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URBANIZATION AS A DRIVER OF
GROWTH IN WESTERN CHINA



Growth an‘d growth model$:
0

A Stellar growth rates whethe global economy is
In recession: Annuajrowth rate of more than
10%, 18% in 2011
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A A newdevelopmentmodel:from export-led
growth todomesticdemandled growth; more
emphasis on socialelfare and sustainable
development
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Why change?

A hugepotential domestic demand in westefhina and
huge potential productivity and consumptlon growth

with urbanlzatlon 0
T Z
A external demand weakening, wagesreasing,
exchange rate rising T S+
A0 (I N W

A third/fourth industrial transfer with labour mtenswe
mdusLtrles In west while east upgrades 3
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THEORETICAL S¥STEM 0F REG/ONAL CENTRES
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THEORIES OF URBANIZATION AND
COORDINATED URBRNRAL
DEVELOPMENT



Chinese urbanization: mechanisms
and Chinese conditions

Accumulation of capital
and savings

Agglomeration
economies

Conversion
of rural land
and land

policy

Increased
urban food

supply

Specificity of Chinese
conditions

Industrial
and service

emporary/permanent
- rural-urban
migration,
natural

Co-ordinated
urban-rural
planning




1 URBANIZATION ANHMJKOU
REFORM



City with a large rural area

Ain 2011 Chongging had a registered population of
33.3 million, of whom 61.6 per cent were
rural/farmers. 7.4 million rural people were not
resident in rural areas having left to work either
In urban Chongqing or elsewhere@mina

A non-agriculturalregistration increaseétfom 6.9
million 2000 to 12.8 million in 2011 with huge
Increases of 1.6 and 1.7 million in 2010 2@d.1



Aims of reform to prevent

A emergenceof urban slums: China is one of the
few/only emerging economies withowastcities
of slums/shanties ipart due to thehukouand
rural property rightssystem

Aviolation2 ¥ ¥ I iNdreStddnd@isplacement
of peasants: farmers can choose whether or not
to apply,do not immediately have to give up their
land use rights and should only do so if they are

properly compensated (addressing one of the
main sources of grievances in China).



Costs ohukoureform

A 3 million moves costs 180240 billionYuan

A additionalretirement costs of 80®00yuanper
year for 15years, additionamedical insurance
costs amountsre 7280 billion Yuan for 3 million
nongmingong These astsfall on employersA
regulation prohibits |ayoffs.

A Government cost80 billion Yuangiving total of
110 billion YuanAnother 7680 billion Yuan was
required additional urban infrastructure bringing
the overall total to 18d190 billion Yuan

A urbanization increases incomes, higher
consumption expenditures



Hukoureform

A Hukoureform to 3.38million rural people urbamwitizens (2
million new-generationmigrantworkers, 300,000 displacdxy
reservoir, urbarvillages ¢hengzhongcun) no longer engaged
In agricultural work.

A Agricultural status, worketh downtownChonggindor 5 years
or countyseats for3 years, fothe wholefamily, fivepieces of
cloth wu jianyifu) or five guaranteesurban employment;
retirement pensions; public rented housing; education in puk
city schools; and health insurance.

A Canretain useright of the landof ruralhouse stood and
contracted farmland fothree yearqlandcertificate system
offered incentives of 150,00@00,000 per mu for the
conversion of their rural residenti@lot into arable langl.

A Another 78 million people in 10 years.



2 URBANIZATION AND INVESTMEN
IN URBAN FIXED ASSETS



Economic
growth:
capital
formation
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Fixed assets investment (million Yuan)

Fixed assets investment
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Government assets and land

A Governmentownedassets deployed efficientlgarn profits
FYR (02 O2YUNROGdzGS (G2 &az2O0Al f
min sheng. Government finance: budgetargvenue
deriving from taxes and transfers, ntmudgetary revenue
deriving from the assignment of land ¢evelopers,and
Increasesn the value of state assets (Zhang and Liu, 2011

A urban land is owned by the state, while rural land is owned
by the collective. In rural areas use rights are leased to
farmers and rural enterprises. The government has the right
to requisition ruralland for nonagricultural use and can
acquire urban land through demolition and relocation of
the affected population

