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Abstract: With the continuous urbanization, China is facing a dilemma of achieving two conflicting
targets in land governance, i.e., the continuous supply of urban construction land to support urban-
ization and the preservation of cultivated land for food security. Under China’s dual land system,
the implementation of the “Linkage between Urban-land Taking and Rural-land Giving” (Linkage)
policy is of great significance in promoting more inclusive urbanization by commodifying the land
development right and connecting urban and rural land markets. In the specific land property right
system and changing land governance of China, this policy appears to provide an opportunity for
stakeholders other than the state to compete for the value from the transfer of development rights
(TDR) and triggers the emergence of diversified approaches in organizing land projects in rural
China. Based on the theoretical perspective of New Institutional Economics and empirical evidence
from Zhejiang Province, Hubei Province, and Sichuan Province, this paper conducts a comparative
institutional analysis for China’s TDR practice and argues that the diversified operational approaches
in China’s practice have aligned various interests of the stakeholders through flexible participa-
tion methods and elaborate reallocation of land property rights, in order to fit various institutional
environments and material conditions

Keywords: TDR; institutional diversity; land governance; transaction cost; linkage; China

1. Introduction

The urbanization in China has attracted worldwide attention for its large population
and high speed. However, similar to other countries, rapid urbanization also brings
a series of externality problems to its society and environment. Therefore, in the past
decade, more inclusive urbanization has more and more been suggested and emphasized
in China’s strategies, plans, and policies, the institutional design and practice of which can
be referential to other developing countries.

It is noteworthy that among China’s newly-added urban construction land, about
80 percent was converted from cultivated land [1]. To feed a growing population, China’s
government put forward the “Red Line” of 1.8 billion mu (120 million hectares) of cultivated
land in 2006. Thus, China’s land governance has been facing the dilemma of achieving
two conflicting targets—land for economic development and to preserve cultivated land
for food security. Due to the land-based and urban-centered development mode, this
contradiction has a substantial influence on the following land use and regional planning.
From 1996 to 2008, the rural population decreased by 129 million, while the rural residential
land had increased by 74,667 hectares. The widespread hollowed villages indicate that
the trade-off relationship cannot only exist between construction land and cultivated land
but also exists between urban construction land and rural construction land. To make
full use of the existing construction land, a series of government-invested projects for
land consolidation, reclamation, and development has appeared to offset the reduction of
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cultivated land, among which “the Linkage between Urban-land Taking and Rural-land
Giving” (abbreviated as the Linkage) policy plays a significant role [2,3].

On 21 October 2004, the State Council introduced the Linkage policy [1,4]. According
to this policy, the cultivated land is allowed to be occupied by urban construction, only if
the rural construction land can be consolidated to generate the same amount of cultivated
land to offset. Through reallocating construction land across urban–rural sectors, the
Linkage quota becomes an institutional instrument for the local government to increase
farmland conversion beyond the limitation of three command-and-control (CAC) quotas—
a quota for the maximum amount of construction land, a quota for the minimum amount of
farmland and an annual quota for the amount of newly added construction land [5,6]. Thus,
both the total amount of cultivated land and that of construction land can be maintained
unchanged (Figure 1).
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It is well-known that China adopts centralized organizations and top-down authority
to govern land resources, such as the land acquisition in the rural areas and the land leasing
in the urban areas. However, in recent years, numerous operational approaches to carry
out the Linkage policy have emerged in China’s local practice, which displays a possibility
of various institutional arrangements in China’s land governance. To comprehend this
institutional diversity, two important questions arise as to why the various governance
structures of the Linkage projects emerged under China’s centralized land governance
system and how they align the interests of various stakeholders to achieve agreement.

To answer these two questions, this article reviews the relevant empirical study
and theoretical study in Section 2 from the theoretical perspective of New Institutional
Economics; conducts an institutional analysis on China’s Linkage mechanism, mainly
focusing on the participation methods and property right arrangements; selects three
cases from East China, Central China, and West China to illustrate the influence of local
institutional environments and physical materials on micro governance structures; and
finally makes some policy recommendations and discusses the possibility and necessity in
dealing with sophisticated transactions of land property rights.

2. Literature Review

The coordinated development of urban–rural departments is a general policy objective
in most countries. In the urban and peri-urban areas, there is usually more competition
for land, so land values are much higher. On the contrary, there is less competition
for land in rural areas, so formal land markets are less developed and land values are
lower, which further leads to insecure property rights and inequality [7,8]. Under such
circumstances, joint urban–rural collaboration has been proposed in some developed
countries [9], in other words, to activate the flow of resources between urban and rural
areas [10]. However, through the exchange of normal resources and property rights, the
deep poverty in deep rural areas is still too intractable to solve, especially in developing
countries [11]. Regarding this problem, China’s institutional design of the Linkage policy
may provide a meaningful reference.
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2.1. An Empirical Review: What Has China Done under the Linkage Policy?

Fundamentally, the Linkage policy was established as a land policy to maintain the
dynamic balance of the amount of cultivated land and promote balanced development
between urban and rural sectors. It is generally believed that China’s dual land system is
the fundamental reason that triggers this policy, otherwise, only the state-owned urban
construction land can create huge economic benefits [3,12]. Different from the traditional
land acquisition, the Linkage policy explores a new way to promote the marketization
of rural construction land and offers farmers an opportunity to share the benefits from
China’s urbanization and modernization [13].

However, this policy engendered controversy over its real impacts on China’s rural
development. On one hand, this policy has significantly improved the living conditions
of villagers and brought more complete infrastructural facilities, especially to the remote
rural areas [2]. On the other hand, it has been observed that urban construction usually
occupies fertile cultivated land in suburban areas, while the Linkage projects always
“produce” barren land in remote rural areas, which threatens agricultural production and
villagers’ income in the long term [14]. Moreover, the encroachment on villagers’ interests
becomes a common problem in the implementation of Linkage projects [12], which has
become a Gordian knot in China’s rural land development. Regarding this question,
Zhou [3,15] points out it is the government-led Linkage project that always jeopardizes
villages’ interests of farmers, and this governance structure is gradually transferring to a
market-based mode.

