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Large-scale urban village redevelopment projects (UVRPs) have been implemented in different ways in China in
recent years. This study develops an analytical framework for understanding the heterogeneity of institutional
arrangements for UVRPs in China. The analytical framework is established from the perspective of neo-in
stitutional economics. Decision-making and funding sources are used as two dimensions to classify the institu
tional arrangements into four categories: top-down with government funding (TGF), top-down with villager
funding (TVF), bottom-up with villager funding (BVF) and bottom-up with private developer funding (BPDF).
The comparative analysis reveals that the bottom-up institutional arrangement is generally more effective in
political persuasion than the top-down one, especially when villagers’ committees (VCs) that are responsible for
the project implementation are elected freely and fairly. When incorporating the dimension of funding sources
into the analysis, a TVF institutional arrangement is likely to incur higher transaction costs than a TGF in
stitutional arrangement, leading to the project having a longer duration. However, when private developers are
allowed to participate and to develop UVRPs, the transaction costs will increase due to opportunism and in
formation asymmetry. Policymakers should play an active role in arbitration as it would effectively mitigate the
size of transaction costs used to deal with clashes between VCs, ordinary villagers and private developers. Based
on information for 394 UVRPs collected from five coastal cities in Zhejiang province, the research findings reveal
that a TVF institutional arrangement, which has the highest transaction costs, is still dominant in China. This
may be the result of policy continuity and path dependence. Institutional change is contingent on the relative
costs, which are the sum of the transformation costs and the transaction costs. Incremental institutional change,
rather than radical institutional change, is more likely to occur in China.

1. Introduction
There were a series of institutional reforms in China in the mid1990s, encompassing land (He & Wu, 2009), housing (Adams, 2009)
and fiscal areas (Shin, 2009; Zhang, 2009), and this led to rapid urba
nisation. Urbanisation is the key to domestic growth and the China
Dream, the dream of a prosperous and modern China (Taylor, 2015).
During the process of urbanisation, the increasing demand for urban
land was met, in the first instance, by the expropriation of farmlands
attached to villages located in the vicinity of cities, because of the re
latively low compensation and transaction costs (Hao et al., 2011; Lin
et al., 2014). The remaining ‘reserved commercial land’ and building
plots are geographically surrounded by urban skyscrapers (Buckingham
& Chan, 2018; Chung, 2010). As a result of the urban-rural land system,
⁎

urban villages have been emerging (Wu et al., 2013). Dispossessed
farmers who have lost their farmland are turning to entrepreneurial
activities, such as renting out their unused houses to earn a living (Bao
& Peng, 2016; Yuan et al., 2017a,2017b). Urban villages are, therefore,
becoming informal settlements, offering low-cost housing for migrants,
but it would be dangerous to conclude that this is an optimal way to
house them (Tian, 2008). The urban village has been described as the
urban disease, having increasingly negative features, including in
complete property rights (Zhu, 2004), a deteriorating physical en
vironment (Liu and Wu, 2006), disorderly land parcels (Lai & Tang,
2016) and social problems (Zhang et al., 2003). For this reason, local
governments aim to initiate urban village redevelopment projects
(UVRPs) to cope with the urban disease, to improve land-use efficiency
and to generate land revenue (Jiang et al., 2020; Yuan et al., 2019).
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Other researchers argue that striking a balance between social, eco
nomic, and ecological benefits to achieving more sustainable urbani
sation is the main stimulus for implementing UVRPs (Yuan et al., 2020).
A UVRP is a kind of land readjustment (Yuan et al., 2017a,2017b) or
land consolidation method for spatial and social restructuring in rural
China (Long, 2014).
Urban regeneration partnerships emerged in the UK as early as the
nineteenth century (Ball & Maginn, 2005). Local groups in the UK were
keen to improve their quality of life. Thus, in the UK there is an es
tablished tradition of community and voluntary work (Roberts & Sykes,
2000). Implementing a UVRP often needs voluntary participation from
the villagers to deal with their property rights over land and housing.
Citizen participation is vital to the success of public policies and the
prosperity of communities (Mundial, 1996). It is also a requirement of
the Chinese central government, which is promoting a new type of
urbanisation; the most notable aspect of this new idea is the transfer
from land-centred urbanisation to people-oriented urbanisation (Chen
et al., 2016). Local governments often aim to find efficient approaches
to expedite the redevelopment process in a harmonious way. As a re
sult, the implementation of UVRPs demonstrates neo-liberal urbanism,
with one of the critical characteristics being the diversity of adminis
trative or bureaucratic forms (Li et al., 2014). For instance, the dis
parities in UVRP policies reflect the heterogeneity and flexibility of the
institutional arrangements for these projects. The diversity of institu
tional arrangements does not, however, mean that there are no rules to
follow. The Chinese literature describes three approaches to the im
plementation of UVRPs, according to whether they are led by govern
ment, led by private developers or led by villagers’ committees (VCs),
but different researchers have offered different interpretations of these
typologies.
As a consequence, no consensus has been reached in the literature
on the definition and classification of UVRPs. For instance, most re
searchers consider that when private developers are invited to partici
pate in a UVRP, the UVRP is classified as private developer-led. This
classification, however, ignores the distinction between cases in which
private developers are invited to participate by the local government
and cases in which a private developer cooperates directly with villa
gers’ committees (VCs, cunmin weiyuanhui). In addition, the role played
by the private developer varies widely from case to case. In some cases,
the private developer only plays the part of the ‘construction agent’
(daijian) for relocated high-rise buildings, whereas in others the con
tract for the construction of the relocated high-rise buildings is condi
tional on the private developer being given the right to develop one of
the parcels of land. The differences between projects indicate the extent
to which private developers can influence or participate in discussions
about redevelopment policies. Different levels of transaction costs may
be involved in different practices that are classified as the same model.
The current classification in the literature, therefore, obviously does not
provide a useful framework for understanding the institutional ar
rangements for UVRPs that are implemented across different Chinese
cities. This study tries to fill this gap and improve the understanding of
the institutional arrangements for UVRPs in China by providing a sui
table analytical framework based on the theory of neo-institutional
economics. To increase the efficiency of the institutional arrangement,
policymakers need to consider the transaction costs involved (Shahab
et al., 2018).

