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Abstract: This paper aims to explore the political economy relationship between state-led economic
development intitatives and industrial productivity in Shanghai’s Pudong special economic zone. Shanghai’s
municipal government has made use of both physical (infrastructure provision, construction financing) and
regulatory (tax breaks, deregulation) incentives to attract foreign capital and knowledge in the hopes of
developing a globally competitive finance sector hub and spurring job growth and tax revenue gains. Do these
investments provide positive economic spillover effects to the city’s historically vital manufacturing sector, or
are their benefits isolated spatially or sectorally? Through an analysis of statistical indicators and interviews
with stakeholders, I suggest that Pudong has successfully become a regional financial hub, but that the
government’s large stake in property development has made municipal finance unsustainable and has alienated
the manufacturing sector.
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This paper aims to explore the political
economy relationship between state-led economic
development initiatives and industrial productivity
in Shanghai’s special economic zones (SEZ).
Following its designation as an SEZ in 1990,
Shanghai’s Pudong New Area (PNA) has helped
catapult Shanghai to its status as China’s economic
“dragonhead” – the symbolic face of China’s historic
entrée to the global economy. Chief among the
PNA’s various sub-districts is the Lujiazui Finance
and Trade Zone – a new central business district
(CBD) that has quickly become a global center of the
financial and high-tech services sectors. Shanghai’s
local government has aided in its growth through
development financing, preferential land leases,
infrastructure provision, and regulatory reform. It
is purported that these municipal investments will
pay off in the form of increased tax revenues, jobs

for local residents, and other positive economic
spillover effects. But the government’s investment
in the advanced services economy in general and
Lujiazui in particular often come at the expense of
Shanghai’s more historically important industries—
manufacturing and trade—and disproportionately
benefit foreign firms. Do these investments provide
positive economic spillover effects to the city’s
historically vital manufacturing sector or might the
government’s zealous confidence in these highprofile sectors spell a hollowing out of the region’s
robust economy? Through a case-based approach
using analysis of several statistical indicators and
interviews with various stakeholders, this paper
will seek to determine if causation exists between
Shanghai’s municipal government’s outlays and
reforms in Pudong, and the district’s influence on the
economy at large.
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Hypothesis
By focusing on hard infrastructural and
property improvements and underestimating the
value of regulatory reform, Shanghai’s massive
Pudong project has fostered great services sector
growth and bolstered local tax rolls, but in so doing,
has inadvertently alienated the manufacturing
economy.

southern China as a testing ground for its new trade
liberalization strategy: the SEZ.
SEZs are not unique to China, but
their widespread implementation and unique
responsibilities have altered China’s economic
landscape more profoundly than perhaps any other
reform since 1978. China’s SEZs are “spatially
delimited” “incubators of economic reform” from
which the government can “learn how to deal with
market economies in a controlled environment” and
individual provinces can “exploit [their] competitive
advantages” so that reform could be “initially
localized, and opposition to change defused”
(Webber, Wang and Zhu 2002, 133,143, 240).
China’s SEZs are a diverse and ever-changing subject
of inquiry. I have chosen to focus on one in particular
to provide as specific and local an investigation as
possible. It is impossible to speculate about what
Shanghai’s economy would look like today had the
SEZ never been introduced. But Shanghai’s economy
has no doubt benefitted from countless other local

Background and rationale
Beginning in 1978, China’s leaders initiated
a series of sweeping political and economic reforms
that would bring China into the world economy,
initiate a mass migration into the newly productive
cities, and set the stage for further economic and
social policy liberalization. The story of China’s post1978 economic development has largely been one
of controlled trade liberalization within strategically
prescribed boundaries. Just two years after Deng
Xiaoping’s historic economic reforms in December
1978, the government in Beijing chose Shenzhen in
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and national policy reforms, stimulus packages, and
social, geospatial, and fiscal events. For the sake of
brevity, these will not be detailed at length in this
paper, but it is important for the reader to understand
that various impetuses have been at work outside of
the scope of the SEZ.
Shanghai’s historic economic importance
was one reason the central government decided
on Shenzhen—then an economic backwater—for
its SEZ experiments. But following their runaway
success in growing manufacturing and export
capacity in the 1980s, the central government
initiated many similar strategies throughout China,
and one of the most significant in Shanghai. Of
course it is important to remember that the reasons
for Shenzhen’s success (mainly its proximity to Hong
Kong) could not be duplicated elsewhere. Each of
China’s SEZs was given a chance to determine its
own economic and geographic advantages within the
confines of these new boundaries.

In 1990, the Pudong New Area was
designated as an umbrella SEZ on a large swath of
farmland across the Huangpu River from central
Shanghai. As the “dragonhead” of China’s rapidly
emerging economy, Shanghai’s Pudong was to focus
on attracting finance, technology, and other advanced
services, and serve as a shining example of China’s
newly sophisticated economic heft. By almost every
measure, Pudong has proven a Chinese economic
“miracle,” and has become the envy of developing
economies throughout Asia and indeed the world.
But because of the speed of its growth and
the complexity of its institutional political economy,
it has been difficult to identify the reasons for its
success, and isolate the impacts of one strategy from
another.
Shanghai’s municipal and district
governments have employed a litany of both soft
(deregulation, tax incentives) and hard (financing,
infrastructure provision) tools to lure the developers

Figure 1: Actors and processes in Pudong’s development
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and firms they hope will catalyze growth for the
local economy by attracting foreign capital, talent,
and technology (Olds 1997). Governments in turn
expect a return on these investments in the form of
tax revenue, jobs for locals, and recognition from the
central government.
But Shanghai’s SEZ experiment exists within
the very particular political economy of a centralized
Communist leadership effecting massive economic
growth via steady and deliberate market-oriented
reforms. But rather than follow a strict path toward
a free market and abandon socialist tenets, China’s
reforms have been justified as “legitimizing the
leadership of the Party-State and achieving economic
development and social stability” (Webber, Wang
and Zhu 2002, 226). Indeed reforms were made as a
response to “the failure of the central government to
maintain fiscal solvency and thus, autonomy” (Wu
2003b). Despite astounding gains in physical and
economic development and reductions in poverty,

China’s leaders have paid notably little attention to
“global governance, international finance, inequality,
and protections for workers” (Webber, Wang and Zhu
2002, 231).
Studies of China’s development over the
last 30 years are typically concerned primarily with
either the organizational and philosophical changes
in governance, or the economic implications of a
rapidly opening, developing nation, with analyses
of special economic zones usually employing the
latter. But neither operates independently of the
other, particularly in China where the Communist
Party retains a massive stake in the economy, despite
reforms.
It is this complex cycle of public and private
sector inputs and outputs that has made possible the
so-called Pudong miracle (Figure 1). Governments
provide certain resources and concessions to various
economic actors in the hopes of getting certain social
and fiscal benefits in return. This intersection of
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municipal governance and urban economic output in
the context of a special economic zone is the gap I
hope to fill with this paper.
Through property-led development schemes,
Shanghai has been able to attract the foreign firms
and capital it desires to enter the ranks of a world
financial center and please the central government.
Strategies of this type presumably do not create
many local jobs and are costly in terms of tax
incentives and infrastructure expenditures. But do
these development projects create positive economic
spillover effects that might prove more explicitly
beneficial to local government and the economy at
large?

groups, an abundant supply of competent salaried
managers, and an abundant supply of low-cost,
well-educated labor” (8). While China wasn’t the
focus of Amsden’s work, it is clear that China’s
export-oriented growth thus far rode not on invention
or innovation but on a borrowing of rudimentary
technologies that would cheaply supply the demands
of foreign consumers thanks to wage competition.
The prospect for such knowledge and skill
transfer was the main impetus for China’s leaders
to open the gates to foreign investment in the early
1990s (Olds 2001). Pudong’s planners themselves
hoped to take advantage of the introduction of
“advanced technology” and “advanced management
expertise” from the very beginning (Zhao 2008, 26).
The Pudong SEZ was a physical attempt to engender
learning via global-local corporate co-location, or
clustering. Today, China, like many competitive
economies, is desperate to capitalize on home-bred
innovation. Whether it can successfully achieve this
using a top-down entrepreneurial state approach
will be a question whose answer will be closely
monitored by its international competitors.
Whether there have been a set of sociocultural
or political “preconditions” inherent to the economies
that have successfully transitioned to industrial
development has been the topic of much debate
through the 20th century. By showing how different
the circumstances were between the industrialized
countries, Gerschenkron (1962) suggests that
these preconditions are not so important. His
theory negates some of the assumptions made
by his contemporaries that “Western industrial
countries provide a model for the future of the
developing world” (Logan and Fainstein 2008,
2). Industrialization processes employed by socalled backward countries in 19th century Europe
showed “considerable differences” from already
industrialized countries both in terms of speed of
development and the industrial and institutional

Literature review
1.
Theoretical framing
The next section will consist first of a review
of the literature as it relates to economic development
in Asia more broadly, followed by a closer look at the
literature surrounding the contemporary political and
development environment in Shanghai in particular.
In order to ground my hypothesis regarding the tight
interrelationship between the economy and the state,
I will focus on the political economy approaches of
“learning” and the “entrepreneurial state.”
Learning is the way late industrializing
countries borrowed technology to compete in the
global marketplace, rather than by invention or
innovation as did England, the US, and Germany
in the last industrial revolutions (Amsden 1989).
Learning is characterized by competition via low
wages, state subsidies, and “incremental productivity
and quality improvements related to existing
products” (5). The conventional explanation for the
rapid development of Japan, Korea, and Taiwan is
that of free-market principles. However, Amsden
posits that the institutions responsible for late
industrializing countries’ rapidity of growth are
“an interventionist state, large diversified business
5

profiles that emerged from them. But what seems
to be the truly unifying factor is “degree of
backwardness.” That is, a clear relationship exists
between an economy’s ability to industrialize, and
its technological “backwardness.” Growth is most
easily achieved when measured from a small base.
This has of course been the story with China since
the economic reforms of the 1980s – GDP growth
has averaged between 8 and 10 percent almost every
year recorded. But now in 2011, as the second largest
world economy, China is expected to face some
difficulty maintaining the staggering speed of growth
that has propelled it to its current position. We should
also keep in mind that because of the vast size of its
population (and the high proportion of GDP growth
stemming from investment), China’s economic
success story has not translated into living conditions
on par with today’s rich countries.
But according to Gerschenkron, late
industrializers need not attempt to replicate the exact
modes and institutions that led to development; some
are able to create substitutes. That is, there are no
significant “prerequisites” for development. One
example is the role of banks: while England was
able to achieve steady industrialization via the slow
accumulation of capital stemming from trade surplus
and agricultural modernization, industrializers across
the English Channel (notably France and Germany)
were more dependent on small, entrepreneurial
investment banks (called crédit mobilier) to fund
large infrastructural and industrial improvements like
railroads, mines, factories, and ports. Here, Amsden’s
emphasis on the role of a strong state in the adoption
of foreign technologies engages with Gerschenkron’s
emphasis on the role of financial institutions; China’s
central government has taken a significant stake in
the country’s infrastructural expansion and industrial
productivity, while also playing the role of the nimble
entrepreneurial investor in the form of large national
industrial banks.

