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Abstract

China’s gate planned land use system, including regulations such as setting planned quotas
for land use, basic cropland preservation, and pursuing a balance between the conversion
of arable land into non-agricultural use and the supplement of new agricultural land, has
substantially congtrained the economic growth of industrial provincesin China. Thisarticle
explores theinnovative reforms adopted by Zhegjiang Province through land development
rights (LDR) transfer within a locality and LDR trading across|ocalities. We argue that
thereis a “Zhejiang model of LDR transferring and trading,” which, we believe, has
significant implications not only for fostering an efficiency-enhancing market for land
development rightsand agricultural land preservation, but also for optimal use of land and
a more balanced regional development. One important policy issue relating to China’s
rural land systemisthat under China’sland requisition system, farmers are usually under
compensated for urban land-taking.
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|I. Introduction

Externalities arise when the action of an agent affects others without any compensation or
reward. The concept of externality appliesto issuessuch as air pollution, interstate water
use, agricultural land preservation, surface transportation and corresponding license
digribution. Pigou (1932) advocates government intervention in addressing externdlities.
For example, government can tax economic agents who generate negative externalities for
others. In contrast, Coase (1960) contendsthat, with clearly defined property rightsand in
the absence of transaction costs, economic agents involved should be able to negotiate
between themsdlves and achieve a consensus through market transaction of property (or
development) rights. This solution might help to save government regulatory costs and
realize a Pareto improvement in resource allocation, without changing the pre-defined
arrangement of property rights. In other words, Coase differswith Pigou in that addressing
externalities doesnot necessarily require direct government intervention either by regulation
or by taxation.

Since the 1970s, Coase’s insight has been widely applied in various practices of
devel opment rightstrading. For instance, emission trading was experimented in the 1970s
and isnow avery important component of environmental policy in many countries (Helfand
et al., 2003). In the past decade, the Emission Trading Scheme adopted in the European
Union, in which CO, emissons are atradable commodity hasbecomethe largest market for
transferable development rights (TDR). In the USA, a market for TDR has emerged in the
field of land use and city devel opment (Johnston and Madison, 1997).

Interestingly, the practices of land development rights (LDR) transferring and trading
have been booming in Chinaover the past decade. As areaction to the constraints imposed
by China’s state-planned land use system on local urban and industrial devel opment, some
coastal provincesin the country have carried out a series of innovative reformsin the area
of LDR transferring and trading. These practices, we believe, areimportant for China, to
provoke consideration regarding its policy dilemma in relation to preserving its limited
agricultural land versus promoting urbanization. Zhegiang Provinceisfacing such conflicting
policy agendas.! This article aims to introduce the innovative mechanisms adopted by
Zhgjiang Provincial Governmentintransferring andtrading LDR. Wearguethat thepractices
in Zhejiang have significant implicationsfor the country as awhole and that thereisaneed

L Agricultural land includes arable land, forested land, grassland, and other land used for agricultural
production or irrigation.
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to establish anational market for LDR, drawing on the experiences of the “Zhejiang model
of LDR transferring and trading.”

This paper proceeds as follows. Section Il introduces the key elements of China’s
planned land use system and itsimplementation in Zhejiang, followed by a brief discussion
of the constraints of these national land use regulations on Zhejiang’s economic growth.
Section I11 characterizesthe various policies adopted by the Zhejiang Provincial Government
in transferring LDR within alocality and trading LDR acrosslocalities and further argues
that thereisa “Zhegjiang model” of LDR transferring and trading. The concluding section
exploresthe implications of the “Zhejiang modd” in terms of designing a better land use
policy package and promoting more bal anced regional development in China.

Il. Planned Land Use System and Its
Implementation in Zhejiang

1. Overview of China’s Planned Land Use System

China has a planned land use system, which is carried out through the Master Land Use
Plan (tudi liyong zongti guihua) and the annual land use plans (niandu tudi liyong
jihua). TheMaster Land Use Plan setslong-term (usually 10-15year) regul ationsrdating
to both the area and the location of agricultural land in a region that are allowed to be
converted into (non-agricultural) construction land (jianshe yongdi). Allowing for minor
amendments every 5-7 years, thefirst National Master Land Use Plan was carried out in
1997 when the Chinese Central Government was highly concerned with fast urban
expansion and rapid farmland loss. The main goal s of the 1997-2010 National Master
Land Use Plan were to preserve cultivated land and to restrain non-agricultural use of
land. For theveryfirst timein China’s history, the Plan requires the provincesto realize
abalance between agricultural land conversion (to non-agricultural use) and new farmland
supplement.?

