar economic profiles coexists with coopera-
tion across jurisdictions with dramatically different economic profiles. This is central to my
story.

The benefits of intergovernmental cooperation in land quota transfers are narrowly dis-
tributed, with the gains heavily concentrated in local governments. Rural households, sup-
posedly the real landowners, are not the winners in this cooperation. Rather, the gains
of local governments are at the expense of rural household interests. Hellman argues that
economic transitions in postcommunist countries generate winners, who are incentivized to
block further reforms that will potentially reduce their gains, thus creating a “partial reform
equilibrium” (Hellman 1998). The same logic may apply to China. Under the existing seg-
mented land tenure system, collectively-owned rural land is discriminated against. Creating

a common land market, where rural construction land use rights can be directly sold without
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first being expropriated by the state, would help break the state monopoly and protect the
interests of rural households. Yet, such a reform would likely face strong resistance from local
governments, the biggest winners from the existing land tenure system. It is somewhat ironic
that the biggest pressure for the central government to undertake land reform and protect
villagers’ interests may come from its own agents, upon which it relied to gain momentum
to push economic reforms forward in the early reform era. Indeed, despite the wide-ranging
criticism of the segmented land tenure system for outraging and ripping off rural households,
reform of the rural land system has been largely stagnant.

The existing land management system takes a centrally planned approach, within which
land quotas are assigned from top to bottom within the administrative hierarchy. The quota
fulfillment is included in the TRS and evaluated regularly to facilitate compliance. The
practice of land quota transfers introduces market forces within the framework of planned
land management, thereby improving land use efficiency at the margin. Construction land
quotas are transferred to jurisdictions where land can produce higher marginal benefits,
whereas farmland quotas are transferred to localities where the marginal cost of farmland
maintenance is lower. Yet, the level of marketization is very limited, as the scale of land
quota reallocation is restricted to be within provincial boundaries. Variation in land endow-
ment is greater across provinces than within provinces. It is reasonable to expect that a
construction land quota would be worth more in Shanghai than in Chongqing. Similarly,
Hangzhou would pay much less if it could reallocate its basic farmland quotas to western
China. However, land reallocation across provinces constitutes a violation of rules set by the
center. Chongqing plans to make its “land tickets” travel nationally, but has not received
permission from the central government yet (Interview CQ05060210). Anecdotal evidence
suggests that farmland quotas have travelled across provincial borders, although this violates

central policies (Interview ZJ04160110).
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Media coverage suggests the practice of land quota transfers has not been restricted
in the provinces examined in this paper.*? Local governments with land scarcity see how
intergovernmental cooperation using “flying land” solve the problem of land shortage in the
process of promoting their local economy with the negative externality of angering rural
households who feel the spreading innovations rip them off. This arrangement, however,
provides only a temporary solution without completely resolving the problem, because the
shrinking of arable land is inevitable as industrialization and urbanization proceed. Land
will eventually become scarce even in jurisdictions where it is now relatively abundant. This
is especially true in the coastal provinces. In Zhejiang, for example, it is increasingly hard to
find a locality that is willing to take farmland quotas. Similarly, the price of “land tickets”
has grown continuously. As the cost increases, the room for land quota transfers within
provincial boundaries becomes smaller. As a result, local governments will have to devise

additional strategies to overcome restrictions on land imposed by the central government.

42For instance, farmland quota reallocation occurred in Guangdong and Shandong. In Shan-
dong, Laoshan District (I 1l [X) reallocated its 255,000 mu with Lanxi city (GE P8 7).  See
Laoshan District completed basic farmland reallocation across administrative units, available at http :
/ Jwww.mlr.gov.cn/xzwdt/df dt/201002/t20100202_705920.htm.
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Chapter 3

Local Determinants of Economic Structure:
Evidence from Land Quota Allocation in China

3.1 Introduction

Compared to market economies, centrally planned economies had a relative overdevelop-
ment of heavy industry and underdevelopment of services (Ofer 1987; Kornai 1992; Roland
2000). The transition from a command to market economy thus requires a shift in resource
allocation among sectors of the economy. The so-called Washington consensus, with strong
emphasis on liberalization, stabilization, and privatization, was carried out in the process
of transition in many communist countries in the former Soviet Union and Eastern Europe,
with the expectation that this reform would induce the seriously distorted economic struc-
ture to move in a direction consistent with market economies. Deviating from this standard
reform recipe, China developed some unique institutions, such as dual-track liberalization
and township and village enterprises (TVEs), while still maintaining its authoritarian con-
trol by the Chinese Communist Party (CCP). Nonetheless, China has impressed the world
by its astonishing economic development, with an average growth rate of about 10 percent
for the past 30 years. In 2010, China surpassed Japan to become the world’s second largest
economy behind the United States. China is therefore often viewed as a great success, at
least from the perspective of economic transition.

Contrary to expectations, after more than three decades of economic reforms, the Chinese

economic structure still stands in stark contrast to transitional countries as well as many
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developing countries at similar levels of economic development. While postcommunist coun-
tries experienced a significant structural shift from industry to services, China still maintains
the bias toward industry and a relatively small share of services: between 1990 to 2009, while
value added by industry as a share of GDP declined from 46 to 29 percent in Eastern Eu-
rope, from 48 to 33 percent in Russia, and from 39 to 35 percent in other countries in the
former Soviet Union,! in China it increased from 41 to 46 percent, as shown in Figure 3.1.
Within the same period, value added by services as a share of GDP grew much faster in post-
communist countries than in China: the ratio increased from 39 to 64 percent in Eastern
Europe, from 35 to 62 percent in Russia, and from 32 to only 43 percent in China, as shown
in Figure 3.2. Holding time invariant, China’s economic structure still stands out in com-
parison with developing countries at a similar level of economic development, measured by
GDP per capita in 2005 purchasing power parity (PPP) dollars (Figures 3.3 and 3.4). Those
showing a similar pattern of economic structure with China are often oil-rich countries, such
as Angola and Azerbaijan. Both cross-time and cross-sectional comparisons suggest that
China’s economic structure is far from optimal. Huang and Tao (2010) found that economic
structure in China suffers from serious distortions in labor, capital, land, energy, and the

environment.

!The countries in Eastern Europe and the Baltics in the dataset include Albania, Bulgaria, Croatia, Czech
Republic, Estonia, Hungary, Latvia, Lithuania, Macedonia, Poland, Romania, Slovenia, and Slovakia. The
countries in the CIS in the dataset include Azerbaijan, Armenia, Belarus, Georgia, Kazakhstan, Moldova,
Tajikistan, Turkmenistan, Ukraine, and Uzbekistan.
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Figure 3.1: Value added by industry as a share of GDP of transitional countries, 1990-2009
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This chapter examines the political and economic determinants of land allocation between
industry and services in China. The focus is on land because it is one of the fundamental
means of production allowing economic activities to take place. More importantly, land
remains under state and collective ownership and thus is an instrument with which local
governments intervene in the economy. With the emergence of a land market where land
use rights can be leased out for a period of time varying from 40 to 70 years, land has
become an important revenue source for local governments. In 2009, the land transfer fee
alone—a form of revenue generated by transferring land use rights from the state to other

land users—was up to 1,424 billion RMB, accounting for 77.7 percent of the state fund
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Figure 3.2: Value added by services as a share of GDP of transitional countries, 1990-2009
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Source: World Bank, World Development Indicators, available at http : //databank.worldbank.org.

budget,? or equivalent to 20.8 percent of the state budget.> Land also functions as collateral
to help local governments apply for bank loans to develop local infrastructure (Whiting
2011).

China’s arable land loss parallels its economic growth, as shown in Figure 2.1. In the face
of massive arable land loss, the central government imposed a land quota system that restricts
the maximum amount of land used at the subnational level, but gives local governments
enough autonomy to determine sectoral allocation of land quotas within their jurisdictions.

What political and economic factors drive sectoral allocation of land quotas in China? This

2Fund budget (Z£4£: %) is another important revenue component for the state, in addition to the budget
revenue. Fund budget is collected from the society through land use rights transfer and public lotteries. It
is used to support specified infrastructure and social development.

3Ministry of Finance, Government Fund Budget Formation (BUfF 4 3 4 75 4 il 15 ), available at
www.mof.gov.cn/zhengwuxinxi/caizhengshuju/201005/t20100511-291390.html
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Figure 3.3: Industry (value added) share of GDP, worldwide, 2009
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chapter argues that both the local revenue structure and the time horizon of local politicians
have impacts on local land quota allocation between industry and service sectors. Using
an original dataset compiled from various statistical yearbooks and career histories of local
politicians for a sample of 120 municipalities, this chapter finds that more land quotas are
distributed to industry when the local revenue base relies more on the value-added tax and
less on business tax, when local Communist Party leaders have long time horizons, and when
the locality is assigned more quotas.

The chapter ties in with three strands of literature. A first strand builds on the “grabbing
hand” model of government by Andrei Shleifer (1997) and his various coauthors (Murphy,
Shleifer and Vishny 1991; Frye and Shleifer 1997; Shleifer and Vishny 1998). A general con-
sensus in this literature is that political factors matter enormously for resource allocation,
resulting in inefficient outcomes. For instance, Murphy, Shleifer and Vishny (1991) examine

the allocation of human capital and find that in countries where rent seekers can claim a
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Figure 3.4: Service (value added) share of GDP, worldwide, 2009
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substantial part of wealth through official and unofficial expropriation, the most talented
people join rent-seeking rather than entrepreneurial activities, thereby reducing economic
growth. Recent experiences of transition economies show that the state is a central barrier
to economic development in postcommunist countries (Shleifer 1997; Frye and Shleifer 1997).
Although Poland and Russia adopted similar reform packages, Russia lags significantly be-
hind Poland in the transition of its government. Consequently, the Polish economy prospered
while Russia continues to produce the wrong products.* Gehlbach (2008) provides a polit-
ical economy logic of the distorted Russian economy. He argues that politicians have an
incentive to provide collective goods disproportionally to sectors that are important sources

of state revenue and are anticipated to be more tax complaint. As a result, in the former

4For instance, in Russia the vodka sector was created in localities where comparative advantage in vodka
industry is absent (Gehlbach 2008).
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Soviet Union, where the revenue base was largely inherited from the old regime, politicians
were systematically biased against the new private enterprises that are less taxable, whereas
in Eastern Europe, the revenue base was restructured to include the new private sector,
thereby encouraging politicians to promote the new economy. Along this line, this chapter
examines the role that local governments play in allocating land quotas.

The second strand in the literature begins with the pioneering work of Mancur Olson
(1993) examining the incentive structure of politicians. The state is after all staffed by
politicians who are themselves subject to institutional restrictions affecting their time hori-
zon. Olson’s analogy of roving and stationary bandits best illustrates the logic of time hori-
zon. A “roving bandit” with a short time horizon has a strong incentive to confiscate wealth
and abrogate contracts without considering the long-run consequences of his choices. Such
predation destroys the incentive for citizens to engage in productive activity, contributing to
a decline in economic output. In contrast, a “stationary bandit” with a long time horizon has
an incentive to provide public goods, respect individual property and contract enforcement
rights so as to extract the maximum possible net surplus in the long run. This action en-
courages citizens to invest and produce, and consequently generates economic growth under
a dictatorship. Clague et al.(1996) find compelling empirical evidence that the time horizon
of politicians has an impact on property and contract rights. Wright (2008) demonstrates
that autocrats with long time horizons use foreign aid more effectively than those with short
time horizons. This chapter applies the logic of time horizons to the Chinese context and
finds support for this line of thought.

The third strand build on the vast literature on the Chinese political economy. China’s
economic development relies critically on local governments. The mechanism that aligns local
government incentives with promoting economic growth lies in the fiscal contracting system
(Oi 1992; Montinola, Qian and Weingast 1995; Oi 1999; Jin, Qian and Weingast 2005). This
fiscal arrangement, however, was replaced by a tax sharing system in 1994, which differs
significantly from the previous fiscal system. Moreover, the previous literature examining

how local governments promote economic growth did not take land into account (Oi 1999;
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Whiting 2000), because at the time when this research was conducted, the land market was
largely absent: land was distributed to land users by the state, free of charge. Although
research on China’s land reform is now growing, it pays exclusive attention to how land has
become an important instrument for local government in promoting the local economy (Lin
2009; Hsing 2010; Man and Hong 2011; Whiting 2011). The land quota restriction has been
largely ignored: a few studies have very briefly noted the land quota system (Lin 2009; Hsing
2010), but failed to examine it in detail.

According to my interviews with officials across localities and across all levels of lo-
cal governments, land quotas appeared to be the most binding constraint in promoting local
economic growth, indicating that land quotas have become a scarce resource for local govern-
ments.’ This is especially the case along the east coast, where the economy has developed the
most. For instance, when I asked why a piece of unoccupied land located within an economic
development zone could not be used for industry in Wenzhou, the official responded: “We
ran out of this year’s quotas, and we are waiting for new quotas” (Interview 7ZJ04190210).
My in-depth qualitative interviews identify land quotas constraining local government offi-
cials in attempting to promote the local economy. Using the “grabbing hand” model and
the time horizon model as theoretical departures, this chapter examines how the new fiscal
arrangement affects local politicians in sectoral allocation of land quotas.

The contribution of this chapter is three-fold. First, by highlighting the largely overlooked
yet important institutional constraint of land quotas, it contributes to the growing literature
on China’s land reform. Second, it systematically examines how the new fiscal system and
land change the dynamics of how the local economy operates. By establishing empirically

the relationship between the fiscal system, land, and local resource allocation strategies,

SInterviews ZJ12160109, GDO01311110, GD03040110, GD03040210, GDO03050110, ZJ03190110,
7J03190210, ZJ03290110, JS04020110, JS04060110, JS04071110, ZJ04120110, ZJ04130110, ZJ04160110,
7J04160210, ZJ04190110, ZJ04190210, ZJ04200110, ZJ04200210, CQ04250110, CQ04280110, CQO5060110,
CQ05060210, CQ05110110, CQ05121210. Interviews were conducted in Zhejiang, Jiangsu, Guangdong and
Chongqing and cover a wide range of local leaders from provincial-level officials to village party secretaries.
See appendix A for discussion of interview subjects and interviewee coding.
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this chapter updates the literature on the Chinese political economy. Third, it offers a
political economic logic of resource allocation between economic sectors. It shows that the
length of politician tenure is one of the main driving forces, thus adding another layer to our
understanding of the distortion of the economic structure.

The rest of the chapter is organized as follows. Section 3.2 discusses local governments,
the main players considered in this chapter, and their preferences. It examines the political,
fiscal, and land quota constraints facing local politicians. Section 3.3 details the political
economy of sectoral allocation of land quotas. It develops a simple two-period model to the-
orize the arguments and derive hypotheses. Section 3.4 describes the data and construction
of variables. Section 3.5 estimates the effects of economic and political determinants on local
land quota allocation and explores the robustness of findings. Section 3.6 concludes.

3.2 Players, Preferences, and Institutional Context

This chapter considers local politicians as the main players. A local politician is assumed
to maximize revenue, subject to constraints. Social scientists have long stressed the impor-
tance of revenue extraction. Edmund Burke (1790) succinctly asserted over two centuries
ago:“The revenue of the state is the state. In effect all depends upon it, whether for support
or reformation.”® Although it is common in the political economy literature to assume that a
rational self-interested ruler is a revenue maximizer (Bates 1981; North 1981; Levi 1988; Ol-
son 1993), it still requires some elaboration in the China context. Unlike democracies, where
politicians are restricted by voters, officials in authoritarian China are managed through
the nomenklatura system, through which the Communist Party holds the ultimate author-
ity over personnel management (i.e., appointment, promotion, transfer, or removal) of all
Party and state main leaders (Manion 1985; Burns 1994; Lam and Chan 1996). The career
prospects of leading officials are based on their performance, evaluated regularly using the

target responsibility system (TRS), a set of performance criteria that induce local officials

6Quoted in Pollack 2009, p. 1.
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to act in ways commensurate with the preferences of the Party-state (Tsui and Wang 2004;
Whiting 2000, 2004).

For example, the performance of local political leaders” in a prefecture-level city in Guang-
dong province is evaluated yearly based on the ten indicators detailed in Table 3.1. A target
for each indicator is set for each locality prior to the evaluation. Each indicator is assigned
a baseline score: a higher score means more weight in the overall score calculation. Score
calculation varies across indicators: some are dichotomous, indicating whether or not the
target has been reached, while others provide a relative measure, comparing different local-
ities. An examination of the evaluation scoring in Table 3.1 offers two stylized facts. First,
local budgetary revenue is assigned the highest score, indicating its priority status among
the indicators. Recent statistical analysis shows that provincial-level officials who contribute
more revenue to the central government are more likely to be promoted (Sheng 2010; Shih
et al. 2011). Second, consistent with the literature (Edin 2003; Landry 2003, 2008; Li and
Zhou 2005), the evaluation is biased toward economic performance: five out of ten indica-
tors are economy-related and the sum of the baseline scores of these indicators accounts for
50 percent of the total baseline score.® The score calculation for the economy-related indi-
cators takes into account the ranking in target fulfillment across local jurisdictions, which
promotes competition among local jurisdictions. Evaluation results have an impact on indi-
vidual wealth accumulation of local political leaders and, more importantly, on their career
advancement.

