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Formalizing informal homes, a bad idea The Credibility Thesis applied to China’s

“extra-legal” housing

Abstract

Discussions about informabusingin developingemerging economiesftenrevolve around
the need foiprohibition privatizationand formalization. Privatetitle is seen as guarantee
against indiscriminate expropriatideading to tenure securitpetteraccess tautilities and
mortgage and higher investments However, the argument that formalizatiorand
privatizationout of necessity lead to better rights ofesthise”victimized slumdwellers can
be questionedin addition, prohibition of informal housingan marginaliz socially wealer
groups while drawing on critical resources for enforcementWe argue thata avoid
externalities one first needs to probe into tperceivedfunction of existing property rights
before consideringnstitutionalform, irrespective whether formal or inform&hina’sextra
legal housing- or “Small Property Rights’ Housing{SPRH)—is a casan-point. Extra-legal
housingis estimated to accoufdr onethird of the Chinesairban housingtock In light of
this scale we maintain thatextralegal housing performa vital function in providng social
security i.e. affordable housing for lower) income groups The argument is supported
through a survey amongst 300 respondents in 7 medium aneslaedecities. The survey
finds that— despitealleged tenure insecurity SPRH rallies a high level oberceived
credibility along three dimensions: economic, social and psycholo@kalfindingsindicate
that urban planning antousing policyshould considemstitutional differencesin line with
existing functions. Put differently,whereasformalization privatizationor prohibitioncould
be contemplated when crédity for informal housings low, maintaining statuguo might

be moresensiblevhenthat credibilityis perceivedo behigh.

Key words
Social welfare and securjtyslums and squattersettlemerg; Chinese urban village

development and housing policy; affordable housing; low-cost and social housing

1. Introduction

The Land Administration Law of China stipulates that if any entity or indalitieeds to use

land for constructionthey must apply for the use afrban,stateowned land. In recent years,
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a large anount of housing hebeenbuilt on rural collectively owned land, and sold to
individuals whosehukou (household registrationjs not registered in the corresponding
collective! Compared to formatommercial housing built oarban,stateowned land with a

legal title issued by the county government or higher authority, such housing does not have
legal titling. It is why in Chineseit is popularly referred to as “Small Property Rights
Housing” kiaochanquan fangas opposed to “Large Property Rightsusing” dachanquan

fang) with full ownership.However, rather than labeling it as “illegal” or “informal” housing,

it could bemore aptly described as “extlegal” ruraturban housing because of a dual reason:

i) it is formally forbidden, yet, informgl condoned and thus operates with silent statutory
approvaloutsideof the law?ii) it is sold at the rurabnd urban real estate market, more

specifically the ruralirban fringe.

According to unofficial data, total housing in urban China amounts to Hiiédh m2, of
which 6.6 billion m2is Small Property RightdHousing (hereafter: SPRH)Liu, 2009).
Otherwise stated, oveone third of the total housing in urban Chingaccounting for
approximately 70 million housing units) is considered informialextia{egal (Li, 2014).
SPRH is believed to hawmerged earliest i@uangdong Province ithe early 1990s because
of migrant workers’ increasing demands for affordable housing in receiitieg ¢Huang,
2011). Nowadayssuch housings widespread across China and an increasing number of
citizens purchasand live init despitelack of legal titing. The southern metropolis of
Shenzhen is regarded as they with the highest ratio oéxtralegal housing accounting for
49% oftotal municipalhousing in 2010Gaq 2012). While thephenomenon ocEPRHhas
made nationaheadlinesin Ching it has onlyrecently begunto draw attentionfrom the

international academic communitghen and Tu, 2014).

By contrast, extensive research has been conductedhoma’s informal settlements- of

which SPRH are a parin addition, the literature aimeseinformal settlements, callédirban
villages' (chengzhongcyn focuses onrental market, the experiences of renterand the
positive impact of urban villages on migrants (Ma and Xiang, 1998; Tian, 2008; Walng et a
2009; He et al, 2010; Liu et al, 2010; Li and Wu, 2013; Wu et al, 2013; Huang and Tao, 2014).
Over theyears,however,a substantivenumber of peopldas purchasedinformal housing,

instead of renting ilWhat is thusby and largemissing from the literaturis an analysist the

L For more information on the origins of thakousystem, see (Cheng and Selden, 1994).
2As also argued by Liu et al2@12), who assert that the Chinese government has tolerated and implicitly
accepted informal housing development.



micro-level, seenfrom the perspectiveof the buyers anchomeowners and focusing on

informal hotsing rather than the settlemghénce the current writing.

There are widely diverging opinions and suggested approaches for the regulatiora-of extr
legal housing in China. For instancBaik and Lee (2012argue that SPRH provides
opportunitiesfor collective actiorby local officials, entrepreneurdarmersand citizensLiu

et al.(2012) point outhat by building selling or rentingextralegal housing,local villagers

are able to profit from the “surplus valuefeatedduring urbanization. Aeview of relevant
literaturereveals thathe legal perspective is o$ignificantinterest amonghinese scholars
(Cheng, 2012). Due to the lack of formal rig?RH isdeemedillegal by somescholars,
who simultaneoushasserthatits developmenshould be contained and cracked down upon
(Zhaqg 2008; Hua, 2014)Converselypthersarguethatthe prevalence of extiagal housing
challenges the state’s monopoly tand development right and indica¢ that existing
property laws angbolicies have becoman anachronism ia context of rapid urbanization
(Zhou, 2007 Cai, 2013. Informal housingis also regarded asa form of grassroots’
spontaneous urbanizatiggromoted bylocal village communities(Liu, 2014, p127)3 The
wide variety of opinions and approaches is, in fact, the reflection of China’s agigaal
differences and varied building environm® It is whysome advocatdifferental treatment
based on local experimentatifviang, 2013; Tao and Wang, 2014).

