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2. Interpreting China’s Land Development: The “Tragedy of the Commons”?

Until recently, scholarly attempts to understand the growth and structural change of the Chinese
economy had been focused on the increased mobility of capital and labor as a consequence of
market reforms and globalization (Lardy 2002; He 2010; Solinger 1999; Fan 2008). It was not
until after the 1990s that the massive development of land in rural and urban China has become
so striking and alarming to attract the serious attention of both researchers and policy makers. A
burgeoning body of literature has been generated to document and understand the pattern and
processes of China’s land development. Important effort has been made to address such issues as
the loss of China’s precious cultivated land and its implications for food security, farmers’
different reaction to tenure security for the land they are contracted under the household
production responsibility system, the meanings of state and collective ownership of land,
commodification of urban land use, marketization of the housing sector, and dramatic and
sometimes uncontrolled expansion of urban construction land often at the expanse of agriculture
and the peasantry (Brown 1995; Smil 1999; Kung and Liu 1997; Ho 2001; Guo 2001; Cai 2003;
Ho and Lin 2004a; 2004b; Ho 2005; CASS 1992; World Bank 1993; Zhu 1999; Wang and Murie
1999; Wu 1996; Yeh and Wu 1996; Cartier 2001; Xie et al. 2002; Zhu 2002 and 2005; McGee et
al. 2007; Wu et al. 2007; Lin 2009; Hsing 2010)."" Among the many kinds of land use change
and land development, the conversion of land from the agricultural sector into non-agricultural
and commercial uses has attracted most of the attention from scholars and policy makers for
obviously reasons. The central question essentially concerns with why massive development of
land has taken place and how the conversion of land from the agricultural to non-agricultural
sectors can be understood.

To the majority of scholars and the general public, land development is most commonly
understood as essentially an economic phenomenon that involves developers who seek to make a
profit. It is thus not surprising that, to make sense of the recent massive land development
observed in China, attempts have been made to draw insights from the established theory of land
economics. A critical evaluation of the Chinese practice with reference to the theory of land
economics has led many to identify a noticeable ambiguity in the Chinese definition of property
rights for both urban and rural land. It is widely believed that the ambiguous definition of land
property rights has been responsible for China’s massive and inefficient land use and land
development. Reasoning along the line of logical thinking in urban land economics, a number of
researchers have observed that massive land development in many Chinese cities occurred after
the decentralization of economic property rights over urban land from the central state to
municipal governments and state units (Wong and Zhao 1999; Zhu 2002). Although
decentralization of land use rights has provided necessary incentives for land users to use land in
an efficient and profitable manner, it has not clearly delineated the property rights over urban
land among the many different kinds of actors involved. As a consequence, property rights over
urban land have become “a contested sphere” among the central state, local governments,
developers and state unites (danwei) (Zhu 2002). Theoretically, ambiguous property rights

! Among all of the studies on the loss of farmland in China and its possible implications, the most influential and controversial
one has been the work of Lester Brown (1995), Who will feed China? Wake-up call for a small planet New York: Norton, in
which Brown gave a projection that China would not be able to feed itself by 2030 if the current trend of farmland loss continued,
and if China increased its import of food grain there would be severe consequences on the global food market. For more realistic
studies of changes in agricultural land, see Smil (1999, pp. 425-429) and Lin and Ho (2003, pp. 87-107).
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definition will leave valued assets in the public domain for competitive access and inefficient
land development. Without a clear delineation of land property rights with exclusivity and
transferability, the desire to capture land assets in the open domain and to transform them into
secure assets has become a powerful force driving massive and uncontrolled land development in
many Chinese cities. This ambiguous delineation of land property rights is therefore identified as
the root cause for inefficient allocation and irrational (over)development of urban land.