I also relied on research exploring the
correlation between finance sector GDP and
manufacturing productivity to provide the basis
for my question, ‘does the presence of Pudong’s
finance sector benefit the manufacturing economy?’
In a seminal regression analysis, Neusser and
Kugler (1998) found that financial sector GDP is
cointegrated with manufacturing productivity for
many OECD1 countries. They hypothesized that
“the presence of banks or insurance companies
reduces the need to hold savings in liquid but
unproductive assets and thus secures additional funds
for investment in productive capital” (638). This is
incredibly helpful for application to China, where
the development of a trustworthy banking system
has unlocked the investment power of hundreds
of millions of individuals and businesses that had
theretofore relied on ‘mattress’ savings. An even
more robust finance sector—and recognition on the
world stage—will depend on increased lending and
currency prudence.
While they may not cite Gerschenkron,
Chinese economic officials are proud to point out
that China’s development miracle took place within
much different institutional frameworks and engaged
in much different political economy strategies than
early industrializers or even their East Asian peers.
While China under Mao may have resembled the
controlled economy of the communist Soviet Union,
China observers today are quick to point to its
increasing semblance to a capitalist market economy,
though that comparison is not entirely accurate either.
Social capitalism and market socialism are terms that
have been applied to China’s unique conflation of
capitalist fundamentals within a socialist framework.
After World War II, Japan began to
demonstrate that successful industrialization could
be achieved outside of the realm of traditional
Western political economy, piquing the interest of
1 The Organization for Economic Cooperation and Development is a group of mainly high-income economies.
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researchers. Johnson (1982) offers that a strong state
is not necessarily antithetical to development. The
so-called Japanese economic miracle was achieved
through scrupulous public oversight of key
industries. The proactive role taken by the Ministry
of International Trade and Industry propelled Japan’s
rapid industrial growth beyond what might be
expected of a regulatory state, like the US model,
that takes a less involved approach. This allowed
Japan’s economic planners to make strategic longrange goals without the political pushback from
parties that might voice opposition, as in the West.
While China’s traditionally state-owned industries
are fundamentally different from this structure,
newer “privatized” industries in China still retain
significant government influence. Wu (2003a) argues
that the Keynesian strong state has been seen as the
singular mechanism for late developing countries
to “overcome the constraints of development” and
“catch up” (1681).
In 1993, the World Bank took partial credit
for what it termed the “East Asian Miracle,”
spurring a litany of close academic inspection
of those economies, especially after the 1997
Asian financial crisis. According to this generalist
theory, selective government interventions
succeeded when they “1) addressed problems in
the functioning of markets, 2) took place within
the context of good fundamental policies, and 3)
established and monitored appropriate economicperformance criteria” (iv). East Asian development
has been unique because economic growth has been
accompanied by decreasing income inequality,
though this too has come under closer criticism
recently. It should also be noted that the World
Bank and the Asian Development Bank both took a
significant stake in supporting the Pudong project in
its early stages and helping to finance its first decade
of development (Olds 1997).
In recent years, many researchers have begun

to take a much more critical look at the purported
success of China’s development planning, some of
whom question its sustainability or even its veracity.
Shen (2009) points out that certain regional industrial
development strategies have been huge (though
often downplayed) failures as a result of socioand geopolitical idiosyncrasies that are not easily
gleaned from traditional economic data analysis.
Despite significant state-led investments in industrial
incubation in southern Guangdong province, the
desired industries (autos and software) have seen
little actual growth. Patents and other R&D payoffs
accrue mainly to foreign firms/investors, even
though Chinese governments invest considerably
in accommodating them. Guangdong province
seems to be personally cut off from the central
government, i.e. local actors don’t benefit as much
from guanxi (a Chinese term for complex—usually
political—relationships) with Beijing. And as widely
suspected, guanxi plays a major role in public-private
negotiation, contract-awarding, etc. Thus these tacit
relationships play a huge role in determining which
localities benefit from preferential treatment from the
central government.
While much has been written about the role of
the state in spurring innovation and the economy at
large through procurement, grants, and relationships
with universities, China’s entrepreneurial state
model is quite unique. Even though much economic
development policy is handed down from central
planners in Beijing, we would be naïve to generalize
all of China’s cities and regions as uniformly and
uniquely “Chinese.” The close administration of key
sectors by top-down economic strategies is being
supplanted by a model wherein local governments,
now more autonomous and agile, are shaping the
individual economic goals for their respective
locales. Lei Wang (2011) has definitively described
the role of entrepreneurial local states in Chinese
urbanization. The entrepreneurial government
7

Table 1: Situating Pudong within Shanghai, 2010
Land area (sq km)
Population (10,000)
GDP (100 million yuan)
Secondary
Tertiary
Gross output value of industry (100 million yuan)
Investment in fixed assets (100 million yuan)
Sum value of exports and imports (USD 100 million)
FDI, projects
FDI, sum value (USD 100 million)
Patent applications
Municipal revenue (100 million yuan)
Municipal expenditure (100 million yuan)

Pudong
Shanghai
Ratio
1,290.63
6,340.50
20.36%
504.44
2,302.66
21.91%
4,707.52
17,165.98
27.42%
2,036.58
7,218.32
28.21%
2,639.47
9,833.51
26.84%
8,591.50
31,038.57
27.68%
1,432.30
5,317.67
26.93%
1,865.62
3,688.69
50.58%
906
3,906
23.20%
56.25
153.07
36.75%
17,587
71,196
24.70%
379.99
1,283.24
29.61%
475.58
1,792.37
26.53%

Source: Shanghai Pudong New Area Statistical Yearbook, 2011

is marked by firm-like semi-autonomy and a
pressure to compete with other cities. Municipal
governments now have the most power to spur urban
growth than any other scale of government. Urban
economic development has been quickened by a)
the bidding up of the price of land by limiting the
supply of developable land and b) providing land for
manufacturing at below-market rates in exchange
for investment. By restricting the land available for
development, the government was not only ensuring
the increased value of that land, but speculating
that the “urban” image of increased density would
further push prices upward. Endogenously, smaller
private developments are often disadvantaged as
the entrepreneurial governments seek the greatest
possible gain from larger industrial SOEs. This
model of economic growth and municipal finance
will certainly slow as the land available for
development decreases, and governments need
to develop new modes of maintaining municipal
revenue and an active local workforce.
Segal and Thun (2001) further that
developmental demands vary from sector to sector
and the “institutional structures that are required
to meet these firm-level needs” are usually not

national in scope, but local. Shanghai, due to its
unitary local bureaucracy and abundance of large
conglomerates, functions like a local developmental
state. Global market forces have played an exo-state
role in shaping the physical and economic profiles
of a handful of the world’s cities. Urban economies,
especially so-called global cities, can be independent
of, or at least not entirely dependent on, their nations’
economies (Wu 2003b). For several historical,
cultural and certainly political and economic reasons,
visitors to Shanghai today are likely to compare it to
New York, Sydney or Tokyo as much as to Wenzhou,
Harbin, or Chongqing.
The story of China’s development over the
last 30 years is closely tied to that of Shanghai,
not least because of Shanghai’s historic cultural
and economic preeminence. Shanghai’s role in
manufacturing and trade has closely paralleled
China’s rise to become the world’s largest
exporter. So a study of Shanghai’s economy
likely has implications for China’s, which is why
it is interesting, if not troublesome, to learn that
Shanghai’s local governments exert such control
over, and are so invested in, Shanghai’s local
economy.
8

of the land gives it great authority in promoting
development by foreign investors, and it uses glossy
artists’ renderings and grandiloquent public relations
literature to sell them their concepts (Wu 2000).
Once foreign capital has been successfully
attracted, it must then interact with local forces. By
deciding where FDI inflows can take place (through
SEZs) and by whom and how (by a case-by-case
review of applications), local governments exercise
a great deal of control over foreign investment
(Olds 2001). Wu (2003b) explains that Shanghai’s
government’s exploitation of land for economic
development purposes stems from a combination
of local and global factors. Following concurrent
socialist decentralization and economic openness,
development of land became more economical
than industrial surplus. Profit-seeking capital has
“withdrawn from the production circuit where
competition reduces the monopoly profit of SOEs
and has been redirected to the built environment
(Wu 2003b, 74). So central city manufacturing uses
have been displaced by more lucrative uses, and
are largely removed to suburbs or further up the
Yangtze River basin. As a result, “Chinese cities
are experiencing a transformation from places of
production to places of consumption (He and Wu
2005, 4).
Globalization (i.e. outside capitalist market
forces) has quickened the pace of China’s transition
to a semi-capitalist market system. Foreign investors,
as they were not subject to the same political
economies embedded in Chinese socialism, were
an early and integral contributor to land reform
and the land leasing system. So local governments
have taken an increasingly “proactive role” in urban
development in response to globalizing, marketizing
forces like intercity competition and the importance
of the knowledge/services economy (Wu 2003b,
59). As opposed to the managerialist role taken
by local governments under Keynesian principles,

2.