The vexing question thaurfacesis what indicators can be used gaide suchdifferential
treatmentaccording taregional contexaand planned over timéVe maintain that the answer
to this question might perhaps lie discardinga fixation on institutional Form in lieu of
Function. In different wordinghe choice forcertaininstitutional forns —i.e. private/public,
formal/informal, legal/illegal property- should be made contingeon actors perceived
functionthat institutiors already fulfill at a given time and pladéorm follows from Function,
as what institutions ddetermines their shapeggardlessvhether that liesin catering or
commercial transferspeculationyentseeking cultural cohesion, omvelfare and insurance
This article aims tademonstrate hovunction couldbe betterassessed viactors’aggregate
percetions of thecredibility of institutions. Institutions are tee defined as a set of
endogenously evolved rules. Seen from this perspedowmal law orprivate title can be
regarded asmainstitution, inasmuctas customary land tenure @xtralegal housingcan be

seenas such

3 More information about urban social movements around housindniimaGs also provided in (Zhu and Ho,
2008).



Apart from the introduction and conclusion, the paper is dividedtime®separate sections.
In the following sectionwe describehe theoreticalinderpinnings of our analysis, in terms of
its main premises, concepts amtlerlying assumption#n the second sectiaam overview of
the orgins magnitudeand development of SPRH in China is giv@ihe third €ction
introduces the research methodise survey sample, anpresents the research findings

divided alongsocial actors’ perceptions etonomic, social and pslyological credibility

2. From Form to Function: The importance of beingextra-legal

Worldwide, t is estimated that more than one billion people live in informal settlements, a
numberexpected togrow to 1.4 billion by 2020 (UMNHabitat, 2003).The importance of
formal property ights for development has been a source of ongoing debate amooisgng
researcherge.g.Kiddle, 201Q Mukhija, 2013. According to figures of UN Habitaglobally
between 30% and 50% of residents in urban akegedly lack legal security of tenure (&)

p. xi). According to nediberal, neaclassicalpostulatesof development, private and formal
property rights are vital for facilitating sustained economic growth. It antained that
property rights that fail to respond to shifting economic oppdrasnwill change into more
efficient, institutional arrangements due to market forces. In this light,uress@nd informal
tenure are deemeat odds with modern, urbanized societies that thrive on legally described,
thus titled, asset®(g. Ellickson, 2012; Miceli, 2000 These scholarly principles go back to
members of the soalled “Chicago school of economicge.g. Coase, 1960; Alchian and
Demsetz, 1973) whicldvocatedprivate, formal and secure property as the most efficient
institutional arrangenm.

It is not being insinuated that a single body of literature exists thatsepts the “nebberal”

or “neo-classical” theory that is consistent in its entirety. Instead, their premiseprise
diverse inconsistencies and constituent elements thgt amacur or be contradictory in
nature.* However, it is asserted that certain néberal, neeclassical postulates or
assumptions exist around which scholarly delaaigempirical validation occur (Ho, 2013).
These wield significant ascendancy over demelental policy and intervention. These fneo

liberal postulates include: i) property rights affect the economy (@rextly measurable,

4 See(Lawson, 2013jor moreinformation on the nesclassical school.
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causalrelationship); ii) property rights can be designed intentioraily exogenouslyafdbe
subsequently enforcedgnd lastly, iii) secure, private, and formal tenure (as institutional
structures) are imperative for stable development.

In contrast, the alleged relation between institutional form (forrealre, and private) versus
institutional performance (i.e. ecanec growth) has proven difficult to validate empirically.
Research in widely diverging contextisl not find straightforward relationships between form
and performancec{. Ho and Spoor, 2006; Sjaastad and Cousins, 2009). A variety of case
studies on land and housitige. homestead)anging from the United States (Ward et al.,
2011), Mexico (Monkkonen, 2012), Colombia (Gonzales, 2009) and Peru (King, 2003),
ascertained no relation between formal title and economic performance (irnespdwether

that wasexpressed in terms of home improvement, access to mortgage, property value, or
poverty reduction)Even morepased on empiricalatain Viethamand ChinaKim (2004)

and Ho (2015Jound that its housing market emedggespite a lack of legal titl&Studeson

Peru (Calderon, 2004) and Mexico (Varley, 1987) found #satlong as dwellers perceive
housingas secure, they will improve and invest in it, evehen lackingtitle. Similarly,
Lanjouw and Levy (2002) showed that granting legal title in Ecuadorndidincrease
transaction value as dwellestinformal propertyunlikely sell their main abode.

When reviewing thee studies, a confounding enigma surfaces. If informal property rights are
economically inefficient and “perverse”, why do they persist? “Oredibility Thesis” (Ho,
2014)might have several critical contributions to méikege For one, itmaintains that when
property rightsapparently “persist” over timthey are not inefficient, yet,likely perform an
endogenously, evolved function within society or a community of users, otherwisedhkely w
have changed or gone extinct (compare with e.g. Cheung, 1968; Caballero M&&8)er,

the thesis posits that what msisperceived aspersistence” or “stagnationdf inefficient,
informal institutions is, in fact, a matter of minimal, yetontinuousfunctional adaptation
over time (Thelen, 2002: 101) The answerto understandinghe existence of certain
institutional arrangements thus limsabandoning focus on formasit cloudsanalyss d what

institutions meaand dan a certain contexPut differently

“[W]hat ultimately determines the performance of institutions is not their form in
terms of formality, privatization, or security, but their spatialtyg temporally defined
functior’ (Ho, 2014: 13.



