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Abstract

Land banking was a mechanism initiated in some western European cities for directing urban development in early 1900’s. Under this mechanism land is resumed by public authorized organizations and will be held for future use to implement public land use policies. 

Some Chinese cities began their own land banking operation soon after this mechanism was introduced to China during the urban land reform in the 1990’s. Since late 1990’s central government has made concerted efforts to set up an open and fair land market while city governments have been keen to promote local economy through more active participation in the land development process. The joint forces have resulted in a new administrative framework of market for urban land use right (LUR) that would strengthen the role of land banking by city governments. Land banking mechanism is now widely practiced in over 1,600 cities or counties in China.

As a method of public intervention on the land market, land banking in western cities is affecting city development in the aspects of urban growth pattern, real estate price and public revenue. Also as a tool for city governments to intervene the LUR market, land banking in China should have potential effects on city development. This paper will begin with a review of international land banking practice. It further summarizes the characteristics the characteristics of land banking in China and gauges the current practice in China with international experiences so as to explore the possible aspects of land banking mechanism’s effects on city development in China. 
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1. Introduction

Land banking is a mechanism initiated in western countries over 100 years ago referring to the advance acquisition and reservation of land before development.  Evans (2004) defined land banking as acquisition of land ahead of development either by construction companies or by central or local government or their agencies. According to Evan’s definition, there are two categories of land banking including land banking by the public representatives and land banking by private land development companies.   An earlier definition narrowed down land banking as public or publicly authorized acquisition of land to be held for future use to implement public land policies (Strong 1979).  This mechanism was introduced to China in the 1990’s during the urban land reform process and soon became popularly applied by land administration departments of cities. Strong’s definition fits the situation in China batter so that land banking discussed in the letter part of this paper will focus on lank banking by public representatives.  

As a method of public intervention on the land market, land banking in western cities is affecting city development in several aspects. Also as a tool for city governments to intervene the LUR market, land banking in China should have potential effects on city development. An exploration on how land banking mechanism in China is affecting city development will help to formulate an optimized land banking mechanism to facilitate improvements of land use polices in China. This paper will begin with a review of international land banking practice. It further summarizes the characteristics the characteristics of land banking in China and gauges the current practice in China with international practices and experiences so as to explore the possible aspects of land banking mechanism’s effects on city development in China.

2. International experience of land banking

2.1 Evolution of land banking in western countries

Land banking as a mechanism of city government’s involvement in the land development process was first initiated in the Amsterdam, the Netherlands in late 1890’s. Such mechanism was also adopted by several western countries such as Sweden (since 1904), Canada (since 1950’s) and France (since 1958) during the last century. And since the 1970’s several pilot projects of public land banking were carried out in some American cities(Huang et al. 2002).  

Publications of research on public land banking in western countries were mostly published during the 1970’s when planners in America were enthusiastically introducing public land banking as a tool for better control of urban growth.  

2.2 Effects of land banking on city development in western countries

As preparation to introduce land banking to the U.S. scholars in northern America reviewed institutional framework and practice of public land banking in Europe and summarized the key functions that land banking may achieve: control on urban growth pattern, capturing capital gains for public finance and land price regulation.(Flechner 1974) 
Control on urban growth pattern 

On the aspect of control on urban growth, both the experiences in Europe and effectiveness in U.S. pilot projects were evaluated.  The key of successful growth control was to put what is critical for future development (either areas needs to be preserved or essential areas for important development in the future) in to the public land bank so that the development of such critical areas were under full control of the public to avoid disorder development.(Strong 1979; Enders 1986) 
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Fig 1 Municipal land acquisition in the Netherlands, 1965-1971

         (Source Adapted from Passow, by Strong, 1979)

For example, in the Netherlands municipal governments acquired large quantity of land in periphery regions around major cities in order to achieve smooth implementation of plans. Fig1 shows that the annual land acquisition of land by municipal governments in the Netherlands varied around 4,000-5,500 ha. Even today the built-up area in the Netherlands is 4000 sq.km. The annual acquisition in that period was as significant as over 1% of the built up area of the country each year.  In France, besides direct land acquisition by local governments some state owned regional land bank corporation were set up to purchase land at the request by local governments or public agencies for general public interest. (Enders 1986) Nantucket County Land Bank was established to purchase land “known to be needed by the public in the future for active and passive recreation uses.” ( Melious 1985)
Capturing capital gains