Background and context
For these reasons, and because Shanghai
will be the focus of the remainder of the paper,
some of the contextual literature that is specific
to Shanghai’s development should be examined.
Urban planning as we conceive of it in the West is a
relatively new phenomenon in China, existing only
under the auspices of central economic planning
prior to decentralization. Under central economic
planning, the role of urban planning was to site state
development projects – to “translate political goals
into a physical urban space” (Wu 2000, 1367). Now
local governments play an active role, and they have
made use of a number of planning and development
strategies both unique and borrowed from around the
world.
Wu (2000) unpacks the concept of “place
promotion” as it relates to the central and local
governments’ attempts to attract investment to
Shanghai’s Pudong through infrastructure provision,
tax incentives, and city marketing. Place promotion
can be divided into two practices: “city at work”
(low taxes, business-friendly, cheap labor) and “city
at play” (abundant culture, high quality of life) (Wu
2003b, 56). Where Shanghai has succeeded in the
former, it has only recently begun to recognize the
importance of the latter.
Pudong has led Shanghai’s radical physical
growth and change through the physical investment
that has followed strategies of place promotion. For
example, the foreign design professionals who were
tapped to consult for the master plan of Lujiazui
were utilized in part to draw media attention to
Lujiazui’s development. None of the architects’
submissions won; rather Lujiazui’s planners built a
rough amalgamation of each of their contributions.
Nevertheless, Wu believes this outside influence
helped transform the rigid top-down planning culture
to some extent. The government’s direct ownership
9

civic boosterism and city marketing have become
the hallmarks of the new entrepreneurial city (Wu
2003b).
Contributing to the literature on the
relationship between the global economy and real
estate trends, Wang, Yang and Liu (2010) found a
positive correlation between a Chinese city’s “urban
economic openness” (measured by the ratio of trade
volume to GDP), and its real estate prices. They
theorized that an export-oriented urban economy
would boast higher productivity which would lead to
higher wages and eventually higher real estate prices.
This will be of particular importance to Shanghai
(arguably China’s priciest and most “open” city) as
high land prices potentially drive out some of the
industrial functions that have made it so robust in
global trade.
So Shanghai’s entrepreneurial local
government has engaged in both place promotion
and place creation in its pursuit of a presence on
the world stage. Much has been written about the
characteristics of the “global financial city” and
its potential duplicability (Sassen 1999; Elliot
2011). Sassen outlines the gaping difference
between London and New York (the hegemonic
financial centers) and the “gateway” cities, those
more nationally focused operations hubs like
Shanghai. She offers two critical ingredients to
global financial status: national consolidation and
market liberalization. London in particular has
achieved a successful cluster of world financial
operations thanks to its sophisticated regulations and
“denationalized platform” (Sassen 1999, 84). Tokyo
for its part has failed to become a global financial
center because it neglected to accept international
accounting standards; it “stayed too Japanese”
(Sassen 1999, 86).
The very few truly global financial centers
(New York and London) became such under very
particular circumstances that “could not, and

probably should not, be repeated” (Elliot 2011).
But there are certain strategies that governments
can pursue to successfully grow a financial center.
Shanghai’s attempt to enter the ranks of the world’s
financial centers is notable both because of its
apparent success and because of the top-down nature
of its development. Proximity to historic trade
centers has been a crucial component of successful
financial centers like New York and London, but
the finance sector there grew more organically as
a sort of natural outgrowth of the old port cities2
(Elliot 2011). But the unbalanced priority Shanghai’s
government has given to the growth of that sector
threatens to undermine the critical importance of
the city’s manufacturing and export capacities –
industries that are still very much imperative to the
region’s economy, and China’s trade dominance.
There is however, great potential for Shanghai’s
“secondary industries” to harness the benefits of
the burgeoning services economy, via finance,
innovation, and ties to the global economy. But if
that industrial integration is to occur, Shanghai’s state
must take a more proactive role in enabling those
mutual economic connections.
Some researchers (Marcuse 1997a;
Swyngedouw 1999) have taken a cynical stance
on the purportedly flattening and equalizing
effects of globalization, that most powerful of
forces that has been so instrumental to Shanghai’s
development. Marcuse laments that the inter-city
competition that cities (both within and across
national boundaries) engage in results in a net
negative for the municipalities involved via “a
transfer of resources from the public to the private
sector;” only the builders win (34). In “Authoritarian
governance, power, and the politics of rescaling,”
2 My use of London and New York as comparison points for
Shanghai is mainly to compare Shanghai’s relative financial
sector success with the two global financial capitals. While
Shanghai has endeavored to enter their ranks, it has not to
my knowledge used either of their development patterns as a
model.
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Figure 2: External and internal impetuses to Shanghai’s growth
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Erik Swyngedouw introduces us to the “myth of
globalization” and argues that the placelessness
of capital and labor has yielded a universal
devolutionary reaction that allegedly empowers the
local but actually centralizes power (63).
Swyngedouw’s skepticism is an appropriate
framework in which to view the entry of capital into
China because of the rapid and transformative effect
it had on the economy. During the 1980s, the same
decade that saw China’s first big reforms, there was
a renewed emphasis in the developed world on the
importance of subnational autonomy. But rather
than distributing evenly across space, newly freed
global capital has tended to concentrate in but a few
strategic locations. And this became the impetus for
sub-national entities to compete for that capital, as in
the case of Shanghai. The PNA was a strategic vessel
for global financial capital that existed outside of the
bounds of the preexisting nation-state hegemony.
But in the same vein, this “fertile entrepreneurial

culture” remained exclusive to the global forces that
could underwrite it; it was a sub-national, extra-state
territory of global capital (Swyngedouw 66).
He and Wu (2005) detail the unique structure
of the “property-led redevelopment” techniques
used in China following decentralization. The role
of local government in property development has
changed, though not diminished. An increasingly
“entrepreneurial” municipal government guides
development through land lease governance,
financial leverage, and policy creation, as private
developers take on the chief risks and responsibilities
for delivering products. But while local government
retain great control over land use in theory, “in
practice the local state’s weak planning capacity
and hunger for revenue and foreign investment
undermine this power” (Logan and Fainstein, 2008,
15). This government-developer coalition is a
“growth machine” that favors urban neighborhoods
for their exchange value at the expense of their
11

use value (He and Wu 2005, 16). So it follows that
existing residents are absent from the redevelopment
process “due to their lack of political and financial
resources” (He and Wu 2005, 16). With help from
Fainstein (2001), He and Wu contextualize the
public-private relationships within the framework
of the property-led development that guided policy
in Western cities like London and New York in the
1980s. Of course the Chinese entrepreneurial state
differs from the Western “growth machine” because
of the one-party political system and infancy of civil
society. Business interests outside of the strong stateowned and state-financed conglomerates have very
little political voice.
According to Ke (2008), due to various
factors, including more competitive wages and
preferential treatment from the government, stateowned property companies are actually more
efficient and productive than their privately-owned
counterparts, running counter to prevailing theories.
This work is important in explaining the operational
differences between firms of different levels of state
involvement. Of course “state-owned” is a tenuous
definition in China, where the state retains great
control (financial, political, personal) in firms of
every shape and size, though even that appears to
be waning. Between 1995 and 2001, the number
of SOEs fell from 1.2 million to 468,000 and the
number of urban jobs in the state-owned sector
fell from 59 to 32 percent of employment (The
Economist 2011). But it is through the preferential
land leases, cheap financing, Party-appointed
chiefs, and majority and minority shareholding that
China’s central government has “not only held on to
economic control but found subtle ways to extend
it” through so-called privatization (The Economist
2011).
The bureaucratically complicated and
administratively layered economic planning
phenomena that are seen elsewhere in Shanghai and

the rest of China have resulted in a slower, messier,
more uneven pattern of development; Pudong’s
rapid rise benefitted from an intentionally more
centralized and independent mode of governance,
not unlike the development authorities tasked with
property-led economic growth in the West (Marton
and Wu 2006). In large cities including Shanghai,
decentralization of governance has continued beyond
municipal governments to distribute power to district
governments, which exert a number of city-like
powers, especially SEZ authorities (Wu 2003b).
A “perfect storm” of factors (entrepreneurial state,
globalization, trade history, support from central
government) led to Pudong’s “miracle” but cannot be
easily replicated elsewhere.
So Pudong’s growth is a physical
manifestation of the local government’s attempt to
harness international forces to position Shanghai as a
world financial center.
Design and methods
Through a case-based approach, my research
will seek to determine if a relationship exists between
government incentives and investments in the
Pudong New Area and Lujiazui Finance and Trade
Zone in particular, and the economic spillover effects
created by the SEZ for the city’s economy, quantified
in number of jobs, wages, tax revenues, FDI projects,
and property values. The amount invested in
Pudong will be compared to the amounts invested in
Shanghai’s other districts, to determine if municipal
priorities are shifting from secondary industries
(manufacturing) to tertiary industries (finance and
services). I will chart the distribution of investment
in Shanghai from 2000 to 2010 and compare it
to the spatial distribution of economic activity
over the same period. The government’s physical
manipulation of Shanghai’s economy is an extreme
rendition of the place-making strategies employed
by Western cities in the 1980s and 90s. And the
12

Figure 3: Fixed asset investment, 			
Pudong (2010)

physical “shape” of an economically successful
city is one of the most interesting discussions in
planning discourse. If I am able to track distribution
of investment across space, I will be better able to
answer my question of, ‘is Shanghai’s burgeoning
financial services sector providing benefits to
the rest of the economy?’ A statistical analysis of
government, private, and foreign investment is the
best way to approach this investigation because of
the politically contentious nature of government
expenditures. I initially wanted to perform a
regression analysis or an input-output analysis, but
time, data, and proficiency constraints precluded that.
While the statistical analysis will be an
important starting ground, those findings must
be contextualized. Quantitative findings will be
supported by evidence gathered from personal
interviews with local who have experience with
or knowledge of the project’s history, as well as
in-person qualitative observations. In January
2012 I traveled to Shanghai and met with several
urban planning and economics professors at Tongji
University, a commercial real estate broker, a
labor consultant, and several construction and
manufacturing industry insiders. Through these
interviews, I hoped to gain a deeper understanding
of the (short) history of development in Pudong and
try to understand how it has emerged (smoothly or
not) into its place as the financial center of Shanghai.
Interviews give a “voice” to the data, which may or
not be manipulated for political purposes. However, I
have found that government Statistical Yearbook data
is a primary source among researchers engaged in
this topic, so I am confident that readers can interpret
my findings within the context of similar research.
And as one of my sources (Wang 2011) described,
the reliability of the data is increased by looking at it
in terms of ratios and across time.
The chief secondary sources I have used are
the Shanghai Pudong New Area Statistical Yearbook

By source

By sector

By ownership structure
Source: Shanghai Pudong New Area Statistical Yearbook, 2011

13

and the Yearbook of the Lujiazui Finance and Trade
Zone, both from 2011. I made use of a translator for
interviewing subjects who did not speak English, and
for translating secondary sources not published in
English.
The following section is divided into four
parts: 1) real estate and construction, 2) finance
sector, 3) manufacturing economy, and 4) municipal
finance. Through that sequence, I hope to paint a
picture of the cause-effect relationships at play in the
Pudong project.

alone (Liu, Jizeng 2011). The composition of that
vast sum can tell us much about the priorities
of Shanghai’s government actors, especially as
it informs the degree of success of the desired
outcomes of that investment: economic and social
development.
In 2010, the vast majority of fixed asset
investment in Pudong was conducted by Chinese
organizations, despite ardent attempts to attract
foreign direct investment (FDI) from abroad.3 This
does not imply that Pudong has failed to attract
FDI, but serves as a helpful reminder that Pudong
largely remains a product of Chinese money, despite
suggestions that the SEZ functions more or less as
a “citadel of foreign capital” (Marcuse 1997b). It
should also be noted here that “overseas Chinese
business networks…are the main intermediaries
between global capital and China’s markets”
(Castells 2000, 317). Chinese émigrés abroad were
absolutely crucial to Shanghai’s early bids for FDI.
In its rush to attract high-profile foreign
investors like the oft-mentioned GM and Volkswagen
plants, the local government has offered several
regulatory and cost concessions, like greatly reduced
land prices, sometimes giving away land for free
(Lin 2012). But because developable greenfield
land is so limited now, the government can no
longer provide such competitive location benefits to
prospective investors. So new foreign investors find
themselves paying what is more or less market rate
for land, a price that may diminish what was once a
very attractive advantage to locating in Pudong (Lin
2012).
More than three quarters of fixed asset
investment funds spent in 2010 went to the tertiary,
or services sector of the economy.4 This proportion