Despite being a top priority, the economy-related criteria are hard to fulfill because of
budgetary revenue shortfalls. The rapid economic growth in China since the 1990s has been

maintained by substantial urban bias, massive infrastructural investment, and preferential

"To protect my source, I do not identify the city. The local political leaders subject to evaluation by the
city comprised the following positions from each district under its jurisdiction: party secretary and deputy
party secretary of a district’s party committee, members of the standing committee, director and deputy
director of district government, people’s congress, people’s political consultive conference, and secretary and
deputy secretary of the commission for disciplinary inspection.

81 consider the first four indicators and the development of hi-tech zone to be economy-related.



54

Table 3.1: Cadre Evaluation of a Prefecture-level City in Guangdong Province, 2009

Evaluation Indicator Baseline Bonus/Subtraction Score Score Calculation
Score
GDP growth rate (%) 13 Rank 1 to 5 and obtain addi- 1. Obtain the baseline score if
tional points consisting with the the target is reached.
ranking: 1.3, .91, .65, .52, .39 2. Obtain the baseline score
Local budgetary rev- 15 Rank 1 to 5 and obtain addi- subtracting the additional score
enue growth rate (%) tional points consisting with the if the target is not reached but
ranking: 1.5, 1.05, .75, .60, .45 fulfilled at least 90%.
Local fixed-asset invest- 8 Rank 1 to 5 and obtain addi- 3. Score 0 if the target is
ment growth rate (%) tional points consisting with the fulfilled less than 90%.
ranking: .80, .56, .40, .32, .24. 4. Obtain baseline score plus
Real FDI growth rate 7 Rank 1 to 5 and obtain addi- bonus score if the target is
(%) tional points consisting with the over-fulfilled.
ranking: .70, .49, .35, .28, .21
QDP COCIEy Consump- 13 No ranking Get full score if the target is
tion reduction rate (%) fulfilled and 0 otherwise
S04 emission 10 No ranking ’
Chemical oxygen de- 7 No ranking
mand (COD) emission
Development of Hi-tech 7 Rank 1 to 5 and obtain addi- Each indicator is further divided
Zone tional points consisting with the into many categories measured
ranking: .70, .49, .35, .28, .21 by sub-indicators. The indicator
Social security 10 No ranking is scored 0 as long as one of its
Social safety control (I): 5 Rank 1 to 5 and obtain addi- sub-indicators is not fulfilled.
Production safety con- tional points consisting with the
trol ranking:.50, .35, .25, .20, .15
Social safety control 5 No ranking
(IT):  Fire  accident
control
Total Score 100

Source: Internal government document obtained from fieldwork, 2010.

Note:

This prefecture-level city is comprised of five districts. Thus, the ranking is from one to five.

The first four indicators are ranked based on the formula:

actual per formance value—target value % 100% Indi-

target value

cators #2, #3, and #4 are also ranked in absolute term, i.e., (actual per formance value —target value), the
numerator of the previous formula. That is, GDP final score is a sum of baseline score and one additional
score, while the final score for indicators 2-4 constitute a baseline score and two additional scores. The
indicators of development of hi-tech development zone and production safety control are further divided into
several sub-indicators. The two indicators are ranked according to the sum of their sub-indicator scores.
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treatment to large state-owned enterprises (SOEs) and foreign direct investment (FDI). This
form of growth is conceptualized as “state-led capitalism” that relies heavily on investments
from local governments (Huang 2008). The problem is that local politicians, who desperately
need revenue to promote the local economy, run budget deficits themselves. Economic com-
petition across jurisdictions motivates local politicians to provide preferential treatment (e.g.,
tax breaks) to attract investors, resulting in lower local tax collection. More importantly,
fiscal pressure on local politicians was intensified by the tax sharing system (TSS) launched
in 1994, which fundamentally changed the dynamics of how central and local governments
divide tax revenue. The TSS successfully transferred revenue from local governments to the
center, but it failed to adjust expenditure responsibilities for local governments, as shown in
Figure 3.5. As a result, local politicians experienced a sharp decline in local revenue while
they are still expected to take on the same expenditure responsibilities for the provision of a
wide range of public goods and services (e.g., education and healthcare), thereby creating the
potential for substantial budget deficits (World Bank 2002; Wong 2009). The deficit problem
appears more severe as one looks down the administrative hierarchy, because a local govern-
ment has to share its tax collection with all local governments above it administratively, in
addition to the central government (Oi and Zhao 2007).° Figure 3.6 is a scatterplot of the
budget deficit measured by the ratio of local expenditure to budgetary revenue against local
GDP in 2005 for a probability sample of 120 cities in China.'® Of the 120 cities surveyed,
117 cities had ratios greater than 1, meaning they spent more than they took in.'! The
figure also indicates a negative correlation between the budget deficit and local GDP: the

richer the city, the smaller the fiscal gap between expenditure and revenue.

9There is some variation in how local governments at different levels share local revenue. For example,
in Zhejiang province, local revenue at the county level is shared with the provincial government but not the
municipal government administratively above it.

0For further discussion on sampling selection of the 120 cities, see section 3.4.1 on data.

' The three cities that ran budget surpluses are Hangzhou, Fuzhou, and Urumg;i.
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Figure 3.5: Subnational Budgetary Revenue and Expenditure, 1978-2008
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The mismatch between subnational governments’ revenue and expenditure mandates
leads to greater reliance on intergovernmental fiscal transfers, which have not yet offset the
local fiscal gap (World Bank 2002; Whiting 2011). A large amount of intergovernmental
transfers are pegged to the size of the local government payroll, meant to guarantee the min-
imal maintenance of local governments, leaving unsolved the problem of insufficient revenue
to promote the local economy (Shih et al. 2010). A combination of heavy expenditure respon-
sibilities and ineffective intergovernmental transfers creates revenue-starved local politicians
who must resort to extrabudgetary revenue to supplement inadequate government funding.
A high-ranking provincial-level official described his tough fiscal situation very bluntly: “The
center takes the larger piece of the local tax revenue pie, while the local government gets
the smaller piece. However, we local governments have to do all the work. We need money.

We can rely on nothing but land, so we grab land and we must maintain a monopoly over
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Figure 3.6: Budget Deficit against Local GDP of 120 Municipalities, 2005
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land” (Interview CQ05060110). Not only does this quote describe the budget deficit problem
facing local politicians, but it also provides the single solution to the problem: land.

Local politicians are motivated to expropriate land, as reflected in the quote above. More
importantly, their land expropriation is protected by legal and state regulations. Under
the existing land tenure system, land is segmented into urban land owned by the state
(meaning the local government or some other government agency) and rural land owned by
rural collectives. The state can expropriate rural land for the sake of the “public interest”
(Constitution, Article 10). Under this principle, the state that claims to represent the
“public interest” retains ultimate authority over all land, urban or rural (Hsing 2010). Since

the introduction of the land leasehold market in 1988, land use rights are separated from land
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ownership rights and can be leased out in the market for a fixed number of years.'? However,
the sale of long-term leases for construction land use rights is limited to the urban land

market.!3

The revenue from leasing urban construction land use rights is received as a lump
sum payment made at the time of the transaction, officially called the “land conveyance fee”
(L ik4), and it constitutes the dominant component for local extrabudgetary revenue.
Governed by this dual land system, rural land must be first converted to urban land in
order to fully realize its market value. As a result, the state—the exclusive body with the
authority to expropriate land—obtains land from rural households and provides relatively
low compensation.'* The state, which monopolizes the primary urban land market,'> then
leases land use rights at a price substantially higher than the land compensation paid to
rural households. The price differential between rural and urban land arising from the
distorted land market generates monopoly rents, easily captured by local governments. Local
politicians not only grab land in the city outskirts by converting rural land into urban land,
but also fight fiercely with other urban land owners, or “socialist land masters,” who occupied
their land through administrative allocation in the pre-reform era (e.g., SOEs and military

units) within urban areas (Hsing 2010).

12The land-lease time limit is determined by the purposes of land use. Land use rights can be leased out
for 70 years, 50 years, and 40 years when land is used for residential, industrial, and commercial purposes,
respectively. See State Council, Interim Regulations on Transfers of Urban State-owned Land Use Rights

(R A A AL LR AL LR B AT 26 481), 1990, Article 12.

13From a land use perspective, land is categorized into agricultural land, construction land, and unused
land. Land Administration Law, Article 4.

4Compensation is composed of land compensation fees, resettlement fees, and compensation for what
was attached on the expropriated land. The Land Administration Law specifies the compensation to rural
households whose land is expropriated (Article 47).

15There are two types of urban land market: primary and secondary. The primary land market exists
between the government, the exclusive land use rights sellers, and land users who receive land use rights
from the government through negotiation (#}1X), bid invitation (f##5), auction (¥13Z), and quotation (#:
). In the secondary land market, land use rights switch from one land user to another through transfer

(#il), sublease (¥4#), and mortgage (HEH).
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Under the dual land tenure system, land has become a key source of revenue for local
governments (Perkins 2009; Man 2011; Whiting 2011). It helps local politicians relieve their
fiscal stress and fulfill unfunded expenditure mandates. Meanwhile, the rapid shrinkage
of rural land has become a major source of social instability and food insecurity, both of
which concern the central government. Forced eviction and inadequate compensation during
land expropriation are the main cause of social unrest. Reportedly, about 65 percent of
mass protests in rural areas are triggered by land disputes (China Daily 2010). The central
government, concerned first and foremost about regime stability, has aggressively increased
its control over land supply.'® It announced a one-year moratorium on arable land conversion
to non-agricultural use in May 1997 and a six-month freeze on agricultural land conversion
in April 2004.17

In 1998, the central government substantially revised the Land Administration Law to
take agricultural land preservation more seriously. The central government attempts to con-
trol the total amount of construction land at the subnational level by setting mandatory land
quotas.!® These quotas are distributed top-down, along the administrative hierarchy: the

central government sets national quotas and disaggregates them to provinces; each province

16Deng Xiaoping emphasized the overriding importance of political stability. In the absence of a stable
environment, China would not be able to achieve anything and might even lose what has been accomplished.
See Yang 2004, pp. 4-6.

17For the first moratorium on land conversion, see State Bureau of Land Administration and State Planning
Commission, Regulation on Freezing Non-agricultural Construction Project Occupying Arable Land (#4454
Aol 2 % o5 BRI E ), May 20, 1997. For the second freeze, see General Office of the State Council,
Urgent Notification of Regulating Land Market and Strengthening Land Management (% T ¥R AFJ& 14
T 3796 BB ™ b - S R 1) S SUB RN, April 29, 2004.

18These land quotas include agricultural land conversion to construction land, arable land to be maintained,
and arable land to be created through development and reclamation. See State Council, Regulations on the
Implementation of the Land Administration Law (1% %505 2% 1), December 27, 1998, Article 13.
These quotas are also specified in several local government documents, which are not publicly accessible, but
are available in redacted form by contacting the author.



60

then disaggregates its quotas to its municipalities, and each municipality to its counties.!®
To facilitate local compliance, the central government has invested in satellite remote sensing
technology to detect local land violations. Land quota restrictions pressure local governments
to use land more efficiently. Some provinces (e.g., Zhejiang, Guangdong) have experimented
with including land use efficiency as an indicator in their performance evaluation of offi-
cials. Referring back to the evaluation scoring in the prefecture-level city of Guangdong in
Table 3.1, land use efficiency was a sub-indicator under the category of development of a
Hi-tech zone. Failure to meet the quota requirement results in sanctions (e.g., warning) and
a reduction in land quotas for the following year.?°

To sum up, the main players in this analysis are politicians at the subnational level.
Although economic decentralization grants local politicians considerable discretionary power
within their jurisdictions, they are still subject to the political (i.e., control of career prospects),
fiscal, and land quota restrictions imposed by the central government. Local politicians pre-
fer to maximize revenue not only because revenue is a crucial indicator in the cadre evalua-
tion, but also because they must first extract sufficiently large revenue to promote the local
economy and meet other targets specified in the evaluation so as to increase the likelihood
of career advancement. As such, the revenue-maximizing local politician assumed in this
chapter does not conflict with the office-seeking local politician when he faces serious fiscal
pressure.

3.3 Theory
3.3.1 Political Economy of Sectoral Allocation of Land Quotas

Revenue structure has an important impact on revenue extraction strategies adopted by

politicians (Easter 2002; Gehlbach 2008). A big challenge facing post-communist countries

19Tn practice, there is some variation in quota assignments across provinces. For instance, in Zhejiang,
the provincial government bypasses municipalities and directly assigns quotas to its counties (Interview
7J04200110). The interview subject was a vice mayor of a county-level city in Zhejiang.

20General Office of the State Council, Urgent Notification of Regulating Land Market and Strengthening
Land Management, April 29, 2004, Article 4.
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during the transition to the market economy is to reconstruct the revenue base and restore
the capacity to raise revenue, because economic reforms (e.g., liberalization and privatiza-
tion) destroyed old revenue sources under communism while creating new untapped sources
(e.g., the private sector). In China, similar to other communist countries, the tax base prior
to economic reforms depended overwhelmingly on a few thousand large state enterprises.
In the late 1970s, over 80 percent of budgetary revenues were extracted directly from the
state industrial sector, in the form of taxes and profits collected from state-owned enterprises
(Naughton 1992). Unlike its communist counterparts, however, the economy in China first
gained its momentum in the rural areas through the development of collectively-owned town-
ship and village enterprises (TVEs). Decollectivization of agricultural production transferred
the bulk of agricultural income from rural collectives to individual households, forcing local
cadres to develop alternative sources of revenue to supplement the loss from the previous rev-
enue base (i.e., revenue from agriculture) (Oi 1992, 1999). The relaxation of state monopoly
control of industry allowed non-state economic actors to enter into the industrial sector,
thereby providing a new revenue source for local governments (Naughton 1992). Perhaps
more fundamentally, the fiscal contracting system?!' in 1978-1993 granted local governments
residual rights over the local revenue, thereby creating incentives for local governments to
promote the local economy (Oi 1992; Montinola, Qian and Weingast 1995; Oi 1999; Jin, Qian
and Weingast 2005). Under this fiscal system, firms submitted their taxes and fees to the
level of government that owns them. TVEs thus became an important revenue source for
rural governments. This particular fiscal arrangement “allowed the local residual to grow to
maximum proportions, even at the cost of denying the central state maximum tax revenue.
Localities were allowed to benefit disproportionately from local economic growth. ...The Chi-
nese reforms succeeded in generating local economic growth because the central state did

not get the taxes right” (Oi 1999, 57). However, not all local cadres chose to develop TVEs.

21The fiscal contracting system required local governments to submit only a portion of their revenues to
their superiors according to the contract with their superiors; local governments retained all, or at least
most, of the remainder.
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In areas with a historical legacy of weak collective enterprise development, most typically in
Wenzhou in Zhejiang province, local cadres developed their revenue sources by aggressively
promoting the private sector (Whiting 2000).

Local revenue maximization did not translate into tax maximization, because local cadres
shifted their revenue source from tax to non-tax income by imposing various non-tax fees and
levies, both of which fall into the category of extrabudgetary revenue (Oi 1992). As a result,
despite successful rural industrialization, total government budgetary revenue nevertheless
declined dramatically from 31 percent of GDP in 1978 to 11 percent in 1994 (China Fiscal
Yearbook 2009, p. 475). In contrast, extrabudgetary revenue grew from 10 percent of GDP
in 1978 to 14 percent in 1992 (China Fiscal Yearbook 2009, p. 497). Not only did budgetary
revenue diminish, but the central government’s share of budgetary revenue also declined
dramatically. Beginning in 1994, when the tax system was reformed, both budgetary revenue
and the share claimed by the central government started increasing.

Under the new fiscal scheme launched in 1994, a local government’s tax base is com-
prised primarily of business tax (EM/Hi),** value-added tax (VAT), and income tax from all
enterprises other than central state-owned enterprises. The three taxes combined account
for 60-70 percent of local budgetary revenue.?> Examining who pays what indicates that
the major tax components vary considerably across sectors.?* Both industry and service
(tertiary) sectors pay corporate income tax, but the former contributes to VAT, whereas
the latter contributes to business tax with only a few exceptions: the construction sector is

categorized as industry but pays business tax, whereas the wholesale and retail sectors are

22Business tax is a form of turnover tax, levied based on the volume of turnover or sales of the taxpayers
in circulation or service sectors.

23This range is calculated by the author from a dataset compiled from China Fiscal Yearbook, 1995-2009.

24The economy is divided into three sectors: primary, industry, and tertiary (service). In China, the
primary sector refers to agriculture. The industry sector is comprised of mining, manufacturing, production
and supply of electricity, gas, and water, and construction industries. All economic activities not included
in the primary and industry sectors fall into the category of the service sector, such as real estate, banking,
and retail.
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categorized as service sector but pay VAT. Table 3.2 provides details on tax variation by
sectors. Of all VAT contributors, manufacturing industry contributes the most: its contri-

bution to VAT was about 60 percent from 2001 to 2006 (China Tax Yearbooks 2002-2007).

Table 3.2: Local Tax Contribution, by Sectors, 2003-2008

Sectors VAT Business Income
Tax Tax

Mining X
Manufacturing
Industry Production and supply of electricity, gas, and water X
Construction X
Transport, Storage, and Post
Wholesale and retail* X
Finance
Service  Information transmission, computer, and software
Business services
Real estate
Others

X

X
X X X X X X X|X X X X

X X X X X

Source: China Tax Yearbooks 2001-2007.

Note: *Data from the China Tax Yearbooks in years 2001 and 2002 indicates that the wholesale and
retail industry pays both VAT and business tax, and the yearbooks after 2003 shows that it pays
VAT only.

