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Preface

With China’s industrialization and urbanization, rapid decrease of rural farmland
as well as sharp increasement of urban land has become a significant feature, although
stringent land usage control system was implemented in China. There is no doubt that
population growth, industrialization and urbanization are the main human driving
factors of land usage change in our country. The existing phenomenon that excessive
cultivated land conversion accompanied by inefficient use of urban construction land
has attracted numerous scholars’ attention. What are the deep reasons for rapid
expansion of urban land in China? What kind of system background are the impulse of
local government land sale and the drive for the land finance interests based on over
years? In recent years’ research, the author found that the current system of fiscal
decentralization and local government competition system are the deep reasons that
lead to urban land use inefficiency and structure imbalance.

Fiscal decentralization as well as competition among local governments, which is
to form an effective incentive and restraint framework for local governments are two
important aspects of current China-style decentralization. One aim of this decent-
ralization system is to provide sufficient incentive for local governments to supply
better public goods for the economic development. The other aim is to induce the local
government to have more “helping hand” rather than “grabbing hand” on natural
resources use. However, owing to the constraint of the fiscal decentralization and
competion among local governments, local governments pursue rapid economic growth
through short-term behavior, which leads to the revenue and expenditure preference.
These preferences have a significant effect on urban land’s total scale and use structure.
Specifically, this book, which takes revenue-style decentralization as the breakthrough
point and focuses on local governments’ revenue and expenditure preference, studies
the influence on urban land use of local government fiscal behavior and its internal
logic relationship; builds an analytical framework of “Fiscal decentralization—Local
government finance preference—Behavior orientation—Land use change” . Further,
there are two concrete paths to go into the details. One is “Tax distribution system—
Off-budget land finance—Land effect (irrational expansion of the city)” . The other is
“Tax distribution system—Budget tax (revenue and expenditure) preference—Land
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effect (industry land expansion of city)”. And then, this book uses a variety of methods
such as game analysis, descriptive statistics, panel data model, from theoretical and
empirical pespective, to reveal the deep motivation of urban land rapid expansion and
its structure distortion since 1994.

Based on the framework, this book puts forward three hypotheses which are
“Grabbing Hand” , “Preference Hand” and “Constructive Hand” . Hypothesis 1:
Under tax distribution system, because the fiscal budget can not make ends meet, local
governments have to grab a large number of land revenue. The main ways are to get
more land to sale and to expropriate land in low price but sale in high price to earn
money. Local financial dependence on land increases the demand of land expropriation
and accelerates the irrational growth of city. Hypothesis 2: Based on the total budget
revenue and local tax preferences, local governments prefer large-scale of investment
(such as compete to set up development zones) and the development of local financial
resources industries (such as building industry and real estate industry, etc.) , which
leads to regional overcapacity and the rapid increase and structural imbalance of urban
industrial land. Hypothesis 3: Influenced by the economic competition among admini-
strative regions and the pressure from current performance appraisal system, local
governments favor the fiscal spending on short-term and hard public products (such as
infrastructure construction, urban construction and the image project, etc.) , whichto a
larger extent, leads to the urban expansion. Through the demonstration and analysis of
the above three hypotheses, this book basically draws the following three conclusions:

Firstly, land finance is caused by the specific historical conditions. The 1994 fiscal
reform which causes the intergovernmental unclear demarcations (financial rights and
responsibility) is the main inducement of China’s local land finance. The institutions of
land expropriation, land transfer and urban land use are the foundations and requir-
ements. So the land finance strategy is the result of the comprehensive effect of
different kinds of systems and institutions. We also find the financial impact of fiscal
decentralization is different in different regions of China. There is a gradual change
from the east to the west. Land market construction and development will help alleviate
the local governments’ incentives to gain finance income from urban land usage rights
transfer. Strengthening the management of land transfer fee as well as speeding up the
local infrastructure construction is an effective way to change the local governments’
financial incentives. With “the tragedy of the commons” as a starting point for the
analysis, this book empirically analyzes the local governments’ behaviors that affect
urban sprawl under the China-style decentralization system. As the strategy choice in
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various regions tends to be unified, the marginal personal cost is less than the marginal
social cost at the optimal points and the total urban expansion area determined by Nash
Equilibrium is larger than the national optimal city expansion area, thus resulting in the
excessive urban sprawl. The method of System-GMM is used to treat the provincial
dynamic panel data recursive model from the Statistical Yearbook from 1999 to 2008
and the result shows that power division is positively related to city expansion, in
which expenditure power division’s role is greater than that of income power division.
Local governments boost the urban sprawl with their efforts of increasing competition.
The result also shows that the lagged urban sprawl exerts a positive influence on the
current urban sprawl and the land market construction is beneficial to the slowing
down of urban sprawl, though with vague effect.

Secondly, the preference of local government tax revenue has a significant effect
on the urban land supply structure. Under the current fiscal system, the tax behavior of
local governments which are to increase their total revenue has a significant tax
tendency. This deviation will affect the local industrial strategy and land supply
policy. Based on the panel data of China’s 35 cities of the provincial capital cities and
cities under separate state planning, we empirically analyze the real estate tax
preference and industrial tax preference’s influence on urban residential land, industrial
land, and find that the local governments’ preference of the real estate tax is a
significant reflection of the supply of residential land. The stronger the estate tax
preference is, the more residential land supply will be; the stronger the value-added tax
preference is, the more industrial land supply will be. Local government fiscal
preferences also decide the construction land supply structure, the greater the ratio of
value-added tax and real estate tax is, the greater the proportion of industrial land in the
urban construction land will be; on the contrary, the smaller the ratio is, the greater the
proportion of residential land will be. So it is a useful method for central government to
change the preference of local government tax incentives by adjusting the revenue-
sharing ratio. A reasonable revenue-sharing ratio is good for the optimization of urban
land use structure, for the adjustment of industrial structure and the transformation of
economic development mode.

Thirdly, the fiscal expenditure of local government is on behalf of the preference
and efforts of the local governments. Due to the limitation of the official’s tenure
system in China, in order to win promotion, local governments will inevitably increase
the expenditure that can stimulate economic growth in short term, causing “emphasize
heavy and neglect light” fiscal expenditure. The main reason is that economic
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construction expenditure has a larger contribution to GDP in short term, while the
science and education expenditure has a larger contribution in long term. Panel data
model of the 16 core cities of the Yangtze River Delta Region is employed to analyze
how decentralization and competition affect the urban land scale, the results show that:
Fiscal decentralization and local government competition in each combination models
are significantly positive. So we can judge that fiscal decentralization leads local
governments to obtain income by seeking the way of expanding urban land, and at the
same time, in order to gain an advantage in competition, local governments tend to
attract large-scale investment by taking low-cost strategy of selling land, which leads to
large-scale urban land expansion. Therefore, in order to fundamentally change the
incentive behavior of the local governments, and to guide rational and sustainable use
of land, based on the actual situation of China, we need to improve the current fiscal
system, to regulate the financial revenue and expenditure of the central and local
governments, and to reform the current performance evaluation system and maintain
the continuity and stability of officials.

The innovation of this study is mainly reflected in the following three aspects:
Firstly, based on the analytical paradigm of ICP, a systematic theoretical analysis
framework is set up to analyze the local governments’ behaviors under the China-style
decentralization. Secondly, land finance’s institutional foundation, system incentives
and its effect on land usage change are deeply analyzed, especially their logical
relationship and interaction mechanism. Thirdly, the method of rational analysis and
recognition is employed to reveal the internal relationship between the preference of
local fiscal revenue and expenditure and the change of urban land use.
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