A similar view is held by many researchers who are interested in the development and
conversion of China’s rural land. It has been widely observed that the Chinese definition of the
property rights over rural land is incredibly ambiguous. In both the Constitution and the Land
Management Law, the property rights over rural land are accorded to the “rural collective” which
legally means the villagers’ committee (cunmin weiyuanhui), the village economic cooperative
(cun jingji hezuoshe), or the township collective economic entity (xiang jiti jingji zuzhi) (China
1998; 2004). However, careful analyses of the exact meanings and actual operation of Chinese
collective ownership have suggested that it is essentially “fictitious,” with state and Party
exercising real control over the management of “collective” assets including land (Putterman
1995; Cai 2003; Hsing 2006a). For the use of agricultural land, the introduction of the household
production responsibility system only allows farmers to have the right to gain revenue from
farming. Their right to choose how land would be farmed is still confined by de facto production
planning and their output still has to be sold to state agencies. Control over the allocation of land
was held by village government and farmers’ right to transfer land or to capitalize its scarcity
value remain restricted (Putterman 1995, 1050). For the use of nonagricultural land and the
conversion of land from agricultural to non-agricultural use, it has been noticed that these issues
are under the control of local officials and therefore “it makes more sense to think of ‘rural
collective property’ as rural local government property” (Putterman 1995, 1053). As Louis
Putterman has pointed out, “reform has increased the power of managers, not that of the nominal
owners” as far as rural land property rights are concerned (Putterman 1995, 1053). Without a
clear delineation and effective protection of farmers’ property rights over rural land, it is not
surprising that farmland has been subject to abuse and unfair conversion for development
purposes. Because collective ownership works in reality as local cadres ownership, many
township and village cadres have (ab)used their power in the control of land use and land
conversion to pursue their personal interests at the expense of the collective and the powerless
individual peasants. This has given rise to not only uncontrolled and under-compensated land
conversion out of agriculture to commercial development but also widespread and frequent
social conflicts (Cai 2003, 672). In other words, the fundamental factor responsible for excessive
rural land conversion and soaring social conflicts is believed to be the lack of an unambiguous
delineation and effective protection of farmers’ individual property rights over rural land.

Clearly, the prevailing theory of neo-liberal economics believes in a causal relationship between
clarity in the definition of property rights and efficient land use, long term investment behavior,
and social stability. In this theoretical formulation, definition of land property rights is seen as a
pre-given condition for rational land development and sustained economic growth. The emphasis
is placed on the legal clarity, uniformity, and inviolability of land property rights delineation
from the central authority in a top down fashion. These theoretical propositions need to be
carefully evaluated against the Chinese reality in order to better understand the nature and
dynamics of phenomenal land development taking place in China under transition.
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2.1 Practicing Land Property Rights and Land Development in Urban and Rural China:
Theory and Reality

When evaluated closely, the popular notion of “the tragedy of the commons” that sees ambiguity
in the definition of land property rights as the root cause of China’s inefficient and wasteful land
development has been based on several theoretical assumptions, including a) clarity in property
rights definition functions as the prerequisite for efficient land use and rational land
development; b) definition of property rights is made in a formal and legal manner from the top
and then imposed upon localities and individuals throughout the country; c) property rights
definition carries with it necessary uniformity and consistency in the interests of fairness; and d)
there exists causal relationships between clarity in the definition of property rights and efficient
land use and rational economic development.

It should be noted, however, that the notion of “the tragedy of the commons” was originally
intended to explain land use and land development in the situation of an industrial and market
economy where the rule of the law has been developed and forces of market competition fully-
fledged. In contrast, the actual practices of land use and land development in contemporary
China have demonstrated some important social and political conditions distinct from what were
normally assumed in the notion of “the tragedy of the commons.” The Chinese influential
agrarian tradition has cast such a long and deep shadow over the minds of peasants and the state
to pursue not just land use efficiency but also equity in the entitlement to land as a basic source
of living. A large territory with great geographical variations both economically and culturally
has made it possible and feasible for the definition and practices of land property rights to be
initiated informally by localities from bottom-up rather than assigned solely by the lawful state in
a top-down fashion. Finally, a transitional economy with a peculiar dualistic structure (plan and
market, state and collective, urban and rural) has provided an institutional environment within
which land property rights are constantly tested, negotiated, and (re)formulated at different
points in time and among different places. In short, the social and political conditions that
characterized contemporary China have given rise to the practices of land property rights, land
use, and land development that do not conform to normal theoretical expectation. This is not to
defense the peculiar and chaotic Chinese case against general accepted wisdom concerning
privatization as an instrument to improved economic efficiency. Nevertheless, the Chinese case
does raise questions concerning whether privatization is the only instrument to improved
efficiency and whether the described causal relationship between privatization and improved
efficiency can hold universally regardless of political and social conditions.