While local budgetary revenue is primarily composed of taxes, the land transfer fee dom-
inates local extrabudgetary revenue. Similar to tax revenue, the land transfer fee also varies
significantly across sectors. From a land use perspective, construction land is categorized
into land for industrial, commercial, and residential uses. Industry occupies land for indus-
trial use, whereas most sectors that fall into the category of tertiary industry occupy land
used for commercial and residential purposes. In general, the land transfer fee generated
from land for commercial and residential use is much higher than that generated from land
for industrial use, as shown in Figure 3.7: the land profit generated by the former was four

times the profit from land used for industry in 2004 and almost eight times in 2008.
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Although the service sector generates land revenue that is more sizable and more im-
mediate than that generated by industry, such revenue is a one-time payment. Once the
land transaction is over, the land revenue dries up. The business tax generated by service
sector has an initial spurt but stabilizes at a low level afterwards (Tao et al. 2010). For
instance, the real estate sector, the primary business tax contributor, produces high business
tax at the time houses are sold. Unlike many developed countries, China has not introduced
a property tax. Omnce housing sales are over, government business tax drops quickly. In
contrast, industry usually cannot generate high revenue at the early stage and often has a
longer take-off period, but it can generate a steady revenue stream in the long run. More-
over, the development of the manufacturing industry, the primary VAT contributor, has a

spillover effect on the economy. After manufacturing firms are established, their employers

Figure 3.7: Sectoral Difference in land revenue, 2004-2008

million RMB/hectare

2004 2005 2006 2007 2008

_ land for commercial and residential use _ land for industrial use

Source: China Land and Resources Yearbooks 2005. China Land and Resources Statistical Yearbook 2006-
2009.
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create demand for housing, entertainment, shopping, and so on, thus contributing to the
development of the local service sector. In short, there is a trade-off in the local revenue
contribution between industry and service sectors once time is taken into account: the latter
generates more land revenue, which is a one-time payment, but the former produces a stead-
ier revenue stream in the long run. Applying Olson’s logic to resource allocation in China
now becomes straightforward. A local politician with a long time horizon, like a stationary
bandit, is more likely to allocate more resources to industry that generates sustainable local
economic growth so as to profit from greater revenue in the future. A local politician with a
short time horizon, like a roving bandit, will distribute more resources to the service sector
that generates immediate revenue.

In the Chinese context, there are two institutional arrangements of the personnel man-
agement system that are expected to influence the time horizon of government officials:
mandatory retirement and rotation of officials. In an effort to streamline and rejuvenate the
cadre corp, age-based retirement from office was introduced to replace the de facto lifelong
tenure in 1982 (Manion 1993).?° The rules generally set retirement ages at 55 for women and
60 for men. Officials in specified positions of leadership retire later, at 60 or 65, depending
on position (CCP Central Committee 1982, Article 3).26 Survey data show that the imple-
mentation of mandatory retirement policy improved over time and is now strictly enforced

(Li and Zhou 2005; Landry 2008).

25The central government started promoting retirement reform for officials in 1978. Between 1978 and
1981, the retirement age was set in regulations, but the criteria of poor health and inability to continue work,
not old age per se, were the actual determinants of retirement. In 1982 age-based retirement was established
as a general rule, without reference to health or ability to perform official duties. For more discussion on
age-based retirement, see Manion 1993.

26The following officials, men and women, retire at 65: government ministers and Central Committee de-
partment heads, provincial party committee first secretaries, and provincial governors. The following officials
retire at 60: deputy ministers and Central Committee department depute heads, provincial party commit-
tee secretaries (other than first secretaries), provincial deputy governors, bureau chiefs and their deputies
in State Council and Central Committee bureaus, heads and deputy heads in provincial party committee
and provincial government departments, prefectural party committee secretaries and deputy secretaries, and
prefectural mayors and deputy mayors. See CCP Central Committee, Decision on Institutionalization of
Retirement of Aging Cadres (H13 i ¢ T #3722 T HB R ] B 148 ), February 20, 1982, Article 3.
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Officials are constrained not only by age-based retirement that sets a maximum value on
their expected remaining political life, but also by the rule of rotation that sets a tenure limit
for a particular position. To prevent the entrenchment of local political bosses, a leading
official of a local party committee and government must be transferred if he or she has worked
in the same position for ten years. Officials can be transferred between different localities,
departments, levels of government, and across party, government, enterprises and public
organizations (CCP Central Committee 1995, Article 38).?” Positions in party committees
and governments at the county level or above have a term limit of five years (General Office
of the CCP Central Committee 2006, Article 3 and 6). That is, no one can stay in the same
position for more than two terms. By the end of the second term in office, a politician faces
one of the following political fates: promotion within the same locality or elsewhere, transfer
to a position of identical bureaucratic rank, exit from office if he reaches retirement age, and,
in the worst cases, removal from office for some reason (e.g., corruption). It is expected that
local politicians at the start of their terms have long time horizons. As they move to the end
of their terms, their time horizons shorten. Knowing they will not serve in the same position
after their terms are over, they are less interested in maximizing revenue in the long run.

In sum, the 1994 tax sharing system introduced significant changes to local revenue struc-
ture. It not only redefined the fiscal relationship between the central and local governments,
but also shifted local revenue structure from an ownership-based structure to a sectoral-based
structure. Local politicians are thus expected to develop sectoral, rather than ownership,

preferences in resource allocation so as to generate revenue.

3.3.2 Model

A local politician is a revenue maximizer, subject to the land quota assigned from above.

Let k& be the land quota available to her. The politician values all sources of revenue,

2"The rotation requirement for officials was reiterated in 2002. See CCP Central Committee, Regulation
on Selection and Appointment of Leading Party and Government Officials (5B F &5k k1 H TAE %
B). July 9 2002, Article 52.
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budgetary and extrabudgetary. Budgetary funds come from tax revenue collected from
firms. Let 7 be the tax rate imposed by the higher-level government. Extrabudgetary funds
are primarily derived from leasing land use rights. Let s be the land conveyance fee collected
per unit of land by the local politician. Let ¢ be the cost incurred by the local politician
in preparing expropriated land for leasing out. This cost includes compensation to previous
land users as well as infrastructure built on the land to sell. T consider two sectors in the
economy: manufacturing industry (denoted as 1) and tertiary industry (denoted as 2). A
local politician assigns k units of land to a sector. I denote the sector’s production function
with k units of land input by f(k). I further define fi(k;) = Aiky and fo(ko) = Agky where
0 < a < 1. The two sectors take different functional forms in their production functions
because a manufacturing firm is unlikely to be sensitive to location. Hence, a linear function
is sufficient to capture the characteristic that every additional unit of land used for industry
produces a constant return. By contrast, land used for residential and commercial purposes
is sensitive to location: land closer to the city core is likely to be more expensive than land
further away from the city core, and this is captured by a concave function.

A local politician collects both tax (budgetary) and non-tax (extrabudgetary) revenues.
Consider a simple two-period model: in the first period, a local politician sells construction
land use rights and receives a land conveyance fee, but she cannot receive tax revenue be-
cause it takes time for land users to generate tax. For instance, a land developer can generate
tax revenue only after she builds houses and successfully sells them. In the second period,
the politician collects tax revenue from both sectors, but not a land conveyance fee, which is
a one-time lump sum payment at the time of land transaction. A politician’s time horizon

is captured by the discount rate d.

A local politician maximizes:

k ko — c(k k
max s 1+ Soko — c(ky + 2)+1+d

[T1f1(k1) + T2 fa(K2)]

s.t. k’l +l€2 S ]%
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The interior solution is as follows:

1

]{j* _ ( TQAQO( )1_0‘
2 T1A1+<1+d>(51—82)
_1
= — ( Ty Ascx ) 1
1 T1A1+<1+d>(51 —82)
(1) % > 0, % < 0, we expect to observe that:

Hypothesis 1: As industry generates more local tax revenue, local politicians allocate more
land quotas for industrial use and consequently fewer land quotas for commercial and resi-
dential use.

ok} ok}
(2) 8(0&7’21142) < O’ 8(047’22142)

> (0, we expect to observe that:
Hypothesis 2: As the service sector generates more local tax revenue, local politicians
allocate fewer land quotas for industrial use and consequently more quotas for commercial

and residential use.

(3) Given that the land conveyance fee generated per unit of land used for commercial
and residential purposes is higher than that from land for industrial use, i.e., (s — s2) < 0,
we get % <0, % > 0, we expect to observe that:

Hypothesis 3: Local politicians with longer time horizons allocate more land quotas for
industrial use and consequently fewer quotas for commercial and residential use.

3.4 Data and Measurement
3.4.1 Sample

I compiled an original dataset for a probability sample of 120 prefectural-level cities to test
the hypotheses. These 120 cities are a probability sample constructed by the World Bank in
its survey of “China Governance, Investment Climate, and Harmonious Society: Competitive
Enhancement for 120 Cities in China” in 2005 (World Bank Report No. 37759-CN, 2006).

Cities in China vary in administrative levels: there are four provincial-level municipalities,
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15 deputy provincial cities,®® 268 prefectural-level cities, and 368 county-level cities (China
City Statistical Yearbook, 2009). The survey selects cities at the prefectural level and above.
In particular, all 19 cities from the first two categories are included in the sample. The 120
cities are from all provinces except Tibet. For each province, the capital city is included.
The inclusion of additional cities for a particular province depends on provincial GDP. A
map in Figure 4.3 shows where the 120 cities are located: 287 cities at the prefectural level
and above are represented by dots, and the 120 cities included in the sample are highlighted.
The 120 cities accounted for 70-80 percent of China’s GDP in 2005, when the survey was

conducted.

Figure 3.8: A Sample of 120 Municipalities

S LS LT

28The four provincial-level municipalities are Beijing, Tianjin, Shanghai, and Chongging. The 15 deputy
provincial level cities are Ha’erbin, Changchun, Shenyang, Dalian, Jinan, Qingdao, Nanjing, Hangzhou,
Ningbo, Xiamen, Guangzhou, Shenzhen, Wuhan, Chengdu, and Xi’an.
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3.4.2 Data Compilation

Data on the 120 cities come from official Chinese publications and sources. Tax revenue
data comes from Financial Statistical Material for Prefectures, Cities, and Counties Na-
tionwide, issued by the Ministry of Public Finance. China Land and Resources Statistical
Yearbook, issued by the Ministry of Land and Resources, has land revenue data disaggregated
at the prefectural level. Economic data (e.g., GDP per capita, city population, and economic
structure) comes from City Statistical Yearbook. Data on political elites are compiled from
career histories of city leaders, including both Party secretaries and mayors. Data from the
various sources cited above are collected for the sample of 120 cities to form a new original
dataset.

3.4.3 Measurement of Key Variables

Dependent Variable: Land quota allocation between industry and services is the de-
pendent variable. As discussed in the previous section, industry occupies land for industrial
purposes, whereas tertiary industry occupies land for commercial and residential purposes.
Ideally, we want to know how many land quotas are distributed to each sector. With this
option not available at the city level, land allocation between the two sectors is proxied by
land allocation between nonmarket and market transactions, because land revenue differen-
tiation by sectors is caused by the way that land leases are transacted. Local governments
have four methods to lease urban construction land use rights: one non-market approach
of arranging one-on-one meetings with potential land users to negotiate the land lease, and
three market approaches of bid invitation (Fi#%), auction (¥15Z), and quotation (#:f#). In
any of the last three approaches, the price of land leases is driven by market forces, thus it
is substantially higher than the negotiated price. Most industrial land use rights are leased
out by nontransparent negotiation between local officials and firms. In 2006, 97 percent of

land used for industry was leased by negotiation, and nearly 80 percent of land used for
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commercial and residential purposes was leased by market approaches (i.e., bid invitation,

auction, and quotation combined).?

Figure 3.9: Histogram for Land Allocation Ratio, 2006

Histogram and density

2 0 2 4
logit transformation of industrial land allocation ratio

Source: Author’s dataset.

I use the ratio of land transacted by negotiation to the total amount of land available to
measure land quotas allocated to industry. As a ratio is bounded between 0 and 1, a logit
transformation is employed to convert the bounded dependent variable into an unbounded
one. Figure 3.9 plots both histogram and density for the logit transformation of land quota

allocation ratio. The logit transformation of the dependent variable is normally distributed

29This proxy is not a good measurement after 2007, when the central government required state-owned
construction land to be leased out using market approaches only. See State Council, Circular of the State
Council on Intensifying Land Control ([ 2% Bt 2T i ik 4= 3 i #2545 3¢ [ B fr @ 1), August 31, 2006, Article 5;
Ministry of Land and Resources, Provisions on the Assignment of State-owned Construction Land Use Right
through Bid Invitation, Auction, and Quotation (FAFr$SZ4: M H ik EAT 2 5 H A FAUILE), September
28, 2007, Article 4. In 2007, 74 percent of land used for industry was leased out by negotiation. In 2008,
this ratio dropped to 17 percent.
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centering at the mean of 0.7, meaning that an average of 65 percent of land quotas are

allocated to industry.

Independent Variables: Three sets of variables are of theoretical interest: economic de-
terminants, political determinants, and the constraint of land quotas.

Measurement of 1 A;: The tax rate in China is determined hierarchically. Under the
TSS, the central government sets the tax sharing ratios with the province only, leaving the
latter with substantial flexibility in determining the tax sharing ratios with their prefectures,
and the prefecture with its counties, and so on. As a result, the tax rate 77 is expected to vary
across cities. Ideally for A;, we want to have some measure on firm productivity aggregated
at the city level. Data for neither variable is publicly accessible for all 30 provinces covered
in the survey. Hence, I identify VAT to measure 7 A; indirectly. VAT is shared between
the central and local governments at a ratio of 3:1.3° It is a major local tax revenue source
paid primarily by industry on the added value derived from production. If we assume 71 to
be the value-added tax rate, an increase in both 71 and A; is expected to produce higher
VAT retained by local governments. Arguably, land, as a productive input, may affect VAT
in some indirect way, so that the measure produces an endogeneity problem. Empirically
however, land value-added tax is an independent category and paid separately from the VAT
under the existing T'SS system. To reduce the potential endogeneity, I construct a variable
called VAT ratio measured by the proportion of VAT in the total local budgetary revenue.

After the central government collects local revenue (e.g., 75 percent of VAT), it redis-
tributes the collected revenue to local governments in the form of intergovernmental fiscal
transfers. The intergovernmental transfer in China is primarily comprised of tax rebates
and earmarked transfers. The proportion of tax rebates in total transfers has been declining

whereas the proportion of earmarked transfers has been increasing over time. For instance,

30This VAT shared ratio means that the central government takes 75 percent of VAT, whereas the 25
percent is shared by all subnational government units, i.e., province, prefecture, county, and township. The
shared ratio is determined hierarchically.
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in 1996, tax rebates accounted for 72 percent of intergovernmental transfers, and this ratio
declined to 45 percent in 2001 (World Bank 2002, p. 19). Tax rebates are furthered cate-
gorized into tax rebates for income taxes, and tax rebates for VAT and consumption taxes.
To include the VAT in the form of intergovernmental transfers, I construct a variable called
tax rebates ratio, measured by the proportion of tax rebates for VAT and consumption tax
in total intergovernmental fiscal transfers received by each city. The tax rebates for income
taxes are not included in the numerator because they are contributed by both industry and
services.

Measurement of amyAs: The major tax generated by tertiary industry is business tax.
Consistent with the VAT ratio measure, I construct a variable called business ratio measured
by the proportion of business tax in total local budgetary revenue.

Measurement of d: Recall that d represents the discount factor, having an inverse
relationship with time horizon: a local politician with a long time horizon values the future
more than one with a short time horizon, thus having a smaller discount factor. Clague et
al. (1996) use the age of an autocratic regime to measure autocratic time horizon. Similarly,
I use the tenure in office of a local politician to measure his time horizon. For each city,
I consider the two most important leading positions in the analysis: party secretary and
mayor. [ construct two variables, CCP secretary tenure and mayor tenure, to measure how
many years a local party secretary or a mayor has been holding his current position, as of
the year 2005 when the World Bank survey was conducted. Since both positions are limited
to two terms with each term 5 years, both variables are discrete, ranging from 1 to 10. As
a local politician increases his tenure in office, his time horizon shortens. Such a measure,
however, fails to take the term constraint into account: an official who starts his second term
may have a longer time horizon than one who is close to the end of his first term but will
not serve a second term. Another concern arises when politicians have not completed their
terms but know they will be taking different positions elsewhere, causing their time horizon

to reach the smallest value long before their full term ends. Thus, the tenure effect on the



74

time horizon may be nonlinear. To address this concern, I add a quadratic form of tenure
in office for both party secretaries and mayors.

Normally, a party secretary and a mayor in a city are two different individuals. Two out
of 120 cities surveyed (Quanzhou in Fujian and Xianyang in Shaanxi) had the same person
serving concurrently as party secretary and mayor. As the appointment time for the same
person with respect to the two positions differs, thereby generating different values for the
time horizon, I treat the concurrent party secretary and mayor as two different persons.

Measurement of k: Recall that k is the constraint in the model. In the empirical
analysis, I construct a variable called land quota per capita measured by the ratio of total
amount of land available for lease to the total population for each city. Annual land quotas
are distributed from above at the beginning of each year. Because the time horizon is mea-
sured by year, it is possible that political leaders who start their appointment in year 2005
are unable to be involved in the decision-making on land quota distribution for that year.

Therefor, the land data are measured in year 2006.