Findings
1.
Real estate and construction
“Pudong as we know it today was created
by the government. It owes its entire existence to
government,” says Michael De Clercq, a Shanghaibased economist (2012). Rather than merely
outlining the geography for a new special district,
the governments of both Shanghai and China took
an extremely involved role in the development of
Pudong, by laying roads, transit, and water and
electricity infrastructure, embarking on massive
capital construction projects like research parks,
university campuses, and airports and seaports, and
by encouraging development by non-governmental
enterprises through subsidized construction loans
and special tax breaks. “We will…[build] nests to
attract birds…and [allure] birds to build nests,” said
a Shanghai official in the early 1990s on the need to
provide both physical and intangible assets for the
attraction of foreign capital (Olds 2001, 195). The
conversion of what was once boggy farmland into
a teaming new city in less than a generation’s time
has been one of the most spectacular undertakings in
modern urban history.
The development of Pudong has been hugely
expensive. Since 1990, an estimated 1.12 trillion
yuan has been invested in Pudong, almost a third of
which (296 billion yuan) has gone into infrastructure

3 FDI in Pudong will be addressed later, but primarily as an

output – a measure of Pudong’s success.
4 China Statistics Press defines primary industry as the “extraction of natural resources” (e.g. agriculture, forestry, animal
husbandry, fishery), secondary industry as the “processing of
primary products” (e.g. mining, manufacturing, power, steam
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Figure 4: Modes of investment, Pudong (2010)

Source: Shanghai Pudong New Area Statistical Yearbook, 2011

is significantly higher than the 56 percent of GDP
that was generated by the tertiary sector in Pudong in
2010 (Liu, Jizeng 2011). A gap in these ratios might
merely suggest a time lag: as more money is spent
developing the services economy today, a larger
segment of the economy will be engaged in services
tomorrow. But I suspect a gap this wide tells a
different story. Shanghai’s government is determined
to shift the city’s economy away from production
and trade and towards advanced service provision.
But ‘throwing money’ at the sector alone is hardly
enough to develop it to maturity, so the growth of the
tertiary sector lags behind the amount spent on it.
In the last of the three charts in Figure 3,
we see that at 43 percent, state-owned enterprises
are still responsible for a massive portion of fixed
asset investment in Pudong. The breakdown is
misleading however, because as discussed earlier,
“‘state-owned’ is a notoriously hard-to-measure
concept” in China, as the state retains a great amount
of control in all enterprises, even purportedly private
ones (Lin 2012). The five categories shown in the
chart are misleadingly clean in their definitions,
and fail to accurately portray the complexities of

Chinese corporate organization. It is encouraging
however to see such a large segment representing
“private/individual” firms, which are usually small,
enterprising start-ups helmed by an individual or
family. But this group receives only one half of one
percent of state bank credit according to one estimate
(United States 2003, 10). The Chinese government
would do well to encourage the proliferation and
prosperity of this group.
Figure 4 shows us a ranking of which sectors
attracted the most fixed asset investment in 2010,
by amount invested. Perhaps it should come as no
surprise that real estate development proved far
and away the most attractive vessel for investment,
even besting out manufacturing, transportation
and infrastructure. But it should be noted that the
majority (64 percent in 2010) of the real estate
sector in Pudong is concerned with residential
development (Liu, Jizeng 2011). Of course Pudong’s
booming industries need somewhere to house their
workers, but the sheer amount of investment in
that sector relative to demand has caused some to
speculate about the existence of a housing bubble
(Building Rome in a day 2011; Cao 2012). It is also
interesting to note the high priority placed on ‘hard,’
physical investments whose returns may be realized

and water production and supply, construction), and tertiary industry as all others (e.g. banking, business services, real estate,
retail/wholesale, transportation, information technology).
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Figure 5: Annual construction activity, Pudong

Source: Shanghai Pudong New Area Statistical Yearbook, 2011

relatively quickly (e.g. real estate, manufacturing,
transportation) over those less tangible (but no less
important) sectors whose real returns may lie further
in the future (e.g. education, health).
Investment as a portion of GDP is a useful
indicator that helps us understand how much of
an economy’s GDP is driven by spending on new
construction, industrial development, and other oneoff expenses, and whether the rest of the economy
will stand to benefit from that spending. In 2010,
investment as a portion of Pudong’s GDP stood at
30.4 percent, down from its high of 47.2 percent in
2002 (Liu, Jizeng 2011). By comparison, the figure
for China as a whole was estimated to be 48 percent
in 2010 (Burgess 2011). Pudong has reached a high
level of physical development that most cities in
China would envy. But at 30 percent, the portion of
GDP attributable to fixed asset investment is still
unsustainably high.
As a developing economy, China has relied
on investment in fixed assets to power its growth via
infrastructure, construction and equipment purchases
for decades. But economists at the World Bank warn
that a) such a high level of investment suggests
China’s reported GDP may be artificially high, b) too
high a portion of the returns on investment remit to

China’s powerful SOEs, and c) the economy cannot
sustain such high levels of growth via investment
alone (World Bank 2012). So since Pudong is
virtually built out, it will be increasingly difficult
for Shanghai’s government and outside parties to
effect growth via fixed asset investment. Thanks
to its robust services economy, Pudong may find
this an easier feat than the rest of China. But one
construction industry insider I spoke with offered
some words of (rather disconcerting) encouragement:
that “construction standards are still so low compared
with those [in the West] and building life spans so
short, that China’s [construction and] real estate
industries are in no danger of drying up anytime
soon” (Chen 2012). In effect, China’s relatively lowquality buildings can perpetuate the high-investment
construction industry by virtue of their diminished
life expectancies. But as we know from the 2008
Sichuan earthquake, below-grade construction
practices can have disastrous consequences (Sun
2008).
Construction quality is going up however,
at least in Pudong. In 2000, construction companies
spent 1,797.37 yuan per square meter of floor area
built; by 2010, that figure had risen to 5,969.61 yuan/
m2 (Liu, Jizeng 2011). Meanwhile, labor productivity
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for the construction industry has remained fairly
constant, increasingly only 2 percent in the last ten
years, from 44.60 m2/worker to 45.46 m2/worker
(Liu, Jizeng 2011). This suggests that while the cost
of construction in Pudong has risen sharply in the
last ten years, efficiency has actually decreased.
So increases in the prices of land and materials
(and not labor) must be to blame for the increase in
construction costs. It is difficult to attribute this rise
to sturdier structural materials, flashier finishes, or
merely a global rise in the cost of raw construction
materials, but stagnant construction technologies
and practices will continue to stunt the advancement
of the real estate and construction industries in
Shanghai.
Shoddy construction doesn’t seem to be an
issue for outside investors however, leading me
to suspect that there exists a two- or even threetiered system of construction grade in Pudong.
The glittering skyline of the Lujiazui Finance and
Trade Zone is home to the majority of Pudong’s
foreign bank headquarters and other professional
services offices. And it is no coincidence that
Pudong’s boosters have used this sub-district, with
its international-grade buildings designed by highprofile Western architects as a marketing tool for the
entirety of the SEZ (Olds 2001). But sophisticated
Lujiazui is hardly representative of Pudong as a
whole. According to a local commercial real estate
broker, class A office buildings were developed
largely by foreign developers (and occupied almost

World Financial Center, left, and Jin Mao Tower
Photo: Alexander McQuilkin

exclusively by foreign tenants), while Chinesedeveloped office space is usually considered class B
and is occupied mainly by Chinese tenants (Slevin
2012). Local developers—especially those associated
with the government—have begun to invest in higher
grade office space in order to appeal to foreign
tenants, who can afford to pay higher rents (Slevin
2012). But recently, Chinese tenants have discovered
the marketing potential for high-grade office space

Table 2: Comparison of two Lujiazui office towers
Developer
Architect
Construction time
Construction cost ($/m2)
Rent (¥/m2/day)
Occupancy

Jin Mao Tower
Jin Mao Group Co. (China)
SOM (U.S.)
1994 – 1999 (5 years)
1,937.52
9.82
96%

Source: Emporis; Yearbook of Lujiazui Financial & Trade Zone, 2011
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World Financial Center
Mori Building Co. (Japan)
Kohn Pederson Fox (U.S.)
1997 – 2008 (11 years)
3,144.65
19.00
65%

to bring in more business, so there is an increasing
demand for high quality office space among local
firms (Slevin 2012).
Shanghai’s two tallest and most iconic
skyscrapers, the Jin Mao Tower and the Shanghai
World Financial Center (WFC), offer an interesting
point of comparison, as the former was developed by
a Chinese state-owned conglomerate, while the latter
was developed by a private Japanese construction
company.
On the surface, the two towers are fairly
similar: they are both super-tall mixed use
commercial towers designed to be icons for a
new Shanghai. But on closer inspection, we get a
glimpse into the idiosyncrasies of state capitalist
development that exist even at the high end of the
market spectrum. Conceived early on as a sort of
state experiment for Lujiazui, Jin Mao Tower enjoyed
a torrent of state financing, subsidized construction
contracts, expedited permits, and regulatory
exemptions, largely made by the central government.
Jin Mao Tower was built quickly and cheaply, and
as a result, can afford to offer below-market rents to
maximize occupancy. (Fu 2002)
Shanghai WFC on the other hand endured a
much rockier road to fruition. As part of its push to
market Pudong as an open international trade zone,
the central government did indeed make a number
of regulatory concessions for foreign developers,
such as a waiver of a tariff on imported construction
materials and a reduced income tax. And in working
one-on-one with foreign investors and developers,
Shanghai’s government often offered further
incentives that would later have to be approved by
a central authority. But in 1995, when the WFC
was still in planning stages, the central government
backtracked on its commitment to favor overseas
investors through tax policy in SEZs, and decided to
put them on equal footing with national enterprises.
The tariff waiver had been instrumental to Mori

