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Land System, Financing Mode and Industrialization with Chinese
Characteristics

LIU Yuan-chun, CHEN Jin—zhi
(School of Economics, Renmin University of China, Beijing 100872, China)

Abstract: The study of China’s industrialization should not be limited to the analysis of industrialization
itself, but also to explore its characteristics and causes. The process of industrialization in the past 20 years has
shown the five characteristics of “large scale, fast speed, sustained development, accompanied by capital deepening
and financial deepening”. Due to the neglect of land elements in the existing literature, the characteristics of
China’s industrialization can not be explained well. Through combing typical facts and empirical analysis, this
paper shows that the dual system of urban and rural land has incentive compatibility with the officials’ promotion
mechanism, the fiscal system and the financial system, thus giving birth to an efficient financing mode with the
core of “attracting investment by land, land finance and land financialization”, making it a key variable to explain
the industrialization with Chinese characteristics. To be specific, because of the dual monopoly position in land
acquisition and transfer, the local government can implement the low—price land supply policy to attract investment
(attracting investment by land), on the other hand, it can finance the urban construction (land finance) by
enjoying super high land added—value. At the same time, the leverage effect of land mortgage not only relaxes the
credit constraints of the local government, but also effectively alleviates the credit constraints of the whole society
(land financialization) in the rapid development stage. However, in recent years, the rapid increase of house price
and land acquisition cost, as well as the major risks of land financialization and other problems show that the
“land —based financing” model is not sustainable. On this basis, this paper puts forward a series of policy
recommendations to resolve the risks brought by excessive dependence on “land-based financing”.

Key Words: land system; financing mode; industrialization with Chinese characteristics
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