Control Variables: I included a number of controls for factors that might be expected
to affect local land quota allocation. To capture the existing economic structure, the ratio of
the secondary sector in GDP is included. To capture the fiscal gap between formal budgetary
revenue and expenditure facing local governments, I construct the variable budget deficit,
which follows the measure by Lorentzen, Landry, and Yasuda (2010), using the ratio of local
expenditure to local budgetary revenue. A local government runs a surplus when the ratio
is smaller than 1, and a deficit when the ratio is greater than 1. The larger the deficit, the
larger the ratio. To capture city characteristics, I included the following variables: GDP per
capita, urbanization measured by the ratio of urban population to total population, and a
city dummy for the 19 cities at provincial and deputy-provincial levels. Another variable that
may have an impact on the decision making process of local politicians is their age. Local
politicians will be removed from office when they get close to the mandatory retirement age.

To take the retirement regulation into account, I construct variables distance to retirement
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for both party secretaries and mayors, measured by, as of 2005, how many years until they
reach age 65 for local politicians at provincial-level municipalities and age 60 for those at
deputy-provincial and prefectural-level cities.!

To match the World Bank survey conducted in 2005, all variables are measured for
year 2005 with only two exceptions related to land quotas. These two exceptions are land
quota allocation (i.e., the dependent variable) and the land quota constraint (i.e., k), which
are measured in year 2006 for the reasons explained above. Table B.1 presents summary
statistics of the key variables. The definition and data source for each variable are detailed
in Appendix B.

3.5 Analysis
3.5.1 Findings

Table 3.3 reports the OLS regression results for land quotas allocated to industry. To
allow for heteroskedasticity across observations, regressions are estimated with robust stan-
dard errors. I begin my analysis with the estimates that regress land quota allocation against
all independent and control variables identified above, except the quadratic form of tenure
in office, and report the results in column (1). The coefficient of CCP secretary tenure is
negative and significant at the 5 percent level, meaning that fewer land quotas are allo-
cated for industry as party secretaries increase their time in office. The coefficient of mayor
tenure, however, is not statistically significant. Column (2) reports the estimates when the
quadratic form of tenure in office is included in the regression for both party secretaries and
mayors. In comparison with the regression estimates reported in column (1), this regression
produces better results: not only do the coefficients of the variables significant in regression
(1) remain significant, but the significance level of two variables (tax rebates ratio and CCP
party secretary tenure) also improves. More importantly, the coefficient of the quadratic

form of party secretary tenure in office is statistically significant at the one percent level,

31Retirement age varies with bureaucratic rank. See State Council, Interim Regulations on the State Civil
Servant (KA REATHH]), Aug 14, 1993, Article 78.



76

indicating a nonlinear relationship between tenure in office and land quota allocation. Thus,
regression (2) is preferred and is treated as the baseline model.

I begin my interpretation of regression (2) estimates with the economic determinants,
followed by political determinants, the land quota constraint (i.e., k in the model), and
control variables. The coefficients of all three economic determinants (i.e., VAT ratio, tax
rebates ratio, and business tax ratio) are statistically significant at the 5 percent level. The
positive coefficients of VAT ratio and tax rebates ratio indicate that more land quotas are
allocated to industry as local tax revenue relies more on VAT, consistent with the first
hypothesis. A calculation of marginal effect shows that a one percent increase in the ratio
of VAT to the total budgetary revenue is associated with an average increase of 0.7 percent
in the ratio of land quotas for industry to the total amount of land quotas (for simplicity, I
refer to this as the industrial land quota ratio), and a one percent increase in the ratio of tax
rebates to the total intergovernmental transfer is associated with an average increase of 0.44
percent in the industrial land quota ratio.?> The negative coefficient of business tax ratio
indicates that fewer land quotas are distributed to industry, as the local tax revenue relies
on business tax to a greater extent, consistent with the prediction of the second hypothesis.
A one percent increase in the ratio of business tax to local budgetary revenue is associated
with a decrease in the industrial land quota ratio by an average of 0.63 percent.

The regression confirms a negative relationship between the time horizon of local politi-
cians and land quota allocation: a politician with a short time horizon is interested in the
more intermediate revenue associated with tertiary industry, and thus he is likely to invest
fewer land quotas in industry. The time horizon of local politicians varies with their time

in office. The coefficients of both tenure and its squared term for party secretaries are both

32Note that the regressand is a logit transformation because the dependent variable, denoted as y, is a ratio
bounded between 0 and 1. Denote the logit transformation as z = ln(ﬁ), independent variable as z, and

coefficient as 8. To get the marginal effect of y on x, I calculate as follows: % = % g—z = By(1 —y). This

expression is nonlinear, I then use the mean, ¥, to calculate the average marginal effect, i.e., % = py(l—1),
where § = 0.645, shown in Table B.1, and all s are estimated by the regression.



Table 3.3: OLS Estimates for Land Quota Allocated for Industry

7

B 2) B (4) (5) (6)
VAT ratio 3.014%* 3.041** 3.338** 3.216%** 3.554%F* 3 R4FHH
(1.519)  (1.493)  (1.326)  (1.327)  (1.354)  (1.334)
Tax rebates ratio 1.721%* 1.913%* 2.229%F* 9 39Q*** 1.991** 1.811%*
(0.906)  (0.880)  (0.784)  (0.796)  (0.793)  (0.849)
Business tax ratio S2.741FF _2.750%* -2.116%* -2.066%* -2.235% -2.333*
(1.211)  (1.188)  (1.081)  (1.094)  (1.178)  (1.235)
CCP secretary tenure -0.132%F  -0.475%FF  _0.614%FFF  -0.581FF*  _0.651F**  -0.863***
(0.056) (0.139) (0.192) (0.187) (0.176) (0.219)
CCP secretary tenure square 0.044***  0.073** 0.068**  0.082%**  (.117%**
(0.016)  (0.030)  (0.028)  (0.026)  (0.034)
Secretary second term indicator -0.848 -0.794 -0.957* -1.239%*
(0.570) (0.565) (0.550) (0.573)
Mayor tenure -0.019 0.153
(0.071) (0.158)
Mayor tenure square -0.019
(0.016)
Land quota per capita 0.112***  0.100%**  0.084** 0.098** 0.078* 0.079%*
(0.042)  (0.038)  (0.041)  (0.044)  (0.041)  (0.042)
Industry to GDP ratio -0.030**  -0.033**  -0.027**  -0.027**  -0.028** -0.025%*
(0.014)  (0.013)  (0.013)  (0.013)  (0.013)  (0.013)
Secretary distance to retirement  -0.027 -0.028 -0.029 -0.023
(0.027) (0.027) (0.025) (0.021)
Mayor distance to retirement 0.013 0.017
(0.019) (0.019)
Secretary age as of 2005 0.586* 0.461
(0.341) (0.377)
Secretary age square -0.005 -0.004
(0.003) (0.004)
GDP per capita(log) -0.211 -0.088 -0.167 -0.156 -0.117 -0.116
(0.400) (0.407) (0.367) (10.403) (0.362) (0.372)
Urbanization 0.883 0.850 0.792 0.800 0.833 0.814
(0.809)  (0.805)  (0.785)  (0.815)  (0.772)  (0.789)
Budget deficit -0.137 -0.067 -0.048 -0.042 -0.039 -0.021
(0.221)  (0.206)  (0.170)  (0.174)  (0.164)  (0.162)
City dummy -0.161 -0.274 -0.235 -0.297 -0.182 -0.114
(0.228)  (0.225)  (0.223)  (0.226)  (0.230)  (0.240)
Tourist ratio -0.020
(0.061)
Secretary education -0.024
(0.100)
Secretary local promotion 0.077
(0.143)
Constant 4.154 3.182 3.916 3.800 -12.452 -9.112
(3.874) (3.937) (3.298) (3.531) (9.398) (10.279)
Observations 118 118 118 117 118 114
R? 0.343 0.382 0.387 0.405 0.402 0.415

*p<0.1, ¥ p <0.05, ** p < 0.01 Robust standard errors are in parenthesis.

Source: Author’s dataset.
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statistically significant at the 1 percent level, together with their signs, indicating the re-
lationship between tenure in office and the industrial land quota ratio is parabolic with its
vertex oriented downward at the tenure of 5.4 years.?® This estimate is consistent with my
theoretical prediction. Recall the institutionally stipulated tenure length for one term is 5
years, and our estimated tenure that produces the shortest time horizon is 5.4 years. That is,
as a local politician increases his time in office, fewer land quotas are allocated to industry.
The industrial land quota ratio reaches its minimum when the politician stays in office for
5.4 years. After that, if he continues in his position, more land quotas will be distributed to
industry.

As in regression (1), the tenure of mayors does not have an impact on local land quota
allocation. Neither the coefficient of mayor tenure nor its quadratic form is statistically
significant. The party secretary and mayor are the two most important local political elites,
but the former, not the latter, has a significant impact on local land quota allocation. There
are two plausible explanations. First, the decision-making power on land quota allocation is
concentrated in the party secretary, not mayors. In an interview with a party secretary of a
district in Wenzhou, the party secretary said, “Our government is now operating like a large
corporation. The party secretary is the chairman of the board and the mayor is the CEOQ”
(Interview ZJ12160109). The quote suggests there might exist a division of labor between
the two positions, despite both being crucial local figures. In an examination of government
transparency using city level data in China, Lorentzen, Landry, and Yasuda (2010) found
that only the mayor but not the party secretary matters for improving local government
transparency on environmental regulations. This suggests that the division of labor between
party secretary and mayor depends on issue area.

An alternative explanation is that the measurement of tenure in office for mayors fails

to capture their time horizons. Despite the formal regulation on tenure length (i.e., five

33Denote the variable of secretary tenure as x; and its coefficient is a, and the coefficient for its quadratic
form is b. Thus, z = ax; + bz?. To find the minimum,I derive the first order condition, set it equal to 0, and

solve for z1, i.e., g—; =a+2bx; =0, thus, 21 = —5; = —% =54
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years), the CCP has nonetheless acted informally to reduce the tenure of chief government
executives (not party secretaries), resulting in their actual time served in office being shorter
than the full term. Using a panel data on city mayors from 1990-2001, Landry (2008) found
that the average length of mayor tenure has been steadily shrinking from an 3.2 years in
1990 to a mere 2.5 years by 2001. In an examination of county chief executives from 1998
to 2002, Guo (2009) shows that 23 percent of county chief executives in their fourth year
are promoted to be party secretaries locally or elsewhere. In the situation where the gap
between actual tenure in office and institutionally stipulated tenure is large, some mayors
may update their belief on actual time in office and alter their behavior accordingly, while
others may be uncertain about whether they will be lucky enough to be promoted long
before they complete their terms, and therefore their time horizons and behavior will remain
as predicted in my initial discussion. If both scenarios occurred, we would expect to observe
two peaks at which the time horizon of mayors reaches local minimum: one at the time
when mayors are expected to be taking another position in the middle of their first term
and one at the end of the institutionally designated tenure. A simple linear regressor and
its quadratic form in regression (2) fail to capture such a relationship.

The coefficient of land quota constraint is statistically significant at the 1percent level.
The positive sign indicates that more land quotas are allocated to industry as land quota
availability increases. As land quotas increase by 1 square kilometer per 1000 persons, the
industrial land quota ratio increases by an average of 0.23 percent. Among all the controls,
only the ratio of industry to local GDP has a small impact on land quota allocation. A one
percent increase in the ratio of industry to local GDP is associated with a decrease in the
industrial land quota ratio by an average of 0.01 percent. Surprisingly, budget deficits do
not matter to local land quota allocation. A plausible explanation might be that the formal
budget deficit cannot capture the real fiscal pressure facing local politicians because of the

alternative revenue sources from intergovernmental transfers and extrabudgetary revenue.
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3.5.2 Robustness Check

I conduct three sensitivity tests to check that the major findings are robust to alternative
specifications. As the mayor does not have an impact on land quota allocation in regressions
(1) and (2), all variables related to mayors are dropped in the sensitivity tests. The variable
of party secretary tenure in my data has a mean of 3.3 years and standard deviation of 1.64,
as shown in Table B.1, meaning that not many party secretaries were serving their second
term at the time when the survey was conducted. It is possible that party secretaries in
their second terms behave differently from those serving their first term. To address this
concern, a dummy variable second term indicator is constructed for party secretaries who
remain in their positions more than five years. Column (3) reports the regression estimates.
The coefficients for both economic and political determinants remain statistically significant
with the same signs. The values of these coefficients are similar to those in regression (2).
With slight changes in the value of coefficients, the age at which the time horizon reaches
the minimum estimated in regression (3) is 4.21 years, about one year smaller than the
estimation in regression (2).

A simple cross-sectional analysis like the one conducted here runs a risk of omitted vari-
able bias. To address this, I include additional variables that might be expected to affect land
quota allocation by party secretaries. A city that receives more tourists is expected to have
a greater demand for tertiary industry (e.g., hotels, restaurants), consequently more land
quotas are likely to be allocated to tertiary industry. I include a variable called tourist ratio
measured by the proportion of tourists received to the total local population as of 2005. An
additional two variables are added to capture the possibility that individual characteristics
of party secretaries may shape their preferences on one sector over the other in land quota
allocation: education level and a dummy variable indicating if a party secretary was locally
promoted to his current position. A local politician with better education may have a longer
time horizon than the one who is less educated. A local politician who was locally promoted
may care more about the local economy in the long run than one promoted from elsewhere.

The results reported in column (4) indicate that none of these additional variables matters
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for land quota allocation. The signs, statistical significance, and values of the coefficients of
economic and political determinants are all consistent with the estimates in regression (2).

In previous analyses, the effect of age is measured by distance to mandatory retirement
age. This measure assumes a linear relationship between age and land quota allocation.
However, the age effect may be nonlinear, similar to the tenure effect. To allow a nonlinear
relationship, I replace the linear regressor of distance to retirement by two variables: age
as of 2005 and its quadratic form. Regression estimates are reported in column (5). The
coefficient of age is statistically significant at the 1percent level, but it is not robust. It is
no longer statistically significant once I drop four provincial-level municipalities from the
sample because the retirement age for officials at this level is five years greater than that
for the rest of the population, as shown in column (6). All the coefficients of economic and
political determinants keep their signs and statistical significance. Moreover, the coefficient
of second term indicator is now statistically significant at the 5 percent level. The negative
sign indicates that a local party secretary in his second term is likely to allocate fewer land
quotas to industry than one in his first term. Overall, the main findings that both revenue
structure and the time horizon of local politicians matter for local land quota allocation are
robust to several sensitivity tests.

3.6 Conclusion

The 1994 fiscal reform had an important impact on local revenue structure. It reduced
local budgetary revenue without adjusting expenditure responsibilities, leaving local gov-
ernments in poor financial condition. The fiscal pressure facing local governments and the
land property rights regime made leasing urban construction land use rights an increasingly
popular source of revenue to help local politicians fulfill unfunded mandates. The incentive
for local politicians to expropriate land however, is constrained by the land quota system, a
system that the central government imposed, attempting to preserve land for food security
and social stability. This quota system limits the total amount of land that local politicians

can expropriate for urban construction, but still leaves local politicians enough autonomy
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to determine how to distribute quotas across economic sectors. Taking advantage of sec-
toral differences in local revenue contribution, this chapter investigates how local politicians
balance their land quotas, a scarce resource, between industry and services. It argues that
both the local revenue structure and the time horizon of local politicians have an impact
on local land quota allocation. With a systematic analysis of 120 cities randomly sampled
in 2005, the chapter finds that more land quotas are distributed to industry when the local
revenue base relies more on VAT and less on business tax, when local CCP secretaries (but
not mayors) have long time horizons, and when the locality is assigned more quotas. These
findings are robust to several sensitivity tests.

Some scholars argue that the 1994 fiscal reform motivated local governments to shift their
economic development strategy from promoting industry to services, because local politicians
do not share with the central government their business tax generated by services, but must
surrender 75 percent of VAT, generated by industry, to the central government (F. Zhou
2006; X. Jiang et al. 2007). This argument is consistent with the development of local
tax structure over time: the proportion of business tax in local budgetary revenue has been
increasing from 28 percent in 1994 to 32 percent in 2008, whereas the proportion of VAT
has been declining from 25 percent to 19 percent within the same period. However, the
data aggregated at the national level disguise the subnational variation in the local tax base.
Using sectoral allocation of land quotas as a case, this chapter provides both an economic
and a political logic, explaining the subnational variation in local revenue extraction strategy
and refining the argument on the impact of the fiscal reform on local economic development.

My data show that land quota allocation is always a mix of industry and services. Why
would we not observe the situation where one industry owns all quotas and the other gets
none? To manage a complicated business like land quota allocation, local politicians have
many considerations other than their time horizon and the local revenue structure, high-
lighted in this chapter. An official who was in charge of a national economic development
zone in Zhejiang explained, “We cannot earn money by selling land [use rights| to man-

ufacturing firms, and oftentimes we lose money because the profit from land sales is not
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enough for us to cover the cost of building infrastructure to attract them to invest here.
What we expect to gain from them is not land profits, but their tax contribution in the long
run. ...Our loss from land sales to manufacturing firms can be offset by the profits gained
from real estate” (ZJ03190110). Local politicians must balance their budgets (Budget Law,
Article 3). Therefore, even local politicians with the longest time horizon, who prefer the
development of the manufacturing industry, must allocate land quotas to tertiary industry.
Similarly, those with the shortest time horizon, who have a strong preference for windfall
land profits from real estate, are forced to allocate quotas to the manufacturing industry so
as to fulfill mandates like budgetary revenue and FDI attraction.

