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Abstract. The complex process of landed-property production in postreform China is examined with 
reference to Shanghai. In the specific context of a transitional economy, where planned and market 
elements coexist, the flow of capital into and out of the built environment is not automatically 
conditioned by the production sphere, or relative profitability, as suggested by Harvey's original 
theory of capital switching in an advanced market economy, but rather is dependent upon active 
involvement of various agents or 'game players' with different vested interests and motivations. 
Attention is focused on intertwined local and global forces in the 'game' of production of new urban 
space. It is argued that capital circulation is the intrinsic dynamic rather than the precondition of the 
game. The new phase of urban development is characterised as property-led rather than industrial 
surplus-driven development. Specifically, I examine the role of central and local governments, state-
owned enterprises, and foreign investors in urban land development and reveal that the predominant 
role of the state is now being substituted by complex interactions among these actors in a local 
context of globalisation. 

Introduction 
In the early 1990s China experienced a building boom unparalleled in history. At the 
peak of the boom, the annual growth of real-estate investment was as high as 117% in 
1992 and 164% in 1993. Soon afterwards the growth rate decreased to 31.8% in 1994, 
23.3% in 1995, and the figure dropped further in 1996 to 2.1% (Li, 1997). The fluctu
ation was much apparent in Shanghai. According to the Shanghai Statistical Yearbook 
1997 (SSB, 1997), housing investment increased from R M B 227 million in 1978 to R M B 
6.67 billion in 1993. However, the figure jumped to R M B 28.90 billion in 1994, giving 
an annual growth rate of 333%. In 1996, housing investment reached R M B 43.39 
billion, although compared to the previous year the growth rate slowed down to only 
6.8% (SSB, 1997). The changes in investment in fixed assets, although less dramatic, 
show a similar curve. According to the State Council, the rate of nationwide housing 
vacancies reached astonishingly high levels. In 1994, about 32.89 million m 2 of floor 
space in private-sector buildings was waiting for tenants. Vacant floor space increased 
to 50.31 million m 2 in 1995 and reached 66.24 million m 2 in 1996 (Chen, 1997; Li, 1997), 
among which 50 million m 2 was vacant commercial housing, which is produced 
through quasi-market methods and accounts for 75% of the total vacant assets. Even 
3.38 million m 2 produced under the state's 'comfort-living' scheme, which aimed to 
provide cheap housing for low-income households, remains empty. Ordinary commod
ity housing investment as a proportion of total investment of real estate decreased from 
83% in 1994 to .67% in 1995, and down further to 56% in 1996 (Li, 1997). The changing 
structure of investment suggests that the 'marketisation' of ordinary housing is facing 
greater difficulty than that of commercial offices or extravagant and high-quality 
properties. Evidence suggests that the bursting bubble of real estate in some cities 
and stagnation of high-price and high-vacancy property in others are not simply 
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normal cyclic real-estate fluctuations. Rather, they reveal some symptoms of a deeply 
embedded mechanism in the production of landed property^ which deserves broad 
theoretical treatment. The turbulent growth and transition of urban China provide a 
fascinating case for observing urban restructuring in the late 20th century, which is 
now a truly worldwide phenomenon. 

This study comprises two threads of analysis—capital switching (Harvey, 1978) and 
the process of land development (Knox, 1993). The first element is often theorised as 
an imperative political-economy condition for the creation of the built environment, 
whereas the second thread describes an institutional process whereby development is 
organised. In this paper, these two threads are not treated separately but linked 
through a thesis of transitional economy. Specifically, I adopt a sequence of analysis 
in which, first, I describe the 'game' of landed property production in which develop
ment actors are engaged, and, second, I question how this process leads to massive 
capital circulation. By adopting such a sequence of analysis I do not mean that the 
game players are autonomous and free of political or economic constraint. In a 
transitional economy, capital circulation is not determined simply by the rise and fall 
of relative profit rates in different sectors of the economy, nor is it a result of conscious 
behaviour of an omnipotent state to 'channel' capital in and out of the sphere of the 
built environment. Instead, capital circulation is a collective product of various emerg
ing growth alliances. 

Albeit well known in literature, a brief summary of the threads of analysis is useful. 
Capital switching has been the subject of extensive theoretical and empirical studies 
(for example, Badcock, 1992; Beauregard, 1994; Harvey, 1978; 1989a; King, 1989a; 
1989b; 1989c). The evolving theoretical argument was reviewed by Beauregard (1994), 
and thus it is not repeated here. Instead, I focus on how this argument might con
tribute to the understanding of the transformation of the built environment in a 
transitional economy. Considering the complex functional (from production to con
sumption) and geographical (from developed to less-developed areas) forms of capital 
movement, I use 'capital circulation' instead. A brief discussion here links this study to 
broad theoretical developments. 

