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Research of Mechanism on the Welfare Compensation for Demolition in
Urbanization

WU Fu-xiang, DUAN Wei
(Economic School of Nanjing University, Nanjing 210093, China)

Abstract: In the process of urbanization, an appropriate compensation for the dynamic rent surplus is not
only the fair consideration to get the land development rights, but also the efficiency cause for the government to
balance between population and land urbanization. Based on the theories of dynamic rent spatial separation and
bid-rent and on the model of non-renewable resources exploitation during the process of land demolition, we find
that: Firstly, land rent growth has a spatial difference and the growth rate of the marginal location rent is much
higher than that of the mature site; Secondly, the demolition is mainly controlled by the demand pull and the ratio
of cost and benefit of compensation mechanism; Thirdly, the sole static money compensation can easily lead to the
demolition championship contest for the land urbanization growth rate faster than that of the population
urbanization, and in the long run the welfare loss for the households mainly comes from the lacking of dynamic
compensation mechanism. Therefore, to reduce the land hoarding rate, improve the matching degree and efficiency
among population, industry and land, set a asset securitization capital pool, reinforce the information disclosure,
and reasonably divide the surplus of dynamic land rent etc. are all the rational returns to the harmonious society in
the process of urbanization.

Key Words: new urbanization; compensation for demolition; rent surplus; asset securitization
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