Finally, although this chapter focuses on land, the economic and political determinants
derived from quota allocation may have broad applications. In China, the state still main-
tains monopoly control over many resources (e.g., mining), not only land. It is reasonable to
expect that politicians will take the revenue structure and their time horizon into account

in allocating the resources they control, as long as they care about revenue.
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Chapter 4
Land for Welfare in China

4.1 Introduction

Provision of social welfare is a central issue in political economy. Political leaders in
democracies are generally expected to provide more public goods and social welfare benefits
to their citizens than in non-democracies due to the pressure they face from periodic elections
and civil society. Absent democratic institutions, what drives autocrats, who are inherently
predatory, to provide social welfare benefits? This chapter explores this question through the
lens of social welfare provision in rural China. Two broad mechanisms have been suggested in
the literature: the potential threat to the autocrat and the revenue incentive of the dictator.
An autocrat may improve social welfare to stave off uprisings (Acemoglu and Robinson 2006).
Alternatively, when the time horizon of an autocrat is sufficiently long, he has an incentive to
provide public goods and services to encourage economic growth and subsequently maximize
his revenue extraction (Olson 1993). Although both mechanisms apply to the case of China
to some extent, neither provides a full explanation.

China is an important case to examine autocratic rural social welfare provision, given
its massive population, large territory, and increasingly impoverished rural households. It
is also an interesting case for the following reasons. First, unlike many countries, a wide
range of social welfare benefits (including, but not limited to, pensions, health care, un-
employment insurance) are almost entirely provided by local governments. Moreover, such
provision varies enormously across subnational governments. For example, data from the

China Survey, a nationwide probability sample of over 2,000 rural households conducted
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in 2008,! show that the coverage of rural pensions at the municipality level ranges from 0
to 40 percent, as shown in figure 4.1. Second, despite impressive economic growth, local
governments are financially squeezed by the central government; consequently , they face
substantial budget deficits, preventing them from providing public goods and social welfare
benefits (World Bank 2002; Oi and Zhao 2007; Wong 2009; Shih, Zhang and Liu 2010).
Third, the career prospects of Chinese local officials are determined primarily by their per-
formance in promoting local economic growth and less by social welfare provision (Edin
2003; Landry 2003, 2008; Li and Zhou 2005; Xu 2011). Fourth, China’s political system is
described as “fragmented authoritarianism” (Lieberthal 1992), within which the central and
local governments can sometimes have divergent preferences. While the central government
has an incentive to improve rural welfare and mitigate the urban-rural gap, this may not be
carried out properly by local governments. Why do Chinese local government officials, who
are neither economically empowered nor politically compelled, provide rural social welfare
benefits? What explains the subnational variation in rural social welfare provision?

I argue that the provision of rural social welfare cannot be analyzed in isolation from
the property rights regime for land in China. The dual land tenure system, inherited from
the communist past, allows local officials to extract revenue by expropriating rural land,
which, to rural households, has both income-generation as well as social insurance functions.
In the process of land confiscation, social welfare benefits are provided to villagers, whose
land has been expropriated, to compensate them for losing their land’s insurance function.
Such provision occurs in some localities but not others, however. The subnational varia-
tion in social welfare provision is partially determined by the interplay between central and
local governments. The central government sets land quotas for subnational governments,
limiting their capability to expropriate land. To get permission to expropriate additional

land (beyond given quotas), local governments provide social welfare benefits to signal to

1See section 4.5.1 for more discussion of the China Survey.
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the central government that villagers, particularly villagers who lose land, are taken care of
after land confiscation.

The rest of the chapter is organized as follows. Section 4.2 reviews the literature on
provision of public goods and social welfare. Section 4.3 theorizes the land for welfare trade
mechanism and derives hypotheses. Section 4.4 examines the logic of land for welfare using
comparative case studies from Zhejiang and Chongqing. Section 4.5 provides multilevel
analysis combining data from the 2008 China Survey and original data I compiled. Section

4.6 concludes.

4.2 Provision of Public Goods and Social Welfare

The dominant explanation of social welfare provision emphasizes the impact of global-
ization and trade openness. The state provides social welfare benefits to shield actors in the
economy from the fluctuations and volatility of the global market (e.g., Katzenstein 1985;
Rodrik 1998). There is statistical evidence of a positive correlation between trade openness
and government spending (e.g., Rodrik 1998; Garrett 2001). These ideas are derived largely
from countries in the Organization for Economic Cooperation and Development (OECD).
More recent scholarship has found the opposite holds in the developing world. These differ-
ences between developed and developing countries are typically explained with reference to
domestic politics (e.g., Rudra 2002; Cook 2007), distinct patterns of integration into global
markets (Wibbels 2006), political legacies (Haggard and Kaufman 2008), and postwar eco-
nomic development strategies (Wibbels and Ahlquist 2011; Wibbels 2011).

Among all the factors above, democratic governance is identified as crucial in the pro-
vision of public goods and social welfare benefits.? Having a democratic system generally
increases the responsiveness of political leaders to the public because periodic elections make

it possible to reward or punish political leaders for their actions (e.g., Przeworski, Stokes

2Public goods are defined as goods that are non-excludable and non-rivalrous. Social welfare benefits are
not necessarily public goods. As this chapter shows, some social welfare benefits (e.g., pensions) in China
are both excludable and rivalrous. That is, some social welfare benefits are provided as private goods.
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and Manin 1999; Besley and Burgess 2002; Foster and Rosensweig 2004; Haggard and Kauf-
man 2008). Despite the authoritarian nature of China’s political system, the introduction of
village elections was significantly motivated by the hope that elections would considerably
strengthen the accountability of village leaders to their constituencies — villagers. Some
statistical evidence shows that village elections increase rural public goods provision (Wang
and Yao 2007; Luo, Zhang, Huang and Rozelle 2010). Beyond village elections, local congress
elections at the county and township levels allow both the Communist Party and ordinary
citizens to nominate candidates, who, however, have to survive the selection by the Party-led
electoral committee to have their names appear on the final ballot. Manion (2012) statisti-
cally demonstrates that congress delegates nominated by voters deliver more public goods
than those nominated by the Party, concluding that there is a “selectoral connection” in
Chinese local congresses. Here, I examine the provision of rural welfare by higher-level local
governments in China. Government officials at the county level and above are neither di-
rectly elected nor nominated by ordinary citizens.® As a result, both the electoral connection
in villages and the selectoral connection in local congresses identified in the literature are
absent.

In contrast to formal institutions, Ostrom (1990) derives conditions under which informal
institutions can be effective in managing common pool resources.* Empirically, Tsai (2007)
observes large variation in rural public goods provision in China after controlling for village
elections and level of local economic development. Tsai argues that informal solidary groups
(such as churches and lineage groups), rather than the formal institution of elections, induce
village leaders to provide local public goods, concluding that village elections are neither
a sufficient nor necessary condition for accountability. Murtazashivili (2009) finds in rural

Afghanistan, where a functioning government is absent, customary organizations enable

3Unlike many democracies where officials in the executive branch cannot take legislative positions simul-
taneously, leading executive local officials, such as mayors and Party secretaries, are also congress delegates,
but they are usually nominated by the Party, not ordinary citizens.

4Common pool resources are defined as goods that are non-excludable but rivalrous.
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communities to organize themselves and provide a wide range of public goods and services.
A common feature of this body of literature is that public goods provision by informal groups
occurs at a small scale, typically villages or small communities. As the scale expands, the
collective action problem becomes hard to overcome, making informal groups less effective
in public goods provision. As such, reliance on informal group on action for public services
seems unable to explain why local governments at municipal and provincial levels provide
rural welfare benefits in China.

The political economy literature provides three explanations for public goods and social
welfare provision. First, following Olson’s logic of collective action (1965), it is easier for
groups of smaller size and with more homogenous economic interests to get organized and
politically represented than is the case for other groups. This, however, does not apply
to villagers in China due to the considerably large size of the rural population. Moreover,
Chinese villagers face a situation of “taxation without representation” (Bernstein and Lu
2003) and are unlikely to influence political outcomes. Second, political leaders care first
and foremost about political survival. To this end, they buy off the people who have the
opportunity to threaten their political survival (Bueno de Mesquita et al. 2003; Acemoglu
and Robinson 2006). Third, another alternative explanation emphasizes revenue motives
of dictators (Olson 1993). A “stationary bandit,” or a revenue-seeking politician, with a
long time horizon has an incentive to provide public goods, respect property rights, and
enforce contracts. All of these actions encourage citizens to participate in economically
productive activities, and subsequently help the ruler extract the maximum possible net
surplus in the long run. In an examination of local government officials in China, office-
seeking and revenue-seeking assumptions are not necessarily conflicting because revenue
extraction crucially determines the career advancement of local officials (Sheng 2010; Shih,
Adolph and Liu 2012). Building on the last two explanations, I assume in this chapter
that local government officials maximize revenue but at the same time attempt to minimize
villager protests so as to avoid villager grievances being heard by higher-level governments

(in the worst case, by Beijing). However, a problem with this body of literature is that it
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views the state as a unitary actor. China remains a form of “fragmented authoritarianism”
(Lieberthal 1992), within which preferences of the central and local governments are not
always consistent. As a result, a careful examination of the interplay among state actors is
necessary in the context of China.

In conclusion, the dominant literature on social welfare provision examines the impact of
globalization. Where the literature explores the effect of domestic politics on public goods
and social welfare provision, the focus has been largely on democratic governance. While
informal institutions can be effective in public goods provision, they are limited to the grass-
roots level. This chapter fills a gap in the literature by investigating social welfare provision
by higher-level local government officials in China who are neither directly elected nor effec-
tively restricted by informal institutions. In contrast to the political economy literature that
views the state as a unitary actor, this chapter highlights the interaction between the central
and local governments in explaining the subnational variation in rural welfare provision. In
the context of China, it argues that rural social welfare provision cannot be analyzed in

isolation from the property rights regime for land.

4.3 The Logic of Land for Welfare in China

Politicians care about their careers, and Chinese politicians are no exception. Being
in power allows political leaders to allocate goods and, when possible, retain resources for
their own personal use. In China, the Communist Party holds ultimate authority over the
personnel management of all Party and state main leaders through the nomenklatura system
(Manion 1985; Burns 1994; Lam and Chan 1996). The career prospects of leading government
officials are determined largely by their performance, evaluated regularly based on a set of
criteria commensurate with the preferences of the Party (Tsui and Wang 2004; Whiting
2000, 2004). The performance targets in the evaluation criteria are not weighted equally,
but are biased toward generating local revenue and promoting local economic development
(Edin 2003; Landry 2003, 2008; Li and Zhou 2005). Recent statistical analysis shows that
provincial-level officials who contribute more revenue to the central government are more

likely to be promoted (Sheng 2010; Shih, Adolph and Liu 2012). The land property rights
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regime allows local government officials to use revenue from land to fulfill the targets of
revenue extraction and economic performance, thereby increasing their chances of career

advancement.

4.3.1 Land Property Rights Regime

Inherited from the communist past, China’s land system divides land into urban land
and rural land, with each governed by dramatically different systems of property rights.
Urban land is owned by the state while rural land is owned by rural collectives. Since the
introduction of the land leasehold market in 1988, land use rights are separated from land
ownership rights and can be leased out in the market. From a land use perspective, land
is categorized into agricultural land, construction land, and unused land, as shown in figure
4.2.% Agricultural land refers to arable land, forest land, grassland, et cetera. Construction
land refers to land for rural and urban housing and public facilities. Urban construction
land is further categorized into land used for industrial, commercial, residential, and public
facilities; rural construction land is used for individual housing and rural public facilities.
The land leasehold market for transferring construction land use rights is limited to urban
land. Urban construction land can be leased out for 70 years, 50 years, and 40 years when
it is used for residential, industrial, and commercial purposes, respectively.®

In contrast, rural land must be first converted to urban land before its use rights can
legally be transferred to a potential land user. Such rural-to-urban land conversion is mo-

nopolized by the state. As a result, the state—the exclusive body with the authority to

5Land Administration Law, Article 4.

6State Council, Interim Regulations on Transfers of Urban State-owned Land Use Rights (3 EA +Hb
s R LA LR AT 2 451), 1990, Article 12.
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expropriate land—obtains land from rural households while providing limited compensa-

tion.”

The state, which also monopolizes the primary urban land market,® converts rural
land to urban land and then transfers land use rights at a price substantially higher than the
land compensation paid to rural households. The price differential between rural and urban
land arising from the dual land tenure system generates monopoly rents, easily captured by
local governments.

In the process of converting rural land to urban construction land, local governments
build infrastructure on the land before transferring its use rights to potential land users.
Confronted with substantial budget deficits due to the existing fiscal system (World Bank
2002; Wong 2009), local governments often use land as collateral to apply for bank loans to
build infrastructure so as to make water, electricity, gas, and public transportation available
to potential land users (Interview ZJ03190110). This process of providing infrastructure
on expropriated land is called turning land from “raw” (Z4E#l1) to “ripe” (#h). Once land
becomes “ripe,” its market value increases and it can be transferred through the land market.
Upon the completion of the land transfer, local governments receive revenue generated from
land and retain the balance after they repay bank loans. Therefore, revenue generated from
rural-to-urban land conversion helps local government officials relieve their fiscal stress and

fulfill unfunded mandates.

“Compensation is composed of land compensation fees, resettlement fees, and compensation for facilities
attached to the expropriated land. The Land Administration Law specifies the compensation to rural
households whose land has been expropriated (Article 47).

8There are two types of urban land markets: primary and secondary. The primary land market exists
between the government, the exclusive land use rights sellers, and land users who buy land use rights from
the government through negotiation (#}i%), bid invitation (¥i#%), auction (#152), and quotation (4%). In
the secondary land market, land use rights switch from one land user to another through transfer (¥%il),
sublease (¥ i), and mortgage (#&F#). The state does not have to be involved in the secondary land market.
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Land generates a variety of taxes and fees,” and the dominant revenue contribution comes
from the “land transfer fee” (:#iH1k4>), a lump sum payment to the local government
upon the purchase of urban construction land use rights. Unlike some taxes that are shared
between the central and local governments (e.g., value-added tax and income tax), almost all
land-generated revenue is retained by local governments, permitting them wide discretion

O In the period from 2003 to 2008, various land-related taxes

in spending the revenue.!
and fees made up on average 23 percent of local government revenue.!' In general, urban
construction land for industrial use generates substantially less in land transfer fee than does
land for commercial and residential use. But local governments use the former to attract
manufacturing firms, which generate steadier revenue in the long run, usually in the form
of value-added tax. Revenue considerations motivate local officials to expropriate rural land
and convert it to urban construction land.

Local officials do not expropriate land without restrictions, however. The rapid shrinkage
of rural land has become a major source of social instability and food security, both of
which concern the central government. In 1998 the center substantially revised the Land
Administration Law, a watershed reflecting an aggressive increase in central involvement in
managing and monitoring subnational land use. Under this law, the central government

restricts land expropriation at the subnational level by imposing a cap on the amount of

urban construction land, or so-called construction land quotas (@ﬁﬁﬁf@j’ﬁﬁ), that can be

9Land-related taxes include urban land use tax (37 A FHFi), land value-added tax (-Hi3E(EFL),
arable land occupation tax (#fHi &7 H#BL), contract tax (¥#i). Land-related fee includes land transfer fee
(i iE4r), newly converted construction land use fee (B & FH HiAA 24 H %), and etc.

0T0cal governments retain all land-generated revenue with only one exception. This exception is the
newly converted construction land use fee, which is shared between the center and local governments at the
ratio of 3:7. See Land Administration Law, Article 55.

' The percentage is calculated by the author. Local state revenue is composed of budget revenue and fund
budget revenue (45 ). Land revenue in the calculation is composed of the land transfer fee, urban land
use tax, arable land occupation tax, and contract tax. Data on land transfer fee from 2003-2008 is collected
from China Land and Resource Statistical Yearbook, 2009, p. 171. Other revenue data is collected from
China Fiscal Yearbook, 2009, p. 495.
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used within an administrative jurisdiction in a given period of time. These quotas specify not
only the total amount of urban construction land that can be used, but also the amount of
agricultural land and arable land that can be converted to urban construction land.'? These
quotas are distributed top-down, along the administrative hierarchy: the central government
sets national quotas and disaggregates them to provinces; each province then disaggregates
its quotas to its municipalities, and each municipality to its counties.!®> To facilitate local
compliance, the central government has invested in satellite remote sensing technology to

detect local land violations.

4.3.2 Land for Welfare

For the central government, land development presents a challenge to state legitimacy by
threatening food security and social stability. For local governments, land is an instrument to
attract investors and promote the local economy, collateral to apply for bank loans necessary
for building local infrastructure, and a revenue source to fulfill unfunded mandates speci-
fied in the evaluation system. For rural residents, land functions as an income-generating
property as well as social insurance.

Like many developing countries that experience an urban bias during industrialization
(Lipton 1977; Bates 1981), Chinese rural residents have been discriminated against since the
1950s. Rural residents have received considerably fewer social welfare benefits than urban
residents (Knight and Song 1999; Wang 2005; Whyte 2010). This urban-rural gap in social
welfare benefits has its roots in the socialist period (Naughton 2007; Whyte 2010). Under

the centrally planned economy, urban residents were bound to their place of employment,

12There are other types of land quotas, including the amount of arable land that must be maintained and
the amount of arable land that must be created through development and reclamation in a given year. See
State Council, Regulations on the Implementation of the Land Administration Law (& FH% S 2541,
December 27, 1998, Article 13. These quotas are also specified in several local government documents, which
are not publicly accessible, but are available in redacted form by contacting the author.

