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Executive Summary 
 

Foreign Direct Investment (FDI) has played a significant and positive role in driving 

economic growth and upgrading economic structure in Shanghai. The shift in the pattern 

of FDI over the last decade towards services has been particularly crucial. Given its 

importance, Shanghai municipal government may continue to devote efforts to attract 

FDI and have foreign funded enterprises help reshape Shanghai‘s economic landscape. 

The main importance of FDI to Shanghai lies less in its capital finance, and more in the 

extent to which foreign funded enterprises (FFEs) help move the city up the value chain 

and generate high-end jobs.   

In the post-financial crisis era, developing countries will take a much larger role in 

leading world growth while enhanced competition will accelerate the pace of service 

revolution.  Possessing strong geographic advantages, Shanghai has the potential to 

become an international business and financial hub and to have the high-tech industries 

and services being the driving force of the growth.  In fact, it is already making clear 

progress in this direction. MNC executives confirmed Shanghai‘s strategic role in their 

global spatial plan. MNCs may move up along the value chain irrespective of government 

policies, as they may have to live up with the rising labor and business costs and reap the 

opportunities of rapidly expanding domestic market.  Shanghai municipal government 

could do more to accelerate this trend and reap more benefits from this change.     

Shifting the policy focus 

International experience suggests that a city could continue to thrive by shifting the focus 

of its FDI policies along with its industrial policies.  Thus, Shanghai could shift its efforts 

to attracting FDI in knowledge and skill intensive sectors, given its level of development 

and comparative advantages.  With regard to local services such as wholesale and retail 

trade, hotels, health care, restaurants and culture, the role of government is to maintain a 

benign investment environment and fair playing field for all firms, foreign and domestic 

alike, and provide basic public infrastructure.  Against the backdrop of the growing 

internationalization of the services sectors, some traditional local services, such as health 

care, may have potential to expand into the global market.  Given the dynamic and 

rapidly changing industrial structure, Shanghai municipal government needs to remain 

adaptive and flexible.   

Improving the investment climate 

As Shanghai has an ambitious vision for itself—developing into a world class financial 

and business hub— the city government may wish to benchmark with top-ranked cities in 
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the world, and to benefit from the experiences (policies and programs) of how these cities 

transformed themselves into such hubs. Much international evidence suggests that tax 

incentives for FDI play a limited role in investment, and are less important than a stable, 

favorable investment climate and a level playing field for all investors.   China‘s central 

government could review the incentives faced by sub-national government, to avoid a 

―race to the bottom‖ in FDI promotion policies, and change the feature of competition 

between different localities from incentive based toward rule based.  As for Shanghai, 

there is still much room for improvement compared with some of best performing cities, 

both in China and in the world.  The areas which require particularly devoted efforts are 

improving government efficiency, increasing regulatory transparency, and strengthening 

investors‘ and intellectual property rights (IPR) protection.    

Synthesizing Shanghai’s comparative advantages 

Shanghai has strong potential in reaping the benefits of FDI and reshaping its economic 

landscape in 12
th

 Five Year Plan period.  In terms of the three conditions to succeed—

good opportunity, favorable geographic location and harmonious society, Shanghai is 

already in a good position. The restructuring of the global economy (especially the 

increased role of developing countries), domestic growth and restructuring, and the 

services revolution together serve to provide very good opportunities. Shanghai enjoys a 

favorable geographic location, being a large and vibrant metropolis located in the 

important and dynamic Yangtze Delta region, and possessing good port infrastructure. 

And it‘s in Shanghai‘s capacity to further sharpen its advantages, by synthesizing its 

comparative advantages and building a livable, open and well-connected city that is 

conducive to attract talents and businesses.  More specifically, Shanghai can take the 

following actions. 

 Further promote the integration with the rest of the Yangtze Delta Region; 

 Place people, not growth, at the center of its development strategy and improve 

the city‘s livability; 

 Increase its investment in human capital and support MNCs‘ research and 

training cooperation with local universities;    

 Reinforce connections between industrial parks, metropolitan areas and business 

districts, between services and manufacturing, between research institutes and 

industries, and between Shanghai and other major cities; and   

 Take a dedicated effort to improve urban land planning and enhance the land-use 

efficiency.   
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I.  Introduction 
  

Shanghai is a pioneering city in China, where the GDP per capita (RMB73124, or 

US$10529 in 2008) is over three times of the national average and also among the 

highest of all provinces.  In terms of purchasing power parity, Shanghai‘s GDP per capita 

is equivalent to 19221 constant 2005 international dollars, a level that Japan reached in 

the early 1980s, and Singapore in 1987, and closer to the current level of Portugal
1
.   

Shanghai municipal government has laid down an ambitious vision for itself – making 

Shanghai a world class business, trade, and finance and logistics center.   This is an 

appropriate long term vision in the light of Shanghai‘s role in China and increasing share 

of China in the world economy.  To materialize such a vision, however, is a difficult 

endeavor.  Indeed, past success gives comparative advantage for a city through 
                                                
1
 Portugal‘s GDP per capita in 2008 is 21175 constant 2005 international dollars. So Shanghai is about to 

reach the level of Portugal in 2009 or 2010.  Data source: Development Data Platform, World Bank. 
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generating scale economies, but this is not a guarantee for future success.  The city 

government may wish to benchmark with top-ranked cities in the world, and to benefit 

from the experiences (policies and programs) of how these cities transformed themselves 

into such hubs.  In modern human history, some cities overcame barriers and kept 

growing while others turned stagnant.   Shanghai, with per capita GDP approaching high 

income country levels, has passed the stage where the mere accumulation of production 

factors will trigger rapid growth.  To sustain its growth, Shanghai will have to move up 

along the value chain and rely more on productivity growth.   

Shanghai has been very successful in attracting foreign direct investment (FDI) to 

promote its economic development, supported by a benign investment climate and by 

privileged tax treatment enjoyed by Pudong New District, a national level special 

economic zone.  By the end of June 2010, FDI in Shanghai has accumulated to US$100 

billion, accounting for about one-tenth of the cumulative FDI in China. Although FDI 

takes a share of only 13 percent in fixed asset investment, it has made a great contribution 

to Shanghai‘s economic development through generating jobs, enhancing competition, 

and technology transfer.  In 2008, foreign funded enterprises (FFEs) are estimated to 

have provided 20 percent of formal jobs, generated 60 percent of industrial output, 

contributed to one-third of enterprise income taxes and two-third of exports.  This has 

helped Shanghai to maintain a very high growth rate—a yearly rate of 12.2 percent 

during the period from 1992 to 2009.   

Recently, China‘s central government scaled back tax privileges for international 

companies including those in Pudong, putting them on an equal footing with their 

Chinese peers by unifying the corporate income tax rates for Chinese and foreign 

companies.  With policy focus being shifted toward nurturing indigenous innovative 

capacity, there is also a concern about whether Shanghai among other special economic 

zones will keep enjoying the policy privileges such as piloting new liberalization 

measures and practices (xian xing xian shi ―先行先试‖).2  While these policy changes are 

appropriate for China, concerns arise in Shanghai on how to maintain its attractiveness 

for foreign investors.  Despite a reasonable growth in volume, Shanghai‘s share in total 

FDI in China has been declining since the mid-2000s.  Meanwhile, with the rise of land 

prices and labor costs in Shanghai, some MNCs have divested, or plan to divest, their 

factories from Shanghai toward inland regions or other developing countries.  This has 

reinforced concerns about ―hollowing-out‖ and the medium to long run prospects of 

Shanghai.  Indeed, this has been manifested in the sharp fall in the output of some 

manufacturing products.  As a result, the share of Shanghai in China‘s national economy 

has been declining since 2005, even though Shanghai maintains an admirably high 

                                                
2
 During his trip to Shenzhen in September 2010, President Hu confirmed that SEZs could continue to 

experiment on new measures and practices.     
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growth rate from an international perspective.  (See Table A.6 Output of selected 

products, Shanghai) 

Given the importance of FDI to Shanghai‘s economic development, it is natural to ask 

how Shanghai can further utilize FDI to help materialize its ambitious vision.  Obviously, 

the role of FDI to Shanghai lies less in its capital finance, and more in the extent to which 

FFEs help move the city up the value chain.   Therefore, we will not aim to predict the 

volume of FDI in Shanghai during the 12
th

 five-year plan period, but try to answer some 

key policy questions. 

 What are the global economic prospects and global FDI trends in the post-crisis 

era and their implications for Shanghai?  

 Amid the reshuffling of global economy, which industries and activities should 

Shanghai target in its effort to attract FDI? and 

 What could Shanghai do to further enhance its competiveness and better reap the 

benefits from FDI?  

In 2007, the World Bank conducted a comprehensive assessment of China‘s FDI 

prospects, proposed strategies for the 11
th

 five year period, and provided advice on how 

to optimize the use of FDI in China, including i) maintaining an attractive investment 

climate; ii) leveling the playing field in taxation; iii) directing more FDI to the service 

sector; iv) maximizing technology transfer and directing more FDI to the high-tech 

industry; and v) directing more FDI to the interior regions. 3   While some policy 

suggestions proposed in that report have been adopted in the 11
th

 five year period, such as 

leveling the playing field of taxation, many other suggestions are still relevant for China 

and Shanghai today.  For instance, it pointed out that to promote China‘s sectoral goals in 

services and higher-tech, China should continue to boost education levels in the labor 

force; put more efforts into enforcing property rights; improve the environment for R&D, 

in particular for R&D in firms, and improve the general living environment of cities.  

This note is an extension of that report.  We assess Shanghai‘s unique characteristics and 

make policy proposals in the context of Shanghai and in the capacity of Shanghai 

municipal government.  To get a better understanding of Shanghai‘s potential in further 

tapping into the global services FDI relocation, we commissioned a study on MNCs 

headquarters in Shanghai.  In the study, we examined three groups of MNCs.  The first 

group is 238 non-financial foreign firms that are among the Fortune 500 and have 

operations in China.  We analyzed their operations in China and their site selection of 

China headquarters.  The second group is MNCs which have registered regional 

                                                
3
 Foreign Capital Utilization in China: Prospects and Future Strategy, World Bank (2007).  Its Chinese 

version is published by CITIC Publishing House and is available in book store.   
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headquarters in Shanghai.
4
  Thirdly, to get an in-depth knowledge about MNCs‘ strategy, 

rational and comments on Shanghai‘s investment environment, we did an executive 

survey of about 17 firms.
5
   

In this policy note, we argue that Shanghai can sustain its economic growth and 

competitiveness by capturing the opportunities from the global service revolution, 

tailoring policies to the new industrial dynamics, further improving the investment 

climate and exploring the agglomeration effects of its competitive advantages.   The key 

challenge for Shanghai is to seek the right kind of FDI including those in business 

services, R&D, and R&D-intensive manufacturing.  Shanghai has rich and successful 

experiences in attracting FDI in export-oriented and labor intensive processing 

manufacturing.  However, the enabling conditions are different from sector to sector, and 

past experience may provide limited clues for the future.  Shanghai‘s success in the post-

crisis world economy will rest on its capability to adapt its policy framework to generate 

enabling conditions that meet the requirements of FDI in targeted sectors.     

This note seeks to provide insights to help the Shanghai government make the right 

decisions and trade-offs to better reap the benefits of FDI in the context of a changing 

global context.  The note comprises of 6 sections.  Following the introduction, we study 

the latest development of FDI in Shanghai and its contributions to Shanghai‘s structural 

change.  We then discuss the external environment and global FDI trends in Section 3.  In 

Section 4, we analyze Shanghai‘s comparative advantages, and propose to focus its 

efforts on attracting the right type of FDI such as business services (MNCs‘ operational 

headquarter), R&D and R&D-intensive manufacturing.   In Section 5, we identify the key 

areas for improvement in its general business environment by comparing Shanghai with 

the leading cities both in China and in the world.  We then discuss in Section 6 various 

policy options for making the city more competitive and more attractive to FDI in the 

targeted sectors.        