That function can be expressed and measured bystgutional credibility, that is, the
perceivedsocial support at a given time and space. In so doing, the Credibility Thesss shift
institutional analysis from form to function (see Dixon, 2012; Chang, 2008: 19; Aron, 2000:
128). Examining institutional credibilits priori requests the study @fhatinstitutions do in

their time and spaegpecificenvironmentprior to formoriented labels such as “inefficient,”

“secondbest,” or “perverse” begconsidered.

We believethat when certain property rights arrangements “persist”’, one needsaoitmis

in considering institutional interventions, as that persistence goiaispontaneously ordered
institutional fabricengenderethrough actorsmultitudinousinteractiongHo, 2013). What is
first and foremosieeded is a comprehensive assessment of the temporally dralyspa
determinedeffects ofproperty rights. Thesean be analyzed and measured through actors’
and economic agents’ aggregate perceptions of institutioedibility. According to the level

of credibility that a certain property rights arrangement enjoys amargghmunity of users,
one might be in a better position dssessvhat kind of institutional intervention (on a scale
from noninterventionist to interventionist) is likely successfililCondoning;ii) Co-opting;

iii) Facilitating iv) Prohibiting;v) Ordaining(see Table 1 below)

Table 1: Scales of Credibility and Intervention

[Insert Table 1 about here]

Source (Ho, 2017)

It is posited thatvhenthe credibilityof existing institutional arrangemenssfound to be high
or rising(i.e. from medium high to high condoning orco-opting could be the better option.
Facilitating approachethat pro-actively identify, nurtire and supporbottomup innovation

can be suitable whethe majority of institutiongeatures little change€onversely, onlyvhen



credibility is low or decreasingnight there bea fair chance for success famterventionist
measureshat actively aim to change institutio(®ich ady prohibition orcommand)When
applyingthis toour casea high ormediumhigh credibility of informal housing would either
involve the acceptance of daily gra(as the Chinese salopen one eye, and close the other”
(zheng yizhi yan, bi yizhi y3n or the cooptation thereof.Would the institutional
arrangements oinformal housing be perceived as neytmhe couldon the one hand,
considerstimulaing privatization and titling while encouraging upgrading inferiquality
housing through, for instance, subsidies or taeaksfor homeowners homeowners’
associations,property management companiaad developersContrarily, would social
actors perceivecredibility to be mediumew and low (or tending towards it)pne could
resort tomore interventionist measures such as bans, conversiomtal social housingsale
of informal housing(i.e. formalization as marketable, affordable housira) even the

demolition of inferiorguality constructions.

Having said this, the above depicted “Scales of Credibility and Interventiom’hadrto be
seen or applied apolicy prescriptionsor institutional blueprints but all the more as a
safeguard agnst precipitous interventionin different wording the choice fornon-
interventionshould always be as seriously considereidtasvention Furthermore, credibility
and institutional interventionare conceptualized as posited on a relative, contextualized
continuum (Ho, 2014: 16) in contrast to a set of absolute, positivishitds.Paradoxically,
societal reality often features the launch dftrict prohibitions and ordinancesn a
demonstration opolitical will and ambition, subsequently leag to the establishment of
“empty” institutionsdecoupled from praxiand actorsrealities(e.g. Aubert, 1966 Aalders,
1984; Ho, 2005, p.%3

Titling and privatizationof land and housing run that risk, as they mw@e oftenthan not
pushedfor political reasons. Whats disregardedis that private, formal and secure
institutional arangementgenerally function for théransfer ofpropertyas economic assets.
Yet, that mighthot be the functiorof institutionsthat exist and persisBy contrast, ommon,
informal and allegedly “insecurgdropertyrights often do not cater for econantransaction,
but for a institutionalfunction that is altogether differentamelysocial welfare (Ho, 2014;
Davy and Pellisery, 2014; Guhan, 1994; Charlesworth, 1983his paper, we argue that

5 This would be similarly the case for an institutional credibility thadr time or spacicreases from medium
high to high, or from neutral to medidhigh. Hence, the word “trend” in the stieading of the tabls first
column.



China’sinformal, extralegal housing flfills that very same functionand as such, does not

benefit from formalization and titling (at least, not in therentstage of development).

3. An Overview of Smdl Property Rights Housing in China

3.1 Early development and typology

Arguably, te earliestoccurrenceof (commercially sold)SPRH in China is said to have
occurredin Guangdong provincéHuang, 2011) After the start of the economicefornms in
the late1970s a significant influx of FDI (Foreign Direct Investment) led to the estabiisnt
of numerous factees and enterprises in the coastaies of GuangdongdProvincesuch as
Shenzhen, Shantoand Zhuhai. Large numbers ofigrant workers started to move to
Guangdong in search @b opportunities, and at the same tieremassdooked for housing
in the reeiving cities In this context, informal housing built arheaperyural collectively

owned lanccatered for the swelling demand.

