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Chapter 1
Urban Competitiveness of China:
Theoretical Hypotheses

1.1 Introduction

1.1.1 International Backgroud

Since 1990s, science & technology has been changing with each passing
day; global economical integration has been going ahead by leaps and bounds;
man has been facing not only a new era of information and knowledge, a new
era of globalization of economy and science & technology, but also a new era
of global competition. The global competition means the multi-leveling of
competitive subjects and the complicating of competitive ways as well as the
internationalization of competitive ranges and the all-side of competitive fields.

Urban competition is long-standing. In industrial society, there always is
competition to some extent among cities, moreover, at the same time, a city’s
ability to develop and compete can also exert the important influence on
competition and development of subjects of various economic activities. Although
enterprises are the most basic organizational subjects for economic activities,
the assembly economic effect always induces economical activities to assemble
towards favorable space in the forms of industries or industrial groups. The

cities or regions, as this kind of assembly space, naturally became into the
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economic units with relative independence. There are many differences in
social and economic activities’ content, method, performance, environment
and interests pursuit between cities and enterprises or governments, and
between cities and cities. For enterprises and industries, cities provide them
with the competitiveness basis of localization. The conditions and environments
specially owned by cities, such as resources, place, technology, knowledge
and culture, are the important sources for enterprises to win comparable
advantages and competitive edges. Countries realize international exchanges and
participate in international competitions not only through enterprises but also
through cities, thus, cities are the vital basis of national competitiveness. In a
giant country’s economy, the national competitiveness is the overall space of
the competitiveness of all its cities and regions. Concerning the relationships
between cities and regions, cities are the central cores of regions. The
competitions among regions, which depend on history, current situation and
potential of cities, are through cities and reflected in the form of urban
competitions.

The arrival of science & technology, information and global economy times,
is profoundly changing the space concept and decision-making arrangement of
global economy, science & technology and social activities. With the
formation, enlargement and adjustment of world city system, the place of
cities in international economy become more important, the trend of urban
global competitions become obviously enhanced, the competitions among
various-level international and national cities become fiercer and fiercer. First,
economic and global integration makes country boundaries less important and
thus limits the national power to interfere in economy. On the one hand, the
decision-makings of trades and investment, which used to belong to the fields
of national decision-makings, are gradually instead made by international
agreements or international institutions. On the other hand, the power of local

governments is eclipsing that of central governments. Especially, urban
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governments are playing important roles in supplying support to local strategy
planning, facilities construction and enormous and diversified economical
elements (including: education, information of new enterprises, health of
middle-and-small-scale enterprises, establishment of effective technological
connections among universities, companies and research centers ). Cities
begin to gradually master the dominant power in many fields. Second, the
changes of traffic and communication are weakening national protectionism
interference, tying cities all over the world into network system, shortening
intercity distances and building closer intercity contacts, at the same time, are
allowing more cities to realize freer contentions in larger ranges for markets,
capitals, technologies, talents and resources. Third, the technological
changes in production, distribution, traffic and communication are turning
economic activities into new international geographical division of labor,
therefore, global economic activities are conducted under both conditions of
centralized assembly and decentralized assembly: on the one hand, the
activities based on knowledge as basic industries, including conception and
design of technological products, sample making, trial production and
manufacturing of key components of products, are centralized in the special
regions which can attract high-quality labors. The top decision-making centers
and superior production and service industries of enterprises are gathered in the
regions that have advanced and perfect communication and information
equipment. On the other hand, under the situation that the remote
supervision and control of production process comes into reality, the
assembly, test and production of knowledge products and the production of
non-knowledge products decentralizedly gathered in the cities that have
favorable investment environment, low-psiced labor force and land and
convenient traffic and communication network. These two kinds of trends
simultaneously create new economic space that not only enlarges the world

urban system, but also reconsiders the centers and boundaries of the original
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urban system. The new space fights with the old one, the new centers
challenge against the old, thus, intercity relationships due to competitions are
constantly worsened. After 1970s, that a host of Asia-Pacific cities like Los
Angeles, Tokyo, Singapore and Hong Kong have rapidly become the cities
and regions of the strongest competitiveness in the world, is a strong
example.