  

                                                
4
 Excluding 12 firms unable to be identified, the number of firms with registered headquarters in Shanghai 

totaled 238 by the end of 2009.  The number of firms is coincidently the same as in the first group. 
5
 Please refer to the background note MNCs‘ Headquarters in Shanghai, 2010 (in Chinese). 
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II.  Latest Development of FDI and economic dynamics 

in Shanghai 

 

Since China joined the WTO, the industrial composition of FDI in Shanghai has 

shifted toward services.  This is not only due to the deregulation and opening up of 

services, but is also spurred by the global services revolution.  While services FDI in 

China increased by a dramatic rate—4.15 times, it increased 5 times in Shanghai in 8 

years after China‘s WTO accession.  In contrast, the industrial FDI in Shanghai increased 

only 61 percent, lower than China total 80 percent.  In 2009, the services share in total 

FDI in Shanghai exceeded 70 percent.  In recent years, FDI in information services, real 

estate, trade, and business services grew exceptionally rapidly. 6  The annual growth rates 

of employment by FFEs in these sectors exceeded 50 percent in 2006-2008.  By the end 

June 2010, Shanghai has certified 281 regional headquarters of MNCs, 203 investment 

holding companies and 311 R&D centers.   

The changed pattern of FDI in Shanghai may have a profound impact on 

Shanghai’s (and China’s) economic growth and ongoing restructuring.  Unlike FFEs 

in manufacturing sector, FFEs in the services sector tend to hire more skilled workers, 

and thus pay higher wages than the domestic firms.  While the average compensation to 

labor in manufacturing FFEs is only 78 percent of state owned enterprises (SOEs), that in 

services FFEs is 1.25 times that of SOEs.  The FFE premium is highest in business 

services, where FFEs‘ average pay is 2.8 times more than SOEs.7    

Figure 2. 1 FDI is leading the structural change in Shanghai 

Source: CEIC  

                                                
6
 Data source: China Statistical Yearbook; Shanghai Statistical Yearbook 

7
 Data source: Shanghai Statistical Yearbook, 2009 
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FFEs have become a major force for innovation in Shanghai.  They are directly 

involved in R&D activities.  Among medium and large size industrial firms, two thirds of 

R&D expenditures are from FFEs, and half of R&D staffs worked in FFEs in 2005.  In 

recent years, SOEs significantly increased their R&D expenditures while FFEs 

expenditures on R&D fell amid the global financial crisis.  Even so, FFEs‘ R&D 

expenditures still account for about half of total R&D expenditures by industrial firms.
 8
   

By the end of 2009, 304 MNCs had R&D centers registered with Shanghai Commerce 

Commission.  The actual number of R&D centers established by MNCs is far beyond the 

registered number.  We found that some companies established a R&D center in 

Shanghai, but choose not to obtain the recognition from the authorities in concern of the 

leak of technology and knowhow.  

Meanwhile, FFEs played a major 

role in upgrading Shanghai’s 

industrial structure.  During the 9th 

and 10th five-year plan period, FDI in 

high-tech industry experienced a rapid 

growth.  By the end of 10th five-year 

plan period, FFEs dominated the high-

tech industry and have remained active 

since then.  In 2008, FFEs contributed 

over 90 percent of output, generated 

over 80 percent profits and contributed 

about two-thirds of tax revenues among 

all firms in high-tech industries. 
9
   

Associated with the sharp shift of 

FDI toward services and knowledge intensive industries, Shanghai’s economic 

structure is undergoing a gradual structural change.   The growth engine is shifting 

from industry towards service, and from investment towards consumption.  The rapid 

economic growth has been mainly driven by non-agricultural activities.  The share of 

agriculture in GDP was only 0.8 percent in 2009.  Of non-agriculture activities, both 

industry and services grew fast.  But the relative contribution of industry and services 

reversed over the 11
th

 five year plan period.  The annual growth rate of industry was 13.3 

percent and that of services was 10.1 percent in the 10
th

 five year plan period, while the 

annual growth rate of industry fell to 10.7 percent and services increased to 13.5 in 2006-

                                                
8
 Data source: Shanghai Statistical Yearbooks.  It is not clear that the data of R&D expenditures by 

industrial firms include those by independent R&D centers.  There is a tendency among MNCs to separate 

R&D activities from factories.  If these independent R&D centers are not recognized as industrial firms, the 

figure of R&D expenditures by industrial firms may underestimate the FFEs‘ R&D activities.  
9
 Shanghai Statistical Yearbook, 2009 

Figure 2.2 Share of FFEs in high-tech industry, 

Shanghai, percent 

 Data source: Shanghai Statistical Yearbook 
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2008.  In 2009, services maintained a high growth of 12.6 percent and became a major 

driving force of Shanghai‘s economy.  In contrast, manufacturing sector was hit badly, 

with growth rate lowered to 3.1 percent.  At present, services contribute about 60 percent 

of GDP growth.
10

  On the demand side, consumption has become a leading engine, even 

as fixed asset investment keeps growing at a high rate.  Fixed asset investment grew by 

11.9 percent yearly in 2006-2008, as it did in the 10
th

 five year plan period.  In contrast, 

growth of retail sales of consumer goods accelerated to 15.1 percent in 2006-2008 from 

9.8 percent in the 10
th

 five year plan period.  By 2008, the share of consumption in total 

expenditure exceeded 50 percent, and its contribution to GDP growth was around 60 

percent.   

Figure 2.3 Share in total output, Shanghai, percent Figure 2.4 Share in expenditure, Shanghai, percent 

Data source: CEIC and staff calculation   

There have been concerns about ―hollowing out‖ with the fall of the share of 

manufacturing in output.  Indeed, we do observe some MNCs moving their factories to 

cheaper locations such as Anhui, Chengdu and Chongqing.  The output data of industrial 

products reveals that Shanghai has lost production capacity in camera, plate glass and 

program control exchanges.  For many other industrial products, however, there was no 

absolute decline in output, but Shanghai did reduce its share in China‘s total output due to 

the rapid growth in the rest of China.  Such products include chemical fibers, household 

appliances, iron and steel products, tires, metal-cutting machines and vehicles.   Shanghai 

remained a major producer for two products—fax machines and personal computers—

where it even gained shares in China total.  (See Appendix Table A.6)  On balance, the 

manufacturing sector is still growing in Shanghai, but at a pace relatively slower than the 

services and the manufacturing in the rest of China.  In addition, there is a structural 

change within the manufacturing, from labor intensive to capital and knowledge intensive, 

and from consumption goods to capital goods.  

                                                
10

 Shanghai Statistical Yearbook, 2009 
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While anecdotal media reports on the relocation of manufacturing plants from the 

coastal region toward inland raised concerns about the hollowing-out of Shanghai, 

the decline of Shanghai’s share in services FDI has yet to receive much attention.  

Shanghai‘s industrial FDI share in China fell to 6.1 percent in 2008 after having peaked 

at 7.9 percent in 2002, and Shanghai‘s services FDI gained share in the early phase of 

China accession to the WTO, from 11 percent in 2000 to 25 percent in 2003, then steadily 

fell to 12.7 percent by 2008 (see Figure 2.5).  There are four plausible explanations for 

the swing of Shanghai‘s services FDI share in China.  The first and most important is the 

one-off effect of China‘s accession to the WTO.  The second is the rising land and labor 

costs in Shanghai.  The third one is the withdrawal of tax incentives to FFEs, especially 

those for special economic zones.   And the fourth one may be related to the fierce 

competition of other cities.  As China is shifting its growth strategy from export-driven 

more toward domestic demand driven and from investment and industrial driven toward 

consumption and services driven, many sub-national governments have extended a 

variety of incentives to attract services FDI including outsourcing, corporate headquarters, 

and R&D centers.  Most incentives are designed to benefit managerial staff and 

technicians.  Such incentives include rebate of personal income tax and resettlement 

allowances.        

Figure 2.5 Shanghai‘s share in China‘s FDI 

Data Source: CEIC and staff calculation 

In summary, the latest developments of FDI in Shanghai suggest three key messages:  

First, FDI, especially with its pattern changing toward services, can play a significant and 

positive role in driving economic growth and upgrading economic structure.    

Secondly, China‘s accession to the WTO and the associated services liberalization gave a 

one-off spur of services FDI in Shanghai in early 2000s.   Given the importance of FFEs 

in Shanghai, the municipal government may continue to devote efforts to attract FDI and 

have FFEs help reshape Shanghai‘s economic landscape.    
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Thirdly, international experience suggests that tax incentives for FDI play a limited role 

in investment, and are less important than a stable, favorable investment climate and a 

level playing field for domestic and foreign investors.   Chinese central government may 

regulate the incentives provided by sub-national government to avoid the scenario of 

―racing to the bottom‖, and change the feature of competition from incentive based 

towards rule based.   
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III. External Environment and FDI in the Post-Crisis Era 
 

This section outlines the World Bank‘s medium-term projection for the world economy 

and the trend of global FDI in developing countries.  The world passed through the 

rebound from the crisis and entered a normalized but bumpy growth road, and is showing 

diverging growth across countries.  Developing countries will take over from high-

income countries to lead world growth while enhanced competition will accelerate the 

pace of service revolution.  Within this context, this section examines the trend of global 

FDI, and analyzes the underlying developments and their implications for future FDI. 

Medium-term global economic prospects in post-crisis era11  

Medium-term prospects are for a 

modest recovery, with global 

growth dependent on prospects for 

developing countries.  Assuming 

that measures already in place 

prevent today‘s market nervousness 

from slowing the normalization of 

bank-lending, and that a default or 

restructuring of European sovereign 

debt is avoided, global GDP is 

expected to expand by 3.3 percent in 

2010 and 2011, rising somewhat 

thereafter to 3.5 percent in 2012 (see 

the Global outlook in the summary 

table). Reflecting much higher 

productivity and population growth, 

the economies of the developing world are expected to grow by about 6 percent in all 

three years, while high-income country growth is limited to 2.3 percent in 2010 and 2.4 

and 2.7 percent in 2011 and 2012, respectively.  Because of these large growth 

differentials, developing countries will be a major source of global growth.  

Market nervousness concerning the fiscal positions of several high-income 

European countries poses a new challenge for the world economy. Actually, the need 

to tighten fiscal policy extends well beyond those countries most in the headlines, and the 

immediate challenge of unwinding the crisis-related stimulus measures that were put into 

place. This is a problem for many high-income countries, where fiscal deficits and debt to 

GDP ratios have reached unsustainable levels. The G-7‘s debt is expected to reach more 

                                                
11

 This section is written based on the Global Economic Prospects 2010, World Bank. 

Figure III.1 Contributions to World Growth, Percent 

Source: Global Economic Prospect, World Bank 
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than 113 percent of the group‘s GDP in 2010 (Figure 3.2), a level not seen since the 

1950s. Bringing debt levels down will be more challenging now than earlier because, in 

contrast with the war-related debt of the 1950s, today‘s debt reflects ongoing demands on 

government coffers that are likely to grow as pension and health liabilities expand with 

aging populations. The IMF (2010) estimates that high-income countries will need to cut 

government spending (or raise revenues) by 8.8 percentage points of GDP over a 20 year 

period in order to bring debt levels down to 60 percent of GDP by 2030.   

 

 

 

 

 

 

 

 

 

So far evolving financial developments in Europe have had limited effects on 

financial conditions in developing countries.  Although global equity markets dropped 

between 8 and 17 percent, there has been little fallout on most developing-country risk 

premia.  And despite a sharp deceleration in bond flows in May, year-to-data capital 

flows to developing countries during the first 5 months of 2010 are up 90 percent from 

the same period in 2009. 

Figure III.2 Sovereign Debt to GDP Ratio in G7 

Countries, percent 

Source: Global Economic Prospect, World Bank 
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High-income countries will continue 

to be plagued by weak financial 

sectors, waning growth effects from 

fiscal and monetary stimulus, and an 

increasingly pressing need to set 

public finances on a sustainable path. 

Growth in the United States is expected 

to remain strong in the second and third 

quarters of 2010, with growth of 3.3 

percent for the year as a whole. GDP 

gains are projected to ease in 2011 to 2.9 

percent, reflecting both a gradual 

tightening of fiscal policy and an end to 

the boost to growth from stock-building. 

Japanese growth is anticipated to 

rebound to 2.5 percent in 2010, but to slow thereafter to 2.1 percent. On balance, growth 

in the Euro area is forecast to remain weak at 0.7 percent in 2010, with some 

strengthening to 1.3 and 1.8 percent in 2011 and 2012, respectively. However over the 

medium to long(er) terms, trend growth in high-income Europe will trail that of the 

United States (and ex fortiori developing countries), principally because of slower 

working-age population growth, but also because of the large fiscal adjustments that 

countries in the region will begin, and the region‘s heavier reliance on banking (as 

opposed to bonds or stock markets) to finance private-sector investment.  