Though the Linkage Policy was established by the central government, the authority
of project implementation has been transferred to the local government, which offers a
chance to deliver various operational approaches in different regions. In recent years,
diverse Linkage models have drawn more attention, such as the Zhejiang Model [16,17],
the Chongqing Model [18], and the Chengdu Model [3,15]. Based on this research on local
practice of the Linkage policy, Shi and Tang [19] classify the existing governance structures
of the Linkage projects into the government-led structure, the market-invested structure,
and the self-organized structure according to various dominant players.

However, most of the existing research focuses its analysis on the specific operational
approach in a respective province or the municipality but does not conduct a comparative
institutional analysis on various local practices and explain why this institutional diversity
emerges in China’s centralized land system. To fill these gaps, this research clarifies the
transaction that has been made under this policy in 2.2 in order to give a proper position to
each stakeholder in this sophisticated interaction (Section 3).

2.2. A Theoretical Review: What Property Right Is Transferred under the Linkage Policy?

As a quota system for farmland preservation, the Linkage in China has been compared
with the TDR in the US by Tan and Beckmann [2], both of which have been summarized as
restrained tradable market-based quota systems. Essentially speaking, both of these policies
are to transfer land property rights, while there are some differences in their emerging
backgrounds, operational methods, and policy effects [20,21]. What is the property right
that is transferred through these two policies? Generally speaking, it is a type of limited
ownership right to develop and tap the land [22–24], which is conceptualized as a land
development right (LDR) by New Institutional Economics [18].

According to Coase, the bargains to solve the externality issue are generally focused
on whether and how to compensate for the limited ownership realization [25]. Since the
1970s, Coase’s insight has been applied in various transfers of development rights (TDR),
and it has become widely recognized that the development right is a part of ownership,
relevant but different from the right to use, the right of possession, the right to earnings,
and the right of disposition [16,26]. For instance, emission trading was experimented with
in the 1970s, and the TDR mechanism has also emerged in the land governance of the
United States [27].
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In the United States, TDR allows flexibility in zoning in designated regions and allows
the landowners in “sending areas”, who are encouraged to protect the undeveloped land,
to sell their development rights to the landowners in “receiving areas”, who want to build
more lots than what is allowed under baseline zoning restrictions [28]. Similarly, the land
development right was also separated to solve the incongruity between the planned land
use system and real land use needs [16,17].

According to Demsetz’s hypothesis [29], property rights will emerge when the social
benefits of establishing such rights exceed the social cost, either as de facto rights protected
by individuals or as de jure rights protected by formal law, all of which can help lower the
transaction costs. This paper believes that the LDR in China is just a de facto property right
that has emerged in the practical but has no legalized definition. Moreover, the rights over
a resource can be partitioned among several parties [30], which can be owned by different
agents and transferred among them [16].

2.3. An Analytical Framework: How to Govern the Transfer of Development Rights?

New institutional economics (NIE) can provide both a micro-analytic perspective and
a macro-analytic perspective, which considers not only the issues relating to the institu-
tional arrangement (revolving around property rights and transaction costs) but also the
institutional environment (encapsulating property rights and institutional change) [31,32].

To examine governance structures and improve institutional arrangements, the Insti-
tutional Analysis and Development (IAD) Framework by Ostrom [33] proposes that the
“action arena” consists of action situations and participants are the core unit of institutional
analysis. It is shaped by the physical conditions and community attributes and determines
the results of governance. To open the “black box” of institutions, Williamson [34] classifies
the institutions into four levels—embeddedness, institutional environment, governance, as
well as resource allocation and employment. Moreover, this study delineates the positions
of these components of the economics of institutions, as well as the multiple influences of
the informal institutions and formal institutional environment on the choice of available
governance structures. Furthermore, the study of Shi and Tang [19] adopts this theoretical
perspective to construct an institutional analysis framework for China’s TDR practice,
which highlights the institutional environments in the choice of governance structure.
Based on this framework, this article also considers the influence of physical conditions on
institutions (including institutional environments and governance structures) and then on
resource allocation (Figure 2).
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3. Institutional Analysis of the TDR Mechanism in China

In this paper, since the Linkage in China has been conceptualized as a kind of TDR,
three Linkage modes have been structuralized as diverse governance structures to govern
such programs.

3.1. Institutional Environment

Recognizing the great significance of land, China’s government has endeavored to
improve the land rights structure and land governance structure to create an institutional
environment suitable for China’s continuous urbanization.

3.1.1. Land Property Right

China governs land resources via the Constitution and the Land Administration Law
(LAL), which specify that urban land is entrusted to and controlled by the state and the rural
land is collectively owned by the farmers in each village, except for what has been specified
as state-owned. Specifically, according to the LAL, village collectives, including village
agricultural production cooperatives, other collective agricultural economic organizations,
and villages’ committees, are the actual managers of rural land. However, the land property
rights in China have long lacked a clear definition, and ownership disputes still occur
among state institutions, between the state and the collective, and among the collectives.

A revised LAL in 1998 specifies that the central state is the ultimate owner of urban
land, but it still failed to clarify the ambiguity of collective ownership, and the definition of
the real owner of the collective land in villages remains blurred [1]. Furthermore, Ho [35]
argues that the brigade and the administrative village are administrative units controlling
natural villages, and the ownership of rural land is not in the hands of the natural village
or villagers’ group but is vested in the administrative village or the township.

