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- Abbreviations
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:

FBIS-CHI Foreign Broadcast Information Services—China
FDI Foreign direct investment

GDP Gross domestic product

GNP Gross national product

GVIAO Gross value of industrial and agricultural output
GVIO Gross value of industrial output
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TEU Twenty-foot equivalent unit
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; The Dynamics 1
of Urban Growth:

/
g ‘Locatzon Size, Structure,
- and Reforms

Gazing a few decades into the future, optimists see China moving steadily
to the top of the economic league. For example, several sources forecast
that China will be the world’s second largest economy by 2005 (Austra-
lian National University 1995) and the world’s largest economy by 2020
(Australia 1997; OECD 1997). Although China’s per capita income might
still trail behind that of some Western economies, in the aggregate China’s
domestic product will be the largest. Many skeptics are not persuaded
that the recent high growth rates will persist for long. In their view, a
variety of systemic forces, some already apparent, will increasingly con-
strain China’s expansion in the years ahead. Both the optimists and the
skeptics base their assessments on an evaluation of China’s urban
economy, which is the principal driving force. This book should be of
interest to both camps. Its theme is the interplay of geography, size, and
industrial structure in determining the industrial vigor of cities. Its mes-
sage, which is abundantly illustrated by the experience of three Chinese
cities, is that turning each of these factors to the city’s benefit requires
sound policymaking. Unless initiatives are taken to exploit inherited
capabilities and to approach comparative advantage in a dynamic frame-
work, a strong production base can start to decay, pulling the city into a
vicious, downward spiral.

Reforms: Background and Framework

Reforms began inconspicuously in the mid-1970s. Farmers in a handful
of China’s poorest agricultural counties demanded to be released from
the commune system and returned to the autonomy of household pro-
duction. At first the central government resisted, but then, in the face of

1



2 The Dynamics of Urban Growth in Three Chinese Cities

agricultural stagnation and rural unrest, it cautiously permitted experi-
ments in Anhui, Guangdong, and Sichuan.! By 1978 these stirrings of
change had acquired sulfficient political backing and economic credibil-
ity for the government to announce a reform program at the plenary
session of the Eleventh Party Congress, held in December. The congress
signaled a break from the past and committed China to pragmatically
exploring pathways to modernization (see Fewsmith 1994 and Riskin
1987 for excellent accounts of the circumstances leading up to this deci-
sion). It was the beginning of the end of an era in which ideology was an
arbiter of institutional acceptability and a touchstone for policy.

What was initially a limited mandate for reform has grown with each
passing year to cover all facets of economic life in China. The Four Mod-
ernizations Program, launched in 1978, was pragmatic and experimen-
tal in outlook. Its ambitions for the economy were pitched high, but its
scope and the degree of institutional change anticipated initially were
rather narrow. They grew wider as reforms proved successful and gen-
erated “imbalances,” which could only be smoothed away by further
changes (see Lin 1994). In the earlier years, agriculture was the principal
beneficiary, and expansion in farm output accounted for about half of
overall economic growth. Agriculture, which until 1983 included rural
industry, grew at an average annual rate of 7 percent between 1978 and
1984 and was responsible for 30 percent of overall growth. Thereafter,
growth declined, averaging 4 percent annually for the remainder of the
1980s.

After 1983 the spread of reform brought industry to the forefront. Since
then, the urban industrial economy has been largely responsible for
China’s nonpareil industrial growth (which averaged 12 percent a year
between 1978 and 1995). This is a considerable departure from trends
that emerged shortly after the communist government came to power.
Maoist policies were colored by the earlier persecution of communists
in cities such as Shanghai. With its antiurban bias, the Maoist vision
considered cities to be parasitic and strived to contain “nonproductive,”
mainly service-related, activities (see Buck 1978; Murphy 1980; Chang
1994). One tenet that was never pursued aggressively was to unite city
and countryside. Others that were implemented to varying degrees called
for dispersing industry, building regional self-sufficiency so as to en-
hance defense capabilities, and curbing the growth of the urban popu-
lace. The Third Front policy, whose genesis was the perceived threat to
China following U.S. involvement in Vietnam, transferred some heavy
industry from the coast to the interior provinces and absorbed between
a third and half of all gross investment between 1966 and 1973 (see
Naughton 1988; Bramall 1993; Zhao 1996).

Urban industrial change in China since the early 1980s has followed a
circuitous path, and the next step is still being teased forth (see Shirk
1993; Fewsmith 1994; and the commentary in Yang 1996b). Inevitably,
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the story emerging is complex, but its principal elements are now fall-
ing into place. First, China’s reforms do not constitute the unfolding of a
grand design; rather at each major juncture they have been a hedged
and extensively brokered response to emerging contingencies.” For in-
stance, once the government eased controls on agriculture, permitted
rural markets, and encouraged collective industry to expand, the result-
ing dynamic generated pressure to allow urban industrial enterprises to
face the new competition from rural producers. Thus each round of re-
forms has carried the seeds for future actions.