Building Co.’s financing of the WFC. So following
the reversal of the policy, Mori (then known as Forest
Building Co.) sent an urgent plea to the municipal
government requesting an exemption from the rule
as their commitment had predated it. Since the policy
was enacted at the national level, the municipal
government responded that it was out of their control.
But recognizing the crucial importance of this new
skyscraper in the physical development of Pudong,
Premier5 Zhu Rongji issued the developer a personal
letter of exemption.6 (Fu 2002)
According to De Clercq, state-backed
development companies have two inherent
advantages over purportedly private ones: “they
have better access to land (even if land purchases
are officially done on transparent official tenders,
the real bidding process is usually done beforehand)
and government approvals, permits etc., and they
have better, cheaper access to funding” (2012).
Furthermore, “the close relationship between
municipal government and the development industry
means that the industry has not become wholly
competitive” (Logan and Fainstein 2008, 15).
While the story of the WFC shows the
government’s commitment to attract investment
from overseas, the building nevertheless became
ensnarled in bureaucratic hurdles, cost overruns
and scheduling delay after delay. WFC cost over 62
percent more per square meter than Jin Mao to build,
and its high rents (by Chinese standards) mean that
only the international élite can afford to rent there.
Its occupancy rate of 65 percent is among the lowest
in Lujiazui. Industry observer Wei Lin agrees that
Mori’s outsider status contributed to the project’s
many complications and “inordinate” price tag, but
5 Premier is the head of government of the People’s Republic

of China. It is comparable to prime minister in other countries.
6 Zhu Rongji had been the mayor of Shanghai prior to his appointment to the central government. The transition to central
governance is a common career move for many Shanghai leaders. Close personal relationships (guanxi) and a long history of
cooperation perpetuate this trend (Wu 2003b).
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thinks it will pay off eventually (2012).
In 2008, Mori conducted a business sentiment
and space needs survey of 448 Shanghai companies
in order to gauge potential future interest in its underoccupied WFC. Seventy-three percent of respondents
indicated that they plan to expand their business
over the next three years, with 61 percent reporting
that they plan to increase their staff and 51 percent
planning to increase their office space over the same
period (Morisawa 2008). The numbers for financial
companies and manufacturing companies both
roughly reflected those averages. Of the respondents
that planned to move offices (about half), the top
three reasons cited were “to expand,” “for better
location/access,” and “for better building facilities”
(ibid). Happily, the most favored destination among
those who wished to relocate was Lujiazui (28
percent), with 52 percent of financial firms choosing
the district (ibid). The top three reasons given by
those companies that favored Lujiazui were “area
image,” “concentration of financial institutions”
and “quality of the office buildings” (ibid). Not
surprisingly, the top three drawbacks cited were
“lifestyle amenities,” “pedestrian environment,” and,
ill-boding for Mori, “rent” (ibid). Though it is now a
few years old, the survey offers a valuable reading of
the city’s real estate market and confirms some of our

suspicions of Lujiazui’s strengths and weaknesses.
2.

Finance sector
The chief inquiry of this paper has been:
whether the investment in a financial cluster has
paid off for the economy at large, particularly the
manufacturing sector. In the prior section, I described
the sheer scope of investment and construction
activity (input) in Pudong since its inception in 1990,
with a special focus on the last ten years. In the
following two sections, I will describe the state of the
financial and manufacturing sectors (output), in the
hope of addressing my research question.
Turning Shanghai into a “true global financial
center by 2020” is both a local and a national goal.
It is believed that such an accomplishment would
bring “increased soft geopolitical power,” lots of new
high-paying jobs, and positive spillover effects such
as the growth of related industries (Elliot 2011, 1).
And some believe Shanghai’s longstanding finance
sector inferiority to laissez faire Hong Kong is cause
for further trade policy liberalization (Olds 2001).
Desperate to catch up, Pudong’s early tax code and
land lease reforms were direct copies from those at
use in Hong Kong (Slevin 2012).
Lujiazui was designed as Pudong’s financial

Table 3: Finance sector in Lujiazui Finance & Trade Zone
Land area (km2)
Commercial building floor area (m2)
Average land value (¥/m2)
Average rent (¥/m2/day)
Average occupancy
Financial institutions
Foreign banks
Domestic banks
Regional headquarters of multinational corporations
Employees
Financial sector GDP (100 million yuan)
Financial sector value added (100 million yuan)
Source: Yearbook of Lujiazui Financial & Trade Zone, 2011
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42.77
11,473,800
20,438
7.53
86.9%
553
71
25
67
86,530
825.78
687.77

sub-district, one of four key sub-districts7 to which
some believe Pudong owes its success (Lin 2012).
It occupies 42.77 square kilometers on land chosen
both for its location across the river from Shanghai’s
traditional center, and the good feng shui believed
to exist on the peninsula (Lei 2012). Like London’s
Docklands and Paris’ La Défense, Lujizui was an
attempt to create a CBD out of scratch, away from
the dense sociocultural fabric of the dense inner city
(Olds 1997). “Pudong is a piece of white paper on
which we can draw the most beautiful picture,” said
one Shanghai leader (Zhao 2008, 55).
Lujiazui was the subject of an international
design consultation process organized in part by
Paris’ planning department (whose La Défense
Shanghai’s leaders admired8) and featuring well-

“creature of the intersection of: (1) the opening up of
Shanghai’s financial markets, (2) land reform, and (3)
the formation of development zones,” all of which
aim to boost Shanghai’s tertiary economy through
fixed investment (Olds 2001, 182).
While the local government is largely
credited with creating the physical framework for
growth in Pudong and the central government the
regulatory framework, leaders in Beijing were key
early visionaries in Pudong’s planning, and were
responsible for a number of big initial developments
that would be instrumental to Lujiazui’s global-local
finance sector clustering. So in addition to opening
the doors to investment to outsiders and expanding
some of the financial liberties of foreign firms, the
central government—which has jurisdiction over
the large national SOEs—moved the Shanghai
headquarters of each of the four large state-owned
banks across the river to Lujiazui beginning in 1990
(Zhao 2008). The Shanghai Stock Exchange was
relocated there in 1997.
In 2010, there were 553 financial institutions
in Lujiazui, employing roughly 86,000 workers and
generating over 70 billion yuan, or about 15 percent
of Pudong’s total GDP (Liu, Wei 2011). That is 20
employees generating a total of 16 million yuan per
hectare, with each employee responsible for 813,164
yuan in GDP annually. Compare this to 17 employees
generating 2.7 million yuan per hectare, with each
employee responsible for 157,376 yuan for Shanghai
as a whole. Employment and GDP per hectare
are important measures of industrial intensity and
productivity. While Lujiazui’s financial employment
density roughly parallels Shanghai’s for all sectors,
its output intensity is over 6 times greater, and its
worker productivity is over 5 times greater. It is clear
that Lujiazui’s finance sector is a highly productive
and clustered industrial land use. But how much of
that can be attributed to the physical improvements
on the land? And what effect, if any, does the sector

known foreign architects like Renzo Piano and
Richard Rogers (Li 2012); a consultation, not
a competition, because none of the plans were
ultimately selected, as the process was designed more
to “enhance the confidence of potential investors”
(Olds 2001, 232). In fact, entrants had to pay 300,000
francs for the honor (Olds 2001). Lujiazui is a
7 The others are the Zhangjiang High-tech Park, the Jinqiao
Export Processing Zone and the Waigaoqiao Free Trade Zone.
8 To Pudong’s planners, La Défense was a clean, ground-up
CBD that showed a strong arm of the state. They were less
enamored by the messier “free-wheeling” development patterns
characterized by American CBDs like New York’s (Olds 2001,
204).

Figure 6: Real estate and the finance sector,
Pudong

Source: Shanghai Pudong New Area Statistical Yearbook, 2011
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Figure 7: Finance and industry

decision-making process” (Elliot 2011). I heard on
multiple occasions that Lujiazui has helped Shanghai
become a regional financial center, but that Shanghai
“has a long way to go” in competing with global
financial cities (De Clercq 2012).
Figure 7 shows us the growth of the
secondary (industrial) sector of GDP in Shanghai,
relative to Pudong’s growth in the finance sector.
While Shanghai’s industrial GDP grew by an
impressive 172 percent between 2000 and 2009, this
rate was outpaced by Pudong’s finance sector output
growth – 343 percent between the same years. So for
every 1 point gain in Pudong’s finance sector output,
the region’s industrial sector grew by only .5 points.
We can conclude that incremental gains in the finance
sector have not created significant positive multiplier
effects for the secondary sector. The next section
will discuss in more detail Pudong’s bolstering of the
services sector at the expense of manufacturing.
Another measure of the finance sector’s
relationship with the manufacturing base is the
value and proportion of loans made to industrial
enterprises, as can be seen in Figure 8. While loans
made to industrial enterprises made up 15 percent of
all loans disbursed in Shanghai in 2002, that portion
had fallen to just 5 percent in 2009 (Liu, Jizeng

Source: Shanghai Pudong New Area Statistical Yearbook, 2011

have on the rest of the economy?
The output value of Pudong’s finance sector
didn’t outpace real estate investment in Pudong
in earnest until 2007 (Figure 6). And in 2010, real
estate investment was still 67 percent of finance
sector output. This still-high ratio suggests the
industry has yet to pay real returns on the massive
physical improvements made on the land. Fixed asset
investment in Lujiazui was bigger in 2010 than any
other year, even as industrial output, foreign direct
investment, and the municipal government’s share of
tax revenue draws were all down. So the government
has maintained its zealous confidence in the district’s
growth (both the state’s assurance that it can effect
economic growth and its hope to benefit from that
growth) even as most statistical indicators suggest the
region’s economy has cooled in the last two years.
According to my interviewees, Lujiazui’s
international grade commercial real estate has been a
selling point for the sector, especially foreign firms,
but is not enough. Support infrastructure (especially
IT), greater human capital, greater government
transparency, and a stronger business services cohort
were among the resources most cited as needing
improvement. But there are also some factors
exogenous to Shanghai’s control that stand in the
way of Lujiazui becoming a true finance sector hub,
namely, the extremely restricted trade of the yuan
on international markets and an “opaque political

Figure 8: Bank loan make-up, Shanghai

Source: CEIC Data, 2012
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more or less reflect those in Pudong (Slevin 2012).
One interviewee told me China’s SEZs are more like
“[nonexclusive] special districts; non-complying
companies can locate there,” they are just not targetd
(Lin 2012). Lujiazui still fulfills the purpose for
which it was designed: as a symbol—and marketing
tool—of a new Shanghai. For its part, “Lujiazui
was successful in increasing Shanghai’s profile” (Li
2012).

2011). Even as the volume of loans administered
by Shanghai’s financial institutions ballooned in
that time period, area manufacturers found it harder
and harder to secure financing from the powerful
state and foreign banks, which likely shifted lending
priorities toward real estate development ventures.
And lastly, I sought to determine the extent to
which Pudong has integrated physically with the rest
of the city. Since its inception, Pudong’s designers
have sought not only to connect Pudong to the old
parts of the city to maximize economic cohesion, but
also to debunk the stereotype that Pudong was the
“wrong side of the river.” It has linked Pudong to
Puxi9 in earnest by auto (4 bridges, 10 tunnels) and
transit (8 rail lines), but shortfalls in transportation
infrastructure remain, especially as concerns the
pedestrian. The typology of the isolated tower— long
derided as an alienating and anti-urban remnant of
international Modernism—remains a fashionable
Chinese building type (Li 2012). And even though
Pudong and Lujiazui are well-served by transit, they
remain choked by auto traffic, due to the fact that
gains in building density have been accompanied
by gains in auto use (Lei 2012). And the pedestrian
remains notoriously ill-accommodated in Lujiazui,
where up until lately, there were almost no food or
entertainment establishments to support the tens of
thousands of workers. There are plans meanwhile
to remedy this—in true Chinese fashion—by a
pedestrian master plan designed by a high-profile
French architect (Li 2012).
But as time goes on, some signs point to
a Pudong that is less a distinct special district,
and increasingly just another part of the Shanghai
whole. Many of the tax breaks and other preferential
treatments given to foreign investors and developers
early on have been sunsetted, largely due to
complaints from Chinese businesses (Slevin 2012).
Meanwhile, rents and vacancy rates in Puxi now
9 Pudong literally means “east of the Huangpu River,” Puxi

3.