Recognizing the ambiguous land rights in China, the research by He [1] concludes
that institutions never completely allocate rights, and some valuable rights will remain
in the public domain and be subject to competition among different stakeholders. Based
on these insights into China’s land right structure, this paper argues that this “intentional
institutional ambiguity” [35] provides more room for the state to flexibly align the interests
of various stakeholders in the social and economic transformation period of China and
offers the possibility of the institutional diversity in China’s land governance.
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3.1.2. Landed Institutional Change

To highlight China’s changing land management in the broader context of changing
urban governance, Wu [36] argues that the fiscal reform in China both provides the incen-
tive and makes it imperative for the local government to consolidate its control over urban
resources and to directly involve in local economic activities, making it the “entrepreneurial
government”. Furthermore, land reform grants the property rights of state-owned land to
the local government, and the essential disposal rights of land have brought a large amount
of land-leasing premiums and other land income to the local government [36], which has
been interpreted as a form of the decentralization in China’s state power [37].

It is for sure that the central government has various public interests to protect through
land policies, but local governments often intentionally neglect the national goals. Given
the unmatched goals of the central and local governments, the current centralized land
control system does not operate well [12,23]. Recently, a new type of decentralization in
land governance has been highlighted, described as project-based land governance, which
refers to a governance structure of rights and duties that characterized the relationships
between central and local governments in China concerning allocating projects (earmarking
funds) from multiple sources within the central government to a local government [23].

In China’s transition from a centrally planned economy to a socialist market economy,
it is not just the relationship between the central government and the local government that
has changed in China’s land governance. To examine the interactions among various landed
interests, Wu [36] outlines how local government, semi-government agencies, financiers,
investors, and the general public are configured in the land market. Furthermore, they
argue that in order to establish a market institution in a non-market society, the role of
China’s state has transformed into a market agent, and the production of space can be
regarded as an integral part of changing state and market relations. In addition, Yeh [38]
argues that the state uses policy intervention to significantly change the relationship
between the state and the market, which has enabled China to avoid the common urban
problems encountered by many other developing countries. Furthermore, He and Lin [39]
highlight the significance of the state–market–society triad in the processes of producing
and consuming urban spaces in a rapidly changing global and local context.

3.2. Stakeholders at the Action Arena

Since the Linkage in China can be structuralized as a TDR, these programs definitely
involve the reallocation of land revenue among the government, farmers, and developers.
Considering the implementation of China’s TDR program as a typical representative of
project-based governance, the diverse interactions among the stakeholders can be delin-
eated at two levels.

3.2.1. Policy Level

First of all, Linkage is an important land policy proposed by the central government
to promote rural development and preserve cultivated land, which can be regarded as a
kind of public good with a great social value. To control the range and performance of the
Linkage policy, the central government adopts a top-down quota system and bottom-up
examination system.

According to Measures for the Administration of the Trial Work of Linking the Increase
in Land Used for Urban Construction with the Decrease in Land Used for Rural Construc-
tion, the Ministry of Land and Resources is responsible for policy guidance, control of
scale, and development, as well as supervision and inspection. Each provincial department
of land is responsible for the overall planning and organization within its administrative
region. The land departments in each pilot municipality and county are responsible for the
concrete organization and implementation of China’s TDR program (Figure 3).
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3.2.2. Project Level

According to the land administration system in China, the local government is the
only supplier of urban construction land. Moreover, the management of the TDR project
combines administrative region management (focusing on the municipal and county-level
administrative region) and project area management (organized by the unit of the project),
so the local government plays a significant role in the implementation of TDR projects. As
the legal owners of rural land, villagers occupy the most precious resource in this property
right exchange. Moreover, different from many other land policies in China, TDR puts
more emphasis on the improvement in farmers’ life and the preservation of cultivated land.
According to LAL, collectively owned land shall be owned collectively by the villagers
and managed by village agricultural production cooperatives, other collective agricultural
economic organizations, or villages’ committees. In addition, according to the current
policy, social investment is encouraged to participate in the implementation of TDR projects,
which further confirms the significance of the social investors (mainly refer to developers)
in the implementation of TDR projects.

Thus, the major stakeholders involved in TDR include the central government and
levels of local governments (mainly refers to the municipal and county-level governments)
at the policy level, while the most significant stakeholders at the project level include the
local government, villagers, village collectives, and developers (Figure 4). Specifically,
at the policy level, the central government introduces TDR as an important land policy
focusing on the improvement of villagers’ lives and the preservation of the cultivated land.
However, at the project level, the economic benefits are the most important incentives for
all the stakeholders, and their interactions can be conceptualized as a type of transaction,
which reflects an economic competition for the maximized profits as the participants’
ideal goal.
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Through the action arena, the stakeholder can exchange what they have for what
they want to maximize their own profits, which further determines their decision-making
mechanisms and behavior strategies [19].

3.3. Institutional Arrangements
3.3.1. Participation Method

According to Simon, the centrality of NIE is markets and exchanges, and all phe-
nomena are to be explained by translating them into market transactions. Thus, the TDR
project, which combines the change in physical form, the transfer of property rights, and
the redistribution of resources, has been conceptualized as a kind of transaction in this
paper, which is not merely the transfer of the TDR quota, but the aggregation of a series of
secondary transactions [40].

In a government-led model, as the project organizer, the local government leads the
project establishment, planning design, fund-raising, project supervision, and risk-taking
from the top down, and recovers the investment through the paid transfer of the TDR
quota. In a market-based model, the government is no longer the organizer but takes
the responsibility of guidance, coordination, regulation, and service. Accordingly, market
mechanisms replace administrative means to operate and manage the TDR project, and
the investment is dominated by private capital. In the self-organization model, the project
plan is proposed by the village collective according to Land Use Master Plan, approved by
the Village Meeting, and reported to the local land administrative department. Specifically,
the village collective takes the responsibility of fund-raising and entrusts professional
institutions to carry out detailed planning design, project implementation, and project
supervision (Table 1).

Based on the analysis above, the three TDR models are three institutional arrangements
to determine the position rules and the participation methods of the multiple stakeholders
in a series of secondary transactions.
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Table 1. Three institutional arrangements to determine participation method.