market failure (Zerbe and McCurdy, 2000). Various institutional ar
rangements can be used to structure the interaction between the
transaction parties (Williamson, 1996), leading to variations in the size
and type of transaction costs (Hastings & Adams, 2005). A measure of
transaction costs is, therefore, an essential tool in the measurement of
the efficiency of an institutional arrangement from a neo-institutional
economic perspective. Therefore, this study uses concepts from the
theory of neo-institutional economics – institutions, transaction costs
and property rights – to categorise the institutional arrangements of
UVRPs in terms of two dimensions: decision-making and funding
source.
2.1. Structure of Decision-making
This study offers definitions of ‘top-down’ and ‘bottom-up’ from the
decision-making perspective, which are useful in the context of the
institutional arrangements for UVRPs.1 Although the terms ‘top-down’
and ‘bottom-up’ are not new, there has never been a consensus on their
definition. For instance, the terms ‘top-down’ and ‘bottom-up’ have
been used since the late 1980s to describe different kinds of urbanisa
tion (Gu et al., 1998). According to Gu and Li (1998), top-down urba
nisation is state-led, with local government being responsible for
planning, investing in and implementing city development; it is a
compulsory institutional adaptation. Bottom-up urbanisation consists of
non-agricultural development projects initiated by rural communities,
township enterprises and peasant families or individuals; it is an in
ductive institutional adaptation. These definitions articulate particular
state-society relationships, since the state is often positioned ‘above’
society and local communities are positioned ‘below’ the state
(Ferguson & Gupta, 2002). Later, the terms ‘top-down’ and ‘bottom-up’
were also used to describe modes of urban village redevelopment. For
instance, Cheng (2012) defined ‘top-down’ development as govern
ment-led development, typically involving a partnership between gov
ernment and private developers and showing little consideration of the
consequences for affected households or the local heritage. However,
not all government-led projects exhibit these characteristics; local
governments may not only consider the consequences for affected vil
lagers, but also preserve the local heritage when implementing UVRPs.
The terms ‘top-down’ and ‘bottom-up’ have also been interpreted as
spatial metaphors (Smith, 2014). For instance, Yang et al. (2015) used
the terms ‘top-down’ and ‘bottom-up’ to describe a new town resulting
from the expansion of a city and a new town developed in a rural area,
respectively, because cities (the ‘top’) are often regarded as having
higher value than their rural counterparts (the ‘bottom’) in the light of
China’s urban hierarchy and cultural context.
It is, therefore, necessary to redefine these terms to fit in with this
study. Identifying the participants in urban development projects can
help us to gain an in-depth understanding of the relationship between
institutional arrangements and transaction costs. Since partnership is an
indispensable element of the UVRP process and participation is always
related to decision-making, it is necessary to explain how partnerships
work in the urban redevelopment process. We define top-down UVRPs
to be those led by local government, and bottom-up UVRPs as those led
by VCs. In other words, ‘bottom-up’ implies ‘villager control’, with VCs
at the top of the ladder of citizen participation, whereas ‘top-down’
implies ‘non-villager control’, with villager representatives at the
bottom of the ladder of citizen participation. The concept of a ‘ladder of
participation’ stems from Arnstein (1969) work on an eight-rung ladder
of citizen participation. Arnstein claimed that participation without the
redistribution of power is an empty and frustrating process for the
powerless. We classify UVRPs as involving villager control if villager
representatives are invited to participate in the decision-making process

2. Analytical Framework
Most neo-institutional economists define institutions as the rules of
a game in which individuals and their organisations are the players
(Eggertsson, 2013). The function of institutions designed by human
beings is to reduce the uncertainty (Ménard & Shirley, 2005; North,
1990) that can lead to the emergence of transaction costs. When
transaction costs are too large to be settled by the parties in the market,
further voluntary trade between the parties is impaired, resulting in

1
The UVRPs in this study all involved ‘complete reconstruction’ (chedi
chongjian) or ‘all-round redevelopment’ (quanmian gaizao).
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and have the power to influence policies and decisions. Non-villager
control represents the opposite case: affected villagers are not invited to
take part in the decision-making process, and their participation is il
lusory; they are told about policies that have already been decided. To a
large extent, the position on the ladder of citizen participation can be
taken as an indication of whether villagers have the power to influence
decisions or to make decisions by themselves. UVRPs can never be
implemented without villager participation, but the extent of their
empowerment differs from case to case. Involvement in decisionmaking can lead to affected villagers enforcing policies that favour
them. Because policies accepted by villagers are generally easier to
implement, a UVRP is expected to have a short project duration and a
low level of conflict. In practice, the leading participants are normally
responsible for announcing policies to the public, persuading the af
fected villagers to sign a contract, and relocating these villagers, for the
duration of the redevelopment process. Generally, the leading partici
pants have strong power to influence the compensation policy and re
location scheme.