Developing country growth is projected to pick up from an estimated 1.7 percent in 

2009 to around 6 percent in each of 2010, 2011 and 2012. The apparent steadiness of 

growth in each of these years belies an anticipated slowing of growth in China, the largest 

developing economy (from 9.5 in 2010 to 8.5 percent in 2011), as the fiscal stimulus put 

in place in late 2008 begins to be unwound. Excluding China and India, developing 

country GDP is projected to increase by 4.5, 4.4, and 4.6 percent in 2010, 2011, and 2012, 

respectively. 

The East Asia and Pacific region fared relatively well during the recession. The 

region is expected to grow by 8.7 percent in 2010 and 7.8 and 7.7 percent in 2011 and 

2012. East Asia has benefitted from close links with China, which led the regional (and 

global) recovery. However, the earlier strong momentum in regional exports and 

production is waning, and output gaps are closing rapidly. Coupled with strong capital 

inflows and rising liquidity, this may put pressure on both goods and asset price inflation. 

Reflecting these factors, regional growth is projected to slow to an average 7.8 percent 

over 2011 to 2012. 

Figure III.3 Gap to Potential GDP Growth in 

Developed Countries 

 

Source: Global Economic Prospects, World Bank 
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Prospects for international capital flows12  

Ongoing restructuring in the international financial sector is likely to imply 

significantly less and more expensive financial capital for developing countries for 

years to come. Private capital flows to developing countries are projected to recover only 

modestly from $454 billion (2.7 percent of GDP) in 2009 to $771 billion (3.2 percent of 

GDP) by 2012, still far below the $1.2 trillion (8.5 percent of GDP) in 2007.   Anticipated 

regulatory changes in high income countries are expected to broaden the range of 

financial institutions and activities that come under supervision, increase reporting 

requirements, reduce the scope for using derivatives and other innovative financial 

instruments, and pay greater attention to interbank dependencies and cross-border 

activities.  These changes, plus increased risk aversion and the necessity for banks in 

high-income countries to rebuild their capital, suggest that liquidity will be more scarce 

and expensive in the years to come. 

More generally, increased borrowing of high-income sovereigns on international 

capital markets will increase demands on global savings, raise borrowing costs and 

potentially crowd-out developing country borrowers.  Their public debt issuance has 

surged since 2007. The five-fold increase in public sector financing requirements of high-

income countries will enhance competition for funds and raise borrowing costs for 

developing-country borrowers going forward. In addition, the necessity of banks to 

rebuild their balance sheets as well as increased risk aversion on the part of investors will 

result in less abundant and more expensive capital.  Already in 2009, the G-3 

governments issued 5-times more bonds than they did in each of 2005 and 2006. The 

group‘s total draw on global saving exceeded $2.5 trillion—more than 7-times the net 

capital flows to developing countries in that year. Partly as a consequence of this 

increased borrowing and also because the Federal Reserve has stopped purchasing U.S. 

long-term corporate bonds and residential mortgages, long-term yields on U.S. treasury 

securities had been rising, though with the onset of the Greek crisis they have eased in 

response to ―safe-haven‖ inflows. 

The conduct of monetary policy in high-income countries may also pose challenges 

for developing countries.  For the moment, inflationary pressures have been on the wane 

in the vast majority of developing countries, reflecting the extended bout of spare 

capacity that countries have gone through. As a result monetary policy has been broadly 

expansionary.  However, the recovery much more advanced in many developing 

countries and central bankers in many have begun to tighten monetary policy, including 

in Brazil and China. As a result, the spreads between their short-term interest rates and 

those in several high-income countries are growing. Rising interest rate differentials 

                                                
12

 This section is written based on the Global Economic Prospects 2010, World Bank. 



20 

 

could induce significant capital inflows that could serve to regenerate some of the asset 

bubbles that created the conditions of the crisis in the first place. 

Looking forward, debt flows will continue to be considerably constrained by (rising) 

risk aversion (related to sovereign debt sustainability concerns), tighter regulation 

and increased competition for funding as developed countries issuance rise. While 

cross-border bank lending is expected to remain muted in the medium-term, several 

upper-middle income countries may opt to continue relying on international bond market 

to raise capital. Most developing countries—poor countries in particular—have limited 

access to international bond markets, however, as these markets favor less-risky 

borrowers.  

FDI is expected to rebound more readily, reflecting relatively strong growth prospects 

for developing countries, which will continue to push multinationals to undertake 

efficiency and market-enhancing investments in developing regions. The rise in risk 

aversion and more stringent regulation is not expected to hit foreign direct investment 

(FDI) to the same degree as debt flows, partly because in the future, investors can be 

expected to privilege less risky investment form such as FDI. Nevertheless, FDI inflows 

are projected to decline from recent peaks of 3.9 percent of developing-country GDP to 

2.8–3.0 percent of GDP. And foreign bank participation in developing countries‘ 

domestic financial systems may decline (or rise less quickly) because both recent losses 

and tighter regulation will force parent banks to build up their capital. How quickly and 

how durably these impacts will be felt depends critically on how long it takes to achieve 

sound, well-functioning financial systems in high-income countries and on the policy 

reactions to the crisis in developing countries. 

In addition, other favorable factors 

for FDI growth are still at work, 

some of which are even a consequence 

of the crisis itself. Driving forces such 

as investment opportunities triggered 

by cheap asset prices and industry 

restructuring, large amounts of 

financial resources available in a 

number of emerging countries, quick 

expansion of new activities such as 

new energy and environment-related 

industries and a resilient trend in the 

internationalization of companies will 

presumably trigger, sooner or later, a 

new pickup in FDI flows. 

Figure 3.4 Capital Flows to Developing Countries, 

US$ billion 

 Source: Global Economic Prospect, World Bank 
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Services internationalization 

The most important change in the industrial pattern of FDI in last two decades has 

been the shift towards services.  According to UNCTAD, the services sector 

represented 69 percent of the global FDI stock in developing countries in 2007, up from 

47 percent in 1990, while manufacturing accounted for only one quarter of the total stock.  

FDI in manufacturing is increasingly geared to capital-and technology-intensive activities, 

while FDI in services has generally been growing in both capital-intensive and human 

resource-intensive industries. 

MNCs from developed countries have been driving this pattern shift.  From 1990 to 

2005, the value of assets of foreign affiliates of the world‘s MNCs has increased by a 

factor of five and sales and employment have multiplied by factors of three and two, 

respectively.  Based on foreign assets of the companies, there is a large disparity in size 

between the firms.  The top five, with about $1.1 trillion in foreign assets, accounted for 

almost 30 percent of the total foreign assets of the top 50.   Today, there are an estimated 

78,000 MNCs in the world, with more than 780,000 foreign affiliates.  The number of 

employees in foreign affiliates worldwide has grown dramatically: it reaches 73 million 

in 2006, up from 25 million in 1990.  Also, in a number of developing economies, the 

share of employment in foreign affiliates compared to total employment rose during the 

same period.  Sales by foreign affiliates quadrupled during the same period, from $6 

trillion in 1990 to $25 trillion in 2006.  Their assets reached $51 trillion. (UNCTAD, 

2004;2005;2009) 

Figure III.5 FDI stock in Developing countries, by Sector 

  

Source: World Investment Report, UNCTAD 
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A broader context of the FDI pattern change is segmentation and re-agglomeration 

of the functions of corporate services and production, and relocation of specialized 

services to low-cost places.  This process has been advanced by information technology 

development, improvement in telecommunication and internet facilities, and reduced cost.  

Of the total services FDI in developing countries, business services have increased their 

share from 9.9 percent in 1990 to 52 percent in 2007 at the expense of finance.  The 

industrial composition of services FDI in developing countries is a sharp contrast to that 

in developed countries where finance stably consisted of one-third services FDI, and 

business services only took a share of 21 percent in 2007.13  This FDI pattern change has 

triggered a new spatial division of labor across countries. Even some knowledge 

intensive services, such as R&D, which were traditionally thought to be core competence 

of MNCs and not internationalizable, have gradually moved to developing countries (see 

Figure 3.7).   

 

 

 

 

 

 

 

                                                
13

 Data source: World Investment Report, various issues, UNCTAD 

Figure III.6  Services FDI Stock in Developing Countries, by Industry 

 
  

Source: World Investment Report, UNCTAD 
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Figure III.7 US companies‘ R&D expenditures in Asia affiliates, US$ million 

 

Data Source: Bureau of Economic Analysis, the United States 

 

Such a trend is associated with the changing characteristics of services today.  Now 

services can be produced and exported at low cost. The old ideas of services being 

nontransportable, nontradable, and nonscalable no longer hold for a host of modern 

impersonal services that are moved across borders over the Internet, digitized and stored 

electronically, and scaled into giant global businesses.  Developing countries can sustain 

services-led growth because there is enormous space for catching up and convergence. 

The globalization of services provides alternative opportunities for developing countries 

to find niches beyond manufacturing where they can specialize, scale up, and achieve 

explosive growth—just like the industrializers.  As the services produced and traded 

across the world expand with globalization, the possibilities for all countries to develop 

on the basis of their comparative advantages expand.  Comparative advantages can just as 

easily be in services as in manufacturing or, indeed, in agriculture.  Given the potential 

impact on growth, some economists have dubbed this change as ―the Service Revolution‖.   

(Ghani and Kharas, 2010) 

The trend towards the internationalization of companies is still at work in the 

medium term, according to the World Investment Prospect Survey 2009-2011, 

conducted by UNCTAD among some 150 large MNCs.  Most of the MNCs anticipate 

a progressive restart of their international investment programmes after the low point of 

2009.  The fierce competition for efficiency and fast growing markets in developing 

countries may even accelerate this process, especially for countries and firms with rising 

capabilities.  Large MNCs around the world still seem to be eager to pursue 

internationalization strategies, and thus increase FDI expenditures in the medium to long 

term.  This trend towards greater internationalization appears to cover all business 

functions, including those that at present less internationalized, such as R& D.   
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Services liberalization after China’s 

accession to WTO has unleashed 

services FDI in China.  China has now 

emerged as one of the favored 

destinations of services outsourcing of 

MNCs.  As noted above, services FDI 

has increased four times from 2000 to 

2008 while manufacturing FDI only 

increased 61 percent during this 

period.14   In 2009, China‘s exports of 

outsourcing services experienced a 

significant growth against the sharp fall 

in the rest of the world.  The total contract value increased 152 percent over 2008, and a 

further 139 percent in January-May 2010 over the same period of 2009, according to 

MOFCOM.   

The current global trend of corporate service internationalization seems to match 

nicely with the needs of Shanghai to reshape its economic structure towards a 

services-driven one.  And as the networks that promote knowledge sharing and 

innovation are likely to be much stronger between different geographical sites within 

MNCs than between smaller firms within particular localities (Amin and Thrift, 2002), 

attracting FDI from major MNCs may have strong implications for Shanghai to develop 

into an innovation driven economy.  Among global services FDI, business services have 

taken the largest share.  The pattern change in FDI in Shanghai toward services suggests 

that Shanghai may have the potential to receive the global transfer of corporate services.   

In short, Shanghai meets one of the three conditions for success—―good opportunity‖ (天

时).15 

 

  

                                                
14

 Data source: China Statistical Yearbook, various issues 

15
 The Chinese idiom says there are three conditions needed for a success—―good opportunity, favorable 

location and the support from the people” (天时，地利，人和). 

Figure III.8 FDI in China by Sector 

Source: CEIC 
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IV. Shifting the Focus of FDI Policies 
 

In this section, we look into Shanghai‘s growth constraints and make proposals about the 

industrial focus of Shanghai‘s FDI policy in the next five-year plan period.  We argue 

that Shanghai has developed to a stage that its sustained development can no longer rely 

on export and labor intensive manufacturing alone.   The challenge Shanghai faces is to 

seek the right type of FDI, such as business services (including MNCs‘ operational 

headquarters), R&D and R&D-intensive manufacturing, so as to promote productivity 

growth and economic density.   