Sub Transactions
Involved Parties

Government-Led Market-Based Self-Organized

Negotiation with the
village collective

Government &
village collective

Developer & village
collective Internal governance

Approval by levels
of government Internal governance Developer &

government
Village collective &

government

Procurement of
professional services

Local government &
professional service

providers

Developers &
professional service

providers

Village collective &
professional service

providers

Negotiations
between the relevant

parties

Local government
& relevant parties

Developers &
relevant parities

Village collectives &
relevant parties

Final approval by
local government Internal governance Developer &

government
Village collective &

government

Negotiations with
the

involved villagers

Government &
villagers Developer & villagers Internal governance

Management of the
project

Local government
& professional service

providers

Developers &
professional service

providers
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3.3.2. Redistributive Property Rights

In the property rights exchange in TDR projects, what the villagers own is the LDR
of rural land, while what the developers finally demand is the LDR of urban construction
land, which has a different ownership structure. Whether the LDR of these two “differ-
ent” lands are homogeneous or not can determine the ownership of the TDR quota and
further determine the profit allocation among the stakeholders. For the blurred collective
ownership and the ambiguous de facto LDR, two logics have come out to transfer the LDR
of these two heterogeneous lands.

According to the first idea, the LDR of rural land and that of urban construction land
are considered to be heterogeneous, so the local government becomes the only supplier
of both the use right and the LDR of urban construction land. According to the second
logic, what the villagers own is a homogeneous LDR demanded by the developers, so
the villagers can transfer their LDR to the developers directly. In the provinces where the
second logic is employed, developers and village collectives can obtain an opportunity to
compete for great revenue from the TDR projects. In conclusion, it is China’s land property
rights system and the ambiguous LDR of rural land that trigger the existence of two ideas
to transfer LDR, as well as three models to carry out the TDR projects (Figure 5).
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Even though the LDR of rural land, which is derived from the ownership of rural
land, is the substantial objective of the TDR transaction, it still cannot become the tradable
commodity in the land market directly and naturally. This tradeable quota should be
“produced” through building demolition, land reclamation, and villager resettlement, and
the leadership in this process becomes an approach to request for the ownership of the
resulting quota. Hence, the three TDR models are actually three institutional arrangements
to redistribute property rights and conduct transactions.

Based on the analysis above, the TDR in China is essentially a type of TDR which
is rooted in China’s unique land property rights system and changing land governance.
Furthermore, we can obtain the hypothesis that the three TDR models align the interests
of different stakeholders through diversified institutional arrangements to determine the
participation rules and redistribute the ambiguous de facto land property rights.

4. Cases from Zhejiang, Hubei, and Sichuan

As a significant land policy to produce new urban space under the pressure of food se-
curity, TDR is designed and controlled by China’s central government through a top-down
quota distribution system to promote rural development and cultivated land preservation.
On one hand, to lead the operation of the Linkage projects to achieve the goals of the
Linkage policy, the central government has built a national institutional environment based
on its right to design national policies and regulations, the supreme power to approve and
examine pilot projects, and the authority to distribute TDR quotas. On the other hand,
the central government also authorizes local governments to manage the organization of
TDR projects, which gives them more room to design concrete institutional environments
according to diverse material conditions. To comprehend the operation mechanism of the
TDR projects in China, this paper does not only focus on the formal institutions at the
national level but also distinguishes the diversified formal institutions at local levels, as
well as some informal institutions within the rural community.

4.1. Methodology

To evaluate the actual performance of land policies and continuously adjust the
institutional design of the land system, the Land Surveying and Planning Institute of China
has organized a series of investigation projects since 2011. Through these projects, decades
of TDR projects across six provinces have been observed and recorded in detail. In these
recorded TDR projects, we have observed an obvious institutional diversity in organizing
rural land adjustment projects in local China, which is different from the classical literature
on government-led governance structure.

According to various dominant players in these projects, the existing governance
structures of TDR projects can be classified into the government-led mode, the market-
invested mode, and the self-organized mode [19]. To reveal the organizational methods
and income distribution of these three governance structures, this research selects the most
representative case for each category. Thus, the government-led case in Zhejiang Province,
the market-invested case in Hubei province, and a self-organized case in Sichuan Province
have been selected. Moreover, since these three cases are located in East China (Zhejiang),
Middle China (Hubei), and West China (Sichuan), the local institutional environments and
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project governance can also reveal the various needs and prior interests of different regions
in TDR policy.

To collect convincing information for this comparative case study, this research com-
bines public documents, project documents, field observations, and in-depth interviews. To
verify the credibility of the information, this research organizes interviews with villagers,
government officers, and village cadres. In the following section, each case is introduced
on the local institutional environment, physical condition, governance structure, cost
allocation, and income distribution.

4.2. Case Study and Comparative Analysis
4.2.1. A Case from Zhejiang Province

As an economically developed province with poor land resources, Zhejiang always
faces a serious mismatch between distributed land quotas and desperate development
needs, which gives a strong incentive to the local government to explore institutional
innovation within the fundamental institutional environment. Thus, Zhejiang is one of
the pioneers to explore more efficient land utilization through the reclamation of the rural
construction land. In its policy innovation, TDR has shown its great superiority in balancing
a rising demand for urban construction with a desire for cultivated land preservation in
Zhejiang Province.

Specifically, the provincial government designed several policy documents to strengthen
the policy effectiveness on rural land adjustment, rural development, and the construction
of the small town. Furthermore, the municipal government of Jiaxing packaged a series of
land comprehensive improvement projects as “TDR Projects” and set detailed replacement
principals, operational mechanisms, replacement policies, and examination and incentive
methods, making it “Two (separations of man from land) for Two (exchanges for urban
residential identity and housing) Project” to encourage an intensive agricultural productive
and residential method in concentrated resettlement communities. Following the munic-
ipal policy, the county-level government of Jiashan constructed a large-sale centralized
urban community with multiple functions and complete supporting facilities to resettle the
farmers who would like to give up their homesteads. In this specific local context, the TDR
project in W Village was approved in 2010, involved 23.05 hectares project area as well as
436 villagers, and produced 9.42 hectares for the TDR quota.