implement UVRPs, they issue some preferred policies to help VCs to
pool funding, such as loose bank loans. VCs often represent affected
villagers in negotiations with the construction company and managing
the construction fees pooled by the affected villagers. The construction
company is selected via open bidding, and the plot ratio and housing
design of relocated (high-rise) buildings must first be approved by the
local government.
Government funding
Government funding refers to the situation in which the local gov
ernment bears the costs of the construction of relocated (high-rise)
buildings. This funding arrangement only occurs in the context of a topdown institutional arrangement. By using a policy called area-based
relocation (chaiyi peiyi), the government must allocate a certain area of
relocated (high-rise) buildings to affected villagers, with this area being
equal to the legal area of villagers’ original self-built housing. Although
affected villagers do not need to provide any finance for the construc
tion of the relocated buildings under such an arrangement, they also
cannot gain any monetary compensation for the demolition of their
original self-built housing.
There are two ways in which local governments may pool funds in
government-led UVRPs. One is based on market forces, and involves
pooling the funding via land transfer fees, bank loans, the issuing of
national debt, etc. For local governments with insufficient financial
resources, it is preferable to search for a qualified private developer
who is willing to pay certain land transfer fees and construct the re
located high-rise buildings. In return, the private developer can gain
land-use rights over one parcel of land for a certain period for com
mercial development, or can sell some units of resettlement buildings
(e.g., in the case of Hong Kong) (Li & Li, 2007) or surplus resettlement
buildings (e.g., in the case of Yunong village in Shenzhen) (Li & Li,
2011).
The second approach is to establish a city investment company
(chengtou gongsi) that will run business related to public services for
profit. The company will operate as a financial pooling platform and
will be used to fund various city construction projects, especially public
interest projects. In recent years, UVRPs following the second approach
has been more common, especially in metropolitan areas such as
Beijing and Hangzhou. With sufficient government expenditure, the
local government can search for a qualified construction company or
private developer via open bidding on the market. Through the pay
ment of the ‘costs for the construction agent’, the local government will
successfully transfer the responsibility for construction to the selected
constructor or private developer. A similar approach is for the local
government to set up a state-owned construction company to construct
the relocated buildings.

Structure of Funding Sources
Regardless of who leads a project, the project needs funds for the
construction of the relocated (high-rise) buildings that will house
people who need to be relocated. The source of funding is crucial, be
cause it influences the roles of participants, and, hence, the transaction
costs associated with the redevelopment process. The structure of
funding sources varies across cities. The party that bears the construc
tion costs is always invited to participate in the negotiations with vil
lagers to achieve a consensus on the compensation scheme. The dif
ferent roles of the various parties involved may have different impacts
on the size of the transaction costs. If everything runs smoothly and
successfully, with all the affected villagers signing the property ex
change contract, the project will soon enter the stage at which the
funding for the construction of the relocated (high-rise) buildings is
pooled. The fieldwork carried out for this study suggests that the
funding sources for the construction of relocated high-rise buildings can
be split into three categories: villager funding, government funding and
private developer funding. The definitions and characteristics of each
funding source are described in the following paragraphs.
Villager funding
Villager funding describes the situation in which the affected vil
lagers bear the costs of constructing the accommodation to which they
are relocated; this can occur in both top-down and bottom-up institu
tional arrangements. Under top-down institutional arrangements, there
are two approaches to constructing the housing for people who need to
be relocated. One is to empower affected villagers to construct the
housing. Once all affected villagers (or at least 90% of the contracting
rate) have signed the contract and received their compensation, the role
of the local government is nearly finished. The affected villagers must
start to search for a construction company to construct the relocated
buildings in accordance with the local government stipulations (e.g., on
location, plot ratio and housing design). During the construction stage,
affected villagers negotiate directly with the construction company over
prices and the dates on which the construction fees must be paid, with
no interference from the local government. This model was common in
the earlier years of UVRPs and in peri-urban areas. Under such an ar
rangement, the relocated building will still be low-rise, and the living
environment and public facilities will be greatly enhanced following the
UVRP. Another method is for the local government to take responsi
bility for constructing relocated buildings in collaboration with a pri
vate developer or construction company, with the construction fees
being paid by affected villagers after they have received their com
pensation.
In VC-led UVRPs, the VCs take an active role in the redevelopment
process. Although local governments do not directly fund VCs to