According to Harvey (1978), capital switching is dependent upon the condition of 
overaccumulation within the sphere of product ion.^ Later, the mechanism of switch
ing was elaborated through emphasising the autonomy of the financial system and its 
attempt to combat tendencies to a falling rate of profit (Harvey, 1989a). King (1989b) 
identified empirically eight switching circles and suggested that a diversity of incentives 
existed in housing submarkets, thus deepening the argument. But how capital switch
ing actually proceeds is still a subject of controversy. The concept of the rent gap 
developed by Smith (1979; 1996) and further elaborated by Clark (1995) suggests how 
switching is motivated by 'concrete' incentives and real-estate operations. Ball (1986; 
1994) introduced a concept of 'the structure of building provision' and paid particular 
attention to social agents. Knox (1991; 1993) further explored the meaning of culture 
and the role of real-estate agents, planning professionals, and the strategies of the 
construction industries. Thus, the analysis of capital movement is associated with a 

(1) In this paper, I refer to the change in land uses and the subsequent construction of buildings as 
the production of landed property in the view that I am not going to document urban ecological 
invasion-successions but to narrate the 'game' of appropriating emerging exchange value. 
(2) Harvey (1978) proposed a model of three capital circuits in capitalism: the primary circuit is 
referred to as the one in which the means of production and consumption are produced; the 
secondary circuit is related to the production of fixed assets and the built environment; and the 
tertiary circuit involves social investments as well as investments in science and technology. Both 
sectoral and geographical switching crises can occur in a capitalist city. 
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thread of analysis of development processes. The development process is much more 
complicated than thought in a deterministic vision (Knox, 1993). In fact, the cognition 
of agents is dependent upon the context. The motivations of actors are highly diversi
fied, as shown in the classification of investmejiHnJand_^d_p_roperty_made_by-Haila--
(1991)7who^iiilufh followed Logan and Molotch's (1987) dissection of the organisation 
of growth coalitions. However, the role of capital in urban development should be 
highly emphasised (Beauregard, 1994). Associated with globalisation, urban space or 
land itself is now being treated as 'fictitious capital' (Harvey, 1989a). It is now evident 
that the dynamism of built-environment development involves various actors who have 
a variety of motivations and vested interests. Urban development therefore can be seen 
as a game. However, can the uncoordinated reactions of the game players collectively 
lead capital to flow into certain sectors or geographical areas? This is the question I 
intend to address, thus combining the two threads of analysis. My purpose in this 
paper is to explore the institutional process behind the massive capital circulation 
into the built environment in the process of land and housing marketisation. 

In the next section,! highlight the context within which the game of landed property 
development is orchestrated. The third section explores in detail the role of key actors 
involved. The fourth section examines capital circulation as the intrinsic dynamics of the 
game. In the final section, I reflect on the implications of the major findings. 

The rules of the game—China's transitional economy in globalisation 
A framework of analysis is needed to understand China's urban restructuring (Wu, 
1997). The rules of the game here refer to the political economy that defines the 
behavioural framework of game participants. Following studies of postreform China 
(for example, Bian and Logan, 1996; Nee, 1989; 1992; Walder, 1996), I denote the 
economic system in transition from a centrally planned to a market economy as a 
transitional economy.(3) The key notion behind this concept is the coexistence of 
planned and market elements. Bian and Logan (1996) highlight how gradualism of 
incremental and partial economic reform formed a new hybrid or segmented economic 
system in which market coordination does not supplant bureaucratic coordination but 
is grafted onto it. The role of local governments therefore is important (Walder, 1992; 
1995; Wank, 1996). The rules of the game as summarised by a thesis of transitional 
economy comprise three elements. First, economic decentralisation has brought a 
variety of game players into the urban arena. This greatly diversified the structure of 
urban governance. Second, the changes in the system of property rights further com
plicated the game by introducing new incentives into a web of de facto control. A 
complex nexus intertwined with institutional and market forces replaced the bilateral 
relationship between the state and the work force. The establishment of the urban land-
leasing system is such a typical example (Dowall, 1994; Yeh and Wu, 1996). The change 
should be understood as the redistribution of a bundle of rights (Marcuse, 1996). Third, 
overseas capital links the global to the local and further defines the nature of city 
building. The significance of such a global-local perspective lies in an appropriate 
understanding of the interaction between the local state and foreign investors (Fain-
stein, 1990; King, 1993; Rydin, 1998). In the study of urban development in the Pacific 
Rim, for example, Olds (1995) described the emergence of megaprojects and global-
local dialectics. 