Second, China’s size and its long history of decentralized manage-
ment within a unitary framework have meant that reforms are interac-
tive (with the initiative shifting between central and local players), de-
fined in broad terms, interpreted variously, and implemented unevenly.
At the outset of the reform era, the balance of power might have favored
the center. But with central leaders having to build coalitions (or fac-
tions) composed of party, provincial, and People’s Liberation Army lead-
ers to shore up their own positions, power has tended to become more
diffused (Dittmer and Wu 1995 discuss the importance of personal rela-
tionships and factions in Chinese politics). The prosperous coastal prov-
inces have acquired a bigger say in the conduct and pace of reforms
under the decentralized regime. While retaining the role of key
decisionmakers, central government leaders have had to listen, negoti-
ate, compromise, and occasionally retreat in their dealings with other
national stakeholders. Increasingly they have had to respond to the de-
mands of the “selectorate,” a term Shirk (1993) uses to describe the key
central and provincial players.

Third, gradual administrative decentralization since the late 1970s,
the rise of rural industry, and price reform have all influenced fiscal de-
centralization. The last, in turn, has profoundly increased the incentives
to introduce new changes. Administrative decentralization has trans-
ferred more autonomy to China’s 30 province-level units (prior to 1997,
when the city of Chongqing was added as the 31st province-level unit),
which have delegated authority to the 2,166 county- and lower-level
units. Rural industrialization has provided local governments with ad-
ditional tax revenue and off-budgetary sources of income. And indus-
trial price reform has drastically eroded the profitability of state enter-
prises and the revenues derived from these profits. The upshot of all
these is a diminution of central administrative and fiscal capacity, which,
in turn, has moderated the central government’s ability to manage the
course of reforms or to take major initiatives. On balance, the course of
fiscal change favored the provinces and very likely induced rapid growth,
at least in the coastal region. But tax reforms introduced after 1994 re-
flect a cross-provincial agreement that too much decentralization, by
fiscally impoverishing the center, would be detrimental to macroeco-
nomic stability and national development.
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Fourth, nationwide growth and the double-digit rates at which rural
industry has expanded in many provinces have brought out two impor-
tant characteristics of the Chinese economy: the extraordinary sense of
place and the magnitude of social capital accumulated by China’s local
communities (social capital, a term coined by James Coleman, refers to
community organizations, associations, and networks). Local networks,
associations, and kin-based ties help generate resources, the institutional
arrangements to minimize entrepreneurial risk, and the capacity to pro-
vide effective governance, all of which are necessary for development
(see Keating 1995). To an unusual degree, history and tradition have
equipped China for decentralized development.

Fifth, from the very start, industrial reform has been a carefully
circumscribed process, which has kept pace with other reforms. In addi-
tion, because ownership of state enterprises is distributed across the cen-
tral, provincial, and municipal governments, all parties have had an
interest in proceeding cautiously. They have been forced to do so
because enterprise reform in China affects well over 100 million work-
ers, who constitute the most powerful political bloc in the country. Fur-
thermore, a very large proportion of China’s industrial capital is tied up
in the state sector, and any radical moves to impose market-based solu-
tions on the public sector would quickly bankrupt between a third and
a half of all state enterprises.

This brings us to the final point. China’s transition to the market has
been successful and prolonged for several reasons. It has succeeded be-
cause decentralization mobilized local governments to provide the ad-
ministrative infrastructure needed to ignite and sustain the growth of
industry and the elaboration of markets. It has been prolonged because
all the principal players want to reform the state sector gradually. In this
way, they minimize the risks of potential upheaval and the costs for the
urban workforce. This does not mean that the social costs have been
dissipated, only that they are being shouldered by the dynamic segments
of the economy.