Private developer funding
In some cases, not all affected villagers have the ability to fund the
UVRP. Private developer funding describes a project in which a private
developer bears the costs of constructing the relocated (high-rise)
buildings.
In the case of VC-led UVRPs, the VC may choose to cooperate with a
private developer to fund the redevelopment of an urban village. As in
top-down projects, the private developer may be granted land-use
rights over one parcel of land that is then developed for commercial
purposes. Of course, this kind of partnership also requires local gov
ernment involvement for guidance, the arbitration of conflicts amongst
villagers, administrative approval, and so forth. The benefits, if any,
that affected villagers derive from the UVRP are influenced by the ca
pacity, transparency and democracy of village cadres.
In summary, the institutional arrangements for UVRPs can be di
vided into top-down and bottom-up from the decision-making per
spective, and into villager funding, government funding and private
developer funding from the funding source perspective, as shown in
Table 1.
3
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displacement, so there is a need for cooperation and participation of the
residents. Ideally, all villagers are willing to cooperate, but there are
always some exceptions. Since each family’s situation is different, the
final scheme may fail to satisfy the needs of all affected villagers. In
some cases, the interests of a small group of villagers may be sacrificed
(chikui). Resistance from this small group of villagers may delay the
project. The costs of litigation, repeated negotiations and conflict re
solution will be very high as the local government settles the problems
with those who are holding out from giving consent. If the negotiation
efforts fail, the local government will probably use the controversial
‘eminent domain’ power to demolish the villagers’ houses by force, in
the public interest, to smooth the progress of the project.
Once all households have signed the contract, the land readjustment
phase begins. This phase involves the reallocation of scattered parcels
of land to different uses and can deliver significant improvements in
land-use efficiency, as shown in Fig. 2. In top-down UVRPs, the gov
ernment or villagers usually pay the costs of constructing relocated
high-rise buildings. Affected villagers receive monetary compensation
for the demolition of their original housing, but they must also pay a
construction fee to the local government for their new accommodation.
Holdout problems arise when some impoverished villagers are unable
to pay the high construction fee. The process of calculating monetary
compensation and construction fees is very long and exhausting. The
terms of the compensation scheme and construction fees vary across
cities, which provokes disputes, especially concerning the value of the
decoration of the original housing. The villagers are always dissatisfied
with evaluation outcomes, so they request the evaluators to re-evaluate
until the results match their expectations. According to affected villa
gers in SB village located in Wenzhou,

Table 1
Taxonomy of institutional arrangement for UVRPs
Funding source
Decision-making
Top-down
Bottom-up

Villager
funding

Government funding

✓
✓

✓

Private developer
funding

✓

However, the structure of decision-making and funding sources are
always intertwined. Fig. 1 shows the relationship between the two di
mensions of institutional arrangements for UVRPs, which can be cate
gorised into four groups: top-down with government funding (TGF),
top-down with villager funding (TVF), bottom-up with villager funding
(BVF), and bottom-up with private developer funding (BPDF).
3. Comparative Analysis of Institutional Arrangements
This study explains the general redevelopment process for UVRPs
and the transaction costs entailed in each type of institutional ar
rangement to improve understanding of various institutional arrange
ments implemented in China. Following the sequence of redevelop
ment, the study first analyses the institutional arrangement through the
decision-making perspective, then incorporates the funding sources
dimension into the analysis.
3.1. Comparative Analysis of Top-Down Institutional Arrangements
The majority of existing UVRPs use the ‘demolition–redevelopment’
model (Lin & De Meulder, 2012), under which the Chinese government
takes direct control of the project (He & Wu, 2005). When a city
planning department approves a UVRP, the redevelopment notification
is posted on the walls in the target village. The relocation scheme (e.g.,
monetary compensation for the demolition of self-built houses, tem
porary relocation fees and policies for the resettlement area) is designed
by the local government and is then discussed with representatives of
the villagers. The number of villager representatives normally ranges
from 15 to 30, depending on the total number of indigenous villagers.
At this stage, villager representatives are given a chance to convey their
views on the policies that have been designed. In effect, this is a ne
gotiation between government staff and village representatives. The
villagers try to bargain with the local government to gain more benefit
from the redevelopment, while the local government attempts to per
suade village representatives to agree to their scheme. Negotiations
may take several weeks or even years. The negotiation costs for both
parties are very high. Inevitably, most UVRPs involve residential

The decorations and size of my house and my neighbours’ are almost
the same, but they get much higher monetary compensation for
theirs because they have a good social network (guanxi). It is so
unfair…
However, according to several affected villagers in WYH village
located in Hangzhou,
The monetary compensation for decoration is the same for all
households, no matter how luxurious or destitute the decorations
are. The main differences in monetary compensation are due to fa
mily size, whether it is a large household (dahu), middle household
(zhonghu) or small household (xiaohu).
Some villagers use this opportunity to maximise their personal gain,
and this opportunism can increase the size of transaction costs.
However, the policies for compensation in a given district are often
‘one-size-fits-all’, and the compensation standard is based on policies
issued in previous years. If two parties do not agree with each other,

Fig. 1. Two-dimensional classification of institutional arrangements for UVRPs.
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Fig. 2. The general redevelopment process for UVRPs implemented with top-down institutional arrangements.

conflicts of interest can easily lead to holdout problems. Although the
local government can use the strategy of ‘job-based demolition’ (zhu
lianshi chaiqian)2 to exert pressure on nail householders, the local
government also bears the high costs of requisitioning information and
of the negotiations. In TGF institutional arrangement, the affected vil
lagers are generally allocated a certain relocation area that is equal to
the area of their original legal housing, without monetary compensation
for the demolition of their original dwelling. They also do not need to
pay the construction fees for their relocated high-rise building. As
mentioned previously, the local government does not need to com
pensate the villagers for the demolition of their original housing. This
institutional arrangement simplifies the evaluation and calculation
process. The time and energy used to calculate the compensation and
construction fees can be saved, and the related conflicts of interest can
be avoided. Besides, there are no information requisition costs for
searching for an evaluation company. Even if villagers select an eva
luation company through an open bidding process, they may still be
lieve that the company is working for the government. Under TGF in
stitutional arrangement, affected villagers not only do not have the
financial burden of the construction costs, but they can also live in
relocated high-rise buildings with an improved living environment and
land value. Such benefits generally improve villagers’ motivation to