Given that most of the congtruction land used for non-agricultural purposesis converted
fromagricultural land, thes ze of converted agricultural landinalocdity islargely determined
by the land conversion (from agricultural usage to non-agricultural usage) quotasalocaity
can acquire. These include both the “planning quota of land conversion” (nongyongdi
Zhuanyong guihua zhibiao) defined by the Master Land Use Plan and the “annual plan

2“Notice of the Ministry of Land and Resources on the Amendment and Promulgation of Land Use” [No.
100 (1997) of the Ministry of Land Resources].
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quota of land conversion” (nongyongdi zhuanyong jiihua zhibiao) defined by the annual
land use plansin alocality.®* In principle, the szeand spatial distribution of construction
land in alocality during the Master Land Use Plan period of time must be consistent with
the Magter Land Use Plan, whiletheannual assignment of land use quotas must conform
to the annual land use plans.® For agricultural land, especially arable land, to be legally
converted into non-agricultural use, alocality must acquire both the planning quota and
the annual plan quota of land conversion.

In addition to the “planning quota” set by the Master Plan and the “annual plan
quota” from the annual land use plans, the conversion of agricultural land is constrained
by two further regulations: the preservation rate of basic cropland (jiben nongtian baohulv)
and the agricultural land supplement (buchong gengdi liang). The convertibleagricultural
land approved by the Master Plan has to be outside the delineated area of the preserved
basic cropland. Therefore, the assigned area of preserved basic cropland setsan implicit
upper limit for thesze of convertibleagricultura land, aswell asthe size of new congtruction
land in alocality. Similar to the quotas set by the Master Plan and theannual land use plans,
the preservation rate of basic cropland is assigned one-level -down starting from the Central
Government. For example, the National Outline of Land use Master Plan promulgated in
1999 requires 83.48 percent of national arableland asthe preserved basic cropland. Article
34 of the Land Administration Law enacted in 1999 stipulatesthat provinces, autonomous
regions and municipalities directly under the Central Government need to preserve more
than 80 percent (mostly around 85 percent) of thetotal arableland within their adminigtration
as basic cropland. In the case of Zhgjiang Province, the area of preserved basic cropland
accounts for 85.05 percent of the total arable land in the province. Converting preserved
basi c cropland into construction land isvery difficult, if not virtually impossible. According
to Article 15 of the Basic Cropland Preservation Regulation passed in 1998, only for key
projects such as energy, transportation, irrigation and military infrastructure, can the basic
cropland be converted into construction land, with the approval of the State Council .

The regulation on agricultura land supplement aimsto pursue a“dynamic balance”

2The "planning quota" of agricultural land occupation for industrial and residential use referred in this
essay is narrowly defined.

4In the case of Zhejiang, 76.2 percent of newly developed construction land between 1997 and 2004 was
transferred from agricultural land.

5The annual plan for land use is based upon the "Measures for the Administration of Annual Plans on the
Utilization of Land" passed in 1999. Measures were amended twice in 2004 and 2006. Before 2006, the
planned quota for land use was only set for the conversion of agricultural land for industrial and residential
use. The final amendment in 2006 added a quota for the conversion of uncultivated land for industrial and
residential use. In so doing, the overall use of new construction land was regulated more strictly.
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(no net loss) in terms of agricultural land quantity. More specifically, the policy isin place
to ensurethat thetotal amount of agricultural land within a specific administration remains
unreduced during the Master Plan period. In 1997, the Chinese Central Government stressed
that provinces, autonomousregionsand municipalities need to keep the nation’stotal area
of agricultural |and unreduced, if not increased during the 1997-2010 period.® Therefore, for
alocality with limited potential to develop new arable land, the potential to convert
agricultural landinto construction land would be limited and, hence, industrial devel opment
in the locality would be serioudly constrained.

Asthe above discussion indicates, the Master Land Use Plan of 1997-2010 attempts
to regulate the conversion of agricultural land for non-agricultural purposes mainly usng
three congtraints: (i) quota-setting for construction land use; (i) the preserved rate of basic
cropland; and (iii) the agricultural land supplement after conversion. Oncethesetargetsare
set and assigned to individual localities, the total size of new construction land for a
locality and its spatial distribution are more or 1ess defined.

2. Regional Decomposition of Plan Quotas
within Zhejiang during 1997-2010

Similar to anywheredsein China, the Master Land Use Plan in Zhgjiang between 1997 and
2010 was passed by the State Council in 1999 and enacted in the same year. The total
planning quotafor construction land for Zhejiang is66 667 ha (or 1 million mu, with 1 ha
representing 15 mu). After reserving a quota of 6667 ha at the discretion of the provincial
government, Zhejiang distributed the remaining quota of 60 000 hatoits 11 prefectural-
leve cities. Thiswasdonein three steps. First, someland quotaswere alocated to individual
prefectural-level cities according to the land needs of the national and provincial key
projects of transportation, irrigation, water conservancy and energy generation.’” Second,
construction land for regular transportation, irrigation, water conservancy and rural
residential purposeswas distributed to each city using the city’sshare of that land category
in the province as the weight. Finally, construction land quotas for urban devel opment
purposes are allocated to each city using the city-level urban land area, the GDP of city
level secondary and tertiary sectors, and the predicted city-level land needs as three

8«Circular of the Central Party Committee and the State Council on Strengthening Land Management
and Preserving Farmland” [No.11 (1997) of Central Party Committee].