2.2 Property rights as a pre-given condition?

In the existing interpretation of China’s land development, the commonly held view is to see
land property rights as something given. To evaluate this widely held assumption, it is useful to
first of all analyze what property rights actually mean. In the conventional economic and legal
literature, property rights are understood as “a bundle of rights that an agent is empowered to
exercise over an asset or piece of property” (Putterman 1995, 1049; Demsetz 1967; Furubotn and
Pejovich 1972; Dale 1997). This bundle of rights includes the right to use an asset, capture
benefits from it, change its form and substance, and transfer all or some of these rights to another
agent at a mutually agreed price (Pejovich 1990, 27-28). In a similar manner, property rights in
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the Chinese civil law are defined as “the rights of an owner, according to the law, to possess, use,
reap benefit from, and dispose of his own property” (China 1986, Article 71). Property rights
thus defined are therefore something that can be clearly delineated in a legal manner and, once
accepted, imposed upon all as a condition to enable a smooth operation of the economy and
society. However, the actual functioning of property rights in reality has turned out to be more
complicated than what is assumed in theory.

In the case of China, land property rights have always been subject to contestation, negotiation,
and adjustments depending upon changes in political, economic, and geographic conditions.
Take the case of rural land as an example. When the legal definition of property rights is applied
to rural land, the property rights that rural collective and individual peasants have over rural land
are very limited. The collective only has the rights to possess, use, and benefit from the land
property, but it does not have the right to dispose of the land. The property rights of individual
peasants are even more limited: they only have the rights to use and benefit from the land. In
other words, both the collective and individual peasants do not have the rights to dispose of (e.g.
transfer) the rural land. The 1998 Land Management Law clearly stipulates that “The land use
rights of collectively owned land by rural residents must not be granted or assigned to another
party or leased out for non-agricultural construction” (Article 63) and that “[TThe State may
expropriate collectively-owned land in accordance with the law if it is in the public interest”
(Article 2). Because the state is the only one who has the rights to dispose of the land, any rural
land to be transferred into the private sector must first of all have the land undergone state
expropriation so that its ownership be transferred from the collective to the state who will then
convey the rights to use the land to the private sector. In the process, the private sector as new
land user will have to pay the state a lump sum land conveyance fee in addition to compensation
fees to the collective and other stipulated administrative fees.

In recent years, China has launched a campaign to “grasp the large and let go of the small” (zhua
da fang xiao) (Ho et al. 2003). Many of the township and village enterprises (TVEs) (xiang zhen
giye) have been asked to transform themselves from collective entities to share-holding
companies that are essentially privately-owned businesses. In accordance with the Land
Management Law, these TVEs were asked to have their land undertaken a state expropriation
and transferred from collective ownership into state ownership first and then private (share-
holding) ownership. In this process, TVEs will have to pay a large lump sum conveyance fee to
the state in accordance with the law. Many of the managers and peasants working in the TVEs
were furious. “This is our land!” they said, “Why do we have to pay for using the land we have
owned for generations?”'> For one thing, they cannot understand why they have to pay a fee to
the state as a distant owner for using the rural land that they are supposed to be the collective
owner and they have been using for generations. For another, many of the TVEs are on the verge
of bankruptcy and are unable to afford to pay such a large lump sum conveyance fee in any way.
However, these TVEs have been informed of the requirement in accordance with the law that
concerns land property rights. Eventually, a local solution has come up from below to get out of
this legal impasse. The rural collectives (villagers’ committees and township governments)
would lease out (zulin) the land to TVEs. In return, TVEs would only pay a small rent on an
annual basis rather than a large lump sum conveyance fee beyond their affordability. Here, land

12 Interview Notes, Nanjing, Jiangsu, 17 October 2000.

Page 8

This content downloaded from
149.10.125.20 on Sun, 27 Feb 2022 18:35:30 UTC
All use subject to https://about.jstor.org/terms



property rights are clearly not given. Rather, they are negotiated, constructed and produced out
of a special context of a socialist collective economy undergoing transition.

Equally important is the social production of land property rights in urban China. In the Chinese
Constitution and the Land Management Law, the ownership rights over urban land are
unambiguously delineated: “land in urban areas is owned by the State. Land in rural and
suburban areas, except for that stipulated by laws as being owned by the State, is collectively
owned by rural residents...” (China 1998, Article 8; China 2004, Article 10; Lin and Ho 2005).
“Urban areas” are further specified to include officially established cities (ski), county seats
(xiang zhen), designated towns (jianzhi zhen), and industrial and mining areas (gongkuang)
(CSLAB 1992a, Article 2). Municipal governments as local representatives of the state are
entrusted to claim and exercise the ownership rights over the urban land within their jurisdiction
(i.e. the city proper or shigu). They do not have the ownership rights over the land in the
suburban areas and suburban counties, however. In recent years, fiscal reforms and central state’s
reduced financial commitment to local municipal finance have forced many municipal
governments to engage in the capitalization on land. Land sale and land development have
become one of the most important sources of primitive capital accumulation to many Chinese
cities. As a consequence, the existing urban land within the city proper (shiqu) over which the
municipal government is entrusted to exercise ownership rights has been quickly used up. The
property rights over additional land in the suburban areas must be produced one way or another.