The new era of fierce global competitions presents cities with close-related
fortunes and misfortunes. Opportunities are accompanied challenges, hopes are
by difficulties, success is by failure, and rising is by declination. In this
competitive times, countries and regions all over the world, especially the
governments of regions on both banks of the Pacific Ocean, in order to
realize the most favorable global strategy contentions in the new century, are
actively engaging in checking, cultivating and improving their urban
competitiveness. Compared with foreign countries, the issues on checking,

cultivating and improving urban competitiveness for China cities are more

urgent.

1.1.2 Internal Backgroud

As the economic existences only inferior to the state, China’s cities have
extra importance. China is a large economic country with large area of land,
where cities are hubs for interaction between central government and extensive
basic levels, and where urban governments are the representatives of the
central to manage and control the locals. China’s state-owned economy
dominates the national economy, that is to say, the government on the one
hand is the representative of state-owned assets and has important power to
make decisions on, manage and control the operation of state-owned assets, on
the other hand exerts economic and administrative management and intervention
in national overall economic operation. In 1980s, China conducted the

decentralizing-power-to-the-local reform, and urban governments, as the
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primary-level local governments, began to possess more power. Urban
governments, as the representatives of local state-owned assets, are
responsible for the operation of local state-owned assets, at the same time,
exert important interference in local economic operation with dominant power
on production, investment and facilities construction, etc. Particularly in
recent years, after the central government implemented the reform policy to
utilize cities to help counties and to utilize central cities to pull regional economic
development, the position of cities in the country has become more
important. The industrialization, marketing transformation and internationalization
of China’s economy have enhanced the development of China’s urban
economy. When China’s economy reaches the new stage that urban
development is being accelerated, China’s cities, as regional even national
economic focus and pioneer, will play more important roles.

Scientific & technological revolution and global economy provide Asia-
Pacific regions including China with unprecedented opportunities and
challenges. Participating in global economy and international division of labor,
preliminarily linked with world urban network system, many China’s cities,
especially the coast cities, are first affected by the pressure to be controlled by
international cities. With industrial goods coming into like tidewater from
developed countries, China’s traditional industrial cities are declining. Compared
with China’s coast cities, many other Asian cities anticipated or surpassed the
old-timers as the latecomers in absorbing industries, technologies, funds and
trades transferred from foreign industrial countries. In front of the fleeting
opportunities, at the key time to decide urban fature position and prospect,
China’s coast cities are facing huge competitive pressure from surrounding
countries and cities.

Due to limited integration in China, compared with the competitions
between China’s cities and oversea cities, the competitions among China’s

domestic cities are dominant. However, the blind development and ill
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contentions of many China’s cities seriously restrict the development and
improvement of urban competitiveness of China’s cities, enterprises and the state.

In attracting international funds, technologies and industries, many domestic
cities blindly contest to put forward preferential policies, presumptuously
reduce or remit taxation and transfer the use light of land at low prices. Some
individual cities even transfer the use right of land free. This kind of negative
interaction of the preferential policies in various cities allows international funds
to gain profits from it and make the state and cities loss their interests.

In positioning functions, many China urban governments overstate blindly
their advantages and build up their own functional positions at will. In 1990s,
there were more than 40 cities that put forward the slogan to build
international city; there were hundreds of middle and small cities aiming to set
up big metropolis. Blindly positioning created the pre-construction and
reconstruction of facilities and led to the idleness and uneconomical using of
facilities.

In selecting dominant industries, many cities ignore their own advantages,
disadvantages and the complementary inter—city relationships, engage in “small
but complete, big and complete”, or are eager to be after the well-profitable
projects. From the arrangement plan of dominant industries of China’s main
cities during the ninth 5-year period, it can be found out that the dominant
industries chosen by these cities heavy-similarly centralized in machinery,
automobile ( motor ), chemical, medical and electronic industries. The
similar industry structures result in urban industry’s reconstruction, over-
competition and serious waste of resources.

In urban development paces, eastern cities develop at constantly accelerated
speed, but at the same time, middle and western cities grow at relative slower
speed. Therefore, productive elements move further towards eastern cities and
the differentials between eastern and middle-and-western cities become larger

and larger. The. unbalance of inter—city development brings about serious social
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problems.