"There are similar ways in which land quotas can get distributed to the city, county and township levels
of government.
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Table 1. Decomposition of Master Land Use Planning
Quotas within Zhejiang (1997-2010)

City Area of arable land in Planning quota Agrs:f;;;tlgr;aér:?nd Prgiz(\:/ed Eﬁ)ﬂ‘fg}%&gg

1996 (10000 ha) (210 000 ha) mandate cropland 0
(10 000 ha) (10 000 ha)

Hangzhou 2533 0.9 125 21.28 84,00

Ningbo 2558 0.4 112 .75 8500

Wenzhou 26.00 0.9 136 2.10 85.00

Jiaxing 21A 0.37 045 18.87 86.00

Huzhou 14.67 0.27 034 12.62 86.00

Shaoxing 2116 0.71 0.88 17.9 8500

Jinhua 2412 0.47 0.63 2.5 85.00

Quzhou 1421 0.33 041 12.08 8500

Zhoushan 2.88 0.08 011 244 8500

Tazhou 20.73 0.64 0383 17.62 85.00

Lishui 1591 0.29 0.35 13.52 85.00

Reserved

quotaby the 0.67

province

Zhdjiang 21253 6.67 773 180.77 85.05

Source: Zhejiang Master Land Use Plan (1997-2010).

wel ghting factors.® The decomposition of the planning quotasinto different citiesis shown
inTable1.°

Second, the preserved area of basic cropland assigned to Zhgiang is 180 733 ha(27.11
million mu) according to the National Master Land Use Plan. Similarly, the provincial
government mandated the city-level arable land preservation rates to be roughly similar
acrosscities. Therefore, the preservation rates for every prefectural-level city were mostly
et at alevd closeto 85 percent of itsarableland. Thisimpliesthat approximately 85 percent
of arableland in each city shall be preserved asthe bas ¢ cropland, with avariation no more
than 2 percent across cities (see Table 1). This pattern is more or less consistent with the
national distribution of arable land preservation rates across provinces set by the National
Master Land Use Plan. Infact, although drastic differencesexist in arable land endowment

8 See “Reports on the Major Controlling Criteria of Master Planning in Land Use in Zhejiang Province
(1997-2010),” [Appendix 3, No. 64 (1997) of the Zhejiang Department of Land Resources].

9In addition, the Zhejiang Department of Land Resources required that construction land during the
Ninth Five-Year Plan could not exceed 30 percent of the quota set by the Master Plan. “Circular on the
Major Controlling Criteria of Master Land Use Plan (1997-2010),” [No. 136 (1997), Zhgjiang Department
of Land Resources).
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and potential needs of non-agricultural land acrosslocalities, defining Smilar arable land
preservation rates across localities turns out to be technically smple and politically least
resistant.

Finally, the agricultural land supplement mandate stipul ates that the area of newly
developed arable land must be at least as high as the area of arable land that is to be
converted into non-agricultural usein alocality. Between 1997 and 2010, the Central
Government requires Zhgjiang to develop an area of 77 333 ha (1.16 million mu) of new
arable land, which is 10 667 ha (160 000 mu) higher than the province’s planning quota
allocated by the Ministry of Land Resourcesduring the 1997-2010 period. Similarly, with
the mandate on the agricultural land supplement after conversion, a dynamic balance
between the converted arableland and the newly increased arable land must be maintained
for each prefectural-leve city in Zhgiiang Province (see Table 1).%°

3. Incongruity between the Planned Land Use System
and Zhejiang’s Land Use Needs

Zhejiang is one of China’s most dynamic provinces and has been among the highest
achieversin the country in terms of growth over the past three decades. However, the
planning quotas for construction land for Zhejiang have imposed substantial constraints
on the province’s urban and industrial development. In October 1998, the former General
Party Secretary of the Chinese Communist Party, Jang Zemin, visited Zhejiang and called
for Zhgjiang to be set as a modernization development model for other provincesin the
country. Asaresult, the Tenth Congress of Zhgjiang Party Representatives held in December
the sameyear passed a strategic plan to speed up Zhgjiang’s devel opment with an ambitious
goal of modernization by 2020 (i.e. 30 years ahead of the country as awhole). The overall
devel opment plansrelating toindustrial zones, transportation, irrigation and energy projects
in Zhgjiang were then adjusted accordingly. Consequently, the Master Land Use Plan
(1997-2010) for Zhejiang was approved in 1999 and the provincia government’s new
devel opment policieswere at conflict. More specifically, the national 1and use regulations
incorporated obstaclesto economic growth in Zhgjiang in thefollowing three major aress.