(3) There is no generic model of transitional economies. The concept is loosely referred to as a 
variety of forms of mixed planned and market elements. In fact, the division of state and market 
itself may be problematic. The concept of transitional economy therefore emphasises a more 
realistic picture in that the two are blurring and grafting together. 
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The game of landed-property production 
The characteristics of a transitional economy determine that the production of landed 
property is neither centrally planned nor coordinated through market signals. In 
essence, it is a game which involves various players with diversified interests and 
tactics. The concrete form of the game is dependent upon local contexts. Nonetheless, 
some big players can be identified, although note that what follows is a general 
description, in a similar sense to Logan and Molotch's (1987) description of growth 
machines and Haila's (1991) typology of investments. 

Local governments 
Since the economic reform, fiscal decentralisation has created new entities of interest. 
Local governments began to gain economic autonomy, power, and responsibility for 
managing state property. The active role played by localofiicials in economic development 
is the major characteristic of the postreform system (Eng, 1997; Hsing, 1996; Walder, 1995; 
Wu, 1997). In particular, postreform governance is experiencing a profound change from 
powerful state control to decentralised local intervention. In what way the change shares a 
similarity with the transformation of Western states from state managerialism to 
'entrepreneurialism' (Harvey, 1989b) should be a subject of detailed historical researches. 
The change is very obvious in the coastal regions of China, such as the Pearl River Delta. 
Because overseas capital plays such an important role in local taxation and revenue 
mobilisation, government officials are keen to attract foreign investors to their localities 
(Vogel, 1989), and resource allocation for urban development is prioritised towards the 
need to attract and sustain foreign investment (Eng, 1997). In sum, the behaviour of local 
governments is now heavily conditioned by external market forces, as are norms, gains 
and losses, tasks and objectives, and methods and possible tactics. 

In the arena of urban development, local interests were established by the 
redefinition and redistribution of development rights of state land. Provision of cheap 
land which is less planning-restrained is a basic instrument for local government to 
induce foreign investment. Among various tactics are the creation of special develop
ment zones, which allow flexible planning control or give virtually autonomous rights of 
land subdivision, and concessions in capital gains tax and land premium. The decentral
isation has reduced the central state's capacity towards and responsibility for regulating 
local growth. Once started, decentralisation is a self-reinforcing process—it fosters new 
incentives of smaller jurisdiction units to gain the control over resources. In some large 
metropolises, the right of control over state land properties is now being decentralised 
from the municipalities to the district governments. For example, in Shanghai, district 
governments have gained substantial power to regulate urban development, including 
project approval and registration, and the issuing of planning and building permits and 
land leasing certificates. The adoption of the two-tier structure of urban management 
has led to a highly 'aggressive and competitive' role of local district governments in the 
process of urban redevelopment (Wang and Li, 1997). 

The role of local government is crucial but complicated. As the manager of state 
land, local governments link existing land users (residents and state-owned enterprises) 
with land developers. After land reforms, municipalities gained control over state land 
and began to collect land premium. However, as mentioned, land ownership has been 
widely dispersed over various government jurisdictions. Therefore a complicated rela
tionship between state work units and central and local governments has been formed. 
The central government requires local governments to turn over a certain proportion 
of land premium, but the extraction of land rent reduces the profit of state-owned 
enterprises. Negotiations between state enterprises and local governments therefore 
often lead to discounted land rent. 
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Because of the scheme of sharing land premium between central and local 
governments, municipalities attempted to resort to intangible 'planning gain' or in-
kind contributions instead of collecting monetary premium, so as to hide the actual 
benefits from land. Real-estate companiesjy^ej^^ 
c^lnmuhiry7 facilities for the city. Negotiation between local land authorities and devel
opers thus becomes a major way of leasing state land. Land was seemingly leased at a 
very low price, but subsequently various taxes and fees were imposed on developers. In 
1992, these fees amounted to 40 items. In a district of Beijing, the estimated land price 
ranged from 7000 to 10000 RMB. However, the actual land premium collected was 
only 600 to 800 RMB, less than 10% of the estimated price (Deng, 1995). In Shanghai, a 
total of 115 land-related fees were collected in 1995, which amounted to 200 to 500 RMB 
per m2. The fees constitute about 10% to 15% of the total cost of ordinary commercial 
housing (Chen, 1997). Another investigation showed that in 1992 the costs not related 
to housing construction accounted for as much as 70% of sale price (Wang, 1992). This 
practice of the extraction of planning gains imposes extra costs on urban development 
and transfers more capital into the built environment. 

State work units 
In the era of state socialism, state work units were the basic organisers of society. They 
played comprehensive social and economic roles (Walder, 1986; Whyte and Parish, 
1984). Today, state work units are still influential as a result of the legacy of self-
contained urban development. In a city such as Shanghai, where socialist planning 
and the command economy was effectively implemented, this is a particularly out
standing feature. Two issues are addressed here: first, how state work units continue 
to play an indispensable role in housing provision; and, second, how they began to 
engage in real-estate development. 