In this project, the township government played the most significant role in designing
detailed project plans, surveying present land-use situations, adjusting the land use plan
within project areas, and organizing the land reclamation and villager resettlement. As the
project leader, the township government burdened 80% of project costs, mainly including
the reclamation cost (CNY 90,000 (CNY 1 ≈ USD 0.1564) per hectare), resettlement cost
(CNY 749,000 per hectare), and the compensation to the villagers (CNY 1,576,000 per
hectare). Correspondingly, the “produced” quota belonged to the local government, which
can recoup the investment by transferring the TDR quota to the urban land users.

In addition, the village collective acted as the intermediary between the local gov-
ernment and the villagers in cooperating with the local government and representing the
interest of villagers. The village collective, who lost the LDR of part of collective construc-
tion land, can receive some financial support from the local government to improve the
infrastructure construction for the village and village committee.

Villagers, who lost the use right of their homesteads and the ownership of original
houses, burdened 20% of the resettlement costs. In return, their production conditions
and residential environment have been improved a lot through the construction of a con-
centrated resettlement community. In addition, they can receive monetary compensation
(including kinds of compensation money, reward, and subsidy) and physical compensation
(apartment or terrace near cultivated land) according to the area of their original houses
and the agricultural population in each household. Moreover, considering the traditional
structure of the agricultural production in W Village, a breeding base was planned to be
built and rented to the villagers in order to improve their production conditions and skills.
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In the first case, the involved village has an attractive location and superior economic
foundation, so the villagers have a stronger incentive and capacity to improve their living
conditions and land utilization efficiency. At the same time, located in an economically
developed province, levels of local governments have an incomparable financial power
to burden the tremendous project costs and multiple risks, which is the most common
problem faced by government-led land projects. On the other hand, facing the extremely
high resettlement costs, only the local governments have the capacity and motivation to
initiate and operate the Linkage projects.

4.2.2. A Case from Hubei Province

Different from the development situation in Zhejiang Province, the local governments
in Hubei Province have less financial resources to support huge land development projects.
To relieve the fiscal pressure of local governments, the urban land users are encouraged to
organize the Linkage projects. If they apply for urban construction land relying upon the
TDR quota, the fee of newly-added construction land and the fee of land reclamation can
be waived.

To protect the interests of involved villagers, the provincial land department of Hubei
Province clarified that the project areas of TDR should be consist of “demolishment area” on
rural construction land, “construction area” on urban land, as well as “resettlement area”.
Furthermore, local policy documents make more detailed requirements for resettlement
areas and strengthen that the construction of the resettlement area must be accomplished
first before the old rural houses are demolished.

It is noteworthy that the Linkage policy can play a more significant role in poverty
reduction, especially in remote rural areas. Different from the use right which completely
relies on the land and is constrained by the location of the “sending areas”, the development
right can be totally separated from the land and be transferred on a broader scale. Thus,
the remote rural areas obtain an opportunity to participate in the resource exchange with
the urban sector, which is far more difficult in other urban–rural transactions.

At the count level of Shayang, the land department further clarified the capital source
to organize TDR projects: 20% of the land revenue produced by the “construction area” and
the price of the TDR quota (CNY 450,000 per hectare). Considering the small proportion
of the commercial real estate in Shayang and the deduction of the management cost, the
county-level government set the reward for the newly-added cultivated land (TDR quota)
as CNY 387,000 per hectare. Moreover, the policy documents of Shayang County appointed
the township government to be the liability subject of the TDR project and encouraged
social capital to invest in the TDR projects.

In this specific institutional environment, the TDR project located in G Village was
organized by a market-based method. G Village adjoins a national road as well as a
provincial highway, only 18 km away from the downtown area, and this project involved
184 households and “produced” 16.27 hectares for the TDR quota. On one hand, the reward
for the newly-added cultivated land set by the county-level government could not cover
all project costs, so the township government preferred to attract social investment into
the TDR project. On the other hand, F Company, which was applying urban construction
land in Shayang, would like to cooperate with the township government to “produce” this
land quota.

As the primary investor and project leader, F Company took responsibility for building
demolition, resettlement, and land reclamation. Through this project, the infrastructure
was improved and a manufacturing industrial park of agricultural products was built to
improve the production conditions and residential environment for the villagers. In the
resettlement area, the villagers received two-layer townhouses as compensation, which
would cost CNY 120,000. Specifically, F Company paid CNY 70,000 for each house, and the
remaining CNY 50,000, together with the decoration cost, was burdened by the villagers.

From an investor’s point of view, F Company spent CNY 12.88 million on the villager
resettlement, and it received only CNY 6.3 million from the county-level government for
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the newly-added cultivated land. In return, when applying urban construction land, F
Company enjoyed a fee reduction. From the villagers’ point of view, who lost the property
rights and burdened some resettlement costs afterward, they received some improvements
in their living conditions. After respective benefit–cost comparisons, both the investor and
the villagers can negotiate and compete with each other to maximize their own benefits.

In addition, the local government participated in this project as a macro project
manager, who approved the project plan, examined the project result, and invested in
part of the infrastructure construction. Through this project, the local government can
not only obtain the price difference between the land transferring fee and the reward for
newly-added cultivated land but also promote the local economic development.

4.2.3. A Case from Sichuan Province

To ensure the efficient allocation of land resources and protect farmers’ interests
in the urbanization process, Chengdu Municipality began to implement a rural–urban
integration reform to reduce poverty and inequality. Specifically, to give a clear and
comprehensive picture of the land property rights and prevent infringements by collective
entities, individuals, or the government itself, Chengdu promoted the titling of all rural
land and assets under the guidance of Provisional Opinion on Strengthening Protection for
Arable Land and Further Reforming and Improving the Property Rights System of Rural Land and
Buildings. This program was completed in 2010, with the issuance of 33,400 certificates of
collective land ownership, 1.5 million certificates of use rights to collectively-owned land,
and 1.8 million certificates for contracted land management rights [37]. Based on clarified
property rights, the Chengdu Rural Property Rights Exchange, established in 2008, serves
as a platform for the market trading of the property rights of rural lands (including the
LDR of rural lands) in order to respond to farmers’ increased awareness of property rights
and their demand for a fair share in the incremental benefit of new urban land.