First, the limited quotas of construction land cannot meet the needs of Zhegjiang’s
industrial devel opment. As mentioned above, thetotal planning quota of construction land
assigned to Zhejiang Province during the 1997-2010 periodsis 66 667 ha(or 1 million mu).
However, even a conservative projection of Zhegjiang’s needs for construction land is as

10 Regulations on the balance between occupation and supplement of farmland only apply to the occupied
land for industrial and residential purposes. Reduced agricultural land resulting from disaster and returning
to forestry does not require such a balance.
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high as 93 333 ha (1.4 million mu).* Distributing the very limited land use quota to 11
prefectural-leve cities, asshown in Table 1, and then further to the county and the township
leve, actually impliesthat all the citiesin Zhdiang arefacing constraintsin non-agricultural
land supply. The relatively devel oped cities, in particular, face harder congraints in non-
agricultural land use quotas as compared to the less devel oped ones. To make things
worse, theimpacts of economic cycles on land use were nat adequately taken into account
in setting the annual land use plan quotas. Because the annual plan quotas are all ocated
more or less evenly across years while land development needs may vary substantially
across years, the annual plan quotas cannot servelocal economic development effectively.

Second, in termsof the patial distribution of non-agricultural land quotas, the specific
location of construction land approved by the Master Plan might not be consistent with
actual project needs. The Master Land Use Plan only provides a rough estimate of non-
agricultural land use and urban expansion in the following 10-15 years. However, such a
rough estimate might result in conflictswith actual project progress. Thisimpliesthat some
development projects cannot be effectively carried out unless they violate the Magter Plan.
Oncetheland use quotaand the specific location of preserved basi ¢ cropland are determined,
the flexibility of changing the sites of construction land is limited. In many cases, the
preparation of the annual land use plan can only roughly select thelocation and the area of
land used by the projects. Thisis particularly truefor projectsin transportation, irrigation
and water conservancy. The details of project routes and land need can only be decided
after project planning. If thefinal detail sof project implementation areincond stent with the
rough estimatesin annual land use plans, during project implementation, a devel oper might
find that for a project to continue, they have to occupy some preserved basic cropland.
Moreover, in the more devel oped cities of Zhejiang, such as Hangzhou, Ningbo, Jinhua,
Shaoxin and Wenzhou, rapid industrialization and urban expansion have created strong
demand for congtruction land. In the early 2000s, local governmentsin thesecities already
found that the devel opment of urban cores and industrial parks was seriously constrained
by the range of preserved basic cropland.

Finally, with alimited amount of agricultural land but strong demand for construction
land, Zhegjiang Province has found the central mandate of agricultural land supplement

1 Thisis in fact an underestimated amount, when the demands for construction land by townships are
based upon the projected population according to the Township Development Plansin Zhejiang Province
(1996-2010). This population projection underestimates Zhejiang’s population because it does not fully
account for the migrants from other provinces during the period. See “the Request for Adjusting Major
Criteria of Agricultural Land Preservation in the Zhejiang Master Land use Plan (1997-2010)” [ No. 53
(1997) of Zhejiang Department of Land Resources].
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very difficult tofulfill. Thisis particularly true for the more devel oped cities, which cannot
be expected to supplement an equal area of agricultural land to match the converted land
used for urban and industrial development. Magjor sources of new arable land are land
consolidation (tudi zhengli) and reclamation of construction land (jianshe yongdi fuken).
Therequirement that each locality fulfill the agricultural land supplement mandate does not
takeinto account the differencesin land endowment and the differencesin land reclamation
and consolidation costs across localities.

From the per spective of the Central Government, China’srigorous rulesand regulations
on land use through land quotas, preserved rates of basic cropland, and the agricultural
land supplement mandate are necessary for realizing thetargetsof agricultura land protection
and food security. However, without valid monitoring and a certain degree of flexibility that
takes into account local endowment and devel opment needs, these regulations are very
difficult to implement in practice. Abuse of land use entitlement and arbitrary policy
implementations tend to resullt.

In February 2000, 8 months after the State Council passed the Zhgiang Master Land
Use Flan, the Zhegjiang Department of Land Resources submitted areport to the provincial
government emphasizing that first, the administrative district of townships had changed
tremendously, and planning for residential zones was inconsistent with the actual
development in cities. Second, Zhejiang Province needed at least afurther 33 333 ha
(500 000 mu) construction land quotathan that had been allocated by the State Council.
Third, technical problemslead to difficultiesin defining the spatial location and the area of
basic cropland and construction land. Fourth, modifications of the annual land use plan
and projects might beinconsistent with the Master Plan.*? In 2002, the Zhejiang Department
of Land Resources pleaded to the Minigtry of Land Resources for a higher congruction land
quota. According to this report, the actual agricultural land being used for non-agricultural
purposes and already reached 6613 ha (99 200 mu) by 2001 in Zhgjiang. Thisimpliesthat the
province basically had used up thetotal quota set in the provincial Master Plan (1997-2010).
In addition, at thecity levd, al localitiesexcept for Quzhou, Lishui, Zhoushan and Wenzhou,
had used more construction land quotas than they had been assigned. As a result, the
Provincial Department of Land and Resources requested an additional 47 800 ha (718 000 mu)
of construction land during the Tenth Five-Year Plan Period (2001-2005)."