In the prereform period state work units were the dominant supplier of public 
housing, as they were directly involved in organising housing production. Housing 
investment was basically fuelled by the state's capital construction investment (CCI). 
Housing reforms began with the reform of housing production, first, by diversifying 
investment sources from the state budgetary investment towards self-raised and 
retained profits of work units and personal savings, and second, by changing the 
development organisation from project-specific to comprehensive developments (Wu, 
1995; 1996; Yeh and Wu, 1996). As a result, work units began to withdraw from the 
direct involvement in housing construction. However, because of the remaining strict 
control over wages, the state employees could not afford commercial housing. Work 
units became the main purchasers of commercial housing. In Shanghai, although 
about 34% of commercial housing was sold to individual consumers, the volume of 
marketised housing provision (which is produced through the market and sold to 
individuals) accounts for only 14.2% of total housing provision(4) (SHLAB, 1996; SSB, 
1997). The consequence is a shift from the state's direct investment to huge hidden 
subsidies (World Bank, 1992; Wu, 1996). In 1995, each urban resident gained RMB 1960 
from housing subsidies, which accounted for 59.3% of total welfare income (Chen, 
1997). The subsidies come from various sources but are mostly from retained profits. 

With the strengthening of land reform, state work units began to join the real-estate 
business. By doing so, they want to retain the development rights of their existing 
land. This is a response to the redistribution of property rights. State institutions and 

(4) Much of the housing bought by enterprises is either allocated at a nominal charge or resold at 
a subsidised price to their employees. The State Council announced that the allocation of housing 
as an occupational welfare would be ceased from 1998. The implication of this policy to the 
structure of housing provision still remains to be seen. 
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enterprises occupy a large proportion of the existing land stock which is now becoming 
a valuable commodity. Under state socialism, as the state owned both land and enter
prises, there was no need to claim land rent, which is a deduction from profits (Wu, 
1997).(5) Because of the absence of land rent, state work units occupied the prime 
locations of the socialist city. However with the establishment of land leasing and a 
planning permission system in the 1980s, the self-developed land is now subject to 
some restrictions. First, the development right could not be transferred without per
mission of the local land authority and the payment of a land premium to the 
municipality. Second, the development right is now restrained by a planning permis
sion. It is understandable that these new measures have met great resistance from state 
enterprises. Therefore the game between the local government and work units unfolds 
around the struggle over the control of existing administratively allocated land stock. 

However, the result of the competition between state enterprises and local govern
ments is complex, and depends on their relative power and strength. Some previous 
industrial bureaux became large land owners, which control many factory sites. They 
began to run various businesses including real-estate investment. Many development 
companies were set up on the basis of previous factory sites and are funded by these 
industrial corporations. Because of the lack of funds, local governments sometimes 
have to lease land-development rights even before relocating residents and clearing 
the land. This practice is called 'entrusted demolishing and redevelopment', which 
means that only development rights and not the actual serviced land are sold. This 
indicates the scarcity of capital relative to the land. Because land prices are expected to 
rise, developers tend to obtain development rights first. Urban redevelopment thus 
becomes a competition for securing development rights. In Beijing, various develop
ment companies backed by district governments, streets, and communities cannot wait 
to claim the development rights of dilapidated areas, and in the district of Dongcheng, 
for example, the development rights of about 80% of dilapidated urban areas have 
already been claimed (Deng, 1995). In Shanghai, many 'single-project' companies have 
been set up on the sites of former factories. Local governments attempt to induce state 
enterprises to give up land-use rights by providing assistance for factory relocation and 
by absorbing their redundant workers into tertiary industries. Big owners of state land, 
on the other hand, want to retain the development rights through resorting to various 
ways to bypass the local regulations. However, sometimes a fragile alliance between 
enterprises and local governments can be formed, which is based on mutual interests in 
state land. As a result, urban redevelopment presents a complex picture. 

The involvement of state work units and related governments complicates the 
production of landed property. Real-estate development companies are connected 
with various government branches through formal institutional linkages and informal 
personal contacts. These companies are often required to undertake functions of 
welfare provision as well as profit generation. For example, development corporations 
can gain access to negotiated land allocation but at the same time they are required to 
rehabilitate dilapidated areas. Through combining government functions and profit 
generation the provision of public facilities and services is subsidised in hidden ways. 
Nonetheless, the practice also blurs the distinction between administrative and market 
allocation of land, and creates vast grey areas and loopholes. 