China’s Urbanization

If we examine the pattern of urbanization in China from the start of the
century to the present day, the first four decades saw rapid urban growth
with a concentration of population in port cities and in cities strategi-
cally located along major transport arteries. War and dislocation during
the 1940s interrupted the process, which resumed once the communist
government restored order in the early 1950s. That is, a normal tendency
apparent worldwide reemerged, with more and more people gravitat-
ing toward cities, especially those in the coastal belt. Urbanization crested
in 1960, with about a fifth of the population residing in cities.
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Thereafter, China diverged sharply from the normal pattern.’ The share
of the urban populace actually fell, and the growth of major cities, such
as Shanghai, was curbed as some manufacturing plants and workers
were shifted to smaller cities in the deep interior. Until the 1970s, severe
restraints on mobility, enforced mainly through the hukou (household
registration) formally introduced and implemented since 1958, checked
the flow of people to cities (see Ma and Fan 1994). The hukou deter-
mined access to housing, basic foodstuffs, and urban services such as
education and health care. Use of the hukou to limit rural-urban migra-
tion and even movement within cities, together with the transfer of sev-
eral million city youth to rural areas, helped to maintain the level of
urbanization at a nearly constant 19 percent between 1960 and 1980 (Zhou
1991). Step by step, however, these restraints have been scaled back and
the antiurban bias erased. The result has been a surge in rural-urban
migration (Chang 1994 notes that 117 million people migrated to urban
areas during 1979-90, most of them on a temporary basis; also see
Goldstein 1990; Gui and Liu 1992). Because development has been most
rapid in the coastal provinces, cities along the eastern seaboard have
attracted the largest number of migrants. Once a rarity, throngs of visi-
tors and migrants are now commonplace in the coastal cities. Their pres-
ence, which is especially visible around railway stations, is evident
throughout the cities, and they contribute significantly to the workforce
on construction sites, in some service activities, and in certain assembly
industries.

This reversal in urbanization policies has restored the “normal” pat-
tern of urban growth. According to estimates by the State Statistical
Bureau, China’s urban population, which was 134 million in 1980, was
478 million in 1994, or roughly a fifth of the total for developing coun-
tries.* It is growing at close to 6 percent a year, which is among the high-
est rates for developing countries. Kojima (1995) estimates that the ad-
justed rate of urban population growth during 1982-91 was 6.2 percent
a year, which has no precedent in economic history. The number of cit-
ies rose from 223 to 622 between 1980 and 1994. In 1994 China had 32
megacities, 42 large cities, 173 medium cities, and 375 small cities (see
the appendix to this chapter for definitions). Currently, China’s urban
economy—industry plus services—is the source of two-thirds of gross
domestic product (Gpp). If current trends persist, the number of urban
dwellers will have doubled by the turn of the century, and all but a fifth
of national output will be generated by urban areas.

For these reasons, an analysis of China’s urban economy that adopts
a geographic perspective and is informed by historical trends extending
to the beginning of this century can be profitable in three ways: first,
attention to geographic and historical angles can enrich the economic
analysis of recent development in China; second, concentrating on the
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urban industrial sector, which is the hub of economic activity, makes it
easier to apprehend the interplay between reform and growth; third, a
well-honed sense of urban dynamics is critical to appreciating China’s
future economic prospects and to understanding what further reforms
will be required to deal with old problems still unsolved and new ones
lying in wait.

Selecting Three Cities

There are several alternative methods of analyzing China’s urban
economy. It can be done on a macro scale using a broad brush and com-
posing a picture from aggregate trends and the pattern of urban devel-
opment seen on a national scale. At the other extreme, a single indus-
trial subsector can provide insight into certain aspects of urban change.
For the armature of our story, we have juxtaposed the macro and the
subsectoral experience of three major and strategically situated cities:
Guangzhou, Shanghai, and Tianjin (see figure 1.1). These cities were se-
lected for several compelling reasons. First, they are among the most
important urban centers in China, and two of them enjoy the status of
provinces.” The State Statistical Bureau puts their combined industrial
product at 9.9 percent of China’s industrial output in 1994.¢ Second, they
share certain similarities—each is a major industrial center with a coastal
location, a rich hinterland, and a privileged place in China’s urban and
industrial history. Third, the differences among them are also signifi-
cant, and their industrial structure varies considerably—it is most di-
versified in Shanghai and narrowest in Guangzhou—but there are signs
of convergence, as Shanghai and Tianjin have begun to concentrate on
fewer core activities and have joined with Guangzhou in emphasizing
the development of producer services. Examining their experience can
help to uncover the forces driving this convergence. Fourth, all three
cities have been active reformers, but their reform programs have dif-
fered in timing and scope and in the determination with which they
have been implemented. A comparison across the three cities highlights
the efficacy of reforms in overcoming obstacles and in exploiting ad-
vantages.

Modern industrial development commenced in Shanghai in the late
nineteenth century, and the city has remained China’s foremost indus-
trial center. Shanghai’s hinterland, which encompasses the lower Yangtze
valley, is the richest in resources and one of the most densely populated
regions of China. Tianjin, with its fine deepwater port, initially gained
significance from its proximity to Beijing and the industrial cities of
Liaoning Province. From being a transport hub, it has grown into a lead-
ing industrial center. Guangzhou’s industrial presence is of a more re-
cent vintage. An old administrative and trading center of the Pearl River
delta region, Guangzhou acquired a modest manufacturing base in the
1960s and 1970s. However, the extraordinary acceleration of economic



Figure 1.1 Three Cities and Their Hinterlands, China
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