12 See “Request for Opinions Concerning Issues of |mplementing Master Planning of Land Use” [No. 42
(2000) of the Zhejiang Department of Land Resources].

13 See “Request for Additional Construction Land” [No.7 (2002) of the Zhejiang Department of Land
Resources).
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I1l. The “Zhejiang Model” of Land Development
Rights Transferring and Trading

The contradiction between construction land supply and its spatial digtribution acrosslocalities
on theonehand, and construction land demand for industrial and urban deve opment purposes
on the other, makes local practices and implementation of the central policies highly
problematic. In addition, the distribution of quotas within a province tends to be highly
political and can bemet with significant resistance from lower levelsof government, especialy
those in the more devel oped cities. These problems arise not only across provinces but also
across cities within Zhejiang. The main difficulty faced by the upper levd government in
assigning theland quota, preservation rate of basic crop land and agricultural land supplement
tasks acrosslocalitiesis that the upper level government has only limited i nformation about
thedifferencesin themarginal products of non-agricultural land acrosslocalities. It would be
very difficult for the upper level government to distribute land quotas, land preservation
guidelines and supplement mandates relative to actual local developmental needs. Any
assignment carried out according to objective indi cators (such aslocal GDP baseand growth
rate projections) would be politically controversal. This resultsin a situation in which a
technically manageable and politically balanced approach is adopted. However, such an
approach in digtributing land use quotas, and preservation and supplement mandates is not
economically efficient. Asaresponse, the Zhgjiang provincia government promulgated a
series of innovative policiesrelating to the transfer and trading of LDR within and across
localities, which werefer toasthe“Zhgjiang modd of LDR transferring and trading.”

1. Transfer of Land Development Rights within a Locality
Suppose that in a locality the preservation rate for basic cropland is 85 percent, and
the remaining 15 percent of land is potentially allowed to be used as construction
land. The 15 percent cropland can be divided into two categories: those land plots that
have been specified in the Master Plan and will be assigned with annual plan quotas as
construction land, and those that are assigned as “regular arable land” (yiban nongtian)
that can potentially be converted to non-agricultural use. However, if a city wants to
increase the size of construction land by converting the “regular arableland,” it istill very
difficult becauseunder the Master Plan such land isill to beused asarableland. Therefore,
the Zhgjiang provincial government adopted the following two policies of: (i) acquiring
construction land quotas through land consolidation and through land reclamation (tudi
zhedi zhibiao and tudi fuken zhibiao respectively); and (ii) delineation of “potentially
convertibleland area” (dai zhihuan yong diqu).

©2009 The Authors
Journa compilation ©2009 Institute of World Economics and Politics, Chinese Academy of Socia Sciences



Trading Land Development Rights under a Planned Land Use System:
The “Zhejiang Model ” and Its National Implications

Bes desthe planned quota assigned by the Master Plan and the annual land use plan,
construction land quotas can also be acquired through land consolidation or land
reclamation. Thepolicy of acquiring a““construction |and quotathrough land consolidation”
enacted in June 1998 was originally aimed to encourage the consolidation of unused land
or arablelandthat isnot fully utilized in rural areas.** Between 1986 and 1996, only 8000 ha
(12 093 mu) of land made up newly increased arable land through land consolidation,
which accounted for 17.3 percent of thetotal newly increased arableland. Thiswas way off
thetarget set by the Zhgiang Master Land Use Plan between 1997-2010 that requires new
arableland to beincreased by 49 300 ha (740 000 mu). Therefore, Zhgjiang Provinceinitiated
a series of policies to encourage local governments to speed up their land consolidation
action. One such policy adopted allowed local governmentsto convert 70 percent of the
newly increased arable land area through consolidation into land for construction use.
Suppose that for every 100 ha of land to be condolidated, there will be 10 ha of newly
increased arable land. Then, 7 ha of a construction land quota could be acquired. If we
further assume that the average investment in land consolidation is 300 000 yuan per
hectare, the cost of acquiring a 1 additional hectare construction land quota for land
consolidation is approximately 4 285 700 yuan per hectare. Thisis areasonable cost, and,
therefore, the policy was strongly supported by many cities, especially those with limited
land use quotas but a strong need for land quotas for industrial and urban devel opment.

Thepoalicy of acquiring a“‘construction land quota through reclamation” wasintroduced
in 1999 when the “Ouitline of Urbanization Devel opment in Zhegjiang Province” stipulated
that an area of land could be used for non-agricultural purposesif an equal area of old
construction land was reclaimed as arable land.*® In 2000, Zhgjiang further legalized this
policy.*® China’s national government, in fact, accepts such practice in China’s Land
Administrative Law and encourages its extension nationwide.*

14 See “Circular on Issues of Encouraging Rural Land Consolidation”[ No. 91 (1998) of the Zhejiang
Provincial Government].