As capital is relatively scarcer than uncleared urban land, business interests become 
predominant in urban redevelopment. Interests of local land users, particularly residents, 
are marginalised. Armed with contacts with administrative systems, these companies 

(5) Therefore, urban land had limited capitalised rent because the owner of the land could not get 
land premium or rent. 
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represent an emerging business interest linked to the interests of pro-development local 
governments. At the beginning of land reform, unregulated land-use change was a 
predominate problem (Yeh and Wu, 1996). However, with further decentralised urban 
governance, what matters now is that urban ma^gejneiUiis^experiencingJundamental 
chanpsTUfbanTpaceTs regulated in a way to generate maximum land-related benefits 
and to serve the landed interests. 

Overseas investors 
Current studies on foreign investments focus mainly on the impact on recipient 
countries as a whole. Although research has been conducted mainly on a regional 
scale, the game of landed-property production suggests that the implication for urban 
development should not be ignored. 

One significant feature of China's opening to the world market is the rapid increase 
of foreign direct investment (FDI). In 1983, there were only 470 signed contracts for 
FDI, amounting to US $1,732 billion. In 1995, the number of contracts had increased to 
37011, amounting to US $91,282 billion of contracted value and US$37,521 billion of 
realised investment (SSB, 1993; 1996). By the mid-1990s, China had become the largest 
recipient of FDI (Lardy, 1996). Whereas most researchers emphasised the new inter
national division of labour and thus the sphere of production, some began to recognise 
the potential contribution of the property market to the influx of FDI (Berry and 
Huxley, 1992; Logan, 1993; Olds, 1995). The globalisation of property markets is at 
least in part a result of the lowering of barriers to foreign investment in land (Logan, 
1993; Olds, 1995) and of increasing autonomy of the financial system under a regime of 
flexible accumulation (Harvey, 1989a). In China, a series of regulations have been 
promulgated since 1992 which aim to attract foreign investment into urban land and 
housing development (Dowall, 1993; Yeh and Wu, 1996). A breakdown of registered 
enterprises with foreign capital indicates that the real-estate sector became the second 
largest sector utilising foreign investment. In 1993, out of US $35,456 billion of regis
tered capital by foreign partners, US$14,497 billion was invested in the real estate 
sector, whereas industry absorbed US$15,051 billion (SSB, 1996). In 1991, the number 
of agreements signed in real estate was only 401. The figure rapidly increased to 11353 
in 1995, when the property market was further opened to external investors (SSB, 1996). 
The figure of foreign investment may be overestimated by the changing status of state 
enterprises or so-called 'round route' investment (Lardy, 1996; Olds, 1995), but these 
statistics clearly reflect the sheer scale of the phenomenon and the advantage of being 
an 'external' investor. 

The bargaining power of overseas investors lies in their mobility. The process of 
utilisation of foreign investment resembles that of the consumer (localities) meeting the 
producer (foreign capital). Autonomous' agents created by fiscal decentralisation and 
the economic autonomy of localities and their demand for scarce capital in a rapidly 
growing economy have led to intercity competition (Harvey, 1989a). In the study of 
land development, it should be remembered that bargaining and cooperation between 
investors and recipients are determined by fairly clear economic relationships, 
although this whole process is often facilitated and disguised by puzzling social con
tracts and guanxi—interpersonal relationships. The phenomenon is now a subject of 
extensive documentation. The involvement of foreign investors in an urban process is 
more complex than what was thought before. The interactions between local govern
ments and investors are facilitated not only through preexisting kinship ties (Leung, 
1993) and newly developed 'social networks' (Eng and Lin, 1996), but also through 
cultural and linguistic affinity (Hsing, 1996). Nonetheless, although social interactions 
can take a variety of vivid cultural forms, they are subject to clear economic motivations. 
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In other words, there is a limit of what such interactions can achieve. This is in contrast to 
the interactions in a planned economy, which are subject to political processes. Walder 
(1995) suggested a thesis of 'local governments as industrial firms', and shows that all 
interactions take place within a defined framework. With the hardening of soft budgets, 
local governments are now subject to economic rationality rather than social or 
ideological commitments. 

The implications are twofold. First, overseas investments in manufacturing indus
tries produce a strong demand for urban land and high-quality housing. The movement 
of foreign capital is outside conventional capital circulation under state socialism. This 
creates land rent in its true sense. Second, upon seeing the increasing intercity com
petition for foreign investment, urban managers adopt a development strategy to boost 
investment in the built environment. They are willing to use public money to support 
infrastructure development. 

Capital circulation as an intrinsic dynamic 
In a transitional economy, as a result of the decentralisation of state power and 
functions, any capital flow is unlikely to be driven by coherent public policies. Instead 
of viewing capital switching as a result of the state's purposeful intervention behaviour 
in response to an overaccumulation crisis, I attempt to explain it as an intrinsic dynamic 
of uncoordinated, interactive, and competitive processes. Each game player reacts in 
an ad hoc way according to his or her perception to maximise land-related benefits, 
although as a whole this process leads to some unexpected effects, such as the capital 
flow to the built environment. 

