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Abstract: Given the increasing scarcity of urban land, the Chinese government has been initiating
large-scale redevelopment of urban villages that are commonly regarded problematic for their low land
use efficiencies and negative externalities. During this process, the emerging neo-urbanism in China
demonstrates the heterogeneity of institutional arrangements, with different levels of transaction
costs incurred. To explore the transaction costs incurred in different institutional arrangements
of urban village redevelopment projects, this study anatomizes three projects in Guangzhou from
the perspective of neo-institutional economics. The project duration and level of conflict are taken
as two key variables to evaluate the efficiency and equality of the projects. With this research
design, this study illustrates that institutional arrangements significantly affect the project outcomes.
The conclusion suggests that the local and central governments alter the existing institutions with
a view to lowering the transaction costs.

Keywords: urban villages; urban sprawl; institutional arrangements; transaction costs; social conflict;
urban renewal; empowerment

1. Introduction

The rate of urbanization in China jumped from 36.2% to 56.1% during 2000–2015 [1]. Still there
exist over one million villages within 662 cities in China. These villages are generally clusters of human
settlements for the rural population. Among these villages, urban villages, also known as the “villages
in the city,” “villages amid the city,” “villages encircled by the city,” or chengzhongcun in Chinese,
are a special product generated from the process of urbanization [2–4]. Because of the high demand for
urban land use, the farmlands of villages located in the vicinity of cities were usually expropriated first
due to relatively low compensation and transaction costs [5,6]. Rural land built up for settlement and
reserved commercial land was left to the villagers. As a consequence, the remaining land and buildings
in the villages were surrounded by modern urban skyscrapers. Under the urban–rural land system,
the informality of urban villages consequently emerged [2,7]. To curb urban sprawl in Chinese cities,
the local governments promote redevelopment of existing urban villages to optimize land use [4,8–10].
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The governments’ initiative goes in line with their ideology: “recycling of urban land as a measure to
curtail urban sprawl” [11] (p. 350).

Previous research regarding urban villages conceptually pertains largely to the beneficial functions
that they serve as social communities [12,13]. For instance, they provide low-rent living space for
rural migrants and indirectly facilitate industrial and commercial development [5]. Simultaneously,
this, in turn, increases the rental income for the indigenous residents whose farmland has been
expropriated, which serves as a financial resource to support their livelihood [4]. Also, urban villages
emerge as a kind of informal settlement [2,7,10,14,15]. To maximize the rental income, almost all
the indigenous residents have built an additional floor upon their original houses in an unregulated
context [5]. Those unapproved additional floors are regarded as illegal buildings according to the law.
Without land use planning, the building plot ratios and site coverage are disorganized and disordered.
The term “handshake buildings” or “kissing buildings” (wen lou) was coined to describe the distances
of only several centimeters between buildings. The land use efficiency and intrinsic land value in the
village is usually sub-optimal [15]. Apart from this, the living environment and social problems,
such as declining infrastructure, crime, drugs, public health, fire hazards, and prostitution, often occur
in the mixed societies of urban villages [16]. Despite these issues, the indigenous villagers are reluctant
to improve the living environment, maintain buildings, or upgrade the surrounding infrastructure
because of insecure property rights [2].

Various urban village renewal projects are initiated by local governments with the objective
of reshaping the physical and social landscapes of the city so as to diminish negative externalities
and improve land use efficiency. Yet, there are issues in the redevelopment of urban villages which
are generated as well. For instance, conflict and resistance occur during assembly of scattered rural
land for urban redevelopment [17]. Moreover, the redevelopment of urban villages results in social
exclusion and gentrification [18]. In some cases, the affected residents are relocated far from their
original location. The impoverished migrants can scarcely afford the increased rent to dwell in the
place where they used to live. The enhanced living environment and infrastructure are seemingly
enjoyed by only qualified and wealthy individuals. With increasing attention from social media and
greater awareness of property rights, the transaction costs will become much higher if the government
continues to adopt their original strategy.

Against this background, this study aims to examine if different institutional arrangements of
village renewal projects bring about different project outcomes (e.g., longer/shorter project duration
and higher/lower level of conflict). It attempts to utilize neo-institutional economic theory to anatomize
and compare three cases with different approaches to redevelopment of urban village in Guangzhou.
How institutional arrangements affect the outcomes of urban village renewal projects is the research
question of this study. Guangzhou was chosen because it is a pilot city where innovative experiments
are always performed to redevelop urban villages, with the objective of mitigating the transaction costs
and achieving a new institutional equilibrium. It offers urban village renewal projects with different
institutional settings for a meaningful empirical study. Both primary and secondary data was collected
to achieve the goal of the research.