13In practice, there is some variation in quota assignments across provinces. For instance, in Zhejiang,
the provincial government bypasses municipalities and directly assigns quotas to its counties (Interview
7J04200110). The interview subject was a vice mayor of a county-level city in Zhejiang.
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the “work unit” (B.£7). Almost all work units were owned by the state and became a formal
hierarchy connecting urban residents with the socialist state. The work unit assigned urban
residents various social welfare benefits, including job security, rationed allotments of food
and consumer goods, health care, pensions, education and housing. In contrast, collective
ownership was the predominant form of ownership in rural China. Villagers were organized
through their collectives, which, unlike the urban work unit, were not part of the state
hierarchy and thus had no claim on national resources. As a result, rural collectives relied
on local resources and labor power with minimal financial assistance from the state. They
could provide welfare benefits to villagers only if they generated a surplus, which was difficult,
if not impossible, as they were compelled to sell agricultural products to the government at
artificially low, bureaucratically set prices. The urban-rural gap in access to welfare benefits
was maintained by strict controls on mobility.

While many socialist institutions were dismantled in the process of economic reforms,
the sharp urban-rural cleavage in social welfare provision has persisted. In a nationwide
survey of a probability sample of over 3,000 households conducted in 2008,'* respondents
were asked if they have unemployment insurance and pensions. About 26 percent of urban
residents have unemployment insurance and 57 percent have pensions. In contrast, only 3
percent of rural residents have unemployment insurance and 9 percent have pensions, as
shown in table 4.1. Since the 1990s when restrictions on mobility were relaxed, villagers are
allowed to move to the cities, but they are denied urban residency and consequently unable to
access urban social welfare benefits. In the same survey, respondents were asked about their
attitudes toward the statement: “It is fair that rural migrants are not allowed to obtain
welfare benefits from cities.” Over 80 percent of residents, urban and rural, “disagree” or
“strongly disagree” with the statement, as shown in table 4.2. Despite its unpopularity, the
unfair treatment towards rural residents remains. Whyte (2010) describes the urban-rural

gap in China as a “caste-like division” (p. 5) that creates “one country, two societies.”

4More information on the China Survey is provided in section 4.5.1 Data and Measurement.



Table 4.1: Urban-Rural Gap in Social Welfare Provision

Differences between Group Means

Pension Unemployment
Rural residents 0.091 (0.013) 0.028 (0.006)
Urban residents 0.567 (0.033) 0.260 (0.031)
No. of observations 3,400 3,186
Population size 741,927,826 701,075,495
Adjusted Wald test F'(1,57) 200.48 55.37
p>F 0.000 0.000

Linearized standard errors are in parentheses.
Source: Data from the China Survey, 2008.

Table 4.2: Attitudes toward Welfare Provision for Rural Migrants

Statement:
“It is fair that rural migrants are not allowed to obtain welfare benefits from cities.”

strongly agree agree neutral disagree strongly disagree Total

(%) (%) (%) (%) (%) (%)
Rural residents 1.16 7.35 9.16 47.86 34.47 100
Urban residents 3.3 8.03 6.66 48.04 33.97 100
Total (%) 2.7 7.84 7.36 47.99 34.11 100

No. of observations=3,379, population size=762,037,550
Source: Data from the China Survey, 2008.
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Under the substantially different systems of social welfare provision for urban and rural
society, land functions as more than an income-generating property for rural residents. It
also functions as social insurance. Yao (2004) argues that land’s social security function
promotes rural labor mobility. Knowing land is a last resort to generate income, villagers
are motivated to migrate to cities for higher-income jobs. When villagers are too old to farm,
they can make their living by renting their land to someone else who can farm. As a result,
when rural land is expropriated, villagers lose an income-generating asset as well as social
security. According to the Land Administration Law (Article 47), land-losing villagers are
typically compensated in the form of a one-time monetary transfer. Empirically however,
some local governments have found this form of compensation problematic. The Land and
Resource Bureau of Foshan, Guangdong province, in its report on local land expropriation,
states: “The drawback of monetary compensation is that it is hard to provide land-losing
villagers with a basic living in a long run. After villagers have used up all their compensation,
they are likely to ask the government for more money. This creates a potential burden for
the government and also affects rural stability.”!® A local official from Hangzhou, Zhejiang
province told me an anecdotal story from his locality: A land-losing villager went to a
casino in Macao after he received his land compensation money; unsurprisingly, he lost all
his money and then kept asking the local government for more compensation (Interview
7J03190110). Local governments may therefore provide land-losing villagers with social
insurance, in addition to monetary compensation. Following this logic, we expect that:

Hypothesis 1: Villagers who experienced land expropriation are more likely to receive
welfare benefits than those who still own land.

The central government is certainly aware of the profound urban-rural gap in China. The

current leadership, headed by President Hu Jintao and Premier Wen Jiabao, makes great

5Report on Reforming Land Expropriation in Foshan, October 25, 2008. This document is not publicly
available.
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efforts to address problems specific to rural area. This is best reflected by the so-called “Cen-
tral Document No. 17 (H19t—*5 3 F), the first policy document issued every year by the
Central Committee of the Communist Party and the State Council, outlining the top prior-
ity for the coming year. Since 2004, this document has focused on rural issues. The central
government promotes “Unified Management of Urban and Rural Areas” (UMURA, 4t %
%), with the aim of narrowing the urban-rural gap. In doing so, the central government calls
for “properly allocating land-losing villagers, providing them with social security” (Central
Document No. 1, 2004, Article 16), “exploring the rural pension system corresponding to
the level of local economic development. ... establishing a system of providing guaranteed
minimum living benefits (F KA EHREE) if conditions permitted” (Central Document No. 1,
2006, Article 22), “encouraging local governments to conduct experiments in rural pension
provision” (Central Document No. 1, 2008, Article 5), and “improving social security of
land-losing villagers” (Central Document No. 1, 2010, Article 15). These documents signal
the central government’s goals but lack concrete procedures to fulfill them, leaving local
governments a great deal of autonomy in implementing the policy.

China has adopted an experimental approach in advancing its economic reforms. Reforms
(e.g., special economic zones and privatization) started from a few localities as experiments
and then spread to a larger context after experimental success. Such experimentation is
neither completely top-down nor bottom-up, but involves the interplay between local initia-
tive and central sponsorship (Heilmann 2007). The UMURA project is no exception. Local
governments are interested in experimenting with UMURA because it helps them, to some
extent, get around the restriction of the urban construction land quota. The way that urban
construction land quotas are set is through restricting the conversion from non-construction
land (i.e., agricultural land and arable land) to construction land (see figure 4.2 regarding
the land use system). This does not apply to the conversion of land from rural construction
land to urban construction land, a process by which land ownership is converted from the
rural collective to the urban state, while maintaining construction land as the land type. In

doing so, local government officials obtain additional construction land without taking up
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construction land quotas, but they still require rural-to-urban construction land “conver-
sion quotas” (fil#%#845) that are available only for the localities permitted by the central
government to conduct experiments. Once converted, local governments can transfer con-
struction land use rights, a process generating windfall revenues. To gain permission for
rural-to-urban construction land conversion, local governments are incentivized to provide
rural social welfare benefits to signal to the central government that villagers, in particular
those whose land is expropriated, are taken care of during and after land confiscation.

The central government selectively approves applications for experimenting in rural-to-
urban conversion of construction land. Four conditions must be met to qualify as an experi-
mental site.!® First, the conflict between the demand for and supply of (urban) construction
land must be substantial. Rural construction land must have great potential to be reclaimed.
Second, both the local government and villagers must be enthusiastic about the experiment.
Third, the locality must have relatively rapid economic development and must be able to
self-fund the experimental project. Fourth, local government must strictly follow land reg-
ulations, but also be creative in institutional innovation. Among these conditions, the first
and third are more crucial in determining a locality’s qualification. Figure 4.3 provides a
map highlighting the provinces granted experimental status. To protect rural benefits, a
portion of the land transfer fee, generated from rural-to-urban construction land conver-
sion, must be returned to the rural area.!” Following central-local interaction in UMURA
experimentation, we would expect that:

Hypothesis 2: Villagers from localities granted “UMURA experimental status” are more
likely to receive welfare benefits than those from localities without experimental status.

While UMURA was designed by the central government to mitigate the urban-rural gap,

local governments are more interested in rural-to-urban land conversion. After obtaining

6 Ministry of Land and Resources, 2008, No 138 Document (3§ £ &5 FH 3§ Jsk R 48 B /0%, Article 11.

"Ministry of Land and Resources, 2007, No 169 Document (T3t — 5 NuIK 2 5 15 FH H 3G a4 504k
TAEfE %), Article 4.
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Figure 4.3: Provinces with Experimental Status (2007)

Zhejiang
honggqing 7

»

Source: Ministry of Land and National Resources, 2007, Document No. 169.
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UMURA experimental status, the Chongqing government has prioritized construction land
conversion, but not public goods provision to villagers.'® A high-level government official
from Chongqing explains, “Land is the key to our UMURA experimentation” (Interview
CQ04280110). Given the size of the rural population, universal coverage of rural social
welfare would impose a financial burden on local governments. Since land functions as social
insurance, local officials from experimental sites may give priority to land-losing villagers in
rural social welfare provision. We therefore expect that:

Hypothesis 3: Land-losing villagers from localities granted UMURA experimental sta-
tus are more likely to receive welfare benefits than those who still own land in experimental
sites and those from non-experimental sites regardless of their land expropriation status.

4.4 Comparative Case Studies: Zhejiang vs. Chongqing

This section presents comparative case studies from two provinces in China: Zhejiang
and Chongqing. Zhejiang is a southeast coastal province, bordering Shanghai to the north.
Chongqing is the largest municipality located in southwest China. It is one of the four
provincial-level municipalities under the direct administration of the central government.!?
Both provinces are highlighted on the map shown in figure 4.3. Table 4.3 shows that the two
provinces differ along a number of dimensions, enabling us to construct a comparison between
“most different” cases. First, Zhejiang is richer and more urban than Chongqing. Zhejiang
is one of the richest provinces in China. As of 2008, GDP per capita in Zhejiang was 41,179
RMB, the second richest province behind only Shanghai. GDP per capita in Chongqing
was 21,041 RMB, a little more than half of Zhejiang’s.?® Rural residents accounted for 43

1

percent of the population in Zhejiang and 52 percent in Chongging.?! Rural residents in

18Chongging Development and Reform Commission, Interpreting the State Council No 3 Document (5
WE 5B 3 5 SCAFBUR S FM). This document is not publicly accessible.

19The other three are Beijing, Tianjin, and Shanghai, all located in the coastal area.
20China Statistical Yearbook, 2011, p. 56.

21China Statistical Yearbook, 2008, p. 89.
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Zhejiang are wealthier than those in Chongqing. Rural household net income per capita
was 9,258 RMB in Zhejiang and 4,126 RMB in Chongqing.?? Second, Zhejiang has a more
open economy than Chongqing. As of 2009, there were 28,252 foreign-invested enterprises
(FIEs) in Zhejiang in comparison to 4,447 FIEs in Chongqing. Zhejiang attracted foreign
investment of $164 billion, while Chongqing attracted $27.8 billion.?*> Third, while both
Zhejiang and Chongging governments run budget deficits, the former faces a smaller fiscal
burden than the latter. As of 2009, the former collected 214 billion RMB revenue and spent
265 billion RMB, generating a budget deficit of 51 billion RMB. In contrast, the Chongqing
government had a budget revenue of 66 billion RMB and budget expenditure of 129 billion
RMB, creating a deficit of 63 billion RMB.**

Despite these differences, both provinces were granted experimental status to explore
UMURA. The outcome is very similar: villagers, particularly those who lose land, are pro-
vided with social welfare benefits in both provinces. In short, other plausible explanatory
variables vary, except for experimental status—our key explanatory variable, which sup-
ports the argument that villagers from experimental sites are more likely to receive welfare
benefits.

4.4.1 Rural Social Welfare Provision in Zhejiang

Zhejiang has the most vibrant private economy in China, which creates high demand
for land. Despite the fact that the central government distributes more urban construction
land quotas to more developed localities, supply still does not meet demand in Zhejiang,
driving land prices very high and consequently generating windfall revenues. As of 2008, one
hectare of land in Zhejiang can generate an average land transfer fee as high as 9.69 million

RMB, just below the three provincial-level municipalities of Beijing, Shanghai and Tianjin.?®

22China Statistical Yearbook, 2011, p. 352.
23China Statistical Yearbook, 2011, p. 246.
24China Financial Yearbook, 2010, p. 383.

25China Land and Resources Statistical Yearbook, 2009, p. 171.
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Table 4.3: Rural Welfare Provision in Zhejiang and Chongqging

Zhejiang  Chongqing

Location East coast Inland
Economic development High Low
Impact of globalization High Low
Budget deficit Small Large

Land-related variables

Land quota scarcity Yes Yes
Revenue generated from land Large Large
Experimental status Yes Yes
Outcome

Rural welfare provision Yes Yes

Selective rural welfare provision Yes Yes
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The total land transfer fee accounted for 53 percent of budget revenue in Zhejiang.?® Land
scarcity has forced local governments in Zhejiang to change their developmental strategies.
Local governments set some indicators (e.g., firm productivity, tax revenue contribution) and
thresholds associated with each indicator to evaluate firms. Only firms that are expected
to perform above these thresholds are allowed to locate in Zhejiang. A local government
official explains, “We are short of land quotas. ... We no longer accept every firm as we did
before. We have changed from attracting investment (5] %) to selecting investments (1£%)”
(Interview ZJ03190110). To overcome its land scarcity problem, Zhejiang was authorized to
experiment with “linking the contraction of rural construction land with the expansion of
urban construction land” (3§ Z @& MU IR 4EH), which essentially permits rural-to-urban
construction land conversion, a key component of the UMURA.

Granted an experimental status that draws particular attention from above, local gov-
ernments have an incentive to protect villagers’ interests during land confiscation. Villagers
can easily make a calculation about the difference between the monetary compensation they
receive and the skyrocketing market price of their land. Villagers, after calculating this price
gap, develop grievances and may take actions to prevent their land from being taken. To ease
the process of land expropriation, the local government in Jiaxing, a prefecture-level city in
northern Zhejiang, took an initiative in 2008 that has been quickly expanded to many local-
ities. The Jiaxing government provides villagers who voluntarily give up their housing plots
three compensation options: urban housing, regular rents from a factory building located in
a development zone, and a one-time monetary transfer. The major difference between urban
and rural housing is that the former can be sold on the market while the latter cannot, due
to the dual land tenure system. Villagers who take compensation with the form of urban
housing will have complete control of their house and can determine when, if ever, to sell
it. Villagers are allowed to combine options. The government also provides villagers who

give up their agricultural land with a pension. A portion of land transfer fee is allocated to

26Budget revenue data are from China Financial Yearbook, 2009, p. 405.
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finance pension provision. The government provides job training and consultation to assist
those who lose land and become jobless. Agricultural firms and farms that lease agricultural
land given up by villagers give priority to local land-losing villagers when hiring.?”

In Xiaoshan, Hangzhou, capital of Zhejiang, pension provision is associated with the
amount of land expropriated. Every 0.5 mu (approximately 0.08 acre) of individual agricul-
tural land expropriated is associated with one person receiving a pension without having to
cost-share. If the expropriated land is less than 0.5 mu, villagers can pay the difference in
order to receive a pension. When a rural household’s land is expropriated but the amount of
expropriated land is not sufficiently large to provide pensions for everyone in the household,
villagers are surprisingly rational in determining who in the household will get the pension.
Husbands usually give the chance to their wives. According to local regulations, the age
of those receiving pension benefits varies by sex: women start receiving a pension at age
50 while men must wait until they reach 60.28 A villager explains his calculation, “If my
wife takes up the opportunity [of getting the pension], she will receive the pension for more
than 10 years than I would.”® Younger people give the opportunity to older people, who will
receive the pension sooner than they will. So long as they maintain rural residency, they
will have the opportunity of getting a pension when rural land is expropriated in the future.

4.4.2 Rural Social Welfare Provision in Chongqing

Chongqing faces a serious challenge of land quota scarcity. After successfully attracting

HP and Foxconn—Apple’s manufacturer—to locate, Chongqing aims to become the largest

2"Working Brief on Establishing New Villages in Nanxun (F§ %3 X B A& AR 56 7R 6 X & 5%), 2009. The
document is not publicly available.