Before I explore capital circulation in a transitional economy, a brief summary of 
state socialism is appropriate. The basic logic of production in state socialism was to 
suppress the cost of labour reproduction so as to maximise productivity levels and 
speed up the industrialisation process (Wu, 1995; 1997). In the Mao era, national 
building and national defence were perceived as overwhelming goals in an unsecured 
international environment. The task was accomplished by the state's monopoly of 
resources, including durable consumption materials, and by entrusting state work units 
with self-contained development. Giving a comprehensive and predominant role to 
state work units in the organisation of development enabled an effective extraction 
and concentration of social surplus. The state enjoyed the high rate of accumulation 
without an overaccumulation crisis, largely through expanding new production capaci
ties and abandoning the principle of the exchange of equal values in consumption. 
Owing to the enforced accumulation, the work force could not afford the price of some 
durable consumption materials (even determined in a planned price system). Therefore 
these materials, including housing, had to be allocated free. 

The legacies of this enforced accumulation are twofold. First, there widely exist 
shortages or 'debts' of infrastructure investment. The under-developed built environ
ment sustained relatively large production capacities. Some of the capital used to 
compensate the work force was in fact transferred into the expansion of production. 
Because of low affordability and thus the existence of administrative allocation, the 
materials logically related to labour reproduction (such as housing) were seen as non
productive, and were indeed so because of low (capitalised) value. In other words, it 
was impossible to set up enterprises to produce these materials so that it could 
contribute to the value of industrial production. It was impossible to capitalise urban 
land—in other words, to extract money from it. Urban land was thus a commodity and 
had limited exchange value. 

Second, the commercialised urban development after housing and land reforms 
coexists with the system of state work units. The transformation brought about by 
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economic reforms under gradualism is not one of radical marketisation of labour, but 
a process of decentralisation of economic decisionmaking. Specifically, what has been 
altered is the mechanism of capital's submission to the state and the state's consequent 
regulation ability. In contrast to low affordability and lack of effective demand on the 
part of ordinary residents, the purchasing power of public and corporate sources such 
as state enterprises, governments, institutions, and joint ventures is very large. Decen
tralisation gave certain autonomy to state-owned enterprises, thus allowing them to 
use retained profits to purchase commercial housing. Because of the severe fiscal 
deficit in the late 1970s, the state was no longer able to finance urban development 
through budgetary capital. Instead, state work units were encouraged to solve the chronic 
housing shortage by themselves through self-raised funds (SRF). This policy has 
opened up a new channel for transferring capital from production to consumption.(6) 

The potential rent drawn from the purchasing power other than that of individual 
consumers can be high, thus generating a sufficient gap between a currently low 
capitalised rent and the potential rent. The marketisation of housing and land is a 
step towards removing the institutional barrier of transacting urban space as properties. 
Hence, the combination of decentralisation and marketisation paved the way to a new 
era of capital circulation. 

The postreform capital circulation is characterised by a dramatic increase in the 
flow of investment from the production circuit to the circuit of land development. This 
greatly stimulated urban development and led to an unprecedented pace of housing 
construction (Chen, 1996). About 70% of the urban housing stock was built after 
economic reforms. From 1979 to 1995, a total of 2.55 billion m2 of housing was built, 
which led to an increase of per capita living floor space from 3.6 m2 in 1978 to 8.3 m2 in 
1996 (Chen, 1997). In 1978, annual housing completion was only 3.75 million m2 (Lin, 
1991). The figure increased to 170.73 million m2 in 1985 and 356.66 million m2 in 1995 
(SSB, 1996). In Shanghai, the growth of investments in housing and infrastructures has 
accelerated since 1992 when the marketisation process was strengthened (figure 1). The 
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Figure 1. The growth of investments in housing and infrastructures in Shanghai, 1978-96 
(source: SSB, 1997). 

(6) In this study I have emphasised the expansion of in-kind benefits by the state work units as a 
primary source of capital transference into the built environment. However, capital transference 
can take various forms and routes, such as speculative foreign capital in real-estate development; 
overseas individuals purchasing in expectation of future exchange value; domestic and public 
capital from other regions (ironically, often from less developed and poor regions); housing 
purchase by joint ventures; individual housing purchase by the nouveaux riches; joint development 
of factory buildings; investment made by local government derived from the land premium, urban 
construction, and maintenance tax; and infrastructure contributions. There is a need to study 
these concrete mechanisms of capital transference. 
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total investment in housing increased from R M B 227 million in 1978 to R M B 43 385 
million in 1996, an increase of 191 times (SSB, 1997). The significant increase occurred 
after the 1992-93 period when Shanghai was given favourable policies by the central 
government. Investment in infrastructures also increased from R M B 446 million in 1978 
to RMB 37 878 million in 1996. However, it is not the absolute volume of investments 
per se but their relative proportion or the structure of investment that is interesting. 