Based onthe different types ofrural collective land three forms of SPRH sprouted
Guangdongwhich are i) housing onfarmers’ residential plots(zhaijidi); ii) on land for
township enterprises, township/town/village faciti@and public infrastructurdjianshe
yongd); andiii) on arable landnongyongd, also referred to as “contract land¢héngbaodi
which is leased tandividual farmers Farmers’residential plots areegarded as one of the
most importantdnd use types in China (Wangadt, 2008). Villagerdiving on the urban
fringe often demolish their own homes to budthall apartment buildingsand therproceed
to sell the propertyto migrant workers. This transaction is illege residential plstare
distributed to villagers at no cost for their own housing construction use, andaltomad to
be sold to others. The second formof extralegal housing is biti on rural collective
construction land, such as land for township enterprises, townshipéisnllage facilities
and publicinfrastructure which is generally selbrganized by theural collective That is to
say, large scale housing complexes csiimgj of many housing units aliilt and then soldo
migrant workers. In addition to these two forr8&RHhousingis alsobuilt on arabldand
The lawexpressly prohibits the construction of any housing on arable land, while stigualat
minimum norm & 120 million hectares of arable lanthat needs to be strictly reserved

ensure food security (Liu, 2014, p.9).



Nowadays, theéhreeforms of extralegal housingare widespread across China in both large
cities and small towns, with the latter forfnuilt on arable land)eing estimated to be
smallest Shenzhen is the city with the highest ratioeafralegal housing while its main
form is built onfarmers residential plotsGaqg 2012).In Beijing, the main forntonsists of
large extralegal complexs constructed by rural collectivédt was estimated that in 2006
the amounbf SPRHin Beijing was 10 millionm?, accounting fod8% of its total housing
and accommodatin@.3 million household¢§Yang, 2013.37). Additionally, such housing
also conmonly found in other major cities like Tianjin, Chengdu, Nanjing, Xi'an, and
ZhengzhouYuan, 2013.

[Insert Figure 1: about herd

Source: illustrated by authors

Figure 1 illustrates the procedures of tdevelopmentf formal versusextralegal housing.
The rural and urban land markets @hina are strictly separated, while eafbatures a
complex two-tier institutional structurethat governs economic transactionsccording to
Article 43 of the2004 Land Administration Law, only statewned land can besed for
commercial real estatdevelopment. Therefore, rural collectively owned land shétgt be
expropriated from the village collectiiey the county/city (or higher level government
against the payment of compensatiorfarmersfor loss of assstand income. Subsequently,
its ownershipcan be alteredrom (rural) collective to (urban) statewned land.Following
this, a real estatdevelopemeeds tapply to thegovernment focommercialland use rights
against the payment of a land conveyanee €hurangjin at the secalled primary land
market giji shichang. As shavn in Table 2, revenues from landonveyance forma key
source of incoméor the local government. In 2010, the land conveyance fees aeddant
as much a$8 percent of total local fiscal revenue¢lLiu and Wang, 2014)Following the
approval of the land use application, the countgityrgovernmentissues aertificate for the

commercial land use atateownedland (in effect: a land lease permtt) the developeiThe

6 A typical example aréhe largescale complexes in Zhenggezhuang, Beijing (Liu, 2008).
7 A detailed description of the institutional structure and workiofthe Chinese rural and urban markets
provided in (Ho, 2013)
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develogr can then start constructirtge property, and after completion, sethe various
housing units and its underlying individual land lease rights to buyers dsetendary land
market” rji shichang.

[Insert Table 2 about here]

Source: Liu and Wang (2014, p. 65)

In contrast, the construction 8PRHcircumvents this entire procedure as it is directly built
by rural collectivegurneddeveloper, externally hired real estate companies, or individual
peasants. As a result, significant costs for epation and land conveyance canawided
which explains theignificanteconomidncentives that drive the supply and deman8®RH.
The coss for the developmenof extralegal housing can be as low as etrd of the
equivalentof formal housing(Cheng, 2012, p.34)This is a decisive factdior the rent
seekingaround thesupply anddevelopment of SPRH. Similar res¢eking alsmccurs at the
demandside, andoropelsthe boomingmarket in SPRH, with prices that may range as low as
betweem0%-60% ofthe price of formal housing in the same neighborhdad.( p.9). The
downside, of course, is that extegal housing lacks the necessary permits: i) the formal
home ownership permit issued by the local governmentriahthe collective, i.e. villagero

township), and ii) the individual land lease permit also issued by the local government.

3.2Explaining the prevalence of extralegal housing

There are three main factors underlying the prevalence of SPRit the increasing demand
for housing in ciesdue to the ongoing urbanization. In 1978 onl96l@f the totapopulation
lived in urban Chinaln 2013 this figure reaché%, or about 731 million out of its 1.36
billion citizens. Of these 731 million residents in urban China, 245 million wereanigr
workers (National Bureau of Statistic2014). Due to thieargenumber of peoplenigrating to
the cities the demand fourban housing has risen tremendously (Liu, 2018&cond the

affordability ofinformal housingelative to formal commercial housy. Migrant workers and
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low income urban citizens (e.glderly, sick/disabled urban residents, college graduates and
young professionalgjenerallycannot afford to purchase formal housing in cities due to its
high prices. For example, in Beijing the hmgsprice has risen fivéold over the past decade
(Liu, 2014). In this context, more and more people are interested in purclvasimgal
housingsince tle price rangds more affordable to thenThird, the lack of social housing
Although China boasted a huge stockuaban, public housing during the Maoist era, its
subsequent privatization during the 1998 Housing Reftéefhs lasting gap in the provision

of socialand affordablénousing ever sincé herefore, mstead of relying on the government,
migrant workers and the urban poor have to solve housing issues on theirwahmasihg
SPRH is one of the only options available to them. It is worth noting that in China’s 12th
Five-Year Plan, the central government annourtb@ti36 million units of sociahousing are

to be built between 2011 and 20({State Council, 2011 However, this number of social
housing is still inadequate to meet the large demand of the urbarwbdermigrant workers

may not be eligibléo apply forthese because of theiral residential statush(ikoy).®

In the following sectiontheresearch methods and survey sample are described, followed by
the presentation of thempirical dataand analysis of thénstitutional credibilityof SPRH

along three dimensions: economic, social and psychological.