15See "Circular on Development Outline for Urbanization" [No. 41 (1999) of Zhejiang Party Committee].
16 See "Circular on Opinions of the Department of Land Resources Concerning Further Land Devel opment
and Consolidation" [No. 77(2000) of Zhejiang Government Office]. The same year, Article 15 of the
China's Land Administrative Law further legalized this policy.

17 Article 18 of China’s Land Administrative Law states that 60 percent of newly cultivated land can be
exchanged for construction land. In 1999, the Ministry of Land Resources promulgated that “under
permitted condition, when residential or industrial reallocation do need to occupy agricultural land
outside of planned construction land, urban planning, previous residential or industrial land may be
cleaned up and substitute occupied agricultural land. New construction land needed for reallocation with
substitution of newly cultivated land does not account for annual construction land quota.” See the
“Circular on Land Development and Consolidation” [No. 358 (1999) of the Ministry of Land Resources].
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The policy of acquiring “construction land quota through land consolidation or
reclamation” has complemented greatly the planned quota provided by the Master Plan
and the annual land use plans. Existing research has shown that, by 2004, the newly
increased arableland through land consolidation was as high as 121 380 ha (1 820 700 mu).
Thisimpliesthat the new construction land use quota through land consolidation was as
high as 87 386 ha (1 310 800 mu), of which aquata.of 69 507 ha (1 042 600 mu) has been used,
accounting for 58 percent of the new congtruction land converted in Zhgiang (Wang 2005).

Although the construction land use quatas through land consolidation and reclamation
work inasimilar way to planned quotas, they are more favored by local governments. One
major reason isthat the planned annual quota hasan annual time limit. The planned annual
guota expiresif alocality does not use the planned quota for the planned year. Instead,
guotas through land consolidation and reclamation can be accumulated over time and can
be used for later years, which, aswill beshown later in this paper, facilitatesthe trading of
LDR acrosslocalities.

The second mechanism in transferring the LDR within a locality is through the so-
called “potentially transferrableland area” policy. Asmentioned above, even when alocality
obtains a congtruction land quota through land consolidation and reclamation, it can only
useitsquotain a pre-defined area that is all owed to be converted for construction purpose
under the Master Land Use Plan (jianshe liuyong diqu). Since 2000, the Ministry of Land
Resources has mandated that local governments must define clearly the specific locations
of their basic cropland. According to the“Land Admini stration Law of the People’s Republic
of China” (1998) and the “Circular on Land Devel opment and Reclamation” (1999)
promulgated by the Ministry of Land Resources,” Zhgiang Provinceintroduced the concept
of “potentially transferrableland area” in land use planning. Such potentially transferrable
land areacan be used for construction purposes with quotas either from land consolidation
or fromland reclamati on under threeconditions. Firgt, thelocality must fulfill therequirement
of preserving basic cropland. Second, the locality must have the potential to increase
agricultural land by reclamation and consolidation. Third, the locality must meet the
requirementsrelating tothe total area of construction land under the Urban Plan. By mesting
these conditions, both the “potentially transferrable land area” and the “reserved areafor
congtruction” can beused if corresponding land usequotasarein place. Themain ditinction

181n the early period of this policy implementation, the costs of land consolidation are much lower than
that of land reclamation. Therefore, local governments were motivated to consolidate rather than
reclaim land.

19 See the “Circular on Land Development and Consolidation” [ No. 358 (1999) of the Ministry of Land
and Resources).
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isthat the “potentially convertible land area” cannot be part of the planned quota set by
the Master Land Use Plan and the annual land use plans, but only part of the quotas
acquired through reclamation and consolidations. Therefore, since 2000, most townships
in Zhegjiang have assigned some land within the Urban Plan Area and some land that
might potential ly be used for non-agricultural purposes as the “potentially convertible
land area.”

The widespread practice of “potentially transferrable land area,” however, still does
not fully guarantee that the land needed for non-agricultural use can be used when the
guotaisready. If an area hasbeen assigned asbasic cropland, it will beunavailable for use
as construction land. As aresult, Zhejiang Province adopted another policy: collective
transfer of basic cropland (jiben nongtian jizhong zhihuan). This policy was implemented
in 1999 when Zhejiang Province decided to build a commodity grain base (shangpin liang
jidi) of 666 667 ha (10 million mu) through land consolidation.® Tomotivate city governments
to cooperate, the provincial government promised that, if the newly increased arable land
qualified as basic cropland, it could be used as an equal substitute for basic cropland in
urban suburb areas.?* This policy changed the planned location of basic cropland under
the Master Land Use Plan and reduced geographical obstacles of urban expansion and
development.

