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Promotion Incentives and Industrial Land Leasing Prices:

A Regression Discontinuity Design
TIAN Wenjia® YU Jingwen” and GONG Liutang®

(a: Central University of Finance and Economics; b: Beijing Foreign Studies University; c¢: Peking University)
Summary: In China’s land markets which are divided according to different uses the prices of commercial and residential
land remain high while the prices of industrial land are too low. Using micro-data on land transactions and a regression
discontinuity design this paper tests how local government leaders adjust the land policies in their jurisdictions at different
stages of their term of office in relation to their promotion incentives.

We first empirically test the relationship between the industrial land prices and the length of local officials” time in
office. The results show that there is a significant and robust U-shaped relationship between the prices of industrial land and
the tenure of prefecturedevel party secretaries. The lowest point occurs at around 4.6 years. After an official is appointed
the prices of industrial lands decrease gradually but when the term of office exceeds a threshold point the prices of industrial
lands rise with the increase in the official’s tenure. This finding provides new empirical evidence for the existence and effects
of promotion incentives. We conduct two supplementary analyses to confirm the causal relationship between officials”
intervention in industrial land prices and promotion incentives. First based on the assumption of a promotion age limit we
find that the U-shaped relationship between the tenure of the officials and industrial land prices only occurs for the group in
which the officials are appointed when aged under 55 years. The U-shaped relationship is even more evident in the younger
cohort. This finding confirms the conjecture of promotion incentives. Second there is no significant correlation between the
quantity of industrial lands leased and the officials” tenures. Moreover the officials” tenures are not significantly correlated
with the prices and leasing quantity of residential lands. These findings indicate that the officials mainly regulate the prices of
industrial lands as result of their promotion incentives. In addition we test the competitive behavior between adjacent regions
and the provincial boundary effect. In this additional regression we add the differences in tenure between the officials in the
local and adjacent prefectures in the basic regression model to analyze the promotion competition between regions. The results
show that the competitive behavior depresses the prices of industrial lands within a province. Moreover the closer the tenures
of the local and adjacent prefecture officials the more intense the competition. However there is no significant competitive
behavior between adjacent cities across provinces which corresponds to the so-called provincial boundary effect.

The main contributions of this paper are as follows. First using micro-data on urban land transactions and monthly
data on officials” tenures we carefully investigate how local officials intervene in determining industrial land prices during
their tenure by analyzing the changing trend of land prices at different times during local officials” terms of office. Second
we accurately geocode every land parcel and city boundary. We then choose parcels near the geographical boundaries
between adjacent cities and use the regression discontinuity design to eliminate the influence of uncontrollable factors related
to location which helps resolve the endogeneity issues encountered in the literature on the land market. Third the findings
in the literature are compromised by endogeneity problems relating to the mutual cause and effect between the promotion of
officials and the development of the local economy. In our paper the regression discontinuity design controls the differences
in the resource endowments of different cities which overcomes the reverse cause and effect problem in studying promotion
incentives. In addition our findings complement the political economic literature on promotion incentives. Overall the U-
shaped relationship between land prices and the tenure of officials provides new empirical evidence for the existence and
effects of promotion incentives.

The findings of this paper provide a reference for promoting land market reforms and improving the assessment of local
officials. Changing the promotion incentives is the key to reducing the distortion in the land market. The existing
assessment criteria for local officials should also be changed from emphasizing economic growth to multidevel criteria related
to emphasizing sustainable development. To promote economic development the current situation of local governments”
intervention in the market and the vicious competition between local officials also needs to be changed. Based on the results
of this paper researchers can further analyze the effects of local government intervention on the land market and investigate
how local governments use land regulations to improve the welfare of enterprises and residents to ultimately achieve
sustainable urban development.
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