4. Methodology and empirical results

4.1. The survey

To reflecturban andegional variation, we selectegvendifferentlarge middle andsmalt
sizal cities as fieldwork sitesThese areBeijing, Tianjin, Guangzhou, Chongging, Xi'an,
Nanchang (Jiangxi) and Qingyang (Gansu provinbaja collectionwas conducted in these
sites from November 2013 until Februar2014. Apart from population size, \arious
motivationsguided the selection dfiesecitiesasshown in Table 2. First, theitiesare spread
over differentmacroregions,thus represeirtg the majorgeographical differencesf the
Chinese nation. Guamgou andNanchangare located in southeastern China, Chongging in

the southwest, Beijing and Tianjin in the northeast, drah and Qingyuann the northwest.

8 As a resultrural migrant workers are generally also excluded from other facilititsei Chinese cities, such as
education and health care. However, in recent yearshukeu or household registration system has been
gradually relaxed depending on the region.
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Second, theselected sites present different levels emonomic development. Based on
municipal GDP per capita in 2013, Guangzhou is the higla¢<it20,105 yuan followed
respectively byTianjin (101,689 yua)) Beijing (94,237 yuan), Nanchang(65,009 yuah
Xi'an (57,105 yual Chongqging 42,615 yua)y and Qingyang (27,790 yuah® Threg seen
from a provincial level, Beijing, Tianjin, and Guangdong can be classified dsingcareas
of migrant workers, while, Shaanxi, Gansu, Jiangxi and Chongging are sendingratieas.
year 2014 it was estimated there we 274 million rural residents migrating tonore
prosperougities for employmen{National Bureau of Statistics, 201%urchasing SPRi$

regarded as an optimal optiorthiey decide to settle down in the receiving cities

[Insert Table 3 about here]
SourceAuthors fieldwork and(Shan 2014a, b; National Bureau of Statistics, 2011)

Triangulation is applied during datallestion, that is, the analysisf information cdlected
through a variety of methods (Patton, 1990:187). This research combines four methods:
documentary analysis, -ithepth interviews, participant observation, and a quantitative survey
(i.e. questionnaire). First, the documentary analysis of law, policies, and tiauilat
different administrative levels is the main source used to explore thengmer’s measures

and political viewson extralegal housinghistorically andcurrently Seconda total of13in-

depth interviews with various stakeholdeepresent an ovelew and detailed source for
understandinghe process ahformal property development.hreein-depthinterviews were
conducted with the constructers, three with the sellers, five with the banetsvo with local
officials. The interviews wereanonymized anctonduwted in Guanghou and Chongging
Third, participant observation was done to oHerlose perspective on thpeople involved in
extralegal housing During the fieldwork, one of the authors participated as a potential buyer
interested in purchasing SPRH in Beijing, Tianjin, Guangzhou and Chongging. Through this
method, intensive interaction was possible with the constructers, sellels)yasl

Fourth, a quantitativesurvey throughquestionnairesvas conducted on the basis déta
collected fromthe former three method¥he surveywas used totest the main, alternative
hypothesigH1), i.e. the ingitutional arrangemestof SPRH areperceived as credibley its
buyers(despitethe lack of formal property rightsThe null hypthesis (H) was formulated

as: the institutional arrangements of SPRHraveperceived as credibl@he survey sample

9 This includes state coundiével administered municipalities, such as Beijing, Chongging Taadjin. One
Chinese yuan (or RMB) was approximately 0.16 US Dollar during thewfiek period.
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consist of 300 opportunistically selected buyers and homewners of SPRH(each
representing 1 househoft)with 50 in Beijing, Tianjin, Giangzhou Chonggingand Xi’an,

30 in Qingyangand 20 inNanchangAlthough te data from thesurvey sampleamot be
generalized for the total population,nitay havea certain degree of representativensgh
n=291! Among them, B% were male respondentsd 386 female respondentd6% of
respondents were between 21 and 49 years old, 22% above 50 years older and 1% below 20
years old. Regardinthe educational background, 6% of the respondents attended primary
school orwere illiterate, 536 received ahigh school degree, 38 % obtained collegeaor
university degree, and evepfrolgota degree from the graduate schoé for occupation, the
majority of the respondent3§%%) were employe in urban informal sectors, #6in urban
formal sectors, and%® were enggedin farming(seeAppendix).

4.2 Measuring Credibility

4.2.1.Economic credibility: housing price andhome improvement

For one,SPRH buyersperceptions on housing price and investraegflect its credibility
from aneconomic angldt wasfound tha 70% of respondents statatfordability asthe main

reasorfor purchasingextralegal housing. As one respondeetscribed:

“1 bought my apartment in 2009. The main reason for me to buy it is betause
wascheap, 3000yuan/mz2. At the time, the formal housing price in the same area
was already 1200 yuan/m2, which | could not afford. The difference between the
two types of housing wasOD0 yuan/ m2, and the size of my apartment is 70 mz2,
which means | paid 490,000 yuan less by choosing thi$ (re. communication,

27 /11/2013, buyer Qin XX, Beijing )

Across thenation the price ofextralegal housings significantlylower than that offormal

commercial housingAs shownin Figure2 (n=291),the calculated averageusing price is

0The respondents were thus not randomly selected, but interviehen people were willing to participate.
This was generally done by startiagcausal chat with SPRH dwellers in the public spaces afahmenunity
After gaining their trust, theygenerallybecame the first interviewee3hrough snowball samplingthese
intervieweesin turn,facilitated in approaching additionaspondents the community.