In this unique institutional environment, the third case, located in H Village, 22 km
away from the urban areas of Chengdu Municipality, was organized by the villager col-
lective itself. To conduct the TDR project, a rural cooperative company was founded
voluntarily. The villagers who applied to participate in the project transferred the use
rights of their homesteads and signed a contract with the collective company. Thus, the
company acquired the use right of 32.6 hectares of collective construction land and legally
confirmed this change in the property rights. According to the professional evaluation, the
estimated value of these land (CNY 5,775,000 per hectare and CNY 187 million in total)
was calculated into the company asset legally, based on which the company applied for
a loan (CNY 132 million) from the bank and financial support (CNY 103 million) from
the financing platforms operated by the local government. Through the negotiation with
villagers, the company proposed the resettlement plan and entrusted the building design,
project construction, and project management to several professional companies. Finally,
they sold the TDR quota to the financing platform and other developers at the price of
CNY 570,000 per hectare and distributed the project profits to the villagers according to
the agreement.

In this project, the village collective, who acted as a project leader through a rural
cooperative company, burdened the land adjustment costs, resettlement costs, and com-
pensation costs. In return, the collective received the profit mainly through the transfer of
the TDR quota to the financing platform. In addition, it also left some quota as a collective
asset for independent operation, which was given more considerations about the future
development of the village. Through the financing platform, the local government partici-
pated in this TDR project and burdened 30% of the project costs. In addition, it also took
the responsibility in purchasing the TDR quota at a unified price and transferring them
to the developers at the market price, through which the local government can obtain the
price difference.

From villagers’ point of view, those who lost property rights and burdened part of
the resettlement cost can receive some monetary compensation (CNY 26,000 per capita)
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or physical compensation (35 m2 per capita for resettlement and CNY 5000 per capita for
relocation subsidy) from the collective, as well as kinds of bonuses from the collective
company afterward.

Essentially, the implementation of rural land titling and the existence of the Chengdu
Rural Property Rights Exchange is of substantial significance in facilitating the market
operation of the TDR in Chengdu by lowering transaction costs, especially the costs spent
on information searching. Especially in the self-organization model, good credibility, a
strong operating capability, as well as other informal institutions also played an important
role in lowering transaction costs, especially the costs spent on negotiation.

5. Conclusions and Discussion

In order to improve the overall land utilization efficiency and meet the requirement for
urban construction land under the pressure of food security, the land development rights of
rural land have been separated as a transferable commodity to produce new urban spaces
beyond the three CAC quotas. At the macro level, the Linkage is a significant land policy
established by the central government to solve the dilemma in practice and achieve specific
policy goals; at the micro-level, it is also a type of land development project involving
several stakeholders with limited rationality (local government, villagers, village collective,
and developer). Essentially, the Linkage quota in China is a restrained transferable quota
that brings market mechanism into China’s traditional quotas system to offset the negative
externality resulting from economic development and urban expansion, just the same as
the TDR in the United States. However, different from the TDR in the US within a unified
land governance system, the Linkage policy transfers development right from the rural
sector to the urban sector, two of which have totally different land ownership structures
and markets. This obvious difference also determines the unique characteristics in China’s
institutional design of TDR practice, as well as the result of resource allocation.

At the level of the national institutional environment, the land development right is
still a de facto property right in China. Due to the dominant role of the local government
in the urban land market, there are two methods to transfer this new property right at
the local level. If there is a market to allow the free trade of land development right
from the “producers” to “users”, the county-level government, market investors, and
the village collective could obtain an opportunity to compete for the gap between the
price of the de facto property right and its “production” costs, which further triggers three
governance structures in some provinces: government domination, market operation, and
self-organization. On one hand, these three governance structures provide an example
of institutional diversity in China’s centralized land governance system. On the other
hand, various governance structures define different positions of stakeholders in this
sophisticated interaction between institutions and resource allocation.

To give a full view of China’s TDR practice and delineate the sophisticated interac-
tion between physical conditions and resource allocation, as well as the role played by
institutions in this interaction, this article selects three cases from East China, Middle
China, and West China. According to the empirical study, we argue that due to the various
physical conditions (including development situation of the region, fiscal capacities of local
governments, and land use conditions), there are obvious differences in local institutional
environments, which also help shape the action arena of stakeholders. To maximize their
benefits, the local government, market investors, and the village collective interact in diver-
sified ways under various local institutional environments and informal institutions, which
are also influenced by physical conditions (including the location, development situation,
and living conditions of the village). Furthermore, we conclude that in the highly devel-
oped regions, due to the tremendous resettlement cost, the local government becomes the
chief organizer for TDR projects. Under such a governance structure, villagers can usually
receive the highest economic compensation, because compared to other stakeholders, the
local government cares more about the social impacts of the land projects. In developing
areas such as Middle China and West China, market investment can significantly relieve
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the fiscal pressure of the local government, but the results of governance rely much on
the detailed local institutional environment and informal institutions. If the rural land
development right is clarified and there is a market to allow the trade of land development
right from the owners to users directly, the self-organization structure may be adopted by
some developed villages, which has a strong incentive to improve living conditions and
a strong capacity to lead the land project. Under such a governance structure, villagers’
willingness can be respected and considered to the largest extent and more space would be
preserved for future rural development.

Based on the theoretical study and empirical study, this research suggests that the
local government should be more careful in designing local institutional environments,
which has a direct impact on the actual policy performance. By constructing a mature TDR
market, various stakeholders could be encouraged to contribute their respective strengths to
improve governance outcomes. Regarding this point, the clarification of rural land property
rights on a national scale and the legalization of the land development rights are also of
great significance to stimulate bottom-up initiatives in the organization and operation of
TDR projects. In addition, various physical conditions should also be considered in the
institutional design for land projects in rural China, which has sophisticated interactions
between institutions and resource allocation. Moreover, China’s TDR practice can also be
referential to other developing countries in reducing poverty in deep rural areas. However,
due to the limitation of the case study, the conclusion still needs more cases to test or
support in the next stage.