Shanghai faces enormous challenges to further propel its economic growth in the 

coming 12
th

 five year plan period.   China faces challenges to rebalance its economic 

growth— as captured in the ―Five Balances” emphasized since the 3
rd

 CPC Plenary 

Session of the 16
th

 Party Congress in October 2003.   Some, but limited, progress has 

been achieved in the 11
th

 five year plan period, and more devoted efforts will need to be 

taken in coming years.  The rebalancing pressure on Shanghai is the highest among all 

sub-national governments.  First, the investment intensity is highest in Shanghai.  By 

2008, the investment reached 74 million RMB per square kilometer, equivalent to 7.9 

times that in Hangzhou, about 3.3 times of Beijing, 2.9 times of Guangzhou, 2.8 times of  

Tianjin and 2.5 times of Nanjing.  Secondly, the rapid aging and negative natural 

population growth also put limits on labor resources.  Population growth in Shanghai was 

-0.6 percent, as compared to above 4% growth rate in Beijing, Hangzhou and Guangzhou.  

With the rapid aging, the subsidies to pension funds already strained fiscal resources—

accounting for about 20 percent of budgetary expenditure now.  Thirdly, the expansion of 

Shanghai faces land constraint.  While Shanghai is one of the biggest cities in China in 

terms of urban population, it is small in terms of land area.    The total land area under its 

administration is 6340 square kilometers, only 39% of Beijing and Hangzhou, half of 

Tianjin, and also less than Nanjing (6582 square kilometers) and Guangzhou (7434 

square kilometers).   This implies that Shanghai has to take the lead in shifting its growth 

pattern—from investment-driven to consumption-driven, from relying more on capital 

accumulation to productivity growth, and from manufacturing-driven to services-driven.     

Obviously, the main importance of FDI to Shanghai lies less in its capital finance, 

and more in the extent to which FFEs help move the city up the value chain and 

generate high-end jobs.  Bearing in mind the on-going rebalancing in the Chinese 

economy, Shanghai municipal government may change the measurement of its 

achievement in FDI, from the direct measurement of FDI volume to indirect 

measurements of benefits generated from FDI, such as the number of skilled jobs created 

by FFEs.  These indirect measurements not only better match the final development goal, 
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but can also provide better guidance to policy design and implementation – shifting 

efforts from attracting new entrances to extending better services.     

Some are concerned about Shanghai losing innovative capacity with the decline of 

the share of manufacturing.  Shanghai may pursue a balanced economic structure with 

manufacturing activities continuing to account for a quarter or more of GDP, as Yusuf 

and Nabeshima (2010) proposed.  Another option that the city may consider is to enhance 

its innovation capacity through developing technology intensive industries and 

manufacturing services such as R&D and technology support services. Technology and 

skill intensive sectors including professional services, corporate services, R&D, 

technology solutions and high-tech manufacturing, have potential to be the driving force 

for Shanghai‘s growth in the coming decade. 

Changes in the economic structure are partly the outcome of a new spatial division 

of labor.  This is a necessary transition toward a new informational phase of economic 

development, in which production was dispersed to lower cost locations, while more 

advanced cities emerged as centers of higher level managerial and service functions.  

(Massey, 1984; Sassen, 1994, p.1; Castells, 1996) A rational response to the evolving 

economic pattern is to find new sources of growth and replace lost jobs with new ones in 

higher-skilled and service-sector activities.    

Shanghai has the potential to become and is emerging as an international business 

and financial hub and to have the high-tech industries and services being the driving 

force of the growth.  The study on MNCs‘ spatial location in China confirmed that 

Shanghai has great potential to tap the global trend of corporate service 

internationalization and to reap the benefits of FDI in these areas.   As Figure 4.1 shows, 

Shanghai and Beijing dominated being the location of Fortune 500 MNCs.  Of 238 

Fortune 500 MNCs, 40 percent, or 97 selected Shanghai as the location of their China 

headquarters.  While more investment holding headquarters are located in Beijing, 

Shanghai has revealed great attraction to MNCs‘ regional operational headquarters, 

especially for strategic, managerial, training and R&D functions.  Today, the competition 

among cities for FDI in high value added industries and services is fierce.  In general, 

such competition is good to push forward the needed policy change.  Given the sheer size 

of the Chinese economy, the scenario of winner taking all is not very likely.   
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Figure 4.1 Location of headquarters of Fortune 500 

MNCs in China 

Source: Du etal (2010) 

 

The executive survey confirmed Shanghai’s strategic role in MNCs’ global spatial 

plan.   IBM is a vivid case in this regard (see Box 4.1).  This survey also revealed that 

Shanghai‘s attractions to MNCs lie in four factors: 1) its geographic location in the most 

vibrant economic region—Yangtze River Delta; 2) its pool of diversified labor supply; 3) 

its cluster of MNCs and proximity to clients; and 4) its relatively business friendly 

environment and government efficiency.  In contrast, executives‘ responses to the role of 

tax incentives were mixed. Some believed they were important in the difficult times, 

while others thought the company did not take them into account in making the site 

decision.   

Box 4.1 IBM in Shanghai 

 

IBM is quite representative among all MNCs in terms of the incentives for setting up 

headquarters in China.   IBM believes that the globe is flat, given the enhanced mobility 

of resources and factors.  Tapping this global trend, IBM has transformed itself into a 

globally integrated enterprise, GIE.   Namely, operational departments of the company, 

such as sales, R&D, administration, procurement etc., are to be fragmented and allocated 

to the locations with the comparative advantages and characteristics.   Each location 

which clusters certain operational departments is defined as a talent pool.       

China has become one of platforms with strategic importance to its global integration.  

IBM has set up its only global procurement center in Shenzhen, which is estimated to 

save billions of dollars; established global delivery centers in Shanghai, Shenzhen, 

Dalian, Chengdu and Beijing, from which talents are sent to global wide and provide all 

around IT services; and opened a R&D center in Beijing to develop advanced technology. 
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In the light of the rich human resources, relatively cheap operational cost and benign 

investment climate, IBM put Shanghai as its long-term strategic planning area, where its 

software production center, global delivery center, and service center are set up.  While 

IBM set up an investment company in Beijing and registered it as the Headquarter for 

Greater China, IBM (China) Limited in Shanghai is a de facto operational center for 

China and Asia Pacific, and IBM is considering to expand its operation in Shanghai in 

near future. 

   Source: based on the interview with IBM, 2010     

The Shanghai Municipal Government has been proactively developing its 

―headquarters economy‖ through polices to encourage the establishment of foreign-

invested enterprises’ headquarters in Shanghai. In 2002, Shanghai issued a 

Temporary Provision on Encouraging MNCs‘ Setting up Regional Headquarters
16

.  And 

in July 2008, it issued Regulations of Shanghai Municipality on Encouraging the 

Establishment of Regional Headquarters by Foreign Multinational Corporations
17

, which 

provided help to foreign multinational companies in acquiring talent, streamlining labor-

related approvals, fund management, customs clearance and many other areas.  By the 

end of June 2010, Shanghai has certified 281 regional headquarters of MNCs and 

approved 203 foreign funded investment companies and 311 R&D centers.   

In addition, Shanghai also appropriately put great efforts to develop its 

manufacturing services, such as logistics, trade and R&D.  We find that, in addition to 

central business districts in downtown, some traditional export processing industrial 

parks such as Jinqiao, Waigaoqiao and Caohejing (near Hongqiao Airport), have already 

attracted many trade companies, R&D centers and regional headquarters of 

manufacturing MNCs. (Du et.al, 2010)  Shanghai Integrated Free Trade Zone (SIFTZ) 

was established covering three ports (Pudong International Airport, Waigaoqiao Seaport 

and Yangshan Seaport) and three areas (Pudong International airport bonded area, 

Waigaoqiao bonded area and Yangshan bonded area).  Having the busiest world class sea 

ports and airports in the zone and a varity of privileged treatments, SIFTZ is in a strong 

position to attract FDI in high-end manufacturing services.  The expansion of Hongqiao 

Airport also provided a strong support to the development of Hongqiao Business District.  

And its adjacency to south Jiangsu—China‘s biggest manufacturing base gives it strong 

potential to emerge as another cluster location of manufacturing services.   

                                                
16

 《上海市鼓励外国跨国公司设立地区总部的暂行规定》 

17
 《上海市鼓励跨国公司设立地区总部的规定》和《关于〈上海市鼓励跨国公司设立地区总部的规

定〉的若干实施意见》 
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While we propose the government to focus its efforts on attracting FDI in 

knowledge and skill intensive sectors, local services such as wholesale and retail 

trade, hotels, restaurants, health care and culture etc will create the largest 

employment even when a city develops to a more mature stage.  These sectors are 

also important for a city to maintain competitiveness as they provide basic living 

conditions for professionals and entrepreneurs.  These local services are generally 

competitive and highly deregulated in China.  While these sectors are naturally 

dominated by domestic, particularly private firms, foreign investments can bring diversity 

to the market.  Nevertheless, these sectors can hardly be the driving force for growth.  

The expansion of local services is generally driven by demand, which rests on the 

buoyancy of the rest of the economy and the growth of leading sectors.  Therefore, the 

government‘s primary role with these local service sectors is to maintain a benign 

investment environment, a fair playing field for all firms, foreign and domestic alike and 

provide basic public infrastructure.    

Against the backdrop of the service internationalization, some traditional local 

services may have potential to expand in the global market.  The health care services 

in India are a good example.(See Box 4.2)  The provision of health care services for 

overseas Chinese, in particular retirees, could be an opportunity for Shanghai.  High-

quality and low-cost healthcare can become one of Shanghai‘s major attractions.  

  Box 4.2  Health Care Services as a Global Opportunity:  Lessons from India     

India is a well-known exporter of software and IT-enabled services.  Healthcare tourism 

is poised to become significant business for India, due to exceptional expertise, cost 

advantage, and world-class facilities. Worldwide, healthcare is a $3-trillion industry, and 

India is in a position to tap the top-end segment by highlighting its facilities and services, 

and exploiting the brand equity of leading Indian healthcare professionals across the 

globe.  

The setting up of western standard hospitals in India is now in full force, and these 

hospitals are likely to generate about $20 billion in annual revenues by 2010, two-thirds 

of which is expected to come from patients who are not of Indian origin.  The following 

is starting to happen:  

- Patients from the Middle East, Bangladesh, Sri Lanka, Egypt, Mauritius, etc., are 

beginning to come to these hospitals for cardiac bypass surgery – a procedure that costs 

$5,000 in India as compared to $20,000 in the UK and $30,000 in the U.S. 

-  Cataract patients from Europe are beginning to have their cataract operations in 

India.  Once their operation is done, they spend two weeks in Goa – an Indian island 

similar to Hawaii – to recuperate. These patients avoid the long waiting times for 
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European hospitals, and the European insurance companies pay their entire costs 

(including those of recuperating). 

-   Some Indian radiologists are beginning to read the X-ray charts of U.S. patients 

and send their preliminary findings to U.S. radiologists, who verify their findings and do 

a thorough quality check.  In this model, the initial 80 percent of the work is in India and 

the remaining 20 percent in the U.S. (with proper quality checks by professionals who 

have U.S. medical licenses).   

 

 

MNCs may move up along the value chain irrespective of government policies, as 

they may have to live up with the rising labor and business costs to reap the 

opportunities of a rapidly expanding domestic market.  Shanghai municipal 

government could do more to accelerate this trend and reap more benefits from this 

change.  The pattern change of FDI will challenge the policy framework that worked 

well in the past.  The enabling conditions vary from sector to sector.  To attract 

processing and assembling manufacturing FDI and export oriented FDI, it is important to 

cut transportation costs and raise its efficiency in addition to maintaining a generally 

benign business environment. The focus of the policy framework thus rests on physical 

infrastructure such as roads, ports, and efficient customs clearance and logistics.  To this 

end, Shanghai had been quite successful.  However, such expertise honed during the 

industrial stage of development is likely to prove insufficient when Shanghai has entered 

its mature phase and the challenge is to boost the competitiveness of skill intensive 

industries and service sectors.  Looking forward, the policy focus will have to shift 

toward securing talents—people with the skills and knowledge that are needed in the new 

economy.  We will elaborate on how to agglomerate Shanghai‘s comparative advantages 

in Section 6. 

Above all the conditions, one of the most important is the adaptive capacity of the 

city government, given the dynamic and rapidly changing industrial structure.  

Singapore has provided a successful example that how a city could continue to thrive by 

shifting its focus of FDI policies in various development stages. (see Box 4.3 for details)  

Our proposed policy options provide only general guidance.  The municipal governments 

may closely engage with business sector, in particular, the leading firms in each sector.  

