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The Impact of Urban Land Quota Allocation on

China’s Housing Market
YU Jixiang® and SHEN Kunrong”

(‘a: School of Economics and Management Anhui Normal University;
b: Business School Nanjing University)
Summary: Over the past two decades China has witnessed a continuous rise in housing prices alongside rapid
urbanization especially in large cities in coastal areas. With the rapid growth in housing costs the speed of urbanization in
China has begun to decline in recent years. Many scholars believe that the boom in housing demand is the main reason for
the soaring housing prices. However the cost of land accounts for a large proportion of house prices so urban land supply
also plays an important role. In this paper we focus on the effect of China’s urban land supply on the housing market.

Unlike most countries in the world China uses a quota system to control its urban land supply to protect cultivated
land. The operation of the system can be described as a process of quota allocation with land distributed to regions by
central and provincial governments and then allocated further for different purposes by local governments. First the central
government sets up a total quota of urban land supply every year and allocates land to each province. With the help of its
agents the provincial governments land is eventually distributed to each county through the process of regional allocation.
Second county governments which hold the power of purpose allocation set up industrial land quotas residential land
quotas infrastructure land quotas and land quotas for public management and service purposes.

We construct a theoretical model to investigate an incentive mechanism that prompts provincial governments to
distribute land to counties and encourages county governments to allocate land for different purposes. Because urban land
supply is vital for economic development fiscal income growth and urbanization we hypothesize that a financial incentive
and an urbanization incentive play important roles. Our model reveals that county governments expand industrial land at the
expense of residential land when the financial incentive dominates. However the land allocated to counties by provincial
governments depends both on population agglomeration at the city level and on the pattern of urbanization. When small or
medium cities have the priority to develop large cities are allocated less land irrespective of their agglomeration ability.
Therefore China’s housing market is affected by the land allocation behavior of governments at multiple levels.

Our empirical results show that an increase in the financial incentive for county governments decreases the allocation of
residential land relative to industrial land significantly. Additionally large cities are allocated relatively less land. Further
analysis finds that both the total amount of urban land allocated by provincial governments to counties and the proportion of
residential land allocated by county governments have a positive impact on the sale of houses per capita. However
increasing the financial incentive of county governments significantly reduces the positive impact of the total amount of urban
land on the housing market. Given these empirical results China’s real estate market can be summarized as follows. The
regional allocation of urban land is negatively related to population agglomeration and the allocation of residential land is
reduced to increase industrial land. The combination of these two effects result in the spatial mismatch of population land
and housing.

China is experiencing a transition from a planned economy to a market economy. For scholars trying to understand how
the Chinese government allocates important resources during this transition period our study provides important
information. Our study also has a silver lining for China’s urbanization process which is now plagued by high housing
prices. Our results suggest that to achieve sustainable urbanization land allocation must be consistent with population
agglomeration and the incentive mechanism of residential land supply should be restructured at the county level.
Keywords: Urban Land Supply; Resource Allocation; Housing Market; Financial Incentive; Urbanization
JEL Classification: 018 P35 R31
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