Given enough statistics data, the capital gains captured by land banking can be estimated via empirical studies. Based on ex post analysis, Ratzka (1981) claimed that Stockholm achieved the annual rate of return on land bank operation was 5.5% during 1908-1970 when providing lease fee below market level for low- and mid-income housing.  However he continued to argue that the practice as a public finance tool for affordable housing was effective but not as efficient as direct subsidized allowance.
Regulation on land price

Land banking’s impact on land price had been under heat debate. Using stock-flow analysis approach, Carr and Smith(1975) reached the conclusion that public land banking may not have the ability to regulate price of developed land.  Following that article several papers were published on the same journal expressing different opinions and analysis.  Also based on theoretical analysis Evans (2004) agreed with Flenchner (1974) that land banking practice gives city governments power to intervene the land market, to result in either higher or lower land price by setting the expected growth of location value. The reason why there is debate on this issue is that the theoretical analysis conducted was all following the neo-classic economics approach. Such approach usually relies on several assumptions. Different understanding over these assumptions may lead to various results. If a combination of both empirical and theoretical analysis of this issue can be done, the results would be more reliable.

Based on discussion above, land banking practices can be viewed as a tool for the government to intervene land market in the purpose of growth management and plan implementation.

2.3 Recent development of land banking around the world

Effective and efficient operation of land banking is facing obstacles such as people’s belief, legal basis, sufficient scale, co-ordination and finance, especially in countries who believe in private land ownership (Enders 1986). Hence, many local governments in the west have shifted to alternative approaches to achieve the proposed functions of public land banking. Such alternative approaches include land assembly (Louw 2007), urban growth boundary (Ding 1996)and transfer of Development Right (Thorsnes 1999) etc.

Recent literatures also showed that public land banking approach are revitalizing in some developing or transitional economy besides China. In central Europe, public land banking is being practiced to solve the problem of fragmentation of agricultural lands. In Africa, a public land banking process named “land resettlement” as a way to control social tensions arising from imbalanced distribution of resources, local overpopulation, unemployment and involuntary displacement in the past(van Dijk and Kopeva 2006). Also in some Southern Asian cities including India and Bangladesh are currently implementing lank banking policy.(UNESCAP 2007)
Summing up all the review of international practice, land banking had been a significant approach of the governments in some western countries to avoid disorder urban development during the stages of industry cities.  However before the research on its mechanism and impacts on urban development was systematically well-developed most cities in west developed countries have entered the stage of post-Fordism. Nowadays, some developing or transitional countries are further developing public land mechanism in need of their own social-economic development pattern.

3. Development of Land banking in China

3.1 Review on domestic research on land banking in China

The fast booming practice of land banking of city governments arouse strong research interest of scholars of urban studies and land management in mainland China.  Various journal articles are published in Chinese academic journals and a number of graduate students in universities are choosing the field as their dissertation topic. 

As a fast booming practice initiated by local governments, the land banking authorities around China are not following a unified national standard or operation procedure.  Introduction of different practices are one of the main themes in the field.  Some large cities such as Hangzhou, Shanghai, Guangzhou and Nanjing were playing active roles in establishment of the policy and procedures of public land banking so that researchers summarized their operation models as paradigms for the practices in other countries. (Ma 2003)The abundant literature introducing the detail practices of different cities can provide essential preliminary information for further research.

Another category of Chinese publications of land banking concerns the practical problems of the field. Due to the unique social-economic background of Chinese cities, public land banking models of foreign cities cannot be directly applied.  Researchers in mainland then put forward many proposals or solutions for the problems arousing with the implementation of public land banking in China. For the stage of acquisition the decision making of quantity and location of land for banking as well as source for financing the practice are the major research focuses. For the stages of holding and disposal some researchers have explored risk management of the land banking problems (Yang 2006). On the issue of operational environment of public land banking some proposals for improving institutional structure and filling the gab of legislation for land banking are discussed(Wang 2004).  