By providing consultation and services to firms, the government can better find out the 

bottleneck of each subsector and address the problem accordingly.  In doing so, the 

government however has to be vigilant to any lobby of existing firms who may intend to 

put barriers for potential entrants.   
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Box 4.3 Singapore: Coping with Industrial Strategy18 

Singapore has one of the most successful investment promotion strategies.  Its history of 

investment promotion can be traced back to the 1960s.  Its investment promotion strategy 

has been evolving together with its national development objectives.    

Phase I (from 1960s to early 1970s): directing FDI to labor-intensive sectors.  The main 

objective is to reduce the unemployment rate.  By 1971, 26 percent of all firms were 

foreign, and they accounted for 63 percent of all employment, 75 percent of value-added 

and almost 75 percent of manufacturing exports, excluding re-exports.
 
 The successes of 

the EDB‘s reform strategy led to a low unemployment rate—only 4.55 in 1973.  

Phase II (from mid-1970s to early 1980s): directing FDI to the capital intensive sector.  

During this time, tax exemptions were the major incentives for FDI, tax rebates on up to 

90 for non-pioneer firms for five years were granted, and pioneer firms were exempt 10 

to 15 years, depending on the size of the individual firm. 

Phase III (since mid 1980s): directing FDI to the knowledge intensive sectors.  In 1984-

85, the Singapore economy hit its first post-war recession; this alongside the gradually 

rising wages, made policy makers aware that upgrading the work force and FDI was not 

enough, and a new shift in policy was made; this time towards knowledge intensive 

sectors. Three approaches have been used.       

Training   To jump start the process, the EDB encouraged companies to employ 

foreign experts, and a Technical Education Centre was set up. The EDB initiated  

overseas industrial training schemes, government-industry training centers and set up 

local training grants.
 
 

Cluster strategy   The Local Industry Upgrading Programme was set up in 1986 – 

its purpose was get multinationals to enter into long term supply contracts with local 

firms, leading to technology transfers. The latest strategy has been to focus on a cluster 

approach, targeting firms around the electronics/semi-conductor, petrochemicals and 

engineering industries. The idea is to attract FDI, but also to create enhanced linkages and 

spill-over effects with the investing companies. When firms in the same sector compete, 

the idea is that this will stimulate productivity grow. Firms co-operate along the value-

added chain, which links downstream to upstream industrial activities. The cluster-

oriented approach looks for value chains that are dominant and for gaps to be identified 

and potentially filled - government policy can avoid what is essentially a market failure, 
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 World Bank, 2007 
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and can support services or prepare infrastructure that is for joint use.  The cluster 

strategy forms part of a greater plan of the creation of a knowledge-based economy. 

Regionalization program   The EDB applied a regionalization program, dubbed as 

The Growth Triangle, aimed at attracting MNCs to locate their regional headquarters, R 

& D facilities, and purchasing, marketing and high-value-added service-oriented 

activities in Singapore, while letting the lower-value added processes go to other 

countries.  By 2010, about 26,000 international corporations invested in Singapore.  Of 

the total 7000 MNCs, 60% had regional operational activities in Singapore, and about 

one-third of Fortune 500 companies selected Singapore as the location of their Asia 

Headquarters. 
19

  

 

  

                                                
19

 Data source: the Economic Development Board of Singapore 

http://www.edb.gov.sg/edb/sg/zh_cn2/index/about_edb/annual_report.html 
20

 Realizing the gains from services liberalization will require complementary regulatory reform and the 

appropriate sequencing of reforms.   For the detailed discussion, please refer to Foreign Capital Utilization 

in China: Prospects and Future Strategy, World Bank, 2007.  With continued regulatory reform since 

accession to WTO, China now is ready to move on in many aspects of services liberalization.   
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V. Investment Climate Assessment 
 

In this section, we will assess Shanghai’s investment climate and identify areas for 

improvement.  We first review the results of investment climate survey for 120 Chinese 

cities conducted in the mid 2000s, and then look into the results from the executive 

survey, conducted for this report in 2010.  Finally, we compare the business environment 

of Shanghai with selected leading cities in the world.     

 

An earlier investment climate survey shows that Shanghai has a favorable 

investment climate, but is not outstanding among China coastal cities.  Of the total 

120 Chinese cities surveyed, Shanghai ranked high in terms of its overall investment 

climate, 6
th

 for domestic firms and 17
th

 for foreign firms, according to an investment 

climate survey conducted in 2004/2005 (World Bank, 2006).  Over the last two decades, 

Shanghai has built up a capacity in investment promotion and an investment climate that 

is generally favorable to attract FDI.  One-stop services centers have been established in 

all districts.  The FFEs we interviewed are generally satisfied with the investment climate 

in Shanghai and recognize the government‘s efforts to improve the investment climate in 

recent years, such as one-stop services, enhanced transparency and an improved 

regulatory system.  However, all cities in China made good improvement to compete for 

FDI.  Among major coastal cities, Shanghai ranked below Suzhou, Guangzhou, 

Hangzhou and Dalian in both indicators, below Beijing for domestic firms and below 

Shenzhen for foreign firms.  In items of the government effectiveness, Shanghai ranked 

even less favorably, 77
th

 for domestic firms and 26
th

 for foreign firms.  As compared with 

its major competitors, Shanghai underperformed in almost all areas as compared to 

Suzhou, Hangzhou, and Guangzhou.   

 

To better understand the demand of MNCs, an executive survey was conducted for 

this study in 2010.   In this survey, 17 MNCs‘ executives in Shanghai were interviewed 

and they were asked about which factors constrained their companies operation and in 

which areas they expect the government to make improvement.   The questions they were 

asked cover quality of government services and efficiency, fiscal incentives, efficiency of 

tax collection, tax burden, transparency of laws and regulations, accessibility to market, 

accessibility to finance, accessibility and cost of land/office, quality of infrastructure, 

livability, availability and cost of labor and talents, and mobility of capital and labor 

across border and within China. 

 

Except for divergent responses to fiscal subsidies, there is consensus on 

recommended areas that the government can do better.  These include: 

1) Increase regulatory transparency and policy consistency; 
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2) Shanghai municipal government to strengthen cross-region coordination;   

3) Adjust the policy related to MNCs‘ regional headquarters; 

4) Reduce the congestion problem; 

5) Remove barriers to labor mobility; 

6) Reduce unreasonable tax burden and raise the efficiency of tax collection; 

7) Deregulate foreign exchange control and remove barriers to capital mobility; and 

8) Improve the living facilities and services for expatriates. 

 

Based on the discussions with those executives, we interpreter their recommendations as 

follows: 

 

The first one—increasing regulatory transparency and policy consistency—reflects 

the uneasiness of MNCs when they face uncertainty.   As China is adapting itself to a 

more open and market oriented economy, the government has put forward new laws and 

regulations frequently.  Amid the financial crisis, the government has taken a 

discretionary approach and actively used a variety of policy instruments such as VAT tax 

rebate, subsidies etc.  The frequency of policy change was ever higher.   While the 

regulations and policies are generally recognized as appropriate, frequent and unexpected 

policy adjustment sometimes bothers firms even when the policy intention is to benefit 

firms.  To address such concerns, Shanghai municipal government may set up 

mechanisms/channels to provide better information services to firms, such as including 

FFEs in the pre-consultation, explaining and publicizing newly issued regulations and 

policies on timely and frequent basis, and offering a one-stop-shop information platform 

to navigate regulations.    

 

The suggestions (2), (5) and (7) are related to national market integration and 

foreign exchange deregulation.  With more MNCs factories being located in inland 

regions, more gains can be expected from in depth labor divisions between coastal and 

inland regions.   China may reinvestigate the benefits and costs of removal of barriers to 

labor and capital mobility both within the country and across borders.  Capital control 

had played an important role in immuning China from the recent financial crisis; however, 

it may also restrict firms from optimizing the distribution of their financial assets and 

liabilities globally, or from providing services which require frequent and timely cash 

flows. 
20

 As China grows up and further integrates in the global economy, the benefits of 

capital account deregulation may increase associated with a decline in risk.  The benefits 

to Shanghai would be exceptionally high, being a financial center of China.  While the 

                                                
20

 Realizing the gains from services liberalization will require complementary regulatory reform and the 

appropriate sequencing of reforms.   For the detailed discussion, please refer to Foreign Capital Utilization 

in China: Prospects and Future Strategy, World Bank, 2007.  With continued regulatory reform since 

accession to WTO, China now is ready to move on in many aspects of services liberalization.   
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central government plays a major role in deciding the process and pace of national market 

integration, Shanghai government can do its own part by promoting the integration with 

the rest of the Yangtze Delta Region. 
21

 Many executives we interviewed claimed that 

they planned to significantly expand their operations in Shanghai if barriers that limited 

labor and capital mobility across borders and within China could be removed or mitigated. 

 

The suggestions (4), (5), (6) and (8) reflect less satisfying urban services in Shanghai, 

which has affected MNCs to recruit and keep talents.    We analyze this issue in the 

next section.  

 

As Shanghai has an ambitious vision for itself—developing into a world class 

financial and business hub— the city government may wish to benchmark with top-

ranked cities in the world, and benefit from the experiences (policies and programs) 

of how these cities transformed themselves into such hubs.  Therefore, we compare 

Shanghai with some selected metropolises.  Six are from developed economies (New 

York, London, Singapore, Sydney, Tokyo and China, Hong Kong SAR), and two are 

from developing economies (Bangkok and Mumbai). 
22

       

a) Starting a Business 

 

Figure 5. 1 Start a business  

 Data source: Doing business, 2010 

 

                                                
21

 This is consistent with the main policy message delivered in World Development Report, 2009, that ―The 

unit for deliberating government action: an area.‖ 
22

 The data we used in this cross-city comparison are derived from the Doing Business Database of the 

World Bank (2010).  Although the Doing Business survey is released as country profile, the original data of 

each country is obtained from a representative city of each country.  Therefore, this allows us to do a cross-

city comparison.  In doing the comparison, one has to keep in mind the limits of the data and interpret them 

with caution.   
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Shanghai has made great improvement in the efficiency of starting a business.  The 

time for a firm to open a business was reduced from 48 days in 2004 to 37 days in 2010; 

the cost was reduced from 17.8 percent of GNI per capita to 4.9 percent; and the required 

minimum capital was also reduced from 12.4 times of GNI per capita to 1.3 times, 

according to the Doing Business Survey.   However, compared to other global mega 

cities, there is still room for Shanghai to make further improvements.   The number of 

procedures in Shanghai is much higher than high-income cities, and the cost is only lower 

than in Tokyo.  All cities except for Shanghai and Mumbai have no requirement for 

minimum capital.  The minimum capital requirement may not have much effect on FDI, 

but is likely to restrict some local private investors.  The resulting reduction in 

competition from the local private sector may reduce the benefits the city can gain from 

FDI.    

 

b) Dealing with Construction Permits 
 

Dealing with construction permits is an area in which Shanghai appears 

particularly weak.  Shanghai performed poorly compared to the other cities in terms of 

the number of procedures, time and cost required for a business in the construction 

industry to build a standardized warehouse.  This is to some extent due to rigidity of the 

regulatory system, which reflects the authorities‘ cautious approach toward construction 

activities to avoid a property bubble and maintain state control over land use.  There may 

be limited room for city government to alter the regulatory system, but they may at least 

be vigilant to the possible negative effect on construction, and take action if it affects the 

availability and cost of business services.    

 

Figure 5. 2 Dealing with construction permits 

   

Data source: Doing business survey, 2010 
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c) Registering Property 

 

In terms of property registration, Shanghai is doing relatively well compared with 

other cities.  The cost for a firm to register a property is lower than in most cities except 

for New York, Singapore and Bangkok.  The time needed in Shanghai is less than that in 

Mumbai and China Hong Kong SAR, but more than other cities.   

 
 

Figure 5. 3 Registering property index 
 

 
Data source: Doing business survey, 2010 

d) Protecting Investors 

 

Shanghai may benefit a lot if China’s central government takes decisive action to 

strengthen investor protection.  In Figure 5.4, we list three indexes that measure the 

extent to which minor investors are protected against the corporate directors‘ misuse of 

corporate assets for personal gain.  The index ranges from 0 to 10.  The higher the index 

is, the more the protection of minor investors‘ interest.   Shanghai is doing relatively 

poorly in all these three indexes—directors take the least responsibilities; it is the most 

difficult for minor investors to file a suit and the overall protection level is also among 

the lowest.  This is of great urgency and in China‘s own interest as China has been 

planning for opening up the domestic stock market to foreign investors in near future.   
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Figure 5. 4 Index of investors‘ protection 

 
  

Data source: Doing business survey, 2010 

 

e) Enforcing Contracts 

 

Figure 5. 5 Index of enforcing contracts 

   

Data source: Doing Business, 2010 

The judicial system has been significantly improved in recent years, and its 

efficiency in resolving a commercial dispute has been enhanced.  The number of 

procedures and times required to enforce contracts in Shanghai was reduced to an 

average level, while the cost was the lowest among selected cities (see Figure 5.5).   