2. Literature Review

2.1. Formal and Informal Institutions

The theory of neo-institutional economics (NIE) is a useful explanatory tool for both individual
and organizational behavior [19]. NIE is generally thought of as an extension to traditional neoclassical
economics through the incorporation of transaction and information costs into economic analyses,
and provision of an explanation for the creation of different institutional arrangements [19,20]. One of
the key questions in NIE is which institution or institutional arrangement works best in resource
allocation. Institutions are described as “the rules of the game in a society or, more formally, the humanly
devised constraints that shape human interaction” [21] (p. 3). It is generally posited that institutions
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consist of both formal rules and informal rules [22]. Formal rules normally include political (and
judicial) rules such as constitutions, regulations and laws, and economic rules and contracts [21].
The hierarchy of such rules defines constraints that range from general rules to particular specifications.
However, informal rules generally comprise conventions, moral rules, and social rules, which originate
from socially transmitted information and are invariably regarded as part of the cultural system [21].
Formal rules can complement informal constraints and increase their efficiency, while informal
constraints can in turn modify, supplement, or extend formal rules [23].

For land use and development, we have institutional frameworks [24]. The function of the institutional
framework is to restrict the choice set of actors by structuring human interaction [18]. One major role of
this is to reduce uncertainty in society by establishing a stable structure. This exerts a great impact on
the consequences of economic, social, and political performance through the consequences on the costs of
exchange, transactions, transformation, and production [21,22]. In effect, the market overall is a mixed bag
of institutions; some increase efficiency while some decrease it [21]. Despite the effective implementation
of institutions largely contingent on the effectiveness of monitoring and severity of punishment, the latter
makes them costly to implement [18]. Also, how well institutions solve the issues of coordination and
production is primarily determined by three factors: (1) the motivation of the players (their utility function);
(2) the complexity of the environment; and (3) the ability of the players to decipher and order the environment
(measurement and enforcement) [21].

The next concept this study will elaborate on is “institutional equilibrium” which is regarded as:
A situation where given the bargaining strength of the players and the set of contractual bargains

that made up total economic exchange, none of the players would find it advantageous to devote
resources into restructuring the agreements. Note that such a situation 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 do not make it worthwhile to do so [21] (p. 86).

Therefore, alterations in relative prices, as well as the ideas and ideologies that form people’s perceptions,
induce institutional change, though such process is incremental [21]. Institutional changes can be a result of
changes in actors and practices but they can also be an outcome of social construction [25,26].

Institutions or institutional frameworks do not necessarily fulfil their purposes [24,27]. The experience
of past failures should be drawn upon so that changes will consist of generating organizational trials and
eliminating organizational errors [21]. Accordingly, the institutional framework needs to be adjusted,
including the rules, norms, and enforcement [28]. Also, because different constituent groups have different
opportunity costs and bargaining power with the government, the representative body that reflects the
interests of constituent groups emerges to facilitate exchange between parties [21]. When alterations
in bargaining power take place, the contracts will be restructured as well. In sum, the relative costs alter
the source of institutional change, and in turn create incentives to establish more efficient institutions [21].

2.2. Institutional Framework of Rural Land Use System in China

2.2.1. Evolution of the Rural Land Use System in China

As urban village redevelopment always involves land transformation from rural collectively
owned land into state-owned land, it is necessary to elaborate the formal institutions regarding rural
land use system in China first. Since the establishment of the People’s Republic of China (PRC)
in 1949, land has been redistributed from the feudal landlords to the peasants through “land reform.”
Property rights and land use rights were clearly possessed by farmers who had the rights to manage,
sell, and rent their land according to the PRC Land Reform Law in 1950 [29]. Nevertheless, in the course
of establishing an egalitarian society based on communist principles, China started to deny private
land ownership [30]. In the 1960s, collective ownership of rural land was introduced when the people’s
commune activities were initiated [31,32]. Article 60 of the People’s Commune further endorses this
principle by stipulating that the land in the scope of production team is possessed by the production
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team, including private plots, private hilly land, rural built-up land (land for house plot), and so forth,
in which all the land cannot be rented and sold [21,33].

In that document, nevertheless, it also stipulated that “the members” house above the land
belongs to the members forever and they have the right to sell and rent it”. The interesting institutional
arrangement of separation of buildings from rural land has therefore been established in China since
then. Also, since the collective land cannot be transferred in the market, local governments initiated
several laws and regulations to restrict and prohibit the sale of rural housing to urban citizens [31].
In spite of this, the transfer of rural housing has never stopped since the 1960s because of the relatively
lower price compared to the market [34]. Consequently, the term “small property housing” was coined
to delineate these illegal transactions. In 1979, the land property rights evolved to the Household
Contract Responsibility System, under which the land use rights of agricultural land, was allocated to
the farmers based on family demography, but the land ownership still remains “collective” [35,36].
Therefore, land use rights are separated from land property rights on the collectively owned land.
However, the land use rights on collectively owned land differ from the rights for state-owned land,
generating the institutional discrimination for rural collectively owned land.