2. Trading Land Development Rights across Localities
The above measures of acquiring quotas and transferring LDR have loosened therigid
regulation on non-agricultural land use. However, there still exists significant regional
disparity in terms of land quota and real needsin construction land. Some devel oped
localitiesin Zhgjiang, such as Hangzhou, Ningbo and even counties such asYiwu, Yueging,
Rui’an and Shaoxing, have much higher demand for construction land quotas than other
less-devel oped localities, and yet lower potential in acquiring construction land quotas
through land consolidation and land reclamation. In addition, with the mandate of preserved
rates of basic cropland set in 1999 and limited potential in supplementing arableland, these
localities are unabl e to utilize the policy of “collective substitute of basic cropland” to

20 See the “Circular on Building 10 million mu Commodity Grain Base” [No. 190 (1999) the Zhejiang
Provincial Government].

2 See the “Circular of Office of Zhejiang Provincial Government on Speeding Up the Building of
10 million mu standard agricultural land” [No. 12 (2001) of the Office of the Zhejiang Provincial
Government]. Later, Zhejiang Department of Land Resources announced detailed measures in collective
subgtitute of basic cropland. See “Opinions of Establishing Experimental Areas of Collective Substitute of
Basic Cropland Newly Added through Establishment of Standard Agricultural Land” [No. 271 (2001) of
the Zhejiang Department of Land Resources].
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provide room for urban devel opment.

Because the abovementioned paliciesin place for increasing construction land for
moredevel oped localitiesareinsufficient, Zhgiang Provinceintroduced market mechanisms
into land use policy and allowed the trading of LDR across localities. These market
mechanisms include land use quota trading across localities (zhedi zhibiao youchang
tiaoji), compensatory preservation of basic cropland by others (jiben nongtian yidi daibao)
and compensatory arable land supplement by other (yidi buchong gengdi).

Land use quotasthat are acquired by land consolidation or reclamation are traded to
reduceregional imbalancesin land usequotademand and supply. In 2000, Zhegjiang Province
opened markets for land use quotatrading.?” This policy allowstheless devel oped localities
in Zhgiang to make a chai ce between using the quotas for their own devel opment purposes
or trading the quotas out to other localities for fiscal revenue. More developed localities
can choose between reducing investment and lowering demands for construction land,
and buying quotas from other localities that could supply such quotas. Regional gapsin
land quota supply and quota demands resulted in the deve opment of such land use quota
trading. By theend of 2004, the total trading volume of land use quotas had reached 20 000
ha (300 000 mu), with an average price of 600 000 per hectare.

The second policy that helpsin trading LDR across localities is the compensatory
preservation of basic cropland by others (CPBO). In March 2001, the Zhgiang Department
of Land and Resources started to allow CPBO across | ocalities,” which was stated in the
“Regulationson Preserving Basic Cropland in Zhgjiang” (zhejiang sheng jiben nongtian
baohu tiaoli) in 2002. Sincethen, there have been 85 cases of CPBO, accounting for a total
of 44 527 ha(667 911 mu) of cropland, with pricesrising from 22 500 yuan to 30 000 yuan per
hectare. Thelocalitiesthat request preservation from othersare mainly the more devel oped
regions, such as Hangzhou, Ningbo, Wenzhou, Taizhou, Yiwu county and Dongyang county
in Jinhua, as well as Yuecheng and Shaoxing in Shaoxing city. The locdlities that provide
preservation for others are mainly the less devel oped regions, such as Quzhou and Lishui,
aswd | assomelocalitieswith rich arable land resources, such asHuzhou. Compatiblewith
the policy of “collective transfer of basic cropland” discussed earlier, the CPBO provides

22 See the “Circular of the Zhejiang Provincial Government on Strengthening the Administration of
CPBO” [No. 132 (1999), the Zhejiang Provincial Government]; “Circular on Devel opment Outline for
Urbanization” [No. 41 (1999) of the Zhejiang Party Committee]; “Circular of the Office of the
Zhejiang Provincial Government on Speeding Up Urbanization in Zhejiang” [No. 7 (2000) of the
Zhejiang Provincial Government] and “Circular on Opinions of the Department of Land and Resources
Concerning Further Land Development and Consolidation” [No. 77 (2000) of the Zhejiang Government
Office].

2 See “Opinions on Implementing Master Plans of Land use” [No. 114 (2001) of the Department of

Land and Resources, Zhejiang province].
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Table 2. Compensatory Preservation of Basic
Cropland by Others (CPBO) (Unit: 10 000 ha)

15

Gity SZ,%S{ a?ﬁ ic Preservationrate, S::Z',eogr at:%S’i ¢ Preservation rate Increase in basic
pre-CPBO pre-CPBO (%) pOst-CPBO post-CPBO (%) cropland
Hangzhou 2128 84.00 19.81 7823 -1.46
Ningbo 2175 85.00 21.10 8247 -0.65
Wenzhou 2210 85.00 21.90 8420 -021
Jaxing 1887 86.00 18.86 85.96 -0.01
Huzhou 1262 86.00 13.49 919 0.88
Shaoxing 17.99 8500 18.06 8536 008
Jrhua 2050 8500 0.2 8384 -0.28
Quzhou 1208 8500 13.53 9521 145
Zhoushan 244 8500 242 84.06 -0.03
Tdzhou 17.62 85.00 17.46 8424 -0.16
Li shui 1352 8500 1404 8828 052

Source: Zhejiang Department of Land Resources

devel opmental space for the more developed regionsin Zhegjiang in terms of congtruction
land supply. Asshown in Table 2, the area of basic cropland that Hangzhou and Ningbo
have asked othersto preserveis already over 20 000 ha (300 000 mu).

