
China’s land market, a key driver of the country’s extraordinary economic growth

over the past 40 years, does not provide revenues to local governments via

property taxes, as do most developed economies. Rather, local governments

serve as monopolistic sellers who control land supply and who rely heavily on

land sales for fiscal revenue. 

Rigid zoning restrictions in China classify different land parcels for different uses,

with land zoned for residential use selling at roughly a ten-fold higher price than

land zoned as industrial, which the authors term an industrial land discount (or

industrial discount). Local governments, it would seem, face a tradeoff between

selling residential property to raise revenues or selling industrial property at a

discount to spur local economic growth for non-pecuniary reasons. At least, that

is how conventional wisdom describes the tradeoff. This paper offers a different

explanation by focusing, instead, on public finance rather than industrial subsidies

to explain the industrial discount.
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The authors propose that the choice between residential and industrial land sales

involves an intertemporal revenue tradeoff. Chinese local governments are

predominately funded through a combination of corporate tax revenues and land

sale revenues, which together account for roughly 60% of local government

revenue. Industrial land generates future tax flows, since industrial firms pay value-

added taxes and income taxes along with various fees; residential land does not.

This simple fact leads to a new description of the tradeoff described above: 

• Local governments face a choice between selling residential land, which pays

larger upfront revenues from higher sale prices, versus selling industrial land,

which pays smaller upfront revenues but comes with a stream of future cash

flows from tax revenues over time.

This dynamic perspective suggests that local governments are not necessarily

subsidizing industry through cheap land; in fact, the authors show that future tax

revenues from industrial land more than compensate for the upfront discount on

industrial land sales. This result has strong implications for understanding the

drivers of land prices in China, and how they are linked to the tax sharing scheme

with the central government, as well as local governments’ intertemporal revenue
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tradeoffs. From the central government’s perspective, the tax sharing scheme

between the central and local governments can be carefully designed to

counteract the effect of the local governments’ differential market power in local

land markets to achieve desired land allocation outcomes.

Taking stock, this paper shows that local governments’ financing needs affect land

supply to the whole industry sector in China, which implies that local public

finance plays an underappreciated role in shaping the path of China’s economic

growth through the land allocation channel.

RELATED ENTITIES

Becker Friedman Institute China

SHARE

RELATED PEOPLE

Anthony Lee Zhang

Scott Nelson

VIEW RESEARCH BRIEF VIEW WORKING PAPER

VIEW FINDING IN MANDARIN

MORE ON THIS TOPIC

PODCASTS EPISODE · APR 1, 2025 RESEARCH BRIEFS · MAY 1, 2024

https://bfi.uchicago.edu/entities/becker-friedman-institute-china/
https://x.com/share?text=&url=https://bfi.uchicago.edu/insight/research-summary/is-there-an-industrial-land-discount-in-china-a-public-finance-perspective/
https://www.facebook.com/sharer/sharer.php?u=https://bfi.uchicago.edu/insight/research-summary/is-there-an-industrial-land-discount-in-china-a-public-finance-perspective/&t=Is%20There%20an%20Industrial%20Land%20Discount%20in%20China%3F%20A%20Public%20Finance%20Perspective%20%7C%20Becker%20Friedman%20Institute
mailto:?subject=Is%20There%20an%20Industrial%20Land%20Discount%20in%20China%3F%20A%20Public%20Finance%20Perspective%20%7C%20Becker%20Friedman%20Institute&body=https://bfi.uchicago.edu/insight/research-summary/is-there-an-industrial-land-discount-in-china-a-public-finance-perspective/
https://bfi.uchicago.edu/scholar/anthony-lee-zhang/
https://bfi.uchicago.edu/scholar/scott-nelson/
https://bfi.uchicago.edu/wp-content/uploads/2022/02/Is-There-an-Industrial-Land-Discount-in-China_Mandarin.pdf
https://bfi.uchicago.edu/working-paper/is-there-an-industrial-land-discount-in-china-a-public-finance-perspective/
https://bfi.uchicago.edu/wp-content/uploads/2022/02/Is-There-an-Industrial-Land-Discount-in-China_Mandarin.pdf


VIEW ALL

Tess Vigeland and Eric Budish
Crypto’s most groundbreaking

innovation, permissionless consensus,

may also be its greatest vulnerability.

In this episode, Chicago Booth

economist Eric Budish breaks down

the core mechanics of blockchain

trust, the staggering energy costs

behind mining, and why these systems

are fundamentally...

Topics: Financial Markets, Technology & Innovation

Crypto’s Fatal Flaw:
Trust, Scale, and the
Economics of
Blockchain Sonia Jaffe, Anup Malani, and Julian

Reif
Insurance is less valuable when people

can also smooth their spending using

loans. Access to a five-year loan

decreases the average value of

insurance by $232–$366, or 58–61%.

Topics: Financial Markets

Access to Credit
Reduces the Value of
Insurance

RESEARCH BRIEFS · MAR 25, 2024

Ezra Oberfield, Esteban Rossi-
Hansberg, Nicholas Trachter, and
Derek Wenning
The banking deregulation of the 1980s

and 90s provides unique evidence of

the way in which banks set up their

branches across locations. Two forms

of sorting explain observed location

patterns well. Sorting on size, whereby

top banks locate in...

Topics: Financial Markets

Banks in Space

https://bfi.uchicago.edu/insights/all/?_topics=financial-markets
https://bfi.uchicago.edu/insights/cryptos-fatal-flaw-trust-scale-and-the-economics-of-blockchain/?occurrence_id=0
https://bfi.uchicago.edu/insights/access-to-credit-reduces-the-value-of-insurance/?occurrence_id=0
https://bfi.uchicago.edu/insight/research-summary/banks-in-space/?occurrence_id=0


About · Frontier Research · Scholars · BFI Working Papers · Insights · News · Contact · Subscribe ·

Nondiscrimination Statement · Accessibility

© 2025 Becker Friedman Institute for Economics at the University of Chicago

https://twitter.com/BeckerFriedman
https://bsky.app/profile/beckerfriedman.bsky.social
https://www.facebook.com/BeckerFriedman
https://www.youtube.com/user/BFIVideos
https://bfi.uchicago.edu/about/
https://bfi.uchicago.edu/frontier-research/
https://bfi.uchicago.edu/scholars/
https://bfi.uchicago.edu/working-papers/
https://bfi.uchicago.edu/insights/
https://bfi.uchicago.edu/news/
https://bfi.uchicago.edu/contact-us/
https://bfi.uchicago.edu/subscribe/
https://www.uchicago.edu/about/non_discrimination_statement/
https://accessibility.uchicago.edu/