A Governments us¢he market appreciation inalueof
development lando acquirerevenues/fundinfrastructure

andservices



Eight big investment firms

A Chonggingnfrastructural investmented by eight
competitivemarketoriented SOEsI{ C ba
datou) administered by the Chongging State
owned Assets Supervision and Administration
Commission and involved in developing transport
Infrastructure, energy, water, industrial and
commercial real estate, and public housing

A Major tax contributors andontributed15-20% of
profits (targetis 30 per cent) t&MC (not to
private shareholders)



INCLUDING PUBLIC HOUSING



Public housings 'E a

A Cheap housintp meetsocialneeds, reducaevage
costs andandattract workforce

A Construct40 million n?in three years with 10
million m? completed in the first yeadtO million
m? will cost 100 billioriYuan. Ithe rents cover
the interest on the loans, the project will pay for
itself. 10 per cent of the space Is for commercial
facilities which will yield 120,000 Yuan per fn
or 40-60 billion. Onehird of the apartments can
be sold after five years generating a further 40
billion Yuan




James Meade (1964) and public asse!

* Governments rely on taxation and public debt to
finance investment and consumption

K°-D

* |n China government also draws on public assets:

is the difference between the value of public assets
and national debt as a share of community real wealth.

K*-D

* Meade argued that increasing would be positive

for society especially if private property were more
equally distributed

* China has ‘a sufficiently large state investment sector
[such] that it can raise or lower effective demand
without a system of administrative planning’



3 RURAIURBAN LAND
CONVERSION AND LAND FINANCE



Agricultural restructuring and
protection of arable land

A If nearly50 of ruralpopulation isurbanized, re
assign farmland and reduce nagricultural land

A 1.826billion mu of cultivated land i€hina, 33.5
million mu INChongging: 1.6nu per person with
agriculturalstatus. Could increase.

A to ensure food security central government made
M®Py OATtEtAZY Ydz | WNBR
cultivated land area cannot fall. Conversion of
cultivated land into construction land subject to
very strictcontrol: AnnualLand Use Quota

regulation




Dipiaoc land certificate

A Apolicypermitslocalgovernments to Increase the quota
by an amount equal tone rural land that is converted to
agricultural from noragriculturaluses

A peasant residential plot8.26mu per personlf 10million
farmersget potentiallyreleases 2.6 million mrural
residential land Zhaiji di)

A farmerssell the land certificatet developers/CMC on
Chongging Rural Land Exchange (° ) getting
higherand uniform level o€ompensationBy April 2012
300,000Yuan per mu85% for farmers

Al K2y 3 WWONRS v (phojsicd INGstnSni o
100,000Yuan gets a government subsidy of 50,§08n
plus government help in arranging a loan of 150,008n
to provide a starting capital of 300,00an.




Land certificate

ChongqingRural Landexchangavas
establishedn December 2008.

In a year from 2008 to 200318

tickets were traded with a total area jii
of 12,300 Mu and a total turnover of
RMB 1.13 billion, which is about
RMB 91,500 per Mu.

In February 2010, the firsicket was
realized into a piece of commercial
land by the company biding for it.

., At present, land ticket price has risej
to about RMB 300,000 per Mu. -




4 AGRICULTURAL RESTRUCTURING,
FOOD PRODUCTION AND URBAN
DEVELOPMENT



Agricultural restructuring and rural
development

A Needfor high yields per area of land implying
Intensive farming: establish professional
agricultural ceoperatives to pool resources and
engage in higher value added cultivation, and
WRNIKBAYRQ SYUTISNLINAR&Sa |
markets

A201012WSOSNE LS| al yi K2 dz
wings income to grow by 10,0Q@anLINE 2 8O
H cllangyl nonghuwanyuan
zengshougongcheng with 95% reaching target
(Gaq 2011)).