2.2.2. Institutional Discrimination for Rural Land

Institutional discrimination refers to “the unjust and discriminatory treatment of a group of individuals
by formal organizations such as governments and corporations, financial institutions, public institutions
and other societal entities” [37] (p. 140). Since the land reform in 1982, the Chinese government has adopted
a dual land system [32,38]. The land in urban areas is state-owned whereas land in rural areas and urban
fringe areas are collectively owned, except for the land designated as state-owned [29,39]. Nevertheless,
the dual land institutional arrangement generates institutional discrimination that is demonstrated by the
different land transfer rights. More specifically, the land use rights of state-owned land can be traded
in the market, whereas the rights for collectively owned land cannot be traded as a commodity. The latter
can only be sold and traded among villagers within land tenure by exchange of contract rights [40].
Therefore, the property rights of collectively owned land are incomplete in the urbanization process [41].
When any enterprise or individual needs land for construction, they must apply to use the state-owned
land according to Article 43 of the Land Administration Law. Thus, the only valid way to use rural land for
an urban purpose is to transform the collectively owned land into state-owned land in the first place [38].
Nevertheless, local governments retain the right to acquire collectively owned land for public interests [42].
Due to the ambitious definition of “public interests” in law, some projects for non-public urban usage
(such as industrial, commercial, and residential projects) have been justified and implemented under the
banner of urban redevelopment [43–45].

2.3. Institutional Change: Rural Restructuring in Guangzhou

Chinese villages have become the basic collective economic organizations for the rural economy
and rural communities since 1949 [46]. One of the autonomous mass organizations is the “villagers’
committee” (VC, cunmin weiyuanhui), whose role is to manage and administer the villages. It is a system
of “democratic supervision,” which primarily amounts to stressing transparency and accountability
in the political life of the village [47]. After the reform and opening up, the economic development
in Guangzhou has increased rapidly. The rapid urbanization and economic development have led
to a great demand for the urban land use [48]. The influx of migrants has exacerbated the fierce
competition for limited land resources. As a result, the majority of farmland in urban villages and
some peri-urban villages has been expropriated by local governments in Guangzhou since the 1990s.
Then the governments returned some of the land to village collectives, which was called “reserved
commercial land” (ziliu jingji yongdi) and could be legally leased for non-farming purposes, such as for
offices, factories, and storage [49]. Due to higher compensation and transaction costs, the remaining
built-up rural land for settlement and reserved commercial land, was left to the villagers. To realize
urbanization as soon as possible, the Guangzhou government has initiated the policy of “institutional
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restructuring first, renewal follow-up.” Then a series of institutional restructuring occurred in the
villages. Specifically, the withdrawal of village restructuring (checun gaizhi) began to be implemented
in the villages of Guangzhou. The new institution of joint-stock companies (JSCs) was substituted for
the original collective economic organizations. Only village members can hold shares of JSCs. Shares are
distributed generally based on villagers’ working experience (laodong gongling). Each individual could
obtain between 11 and 40 shares. In some cases, when villages constructed buildings to lease with
insufficient funds, then the shares were based on the contributions that the village members made.
JSCs are responsible for leasing and managing their collective assets. The rapid development of the
tertiary sector in Guangzhou offers them a precious opportunity to use the collective land to construct
hotels, apartments, office buildings, and industrial buildings to gain rental income. The bonus that is
distributed to each cooperative member hinges on the number of shares they hold. Another institutional
change is the transformation of VCs into resident committees (RCs), since the villagers have become
“registered residents” who can enjoy social security as citizens. Through such institutional change, JSCs
are regarded as autonomous economic organizations and RCs as autonomous social organizations.

Villages can be divided into three types: those that are (a) located at the core of a city and have
lost their farmland completely, (b) located in the suburban area and retain a small amount of farmland,
and (c) located on the outskirts of a city and still retain a large amount of farmland [50]. Urban villages
are generally of the first type. The deteriorating living environment and social issues occurring in urban
villages are incompatible with images of an “international city” that the Guangzhou government aims
to build. Besides, since urban villages are located in the dense population region, the high demand for
urban land use is in conflict with the common inefficient land use in urban villages. To improve land use
efficiency and the living environment, local governments have issued a series of policies to implement
urban regeneration. One of these is the “three olds redevelopment” (sanjiu gaizao). “Three olds” refers
to old towns, old industrial buildings, and old villages. This policy aims to regenerate the existing
dilapidated villages by constructing formal high-rise residential and commercial buildings. The speed
of the urban village renewal project was further expedited by the Asian Games held in Guangzhou
in 2010. The Guangdong government held two rounds of public input to achieve public consensus and
ensure a smooth regeneration process [51]. To mitigate potential conflicts during the urban village
renewal project, the local governments instituted the policy of “one village, one policy” (yicun yice)
in which different institutional arrangements are implemented in different villages, to explore suitable
institutional arrangements that minimize the transaction costs and expedite the progress. Apart from
this, the “open, fair, and equitable” principles are encouraged during the process as well. In the next
sections, we will discuss three different institutional arrangements for implementing urban village
renewal projects with three different real-life cases in Guangzhou.