28Gee Xiaoshan Pension Policy for Land-losing villagers (7 LI X fiE ¢ #% JE 77 2 AR [SOBTBUR ), available at
http : / Jwww.ldbz.zs.zj.cn/0303/2983.htm. The age requirement varies across localities. The State Council
suggests the age of 60 for receiving pension, regardless of sex. See the State Council, 2009, No 32 Document.
(2% Bt R AT R B R A A E 2 7R 2 ARBA A48 T R L), Article 7. Zhejiang provincial government suggests
that women and men start receiving pension at their 55 and 60, respectively. See Zhejiang Government,

2009, (WYL (it A AR R ROIE AR TR R IR /51, Article 16.
29Zhao, Hu and Yu 2008, p. 22.
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laptop production base in Asia. Additionally, the municipality aims to become an impor-
tant growth pole in western China and an economic hub in the upper reaches of Yangtze
River. These ambitious development goals create a large demand for urban construction
land, but the supply is limited. According to a high-level official from the Chongqing Land
and Resources Bureau, to meet its development goals, Chongqing requires 15,000 hectares
of urban construction land each year, but receives only 10,000 hectares of land quotas from
the central government, generating a gap of 5,000 hectares of construction land (Interview
CQ04280110). The Dadukou (K& I1[X) District in Chongqing was assigned 200 hectares
in land quotas for a period from 1997 to 2010, but these quotas were exhausted by 2003
(Interview CQO05121210). My interviews with officials from economic development zones
in Chongqing suggest that they feel more constrained by urban construction land than by
capital (Interviews CQ05110110, CQ05110210, CQ05130110). The former party secretary of
Chongqging, Wang Yang, initiated the UMURA project that partially relieves pressure from
land quota scarcity. Chongqing was authorized to experiment with UMURA comprehensive
reform (& EREW 2 A TEESRCE KK X) in 2007, which continued to be carried out by
Wang’s successors, Bo Xilai and later Zhang Dejiang after Bo’s removal.

During experimentation, the Chongqing government has encouraged villagers to volun-
tarily give up land use rights to their housing plots (&2 #if# FAL) and control rights to
their agricultural land (- HiAKfL4E). In return, those who give up their land receive
a compensation package, which combines a monetary transfer and social welfare benefits.

These benefits include urban residency,®® housing resettlement,?! pension benefits, health

30Local firms are rewarded with quotas of converting rural residency to urban residency, on the basis of
firm tax contribution and job creation. They can use these quotas to offer urban residents to their migrant
rural workers.

31The government generally provides several resettlement options for villagers to choose from. For instance,
villagers can choose among three alternatives in Jiulongpo. First, villagers can choose to be resettled in a
new residential area created by the government. Second, villagers can choose to accept a one-time monetary
compensation. Third, villagers who do not have a stable place to live can rent an apartment provided by
the government at a discounted rate.
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care, guaranteed minimum living benefits, and education subsidies for their children.?? The
government does not provide land-losing villagers with unemployment insurance, but does
provide free skills training and employment consultation to those who are able and willing to
work. In addition, villagers continue to receive dividends generated from their collectively-
owned properties managed by their rural collectives.?® While villagers have to give up their
land to receive these benefits, some seem to have easily forgotten the price they paid. On
March 15, 2012, Bo Xilai, the former party secretary of Chongqing, was removed from his
post. A message posted on China’s microblog, the Chinese version of Twitter, says, “He [Bo]
gave rural residents the same health insurance that urban residents had. I miss him” (New
York Times, March 15, 2012).

An important institutional innovation of the Chongqing UMURA experiment is the Rural
Land Exchange (RLE, & & T %2 5 ), unique to Chongqing. The local government
collects all housing plots and agricultural land given up by villagers. Once reclaimed, rural
housing plots generate rural construction land quotas. The RLE functions as an intermediary
to help urban construction land users to access land quotas converted from rural housing
plots. Through public auction, urban land users who offer the highest price receive land
quotas. This auction process converts rural construction land to urban construction land and
meanwhile generates revenue for local governments. About 30 percent of the revenue must
be returned to villagers (Interview CQ05060210). Since 2009, the Chongqing government
has stopped distributing land quotas to those who use land for commercial and residential
purposes (e.g., real estate developers) in the main urban districts. Instead, those land users
must acquire land quotas through auction at the RLE (Interview CQ05060210). In doing

so, the Chongqing government not only receives a large flow of land revenue from real estate

32Their children, who have not yet completed the nine-year compulsory education, do not need to pay for
textbooks and an enrollment fees (Z¢%%) and also receive a living expense allowance for five years.

33Party committee of Jiulongpo District, Jiulongpo Interim Regulations on Urban-Rural Unified Manage-

ment and Transformation of Rural Residents to Urban Residents (JLBI X IR £ 4t % K (e AR AR T IRk
1T9M%), 2007. This document is not publicly accessible.
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developers, but also makes more land available for manufacturing industries, a source to
generate steadier tax revenue. As of 2008, one hectare of land generated on average a land
transfer fee of 8.42 million RMB in Chongqing.* The total land transfer fee accounted for 40
percent of budget revenue.? Local governments also collect reclaimed land converted from
housing plots and agricultural land from individual villagers. After pooling all agricultural
land together, they lease out land use rights to large-scale land users, who can take advantage
of economies of scale. In Jiulongpo District, the local governments collected 407 hectares
of agricultural land from 2,300 villagers and leased out the land to over 100 firms growing
flowers (Interview CQ05140110). The rent from leasing out agricultural land is then divided
between rural collectives and villagers.

To sum up, the conflicts arising from the demand for and supply of urban construction
land help, but do not guarantee, an UMURA experimental status for local governments.
This experimental status permits local governments to gain additional land through rural-
to-urban construction land conversion, thereby getting around some of the restriction of
construction land quotas. As experimental status draws increased attention from the central
government, local governments in both Zhejiang and Chongqing have taken actions to provide
villagers with social welfare benefits. But these benefits have been provided in such a way
that access to benefits is not universal, and is instead biased toward land-losing villagers.
While a nontrivial portion of land revenue must be used to deliver rural social welfare, a
significant portion of it is retained by local governments.

4.5 Data, Measurement, and Analysis

4.5.1 Data and Measurement

I turn now to statistical analysis to test if the logic of land for welfare holds in a larger
context. The analysis requires data at both individual and locality levels. At the individual

level, T use the China Survey, a collaborative project between Texas A&M University and

34China Land and Resources Statistical Yearbook, 2009, p. 171.

35Budget revenue data is from China Financial Yearbook, 2009, p. 405.
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Beijing University, conducted from April 2 through June 5, 2008. The survey is a strat-
ified multi-stage probability sample of 3989 households, covering 59 municipalities in 26
provinces.?® Sampled households consist of 2992 rural residents and 977 urban residents.?”
As this chapter focuses on rural welfare provision, I use rural residents, a subset of the sam-
ple, in my analysis. At the locality level, I take municipality as the level of analysis due to
data availability; I compiled a dataset for 59 municipalities to match the respondents in the
China Survey.

Dependent Variable: The dependent variable, social welfare provision, is commonly
measured as a proportion of governmental spending (e.g., Wibbels and Ahlquist 2011) or
proportion of GDP (e.g., Huber, Mustillo and Stephens 2008). Such a measure is simple
and facilitates cross-country comparative analysis. It is somewhat problematic in the study
of the rural welfare provision in China for the following reasons. First, rural residents are
discriminated against in access to welfare benefits. A simple measure used in the literature
cannot distinguish between urban and rural beneficiaries. Second, government revenue and
expenditure structures in China consist of budgetary and extrabudgetary components. Land
transfer fees, the largest portion of revenue derived from land, fall under the category of
extrabudgetary revenue. As discussed in the case studies, a nontrivial portion of the land
transfer fee is allocated to providing benefits in rural areas, including welfare provision.
As a result, a measure of government spending on social welfare should take into account
extrabudgetary spending, which is publicly unavailable. More importantly, I hypothesize
that the provision of rural welfare benefits is not universal, but biased toward a select set of
rural residents. Rural residents who experienced land confiscation are more likely to receive
welfare benefits than those who did not. This hypothesis cannot be tested using the common

measure in the literature.

36The China Survey questionnaire, can be found at its website: http : //thechinasurvey.tamu.edu. Landry
and Stockmann (2009) have a detailed discussion of the China Survey sampling.

3TThe residential status (i.e., urban vs. rural) is missing for 20 observations.
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Taking advantage of the China Survey, the dependent variable, social welfare provision,
is measured by pensions and unemployment insurance at the individual level. The survey
asks the following question: “Except for the commercial insurance you personally purchased,
do you have the following welfare benefits?” Both forms of insurance are measured as di-
chotomous variables: 1 for yes, 0 for no.

Independent Variables: The independent variables of interest include land confisca-
tion and the interplay among state actors. Land confiscation is measured at the individual
level using the China Survey. The survey asks the following question: “Did your household
experience confiscation of land property or resettlement in the past?” The answer is coded
dichotomously: 1 for yes, 0 for no. The interplay between the central and local govern-
ments is measured at the locality level, using an indicator of whether the province where
each municipality is located received UMURA experimental status. The central government
granted the experimental status in an incremental manner. The UMURA experiment had
been conducted in eight provinces by 2005 and had gradually expanded to eleven provinces
by 2007.%8

Control Variables: I include as controls several variables capturing individual charac-
teristics, such as age, sex, years of education, an indicator of communist party membership,
and occupation. At the municipality level, I control for level of economic development, gov-
ernment fiscal capacity, and the impact of globalization. Economic development is measured
by the logarithm of local GDP per capita. Fiscal capacity is captured by budget deficit, mea-
sured by the ratio of budget expenditure to revenue (Lorentzen, Landry and Yasuda 2010).
Although budget deficit does not take extrabudgetary component into account, it nonethe-
less systematically reflects government fiscal capacity. The underlying assumption is that

extrabudgetary revenue is used to balance the budget. Consequently, higher budget deficit

38The experimental provinces include Tianjin, Inner Mongolia, Jiangsu, Zhejiang, Anhui, Shandong,
Henan, Hubei, Guangdong, Sichuan, and Chongqging. Ministry of Land and Resources, 2007, Notifica-
tion on experimentation of linking the contraction of rural construction land with the expansion of urban

construction land (J¢T-#E—DHIEIK £ & v FH Hb 3 el 20 s TAE A3 A1), Document No. 169.
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takes away more extrabudget revenue, leaving local government less freedom in allocating
extrabudgetary revenue. The impact of globalization is measured by foreign direct invest-
ment (FDI) as a proportion of local GDP (Huber, Mustillo and Stephens 2008). A detailed
variable definition, sources, and summary statistics are presented in appendix C for the
individual-level variables and in appendix D for the municipal-level variables.

4.5.2 Analysis

I estimate four models specified as follows:
logit{ Pr(yi; = 1)} = Bo + Brx1ij + Poa; + ;o + Ry + & (4.1)

logit{ Pr(yi; = 1)} = (Bo + () + brzuj + Bawzy + L + Riy + ¢ (4.2)
logit{ Pr(y; = 1)} = (Bo + ¢;) + Bix1ij + Baaj + Bswiijwa; + Lo + Ry + ¢ (4.3)
logit{ Pr(yi;; = 1)} = (Bo + Cij) + (B1 + Bsxo; + G)x1ij + Pawoj + Lo+ Ry + 55 (4.4)

Where ¢ indexes villagers and j indexes 59 municipalities. The variable z; is land expropri-
ation at the individual level and x5 is experimental status at the municipal level. 31, (s, B3
are coefficients associated with land expropriation, experimental status, and their interac-
tion, respectively. T is a 12 x 1 vector of individual controls. R is a 3 x 1 vector of control
variables at the municipal level. ay941 and 341 are column vectors of coefficients associated
with I and R, respectively. S, is the intercept. &;;, €;; are idiosyncratic errors. The error
component (; in models 4.2 and 4.3 represents a municipality-specific random intercept and
&; = (¢ + €. In model 4.4 the error components (;; and (3; represent a municipality-
specific random intercept and random coefficient, respectively. The total residual is now:
§ij = Gy + G215 + €5

I first conduct logistic regressions (model 4.1), taking into account the complex survey
structure, shown in appendix C. To relax the assumption of conditional independence among
the responses for the same municipality given the covariates, I estimate the model 4.2 using
random-intercept logistic regression, which essentially introduces a municipality-specific error

component (; in the regression to allow the intercept to vary across municipalities. To
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test hypothesis 3, I include an interaction term of the two explanatory variables, i.e., land
expropriation and experimental site indicator in the random intercept model (i.e., model
4.3). Finally, I estimate a random coefficient model (i.e., model 4.4), allowing the effects of
land expropriation to vary across municipalities. Table 4.4 and 4.5 report estimated results
for the provision of pensions and unemployment insurance, respectively. For both measures
of the dependent variable, while the value of the coefficients of key explanatory variables
differs slightly between the estimations for complex survey and for random intercept model,
the sign and statistical significance remain the same.

In table 4.4, both land expropriation and the experimental site indicator have a positive
statistically significant association with pension when the interaction term is not included,
confirming my first and second hypotheses. The coefficient of land expropriation becomes
statistically insignificant once the interaction term is included, but the interaction term itself
is statistically significant at the 5 percent level. These results suggest that not all land-losing
villagers receive pensions. Rather, land-losing villagers from experimental sites have a higher
probability of receiving pensions, supporting hypothesis 3. I calculate average marginal
effects of land expropriation and experimental status on pensions, using the results estimated
in model 3. The predicted probability of receiving pensions is 3.4 percent for villagers who
did not experience land expropriation at non-experimental sites, holding everything else at
their mean values. This probability increases to 11.3 percent for villagers whose land has
been expropriated at experimental sites. Holding land expropriation at one and everything
else at their mean values, a villager living in a locality with experimental status increases
his probability of receiving a pension by 9.2 percent.

The analysis conducted here tends to underestimate the effect of land expropriation on
pension provision. The estimation in the analysis only considers the situation where local
governments offer social welfare benefits and villagers accept. There is another possibility.
Villagers may reject the offer of social welfare provision for a number of reasons. Villagers
may doubt the credibility of the offer and want to wait and see. Alternatively, the welfare

benefits provided by local officials may still not be attractive enough for villagers to give



"19s5e)Rp S I0JNe pue ASAING BUM])) O], :92IN0G

<t
—
— "sosor[juared Ul 91 SIOLID PIRPURIS "T0'() > dyyy ‘GO0 > dyy ‘T°0 > dy
928°20%- 868°20G- 8T€'G0S- pooyreyI] S0
000°0 J<d
GLTT A
8GG6L0LIT oz1s uoryendog
70Tz 703z 70Tz 70Tz STOTRAIOS( ()
@WOO @@OO QOE»E@.EOO wmjﬁoﬁ.ﬁ:\:
ﬁu wgoﬁm UQ@ ugoouwﬁi u\@ QOE»E@.:OQ
GR0° odors wopuer jo ‘ps
9.8 T80 69G°0 1deoT99ut JOo 'p'S
(G82°2) 44079 €T~ (LL272) *xxEF9° €T~ (08°2)  4xx999°€T~ (L80°€)  4xxlS6TT- JUR)STOD
(060°0) «6ST°0 (060°0) «T9T°0 (060°0) +09T°0 (o¥T°0) 680°0 J0[ep 103png
(962°0) +5x1C8°0 (g5z0) +4xGC8°0 (L62°0) *kxG18°0 (962°0) xxTCL°0 (Sor) eyrden x0d JqoH
(069°0) 688°0 (¥89°0) ¥28°0 (289°0) G68°0 (¥2L0) 698°0 (dap/1a4) uoryezireqols
(90¢°0) A4 (505°0) ok 8T T (€0¢0) +x98C'T (L£2°0) c0g°0 [euorssojoxd
(z18°0) S0V°0 (118°0) 8TV°0 (608°0) z8v'0 (zsL0) 990°0 1e8euewt ostadio)ue
(¥99°0) I10°T (€99°0) C00'T (199°0) 826°0 (960°T) SLT'T [eIO 1408 10 Kyred
(09¢°0) 0570 (65€°0) Gsh 0 (8¢€°0) €9¥°0 (L15°0) 6£0°0 IOYI0M [RLI}STIPUI
(6£2°0) 9.1°0 (0¥2°0) YLT°0 (9¢2°0) 0220 (T1T°1) G160 mouaideryue ajeartd
(£07°0) 8LT°0- (£07°0) GLT O~ (107°0) 6€1°0- (¥91°0) 60G°0- 103911doad ofos
(625°0) «EV6°0 (82$°0) «8¥6°0 (L2e0) %6060 (290°1) 6720 IOYIOM 9DIIUIUIOD
(9€€°0)  4#xG98°0~ (9¢€0) +5x798°0" (gee0) +xx978°0- (50g°0) #1801~ INIOM [RINYNOLITE
(cog0) 8¢T°0 (cog0) 6£7°0 (vog0) 0870 (z9g°0) 900°0- dno
(0£0°0) +#xGET0 (0£0°0) +5x9€T°0 (0£0°0) +xVET0 (670°0) +5x0LT°0 UOTJeONPD JO SIBA
(L00°0) +x%8C0°0 (L00°0) +5x620°0 (L00°0) +xx620°0 (600°0) +%x9£0°0 oge
(981°0) €60°0 (981°0) 160°0 (981°0) 680°0 (e12°0) G910 (1=oreW) X08
Amnm.ov w5 PST'T Qﬁm.ov wx08T'T JuetLIodxe x uorjeridordxe pue|
(822°0) +xG8S°0 (€22°0) +x085°0 (992°0) +5x9FL°0 (892°0) #xx190°T JuourLodxo
(¥15°0) 1270~ (¥05°0) 29%°0- (L2T0) xC6€°0 (882°0) +x£79°0 uorjerrdoidxo pue|
S Jo0D) dS Jo0D dS Jo0D) dS Jo0D)
(¥) (€) (c) (1)

JUDTIOTJO0D WIOPURI

1deorejur wopuer

1deorejur wopuer

NS0T [ROIYDICIDI

Koans xoyduroo
I

}1807]

RUIY) [RINY UL SUOISUS] ' 9[qe],



115

Table 4.5: Unemployment Insurance in Rural China

Logit Hierarchical Logit
(complex survey) random intercept random intercept
(1) (2) 3)
Coef. SE Coef. SE Coef. SE
land expropriation 0.623 (0.411) 0.564 (0.397) 0.160 (0.798)
experiment 1.256%* (0.477) 0.891%** (0.393) 0.795% (0.421)
land expropriationx expt. 0.568 (0.931)
sex(male=1) -0.644* (0.338) -0.543 (0.346) -0.536 (0.346)
age 0.025 (0.016) 0.006 (0.014) 0.006 (0.014)
years of education 0.269%+* (0.071) 0.204*+* (0.057) 0.204*+* (0.057)
CCP 0.110 (0.855) 0.877* (0.524) 0.857 (0.524)
agricultural worker -1.294%* (0.745) -0.976* (0.552) -0.972% (0.553)
commerce worker 0.785 (1.192) 0.833 (0.727) 0.881 (0.732)
sole proprietor -0.773 (0.716) -0.904 (0.730) -0.909 (0.731)
private entrepreneurf
industrial worker 0.086 (0.704) 0.527 (0.528) 0.535 (0.530)
party or govt official 1.657 (1.279) 1.023 (0.991) 1.072 (0.994)
enterprise manager 0.329 (0.985) 0.807 (0.980) 0.786 (0.985)
professional 0.680 (0.925) 1.685%** (0.658) 1.719%** (0.660)
globalization (FDI/GDP)  1.156 (1.122) 1.568* (0.946) 1.560 (0.954)
GDP per capita (log) 0.463 (0.468) 0.480 (0.379) 0.486 (0.381)
budget deficit 0.041 (0.183) 0.079 (0.161) 0.081 (0.161)
constant -11.721*%*%  (5.548) -11.045***  (4.253) -11.041***  (4.265)
s.d. of intercept 0.442 0.445
intraclass correlation 0.056 0.057
Observations 2077 2077 2077
Population size 437456879
F 11.23
p>F 0.000
Log likelihood -174.047 -173.851

*p < 0.1, **p < 0.05, ***p < 0.01. Standard errors are in parentheses.

t:Private entrepreneur is not included in the regressions because of perfect prediction. STATA
automatically drops observations with private entrepreneurs equal 1 in regression 1. In hierarchical
logit regressions 2-4, STATA does not drop these observations but produces infinite coefficient as-
sociated with private entrepreneur with infinite standard errors. I manually dropped these observations.