Manufacturing economy
Has the presence of the finance sector in
Lujiazui proven beneficial to Shanghai’s historically
crucial manufacturing sector, the lifeblood of the
region’s economy? Considering how rapidly all
sectors of the economy have grown in just the last
ten years, that is a difficult question to answer. But
we can make some telling inferences. Through the
following analysis, I hope to paint a picture of the
changing state of the economy in Shanghai over the
past ten years.
But first I should take this opportunity to
explain exactly what is meant by “manufacturing”
in Shanghai. Shanghai is a large, geographically and
demographically diverse municipality that boasts the
dual advantages of a coastal seaport and frontage on
the Yangtze River mouth. Accordingly, a vast variety
of products are manufactured there, including food
and tobacco, textiles and furniture, pharmaceuticals
and chemicals, plastics and metals, electronics, and
telecommunications and transportation equipment,
most of which are situated for export. Unlike some
of the manufacturing economies in south China
such as Shenzhen, the existence of “sock towns”
and “fiber optic rows,” where highly specified
manufacturers cluster, is relatively rare in Shanghai
(Webber, Wang and Zhu 2002). Instead, Shanghai
is increasingly becoming more of an end product
processing town, where factories assemble marketready products from raw materials and components

means “west of the Huangpu River.”
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Figure 9: GDP by sector
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sourced from all up and down the Yangtze River
region, as it is cheaper to assemble basic products
inland. For this reason, manufacturing in Shanghai
is more sophisticated and technology-dependent
and less labor-intensive than elsewhere in China.
This is evident in the composition of the six “key”
manufacturing subsectors that the local government

has identified as strategic priorities: electronic and
information products, automobile, petrochemical
and refining, refined steel, complete equipment, and
medicine (Liu, Jizeng 2011).
Beginning around 2006 and perhaps
intensified by the global recession, secondary GDP
in Shanghai began to level off, while tertiary GDP
continued its precipitous climb, as depicted in Figure
9. Whereas the secondary and tertiary sectors each
accounted for about half of Shanghai’s economy in
the first half of the 2000s,10 the shares have begun

Figure 10: Employment by sector, Pudong

to diverge, with the secondary sector now making
up less than 40 percent of Shanghai’s total GDP.
The change is even more marked in Pudong, where
tertiary GDP expanded by 428 percent between
10 Agricultural production—the primary sector—remains only

marginally in the furthest southern stretches of Pudong. At least
230,000 farmers were displaced for the Pudong project (Zhao
2008). The transformation of land and labor from collective
subsistence agriculture to more productive uses has been a
defining trait of China’s urbanization and opening up.

Source: Shanghai Pudong New Area Statistical Yearbook, 2011

23

municipal government may not be able to capture
the value of a robust manufacturing economy if its
factories are forced to relocate to cheaper regions
inland. And relocated manufacturers will in turn lose
the benefits of physical colocation with financing
sources and information spillovers. Of course
Shanghai’s geographic location at the mouth of
the Yangtze River and its robust port infrastructure
will always prove attractive. But what if some of
Shanghai’s banks and research centers lose their
raison d’être as a result of a weakened manufacturing
base? In their investigation into the correlation
between finance sector GDP and manufacturing
productivity, Neusser and Kugler (1998) indeed
proved the existence of “feedback,” wherein stronger
manufacturing in turn boosted the finance sector
(645). It is difficult to speculate about the large
scale and long term economic consequences of such
an industrial shift. What are somewhat clearer are
standard of living consequences in the near term.
As secondary GDP slips in proportion to
the total while employment surges, per-employee
GDP must also fall, implying smaller compensation
for industrial workers. In fact, GDP/employee has
actually shrunk for secondary workers since 2005,
while tertiary workers enjoy a continued climb
(Figure 11). This also suggests slipping productivity
among industrial firms, as more and more workers
are responsible for a less marked climb in output. The
mix of manufacturing products may have something
to do with this trend too. Autos and electronics for
example, require fewer man-hours per value unit
of output. Advanced products situated for export
like those are jealously promoted for production in
Pudong. There are some drawbacks to that stance
however.
Between 2000 and 2009, the ratio of
industrial GDP to total industrial output fell from 31
percent to 24 percent (Liu, Jizeng 2011). This metric
helps us understand the proportion of a product’s

2000 and 2009, compared to secondary GDP’s still
impressive 249 percent. As discussed earlier, the
tertiary sector has become the chief target for both
government investment and FDI. But according to
one professor I interviewed, the government changed
tack on its preference for the tertiary sector after
witnessing a shock dealt to services employment
following the global financial crisis (Lei 2012). But
manufacturers are finding it less and less viable to
locate in Shanghai, largely because of rising land and
labor costs, despite the government’s renewed focus.
The employment picture is slightly different
however. As seen in Figure 10, the number of
employees in Pudong’s secondary sector—both in
absolute terms and as a share of the total—surpassed
tertiary employment between 2005 and 2010,
and continues to grow at a faster clip.11 So while
government initiatives to redirect employment and
GDP growth toward the tertiary sector may have
been successful, it is possible that this had the
unintended consequence of re-boosting employment
in the secondary sector. As discussed prior, there
are certain inherent ties between the manufacturing
and the services sectors that benefit both. They are
codependent and so their growth is self reinforcing.
But there are certain consequences to policies that
overly focus on services. For example, Shanghai’s
11 Unfortunately I was unable to find exact employment figures
for Shanghai as a whole.

Figure 11: GDP per worker, Pudong

Source: Shanghai Pudong New Area Statistical Yearbook, 2011
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total value that is captured by its producer. While
high-tech, high-skilled manufacturing creates more
valuable products and commands higher wages for
its workers, these benefits often come at the cost of
slimmer profit margins and a slimmer workforce. So
how then do we explain manufacturing employment
growth outstripping manufacturing GDP growth?
China Statistics Press defines “high
tech” manufacturers as those engaged in one of
six subcategories: chemical, pharmaceutical,
aviation, electronics/telecom, computers/office
equipment, and medical equipment. In 2010, these
subcategories accounted for only 26 percent of
Pudong’s industrial output and a mere 12 percent
of industrial employment (Liu, Jizeng 2011). So
we must infer that the losses in productivity are
occurring in the much larger non-high tech sector.
This is understandable (and unfortunate) considering
high tech manufacturers benefit from preferential
lending and subsidies from the government. But why
should the government favor a sector that makes
only 4 yuan in profit and contributes less than 2 yuan
in taxes for every 100 yuan of output (Liu, Jizeng
2011)? One reason is that some high-tech enterprises
(aviation and chemical for example) may be
considered politically strategic. But more importantly
for the scope of this paper, the regime sees higher
productivity manufacturing as a key stepping stone
to becoming an advanced economy. What it has
apparently failed to plan for however, is the growing
divide between the prosperity of those enterprises
favored by or attached to the state, and all others.
This power and income discrepancy has induced
social upheavals (White 2008).
Another way the Shanghai government
has inadvertently alienated the manufacturing
base through the Pudong “experiment” has been
its failure to protect industrial enterprises from
dramatic increases in the cost of land, and later,
labor (Li 2012). An urban planning professor I spoke

with told me the factories that were not benefitting
from special land or tax subsidies have all but left
Shanghai province entirely, lured by the prospect of
lower costs inland (Lei 2012). The easy navigability
and historic trade functions of the Yangtze River
have ensured that enterprises upstream can produce
their goods more cheaply inland and deliver them
cheaply and reliably for export in Shanghai. Indeed
Shanghai’s mighty port infrastructure has helped
guarantee that warehousing and export processing
(and import tariffs) are still largely captured by
Shanghai proper, even when production takes place
elsewhere. The neighboring provinces of Zhejiang
and Jiangsu, and upriver provinces Anhui and Hubei,
among others, have “absorbed [manufacturing]
techniques” from Shanghai, in the same way that
China’s more sophisticated coastal provinces adopted
manufacturing techniques from abroad (Lei 2012).
But despite these mostly market-driven
moves, many of the largest, most high-profile
manufacturing ventures have remained in Pudong
and Shanghai, and show no signs of leaving. Like
I mentioned earlier, the Shanghai GM plant and
the Shanghai Volkswagen plant (both 50 percent
owned by the same Chinese SOE) are two of the
state-foreign joint ventures most touted by Pudong
boosters (Bloomberg 2012). These are massive,
advanced auto manufacturing campuses built with
state financing and perpetuated by tax waivers (You
2012). As one interviewee told me, “plans cannot be
separated from the regime” (Lei 2012).
4.