1 As stated earlier in the paper, the estimated number of SPRH is 70 miflitsn(Li, 2014). The required
representativesample fora populationof this size would amount to 385 at an error margin of 5% and a
confidence level of 95%
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50% of the priceof comparabldormal housing in theicinity. The price difference between
SPRH and formal housing varies regionally. In Beijihg tiverage price of all respondents’
housingwas 4410 yuan/m2comparedto 7,604 yuan/m? of that of the formal commercial
housing (i.e.58% of the price for formal housing) Guangzhou exhibits thiargest price
difference, where the price of SPRH is just 30% of that of formal housing, whilg@ings

67%, representing the smallest difference among the seven researchhsitegures for the

other cities are respectively 39% in Nanchang, 48% in Tianjin, 60% in Chongqing, and 62%

in Xi'an.

[Insert Figure 2 about herd
Source: This survey (n=289)

Furthermore, SPRH isalso economically crediblefrom the angle ofpayments and
investmentsFor startersupon receipt of the ownership perrit% of the respondentfiad
alreadypaid off the total housing priceeither in installments or as a lump suis. showed
in Table 3, the average price of all respondeexsialegal housingis 245,265 yuanwhile
the amountspenton investment is 61,569uan on averageyhich equas 30% d the total
housing price.The ratio between the housing price andestmentsvariesfrom region to
region. For example, in Guangdong, the money spent on investment (§afQ0s almost
equivalent to half of the total housing pri¢16,800yuan), while in Beijing, the former is
only around 13% of the latter. It is surprising to fthdtin some casethe amount of money
spent on investmermixceedghe tdal housing price. For examplene interviewedought his
housingin 1998,which was 1100 yuan/m2. The size of his apartment is 90 m2. Therefore, the
total housing price he paid is 99,0Q@an. Subsequentlize hadspent 100,00Quan investing

in his hane (oral communication, 26 December 20b8yer Mr. Xiang XX Guangdong).

[Insert Table 4 about here]

Source: This survey (n=289)

4.2.2.Social credibility: Perception of avnership andother sociocultural factors

12 At the time of the survey, 1 Chinese Yuan roughly equaled 0.16 US Dollar.
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Markedly, 93% of respondents beliewbat the SPRH isowned by them and their family
Such a perceptia indicatesa hgh degree oinstitutional credibility of SPRH’sextralegal
property rightsCertain scholars (Zhong, 2008) hasugggestd that people are being tricked
into purchasing extréegal housing due to their low legal awarenedt&e have found no
indication of this during the in-depth interviews By contrast a large number othe
interviewedbuyers (62%)ppenlystatethat — prior to the purchase of the housdghey were
awareof the diference in ownership betwe&PRHand formal housing.This percentage is

all the more significant, aadmitting to buying SPRH is tantamouatadmitting thabne has
purchasegroperty deemed illegal by the state.

In addition tothe affordability of SPRH otherreasons fopurchasenclude socic-cultural
factors such as getting marrieemployment,childreris education, and elderly calsee
Figure 4 below)First, in answer to which (multiple) reasons they had to buy SPRH, 19% of
respondents noted theyinghasd the propertyfor geting married.It is an open secreh
Chinese society thdtaving housings acustomaryprerequisite for men to ask women for
marriage (Hu, 2013). As men outnumber women by 34 million in China (National Bureau of
Statistics, P11), having one/more housing(s) would increase men’s competitiveness when
finding a women. One interviewee mentionédctuld not propose to my wife without this

housé (oral communication, 21/12/201Buyer, Jiangx).

[Insert Figure 4 about here]

Source This survey

Second 16 percent of the respondents stated that they boughtlegédahousindecause it is
an easier commute to work. Third, dudaxge differences ieducatiomal quality and facilities
between the rural and urban areas, itasnmonto find rural parents purchase housiing
urban Chinato allow their children betteaccess to urban schools. 15% reSpndents
consider this as oref the reasasfor themto purchase SPRH. A respondent stated:

“The primary schools and high schools in this neighborhood have a good reputation which
is much better than the one in our village. We bought this apartment mainly for my son’s
schooling since he could walk to the school in 15 mififtasl communication, 5/1/2014,

buyerMs. Liu XX, Chongging).
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Fourth,against the background of betteralthcare servisgn urban than in ruraChina (Liu
and Sun, 2015), 10% of respondeaits replied thathey bought extra-legal housing as it was

more convenient for the elderly.

4.2.3.Psychological credibility: herd behavior andlittle fear of eviction

SPRH haalsobeen foundnstitutionallycredible in gosychologicakenseas evident through
herd behavior andhe perception of the likelihood a@viction Herd behavior defined by
Banerjee (1992, p.798) dsveryone doing what everyone else is doingds a significant
impact on social actorgttitude andoehavior.67% of respondents said they decided to buy
after noticingthat their peers hagurchasedor were consideringto purchase SPRHAN

interviewee

“You can find lots of people who haveughtSPRHhere. Three of my friends and one of
my cousins bought such housiaigpund 2000 and lived inside comfortably, which imad
difference from formal housing and no risk at all. After consulting with thelegitied to
purchase this housingn 2004 (oral communication, 292/2013,buyer Mr. Wang XX
Guangdong).

