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The Contractual Nature of City
— The Corporate City Jiaolong Park

Lu Qian

( School of Economics, Central University of Finance and Economics )

Abstract: This paper studies the contractual nature of city. Efficient urbanization
implies that property owners sign contracts tominimizetransaction cost. The paper studies
a case of Jiaolong Park, built by a corporation, upgraded from villages to an industrial
park, and then from an industrial park to a city. The paper suggests that cities are like
firms, formed by a central contractor signing a series of contracts with government,
farmers, tenants, and business enterprises, to reduce the transaction cost. This paper
proposes that choices of contractual structure and arrangements, such as the choice
and scope of central contractor and the choice of tax sharing, are designed to minimize
specific transaction cost.

Keywords: urbanization; transaction cost; contractual structure

JEL Classification: O18; R14; R52
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