It did not take long before Chinese mayors found out that the needed property rights over land in
the suburban areas can be produced politically and administratively through the annexation of
suburban counties into urban districts (shiqu) under their direct control. In June 2000,
Guangzhou incorporated Huadu and Panyu, both of which county-level cities in the suburb of
Guangzhou, into its urban districts. Throughout the history of China, county is known as the
most basic and stable administrative unit (Ma 2005). It was not until recently that the imperative
of local revenue generation and municipal finance has powerfully wiped out many counties from
the map of the country. In Guangdong Province, the number of counties and county-level cities
has dropped from 77 to 67 during 2000-2005 whereas the number of cities (many of them have
incorporated their suburban counties) raised from 45 to 54 for the same period. It should be
noted that turning suburban counties or cities into urban districts does not guarantee the
municipal government full ownership rights over the newly acquired land as much of the rural
land would remain collectively owned. Nevertheless, the municipal government can now extend
its overall land utilization plan into the annexed suburban areas by which it can assert the rights
to use, benefit from, and dispose of the newly acquired land although it does not fully possess the
land." Here, the property rights over suburban land have been produced politically and
administratively. In many cases, it is this forceful and political production of property rights over
suburban land, not ambiguous delineation of property rights that has resulted in the resentment,
social discontents, conflicts, and violence that have plagued the country in recent years.

" In the 1998 Land Management Law, conversion of land from agriculture into non-agricultural development purposes must
comply with the overall land utilization plan. See China (1998, Articles 63 and 64).
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2.3 Property rights: Defined from top down or bottom up?

In the conventional wisdom of land economics, the delineation of land property rights is usually
understood as a legal matter to be dealt with exclusively by the state in a top-down manner. Only
the state has the full ownership rights over all land under its jurisdiction and therefore has the
authorities to assign property rights and liabilities to other agents in such a way so that efficiency
in land use be ensured and order in market competition well maintained. The formal and legal
definition of property rights in China is seemingly no exception. Land property rights have been
clearly delineated in the Chinese Constitution (Article 10), the Civil Law (Article 71), the Land
Management Law (Article 8), and the recently introduced Real Property Law (Articles 39)
(China 1986, Article 71; China 1998, Article 8; China 2004, Article 10; China 2007, Article 39).
However, a close analysis of the process through which land property rights are defined,
assigned, and exercised would reveal a rather complicated picture. More often than not,
definition and assignment of land property rights have started with local initiatives from below
which is then followed by official recognition and state sanction from above.

The introduction of the Agricultural Production Responsibility System (APRS) which has
created tremendous impacts on the use of rural land since 1978 is a good case in point.'* This
system originated from a poor village in Fengyang County in Anhui Province. Under this system,
a farm household is allocated by the collective organization a piece of land for the production of
a quota to be contracted after mutual agreement. The land and the production quota are
contracted for a fixed term of originally 3 years, then 15 years in 1984, and then 30 years since
November 1993. Anything that the farm household has produced above the contracted quota can
be retained for self consumption or for sale in the free market. In comparison to the previous
agricultural production system in which all production decisions were made by the collectives
(i.e. brigade, production team, and commune) whereas individual farm households were given no
freedom to determine what to be produced and how much is to be produced, the new system
gives individual farm households not only the power to make production decision but also the
incentive to use land in the most efficient and profitable manner because the more the output
generated from the land the more above-quota revenue can be earned by the farm household.

When analyzed in the legal terms, this system essentially involves a re-definition and re-
assignment of the property rights over rural collectively owned land. Under this system, the
rights to possess and dispose of the land are still retained by the rural collectives. Farm
households are granted with the rights to use and reap benefit from the use of the contracted rural
land, which were previously not available to them."” Such a re-definition or re-assignment of the
property rights over rural land did not come from the central state at the top. Instead, it originated
from the grassroots level of the countryside and was eventually sanctioned by the state in
December 1978. It was not until 2002 that the central state enacted Rural Land Contracting Law
to formally legalize this local innovation concerning the property rights over rural agricultural
land.

" For detailed documentations of the origin and impacts of the agricultural production responsibility system, see Riskin (1987);
Ash (1988); Sincular (1991); and Unger (2002).