participate in the project.
3.2. Comparative Analysis of Bottom-Up Institutional Arrangements
Rural Chinese villages have a massive population with rural hukou,
as the foundation of Chinese society, and have adopted autonomous
self-organised institutions to manage village affairs. This grassroots
democratic practice was officially introduced in the 1982 Constitution.
Later, in 1987, the National People’s Congress promulgated the
Organization Law of Villager Committees of the People's Republic of China,
which stipulated that the VCs is not part of the state apparatus, but is an
‘autonomous mass organisation’ (O’Brien, 2001). By the end of 1995,
VCs were being elected in almost all localities in China (Wang, 1997).
The collective organisations known as VCs have three to seven mem
bers, including a chairman, a vice-chairman, and members, play an
essential role in the self-governance of villages (Lin & De Meulder,
2012; O’Brien and Li, 2000). This institutional reform has empowered
villagers to manage their own affairs, including in relation to public
order, welfare, dispute mediation and the management of collectivelyowned land and collective assets (Kelliher, 1997). Because of the cri
tical role VCs play in village life, some local governments have em
powered VCs to implement UVRPs and make decisions about the
compensation and relocation policies, based on city-level policy. This
kind of institutional reform serves the interests of vulnerable people,
and it can fulfil a ‘need of rights’ that the state often fails to provide
(Delville, 2002). The traditional roles of local government, such as
providing information to the public, making contracts with affected

2
‘Plant-linked demolition’ means that the government requires the relatives
of nail households who work in government departments or state-owned en
terprises to persuade the nail households to sign the contract or risk losing their
job.
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Fig. 3. The general redevelopment process of UVRPs implemented with bottom-up institutional arrangements.

villagers and searching for financial resources to fund demolition and
reconstruction, are performed by the VCs. This is a bottom-up institu
tional arrangement, as the VCs are empowered to make decisions. As
Roberts and Sykes (2000, p. 115) note, the empowerment extends the
‘ownership’ of programmes and projects to communities and gives local
people influence over, or responsibility for, decisions about their future.
Compared with top-down institutional arrangements, a bottom-up
institutional arrangement is more likely to serve the interests of village
residents, as the VC members are selected by villagers (Cheng, 2012;
Zhu & Guo, 2013). Such an arrangement enables VCs to decide how to
implement the redevelopment, although it will be constrained by local
policies and regulations. If VCs design the compensation and relocation
policies for a project, villager participation can be said to be at the top
of the ladder of citizen participation. The VC can decide how to cal
culate the relocation area allocated to households, taking into account
local factors, and can choose which private developers to cooperate
with and which method to use to relocate to the newly built relocation
buildings. A village representative assembly (VRA) also needs to be held
to explain policies to ordinary villagers. Policies cannot be implemented
until at least two-thirds of the indigenous villagers have agreed. Policies
reflecting villagers’ preferences are generally efficient institutions. Im
proved villager support creates a less combative populace to regulate,
leading to an effective outcome in terms of political persuasion. This
advantage is due to the strength of social networks within a village.
Villagers have a shared surname and a strong sense of belonging. The
VC members will know almost every household in the village and will
be related to some of them. According to interviewees from one of the
urban villages visited for this study:

The VCs first persuade their relatives and friends to sign the contract
by illustrating the advantages of UVRPs. Then their friends and re
latives help to persuade theirs to join the redevelopment project.
Gradually, the supportive voices increase. Even if, in the end, there
are a few householders who do not agree with the redevelopment
scheme, the policies are entitled to have the legality to be im
plemented if the policies gain two-thirds support of villagers.
Such informal dissemination of information and persuasion is more
effective than the government in building villager support for a project.
Villager control is assumed to be cost-effective since it can reduce the
probability of the litigation that often occurs when top-down institu
tional arrangements are implemented. However, bottom-up institu
tional arrangements involve repeated formal meetings and informal
negotiations, which means that the process of determining compensa
tion and relocation policies is time-consuming since it always consists
of opposing voices. The other issue relates to representation. VCs re
present ordinary villagers for managing village affairs and determining
future developments, but VCs also involve moral risk. Although the
ordinary villagers select the members of the VC via a public vote, the
quality of these elections has been extremely uneven (Kelliher, 1997);
some have been open and competitive, but others have not.
In some cases, therefore, elections have not yielded competent vil
lage cadres, and some responsible villagers with high capacity lose
votes. Often, ageing and uneducated villagers are selected as committee
members as the result of bragging, cheating and the exploitation of clan
relationships (Guo & Bernstein, 2004), or even because they purchase
votes (Shi, 1999). If unsuitable candidates are selected as members of
6
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VCs, they often abuse their power and act illegally (engaging in cor
ruption and rent-seeking) in pursuit of their own interests. The result is
chronic tension between the VC and ordinary villagers. Another po
tential source of conflict is the structure of the village organisation.
Alongside the VC, the Village Party Branch (VPB), appointed by the
superior Party Committee, has a leadership role. The VPB is the core
leadership group and should, according to the law, decide on essential
matters. However, the law also stipulates that VCs are empowered to
manage village affairs, as mentioned above. This leads to an ambiguous
dual power structure and frequent conflicts between the VPB and the
VC over collective economic assets and financial decisions (Guo &
Bernstein, 2004; Oi & Rozelle, 2000).
Village cadres with a history of corruption or suspected corruption
will not be trusted by ordinary villagers when it comes to implementing
UVRPs. Conflicts between the committee chairman (cun zhuren) and the
Party secretary (cun shuji) make it difficult for them to cooperate over
UVRPs. Even if the local authorities empower village cadres to manage
projects, make few interventions and forfeit the huge land transfer fees,
inner contradictions can influence the efficiency of the project.
Interviewees from local governments claimed that they sometimes need
to participate in the project to coordinate conflicts between the VC and
the VPB. When they achieve consensus, the project can be implemented
successfully. The advantage of bottom-up institutional arrangements is
conditional on fair VC elections that ensure that VC members do re
present the interests of villagers, and there are no conflicts between the
VC and the VPB.
As shown in Fig. 3, when all affected villagers agree to participate in
a redevelopment project, the land adjustment follows. During this
phase, one parcel of land is allocated to housing for the people who
need to be relocated. Under bottom-up institutional arrangements, it is
usually the villagers or private developers who pay the construction
fees of relocated high-rise buildings. In the BVF institutional arrange
ment, as mentioned previously, villagers need to pay the construction
fees of their relocated (high-rise) building, and, in these cases, the new
housing is always self-built and is often low-rise. This model was more
common in the earlier years of UVRPs and is still used in urban fringes,
where the competition for urban land use is not so fierce. Villagers have
traditionally lived in detached houses (dumen duhu), and the elderly, in
particular, prefer to live in this manner after a redevelopment. If vil
lagers are responsible for constructing their own houses, they can
control and decide on the quality, progress and location of the relocated
(high-rise) building. This can mitigate uncertainty, leading to low levels
of transaction costs. Therefore, provided they can afford the construc
tion fees, their motivation to participate in the project will be relatively
high.
When a VC cooperates with private developers, institutional ar
rangement is effective if the interests of the stakeholders are balanced.
However, there may also be corruption. If ordinary villagers perceive
their VC to be corrupt, they will not cooperate with it to facilitate a
redevelopment project. When there are holdout problems, conflicts will
easily arise when the private developer intends to expedite the re
development by forcible demolition. Conflict may even occur later on,
in the post-demolition phase. Cooperation with a private developer can
also raise issues of moral risk if the private developer fails to enforce the
contract or there is corrupt behaviour by the private developer or the
VC. In this situation, rightful resistance arises easily, with protesters
using politics, laws and commitments of the state to combat the mis
conduct of the local officials or village cadres (O’Brien, 2013; O’Brien
and Li, 2006).

forward in the above section. Due to the difficulty of measuring
transaction costs, this study proposes an alternative method to measure
some given outcomes that are directly related to the level of the
transaction costs. Generally, high transaction costs are demonstrated
when a project has a long duration. By contrast, lower transaction costs
are found when there is a smoother and more efficient redevelopment
process, namely, a short project duration. This argument is proved by
Wang, Tian, and Yao (2018), who found that high transaction costs can
arise with a prolonged redevelopment process by examining the prac
tice of industrial land redevelopment in Guangzhou. Therefore, this
study uses project duration (PD) to measure the outcomes of UVRPs
that can be explained by transaction costs. PD is measured from the
date when the local government or VC publicly announces the initiation
of the UVRP to the date when all affected villagers sign the contract for
the exchange of property rights.
4.1. Study Sites
After establishing the analytical framework for UVRPs, it is essential
to select some representative cities in order to collect data and analyse
how the institutional arrangements classified above have worked in
different cities. This will provide an empirical basis for learning more
about the effects of institutions on the size of the transaction costs in
diverse field settings. Thus, it is necessary to select some comparable
places as the field sites. This study chooses cities located in the same
province (Zhejiang province) to reduce the temporal and geographical
impacts. Zhejiang province is located on the eastern coast of China,
where land demand is more intense than in other parts of China. As a
result, the local governments in Zhejiang province have, in recent years,
implemented large scale UVRPs under the guidance of policies issued
by the central government (Guofa [2015] No.37). Against this back
ground, five cities – Wenzhou, Taizhou, Yiwu, Ningbo, and Hangzhou –
as shown in Fig. 4 were selected as the field sites. The fieldwork was
conducted from 1 June 2017 to 1 November 2017. Most data were
collected through semi-structured interviews with ordinary villagers,
village cadres and government officials at various levels. Some ques
tions required the interviewees to recall information from their mem
ories, as the UVRPs had already implemented. To mitigate the draw
backs of recall answers, such as vague or inaccurate information, we
cross-checked the recall answers from different respondents for con
sistency. In addition, we searched for online and documentary data
(e.g., government policy documents) to supplement and corroborate the
interview data to increase data reliability.
4.2. Statistical Description
Fig. 5 (left) shows the geographical distribution of 394 UVRPs col
lected from 5 cities, with Hangzhou accounting for the highest per
centage with 115 UVRPs (29.19%) and Ningbo accounting for the
lowest percentage with only 40 UVRPs (10.15%). To consider the
temporal dimension, the boxplot of the initiating year (IY) of each
UVRP for each city is shown in Fig. 5 (right). The mean values of the
initiating years in Taizhou, Ningbo, Yiwu, Wenzhou, and Hangzhou are
2013, 2011, 2013, 2016, and 2013, respectively. Although the outcome
of the Kruskal-Wallis test indicates that the initiating years vary within
the different cities, most UVRPs were initiated in the last eight years.
Descriptive statistics for two dimensions of institutional arrange
ments, decision-making and funding source, are presented in Fig. 6.
This reveals that a large majority of UVRPs in Zhejiang province were
implemented using a top-down institutional arrangement, with 78.43%
of all UVRPs being implemented through TVF and 12.94% through
TGF. This indicates that the local government still plays a very active
role in the urbanisation process. The small proportion of BPDF (1.52%)
and BVF (7.11%) indicates that the bottom-up institutional arrange
ment is still at the experimental stage.
In total, 85.54% of UVRPs required villagers to fund the

