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The Development Trace, Influential Effect and Reform Direction of Land Finance in China
WU Bing-hui, HE Jian-min
(School of Economics and Management, Southeast University, Nanjing, Jiangsu, 211189, China)

Abstract: In recent years,our country has implemented large scale infrastructure projects leaded by the gov-
ernment and real estate investments leaded by the private capital in order to deal with the influences coming from
domestic and international environment in the post crisis era. The domestic environment shows insufficient domestic
demand and consumption,and the international environment presents the decline in export capacity. Under the cir-
cumstances , the preferred economic growth pattern adopted by administrators is governmental investment to drive e-
conomic growth. As the government needs funds for infrastructure construction and the real estate developer needs
land usage right,the transfer of land usage right makes the demand of land link with the supply of land. At the same
time , with the rapid increase of house price and the expansion of government debt scale,land finance has been be-
coming a hotspot research field.

This paper first summarizes and classifies mainstream view of land finance,and redefines the core connotation
of land finance. What the core connotation of land finance shows in this article is a kind of government actions by
transferring land usage right for obtaining various fees and taxes associated with land transferring. The reform pilot of
land finance can be traced back to 1980s of the last century ,and the development of land finance comes to a maturi-
ty after a series of regulations enacted and revised. From the current status quo of land finance in China,the amount
of land transferring fees increases too fast especially after subprime crisis. Under the support of land transferring
fees,local government continually carries out original policy of economic impetus represented by government invest-
ment. In particular,land transferring fees exceed 3.9 trillion yuan in 2013. A large scale of land transferring fees
gives a strong impetus to the paces of economic growth and urbanization construction. However, the price of land us-
age right is getting higher and higher and the speed of land transfer becomes faster and faster, as more and more
land is transferred from local government to real estate developer. At the moment, many economic and financial risks
possibly arise. Economic risks of land finance show that the funds gained from transferring land usage right cannot
help local government balance financial revenue and expenditure or solve debts crisis in the condition of land supply
and land price never maintaining consistent increases. On the other hand, financial risks display that if the future
land price appears a decline trend,local government is prone to credit default resulting in capital chain tension. As
a result, the entire financial market is probably full of liquidity risks.

On the base of the forgoing discussion,this paper makes the following reform directions of land finance to local
government on how to keep economic stability and avoid financial risk. Firstly, the mode of economic growth needs
diversification, not just single investment mode. The potentials of consumption and foreign trade should be further
excavated in the process of promoting economic growth. Secondly, the performance appraisal mechanism of local offi-
cials is supposed to set up more scientific. As the growth rate of the economy is not equal to economic development
and social progress,thus multi-objective evaluation index system should be established and used for comparing the
performance of local officials. Thirdly, the transferring system of land usage right also needs to be further im-
proved. The subject of rural land property right become more blurred in the existing urban-rural dual land sys-
tem, Thus reform direction in future is going to clear land ownership and improve land compensation
mechanism. Fourthly, fiscal and taxation system reform contributes to stable financial resources and standardize gov-
ernment behavior.

Key Words:; land finance ; economic growth;government debt ;reform direction

(REHE:A 4)
11