3. Research Design

The study area is located in Guangzhou which is not only the center of the Pearl River Delta,
but also the largest metropolis and the economic, political, and cultural center of Guangdong Province
in southern China [52]. The city has a total land area of 7343.4 km2 [53]. At the end of 2018,
the city’s population was estimated around 15 million [54]. As a sub-provincial city, Guangzhou has
direct jurisdiction over eleven districts, including Baiyun District, Conghua District, Haizhu District,
Huadu District, Huangpu District, Liwan District, Nansha District, Panyu District, Tianhe District,
Yuexiu District, and Zengcheng District. At the end of 2018, the overall urbanization rate of Guangzhou
was 79.8% which is higher than most Chinese cities [54]. In the 1990s, the local governments started
to design plans for the village renewal, but none of them was implemented within the following
ten years. Beginning in 2006, plans to hold the 2010 Asian Games facilitated the speed of urban
renewal development in Guangzhou, together with the increasing awareness of the need for heritage
protection and the improvement of housing conditions [55]. In 2009, the government in Guangdong
province issued a policy (Ordinance No. 78) as a guideline for the “three olds” redevelopment to
improve land use efficiency. In response to this policy, the urban renewal projects of urban villages
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in Guangzhou were to be implemented with an ambitious plan to redevelop 138 urban villages by
2020 (Cheng 2012). In spite of this ambitious goal, only four urban villages—Liede, Yangji, Pazhou,
and Linhe— had completed the renewal when the fieldwork was conducted from 1 May to 31 May 2017.
Both primary and secondary data were collected.

To reiterate, the key research question for the current research is how institutional arrangements
affect the outcomes of urban village renewal projects (e.g., project duration and conflict level). To answer
this question, both primary and secondary data were collected. Primary data came from site visits
and in-depth interviews with the affected villagers while the sources of secondary data included
relevant official policy and planning documents, news reports, and commentaries. In the in-depth
interviews, the interviewees were asked about the processes of the redevelopment projects in their
urban villages. Interview questions included: (1) What were the main objectives of the redevelopment
project? (2) What was the institutional arrangement for the implementation the project? (3) What were
the funding sources for the project implementation? (4) What roles did the VC and government play
in the redevelopment process? (5) When did the project initiate? (6) When did all affected households
sign the contract? (7) What were the compensation and relocation policies for the project?

In addition, the interviewees were asked about the conflicts or confrontations during the
implementation process and how these conflicts or confrontations were resolved. The questions
included (1) Has there been any violent conflict during the redevelopment process, and if yes, how did
the conflict arise? (2) Do you think what the main challenges were during the implementation of the
urban village redevelopment? (3) How do the government and VC solve these challenges? At the end
of interview, questions like “how do you feel about the redevelopment project” and “what were the
main changes after the redevelopment” were asked. For each case study village, 3–5 interviewees were
interviewed. As shown in Table 1, the interviewees included original villagers, government officials
and non-villager renters. The collection of some information like the project duration necessitates the
interviewees’ memory recall. Nonetheless, the interviewees’ memory might be vague. To improve the
information accuracy and consistency, the authors cross-checked the recall answers from an interviewee
against answers from other interviewees or also against the information publicly available. All the
collected information is used to measure the key variable in this study and to provide evidence for
illustrating the impacts of institutions exerting on the project outcome. The collected information was
incorporated in the narrative describing the urban village redevelopment process in each case study.
As for the secondary data, the official policy and planning documents (e.g., relocation policies and
project briefs) were accessed in two ways. The first way was the retrieval of the materials from the
websites of the relevant government bureaus. The second way was making formal applications to the
bureaus concerned for “information disclosure” (xinxi gongkai) for academic research purposes. Besides,
online data from various social media (e.g., Sina Weibo, Sina News, Xinhua News, Tencent News and
Beijing Times) was employed to corroborate and supplement the data we collected in fieldwork.

The locations of the study sites (see Figure 1) are in the Tianhe and Yuexiu districts of Guangzhou,
next to the new central business district (CBD). “In such dense districts, the push to redevelop
the surrounding villages is much more urgent than in the other districts. Despite the guideline of
“one village, one policy”, the institutional arrangement of the renewal projects in the villages of Yangji
and Pazhou are very similar. We thus chose Yangji as the case study to illustrate the institutional
arrangement due to the limited space in the article. In this study, the key measure for evaluating
redevelopment project efficiency is the project duration. This variable was measured from the date
when the local government or VC publicly announced the initiation of the urban village renewal project
to the date when all affected villagers agreed to sell their property rights to the local government or VC.