The abovemight also lend credend® the argument by Prechter and Parker (2007) that
herding can reduce perceiveduncertainty Due to theinformality of extralegal housing
buyers tryto reduce theisenseof uncertaintyby observing and following the behavior of
their peers

From a neeclassical perspectiyéear of eviction is regarded asserious obstacle to purchase
informal property. Despiteéhe fact that SPRH is not legglrecognizedpeople arenterested

in purchasingand investing in itbecausehey do notfeel thateviction is likely to happen
Merely 2% of respondentstate they would refrain from improvingand furnishng the

housingbecause¢he government may evict thein interviewee expiesed

“l am sure the government would not evictltig would happen, we would lose our homes.
Where should we livéghen? [mockingly]Maybe we wouldust get together and sleep at
Tian’anmen square,while guys would probably even resort to violente(oral

communication, 21/11/2018uyerMs. Zhang XX Beijing).
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Zhang’s statementbuches on a wider and increasingly shared sentiment amongst Chinese
citizens and peasants thhky are justified trganize demonstration or take violent action
against the government if they areated (cf. Pils, this volume{}). Sincemaintaining social
stability is regarded as a tqpiority by the Chinese government (Doyon and Laederich, 2012),
it is not likely that lagescale, governmesiacked gpropriation to enforce planning and

building regulations wilbccur any time soon

4.3. Function in social welfare

Over the past decadehe purchase offormal housing for reasons of investment and
speculation has greatlyngreased(Guo and Huang, 2010)Contradictorily, the overall
majority of SPRHwasbought to fulfill thefunctionof a primaryhome.Our survey found that
95% of the respondents indicatibg SPRHwas purchasetb have housing for them and their
family. Additionally, 3% ofthe respondents replied “for renwhile no respondent answered
“for sale”.!® These figuresconfirm the findings of another survey of 240 responddiyts
(Chen and Guo, 2012: 33) who found tbaty 5.42% of the intenéwees repliethey bowght
SPRH*for investment™#

Moreover, themain social group purchasing atigting in extralegal housing belongs to the
low(er) income groupsAs Table 5 shows, the gross mdry income of the majority of
respondentgvarying from 71% to 100%is below thelocal average income.oF example,
respondents’ income in Beijing, Chongqgiagd Qingyuanis without exception lower than
the average incomeén the respective citiesMoreover, a considerablepercentageof
respondents’ income iselow the local minimumnicome. This varies from 33 per¢en

Guangzhou up to 92 percent in Qingyuan.

[Insert Table 5about herd

Source: This survey (n=288) and National Bureau of Statistics (2012)

Another indication of the social statustbbse living in SPRH, iprovidedby the number of

property they own. Prior tpurchasingextralegal housing, 45% dhe respondents rented a

B The remaining 2% mentioned for “other reasons”.
¥ The survey was carried out from November 2010 to Janudry 20the provinces of Jiangxi, Anhui, Hubei
and Guangdong.
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house irthecities whereas another 33% lived in their original housing in the home village. In
sum, themajority ofthe buyerdid not have theiown housing irthe city. Echoing other in
depth interviews conducted during the fieldworkgegatainMs. Liu shared her story:

“l came toGuangzhou as a migrant worker in 1999. After renting places to live for 10
years, my hsband and | bought this house2009. | feel delighted to have our own place
(oral communication, 29 December 20b8yer, Guangzhol

In the cities, a large group of migrant workers suchviss Liu have been longing to have a
“‘home” of their ownto experiencea proper family life. The significance ofextralegal
housing is not to benderestimated58% stated thabPRH is the onlypropertythey have
while another 30%maintained thathey also own oneural property in the countryside. In
differentwords, for 88%wof respondents, SPRH is the only hedlsey haven the city(Figure
3).

[Insert Figure 3 about here]

Source: This survey (n=291)

From the above, it can be derived that SPRH provides an affordmialeéquality option for
ruralturban migrants and Ider) income groupsOf those who have bought exiegal
housing, the overall majority98%) felt it was worth the moneyith merely 1% feelingit

was not worth the valuéAs a large proportion has been professionally developed and built by
real estate companieSPRH provides decenform of housing in terms of quality, location,
and basidnfrastructure unlike other forms of informal settlements, such as slums, squatters
and migrant dormitoriesThis fact is also reflected irthe survey:.only 7% of respondegt

found the quity of extralegalhousingbad.

5. Conclusion Extra-legality, acredible alternative?

Small Property Rights’ Housing in Chinga particularly sensitivelue toits evidentviolation
of nationallaws and regulations, in combinatitmits sheermagnitude -an estimated onre
third of the total urban housing stockhe central authorities atgeavily divided over the

issue someadvocateats formalizationthrough titling, others favoclampdownto uphold the
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state’s legitimacy and credibilitggymbolic for the divided stance is the outcome of i
Party Congress in 2013, when the Chinese Communist Party heraldswhtirercialization
of rural collective construction land withsitmilar rights and similar pric€s (tongquan
tongjia, CCP Central Committee, 28, Section 11)Merely one and a half week later, the
Ministry of Land and Resources and Ministry of Housing and Umaral Development
(2013, Section 1jointly rushed to issuan urgent notice whichlearly ruled to*“rigorously
curb the constructionral sale ofSmall Property Rights’ Housing.”