'3 1t should be noted, however, that this new system does not grant farm households the right to transfer the rights to use
agricultural land to other users especially to users outside of the agricultural or collective sector. See China (2002, Articles 17 and
33) and China (1998, Articles 63).
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If the redefinition of the property rights over rural land was initiated by Chinese peasants on the
grassroots level, then the re-definition and re-assignment of the property rights over urban land
were triggered by local municipality in response to the demand of foreign investors. For decades,
urban land in China, as a means of production rather than a commodity, had not been allowed for
sale or transfer in the market. The Chinese Constitution clearly stipulated that only the state has
the full ownership rights over land and “no organization or individual may appropriate, buy, sell,
or unlawfully transfer land in other ways” (China 2004, Article 10). This legal definition of land
property rights has become a formidable obstacle to attracting foreign investors who have since
China’s opening up in 1979 come to China and demanded for a legal assignment of the property
rights to use Chinese land. The break-through eventually came from below.

Notwithstanding the Constitutional restriction, entrepreneurial local cadres of the Shenzhen
Special Economic Zone took the initiative and sold the property rights to use state owned land to
a commercial developer on September 9, 1987.'° This assignment of land property rights has
challenged the restriction stipulated in China’s Constitution. Under the new pragmatic central
leadership, the central state has finally made concession to reconcile with the interests of both
local governments and foreign investors. On April 12, 1988, the National People’s Congress
made an important amendment to Article 10 of the Constitution and added a new clause which
reads “The right to use land may be assigned in accordance with the provisions of the law.” This
amendment essentially separates land ownership from land use rights. While urban land remains
owned by the state, its use rights are now allowed for conveyance and transfer (Yeh and Wu
1996; Ho and Lin 2003; Lin and Ho 2005). Clearly, this redefinition of land property rights in
urban China has been triggered by the initiatives taken from below first and then sanctioned by
the central state from the top. The experience of land property rights redefinition in urban and
rural China has suggested that to see property rights as something to be determined by the state
in a top-down fashion will obscure the complex political relations and contesting processes
involved.

2.4 Property rights as a uniform and consistent arrangement?

In the theory of neo-classic economics, the purpose of property rights delineation is essentially to
set straight the rule of the game for an open and fair market competition. Once exclusivity and
transferability are clearly defined, nothing would be left in the public domain for competitive
access and inefficient use so that the “tragedy of the commons” could be avoided (Hardin 1968;
Zhu 2002). This rule of the game can take effect only after it is applied across the board to all
economic sectors in a uniform and consistent manner. For China undergoing market transition,
the definition and practicing of land property rights have been far from a uniform and consistent
phenomenon. Because the reform of the political economy has taken place in a gradual manner,
there exists great space for local initiatives, experiments, and innovations. Although there are
national laws and central policies as well as guidelines introduced from the top from time to
time, often to sanction and legalize local initiatives, definition and practice of land property
rights have varied significantly from time to time and from place to place.

' The parcel of land was located in the urban district of Shenzhen and was measured 5321.8 square meters. It was sold by the
municipal government of Shenzhen to China’s Aviation Import and Export Company for residential development for a term of 50
years. The conveyance price was negotiated and agreed at RMB200 yuan per square meters.
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In the rural areas, the introduction of the Agricultural Production Responsibility System (APRS)
since 1978 has been characterized by its evolving nature and great regional variation. Although
this arrangement to give individual farm households the rights to use and benefit from rural land
has been legitimized by central policy in December 1978 and later on legalized in a number of
laws including the Rural Land Contracting Law as well as the Land Management Law, the actual
practicing of this system has varied from place to place depending upon the local geographic,
economic, and cultural conditions. In many areas of northern China where a local culture of
equality and subsistence is strong, a “two-field system (liang tian zhi)” is practiced under which
some land is distributed as “subsistence field (kouliang tian)” and other as “responsibility field
(zeren tian)” (Prosterman et al. 2000; Lin 2009). Subsistence field is equally distributed to
households according to the number of population and is free of the obligation to fulfill state
production quota, but responsibility field is distributed according to the number of workers in the
household by auction or other methods. In other regions of the country such as the Pearl River
Delta and the lower Yangtze Delta where population density is high and farmland would suffer
from fragmentation when allocated on a household basis, a system of “scale farming” (fudi
guimo jingying) is practiced. Under this system, most of the responsibility fields are contracted to
a small number of “specialized households” who have better experiences and expertise in
farming. The net profits from farming will then be redistributed to members of the village.'’
Finally, in some suburban areas where farmland faces strong competition for use among
agricultural, industrial, commercial, and urban development, a “land share-holding system (fudi
gufenzhi)” is introduced under which farm households return their contracted farmland to the
collective (i.e. villages). A shareholding company is then formed with the rural land as the main
asset. The re-assembled rural land is then re-classified into different categories for uses including
industrial, commercial, housing, agricultural etc. Shares are distributed to households according
to population and peasants, as shareholders, receive the profits made off the land. This
arrangement has the advantages of making large-scale and specialized farming possible. By
binding the interests of all villagers together, this system also enables the rural land to be better
protected against any forceful and unfair encroachment by any party outside of the village.'®