Thethird and final policy isthe “compensatory arable land supplement by others”
(CALMO). In 1999, Hangzhou authorized Shangyu city to increase new arableland for
2000 ha (30 000 muy), which wasto be completed step by step. In exchange, Hangzhou city
payed Shangyu city 99 million yuan over 4 years, with an average of 3300 yuan per mu.
The same year, Zhejiang Province passed the policy of CALMO and later started to
charge fees to localities that request othersto supplement the arable land converted to
construction use.®

IV. Conclusions

This paper introduces and analyzes the innovative practices of thetransfer and trading of
LDR in Zhgjiang Province. It isworth noting that some practices in Zhgjiang, such a
delineating potentially convertible land areas and acquiring construction land quotas
through land consolidation and reclamation, have al so been applied in other eastern coastal

2 See the “Circular of the Zhejiang Provincial Government on Strengthening the Administration of
CPBO” [No. 132 (1999), Zhgjiang Provincial Government].

©2009 The Authors
Journa compilation ©2009 Institute of World Economics and Politics, Chinese Academy of Socia Sciences



16

Hui Wang etal. /1-17,Vol. 17, No. 1, 2009

areas provinces, such as Guangdong, Fujian and Jiangsu. We emphasize herethat thereis
a‘“Zhgiang model of LDR transferring and trading” becauseit isonly in Zhgiang that the
provincial government introduced a systematic approach of trading LDR across regions.
Thispalicy, ontheonehand, iscrucial in hel ping the more devel oped | ocalitieswith limited
agricultural land (such as Hangzhou, Ningbo and Wenzhou) to acquire more construction
land quotas for indugtrialization and urbanization. On the cther hand, thetradein LDR has
increased thefiscal revenue for the less deve oped localities. The cross-locality trading of
LDR not only guarantees the total size of basic cropland to be preserved effectively for the
whole province, but also effectively redistributes the quotas of LDR acrossregions. Through
mar ket mechanisms, these systematic practices strike a good bal ance between preservation
of agricultural land and economic development and realize a Pareto improvement for all
localitiesinvolved.

We believe a nationwide extension of the*Zhegiang modd of LDR trading” isjustified
not only for the development of other provinces, but also would further contribute to
Zhdiang’s own growth. Thisis because the remaining room for further LDR trading and
transfer within theprovinceisbecoming increasingly dim.% The practicesin Zhgiang offer
anew perspectivein theevaluation of China’sagricultural land preservation and construction
land use system in China. There exist great regional disparitiesin terms of land quota
supply and construction land needs given the hugeregiona heterogeneitiesin arable land
endowment and economic devel opment. Without compromising agricultural land
preservation and overhauling the planned land management system, the Chinese
Government can improve land use efficiency and reduce regiona disparity s multaneoudy
by allowing LDR trading across provinces. From this perspective, the practicein Zhgiang
has significant national implications in land use policy reforms. Similar to the trade of
emisson rights, trading LDR across provinces would not only help toincrease the amount
of construction land for the more developed regions and raisefiscal revenue for the poorer
regions, but would also help to preserve China’s agricultural land more effectively and
allocate congruction land more efficiently across localities.

One important policy issue in China’srural land system is that under China’s land
requisition system, farmersare usua ly undercompensated for urban land-taking. The most

% For a variety of reasons, some land reforms adopted by Zhejiang Province have been prohibited. For
example, measures such as the “collective substitute of basic crop land” and the CPBO are no longer
effective (since 2003). See the “Circular on Taking Further Measures to Preserve Arable Land Institutions”
[No. 388 (2003) of the Ministry of Land Resources]. Also see the “Urgent Notice for Immediate Action
in Deepening Administrative Rectification of Land Market” [No. 20 (2004) of the General Office of the
State Council]. Trading of construction land quota was also stopped in 2008.
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recent rural reform policy document rel eased by the Third Plenary Session of the Seventeenth
Central Committee of the Communist Party of China promises to gradually raise the
compensation for farmers whose land is converted from agricultural useto urban use
(Xinhua NewsAgency, 2008). We bdieve by allowing to-be-dispossessed farmersto directly
negotiate with urban land users, the government can realize thisgoa. Moreimportantly, if
thispolicy reform can be coordinated to allow LDR trading across provinces, not only
would farmersin the more devel oped regions enjoy more benefitsin land value appreciation
through conversion, because there would be more land devel opment activities in these
localities, but also farmersin the less devel oped regions could benefit because local
governmentsin theselocalities would be ableto gain fiscally by sdlling LDR. Thefinancial
resources thus collected could be used to help farmersin their jurisdictions.
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