Due to the immature mechanism and fast booming speed of public land banking in China, the research on the field so far are mostly focusing on description of the on-going development and reaction to practical problems. However, some more fundamental issues such as why local governments are enthusiastically promote public land banking and its impacts on urban development are still remaining at the stage of some preliminary discussions. The following sections will elaborate how and why land banking mechanism became popularly implemented among Chinese cities. What’s more the Chinese mechanism will be gauged with experience from international practice to discuss the possible effects of this mechanism on city development.

3.2 Introduction of land banking during the overall urban land reform process in China  

The 30 years of opening up and reform of China since late 1970’s has brought about not only significant economic progress but also remarkable changes of social and natural environment. As one of the key elements for development, the reform on land administration of both urban and rural areas went on simultaneously with steps of the overall reform of the country.  

During the planned economy period, a dual system of public land ownership was formed in China with the urban land owned by the state and rural land owned by collected economy organizations of villages. The 1982 Constitution (Article 10) abolished the private ownership of urban land and clarified that all urban land belonged to the state and that rural land was owned by farmers collectively except for the land stipulated by law as state land. However, state owned land in the urban areas was separately occupied by different government units and work units rather than under the unified ownership of state or local governments. 

When opening up and reform began, land reform in China was also conducted in a policy framework with different reform procedures of urban and rural lands. Rural land use rights were decentralized to the individual farm households through contracts of operation rights at the beginning of reform at late 1970’s.  Land reform in the urban area initiated in 1988 when the amendment of Land Administration Law of China recognized the separation of land use right from land ownership of urban land and allowed the transfer of land use right in the market. 

A number of commentators on Chinese land reform including Yeh and Wu (1996) have identified 1987 as the year when urban land reform commenced and the first plot of land was sold to land-users in Shenzhen, a Special Economic Zone (SEZ) adjacent to Hong Kong. Based on the national events in the reform process, the urban land reform is divided into three stages: 1984– 87, the introduction of the land-use fee and arable land occupation tax; 1988–90, the establishment of the legal foundation for and the pilot practice in the paid conveyance of LURs in state-owned urban land and the introduction of the urban land-use tax; 1990– early 2000’s, the nation-wide development of the paid conveyance and transfer of LURs in state-owned urban land.(Xie, Parsa, and Redding 2002)
During the process of urban land reform and establishment of the land market the property rights over land were delineated ambiguously between the principal and agents —i.e. between the central state, local governments and SOEs, which lead to a dual-track market. In the mid-1990’s, the concept and practice of land banking were introduced to some cities in China. Public land banking authorities were established by city governments to acquire land for comprehensive city development and supply land use right publicly at market price. Guangzhou Land Development Centre was established in 1992 to facilitate comprehensive development of new city centre via land banking mechanism. However, establishment of Shanghai Land Banking Centre in 1996- recognized as the first city land banking authority in China in most Chinese literature because the Guangzhou Land Development Centre was not directly entitled as land banking authority. Such land banking authorities are the representative of the city governments’ actual ownership and control of state-owned land in the land development process. 

Under the dual-track market situation land use right could be obtained through tender or auction at market price or negotiation with the various work units owning state lands at much lower prices. At this period the role of land banking authorities was mainly to facilitate comprehensive development and provide financial support by land sale to the government. The share of total land supply by land banking was not significant.  On the one hand the dual track land market mechanism contributed to a dynamic urban physical growth in many Chinese cities by bringing up a local property industry and opening up a land redevelopment market. On the other hand, such mechanism is also characterized by rent-seeking, hasty capitalization of land rents and inadequate order in land development.(Zhu 2004a) 
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Fig.2 Number of land banking authorities in China 1996-2003 (Source: Yang 2005)

Fig.2 is illustrating the changes of numbers of land banking authorities in China, which shows that there is a dramatic increasing number of land banking authorities since 1999.  1600 cities or counties established land banking authorities by the end of 2003. Compared to the total 2300 of cities and counties in China, a majority of cities and counties have introduced the land banking mechanism, which shows that land banking is playing a more and more important role on the allocation of land use right in urban area. Both direct and in-direct promoting forces have lead to such increase. 