4. Empirical Outcome of UVRPs under Different Institutional
Arrangements
After the identification of the transaction costs involved in the
general process of UVRPs under different institutional arrangements,
the next step is to use the empirical data to test the argument put
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Fig. 4. The locations of the study sites.

construction of relocated high rise buildings, whereas local government
funding and private developer funding only accounted for 12.94% and
1.52% of the UVRPs, respectively. In the top-down institutional ar
rangements, the relocated high-rise buildings were generally con
structed by construction companies selected via an open bidding pro
cess or by state-owned construction companies. Even when local
government was responsible for organising and managing the con
struction process, the construction costs still tended to be paid by the
villagers themselves. In the case of the TGF UVRPs (12.94%), the
construction costs were paid by the local government or state-owned
corporations. This was explained by an interviewee from a government
department:
Because the central government does not allow the local govern
ment to carry much debt, the local government sets up state-owned
‘city investment corporations’ (chengtou gongsi) to raise funds for
various projects. The approaches used include the issuing of
Treasury bonds. These investment corporations also manage even
land transfer fees. They function as financial management institu
tions that allow local governments to pool and manage their funds
and use them where they are needed. When a UVRP is initiated, the
company allocates a certain amount of funding to the project to
support the implementation process.

Fig. 6. The combination of decision-making and funding sources.

evidence that urban liberalism is occurring in China. The comparison of
the institutional arrangements within the same temporal dimension and
in similar geographical regions (the same province) provide relatively
convincing conclusions.

Fig. 7 presents the distributions of institutional arrangements across
the temporal and geographical dimensions. It reveals that all four in
stitutional arrangements were implemented almost simultaneously
within the last ten years in Zhejiang province. The findings provide

4.3. ANOVA Test
To explore whether project duration (PD) varies with the

Fig. 5. The distribution of UVRPs (left) and boxplots of initiating year for each city (right).
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Fig. 7. The distribution of institutional arrangements across temporal and geographic dimensions.

is higher than the line for those having a TGF institutional arrangement.
This result provides evidence that the TVF institutional arrangement
involves higher transaction costs than the TGF one. However, the line
for the BPDF institutional arrangement is lower than the line for the
BVF institutional arrangement. The data collected in Zhejiang province
reveal that the participation of private developers can expedite the
redevelopment process. As mentioned above, the success of im
plementing a bottom-up institutional arrangement depends, to a large
extent, on the capacity, transparency and democracy of the VC, the
relationship between VCs and the VPB and the moral risk of private
developers. The number of households in each village in Zhejiang is not
too large, and the moral risks mentioned above were not relevant in the
cases collected in Zhejiang province. The initiating year also exerts a
significant moderating effect on the relationship between geographical
regions and project duration. The project duration becomes shorter in
each city in the study as the initiating year for the UVRP becomes later.
Fig. 9 also shows that the project duration decreases for the different
institutional arrangements in the five cities if the UVRP is initiated in a
later year.
Although TVF was the most popular institutional arrangement in
contemporary China, it involves the highest transaction costs during the
redevelopment process. In theory, high levels of transaction costs will
induce institutional change to decrease the level of transaction costs.
However, institutional change almost always creates opportunities for
types of activity that both increase and reduce productivity (North,
1990). Transformation (production) costs arise during the process of
institutional change, and these are always intertwined with various
types of transaction costs. The newly created institutions might de
crease the level of transaction costs on the one hand, but, on the other
hand, they might also produce uncertainties because of incomplete
information, leading to the emergence of transaction costs for acquiring
the necessary information.

Table 2
The results of the ANOVA test

IY
DMSF
City
IY × DMSF
IY × City
Residuals

Df

Sum Sq

Mean Sq

F value

Pr(> F)

1
3
4
3
4
378

549184
26955
13636
19563
7014
209689

549184
8985
3409
6521
1753
555

989.996
16.197
6.145
11.755
3.161

< 2e-16 ***
6.34e-10 ***
8.45e-05 ***
2.23e-07 ***
0.0142 *

Note: ***, **. and * represent the significance levels of 0.001, 0.01, and 0.05,
respectively.

institutional arrangement across the temporal and geographical as
pects, we conducted an ANOVA test using the statistical software R. The
results are displayed in Table 2. Table 2 reveals that the main effects of
initiating year (IY), institutional arrangement (DMSF) and geographical
regions (City) are all significant, indicating that the project duration
varies with those variables. The interaction between initiating year and
institutional arrangement arrives at a significant level, indicating that
the initiating year exerts a moderating effect on the relationship be
tween institutional arrangement and project duration. Fig. 8 demon
strates that the effect of institutional arrangement on project duration
varies with the change in the initiating year. The later the UVRP was
initiated, the shorter the project duration is likely to be. This phe
nomenon may be attributed to the accumulated experience of local
government. A high frequency for implementing UVRPs decreases the
transaction costs involved. Besides, the ‘sunshine policy’ that has been
implemented in recent years can increase villagers’ fair feelings, which
mitigates their concerns. High compensation for UVRPs in recent years
may also contribute to explaining why recent projects have had a
shorter duration.
In Fig. 9, the line for UVRPs having a TVF institutional arrangement

Fig. 8. The relationship between PD, DMSF and IY.
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Fig. 9. The relationship between PD, DMSF, IY and City.