Municipal finance
In the last three sections, I detailed the scope
of investment and construction in Pudong, the
priority placed on the finance sector in Lujiazui, and
the changing state of the manufacturing economy.
The critical link that has been missing from this cycle
is municipal finance – the mechanisms by which
Shanghai’s government pays for and benefits from
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the Pudong development project. As I explained
earlier, following China’s decentralization of
governance in the late 1970s and 1980s, land rights
sales has been the chief means of revenue-raising for
China’s localities.
For years, provincial and municipal
authorities have reaped vast fortunes by appropriating
agricultural land, removing its occupants, and
auctioning its use rights to property developers in
largely opaque deals. They customarily reinvest
this income in infrastructure and other physical
improvements in the hopes of further driving up the
exchange value of the land. Local governments and
developers are “in cahoots” and price increases are in
both of their favors, contributing to “what some call
the property bubble” (Slevin 2012). Whether or not
Shanghai and other Chinese cities are experiencing
a real estate investment bubble, the government’s
stake in property is too high to risk a deflation. Tax
revenue from real estate has been increasing in its
proportion to total tax revenues since 2000, while tax
revenue from the finance sector—“whose strength is
deemed as the core of competitiveness in the modern
economy”—has been declining (Wang 2011, 3).
Because all land is still nominally owned by
the central state, land use rights are sold as leases,
usually for 40 years for commercial uses, and up
to 70 for other uses, a structure that was copied
from Hong Kong (Slevin 2012). But because the
economic life of urban land is realistically much
longer (construction quality issues notwithstanding),
it will be interesting to see how the local government
reacts when some of those initial 40 year leases
start expiring in the next few years. Local real estate
broker Andrew Slevin suspects “we may see some
sort of property tax , such as a 3 percent annual
‘rent’” when that date comes (2012).
But developable land available for lease
to developers is growing scarce, especially in
sprawling urban agglomerations like Shanghai. The

Pudong New Area administration even extended the
boundaries of the SEZ in 2008 (Map 1) by annexing
a bordering district in order to sell more land. But
Shanghai’s municipal government has foreseen this
hurdle, says Slevin, and is now trying to widen its
tax base (2012). Beginning last year, foreign workers
and their employers (whether foreign or Chinese) are
assessed an income tax, a rarity in Chinese tax books.
The tax was implemented as a means to raise the
already high cost of employing foreign workers in
the hopes that more Chinese will fill those lucrative
service sector jobs. Shanghai-based employment
consultant Michael Finstad is pessimistic: “you just
can’t find the same knowledge and experience in
local graduates for a lot of these business services
type jobs,” he warns. “They offer a competitive wage
but that’s usually not enough” (Finstad 2012).
The limited land available for government
lease poses “a very serious problem in Shanghai,”
according to Professor Pang Lei (2012). Lei says
the government hopes to profit increasingly from
innovation in an attempt to make up for diminishing
returns on land-based economic development.
Successful innovation faces tremendous hurdles in
China however, where intellectual property rights
law is infantile and individual entrepreneurship is
stifled (United States 2003).
Furthermore, the promise of future land
sales has been one way that local governments have
guaranteed repayment on the massive banks loans
they took out before the central government began
allowing some municipalities (Shanghai included) to
issue bonds in 2011 (Orlik 2011; Wei 2011). A 2011
national audit estimated that some 10.7 trillion yuan
(USD 1.68 trillion)—or about 26 percent of China’s
GDP—is owed by the country’s local governments
(Wei 2011). In a vicious cycle, some of China’s
largest municipalities have borrowed deeply to
make up for slimming land sale income, only to pin
repayment on the prospect of future land sale cash
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flow. As much as 40 percent of local governments’
revenue (which has been outstripped by debt in
recent years) comes from land sales (Wei 2011).
But there remains a fundamental conflict of
interest in the relationship between central and local
governments: “the local and provincial governments
have profits in mind,” where “the interest of the
national government [is] in having a transparent,
predictable legal system” (United States 2003). Land
clearance and resident resettlement are two of the
principle roles of local government in positioning
land for redevelopment. As the highest authority
in all legal disputes, the central government has
often sided with local powers in matters of eviction.
But in recent years, as ousted residents’ collective
bargaining power has become slightly stronger and
their cause has been given an outlet in online social
media and even mainstream Party media, the central
government has begun to nervously take note. Here
is an example of a local government ostensibly
pursuing national economic goals (via rather
unrelenting means), only to draw negative attention
from a fickle Party authority after one or a few highprofile social upheavals.
Despite the deeply-rooted personal, political
relationships that connect Shanghai’s leaders to the
central government in Beijing, some revenue-sharing
frictions persist. Since 2000, the central government
has taken a far bigger share (roughly two thirds) of
Shanghai’s tax revenue than has local government
(Liu, Jizeng 2011). But because the share allocated
to Shanghai municipality is not enough to cover all
of its expenses, it must seek cash transfers from the
central government. These transfers are far smaller
than what it sends to Beijing. So like many large
cities in the U.S. and elsewhere, Shanghai contributes
disproportionately more tax revenue to the central
government than it receives in central government
spending.
Similarly, Pudong subsidizes the rest of

Shanghai by only receiving 18 percent of municipal
spending, disproportionate to its 27 percent
contribution to municipal GDP (Liu, Jizeng 2011).
In just ten years, Pudong’s share of contributions to
Shanghai’s tax coffers has shot up from 6 percent
to 22 percent, while the share claimed by the
central government has grown from 45 percent to
a staggering 75 percent (Liu, Jizeng 2011). This
is a reversal from the 1990s, when the central
government was pouring money into Shanghai in
its determination to make the city into the nation’s
“dragonhead” economy (Wu 2003a).
Conclusions
The relationship between the local
government’s investment in Pudong and the value
Pudong’s firms, land, and people create for the
rest of the economy has been a chief inquiry of my
investigation. As a government project, Pudong has
been extremely expensive. For the past three decades,
government at all three levels (central, municipal,
district) has poured money into road, transit, and
port infrastructure, in addition to taking a significant
stake in property development, in the hopes of
creating a world-class financial, research, and hightech zone. It is assumed that these colossal upfront
costs will pay off in the form of higher paying
jobs, increased tax revenue, and (less quantifiably)
increased attention from the central government and
the outside world. The stakes are high. So the attempt
to measure the veracity of the value-creating effects
of this government investment is understandably a
worthwhile goal.
By definition, an investment is a relatively
lofty initial expense that is (hopefully) recouped
in smaller returns over time. But as the Pudong
“project” comes to a close, per-year investment is
still rising, and payback is not coming fast enough.
Pudong’s 1,291 square kilometers of land have by
now been almost completely converted to residential,
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commercial, or industrial use. While its buildings
and their uses will undoubtedly change over time,
the government’s role in converting and leasing land
for redevelopment and laying roads, bridges and
pipelines is nearly over. Pudong must determine a
growth path that allows it to prosper independently of
constantly increasing physical investment.

it must make more ardent attempts to incorporate its
advanced services sectors with the manufacturing
supply chains stretching up the Yangtze River.
This relationship will be paramount to the region’s
maintaining its global export competitiveness.
As was explained earlier, inland provinces
boasting cheaper land and labor are learning the
manufacturing knowledge and technology from
Shanghai and other coastal provinces in the same
way those early pioneers borrowed techniques
from abroad. The navigability of the wide and deep
Yangtze River will remain an enormously important
physical spine uniting the region.
That is not to say that finance and other
service sectors have entirely pushed manufacturing
out to the hinterlands. As discussed, some major
manufacturers—many “high-tech”—remain within
Shanghai’s bounds and show no signs or desires
of relocating. Oftentimes, these larger outfits
require such high initial capital investments that it
is simply unfeasible to move. Many also rely on a
highly specific roster of specially trained high-skill,
high-knowledge workers that are difficult to find
in second- and third-tier cities. And these largely
foreign- and state-owned firms were usually the
beneficiaries of special land and tax gifts that prove
their value to local leadership.
Separately, Shanghai’s planners have
done precious little to promote manufacturing
innovation in the place of learning. As this paper
has shown, capital projects like research parks and
new university campuses are not enough. These
trophy projects signal intent and can become useful
venues for future activity, but they do nothing to
spur innovators themselves. More sophisticated
intellectual property rights and a more robust
financial and legal support system for individual
entrepreneurs are needed if China’s cities desire to
capture the benefits of the technological and scientific
advancements that will be so crucial to the 21st

1.

A fragile bond
Pudong has made Shanghai into a regionally
but not globally important financial center. A few
hurdles, including an opaque and unpredictable
legal structure and the limited use of the Chinese
currency overseas, preclude that designation. The
manufacturing sector in turn surely benefits from
proximity to the finance sector, but this relationship
is strained as many manufacturers are priced out of
Shanghai. Almost all of my interviewees believed
that the government’s strategy of encouraging the
development of class A office space with the help
of experienced foreigners has indeed paid off in
attracting a robust finance industry. They are also
mostly confident that the presence of banks—
whether foreign or Chinese—will benefit the
manufacturing base. They acknowledge that smaller,
usually private manufacturers can no longer afford
to locate in Shanghai, but they seem to be confident
that the government’s initiatives in high-tech/highskilled manufacturing will more than make up the
difference.
Separately, we should ask whether it really
matters if Shanghai’s finance center is not physically
proximate to the manufacturers it is purported to
support. New York, London, and Hong Kong have
not hosted robust manufacturing activity in their
immediate jurisdictions for decades, and yet they are
successful finance and service sector economies by
virtue of their dealings in both national and global
capital exchanges. Like I have said, if Shanghai
endeavors to become merely a regional finance hub,
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century economy. So if state-owned conglomerates
are not going to be privatized or spun off, then
smaller, private enterprises should be given equal
opportunity in land, financing, and tax benefits.
But there are of course myriad other factors
contributing to the region’s continued manufacturing
viability, including an aging population and drying
young labor pool, the upward revaluation of the yuan
on global markets, increasing labor protection and
organization, worsening environmental conditions
and admonishment from abroad, and softening
demand from rich economies, to name but a few. For
these reasons and others, China’s leaders are now
intent on rebalancing the nation’s economy toward
one driven more by consumption, and less on exportbased production. I was regrettably unable to address
these issues at length in this paper, but I hope I have
been able to show how one factor—the SEZ—has
changed the profile of Shanghai’s economy.

the form of increased office rents for every district
in the city. So in this regard, the government can at
least take partial credit for “upgrading” Shanghai’s
economy to a services-based one. There is room for
some hesitation however, as foreign designers cannot
be expected to fully grasp the social, cultural and
political context in which they are working. They
offer “universal solutions to universal problems,”
argues Olds (2001, 150). Unfortunately the
alternative is often a foreign-Chinese “partnership,”
in which foreign professionals have little assurance
of remuneration or creative protection (Li 2012).
Homegrown architects have not yet proved savvy
enough for China’s ambitious entrepreneurial
governments. Here is another example of Chinese
knowledge-learning at work.
3.

Physical integration nearly complete
It was once said by locals that “a bed in
Puxi is preferable to an apartment in Pudong” (Lei
2012). That expression is no longer apt, according
to some of my interviewees, thanks to tremendous
physical attempts to overcome the psychological
barrier of the Huangpu River. In addition to having
“better infrastructure and better planned urban
development” than outside areas, some research
points to “well-established links” that have made
SEZs “interdependent” with the outside economy
(Webber, Wang and Zhu 2002, 147, 149, 161). In
person, the Lujiazui Finance and Trade Zone appears
to be a resounding success. It is home to the Chinese
headquarters of nearly all the large foreign and
Chinese banks. Thanks to the recent addition of onceabsent shopping, dining and entertainment venues,
it is now a more inviting part of the city, though it
remains a rather unfriendly place for pedestrians.
An estimated 33,000 workers are employed in highskilled services jobs there, and it has become a CBD
to help Shanghai rival Hong Kong’s and Singapore’s
financial heft, if not London’s and New York’s (Liu,

2.