Following Beauregard (1994), we used a 'weak' analysis of the shifting tendency 
between investments in constructive and nonconstructive areas (weak in the sense that 
we do not consider whether capital switching is indeed driven by falling profitability in 
the primary circuit as Harvey originally argued). Owing to the difficulty in tracing 
inputs of production, we used the outputs instead. The indicators are the ratio of 
infrastructure investment to gross domestic product (GDP) and the ratio of housing 
investment to GDP. The general tendency of ratios from 1978 to 1996 to increase is 
represented in figure 2. Fluctuations divided the trajectory of growth into periods of 
construction boom and slowing down. One obvious cycle of rapid expansion occurred 
just before the 1989 political turbulence. The 1989 event led to a temporary readjust
ment and tightening of control. The second boom in housing investment reached its 
peak in 1995, a year after tightening macroeconomic control. In the case of Shanghai, 
the control did not deter investment in fixed assets immediately as the ratio of the 
investment to G D P was continuing to rise, although the growth rate did decrease. 
Whether the decreasing rate of growth indicates that the building bubble is about to 
burst still remains to be seen. 

-a- Infra:GDP 

- o - H : G D P 

1978 1980 1982 1984 1986 1988 1990 1992 1994 1996 
Year 

Figure 2. The changing ratios of investments in infrastrucures and housing to gross domestic 
product (GDP) in Shanghai, 1978 - 96. Note: Infra: GDP, the ratio of infrastructure investment to 
GDP; H:GDP, the ratio of housing investment to GDP (source: calculated from SSB, 1997). 

The increases in these ratios indicate the tendency of investment shifting from the 
production circuit to the circuit of the built environment. To understand the underlying 
mechanism, however, one needs to examine the disparity between housing investment 
and the wage paid to the work force. The evidence of such a disparity suggests that 
state work units played an indispensable role in housing provision. The increasing gap 
between the investment in landed property and purchasing power based on wages can be 
illustrated by another two simple indicators: the ratio of total wages to investment in 
fixed assets, and the ratio of total wages to investment in housing. These two ratios have 
been decreasing since 1978. The ratio of wages to investment in fixed assets decreased 
from 1.01 in 1978 to 0.25 in 1996 and the ratio of wages to housing investment from 12.36 
to 1.14 (figure 3). The growth of wages lagged behind that of investments in fixed assets 
and housing. These changes suggest the decreasing contribution of wages in housing 
consumption and the disparity between housing production and end-users' affordability. 
The matter becomes even worse because of an extreme imbalance between bank loans 
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Figure 3. The changes in the ratio of wages to housing investment and the ratio of wages to 
investment in fixed assets in Shanghai, 1978-96 (source: calculated from SSB, 1997). 

and housing investment and housing mortgages. According to the nationwide figure, 
housing mortgages only accounted for 7% of total housing-related loans (Li, 1997). 
Given the fact that the real-estate sector has been experiencing tremendous growth and 
that housing prices were continuing to rise, the purchasing power must rely on sources 
other than individual consumers. In fact, state work units heavily subsidised housing 
purchasing and distributed housing as in-kind benefits to employees. In Shanghai, over 
12.7 million m 2 floor space of housing was constructed in 1995. About 5.3 million m 2 

was categorised as 'commercial housing', which accounted for 41.6% of the total (SSB, 
1997). Among commercial housing, individual consumers purchased about 34% 
(SHLAB, 1996). Thus, the total housing purchased by individual end-users at a market 
price accounts for no more than 14% of total housing completed/7) A large proportion 
of housing was bought by work units and redistributed to their employees. As a result 
of losing the grip of budgetary control of state enterprises, production capital was 
redirected into land and housing development.(8> 

Although land and housing reforms have successfully diversified the source of 
investment in landed property, the driving force of this new urban development did 
not come from the purchasing power on the part of the nominal income of residents. 
The increase in the proportion of personal income in the national G N P was largely 
achieved through the expansion of in-kind and grey benefits. The remaining in-kind 
distribution reflects the persistence of redistributive power of the state (Bian and 
Logan, 1996). Such irregular money movements are difficult to monitor and partially 
responsible for widespread loss in state enterprises. The combination of planned and 
market elements within the institutional framework of state work units has led to a 
transferrence of capital from production to consumption areas. This capital injection 
into the built environment has induced the increase in property prices and the potential 
land rent, which further attracts overseas capital into real-estate investment. 

