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Abstract: China’s unique land institution and its evolution have provided huge capital sources for
economic development. The model that governments lead regional economic growth by supplying
industrial land massively is known as “development driven by land”. In the rapid urbanization in China,
the land approval management system has played a crucial role in avoiding disorder in the land market,
preventing the waste of arable land during urbanization, and fostering coordinated development among
regions. However, the administrative quota, a typical non-market factor, imposed by the central
government on the supply of urban land distorts the price in land market, neglects local information
advantages of local governments and enterprises, leads to the failure of the matching mechanism of the
land market, and reduces the efficiency of land resource allocation in cities. Optimizing land allocation
efficiency has become a widely acknowledged imperative for further economic development.

In 2011, the central government launched the industrial land approval reform (ILAR) to delegate
the approval and review duties of specific land parcels from the central government to provincial
governments. ILAR aims to improve land approval and review efficiency while reducing duplicate
reviews. In pilot cities, the duties of approval and review for a certain industrial land are allocated based
on the principle that the central government controls the total scale and the local governments manage
the detailed land use. In theory, ILAR reduces land market regulations: local governments are no longer
required to submit detailed information about industrial land projects to the central government in
advance, which facilitates timely land supply by local governments to suitable enterprises, improves the
flexibility of land sales by local governments, and enables local governments to fully leverage their
information advantages to provide enterprises with lands that meet their requirements in the land market.

Utilizing the firm-level data from the National Tax Survey Database from 2008 to 2014, this paper
measures land misallocation in Chinese cities. Based on the quasi-natural experiment of ILAR in 2011,
this paper applies the difference-in-differences (DID) approach to analyze the impact of the
marketization reform on land misallocation. The results show that the ILAR generally reduced land
misallocation among firms in cities mainly by improving the flexibility of local governments’ land
supply and thus better utilizing local governments’ information advantages. Local governments have
relatively reduced the land supply to firms with lower marginal output or lower marginal tax payments.
Furthermore, heterogeneity analysis shows that this effect is more significant in cities with relatively
lower marketization of land, lower marketization index, or greater local financial pressure. Examining
economic consequences of factor misallocation, this study concludes that alleviating land misallocation
is beneficial for the growth of urban industrial output.

The potential marginal contributions of this article are as follows. Firstly, this paper employs the
quasi-natural experiment of ILAR to reveal the form and micro mechanisms of land misallocation
caused by regulations in developing countries. Secondly, this paper examines the characteristics of the
land factor holdings of enterprises, addressing the challenge of researchers not having access to data on
enterprises’ land holdings in studies on land misallocation. Thirdly, this paper extends the topic of factor
misallocation by measuring the degree of land misallocation within cities and tracking the flow of land
factor among enterprises. This paper has theoretical and practical significance for further deepening the
land system reform.
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