Sustainability 2019, 11, 3376 7 of 16

Table 1. Basic information of interviewees.

Interview No. Interviewee Age Gender Role

LD 01 Mr. Xiao 38 Male Government official
LD 02 Mr. Li 55 Male Original villager
LD 03 Mrs. Liang 58 Female Original villager
LH 01 Mr. Lin 48 Male Original villager
LH 02 Mrs. Lin 54 Female Original villager
LH 03 Mr. He 28 Male Original villager
LH 04 Miss Wu 35 Female Non-villager renter
YJ 01 Mrs. Li 41 Female Original villager
YJ 02 Mr. Yao 20 Male Original villager
YJ 03 Mrs. Zhang 32 Female Original villager
YJ 04 Mr. Liang 50 Male Original villager
YJ 05 Mrs. Yao 32 Female Original villager

Figure 1. Locations of field sites.

4. Findings

4.1. LEDC-Ledled Institutional Arrangement in Liede Village

Liede is located in the south of the Tianhe district and has a history of over 900 years. Since 1994,
all other farmland in this district has been expropriated by the government to build Zhujiang New Town.
The institutional change in Liede Village began on 26 November 2002, when Liede abandoned the
village committees and established the Liede Economic Development Company (LEDC). Accordingly,
the status of the villagers has become “registered residents”. Nevertheless, the dilapidated physical
structures and lack of amenities in Liede Village are incompatible with the metropolitan image of
Zhujiang New Town. Together with the need to construct the Liede Bridge that had to divide the
village into the East and West parts and the need to hold the 2010 Asian Games, the urban village
renewal project was ultimately initiated by the local government in February 2007.

To ensure the project was carried out smoothly, the government in the Tianhe district tried to
explore a neoliberal approach in which market elements were allowed in the renewal process [56].
At the same time, the LEDC was empowered to implement the project [57]. From a decision-making
perspective, this empowerment is a kind of bottom–up approach that enables villagers to design
their own compensation and relocation scheme. This approach allows the affected villagers to benefit
more from urban development projects, compared with a top–down approach [58]. This institutional
arrangement can also decrease the transaction costs during the renewal process since the LEDC is
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similar to the representative body that knows the needs of the represented groups. This mechanism
can save costs related to information collection. It is also a good approach to substitute for the previous
method of bargaining with the householders one by one. Contrarily, the LEDC took an active role
in encouraging the villagers’ participation, pooling the funds for reconstruction, and relocating the
affected villagers. More specifically, in March 2007, the LEDC held shareholders’ representative
meetings and several villagers’ meetings to convey the renewal information and seek suggestions from
affected villagers about compensation and relocation schemes. The schemes were finally determined
by vote in several meetings of the stockholders’ representatives. Finally, the government approved
the scheme in June after the LEDC submitted it. Monetary compensation for illegal buildings was
RMB 1000/m2. The in-kind relocation area was based on the original legal property area, namely
“one-for-one compensation” (chaiyi buyi), meaning the relocated area is equal to the original legal areas.
In practice, however, the calculation is more favored to the affected villagers so as to encourage their
participation. The term “progressive re-housing system” (jiētı̄ shì ānzhì fāngshì) was used to describe
the following case: if the legal house is less than i + 1 floors but more than i floor, then then i + 1 will be
used in the calculation, where i ranges from 1 to 3. The villagers could then use the compensation,
calculated at the rate of RMB 3500/m2, to buy the relocation plot. The area of the relocation plot is
the difference between four floors of building plot minus the value calculated from the progressive
re-housing system. From this institutional arrangement, we can see that the LEDC holds the real
power to renew the dilapidated village with minimal interference from the local government. After the
announcement of the demolition and relocation schemes for the affected residents, the residents voted
in August to accept them, with 98.6% in favor, which is above the minimum consent rate of 90% for the
project to become law. During the following month, 99.9% of the villagers made a contract with the
LEDC about the unified compensation and relocation scheme. In the same month, the western part
of the collectively-owned land, with an area of over 110,000 m2 in the village, was transformed into
state-owned land with support by the government, and the land use rights were transferred to private
developers, Fuli and Hejingtaifu, by public auction. With the involvement of market forces, the LEDC
successfully pooled a total of RMB 4.6 billion to renew the village by themselves. The roles of various
participating parties in the redevelopment process under the LEDC-led institutional arrangement of
village renewal in Liede Village are graphically illustrated in Figure 2. Under such an institutional
arrangement, the LEDC was fully empowered to initiate the redevelopment project. It managed all land
requisition fees and designed the compensation and relocation policies pursuant to the government
guidelines. The government served as a mediator in land transaction while the private developer
gained the land use rights of the land concerned by paying the land transfer fees.

Figure 2. Institutional arrangement of village renewal in Liede Village.