There areseveralreasons whyboth strict supression,as well asformalizationmight need
rethinking.For one, suppression will put a serious drairstate resources for enforcement
be it financial, materiahnd personnaksourceslt also raises the immediate question wioat
do with the inhabitants of SPRHhe reality of the millions who bought and live in informal
housinga priori rules out a clampdowas it would merelysolve a problem by creating an
even bigger one Moreover an important questiorelating to formalizationregards itdegal
effect does private titlemply thatthe owner is allowetb sell?If so, is that allowed with or
without payment ofthe land conveyance feand other associated sts for altering rural
colledive land into urban stateand?Refraining from such requirementight betantamount
to opening the gate for evagreaer rentseekingover landoriginally set aside foexclusive
use within the rural collective If ownershipis contingent uponpayment of the land
conveyance feegne may wondewho canbearthese costswhich leads to the issuef who

buys and lives in SPRH.

This articlehas arguedhatthe problem’s solutiomight lie in shifting awayattention from
institutional formto function. In other words, what does SPRH do and mean for its owners
and users on the ground®henlooking into this questiolit becomes obvious that China’s
SPRHf{ulfills a critical functionfor its owners- not as a marketable asset, but dsrm of
social securityFor one as itsaverageprice is onlyhalf that of formal commerciahousingit

might not come as a surprise tloaer twothirds of the respondents indicat&dwas one of

their motivatiors for buying.In addition, those whbuy generallybelong to he lowerincome
groups.In all research sites, the majority the respondents (varying from 71 to 100/)

below the average income levehdain many causes also belownimum income

Ownersdid not only buy because of its low price, l@so agheyregardedt as good value
for money. In addition, multipleocially motivated reasorege mentioned for the purchase,
including formarriage (19%), work (16%), children’s education (15%), and healthcare for the

19



elderly (10%.%° Interesing is the finding that despite ttack of relevantgovernmenissued

land use and home ownership permits, SPRH owners make significant investments for home
improvement that on average add up to 30Rthe price against which the property was
bought. SPRHownersfeel confident about tleproperty rightswith 93% ofthe respondents
statingthey have full ownershipAt the same timea majority of the responden{63%) is

well aware of the differenca property rights between formal housing and SPRH, winlg

2 per centwould be deterredfrom home improvements because of the prospect of

expropriation.

From the above, it is not difficult to see that SPRH i@eed as credible by its buyers
regardless whether that is assessed in economic, social oojogychl terms.The lower
income groups- not in the least the millions of peasants who have left their home villages for
employment in the cities are the social groups that are unable to afford formal property after
the price hikes inurbanreal estateof the past decades. They also fail to entitle for official
social housing- even more difficult to obtain for nelecal hukouholders —as localsocial
housing projects continue to lag behind national targets and Aigasnst this backdrop,
SPRHappeardo posean affordable, goodjuality and all in all, crediblalternativeat the
presentstageof China’s developmerif It is a conclusion thatesonates witliesearch in a
wider developing context (e.g. Davy and Pellissery, 2013; Chand and Yala, 2023, m15
fact, it alsoresonates with research from the past, as Mafk§}67, p. 85) aptly noted on
Latin American informal settlementST he squatter settlements represent a solution to the
complex problem of rapid urbanization and migration, combined &itlousing shortage.”
This being the caseather than having the discussion whether SPRH should be outlawed or
formalized, maintaining its current extralegal status i.e. officially prohibited, yet,
unofficially condoned, might for now perhalps thepreferredoption.

Does that imply that privatization and titlirege by definition a bad idea dealing with
informal housing? Definitely notYet, it is vital to consider the conditions under which
certaininstitutionalinterventionsare attemptedrhatcorsiderationcritically hinges on a solid
understandingf existing institutionalfunction measurable through the levels of perceived
credibility (see also Table 1 abovedjut differently, actors aggregateperceptions ofthe

function of an existing institional arrangemerdetermine what kind of policy measur@®

15 Answer categories belonging to the same question with regard to ¢ee Quiality and value for money were
measured separately.

% The function of informal housing in the provision of social fared has been underscored by various other
Chinese researches (Huang and Tao, 2014; He et al., 2010; Wang@@%l..in, 2009).
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likely to succeed or failn this regard, it must not be forgotten tpatvate, titled institutions

by and largefunction or the economic transfer of commoditieand much less sdor the
provision of social welfare and securitgf. Ho, 2014; Davy and Pellisery, 2014; Guhan, 1994;
Charlesworth, 1983 Most owners and buyers of SPRH do not aim to sell their prsgpert
beauseit is seen asheir primary abodand first entry to the Chinese ciyd its facilities,
notas an asset for investment.

At alater stagen developmentfor instancewhen thedemand foraffordable housing tapers
off, or when formal social housingas ben developed at a largeand sufficientscale a
differential treatmet of China’s extrdegal housing could be considerdergo, institutional

changes catering for nelwousing functions could then perhaps be pursued:

) For ruralurban migrantsand low(er) income social groudpeho continue to live in
SPRH conversion intoqtatesupported}ocial rentahousing.

i) For thosewith the economic means and wisb sell voluntarytitling as affordable,
yet, marketable housingn the conditionof (whole or partial)paymentof the land

conveyancdee.

iii) For those living innferior-qudity housing, while sufficient alternative social housing
is available; émolition and cracking down arases of severe violatios of building

quality andspatialplanning (see also Jiang, 2014).

However, whatever option is consideredgovernment interventionshat aim to change
existing property rights arrangemendse betterguided by a thorough understandingtiog
meaning and function that actors accord to it.
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Appendix

[Insert Table 6: Characteristics of survey sample]
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