The 21st century is the century of urban development and competition. Facing
common opportunities and general problems, China’s urban governments not
only need to understand the key in global times to determine and influence
urban competition and development, but also need to be clear about their
own positions and situations as well as their advantages and disadvantages. In
order to capture the top position, China’s cities need to check existed
competitive and development strategy and need to master the edges and tactics
of victory.

National competitiveness now becomes the most concerned matter by
economic departments, industrial departments, financial departments and
labor departments of the governments of various countries. In the 21" century,
economic competitions among countries are mainly reflected in urban
competitions. To great extent, China’s global competitiveness will depend on
whethe we can establish a batch of cities and city groups that have global
competitiveness?. To deal with global competitions and to raise China’s
international competitiveness, China’s central government urgently need to
learn the situation of various cities to formulate and perfect China’s region
pattern and developmental strategy.

In the 21" century, with development and competition more global and
international, the role and influence of transnational corporations will be
realized mainly through the urban global competition. Cities will become into

the more important sources of enterprises competitive advantages®. To realize

@® Wang Maolin, “Summarize 50-year developmental Practice, Study the 21" Century’s Developmental
Strategy, Enhance Fully China’s Urbanization and Modernization-Report on the 3™ Representatives’
Conference of China Urban Economy Association” .

@ Wang Maolin, “Summarize 50-year developing Practice, Study the 21" Century’s Development

Strategy, Enhance Fully China’s Urbanization and Modernization-Files of the 3™ Representatives’

Conference of China Urban Economy Association” .
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the victory of competition and the success of development, domestic and
oversea cities need to understand thoroughly the current situation and
potentials of urban competitiveness, to absorb advantages and to grasp
opportunities.

In the 21* century, a human’s development and competition will be more
overall and complicated, and cities will more and more become the main
sources of citizens'power. People can gain more free developmental
opportunities and enjoy more value and welfare only from the cities that have

stronger competitiveness.

1.1.3 The Line and Method of the Research on Urban

Competitiveness of China

The research on urban competitiveness will be a hot international subject. It
is a exploiting action of important realistic significance to research on China
urban competitiveness.

This paper employs the form of positive analysis, and strictly complies
with: a. putting forward the theoretical hypotheses and the relevant
hypothetical conditions; b. establishing the theoretical models and resulting in
the main concrete conclusions; c. testing the experience of the theoretical
hypotheses and models; d. putting forward the new models.

During testing the basic theoretical hypotheses and conducting the positive
analysis, the paper mainly employs two measuremental and analyzing
methods.

The Principal Component Analysis is employed to calculate and analyze the
resultant force and component forces of the competitiveness.

The Fuzzy Curve method is employed to test and analyze the relationship
among urban competitiveness’resultant force, component forces and their

concrete elements.

The indexes involved in this paper consist of two classes of the qualitative
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and the quantitative. The quantitative indexes are mainly from national standard
statistics figures and the data assessed by professionals. The qualitative indexes
are gained through inquiry survey of professionals and residents. The figures

have been processed standardizedly and quantitatively.

1.2 Basic Hypotheses of Urban

Competitiveness

1.2.1 Urban Income and Urban Competitiveness

1.2.1.1 Utrban Value Income

Income issue is all the time the most generally-existed and the most concerned
issue in the society. To gain income, namely profit, is the basic economics
research issue as well as the pursued objective, competitive focus and conduct
dynamics of conduct subjects. The amount of income is also the external
reflections of performance and ability of conduct subjects. The income of general-
existence and extreme importance is the general basis and common dimension by
which the conduct subjects compare with one another in various aspects.

A city is a relatively independent conduct subject, which usually pursues
development for interests and participates in competitions for benefits. As a
compared concept, income condition is a multi-dimensional and comprehensive
concept, including income components, income scale, income efficiency,
income growth rate, and growth sustainability. Income efficiency means the
income per unit of cost; urban income scale means the size of amount of
income output within a certain period; income components mean the urban
currency income components ( such as urban reputation, place, image,
natural environmental quality etc) ; the income growth rate is the ratio of the

income scale in reported base period to the income scale in base period. They
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can be expressed as below.

The urban income scale and components are; P =P,, in which, P is the
income scale, P,is a certain concrete income.

The urban income growth rate is; R =P, /P, X100% , in which, P, is
the income scale in base period, P, is the income scale in reported period,
and R is the income growth rate.