According to the interviewees, although several households did not support the unified
compensation scheme and were reluctant to move out of their houses with the expectation of
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gaining higher compensation, the conflicts were finally settled by court arbitration. Under this
institutional arrangement, the project has run very smoothly as the vast majority of villagers trust
the LEDC, which represents the interests of the whole village, compared with the local government
and a private developer. On 15 October 2007, all the residents had evacuated from their houses with
temporary compensation of RMB 25/m2 per month for them to rent a home until they move into their
new relocated apartment. The construction of relocated high-rise buildings began in January 2008.
After around 33 months, all the residents returned to the 37 relocated buildings in September 2010 by
means of a public lottery (yaozhu).

After completion of the project, the greening rate had been increased to 30%, while the building
density decreased from 60% to 28.1%. The plot ratio is now around 5.3. The public facilities are
largely improved with additional municipal roads of over 10,000 m2. In addition, the LEDC also
constructed several five-star hotels, occupying a land area of 33,200 m2 as a collective asset to ensure
the sustainable long-term profit for the villagers. Accordingly, the current rental income (around RMB
90/m2) of the villagers has been largely increased to about eight times more than before (around RMB
10–20/m2). The village security is largely improved due to urban gentrification so that the immigrants
in the villages are highly qualified individuals. The renewal process also enforces the principle of
protection and inheritance of traditional culture. Longmu Temple was built as a copy of the original
one. Five different ancestral halls for different tribes, retaining the original building style, were built to
substitute for the widely dispersed old ones.

4.2. Outsourced Institutional Arrangement in Yangji Village

Yangji Village has a history of around 960 years, originally founded in the Bei Song Dynasty.
It is located in the eastern part of the Yuexiu district in Guangzhou, where around 1479 households
live. In 1986, Yangji Village started to be transformed into the autonomous mass organizations,
substituting the resident status and Yangji Economic Association (YJEA) for the villager status and
village committees, respectively. Thus, the role of the YJEA is responsible for the economic development
of the village based on the collective assets. The newly established organization of the residents’
committee is responsible for managing daily affairs. In response to the guidelines for the redevelopment
of the “three olds” (old urban areas, factories, and villages) initiated by the Guangzhou government
in 2009 [51], the YJEA organized a mobilization meeting to urge the villagers to participate in the
renewal project. To pool the funds to renew the village, Yangji Village allowed private developers
to fund and implement the renewal project by forfeiting one parcel land in the village. Under this
institutional arrangement, the YJEA was not fully empowered. They just represented all the affected
villagers, negotiating with the private developer to discuss the relocation and compensation schemes,
housing type, housing design, and public facilities after collecting suggestions from the villagers.

On 18 January 2011, the land use rights of an area of land comprising 62,808 m2 were transferred
to the private developer Fuli, the only competitor, by public auction for RMB 473 million in land
transfer fees. In addition, village renewal costs amounting RMB 1.88 billion were annexed to the
contract for transferring state-owned land [59]. Under this institutional arrangement, Fuli took a very
active role during the village renewal process. The in-kind compensation (exchange) was based on
the legal property area approved by the government when the villagers applied to build their houses
before the renewal project was initiated. To proceed with the project, the additional illegal floors were
compensated with an amount of around RMB 800–2000/m2, based on the material used in the buildings.
Moreover, temporary compensation of RMB 30/m2 per month was also provided to enable the affected
villagers to rent an apartment when evacuated from their houses. In addition, each household could
get RMB 10,000 as an incentive if they agreed to a contract before 30 May 2010. Yet, the project did not
run as smoothly as Fuli expected. Despite 99% of the houses being demolished within two months
of the starting date of 1 July 2010, it took roughly 37 months to demolish the last 1% of the houses.
Villagers resisted and conflicts broke out when the private developer attempted to forcibly demolish
the last several houses, delaying the demolition. And even though villagers who had already moved
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tried to persuade the householders who were hanging on to evacuate their houses in order to expedite
the project, this also failed, with internal conflicts arising. The final householders intended to protect
their property rights, while those who had already moved out wanted to move into their relocated
high-rise buildings as soon as possible, especially elderly couples who did not want to die outside their
village. In the end, the YJEA represented the interests of 99% of the householders, so the remaining
1% of householders were taken to court, which decided that the holdout houses would be forcibly
demolished. A tragedy occurred, however, when one member of a family killed herself by jumping
off of her house. This was because she was offered little monetary compensation since her house
was deemed illegal due to the absence of a property certificate. Several other households that had
held out finally agreed to move after Fuli made a compromise with them. In sum, the institutional
arrangement of the village in Yangji is shown in Figure 3. Under such an institutional arrangement,
the private developer played a more active role in the redevelopment process. On the other hand,
the YJEA represented the interests of its constituent villagers to negotiate with the private developer
in order to achieve a consensus on the redevelopment scheme. Obviously, the YJEA had the power
to influence the policy making of compensation and relocation. The government took the same role
in land transaction as in the Liede Village case.