Author Contributions: C.S. mainly contributed to the methodology, formal analysis, and writing.
Z.Z. is responsible for the conceptualization and resources. All authors have read and agreed to the
published version of the manuscript.

Funding: This research was funded by The Ministry of Education of Humanities and Social Science
Project in China (Grant No. 20YJC630119), the Shaanxi Provincial Social Science Foundation of China
(Grant No. 2019S042), and the National Natural Science Foundation of China (Grant No. 71804019).

Institutional Review Board Statement: Not applicable.

Informed Consent Statement: Not applicable.

Data Availability Statement: Not applicable.

Acknowledgments: We are grateful to Rong Tan and Bosin Tang and three anonymous referees for
their helpful comments and suggestions, which greatly improved the article. Any errors are the
authors’ responsibility. The cases used in this research mainly come from the Land Policy Evaluation
Project initiated by Land Surveying and Planning Institute of China, supervised by Rong Tan from
Zhejiang University.

Conflicts of Interest: The authors declare no conflict of interest.

References
1. He, S.J.; Liu, Y.T.; Webster, C.; Wu, F.L. Property Rights Redistribution, Entitlement Failure and the Impoverishment of Landless

Farmers in China. Urban Stud. 2009, 46, 1925–1949.
2. Tan, R.; Beckmann, V. Diversity of Practical Quota Systems for Farmland Preservation: A Multi-country Comparison and Analysis.

Environ. Plan.: Gov. Policy 2010, 28, 211–224.
3. Zhou, Q. The Urban and Rural Areas in China, 1st ed.; CITIC Press: Beijing, China, 2014; pp. 27–42. (In Chinese)
4. Chen, R.; Ye, C.; Cai, Y.; Xing, X.; Chen, Q. The Impact of Rural Out-migration on Land Use Transition in China: Past, Present and

Trend. Land Use Policy 1960, 40, 101–110. [CrossRef]
5. Tan, R.; Heerink, N. Public and self-organized land readjustment in rural China—A comparison. J. Rural Stud. 2017, 53, 45–57.

[CrossRef]
6. Tan, R.; Zhou, T. Decentralization in a Centralized System: Project-based Governance for Land-related Public Goods Provision in

China. Land Use Policy 2015, 47, 262–272. [CrossRef]
7. Kibriya, S.; Bessler, D.; Price, E. Linkages between Poverty and Income Inequality of Urban–rural Sector: A Time Series Analysis

of India’s Urban-based Aspirations from 1951 to 1994. Appl. Econ. Lett. 2019, 26, 446–453. [CrossRef]
8. Salet, W. Instruments of land policy: Dealing with scarcity of land. Town Plan. Rev. 2018, 89, 651–654. [CrossRef]
9. Caffyn, A.; Dahlstrom, M. Urban-rural Interdependencies: Joining up Policy in Practice. Reg. Stud. 2005, 39, 283–296. [CrossRef]

http://doi.org/10.1016/j.landusepol.2013.10.003
http://doi.org/10.1016/j.jrurstud.2017.04.006
http://doi.org/10.1016/j.landusepol.2015.04.025
http://doi.org/10.1080/13504851.2018.1486973
http://doi.org/10.3828/tpr.2018.44
http://doi.org/10.1080/0034340050086580


Sustainability 2021, 13, 13402 16 of 16

10. Thapa, K.; Sukhwani, V.; Deshkar, S.; Shaw, R.; Mitra, B.K. Strengthening Urban-Rural Resource Flow through Regional Circular
and Ecological Sphere (R-CES) Approach in Nagpur, India. Sustainability 2020, 12, 8663. [CrossRef]

11. Berdegué, J.A.; Carriazo, F.; Jara, B.; Modrego, F.; Soloaga, I. Cities, Territories, and Inclusive Growth: Unraveling Urban-Rural
Linkages in Chile, Colombia, and Mexico. World Dev. 2015, 73, 56–71. [CrossRef]

12. Qiao, R.; Gu, H.; Wang, D. The Policy and Practice of Land Management and Increasing Urban Construction Land by Reclaiming the Same
Area of Arable Land from Rural Construction Land, 1st ed.; China Development Press: Beijing, China, 2013; pp. 56–79. (In Chinese)

13. Linkous, E. Transfer of development rights and urban land markets. Environ. Plan. A 2017, 49, 1122–1145. [CrossRef]
14. Ren, P.; Zhou, J. The Performance Assessment and Application Study of the Link between the Increase of Urban Construction Land and the

Decrease of Rural Construction Land, 1st ed.; Science Press: Beijing, China, 2014; pp. 7–15.
15. Zhou, Q. Property Rights Delineation: The Case of Chengdu’s Land Reform. Int. Econ. Rev. 2010, 2, 54–84. (In Chinese)
16. Wang, H.; Tao, R.; Dong, J. Trading Land Development Rights under a Planned Land Use System: The “Zhejiang Model”. China

World Econ. 2009, 17, 66–82. [CrossRef]
17. Wang, H.; Tao, R.; Wang, L.; Su, F. Farmland Preservation and Land Development Rights Trading in Zhejiang, China. Habitat Int.

2009, 34, 454–463. [CrossRef]
18. Deng, F. Land Development Right and Collective Ownership in China. Post-Communist Econ. 2013, 25, 190–205. [CrossRef]
19. Shi, C.; Tang, B. Institutional Change and Diversity in the Transfer of Land Development Right in China: The Case of Chengdu.