A Circulation and efficient use of land
7 (¢ dzot&IBW & dz Bl cohd




5 INDUSTRIALIZATION



Value added (million Yuan)

5 Industrial growth 2004.1

80000 —
60000 —
40000 —
20000 —
0 p—
)
. 5 e(\
69\35\\0 \ 5\‘\)«\9
o® Qe SO\
a(ﬂ"“g o edxd‘(\e% \03‘9\5 \9‘06\) N S 3 \S\Q\e(“\ 00‘090 e(.‘ed
aos o < \\'\o‘“ (oe\a e ‘\QO. a0 o A
\\h\(\\ Y\o\)5 00\‘5‘ $0(\ \Q\G\a\e "‘a e\e S “e(g\l’
0 & od‘oa\\ "
Fuer



Six plus one pillar industries include I

A In 2008 HewletiPackard established a global testing
centre. By2013, four brand namenanufacturers (HP,
Toshiba, ACER, ASU8),0EMs/ODMs/EMEoxconn,
Quanta,Inventeg Pegatron Wistron, Compa) and864
suppliers produced 52 million notebook computers in

Chongging, accounting for some 25% of world output
by volume.

A A transferof much ofthe laptop manufacturinghain
was a result of complexetworks of ceoperation
embodiedin contemporaryGVCs and GPNs and
capacity of CMC witbentral state support to create
and shape markets, and create MAR and Jacobs
externalities that drove down costs and permitted
constant product innovation.



2003 ‘
2008 ¢

2009 ¢

2010 &

2013 ¢

2014

2003.10

2008.06
2008.10

2009.08
2009.12

2010.01

2010.04
2010.05

2010.09

2010.12

2011.05
2011.06

2011.07
2013.01

2013.07

? 2014.06

HP Global software Service Center in Chongging founded.

HP Global Testing Service Center founded.
HP Call Center in China founded.

Foxconn Industrial Base{Chongging) founded. HP Domestic PC Industrial Base founded.
Inventec Second Industrial Base in China founded. HP Global Settlement Center founded.

Quanta Third Industrial Base in China founded.

Quanta Third Industrial Base in China started production.
HP PC Domestic Industrial Base started operation.

Foxconn Industrial Base in Chongqing started production.
HP Notebook International Industrial Base (Chongqing) started operation.

Inventec Second Industrial Base in China started production.

ASUS Global PC Industrial Base and Second Operating Headquarters founded.

Wistron Seventh Industrial Base founded.
Compal Industrial Base founded.Before it reached an agreement with the government,Compal
had started production.

Acer Industrial Base founded.

TOSHIBA Global Notebook and Tablet PC Base founded.
Wistron decided to transfer its notebook production lines from eastern area like Kunshan to
western area like Chongqing in China.

TOSHIBA decided to transfer its notebook production lines from coastal area like Shanghai to
Chongqing.

Inventec decided to transfer its business notebook production lines from Shanghai to Chongging.
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Transport to Europe c¢YuXin
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| K2y 3ljAy3IQa &adzows
competition todraw Ininvestment:

A Qustersynergies as a result of supply chain strategies that ensure
that inputs are available locally.

A Goodquality infrastructure with excellent road, rail, air and water
transport including rail routeseducelogistic costs.

A Wagecosts are low due to migration from its rural hinterland and
Inexpensive housinddukoureform and the public housingelieve
companies of responsibilitidsorneon the east coast for the
welfare, health, education and accommodation of the workforce
O0FfK2dzZaK St FFENB NRIKGE GHAf S

A Industrialdevelopmentzones, fredrade zones for exposbriented
enterprises, though 70 per cent of output is intended to serve an
expanding and potentially huge domestic market.

A Governmentassistancéncludestax benefits (15 per cent income
tax rate for corporations encouraged by the government to invest in
western China), low interest loans, cheap land, inexpensive or free
SYSNH&: raaAauIyos 6 AU K [ KAY Il Q
procedures and aid with the recruitment of talent.



Control of real estate prices

A HuangQifanattrributes/ K2y 31lj Ay 3 Q4
macro controlof real estate prices.

A CMCcontrols land pricesa regulationstipulates
that land transfer price cannot exceed the house
priceby more thanone-third, realestate
Investment cannot exceed 30% of fixed assets
Investment.

A Housingpolicies andconstructionof dormitories
for workersensure low money wages reahges
that matchthose paid on the east coast.
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