Figure 3. Institutional arrangement of village renewal in Yangji Village.

As claimed by the interviewees, the villagers who had moved out happily were relocated to the
high-rise buildings after holding a lottery in May 2016. The newly constructed developments included
15 relocated high-rise buildings from 36 to 42 stories with a construction area of 374,200 m2 in total.
After the renewal project, the plot ratio became 5.16, and the land use efficiency was largely improved.
The extra land was used to build a kindergarten, primary school, public garden, and fitness centers,
among other things, in the village. Since Yangji Village has a long history with many historical relics, like
Yuxugong serving as the municipal cultural relics protection unit in Guangzhou, with a construction
area of 317 m2, the renewal project kept it as it was. To improve the land use efficiency, four new
ancestral halls that retained the original building style, for four different tribes (e.g., the Yao’s, Qin’s,
Li’s, and Liang’s families), were built to substitute for the widely dispersed old ones. They are located
near the Yuxugong. Since the village renewal project, the living environment is improving, and the
rental income of the villagers is around 10 times that of before. Though there is no land left in the
village to develop the collective economy, the innovative design of the bottom three stories of each
relocated high-rise building were designed for commercial space. Apart from this, there are also three
levels of underground parking under each building. These two sources of rental income serve as the
collective assets that can continuously produce profits for all the villagers.

As for cost recovery, Fuli used the transferred land to build high-rise commercial buildings.
The total construction area was 273,800 m2, including four luxurious accommodations from 44 to
49 stories, one office building with 50 stories, and one hotel with 38 stories. By selling accommodations
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or leasing the office space or hotel rooms in the market, Fuli can recoup their costs and pursue profit
in the long run.

4.3. Partnership Institutional Arrangement in Linhe Village

Linhe Village has a history of around 450 years, is located in the core of the central business
district (CBD) in the northern part of the Tianhe district, and has around 700 households. It is
in a desirable location less than 200 m from the East railway station. In 1998, Linhe Village abandoned
the village committees and established the Linhe Runyang Economic Development Company (LREDC),
Guangzhou, China. Later, the LREDC submitted a village renewal plan to the local government for
approval. In 2002, the LREDC designed a renewal scheme for the old village. It took until 2008 for the
local government to agree with the feasibility of the renewal project. In November, the compensation
and relocation schemes of Linhe Village were first announced publicly in 2009, in order to solicit
suggestions from the local villagers. After holding eight meetings with the villagers, 93% of them
agreed to the renewal scheme. This rate exceeded the minimum threshold of 90% to implement the
renewal project. After negotiating with several private developers starting in 2004, the LREDC finally
chose Sun Hung Kai Properties Limited (SHK) from Hong Kong and contracted with them to cooperate
on the village renewal project. This was the first experimental practice in which the villagers directly
cooperated with private developers and with minimum interference from the local government.

The Linhe Village renewal project occupied an area of around 65,000 m2, with a total construction
area of about 400,000 m2. The northern part of the village’s land was planned as the relocation area,
including six relocated high-rise buildings with 49 stories and one office building. During this process,
all the funds were provided by SHK, including the monetary compensation fees of RMB 1100/m2 for
illegal houses, temporary relocation fees of RMB 26/m2 per month to rent an apartment when villagers
evacuated their houses, and construction fees for the relocated high-rise buildings. As for cost recovery,
the land located in the south of the village was planned for developing commercial buildings to pursue
long-term profit, including seven high-rise residential buildings and one apartment, with a construction
area of around 185,000 m2. SHK owns 70% of the shares of these commercial buildings, while the
LREDC owns the other 30%. As opposed to the practice of selling the land outright to raise funds
for the renewal of the village, Linhe Village adopted the method of contracting directly with SHK
to disperse the venture risk together. The institutional arrangement of the village renewal in Linhe
Village is shown in Figure 4.

Figure 4. Institutional arrangement of village renewal in Linhe Village.
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4.4. Comparison of the Three Projects

Table 2 summarizes the key characteristics of the three urban village renewal projects under
investigation. Among the three projects, Liede Village project had the largest scale in terms of the
number of households affected. Although a legal entity was formed in all three cases to administrate
and manage the village renewal project, the decision-makers or controllers are different. Original
villagers had a say in the renewal project of Liede Village while not possessing fully decision-making
power in Yangji Village project. In Linhe Village, original villagers partnered with private developers
in form of a joint venture. Although the villagers held a minority share of the joint venture, their views
still had some bearings on the project design and delivering.

Table 2. Key characteristics of the three urban village renewal projects.