A similar regional variation can be found in the practicing of property rights over urban land.
Since the reforms of the land system in 1988 when the use rights over urban land were allowed
for conveyance and paid-transfer, a dual-track urban land market has emerged. State units
(danwei) continue to use state-owned urban land either free of charge or paying a small symbolic
“compensatory fee for the use of state owned land (guoyou tudi youchang shiyong fei).” At the
same time, commercial users including foreign investors are allowed to obtain the rights to use
state-owned land through conveyance (churang) by paying a “conveyance fee.” Municipal
governments and its subsidiaries of Land Management Bureau and Taxation Bureau have acted
as the representatives of the state to claim ownership rights over the urban land through the
approval of land conveyance as well as collection of the fees from land users. If the collection of
land conveyance fee from commercial land users is used as an indicator for how property rights
over urban land are claimed, then it has varied from region to region depending upon the
geographic condition and level of economic development. By law, the conveyance fee should not

7 For a discussion of scale farming and specialized households in the Pearl River Delta region, see Lin (1997b). For the practice
in southern Jiangsu, see Ho (1994). For a critical evaluation, see Prosterman, Hanstad, and Li (1998).

'8 For detailed discussions, see Bledsoe and Prosterman (2000). See also Lin (1997b, pp. 66-67) and Cai (2003, p. 673).
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be less than 40 percent of the listed land price (i.e. assessed land value) (biaoding dijia) when it
is conveyed from existing state-owned urban land to commercial users (CSLAB 1992b, Article
26). The actual practice differs significantly from the legal standard, however. This legal
requirement has been enforced in Jiangsu Province.'” However, in some poor regions of
Shandong Province, local governments have set conveyance fee at around 20 percent of the
assessed land value, and in some economically backward regions, the fee was waived altogether
in order to attract new investment.”” In Guangdong, a single market price is indicated for the land
available for conveyance without making any detailed break-down of the price into different fees
(i.e. compensation fee, development fee, conveyance fee, registration fee, etc.), so it is subject to
arbitrary interpretation whether or not the legal requirement for conveyance fee has been met.'

The regional variation demonstrated in the practicing of the property rights over the land in
urban and rural China has been inseparable from the transitional nature of the Chinese political
economy and the inherent variation in the natural environment, population density, level of
economic development, and local cultural tradition. It should be noted that many of these
deviations from the legal requirement and national norm are not unambiguously illegal. They
simply represent necessary adaptation of the national norm to various local conditions. Indeed, it
is questionable how a uniform and consistent definition of land property rights can be turned into
workable practice in a country with such a great regional variation. Theoretically, the regional
variation that characterizes the Chinese practice of land property rights challenges the perception
of land property rights as some standardized and uniform arrangements essential to the
maintenance of order for land use and market competition. In the case of China, land property
rights cannot be defined, claimed, and practiced out of the regional contexts within which they
are deeply embedded.

2.5 Causal relationship between property rights definition, land development, and social
conflicts?

The last fundamental assumption underlying the existing theoretical explanation for inefficient
land use and uncontrolled land development in contemporary China concerns a cause-effect
relationship between clarity in the definition of land property rights and land development. The
logic is seemingly straightforward: clear definition of land property rights with exclusivity and
transferability will offer owners with powerful incentives to use land in the most efficient and
profitable fashion whereas ambiguous definition will leave land in the public domain for
inefficient use and irrational development. A careful analysis of the Chinese reality would
present empirical evidence challenging this theoretical assumption, however.

First of all, definition of land property rights is not an explannum independent of social, political,
and geographic conditions. Ambiguous property rights definition can be desirable at certain time
and place as it allows for flexibility, but it can be detrimental in other place and historical
moment. Whether or not clear definition of land property rights can lead to efficient land use and
land development depends on the political, social, and geographic conditions. Take farmers’

' Interview in Nanjing, Jiangsu, 17 October 2000.
® Interview in Qingzhou, Shandong, 24 May 2001.