The urban income efficiency T = P/C, T is the income efficiency, C is
the total cost, C,is a certain concrete cost, P is the total income, and P,is a
certain concrete income.

The income condition of a city can be described at different angles. In
macroscopic and overall dimension, it includes the total currency income and
total non-currency income. The urban GDP and its growth reflect the urban
currency income, which is the most important component of urban income,
is also the basis and the important source of urban non-currency income, and
thus plays a vital role in urban performance. Without overall growth of GDP,
urban full employment, education, public health, entertainment even urban
image and residents’ human right can’t be improved accordingly. Many urban
incomes always are the transformed forms of GDP, namely the transformed
forms of currency income. Naturally, while considering the improvement that
GDP and its growth bring about to income condition, we should also
consider the investment of element cost. On the other hand, when the
growth results in increased crowdness, pollution and inventory and even
welfare loss more than income, the pure GDP growth will on the contrary
result in the decrease of net income. At this time, the contribution of GDP
and its growth to urban income is negative, which equals to the GDP income
minus the loss caused by GDP and its growth.

The income that a city gains through external competitions is the important
component of its income. The substance of urban competition is to fight for

resources and capture markets. It is concretely reflected in the moving and
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transfer of funds, resources, talents, service objects, service fields,
information etc among cities, regions and countries, in accordance with the
maximum profit prin iple. At the output angle, competitive income mainly
means the competitive income in the aspects of regional trade investment,
service etc. Due to the development of global economy and transnational
corporations and the springing-up and development of internal trade and other
non-trade activities of firms, the forms of urban trade income is more and
more comp;licated and difficult to measure. However, urban foreign trade is
the main income source of competitive income of many cities, which also
have important pulling role in increasing urban income. The indexes reflecting
trade performance should be a system that includes trade scale, structure
growth or market share, trade added-value and growth rate. But, in general,
the contribution of trade to urban competition and increased income is falling
down. Because investment consists of both domestic and foreign investment,
the investment income is also reflected in two parts, namely the domestic
investment income that is part of internal increased income construction, and
the foreign investment income that is not included within the increased income
construction but can be reflected in residents’ income construction.

From microscopic view, urban income is the collection of various conduct
subjects’ income. First, a city is a collection of population. Therefore, urban
income condition can be reflected through the residents’ income condition of
cities and towns. Microeconomics has a basic hypothesis that economical
persons pursue maximum profit, namely maximum income. The income can
come from currency elements such as goods and services in the market, as
well as from other non-currency elements such as reputation, dignity,
leisure, fresh air, clear environment etc. The problem lies in that the
economical persons’ income consists of these currency and non-currency
elements, but different person has different preference, different maximum

profit construction and different understanding about the maximum profit,
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that is to say, only individual knows what his or her maximum profit
means. Moreover, at the same time, there exists dilemma conflict among
various variables in economic life, therefore, the selfish decision-makings in
front of individuals’ interactive conflicts will result in very complicated
interactions, namely, a person’s income increase always led to another one’s
income decrease, so, the collection of individuals’ maximum profits is
probably neither the maximum urban income nor the most perfect urban
economic performance. PAlthough the theory that urban income condition is
the collection of urban residents’ income is perfect, it hasn’t gained the sole
solution in practices, naturally, however, the residents’ income condition is
the microscopic basis of urban income.

Cities are the collection of industries as well as population. Especially since
the industrial society began, the urban competition and development have
been mainly realized through city industries, and the main body of urban
economic income should been made up of the developmental and competitive
income collection of all urban enterprises and industries. The industrial income
means the value-added income gained by industries creating valuable
products. It is worth to notice that industrial income doesn’t include urban
natural income, moreover, non-perfected industrial growth might also result
in the loss of nature and inherent income and regenerated income, and the
industrial income doesn’t include other non-currency incomes. We define
urban industrial income as the value collection and the net added value created
and realized by internal and external industries controlled by a certain city. The
urban industrial income means urban industries value increasing scale,
increasing rate, gained income and sustainable extent. As a result, the

collection of enterprises’ value income comprises the income body of urban

@ Yang xiaokai, Zhang Yongsheng, “Introduction of New Classical Developmental Economics”

Research on Economy, 15, 7, 1999.
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