Characteristic Liede Village Yangji Village Linhe Village

No. of affected households Over 3000 Around 1480 Around 700
Institutional arrangement Bottom–up approach Developer–led approach Partnership approach

Source of finance Private developers
(via local governments) Private developers Private developers

5. Discussion

As far as the decision making mechanism is concerned, all three cases under investigation can
come under the category of “bottom-up approach”, because the three projects were initiated by the
respective village committees. However, in each case, the roles played by the village committees,
private developers and governments in the redevelopment process were different so there were
three different forms of institutional arrangement. From a neo-institutional economics perspective,
the institutional arrangements have a direct impact on the levels of transaction costs. Yet it is still
unknown whether it applies to the urban village renewal process. This study tries to address this
research gap. Transaction costs began to make sense with the existence of the firm [60]. Ronald Coase
argues that transaction costs are essential for us to understand the working of the economic system,
to analyze many of its problems in a useful way, or to have a basis for determining a policy [61].
Despite the voluminous literature that relates to the transaction, theoretical consensus on its definition
has still not been reached. For instance, Harold Demsetz holds that transaction costs are the costs of
exchanging ownership titles [62], while Yoram Barzel argues that they are the costs associated with
the transfer, capture, and protection of rights [63]. Given the complexity involved in considering all
the transaction costs occurred in the redevelopment process, this study puts forward an alternative
method to measure some given outcomes. Phrased differently, higher transaction costs are normally
demonstrated by certain project outcomes such as longer project durations and higher levels of conflict.
Generally, it is assumed that the lower the transaction cost, the smoother and more efficient the
development process will be. As for the conflicts, they can be attributed to transaction costs associated
with incomplete information, bounded rationality and uncertainties. Thus, in this study, we mainly
use the length of project duration and levels of conflict as the scales to measure the transaction costs
that occurred in the village renewal process.

In the three selected cases, three different institutional arrangements were utilized with different
time frames for demolition and the total project, as shown in Figure 5. We can see that it took around
three months to demolish the whole village in both Liede and Linhe, while it took around 37 months
in Yangji. The length of time for demolition directly reflects the degree of consensus between the
affected villagers and the renewal executor. Since there existed several householders who held out
in Yangji and did not agree to evacuate their houses, it delayed the duration of the demolition. In terms
of total project duration, the Liede Village renewal took the shortest time even though demolition took
the same amount of time as in Linhe Village.
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Figure 5. Demolition durations and total project durations of the three urban villages.

In terms of conflict levels, all three renewal villages experienced holdout problems which seem
a common phenomenon during the urban redevelopment project. The disparities are reflected by the
levels of conflict and how each was settled. In Liede Village, the LEDC chose to utilize lawsuits to settle
the conflict and then forcibly and peacefully demolish the last several houses. In Linhe Village, the LREDC
chose to negotiate several times with those holding out and compromise with some of the householders’
requirements. But in Yangji Village, no compromise was reached between the private developers and
last remaining householders. In that situation, the YJEA also sued these householders in order to get
their relocated high-rise buildings as soon as possible. As mentioned, one of the remaining householders
ultimately committed suicide when the YJEA forcibly demolished the villager’s houses.

With the findings of this study, we can answer the research question. Institutional arrangements
significantly affect the outcomes of urban village redevelopment projects. From the research findings,
some important policy implications can be drawn. It is important for the governments or other actors
to look for institutional frameworks with lower transaction costs to facilitate redevelopment of urban
villages. One possible way to engage the stakeholders, particularly the local communities, in a renewal
project with a lower transaction costs is the application of mobile information and communication
technologies [64,65]. Moreover, to reduce the levels of conflict in the urban renewal process, resort can
be made to the approach of “planning mediation”. Planning mediation is popular in Scandinavian
countries and Australia as a conflict management technique for sensitive or large-scale projects [66,67].
This approach can reduce the occurrence of conflicts, smooth the conflict resolution process and allow
arrival at a decision which is acceptable to most (if not all) interested stakeholders.

6. Conclusions

In sum, this study attempts to argue that the institutional arrangement of village renewal projects
has a direct relationship to the transaction costs in terms of project duration and levels of conflict.
All three urban villages had relatively good locations. Prior to the village renewal project, the number
of indigenous households in Liede, Yangji, and Linde was 3167, 1479, and 703, respectively. Yet Liede
took the shortest time to complete the project, indicating the highest degree of time-efficiency of the
redevelopment process. With different degrees of participation by private developers, the conflicts were
also different. It is hard to deny the impacts that the institutional arrangement exerts on transaction
costs in terms of project duration and conflicts. Under different institutional arrangements, the costs of
acquiring information are different. Although institutions do not solve all problems, if we explore
some efficient ones, they can help the project run smoothly and reach win–win outcomes. The cases
delineated above cannot explain all the phenomena, but they can inspire the governments to alter
the existing institutions when facing increasing transaction costs. Perhaps, local governments or
developers can explore ways to lower the transaction costs of information sharing and exchange.
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