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On the Contractual Nature of City
JIAO Yong-li', YE Yu-min®
(1. Department of Teaching and Research, China Executive Leadership Academy Pudong, Shanghai 201204
2. School of Public Administration, Renmin University of China, Beijing 100872)

Abstract: Despite of its many disputes, urbanization studies are attracting more and more research in-
terest. It is urgent to develop a unified theoretical framework. Based on literature review of three theo-
ries including New Structural Economics, New Classical Economics and New Institutional Economics,
this paper attempts to develop a Macro-Contract-Structure theory and propose a curve model within
transaction costs according to MSC theory. Taking this theory as analysis framework of urban develop-
ment and urbanization, this paper demonstrates the contractual nature of city and argues that a city can
be regarded as special “product” which is produced through the cooperation of public goods (provided
by government) , entrepreneur, human capital, land and other productive factors. In this process, all
kinds of productive factors are organized in structural contracts and in turn receive reward. The collec-
tion of these contracts can be regarded as the urban economy. The nature of urban development is to
reduce the institutional cost by improving the contractual structure. Finally, the challenges of urbani-
zation in China are analyzed from the perspective of contractual structure, including: (1) Between ur-
ban and rural areas, the main problem is the existence of differences in property rights system and the
level of public services; (2) Concerning urban hierarchical system, the main problem is the structure
unbalance and factor market segmentation; (3) In the urban areas, the main problem is the distorted
contractual structure and institutional reverse subsidies.
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