Urban Stud. 2020, 57, 473–489. [CrossRef]
20. Gu, H.; Feng, S.; Qu, F. Comparison of the Two Models of the Linkage Between Urban Construction Land Increase and Rural

Residential Land Decrease in Chongqing. China Land Sci. 2014, 28, 11–19. (In Chinese)
21. Kaplowitz, M.D.; Machemer, P.; Pruetz, R. Planners’ Experiences in Managing Growth Using Transferable Development Rights

(TDR) in the United States. Land Use Policy 2008, 25, 378–387. [CrossRef]
22. Sun, H. Land Development Rights Reach: Land Development and Resource Protection of the New Perspective, 1st ed.; China Renmin

University Press: Beijing, China, 2004; pp. 57–72. (In Chinese)
23. Tian, L.; Guo, X.; Yin, W. From urban sprawl to land consolidation in suburban Shanghai under the backdrop of increasing versus

decreasing balance policy: A perspective of property rights transfer. Urban Stud. 2017, 54, 878–896. [CrossRef]
24. Gu, H.L.; Feng, S.Y.; Zhang, Z.L.; Qu, F.T. A Comparative Study between the Hook of Urban Construction Land Increase and

Rural Residential Land Decrease Policy in China and Transferable Development Rights Policy in US. Econ. Geogr. 2015, 35,
143–148. (In Chinese)

25. Coase, R.H. The Problem of Social Cost. J. Law Econ. 1960, 3, 1–44. [CrossRef]
26. Su, F.; Tao, R.; Wang, H. State Fragmentation and Rights Contestation: Rural Land Development Rights in China. China World

Econ. 2013, 21, 36–53. [CrossRef]
27. Johnston, R.A.; Madison, M.E. From Land Markets to Landscapes: A Review of Current Practices in the Transfer of Development

Rights. J. Am. Plan. Assoc. 1997, 63, 365–387. [CrossRef]
28. McConnell, V.; Walls, M.; Kopits, E. Zoning, TDRs and the Density of Development. J. Urban Econ. 2006, 59, 440–457. [CrossRef]
29. Demsetz, H. Towards a Theory of Property Rights. Am. Econ. Rev. 1967, 57, 347–359.
30. Alchian, A.; Demsetz, H. Property Rights Paradigm. J. Econ. Hist. 1973, 33, 16–27. [CrossRef]
31. Davis, L.; North, D. Institutional Change and American Economic Growth, 3rd ed.; Cambridge University Press: Cambridge, UK,

1971; pp. 124–138.
32. Musole, M. Property Rights, Transaction Costs and Institutional Change: Conceptual Framework and Literature Review. Prog.

Plan. 2009, 71, 43–85. [CrossRef]
33. Ostrom, E. Governing the Commons: The Evolution of Institutions for Collective Action, 5th ed.; Cambridge University Press:

Cambridge, UK, 1990; pp. 22–48.
34. Williamson, O.E. The New Institutional Economics: Taking Stock, Looking Ahead. J. Econ. Lit. 2000, 38, 595–613. [CrossRef]
35. Ho, P. Institutions in Transition: Land Ownership, Property Rights and Social Conflict in China, 3rd ed.; Oxford University Press:

Oxford, UK, 2005; pp. 34–48.
36. Wu, F.; Xu, J.; Yeh, A.G.O. Urban Development in Post-Reform China: State, Market, and Space, 1st ed.; Routledge: London, UK, 2007;

pp. 37–54.
37. The World Bank; Development Research Center of the State Council of the People’s Republic of China. Urban China—Toward

Efficient, Inclusive, and Sustainable Urbanization, 1st ed.; World Band Group: Washington, DC, USA, 2014; pp. 32–47.
38. Yeh, A.G.O.; Yang, F.; Wang, J. Economic Transition and Urban Transformation of China: The Interplay of the State and the

Market. Urban Stud. 2015, 52, 2822–2848. [CrossRef]
39. He, S.J.; Lin, G.C.S. Producing and Consuming China’s New Urban Space: State, Market and Society. Urban Stud. 2015, 52,

2757–2773. [CrossRef]
40. Cho, C. An Analysis of the Housing Redevelopment Process in Korea through the Lens of the Transaction Cost Framework.

Urban Stud. 2010, 48, 1477–1501. [CrossRef]

http://doi.org/10.3390/su12208663
http://doi.org/10.1016/j.worlddev.2014.12.013
http://doi.org/10.1177/0308518X16686794
http://doi.org/10.1111/j.1749-124X.2009.01131.x
http://doi.org/10.1016/j.habitatint.2009.12.004
http://doi.org/10.1080/14631377.2013.787739
http://doi.org/10.1177/0042098019845527
http://doi.org/10.1016/j.landusepol.2007.07.004
http://doi.org/10.1177/0042098015615098
http://doi.org/10.1086/466560
http://doi.org/10.1111/j.1749-124X.2013.12027.x
http://doi.org/10.1080/01944369708975929
http://doi.org/10.1016/j.jue.2005.12.005
http://doi.org/10.1017/S0022050700076403
http://doi.org/10.1016/j.progress.2008.09.002
http://doi.org/10.1257/jel.38.3.595
http://doi.org/10.1177/0042098015597110
http://doi.org/10.1177/0042098015604810
http://doi.org/10.1177/0042098010375324

	Introduction 
	Literature Review 
	An Empirical Review: What Has China Done under the Linkage Policy? 
	A Theoretical Review: What Property Right Is Transferred under the Linkage Policy? 
	An Analytical Framework: How to Govern the Transfer of Development Rights? 

	Institutional Analysis of the TDR Mechanism in China 
	Institutional Environment 
	Land Property Right 
	Landed Institutional Change 

	Stakeholders at the Action Arena 
	Policy Level 
	Project Level 

	Institutional Arrangements 
	Participation Method 
	Redistributive Property Rights 


	Cases from Zhejiang, Hubei, and Sichuan 
	Methodology 
	Case Study and Comparative Analysis 
	A Case from Zhejiang Province 
	A Case from Hubei Province 
	A Case from Sichuan Province 


	Conclusions and Discussion 
	References