2! Interview in Nanhai, Guangdong, 19 June 2001.
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reaction to long-term tenure security as an example. It has been a widely held belief that secure
land tenure is essential for farmers to make long-term commitment and investment in the land
they are contracted, and that frequent adjustments in the land lease contracted are detrimental to
tenure security because they result in households getting different plots of land and therefore
discourage farmers from making long-term plot-specific land augmenting investment. In reality,
however, existing studies have presented mixed results that are not entirely consistent with the
theoretical expectation (Hanstad and Schwarzwalder 1999, 3—6; Kung and Liu 1997, 33—61; Ho
2005, 14). On the one hand, a survey of 1,080 farm households in Fujian and Shaanxi in 1996
showed that 93 percent of the farmers interviewed “responded that they would be willing to
make long-term investments in their land if they were given use rights of 50 years or more”
(Prosterman et al. 1998, 14). In other words, these farmers would be more willing to make fixed
investment in their land if the duration of tenure were longer and more secure. On the other hand,
other surveys have also consistently reported that one-half to two-thirds of the interviewed
peasants are opposed to a policy to end land adjustment (Kung and Liu 1997, 33—-61). Some
farmers opposed the end of adjustment because they expected their household size to increase.
Others opposed it because they did not want to be burdened with meeting the grain quota if they
found off-farm employment. Still others opposed it because they see land adjustment (or access
to land) as an insurance in case they were laid off from their off-farm jobs. Of these, the most
important reason is probably the worry that an end to land adjustment would close the door to
accommodate increase in household size. Clearly, Chinese farmers wanted longer and more
secure land tenure, but at the same time they did not want to give up equal distribution of land on
the basis of the number of people regardless of productivity. After so many years of practicing
socialism, the principle of equality cannot simply be wiped out from peasants’ mind. It is
interesting to note that the desire for keeping the option of land adjustment to accommodate
demographic change tends to be stronger in those regions where population density is high. It is
also interesting to note that farmers’ support for a “no-adjustment” policy increased significantly
when they were told that such a policy would be accompanied by other government actions that
would lessen the impact of increase in household size (e.g. one final land adjustment prior to the
implementation of the no-adjustment policy, the allocation of flexible land, adjustments in taxes,
etc.) (Prosterman et al. 1998, 15—16). What then do these mixed results tell us? They show us
that clarity in the definition of land property rights and farmers’ reactions to it very much depend
upon many historical, demographic, geographic, and political factors. Definition of land property
rights must be understood as a compromise derived from these time- and place-specific
demographic, political, and economic conditions. It does not exist simply as the independent
explanans. More often than not, it exists and operates as the explanandum—it has to be
explained rather than being an independent factor for explanation.

The argument that clear delineation of property rights would lead to efficient land use and
development is also hinged on the belief that privatization is the only solution to many of the
problems currently observed in transitional China. The question of whether or not privatization is
essential to efficient economic development in China has already been a controversial one for
unsettled debates (Walder 1995; Putterman 1995). Researchers are divided between those who
see privatization as essential and indispensable to efficient land use and sustained economic
development and others who argued that gradualism can work as a viable alternative to the
“shock therapy” of massive privatization. Proponents of privatization contend that China’s
record of impressive economic growth in recent years simply delayed the deeply rooted
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structural problems and that the Chinese economy could have grown even better if there were
massive privatization. Opponents claim that the Chinese record of robust economic growth has
nearly no rival in the world and that speculation of the “shock therapy” advocates has no
empirical ground. After a careful and critical evaluation of different perspectives, Louis
Putterman comes to the conclusion that “in view of the existence of social conditions calling for
caution in some aspects of liberalization, and in the absence of more successful growth stories
than that of post-1978 China, it is doubtful that a more economically liberal regime could have
produced a significantly better overall record of growth, especially if social equity and stability
are accorded an weight” (Putterman 1995, 1064). Putterman’s conclusion may not be acceptable
to all, but it does raise two significant points useful for the evaluation of the perceived causal
relationship between clarity in land property rights definition and efficient land use and
development. It casts doubt over the widely held belief in privatization as the necessary and
sufficient pre-condition for robust economic growth. It also calls for a contextual understanding
of the improved although less than ideal economic development observed in China in recent
decades by taking into consideration such important factors as “social conditions” and “social
equity and stability.”