Reviewing the media and academic journals in Chinese, two events can be identified as direct triggers to promote land banking mechanism in China. Minister of Land and Resources highly praised Hangzhou’s land banking experience at a conference of mayors in 1999. (Zhou, 1999) Two years later, State Council’s Announcement for strengthening  state owned assets  management recommended “cities with suitable conditions” can  implement land banking to “strengthen the ability to adjust the land market”.(State Council,2001) The effects of these two direct triggers are significantly illustrated in fig 2. 

Besides the direct driving forces, two other forces in the macro social-economic environment in the 21st century are also promoting the land banking mechanism. On one hand the state government’s effort for building up the fair and open land market and on the other hand is that the role of local governments are transforming into the local development state. 

Regulation from the Ministry of Land and Resources (MLR) requires that rights to use all kinds of land for business use (including residential, commercial and tourism) must be sold publicly by bidding, auction and public announcement since 2002. Further control on industrial land sale was conducted in mid-2007 by MLR requiring the same public sales procedure as business land. Such policies are expressing that the state government is urging for a unified urban land market instead of the former dual market to keep transfer of urban land use right in order. The effective implementation of such regulations would lead to the monopolization of first hand land supply for business and industrial use by the government and a transparent market price of second hand land use right transaction.

Simultaneously, decentralization during overall economic reform in China has turned provincial and municipal governments in to economic interest group preoccupied with local growth, and thus has turned them into development states. (Zhu 2004b; XU and YEH 2005)One of the significant reform procedures was the fiscal reform that redefined the financial responsibility of central and local states, to allow the latter greater financial flexibility and legitimacy in managing urban development through residual right(Zhang 1999).  As real estate and property development are becoming one of the key economic sectors to support sound record of economic growth, city governments are also strengthening land banking practices for an active role in the land market.  

Under the new administrative context of LUR market, the role local governments’ land banking practices are strengthening. Because no more LUR transaction via negotiation is allowed all the LUR to be supplied for business and industrial use in the first hand market should first go into the land bank of city governments via the land banking procedure of land banking authorities.  This significant change of LUR supply mechanism can be view as the attempt of strengthening local governments’ control on urban land use through a more active participation in the land development process via land banking rather than administrative allocation of land.  

3.3 Implementation of land banking in China with comparison to western practices

Implementation of land banking mechanism in both western countries and China can be similarly divided into three major steps including acquisition, holding and disposition of land by the land banking authority. But the detail operation models in each step are different due to the unique land ownership system of each country. 
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Fig 3 Comparison of land banking implementation in China and western countries

Fig 3 is illustrating a summary of comparison of difference in implementing land banking between the Chinese mechanism and western mechanism. From this comparison we can see the Chinese mechanism is an integration of the land banking concept and the unique state owned lease hold system in China. The land ownership system in China results in a more complex source of land acquisition and the land banking authorities’ more active role in negotiation on compensation. Infrastructure construction on the land in land bank and public sale of LUR at market price during the disposition step implicates the aim at capturing the capital gains in land value of the city governments in China. 

3.4 Characteristics of land banking in China

Although the concept of land banking in China were initially introduced as western experience to facilitate urban land reform its practice is following a way full of unique characteristics such as the macro environment of China during rapid economic growth and social-economic transition, a wide-spread of practice over most of the cities in China and its status as one of the key policy instrument of the emerging local development states in China. The following paragraphs will elaborate such characteristics.

Firstly, the introduction of land banking into China can be viewed as a simplified replication of a mechanism due to scarcity of suitable institutional framework. The transition of economic system and the complex situation of the dual-track urban land market at the beginning stage are both expecting a suitable institutional framework but creating such a framework for the newly emerging LUR market in China is difficult.  Alternatively replication of the land banking mechanism from other cities or countries is of little cost. Hence the mechanism spread rapidly when it was recommended by the top officials and administrative document of the central government. However such fast replication process of the mechanism is rather simplified because the central government did not provide detail instructions when suggesting city governments to implement land banking. Bar far there is no legislation at state/provincial level to regulate this mechanism. Land banking is generally an administration-oriented operation at city government level. Operation in each city is regulated under administrative documents published by its own local governments.