 

In addition, Shanghai, and more broadly China, may want to strengthen the 

protection of intellectual property rights (IPR) .   There is rich empirical evidence 

suggesting that IPR protection plays a positive role in stimulating formal technology 

transfer, through FDI in production and R&D facilities. (World Bank, 2007)  The IPR 

regime is also an important factor in decisions on the scope and level of local affiliate 

operations.   Weak IPR enforcement is found to make foreign companies reluctant to 
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transfer R&D facilities to China.  During our field visit in Shanghai, we found that some 

MNCs were unwilling to register their intellectual property in China even though this 

would prevent them from being recognized as high-tech enterprises and thus enjoying 

some preferential treatments including lower corprate income tax rates.  As Shanghai is 

increasing sophistication in technology use and technology development, stronger 

protection of IPR will gain more importance.  

 

In summary, there is still much room for improvement as compared with some best 

performing cities both in China and in the World, although the overall investment 

climate of Shanghai is conducive to foreign investors.  Shanghai‘s attraction lies more 

in its past success—relatively high per capita GDP and personal income and its natural 

advantages of being located in the Yangtze River delta.  The areas which require 

particularly devoted efforts are improving government efficiency, and increasing 

regulatory transparency, and strengthening investors‘ protection.  The other area that 

Shanghai performs relatively poorly is the issuance of construction permits in terms of 

time and financial costs.  The answers to this issue are more complicated.  The 

government has to weigh the tradeoff of efficiency with other economic and social 

objectives such as fairness and stability.    
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VI. Synthesizing Shanghai’s Comparative Advantages 

 

In this section, we look into Shanghai’s advantages and analyze how Shanghai can 

better exploit its advantages and to attract high-tech industries and services FDI.  A 

Chinese idiom says that, it requires three conditions to succeed—good opportunity, 

favorable geographic location and harmonious society.   Shanghai already meets the first 

condition.  The reshuffling of the global economy and the services revolution together 

serves as the first condition—good opportunity.  Shanghai‘s favorable geographic 

location is also well documented.  It can be characterized in three key words—Yangtze 

Delta region, ports and metropolis.   Its geographic advantages have been exploited to 

some extent, but yet to its full.   Equally important is to synthesize all advantages and 

generate agglomeration effects that are greater than the sum of all.  And it is in Shanghai 

municipal government‘s capacity to further sharpen the third advantages—to build a 

harmonious society.   It has implications for policy action in two spheres: (1) further 

improving Shanghai‘s business environment; and (ii) doing more to attract talents and 

make investment in human capital.  We propose to focus building a livable city and 

further integrating Shanghai with the rest of Yangtze Delta region.  Many of the proposed 

policies are not specific to FDI promotion, but apply to all investment, domestic and 

foreign alike.   

Shanghai extensively exploited its geographic advantage of being one of the biggest 

ports and successfully developed export processing industries in last two decades.  

Surrounding the Pudong international airport and Waigaoqiao seaport and Yanshan 

seaport, Shanghai set up several bonded zones targeted to attract export processing FDI.   

In addition to put massive investment in port construction, Shanghai also improved 

government services to firms, streamlined approval procedures by establishing one-stop 

services, and provided various trade facilitations.  These bonded areas have been very 

successful in attracting export processing FDI.  In addition to the geographic advantages, 

the legacy of skilled manufacturing workers from dissolved SOEs and cheap unskilled 

labor flowing from inland regions, various preferential tax treatments and relaxed capital 

control all added to its attractions.  Goods exports in Shanghai have reached 90 percent of 

its gross product by 2007 and goods imports was slightly lower, equivalent to 87 percent 

of gross product.  FFEs contributed about two-thirds of trade volume.     

The success of those bonded zones in turn spurred the development of port-related 

services, such as logistics and trade, and showed potential to develop manufacturing 

services including business process outsource industries (BPO).  As mentioned in 

Section 4, Shanghai government already made efforts to promote the development of 

trade, logistics and disbursement centers etc in these areas.    
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Being located in the most economically dense region in China, Shanghai has gained 

enormous advantages.   Despite having only one percent of the country‘s land area and 

approximately six percent of the total population, the greater Yangtze River delta made 

up 18.9 percent of China‘s GDP in 2008, and generated a large portion of fiscal revenues 

and two-way foreign trade.  While some YDR cities may compete with Shanghai in some 

areas, they can be more complementary.  An integrated YDR can play an agglomeration 

effect.  Business location, reinvestment and new firm formation may reflect inertia or 

conditions inherited from pre-existing industrial structures as much as contemporary 

opportunities for trade and collaboration.  Accumulated investment patterns determine 

the availability of a skilled workforce, appropriate infrastructure and entrepreneurs with 

relevant experience. Firms and industries may grow in particular places because this is 

where suitable labor, institutions and other factors of production happen to be 

concentrated, or where major customers or parent companies were once located.  Among 

Shanghai‘s major attractions to MNCs‘ headquarters, the top one is its location in the 

Yangtze Delta region.(Du et al., 2010)  The executive survey finds that MNCs regional 

headquarters in Shanghai focus more on operations in YDR, while also extending their 

services nationwide.  A headquarter in Shanghai can provide services to their plants and 

affiliates in the Yangtze Delta region with higher efficiency and at lower cost, at the same 

time, the prosperity of YDR will strengthen Shanghai‘s attraction to MNC regional 

headquarters.  Most executives found this to be the key factor that gives Shanghai 

geographic advantage over Hong Kong SAR, China and Singapore.   

The recognition of the comparative advantages of being the biggest metropolis is low.   

It was only recently that city‘s role in economic development has been re-focused. The 

latest empirical evidence suggests that cities provide enormous economic opportunities 

for growth, poverty reduction and a better quality of life, and also a hotbed of innovation. 

The higher density the city has, the higher productivity growth comes from the 

innovation.  Today, most wealth is created in cities, which account for some 70 percent of 

global GDP; and no advanced country has achieved its levels of development without 

urban agglomeration. (World Bank, 2009)  A better understanding of the attractions of a 

city to these knowledge-intensive FFEs could help the municipal government reframe its 

policy framework.    

Cities have comparative advantages in retaining higher level managerial and service 

functions, since face-to-face contact continues to mater in these functions.  Especially 

with technology development, the operations of these functions are less dependent on 

proximity to or demand from production plants.  World class cities such as Tokyo, 

Singapore and London all benefited particularly from a centralization of strategic control 

and R&D functions.  It was the logical consequence of a new international division of 

labor in which much production went to low-cost locations while successful global cities 

developed a new strategic role.  This was to control, finance and support the international 
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network of factories, service operations and markets: alongside the well-documented 

spatial dispersal of economic activities, new forms of territorial centralization of top-level 

management and control operations have appeared. (Massey, 1984; Sassen, 1994, p.1; 

Castells, 1996)  

Cities can generate agglomeration economies.  This is for several reasons.  Firms gain 

from access to a more extensive labor pool, which makes it easier to find specialist skills; 

firms can gain access to a greater range and quality of shared inputs and supporting 

industries, such as specialized maintenance, marketing or design services, transport and 

communications facilities, and venture capital; and firms gain from the great flow of 

information and ideas. (Marshall, 1920)   Size and proximity reduce the cost of labor and 

business services, and help to improve the efficiency with which inputs are used via 

better management, improved workforce skills or better production techniques.  

Agglomeration also increases the opportunities available to workers and organizations 

that provide business and personal services, so the gains extend beyond individual firms 

and increase the overall productivity and growth rate of city economies.  As the World 

Expo 2010‘s logon says, better city, better life. 

The proximity and co-location of diversified industries/firms brings additional 

competitive advantage by facilitating collaboration between firms. A growth in 

demand for less standardized consumer products was said to have coincided with changes 

in industrial technology and the labor process, including the application of computers to 

various stages of design, production and distribution.  These shifts supported the 

establishment of local networks of specialized and interdependent firms.  Small 

enterprises bound in a complex web of competition and cooperation had the flexibility to 

adapt more readily to changing market conditions, especially in high-tech and design-

intensive sectors.  Specialization increased their focus and flexibility, and agglomeration 

reduced their costs.  The outcome was a dense local network of producers engaged in 

subcontracting and service relationships and benefiting from a specialized labor pool, 

typically located in cities.  

Recent empirical studies reaffirmed the importance of size and diversity in these 

metropolitan regions in allowing firms to pick and mix their inputs and connection 

with suppliers, research establishments, technology transfer institutions and 

technical training centers. (Turok, 2010) Firms also benefits from access to 

international airports, enabling them to gain time proximity for face-to-face contact and 

effective knowledge transfer with international suppliers and customers.  The variety of 

skills and productive capacities enabled cities to improvise, adapt and innovate across 

many products and processes.  Scale and diversity were central to successful cities.  

Moreover, economic development was not a smooth, consensual process. The practical 

problem and inefficiencies of large cities induced creative responses and generated new 
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goods and services for export that fuelled further growth. The city had enormous 

strengths as a diverse, but interconnected, system.  

Despite great geographic advantages, Shanghai at the same time has to overcome 

two diseconomies of scale associated with quick population concentration.  From 

2000 to 2008, a net of 4.1 million people moved to Shanghai, making the total population 

of Shanghai an estimated 18.9 million at the end of 2008.
23

  Shanghai has become one of 

the most densely populated cities in China.  Two diseconomies operate as the scale of a 

city increases.  First, dense concentrations of activity increase the demand for local land, 

which force up property prices and rents for all land uses.  Competition for land also 

causes displacement of lower-value industrial uses and routine office-based services by 

commercial and residential uses.  Second, concentration causes congestion, which adds to 

business costs and worsens the quality of everyday life for residents.  It is often difficult 

for established cities to improve their basic infrastructure radically to cope with 

congestion because of the disruption caused. (Turok, 2010)   

In addition, Shanghai faces fierce competition from other cities including Tianjin, 

Shenzhen, Guangzhou, Suzhou etc. which are also struggling to move up along the 

value chain and trying to attract FDI in the same industries.  Taking an example of 

its neighboring city—Suzhou.  Suzhou is a land-locked city located in the Yangtze Delta 

region.  The establishment of a virtual Suzhou port and an integrated free trade zone 

helped Suzhou overcome the geographic disadvantages and have potential to develop 

BPO industries.  Suzhou also enjoys a benign business-friendly environment, efficient 

government services, good infrastructure and preferential incentives to free trade zones.  

Moreover, Suzhou is closer to many manufacturing firms than Shanghai.  And such 

advantage will be more prominent with the fall of manufacturing‘s share in Shanghai‘s 

economy.     

To sharpen its competitive edge, first, Shanghai could promote the further 

integration with the rest of the Yangtze Delta Region. 24  Given the fact that the 

manufacturing sector is most innovative, a close connection with the manufacturing base, 

in other words, remaining connected with the rest of the Yangtze Delta region is also key 

to maintain the innovative capacity of Shanghai.  The success of Shanghai lies in 

development of the broad region.  The better services Shanghai provides to its 

neighborhood, the more likely the region can succeed.  Enhancing the harmonization of 

the regulatory and services system would also help.  In this regard, the Yangtze Delta 

region has piloted many measures, such as removing toll charges, shortening 

transportation time by developing high-speed railway, etc.  The issuance of Yangtze 
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 Data source: Shanghai Statistical Yearbook, 2009 

24
 This is consistent with the main policy message delivered in World Development Report, 2009, that ―The 

unit for deliberating government action: an area.‖ 
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River Delta Regional Development Plan paved the way for a closer regional cooperation.  

A key lesson from Japan is that integration of the urban transport system is of great 

importance to regional integration by enhancing the affordable connectivity among cities 

in the region (see Box 6.1).  For example, Shanghai may consider extending its metro to 

areas beyond its administration.  More can be done to reduce the barriers for labor and 

capital mobility, such as harmonizing work permits, car licenses, access to school and 

health care etc.  City-regions may acquire cumulative advantages over other places as a 

result of regional externalities, leading to self-reinforcing growth.   