(7) This figure might be an underestimate, because the housing allocated to state employees by 
their work units may be charged at quasimarket prices. Even so, if half of the housing bought by 
work units is thought of as market allocated, this only adds another 13% to the figure, as 
approximately 58% of housing completed is not categorised as 'commercial housing' at all. 
(8) There is evidence that state work units tend to use their production funds inappropriately and 
to distribute properties to their employees regardless of the long-term interests of productivity. 
Such short-term behaviour is in part due to their fear that they might lose their control of these 
funds or properties in the future. 
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Conclusion 
In this paper, the production of landed property is seen as a process in which capital is 
fixed in space. Such an abstraction by no way implies that the circulation should follow 
a simple deterministic logic. Driven by intertwined global and local forces, the creation 
of new urban space in postreform China involves many actors with different motiva
tions and vested interests. In this sense, it is a game defined by the institutional 
framework of a transitional economy where the pervasive dualism of plan and market 
exists. Seen from this perspective, transferrence of capital from one area to another is 
unlikely to be as smooth as the theory of capital switching may suggest. The rent gap 
and capital circulation are coupled concepts which are useful for the Chinese context in 
that the former explains the incentive to transfer capital whereas the latter captures the 
consequence of capitalising the rent gap. 

The new process of landed-property production suggests that the transitional 
economy may not be simply a transition period from a planned economy to a free-
market economy. Unlike in the rural sector, urban space is more complex where the 
legacy of state socialism and the introduction of a market mechanism interface with 
each other. Persistence of wage control, decentralisation of state property, emerging 
localities, and the flooding-in of foreign investors have together created various vested 
interests. In turn, those who benefit from the dual system have formed various growth 
alliances. The dual land-use system is but an illustrative example. As the land-lease 
system has gradually allowed local governments to gain control of state land, alliances 
between local governments and land leaseholds have been formed. Negotiated land 
leasing becomes an instrument for local governments to manage the city. In-kind 
contributions enable local governments to hide land premium from the central govern
ment, but in turn they have to exercise planning control in a less transparent way. The 
persistence of state control of labour wages is in contrast to the decentralisation of 
decisionmaking for state work units. State enterprises began to use this autonomy to 
invest in land development and to buy commercial housing. As urban land is now 
regulated by the local governments, developers are attempting to circumvent the 
control by resorting to the black markets. Spontaneous land-use conversions are thus 
widespread in urban China. 

I suggest that the establishment of a real property market has profoundly changed 
the driving force of urban development in China. Increasingly, urban development is 
fuelled by property-led development rather than industrial surplus-driven growth. The 
history of the recent real-estate boom and stagnation can be summarised as follows. 
First, when land development was still a new business, developers enjoyed windfall 
profits. This was because urban land rent was fixed at a low capitalised level. However, 
the change in the land-use system and massive capital flowing into the built environ
ment raised potential rent, thus generating a rent gap. Through relocating residents and 
changing land uses, this rent gap was capitalised and developers made huge profits. 
Second, local governments recognised this rent gap and thus invented various methods 
to extract landed benefits. They demanded that developers contribute to in-kind land 
rent and reinvested the extracted capital in the built environment. This mechanism 
raised the prices of landed property. Third, state work units began to subsidise the 
purchasing of commercial housing and to participate in real-estate development. Their 
involvement in landed property production formed a channel for transferring capital 
from the production circuit to the circuit of the built environment, thus reinforcing the 
growth mechanism. The increase in land and housing prices further attracted specu
lative investment. 

Property-led urban development has immense implications for social stratification 
and polarisation. The capitalising of state property—for example by lending state 
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housing in a black market to obtain rents—can make a rapid fortune. But the cost of 
speculative property development is eventually born by the public. Urban managers are 
now keen to create competitive city landscapes through public or public-private 
funded infrastructures. Injthe past, land jwasof no jvalueJ:o_municipalities. But soon 
municipalities began to learn that urban development could be funded through leasing 
the land. Thus, property-driven development is now thought of as a 'magic' way to 
obtain much-needed capital as if land leasing and the extraction of landed benefits 
could provide free and endless resources. But the limit of such an extraction must be 
recognised. By doing so, local governments raise the cost of landed property produc
tion. Conjoined with the injection of foreign investment and capital transferred from 
the production circuit, the price of landed properties continued to rise, which further 
induced speculative investment. Although the scenario of a world city seems attractive, 
the other two ingredients of today's 'real' globalisation should be recognised: "the 
concentration of private control over economic activity and the decline—defeat may 
be a better word—of public control over such activity, particularly public control at the 
local level" (Marcuse, 1997, page 41). To what extent the urban process in transitional 
economies is affected by a combined process of marketisation and globalisation is an 
issue for future research. 
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