Policy credibility and consistency can influence the transaction costs
of policy implementation (Shahab et al., 2018). A volatile redevelop
ment policy can cause distrust between local government and villagers,
increasing the institutional uncertainty as a result (Wang et al., 2018).
Frequently, the enforcement of policies has unintended consequences
(North, 1990). Social unrest might arise if a new policy for UVRPs is
much better than the old one. The large number of villagers whose
villages were redeveloped using the old policy might resist and require
the same treatment, leading to high production costs, according to the
interviewees from the government department. Therefore, high-level
policymakers prefer ‘policy continuity’ (stable institutions, rather than
efficient institutions) to preserve the harmony of society (weiwen) if the
local city is not an urban experiment. The lock-in situation of im
plementing ‘policy continuity’ also demonstrates a path dependence
that emphasises history, including the traditional culture inherited from
the past. Chinese policymakers believe that what villagers care most
about is fairness, which is a valuable concept in Chinese traditional
culture. As Confucius stated, ‘inequality rather than want is the cause of
trouble’. The policy continuity and path dependence echo what North
(1990) called ‘institutional equilibrium’. In such a situation, North
(1990, p. 98) argued that, ‘it does not imply that everyone is happy with
the existing rules and contracts, but only that the relative costs and
benefits of altering the game among the contracting parties does not
make it worthwhile to do so’.
The above analysis makes it possible to explain the persistence of
inefficient institutions for UVRPs. The Chinese government does not
have high incentives or pressures to alter the current institutional ar
rangements because of the related costs, which are the sum of the
transformation and the transaction costs. Institutional change is a
complicated process. Although this will not lead to institutional change
for UVRPs rapidly in the short run, institutional evolution or incre
mental institutional change for UVRPs can be predicted to occur in the
long run.

framework is established on the basis of the theory of neo-institutional
economics. Decision-making and funding sources are used as two di
mensions to classify the institutional arrangements into four categories,
namely, TGF, TVF, BVF and BPDF. Neo-institutional economics assumes
that there is a causal relationship between the institutional arrange
ment and transaction costs. Institutional arrangements influence
transaction costs of a project by structuring the power of various par
ticipants, representing the interests of different groups, in the nego
tiation of exchanges of property rights involving land and housing.
The data collected in Zhejiang province reveal that the top-down
institutional arrangements are the most commonly used approach for
implementing UVRPs. Nevertheless, bottom-up institutional arrange
ments, which represent the devolution of government power, have been
used experimentally at the same time in a few cities. The comparative
analysis reveals that bottom-up institutional arrangements are more
effective than top-down institutional arrangements at persuading vil
lagers to accept the resettlement policy. This implies that VCs should be
encouraged to participate in the policymaking process to express their
demands. Since VCs have high prestige, clan relationships, and au
thority among the ordinary villagers, enhancing their role would gen
erally reduce the information requisition and negotiation costs. Usually,
low transaction costs lead to a smooth redevelopment process. An in
sight for the government is that, even if some UVRPs are implemented
with a top-down institutional arrangement, the government should take
advantage of the role of VC in policy persuasion. However, the success
of a bottom-up institutional arrangement depends, to a large extent, on
the capacity, transparency and democracy of the VC. Therefore, the
policymakers should create an effective monitoring system to ensure
that the elections of VC members are democratic and fair and that VC
members can truly represent the interests of the villagers.
When incorporating the dimension of funding sources into the
analysis, the empirical data demonstrate that the TVF institutional ar
rangement involves an extended evaluation and calculation process and
is more likely than the TGF institutional arrangement to create a high
level of transaction costs. In bottom-up institutional arrangements,
when a third party, the private developer, is invited to fund the project,
the size of transaction costs will increase. Since both parties want to
maximise their benefits, the contract negotiation costs are high in this

5. Conclusion
This study develops an analytical framework for understanding the
heterogeneous institutional arrangements for UVRPs. The analytical
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model. In addition, cooperation with a private developer can raise is
sues of moral risk if the private developer fails to enforce the contract or
there is corrupt behaviour by the private developer and the VC.
However, if the participating stakeholders’ interests are well balanced
under a BPDF institutional arrangement, the transaction costs of set
tling conflicts will be decreased, leading to a shorter project duration.
Therefore, to take advantage of the BPDF institutional arrangement,
policymakers should create an institutional framework to secure
property rights, guarantee a free market, and promote free trade. Local
governments should also play an active role in arbitration to mitigate
the possibility of clashes among VCs, ordinary villagers and private
developers.
This study also presents possible explanations of the phenomenon
that the TVF institutional arrangement, which has the highest trans
action costs, is dominant in China. According to the interviewees, the
policymakers prefer ‘policy continuity’, resulting in the persistence of
the inefficient TVF institutional arrangement, which demonstrates that
there is path dependence and institutional equilibrium. The policies
have unpredictable consequences, which creates disincentives for in
stitutional change. Institutional change is a complicated process, which
is contingent on the relative costs. This implies that incremental in
stitutional change occurs more frequently in China than radical in
stitutional change or revolution.
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