For the issue of land development and social conflicts in rural China, the popular explanation has
been that ambiguity inherent in collective ownership allows corrupted rural cadres to pursue self-
interests at the expense of the collective and individual peasants. Would the abandonment of the
ambiguous collective ownership then solve the problems of uncontrolled land conversion and
wide spread social conflicts? Would an outright privatization of the collectively owned land
effectively eliminate the privilege currently enjoyed and abused by corrupted local cadres?
Experience of the former Soviet Union and Eastern European countries has shown a picture more
complicated than what is commonly believed. In many cases, former Party officials and local
cadres quickly make adaptation to the new institution and transform their political assets into
economic assets giving rise to what David Stark has characterized as a transformation “from plan
to clan” (Stark 1990; Naughton 1995). The mis-match between theoretical expectation and actual
practices clearly underlines the path-dependence and contextual sensitivity of the issue
concerning ownership reforms and economic development. In the Chinese context, economic
efficiency in land use and development that is supposedly to be gained through privatization is
not the only concern to both the state and individual peasants. Other ideological, political, and
social considerations such as equal entitlement to land, food security, and political stability have
continued to shape the progress made in institutional reforms and land development. Under this
situation, clear delineation of property rights through privatization does not appear to be the only
viable recipe for efficient land use and development. Empirical studies have suggested that
peasants’ interests in efficient land use can also be safeguarded by some innovative arrangements
such as the land share-holding system without having to abandon the ambiguous collective (or
cadres’) ownership.

Finally, the perceived cause-effect relationship between clarity in the definition of land property
rights and the pattern of land use and land development obscures an issue that is deeply rooted in
the structural problems inherent in the Chinese political economy undergoing transformation. For
the use and development of urban land, the delineation of property rights in terms of owners and
ownership has been rather clear. Full rights over urban land reside with the state and these rights
are to be claimed by municipal and/or county governments who act as the local agents of the
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state.”” This definition of land property rights has not been changed ever since 1956 when the
private ownership of urban land was replaced by state ownership. In other words, the definition
of land property rights, however ambiguous it may be, cannot adequately account for the
problem of inefficient land use and uncontrolled land development observed from China in
recent decades.

What has been changed in recent years involved a separation of land ownership from land use
rights and an introduction of a land market on which land use rights can be granted and
circulated. While this institutional reform has significantly improved the efficiency in land use, it
has created a dual-track land market in which free administrative allocation of land co-exists
with paid conveyance and transfer of land use rights, and the difference between these two tracks
has turned out to be the source of lucrative arbitrage. In the meantime, the broader national
political economy has undergone profound structural changes. With a reduced political and
financial commitment from the central state, municipal governments are forced to look for all
possible channels to mobile resources and raise capital to finance urban development. It is thus
not surprising that the development of land has been quickly identified by municipal
governments as one of the most important sources of capitalization. The problem of massive, and
sometimes wasteful and excessive, land development currently taking place in China cannot be
attributed solely to ambiguous definition of property rights. The problem has to be understood
and solved through a deeper and more contextually sensitive analysis of changes in the structure
of the Chinese political economy.

3. Conclusion

One of the greatest mysteries that challenged the explanatory power of the social scientists of the
twentieth century has probably been the diverse trajectory of social and economic transformation
demonstrated by countries in the socialist world. Whereas leaders of the former Soviet Union
and other Eastern European countries were confident and determined enough to engineer a large
scale privatization and transplant market mechanism into the socialist heart, an uncertain and
undetermined post-Mao regime in China has opted for an approach to muddle through or “grope
for stones to cross the river” so that market transition could find its own evolving course. The
result of the Chinese approach has been a peculiar trajectory of market transition that does not
confirm with the conventional expectation of neo-liberalism. It remains premature to judge the
efficiency and long-term sustainability of the Chinese practice of market transition. Nevertheless,
the existence of diverse paths of social and economic transformation in the socialist world does
raise new questions over the perceived notion that a clear definition and effective protection of
property rights, guaranteed by privatization, are the pre-condition for efficient and sustained
economic development.

22 When the 1988 Land Management Law was enacted, it states that urban land is owned by the state without clear specification
of what the state means. This ambiguity was a source of ownership disputes between different levels of government and between
different government agencies. The 1998 Land Management Law finally clarifies the meaning of state as a land owner: “the State
Council represents the State to exercise ownership rights over state-owned land” (Article 2). Municipal and/or county
governments are entrusted with the authorities to claim such ownership rights through the approval of land requisition and
conveyance and the collection of the fees including allocation fee and conveyance fee on behalf of the state. See China (1998,
Articles 46, 54, and 55).
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