Box 6.1 Japan: Economic Polarization in the Post-Industrial Era
25

 

Tokyo and Osaka are hubs of two metropolitan regions of Japan, Kanto and Kansai, 

respectively.  During the period of industrialization and high economic growth from the 

post-world war II period to the mid 1970s, both Kanto and Kansai gained share in Japan‘s 

economic activity and population.  Kanto‘s share in total population increased from 18.9 

percent in 1960 to 24.2 percent in 1975.  Kansai‘s share increased from 12.9 percent to 

15 percent during the same period.  However, the developments of the two cities diverged 

in the post-industrial period—Tokyo continued to gain share in population while Osaka 

remained stagnant.  Kanto‘s share in total population further increased to 27.4 percent by 

2008 while the share of Kansai inched down to 14.4 percent.   

The experience of Japan in 1960s through 1980s may reveal useful lessons for current 

China.  Both Tokyo and Osaka suffered problems of high congestion, and economic 

development was highly imbalanced between major cities and inland regions.  To address 

the spatial inequality, the Japanese government put limits on the land use for industrial 

purposes in the two cities in late 1950s and early 1960s, and encouraged relocation of 

manufacturing plants to inland regions.  Meanwhile, after a long period of high economic 

growth, the coastal regions of Japan started to lose competitiveness in manufacturing 

production with the rapid rise of labor and land prices.  Many manufacturing plants were 

moved to low cost areas, some to inland regions, and others to other East Asian countries.  

Both Kanto and Kansai lost share of industrial output.  The divergence in the 

development of these two regions was due to the different performance of the services 

sector.  Kanto region led by Tokyo successfully developed its services which generated 

enough jobs to replace the losses from manufacturing.  In contrast, Kansai lose its share 

in the national economy in almost all major service sub-sectors, ranging from finance, 

insurance, IT, business service to retail and wholesale trade.   

The increased government intervention and massive fiscal stimulus projects in 1980s and 

1990s enhanced Tokyo‘s geographic advantage of being the country‘s capital.  The 

agglomeration of services in Tokyo and the Kanto region was associated with the 

                                                
25

 Please refer to the background paper by Liu Deqiang (2010) for detailed discussion.  (in Chinese). 
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relocation of corporate headquarters or the establishment of the second headquarters in 

Tokyo.  Economic agglomeration promoted the diversity of urban services and life styles, 

which increased its attraction for young people.  The increased population density further 

boosted the development of urban services, including wholesale and retail trade.  

Financial deregulation after the bubble burst triggered the development of the financial 

sector, and Tokyo, as the location of the stock exchange, benefited.  At the same time, 

Tokyo successfully overcame the scale diseconomy and managed city congestion by 

integrating its urban transportation system with neighboring regions.  Today, metro and 

Japan Railway (JR) go beyond Tokyo and make the whole Kanto region highly 

integrated.   Many employees live in suburb regions and commune to work in Tokyo.      

In contrast, Osaka failed to address the congestion problem in the late industrial phase.  

The local urban transportation system in Osaka failed to expand to its suburbs, partly due 

to the segmentation of local administrations.  And the international airport is located far 

away from Osaka city, which disadvantaged Osaka in an information economy where 

connectivity is important to the agglomeration of economic activities.   Even though 

many corporations originated from Osaka kept their nominal headquarter, their operation 

has gradually been relocated to the dual headquarters in Tokyo.  As a result, the share of 

staff and workers in their Osaka headquarters declined.    

Secondly, Shanghai may increasingly put people at the center of development 

strategy.  By doing so, not only will its growth be more equitable and socially 

sustainable, it will also continue to be rapid.  FDI in high tech and knowledge intensive 

activities is bundled together with skilled workers who attach importance to living 

conditions and lifestyle choices.  Thus, attracting FDI into advanced electronics or 

biotech industries, for example, is synonymous with attracting knowledge workers and 

their families to urban locations.  Municipalities in the U.S. and Europe have discovered 

that talented and highly paid knowledge workers are drawn to cities readily supplied with 

social, housing, cultural, and recreational amenities combined with environmental quality 

and the low incidence of crime. (World Bank, 2007)  In the U.S., cities such as Austin, 

San Diego, San Francisco, Minneapolis, and others have made determined efforts to 

create the physical and social ambience conducive to the growth of high tech industries 

with considerable success.  In East Asia, Singapore is consciously pursuing such a 

strategy and hoping to attract the ―star researchers‖ that can generate the technological 

―buzz‖ and catalyze the emergence of a high tech cluster.  Furthermore, the importance of 

the urban amenities for the next stage of industrial development is galvanizing other 

Asian cities such as Seoul and Bangalore to focus on lifestyle choices (Florida 2000).   

A comparison of Shanghai with other major cities in China suggests that Shanghai 

may have to improve its livability. (See Appendix Table A.7)  We selected five major 

cities as comparators, namely, Beijing, Nanjing, Hangzhou, Guangzhou and Shenzhen.  
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We find Shanghai lags behind other cities in city transportation infrastructure and green 

land in per capita terms. Both the length of paved roads and the area of green land per 

capita are lowest in Shanghai.   And utilization of public transportation by residents is 

also low, which is consistent with the low availability of public transportation means.  In 

the areas of education, medical care, and public transportation, Shanghai is just at an 

average level.  And Shanghai may need to pay particular attention to the software of these 

public infrastructures.  For example, the number of hospital beds per 1000 persons in 

Shanghai is roughly at the same level of Beijing and Guangzhou, but the average number 

of doctors per 1000 persons is far less than Beijing and Guangzhou.  Shanghai only 

excels in the turnover of freight traffic, which highlights Shanghai‘s status as a logistics 

center and a big port serving the Yangtze Delta region.  Density is the source of 

agglomeration and productivity growth.  The population density of Shanghai is the 

highest among cities in China, but still low compared with international metropolises 

such as London and Tokyo.  There is still much room for Shanghai to grow on condition 

that Shanghai can overcome the scale diseconomies.  A livable city that offers a good 

quality of life and first-rate services will draw both businesses and a pool of skilled 

labor—creating a virtuous circle of investment.  Relaxing household registration 

restriction and increasing high-standard education and health care facilities are most 

demanded by expatriates and skilled staffs in MNCs.  In addition, Shanghai may need to 

cultivate consumers, including the poor.  Investing in basic services for the poor and low-

income housing can yield high dividends, and enormous opportunities exist to create 

incentives for the poor to express their entrepreneurship and energy.26   

Thirdly, Shanghai may also consider increasing its investment in human capital.   

The availability of skilled labor is in general not a problem for most MNCs in Shanghai, 

but indeed some firms do find the talents in some frontier sub-sectors to be limited.  

MNCs tend to upgrade employee skills in Shanghai by providing training, as Siemens 

and IBM are doing in Tongji University and Shanghai Jiaotong University. These MNC 

sponsored programs not only directly contributed to the development of human capital, 

but also provided a useful demonstration effect, as the demand for skilled labor by these 

enterprises provided the authorities with an early indication of what skills are in demand.  

Vocational training and collaboration between MNCs and local universities and research 

institutes are key channels of technology transfer and spill over.  Despite the strong 

externalities, so far enterprises received little support from the government.  Shanghai 

city government may consider creating policies/programs aimed at helping firms train 

                                                
26  ―As World Development Report, 2009 pointed out, ―For highly urbanized areas, productivity and 

consumption benefits arise from urbanization economies associated with the diversity and intensity of 

economic activity…. The watchword for postindustrial metropolises, with urban shares of about 75 percent, 

is livability.‖ 
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their workforce and/or provide training programs to students of colleges and technical 

school; raising the caliber of key universities and strengthening their research orientation 

so as to attract more FDI in research and to motivate collaborative alliances with MNCs 

and foreign research centers; and supporting R&D activities through universities or other 

research funds; and creating domestic demand for emerging new solutions.   

Fourthly, Shanghai could reinforce connections to synthesize comparative 

advantages and thus gain agglomeration effects that exceed the sum of the parts.  

Open-economy industrial policy that focuses on addressing the missing connection has 

now been widely adopted in OECD countries.  For example, to promote win-win 

cooperation among knowledge generators and users, Copenhagen, the capital city of 

Denmark, and Malmö, Sweden‘s third largest city were linked by a rail and road bridge 

since 2000.  This new transport infrastructure has resulted in a single functional region 

spanning two different countries.  Box 6.2 provides a ‗pocket guide‘ on such policy and a 

brief comparison with two more traditional policy frameworks.  The major differences of 

this new policy framework are: 1) it captures the opportunities arising from an economy‘s 

strength rather than mitigating its weaknesses; 2) it facilitates win-win cooperation and 

makes winner stronger, rather than providing subsidies to losers alive; and 3) it fosters 

network/cluster building rather than picking a winner.    

Box 6.2 Evolution of Industrial Policy – A Pocket Guide  
 Vertical Industrial 

Policy – Backward 

Linkages  

Horizontal Industrial Policy --  

Market Failures  

Open Economy  Industrial 

Policy  -- Missing 

Connections  

Incentives for 

private agents  

Rents (in the form 

infant industry 

protection or other 

price distortions)  

Subsidies (when private 

returns are believed to be  

lower than social returns)  

Quasi-rents – rent 

opportunities which are 

contingent on one‘s effort 

and/ or performance  

How 

capabilities of 

private agents 

are believed to 

be enhanced  

Rents are invested in 

firm-level learning   

Background conditions are 

improved: improvement of 

investment climate   

To capture the rent 

opportunities, the firm and  

the government jointly 

engage in the root cause 

analysis: identification of 

bottlenecks to progressively 

relax the binding constraints  

Focus Micro-level and 

sectoral (‗picking 

winners‘)  

National level: institutional 

infrastructure: financial 

markets and regulatory 

environment (‗backing 

winners‘)  

Mezzo-level: connections 

between agents (‗matching 

winners‘) 
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Main 

conceptual axis 

(Unusually strong) 

government 

capabilities enable 

and  monitor firm-

level learning  

Background conditions 

reduction of market failures 

and distortions.  Assuring 

balance of macro 

aggregations and eliminating, 

in the aggregate, the many 

micro impediments to growth  

Search network – to identify 

successive constraints and 

then people or institutions 

that help mitigate (in part) the 

difficulties associated with 

these constraints 

 

Main problem State capture: 

development of 

capabilities gets 

subverted by 

entrenched interests.  

Lock-in of link 

between macro and 

micro 

Absence of a link between 

macro changes in these 

various senses and increase in 

micro potential  

Gap between micro 

innovations and 

improvements in macro 

conditions. Deep constraints 

remain binding; micro 

changes do not  necessarily  

achieve critical mass  

Examples Infant  industry 

protection  

Reduction of regulatory 

burden; Creation of venture 

capital funds  

Supplier development 

program; development of 

venture capital networks  

  

Source: Kuznetsov & Sabel, 2010 

One pillar of the open economy industrial policy framework is reinforcing 

connections.  The first connection problem of Shanghai rests on the fact that Shanghai‘s 

three geographic advantages were spatially dispersed.  The ports (Waigaoqiao seaport, 

Yangshan seaport and Pudong airport) are located in the east coast area; the metropolitan 

area is at the center (and divided by the Huangpu river); and Shanghai is adjacent with 

Jiangsu province in the west.  The metropolitan advantage only adds value to port areas if 

they are well connected.  Lack of connection implies that staff and workers in the FTA 

have limited access to urban services.  This may not be important for low-skilled export 

processing industries as migrant workers may have different priority, but can check the 

upgrading of these areas for not being able to attract talents.  By connecting its central 

residential and business district and ports, Shanghai can distinguish itself from other port 

cities and target higher-end industries.  To facilitate networking and cluster building, 

other connections which need to be reinforced include those between businesses and 

research institutes, between the city and other international hubs, and  between services 

and manufacturing.  The latter is particularly important given the fact that the 

manufacturing sector is the major source of innovation.  This in turn requires enhancing 

the spatial connection between Shanghai and the rest of Yangtze Delta region with the 

dispersion of some manufacturing activities from Shanghai to its neighbouring region.    
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Finally, strengthening integration with the YDR, improving livability and enhancing 

connectivity all require Shanghai to improve land-use efficiency.  A comprehensive 

land-use reform is needed, and the sooner the better.  Governments can influence the 

outcome, as many European cities demonstrate.  The relative importance of the 

centralizing and decentralizing forces can be expected to vary over time and between 

different industries and functions, depending on prevailing communication technologies 

and industrial organization. For example, investment in good public transport systems 

can alleviate congestion, improve commuting, and facilitate internal information and 

trade flows.  Maintenance of quality public spaces, vibrant central squares and 

landscaped parks may help to retain residents and attract private investment.  A pragmatic 

approach to building controls, land-use zoning and development on the urban edge can 

relieve inflated property prices and help accommodate urban growth through incremental 

expansion along transport corridors.   A background study (World Bank, 2010c) provided 

in-depth discussion about China‘s urban land-use problems and solutions.    Box 6.3 

summarizes the key findings and policy recommendations.   