The “skyline effect”
Another, less tangible way Pudong’s growth
may have benefitted the economy at large is through
what I call the “skyline effect.” The impressive
image of the glittering Pudong skyline, dominated by
high-profile Western architect-designed skyscrapers,
has in itself helped to generate interest from investors
abroad and increase property values city-wide. And
this was absolutely intentional on behalf of Pudong’s
early planners. “Pudong represents the future of
a modern, urbane, internationally competitive
and cosmopolitan China” (Marton and Wu 2006,
228). Many of the Shanghainese professionals
I interviewed suggested that Lujiazui has been
successful as a sort of advertisement more than
anything else. This confirms part of my hypothesis
that the development of Lujiazui has been successful
in some unquantifiable ways. It is also generally
accepted that Lujiazui’s skyline and success story
has provided economic spillover effects, at least in
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purported success.

Wei 2011).
Some lament that Lujiazui might have
been a much more successful urban place had its
planners made use of one of the foreign urban
design submissions. Richard Rogers was particularly
outspoken about the project in the years following
the design consultation process, calling it “a grid of
standalone buildings ringed by heavily congested
streets” and “a financial ghetto separated from the
life of the city” (Olds 2001, 226). Yes, there is still
the question of who benefits from Lujiazui’s booming
financial sector, a question not easily answered by
wandering its avenues and corridors.
The notion that China’s SEZs function more
or less as bastions of foreign capital akin to the
foreign concessions that exploited China’s urban
economies in the 19th century can be dismissed.
While foreign capital was instrumental in building
the Pudong project and still has a significant stake
there, ownership and proprietorship there are
broadly Chinese. And thanks to restrictions on
local preferential economic development policies
concurrent with accession to international economic
organizations like the World Trade Organization
(WTO) in 2001, “special economic zones are no
longer so special” (Webber, Wang and Zhu 2002,
160). Though Andrew Slevin attributes China’s
accession to the WTO as the single biggest impetus
for Shanghai real estate growth (2012). But some
observers (Logan and Fainstein 2008) worry that
China’s SEZs are endemic to a wider development
trajectory marked by “excessive investment in
port cities, increasing regional and rural-urban
inequalities, marginalization of a large sector of the
urban population, and repressive labor policies” that
threatens to undermine social stability (8). Where
foreign firms are no longer favored within the
confines of the special economic zones, economic
and trade liberalization and reform should be
spread outside of their boundaries, based on their

4.

From place-based to people-based
“Clusters are not building projects, they’re
people projects” (Fostering innovation-led clusters
2011). In a move from previous industrial policyoriented incentives, policymakers have recognized
the need to remake Shanghai as an attractive place
to live in the hopes of attracting foreign firms and
workers, a practice common now in Western cities.
A large and dynamic population of highly-educated
highly-trained professionals is essential to the
existence of a financial center. How to attract them
is another question, but quality of life improvements
and promotion may be a significant factor (Elliot
2011, 7). New apartment communities in Pudong
now often incorporate many of the luxury finishes
and amenities expats from Europe and elsewhere
expect. Multinational companies used to have to offer
relocated professionals a “China premium” for the
inconvenience of living under circumstances below
what they were accustomed to back home (Slevin
2012). That practice is no longer necessary due to
vastly improved lifestyle amenities as simple as
restaurants and bars. But as discussed above, the tax
advantages for foreign workers are being diminished
by the government in the hopes of spurring higher

Figure 12: Top countries by FDI inflow, 		
Pudong

Source: Shanghai Pudong New Area Statistical Yearbook, 2011
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local services employment. And air quality,
education, healthcare and housing affordability
remain oft-cited concerns (Elliot 2011).

land use permit sales to fund a staggering array of
infrastructure and capital investment projects in the
hope of further driving up land values. Developers
and local governments are close bedfellows in
property-crazed China, and while exact figures are
hard to come by, land sales are believed to make up
around half of local government revenue (Wu 2003a).
This ratio becomes problematic as developable
land in China’s sprawling agglomerations becomes
increasingly scarce, and as the central government
has begun handing down policies aimed at cooling
the wild property market.
With Pudong now virtually built out,12
Shanghai’s municipal government must seek
alternative means of generating revenue if it hopes
to continue its capital-intensive development
pattern. Stricter tax enforcement and a more
universal personal and corporate assessment
should be adopted. My interviewees did express
concern for the local government’s ability to raise
revenue now that Shanghai’s land is almost entirely
leased and developed. One interviewee said the
government has anticipated such a scenario and has
been trying to make up the difference by pressing for
more tax accountability, for example by encouraging
the use of credit cards as a way to eliminate some of
the tax evasion associated with cash deals. They are
also instituting and enforcing more income taxes,
like the first-ever tax on foreign workers mentioned
earlier. Some speculate that this move will have the
unintended consequence of driving out some of the
city’s crucial knowledge workers, especially where
local workers may not have the skills to replace
them. This is an unfortunate form of protectionism
that threatens to reverse Shanghai’s reputation for
openness and the monumental reforms undertaken by
the last generation of leaders in the 1980s and 90s.

5.

More Chinese, less cosmopolitan
Unfortunately, since the “Pudong miracle”
has been all but completed, several tax advantages
favoring foreign firms have been sunsetted
by the government in an attempt to boost the
competitiveness of local firms and workers.
Shanghai’s leadership has reneged on its tentative
embrace of openness and cosmopolitanism in its
attempt to spur local innovation and protect local
interests. State-led investment continues to rise
as a portion of the total, as foreign-led investment
continues to fall. Even FDI is far and away
dominated by Hong Kong investors, who share
cultural, linguistic and historic ties with mainland
actors (Figure 12). This corroborates some of my
findings in recent literature and news articles that
suggest that Shanghai’s economy is becoming
increasingly closed and “Chinese,” a complete
reversal from the opening-up trend that defined the
region’s economy since 1990. Incumbent global
financial centers like London and New York thrive
in part due to their openness to foreign workers and
foreign ideas. Innovation in those cities is thought
to result from the dynamic intermingling of diverse
populations in the workplace and in places of
research and higher education. If it is to compete in
the financial services and other knowledge sectors,
Shanghai needs to adopt reforms that favor openness
and multiplicity, in addition to demonstrating its
commitment to research and education spending, as it
has done quite well.
6.

A looming fiscal challenge
But there may be other reasons the
municipality is toying with the tax structure. For
years China’s local governments have relied on

12 Shanghai Tower, to be the tallest in China, and the Shanghai
Disneyland park, both under construction, are alternately cited
as the last major developments to be completed in the Pudong
project (Li 2012; Lei 2012).
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Traditional housing is razed to make way for luxury high rises, Shanghai, 2012
As the heartbeat of the city’s—and to some extent
the nation’s—economy, Pudong’s health is a critical
indicator.
On close inspection however, China’s
expat tax and other protectionist measures are not
exceptions at all – they are rather representative of
China’s larger economic trajectory. The market-based
reforms instituted by the central government over
the last few decades on one hand, and its reluctance
to relinquish its control of the nation’s economy on
the other, is part of what makes China’s economy
so fascinating as a subject of study. Whether these
seemingly paradoxical principles can sustain
staggering levels of growth for the economy will be
closely monitored in coming years by economists
and policymakers the world over. But China cannot

Photo: Alexander McQuilkin

afford to ignore the growing social divides that have
surfaced as it has got richer. China’s leaders would
do well to address these issues with openness rather
than protectionism.
7.

Economic vs. social development?
Finally, the developmental, entrepreneurial
mode of municipal governance has shown a penchant
for revenue-raising in the place of social welfare.
Land seizures and housing un-affordability are
responsible for thousands of protests in China every
year (Orlik 2011). Lately, the central government
has begun to take note, and should try to help sway
local governments’ revenue priorities away from land
development.
The devolution of state control in China over
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the last thirty years and its concurrent economic
boom have undoubtedly brought about vast
improvements in the average citizen’s wellbeing.
Between 1981 and 2004, over 500 million Chinese
were lifted from poverty (Chen and Ravallion 2007).
Between 1978 and 2008, average per capita living
space increased from 6.7 square meters to 28 square
meters (Deng, Shen and Wang 2011). During the
same period, average real wages grew more than
sixfold (National Bureau of Statistics 2010).
But as a result of the market mechanism and
the so-called race to the top, it should not come as
a surprise that net income inequality has increased
over the same period (National Bureau of Statistics
2010). Access to healthcare, education, and stable
employment are all glaring social inefficiencies. And
land seizure remains the most common grievance
among poor Chinese; an estimated 65 percent of the
tens of thousands of disputes that occur each year
in the Chinese countryside are related to land (Orlik
2011).
If the average Chinese citizen had (and
has) no political voice before decentralization, at
least she had some semblance of social security.
The globalization of Chinese cities has drawn rural
migrant laborers by the hundreds of millions, but the
hukou household registration system has effectively
excluded them from formal employment and social
services, not least education, healthcare, and housing
(Logan and Fainstein 2008). Because exo-Party
social groups are essentially verboten and civil
society as we conceive of it in the West is infantile,
Chinese citizens have traditionally had little means to
voice their discontent. The internet, access to which
has penetrated deeply into almost all social classes,
may be an opportunity to change that.
The competitive entrepreneurial city-state
primarily advantages the geographically nimble firm
that is the object of its desires; it may even benefit
itself but not if subsidies are too high. But it rarely

benefits its workers, who either pay the cost of a
competitive location via low wages, or suffer from
their employer’s relocation. China’s opening up to
foreign capital has led real estate prices to reflect
global market demand, driving up the cost of housing
for locals (Zhao 2008).
As I have explained, the mode of cityentrepreneurialism has swayed municipal governance
toward concerns of revenue in the place of social
welfare. For all its missteps, the Communist
government is still seen by many Chinese as a
benevolent patriarch. And because Beijing acts
as both the face and mouth of China for the
apprehensive world outside, the still powerful central
government has an enormous responsibility to try to
match its admirable economic gains with some more
socially equitable ones. If it does not, a significant
economic or social crisis may lead China to rein in
some of the powers it ceded to local governments
and renege on its tentative embrace of capitalism.
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Appendix: Interview questions
1. Describe your involvement in _____________ (project). Who/what were the most important actors/
institutions? Was it successful?
2. Do state-backed development companies have an inherent advantage over purportedly private ones? Why
exactly?
3. How does the economy in Shanghai, in any sense, reflect the economy of China as a whole?
4. Do you think Shanghai’s manufacturing and trade industries benefit from proximity to or relationships with
financial institutions in Pudong?
5. Is Pudong well-integrated, spatially or economically, with the rest of Shanghai?
6. Do you think Pudong benefits from preferential treatment from the municipal government, in the form of
land leasing, infrastructure provision, or direct subsidies?
7. How important is the availability/improvement of land in certain industries (finance, services,
manufacturing, export) in Shanghai? Is the government doing a good job at providing those incentives?
8. What about regulatory incentives? Are Special Economic Zones enough?
9. Does the presence of foreign firms facilitate economic growth in Shanghai? Do they collaborate with local
firms?
10. What further needs to be done—from the government’s perspective or the private perspective—to
successfully lure the financial services sector?
11. Is Shanghai’s economy changing? Is this good, bad, both?
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