Source: The China Survey and author’s dataset.
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up their land. Anticipating that land will become more valuable tomorrow than it is today,
villagers, if allowed, may choose to keep their land and reject the offer of the compensation
package. While the data do not allow us to consider the situation when villagers reject, we
anticipate the effect of land expropriation on social welfare provision will be greater than
suggested by the the estimation conducted here.

The results presented in table 4.5 suggest that villagers who experienced land expro-
priation are not compensated with unemployment insurance, rejecting the first hypothesis.
UMURA experimental status has a positive statistically significant effect on unemployment
insurance at the 5 percent level. However, the marginal effect of experimental status on un-
employment is not substantively different from zero. Living in a locality with experimental
status increases a villager’s probability of receiving unemployment by 0.7 percent if he did
not experience land expropriation and by 1.2 percent if his land was expropriated, holding
everything else at their mean values. As suggested from the case studies, local governments
from experimental sites provide job training and consulting, but no unemployment insur-
ance. In general, it is rare for villagers to receive unemployment insurance. Among the 2,351
respondents who answered the question, only 50, or 2 percent of them, have unemployment
insurance, and 34 of them are from municipalities with experimental status. The interaction
term is statistically insignificant, suggesting land-losing villagers in experimental sites are
not have privileged in receiving unemployment insurance. The estimated (no) effect of land
expropriation on unemployment insurance is consistent with the case studies. Local govern-
ments refuse to provide unemployment insurance for a number of reasons. Many villagers
have other jobs in addition to farming and therefore are not completely jobless after their
land is expropriated. More importantly, providing working-age land-losing villagers with
unemployment insurance imposes a huge financial burden on local governments.

Individual-level control variables have similar results between the provision of unemploy-
ment insurance and pension with two exceptions: age and occupation of commerce worker.
Age has a positive, statistically significant effect on pension but not on unemployment in-

surance. The positive effect of age on pension suggests two patterns in pension provision.
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First, older people may be more willing to give up their land when a pension is provided in
the compensation package. Alternatively, as the case studies from Zhejiang indicate, when
the opportunity of receiving a pension is limited, family members rationally choose to give
the opportunity to older people who will receive pension benefits sooner. Villagers who are
more educated have a higher chance of receiving pensions and unemployment insurance.
Surprisingly, being a communist party member does not provide privileged access to social
welfare benefits. Being an agricultural worker decreases the probability of receiving social
welfare benefits, while being a skilled worker or professional increases the probability.
Municipality-level control variables exhibit different impacts on the provision of pension
benefits and unemployment insurance. The coefficient of globalization is not statistically
different from 0 for both forms of insurance, thereby rejecting the idea that globalization
leads to a “race to the bottom.” It is worth noting that both GDP per capita and budget
deficit have positive statistically significant effects on pension, but not on unemployment
insurance. This is interesting because governments from wealthier localities usually run
smaller deficits, as indicated by the negative correlation between the two variables shown in
appendix D. Positive coefficients of GDP per capita and budget deficit suggest that pensions
are more likely to be provided in wealthier localities as well as some localities which may
not be very wealthy and also face a greater fiscal burden. I suspect many of these localities
are granted experimental status, such as Chongqing, one of my case studies. As shown on
the map in figure 4.3, provinces granted experimental status are not all concentrated along
the east coast, where the economy is more developed and local governments have smaller
budget deficit. I reproduce figure 4.1 to plot the average pension coverage against local GDP
per capita, separating experimental and non-experimental sites. The pattern in figure 4.4
confirms what I suspected. A higher ratio of pension coverage is associated with wealthier
localities and localities with experimental status, holding the level of economic development

constant.



Figure 4.4: Pension Provision in Rural China

Average pension provision (%)

40

30

20

10

o

i °
[ ]
.. [ ]
°
° °
) °
® e
° . ° % °
- - o 5 e© ©
o $q
o
o ° &o Oo
. e O Oamo o0 ®
T T T T T
8 9 10 11 12

Log GDP per capita by municipality

Circles = experimental sites, Hollowed circles = non-experimental sites.

Source: The China Survey, 2008

118



119

4.6 Conclusion

This chapter examines why an autocrat provides social welfare benefits in the context
of China. It demonstrates qualitatively and quantitatively the affinity between land confis-
cation and rural social welfare provision. In doing so, it offers an alternative explanation
of social welfare provision in an authoritarian context, where meaningful elections—the ex-
act mechanism holding political leaders accountable—are absent. The land property rights
regime and the urban-rural gap in social welfare provision, both inherited from the commu-
nist past, constitute an institutional context in which state actors are embedded. The dual
land tenure system creates an opportunity for local government officials to generate rev-
enue from rural-to-urban land conversion. The profound urban-rural gap in social welfare
provision allows local government officials to use social welfare benefits as an instrument to
facilitate land confiscation. However, local governments have multiple instruments to ease
rural land expropriation and the provision of welfare benefits is only one of them. Local
governments are more willing to provide rural social welfare benefits when they are granted
the UMURA experimental status, allowing them to get around the restriction of land quo-
tas. The provision of social welfare benefits is not universal however, but biased toward
land-losing villagers. In developing these arguments, this chapter highlights three factors in
explaining the pattern of rural welfare provision in China: communist legacies, the interplay
of state actors, and selective provision of welfare benefits.

Due to limited data availability, the social welfare benefits examined in this chapter in-
clude only pension and unemployment insurance. But the logic of land for welfare applies
to other welfare benefits, such as guaranteed minimum living benefits, another insurance
function that land plays for rural population. Rural health care provision may not be closely
linked with land confiscation. The central government has taken a more aggressive ap-
proach to establish a rural health care system, which, like other reforms, started from a
few experimental sites and was intended to be gradually expanded nationwide by 2008 (No
1 Document, 2006, Article 20). The findings on the association between land confiscation

and rural social welfare provision are expected to apply to rural public goods. The logic is
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similar. Local governments build good communities with better facilities (such as access to
roads, flush toilets, sewage treatment), making villagers more willing to move to these new
communities. Once they move, their individual housing plots—a source of rural construction
land—become available for local governments.

This chapter discusses three actors involved in the process of rural social welfare provi-
sion—the central government, local governments, and villagers—each with their own prefer-
ences. The actual implementation of social welfare provision reflects a compromise between
the central and local governments. The central government fears a potential threat to regime
stability from an increasingly impoverished rural population and therefore prefers improving
rural social welfare. Its preference is carried out by providing local governments an incen-
tive to experiment with UMURA and gradually expand it nationwide. Local governments
are clearly the beneficiaries in the process of rural welfare provision for they gain land and
subsequent revenues. But this may not be the case for rural residents because what they
receive is a conditional welfare transfer. The price they have to pay in order to receive the
welfare benefits is not trivial: they have to give up their land, possibly the most precious as-
set they have. In the process of land confiscation, land’s insurance function is only partially
compensated: while pensions are provided, unemployment insurance is not.

Empirically, the provision of social insurance to land-losing villagers has serious conse-
quences. Without provision of social insurance, this group can easily spend all monetary
compensation and then become more impoverished than when they owned land. As the size
of this group grows, the urban-rural gap does not narrow; rather, it widens. To mitigate
the urban-rural gap, the central government has recently taken action to encourage rural
pension provision, in addition to issue guidelines (e.g., Central Document No. 1). In August
2009, Premier Wen Jiabao promised that the central government would provide full financial
support for rural pension provision in the central and western regions and will subsidize 50
percent of local government spending on rural pension provision in the east. The central

government plans to start this project from a few localities as an experiment and will expand



121

it nationwide by 2020.3° This central government’s action provides financial incentive for
local governments, but only time will tell whether this action will help expand rural pension

provision from land-losing villagers to the whole rural population.

39Gtate Council Holding a Meeting on Experimenting with New Rural Pensions (H%Ft 10 H # FHi 84k
R 7R RS TAES), available at http : //www.gov.cn/ldhd/2009 — 08/18/content 1394995.htm
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Appendix A: Interviewee List

The interviewee code is organized as follows. The two letters indicate the provinces in
which the interview was conducted. The first four digits after the letters indicate the month
and date of the interview. The next digit indicates if the interview subject was a group or
an individual (coded 1 for group and 0 for individuals). This is followed by a digit indicating
the order of group or individual interviewed on that day. The last two digits indicate the
year in which the interview was conducted. To make interview subjects unidentifiable, I
release only the name of the provinces, rather than more specific locality information. The
table below identifies the interview subjects by level (where relevant) and type of workplace

institution.
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Code Locality Level Interviewee Institutions
7J12160109  Zhejiang Urban district Party secretary Party committee
GDO01311110  Guangdong  Prefecture Group of government Bureaus of Land and Resources,
officials Public Finance, Development and
Reform, Urban Planning, Hi-tech
Economic Zone management com-
mittee
GDO03040110 Guangdong Township Section chief Economic development zone
GD03040210 Guangdong Township Entrepreneur Government sponsored land devel-
opment company
GDO03050110 Guangdong Village Party secretary Village party committee
7J03190110  Zhejiang Deputy provin- Section chief National Economic development
cial city zone
7J03190210  Zhejiang Deputy provin- Director National economic development
cial city zone
7J03290110  Zhejiang N/A Researcher University
JS04020110  Jiangsu County-level Director National economic development
city zone
JS04060110  Jiangsu Village Party secretary Village party committee
JS04071110  Jiangsu County-level Group of government Hi-tech Development zone
city officials
7J04120110  Zhejiang Prefecture Director Bureau of Agriculture
7J04130110  Zhejiang Prefecture Director Provincial economic development
zone
7J04160110  Zhejiang County-level Director County party committee
city
J704160210  Zhejiang Prefecture Department chief Bureau of Land and Resources
J704190110  Zhejiang County-level Director Provincial economic development
city zone
J704190210  Zhejiang Township Director Economic and Trade Office
JZ704200110  Zhejiang County-level Vice mayor Government
city
J704200210  Zhejiang County-level Deputy director Provincial economic development
city zone
CQ04250110 Chongging N/A Researcher Research Institute
CQ04280110 Chongging  Province Director Bureau of Land and Resources
CQO05060110 Chongging  Province Vice secretary gen- Party committee
eral
CQ05060210 Chongging  Province Section chief Bureau of Reform and Development
CQ05110110 Chongqging  Urban district Director Beibei economic development zone
CQO05110210 Chongging  Urban district Director Xiyong economic development zone
CQO05121210 Chongging  Urban district Group of government Bureau of Land and Resources
officials
CQO05130110  Chonging Urban district Director National economic development
zone
CQ05140110 Chongqging  Urban district Deputy director UMURA leading group office
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Appendix B: A Dataset of 120 Municipalities

Table B.1: Summary Statistics of Key Variables

Variable Obs Mean Std. Dev.  Min Max
Land quota allocation 118 .645 181 113 962
Land quota allocation (logit) 118 .700 912 -2.058  3.228
VAT ratio 120 178 .052 077 312
Tax rebates ratio 120 239 124 .0193 .559
Business tax ratio 120 .239 073 .087 470
CCP secretary tenure 120 3.325 1.641 1 9
Mayor tenure 120 3.342 1.585 1 10
Land quota per capita 119  2.593 2.491 098  15.272
Ratio of secondary industry in GDP 120 48.499 9.092 27 85.92
Secretary distance to retirement 120 7.833 3.8272 -1 17
Mayor distance to retirement 120 9.35 4.272 1 19
Budget deficit 120 1.834 765 811 5.749
GDP per capita (log) 120 9.750 624 8.340 11.146
Urbanization 120 404 199 116 1
City level 120 158 367 0 1
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Appendix C: The China Survey

Describing Stage 1 Sampling Units

pweight: wt_psfc (a post-stratification weight taking into account strata, age, and sex. )
VCE: linearized
Single unit: scaled
Strata 1: strata
SU 1: psu
FPC 1: fpcl
Strata 2: <one>
SU 2:  ssu
FPC 2: fpc2
Strata 3:  <one>
SU 3:  tsu
FPC 3: fpc3
Strata 4: <one>
SU 4:  <observations>
FPC 4: <zero>



#0Obs per unit

Stratum  #Units #Obs min mean max
1 4 235 48 588 73
2 4 203 45  50.8 55
3 10 592 49  59.2 71
4 2 138 64  69.0 74
5 8 410 34  51.2 62
6 3 145 39 483 62
7 5 260 46 52.0 60
8 2 78 35 39.0 43
9 12 680 38  56.7 73

10 4 168 28  42.0 61
11 7 377 33 539 67
12 1* 58 58  58.0 o8
13 8 492 45 615 89
14 1* 49 49 490 49
15 1* 39 39 39.0 39
16 1* 65 65  65.0 65
16 73 3989 28 546 89
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Table C.1: Summary Statistics for Individual-level Variables

Variable Mean Std. Dev. Min Max  Observations
Key variables
unemployment overall .021 144 0 1 N=2351
between .054 0 294 n=59
within 139 -.273 1.008 T-bar=39.848
pension overall .081 273 0 1 N=2500
between .108 0 407 n=59
within .255 -.326 1.062 T-bar=42.373
land expropriation overall 123 .329 0 1 N=2951
between 113 0 .528 n=>59
within 314 -.404 1.108 T-bar=50.017
* Control variables
sex (male=1) 478 .500 0 1 2992
age 46.000 15.618 18 92 2992
years of education 5.278 3.882 0 17 2958
CCP .048 213 0 1 2990
agricultural worker 767 423 0 1 2657
commerce worker .017 129 0 1 2657
sole proprietor .068 .253 0 1 2657
private entrepreneur .008 .089 0 1 2657
industrial worker .072 .258 0 1 2657
Party or govt official .006 .080 0 1 2657
enterprise manager .004 .061 0 1 2657
professional .015 123 0 1 2657

Source: The China Survey, 2008.
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Appendix D: A Dataset of 59 Municipalities
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Table D.1: Summary Statistics, Definition, Sources, and Correlations

Variable definition and sources

Globalization
Budget deficit
GDP per capita

Experiment

Foreign direct investment as proportion of local GDP.
China Clity Statistical Yearbook, 2009.

The ratio of budget expenditure to budget revenue.

China City Statistical Yearbook, 2009.

Logarithm of local GDP per capita.

China City Statistical Yearbook, 2009.

Dichotomous indicator of experimental sites.

Ministry of Land and Resources, 2007, Document No. 169.

Summary Statistics

Variable Mean Std. Dev. Min Max Obs
Globalization 0 .187 0.198 0 0.908 59
Budget deficit 2.973 2.278 0.869 13.196* 59
GDP per capita 9.927 0.776 8.189 11.540 59
Experiment 0.441 0.501 0 1 59
Correlations

7777777777777 Globalization ~ Deficit =~ GDP  Experiment

per capita

Globalization 1.0000
Deficit -0.4128 1.0000
GDP per capita 0.4344 -0.7410 1.0000
Experiment 0.2043 -0.1894 0.3493 1.0000

*Note: The variable budget deficit has one outlier, 13.196, for Dingxi munic-
ipality (7€ Pi) in Gansu province. Its ratio of budget expenditure to budget
revenue was 11.772 in 2007 and 14.421 in 2009. This consistent pattern
suggests this outlier is not caused by error. All analyses conducted in chapter 4
include respondents from Dingxi. I reran all the analyses excluding the Dingxi
respondents; results (i.e., sign and statistical significance) remain unchanged.
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