Secondly, land banking in China tends to focus more on land development process rather than the balanced objectives of city development. The mechanism was promoted and implemented by the land administration system of governments aiming a more ordered urban land market. The local development states are keen on the implementation the mechanism because of the incentive form LUR sales income. Other aspects such as social-economic re-structuring and applying land banking as an effective tool for land implementation are seldom considered by city governments.

4 Discussion on effects of land banking mechanism on city development in China

With reference to international experience discussion on effects of land banking mechanism on city development in China can be focused on two aspects, the similar effects as the western mechanism and the effects arouse from the characteristics of the mechanism in China.

4.1 Similar effects as the western mechanism

In order to test whether the similar mechanism as the western practices has lead to similar effects on land price, revenue of city governments and urban growth pattern empirical data of a case study on land banking practice in Guangzhou, China are applied to reach some preliminary judgments.
Regulation on land price

As required by MLR’s policy in 2002 all urban LUR sales for residential and commercial uses should be conducted at public market price from city’s land bank since that year. The city governments can play a more active role on regulating the market land price by deciding the amount and position of LUR sale based on their land bank reserve. However, at the same period the real estate market in China is experiencing a historical growth which results in a rapid growth of demand for land. Central government is making effort to stabilize the real estate price in order to maintain a stable social-economic environment. Whether or not land banking can achieve effective regulation on land price may be important to the success of central government’s goal. For most cities in China, land bank was established only several years ago and the reserve is relatively limited. City governments’ aim at revenue income from LUR sale will also affect city governments’ decision on to what extent the land price should be regulated. 
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Fig.4 Price of LUR Sale from Land Bank of Guangzhou (2002-2006)

(Source: Generated from public database of website of Guangzhou Land and Housing Bureau www.laho.gov.cn)

Fig.4 illustrates the LUR price of commercial and residential land in Guangzhou City in the period in 2002-2006. City government did manage to stabilize the average land price by flooding the market with cheaper land in the suburb but could not influence the land price in city centre, which may be a more sensitive indicator of the price status. A preliminary judgment can be reached that with sufficient land reserve in the city’s land bank city governments can achieve to stabilize the average land price by flooding the LUR market when demand is high.
Revenue income of city government

After the fiscal reform in the 1990’s, city governments in China are relying more on land sale income to achieve fiscal balance. The introduction of land banking mechanism can help city governments to monopoly the LUR sales and receive more capital gains. 
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Fig.5 Comparison of land bank income, city fiscal income and infra structure investment of Guangzhou in 2002-2006

(Source: Generated from public database of website of Guangzhou Land and Housing Bureau www.laho.gov.cn and Annual working report of Guangzhou Municipality Government to the people’s congress. www.gz.gov.cn)
Fig.5  illustrates the comparison of land bank income, city fiscal income and infra structure investment of Guangzhou in 2002-2006. Fiscal income in the figure includes tax and funds but does not include the land sale income. The significant increase of Land sale income during the period can help the city government better balance the high density infrastructure investment and fiscal income.
Control on urban growth pattern

As discussed in the earlier section, the land banking mechanism is promoted by the land management system in governments. The issue of urban growth pattern is not as emphasized as the western mechanism. Some cities such as Guangzhou and Nanjing are integrating the urban planning authorities into the land banking mechanism by compiling plans for land banking jointly. A batter co-operation can bring benefits on both more effective implementation of urban plans and better quality of land in land bank.

4.2 Possible effects under the social-economic context in China

Under the rapid development context of China, land banking may also influence the process of socio-spatial restructuring that are not included in experiences of western mechanism such as the re-distribution of residential areas of different social classes, speedy urbanization of the former rural areas affected by land banking and upgrade of industrial sector when industrial land is also included into the land banking mechanism. Detail explanation of these possible effects still needs further research and may be a new field of land policy research in China.

5. Conclusions 

The introduction of the once prevailing western mechanism of land banking into China is promoted by the land administrative system in China in response to the problems of the former dual-track urban land market situation. City governments in China as local development states are keen on establishment of land banking mechanism to facilitate their demand on LUR sale income. The implementation of land banking mechanism can help to city governments in China to regulate urban land price and generate significant income for their fiscal balance. But the lack of participation of planning system in the mechanism makes it not so effective as the western mechanism in control of urban growth pattern. Under the rapid development context of China, land banking may also influence the process of socio-spatial restructuring.
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