Box 6.3 Improving urban land-use: issues and solutions  

Land use efficiencies within Chinese cities can be significantly raised, and cities‘ traffic 

congestion and increase in traffic time are avoidable.  Key issues that are relevant to 

Shanghai are as follows.  1) Although densities are high in Chinese cities, they do not 

vary sufficiently across the urban space because of uniformly regulated Floor Area Ratio 

(FAR) values that suppress location premiums from being reflected in the price of land. 

(2) Land use and transportation policies are not adequately coordinated.  (3) Land is 

being over allocated for industrial use in the suburbs leading to the consumption of more 

agricultural land than necessary. 
27

  (4) The current city-centric land planning approach 

also leads to suboptimal use of land. Fierce competition amongst cities for mobile capital 

generates incentives to localize investments that might be more rationally located in 

different administrative jurisdictions if a regional perspective were to be used.   

A more efficient urban spatial pattern can emerge if reforms are taken.  More specifically, 

the government may consider:  

Improve land management in metropolitan corridors.  Master planning needs to 

shift from concentric ring approaches to planning dynamic corridors and strategic plans 

need to go beyond the urban area to encompass growing metropolitan corridors. 

Governments should plan the development of these corridors with a long-term horizon, 

                                                
27

 Land allocation to industry in Chinese cities is between two to three times that in comparable cities with 

well functioning land markets.  
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setting land uses and FAR values with a vision of a spatial structure and form at least 

twenty years in the future. Along with public transit improvements, corridors should be 

designated with far higher development intensities.  For example, FAR values for all uses 

in Shanghai‘s Putou-Anting Corridor should probably be increased by at least 50 percent, 

with key nodes at least doubling their residential and commercial FAR values.  

Integrate metropolitan land use and transportation planning and align 

employment and residential patterns. Large metropolitan areas should accelerate 

development of mass transit systems aligned with compatible land use. Such systems 

should rely on full or partial private ownership so that transit system operators have 

incentives to coordinate the network with employment and residential patterns in order to 

maximize revenues. The governments would need to ensure, through development 

policies and investment programs, that there is supply of affordable land in areas of 

market demand. High density nodes linked by rapid transit systems would reduce 

congestion, pollution, and travel cost.   

Raise awareness of new urban norms. There would be benefits from 

systematically exposing municipal officials, developers, and property consumers to 

emerging urban norms. These would include the value of access (less loss of time, lower 

energy costs, less pollution) and the quality of life possible at high densities. There are 

many excellent Chinese examples, as well as international ones, but often this 

information does not filter down to second tier urban regions that regard high densities as 

being synonymous with low quality of life. A residential development with an FAR of 5 

having recreational facilities, schools, small parks (inside and outside high-rises), 

convenience stores, restaurants, medical clinics, etc., could offer a much higher quality of 

life than a walk up apartment development from the 1970s with a FAR of 1.8.   

Taking a regional approach based on the best principles of sustainable 

development planning that overcomes the economic and land use inefficiencies caused by 

an excessively competitive environment centered on local jurisdictions.  

Subsidies should be selectively targeted to transportation systems (as up-front 

subsidies for civil works, not operating subsidies), with location of transit stations based 

on viability related to ridership and land leased at market value. The pattern would link 

high density nodes with rapid transit networks reducing congestion, travel time, energy 

use, and air pollution.  

Update the urban planning process. China would benefit from a major review of 

its urban planning systems. Such a review would facilitate the move to more efficient 

land use. In general, the present standards-driven master planning needs to be replaced by 

approaches and methods more suitable to China‘s dynamic cities. Such a system would 

be based on: (i) strategic planning for the overall city, (ii) impact of proposed 



51 

 

developments on key urban systems such as transportation, environment, public services, 

and (iii) performance monitoring. Such systems are now the global norm.  

  Bank ground paper, World Bank, 2010c. 
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Table A. 1 Gross Domestic Product, Shanghai 

Source: Shanghai Statistical Yearbook, CEIC     

Note 1. Goods exports and goods imports are derived from the Customs Statistics.  Their net may not be consistent with the net exports in national 

account. 

1990 1995 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009

Gross Domestic Product 75.6 246.3 455.1 521.0 540.9 625.1 807.3 916.4 1036.6 1218.9 1369.8 1490.1

Share in China Total, % 0.4 0.4 0.5 0.5 0.4 0.5 0.5 0.5 0.5 0.5 0.4 0.4

  Agriculture 3.3 6.2 8.3 7.8 8.8 9.3 8.3 9.0 9.4 10.2 11.2 11.4

  Industry 48.3 141.0 216.4 240.3 256.5 313.1 389.2 445.3 502.8 567.9 623.6 594.0

  Services 24.1 99.1 230.4 272.9 275.6 302.7 409.7 462.1 524.4 640.9 735.0 884.7

Gross Domestic Product 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

  Agriculture 4.3 2.5 1.8 1.5 1.6 1.5 1.0 1.0 0.9 0.8 0.8 0.8

  Industry 63.8 57.3 47.5 46.1 47.4 50.1 48.2 48.6 48.5 46.6 45.5 39.9

  Services 31.9 40.2 50.6 52.4 51.0 48.4 50.8 50.4 50.6 52.6 53.7 59.4

Gross Domestic Product 3.5 14.3 11.0 10.5 11.3 12.3 14.2 11.1 123.0 14.3 9.7 8.2

  Agriculture 4.3 6.4 3.4 3.0 3.0 2.3 -5.0 -8.9 0.8 2.0 0.7 -1.1

  Industry 2.8 14.8 9.8 12.0 12.1 16.1 14.9 11.5 12.3 11.5 8.2 3.1

  Services 5.3 13.7 13.5 9.4 10.9 9.0 14.1 11.1 12.0 17.1 11.3 12.6

GDP, by Expenditure 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 ..

Final Consumption Expenditure 41.9 46.0 47.0 47.5 48.6 48.1 47.5 48.3 49.0 49.4 50.5 ..

   Household 34.0 34.9 31.9 31.9 33.1 31.7 30.7 35.7 36.3 36.6 37.0 ..

   Government 7.9 8.5 8.9 9.3 9.6 9.7 9.7 12.5 12.7 12.8 13.6 ..

   Statistical discrepancy 0.0 2.6 6.2 6.3 5.8 6.7 7.1 0.0 0.0 0.0 0.0 ..

Gross Capital Formation 42.6 62.7 45.5 45.2 44.1 46.0 46.9 45.7 45.9 45.7 44.0 ..

  Gross Fixed Capital Formation 32.8 55.2 40.5 40.3 41.0 39.6 40.2 40.9 41.2 41.4 39.1 ..

  Changes in Inventories 9.7 6.8 3.9 3.7 1.0 4.6 4.5 4.8 4.7 4.3 4.9 ..

Net Export of Goods & Service 15.6 -8.7 7.5 7.2 7.3 6.0 5.7 6.0 5.1 5.0 5.4 ..

  Goods Exports /1 33.6 39.3 44.0 43.9 46.2 59.9 75.4 81.2 87.4 89.8 85.9 65.1

  Goods Imports /1 13.3 25.3 50.9 52.9 58.5 79.0 88.7 85.6 87.6 86.8 77.5 62.3

(Annual Gowth Rate, %)

(Composition of GDP by Expenditure, %)

(Billion yuan, Current Price)

(Share in GDP, %)
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 Table A. 2 Foreign Direct Investment in Shanghai 

      Source: CEIC 

1995 2000 2001 2002 2003 2004 2005 2006 2007 2008

Total 3,250 3,160 4,391 5,030 5,850 6,541 6,850 7,107 7,920 10,084

Share in China Total, % 8.7 7.8 9.4 9.5 10.9 10.8 9.5 9.8 9.5 9.3

By Sector  

  Agriculture 3 6 17 9 12 36 9 8 8 13

  Industry 1,476 2,006 2,650 3,133 2,501 3,587 3,343 2,683 2,597 3,236

  Services 1,771 1,148 1,724 1,888 3,337 2,918 3,498 4,416 5,315 6,835

By Source

 Hong Kong SAR, China 1,894 786 1,159 1,222 1,496 1,637 874 1,353 1,974 3,100

 Japan 238 448 931 618 1,103 1,190 1,236 832 873 932

 Singapore 78 101 269 209 205 333 266 299 305 475

 USA 364 540 342 481 577 681 467 363 527 414

 Germany 51 240 140 101 214 315 583 737 360 189

 France 29 80 103 38 118 64 85 47 143 133

 Taiwan, China 178 182 294 420 421 239 238 315 102 126

 United Kingdom 109 133 123 164 258 77 225 136 88 123

 Italy 134 10 4 6 4 16 7 31 70 102

 Korea 29 8 55 44 53 84 54 115 132 99

 Canada 39 7 4 3 18 12 22 19 27 45

 Australia 19 59 15 13 21 38 28 98 30 25

 (US$  million)
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 Table A. 3 Staff and Workers by Ownership, Shanghai 

Source: Shanghai Statistical Yearbook 

  

2000 2001 2002 2003 2004 2005 2006 2007 2008

Total Staff and Workers 3.9 3.8 3.7 3.6 3.4 4.2 5.0 5.2 5.5

  State-owned Enterprises 2.3 2.1 2.0 1.9 1.7 1.6 1.5 1.4 1.4

  Collective-owned Enterprises 0.5 0.4 0.4 0.3 0.2 0.2 0.2 0.2 0.1

  Foreign-Funded Enterprises 0.5 0.5 0.7 0.7 0.7 0.7 0.8 1.0 1.1

  Others 0.6 0.7 0.7 0.7 0.7 1.7 2.6 2.6 2.9

Total Staff and Workers 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

  State-owned Enterprises 58.8 57.1 53.9 52.2 50.0 37.0 29.2 27.1 25.3

  Collective-owned Enterprises 12.2 10.8 9.6 8.4 7.2 5.0 3.6 3.1 2.5

  Foreign-Funded Enterprises 14.1 14.5 17.9 19.1 20.5 17.4 15.1 19.6 20.1

  Others 15.0 17.6 18.6 20.4 22.3 40.6 52.1 50.1 52.1

Total Staff and Workers -3.8 -0.5 -4.0 -6.4 25.1 19.2 4.3 6.1

  State-owned Enterprises -6.5 -6.0 -7.1 -10.3 -7.4 -5.8 -3.1 -1.3

  Collective-owned Enterprises -14.5 -12.0 -16.1 -19.0 -13.7 -13.6 -9.2 -15.6

  Foreign-Funded Enterprises -1.0 22.9 2.3 0.5 6.6 3.1 35.6 8.6

  Others 13.1 4.9 5.2 2.4 127.9 53.1 0.4 10.4

(Million Persons)

(Share in Total)

(Annual Growth Rate)
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Table A. 4 Staff and Workers in Foreign-Funded Enterprises, Shanghai 

 

Source: Shanghai Statistical Yearbook    

2000 2001 2002 2003 2004 2005 2006 2007 2008

  Total Staff and Workers 549.7 544.3 669.0 684.6 687.9 733.1 756.0 1025.5 1113.8

By Sector

  Agriculture 0.3 0.4 0.8 0.2 0.1 0.2 0.2 0.2 0.8

  Industry 471.9 463.6 570.0 595.4 602.0 636.5 657.5 876.1 931.9

  Services 77.5 80.3 98.2 89.0 85.8 96.4 98.3 149.2 181.1

By Industry

  Agriculture, Forestry, Animal Husbandry and Fishery .. .. .. 0.2 0.1 0.2 0.2 0.2 0.8

  Mining                      .. .. .. .. .. .. .. .. ..

  Manufacturing .. .. .. 590.5 598.1 632.2 651.6 869.5 924.2

  Production and Distribution of Electricity,  Gas and Water .. .. .. 2.5 2.3 2.7 3.1 3.1 3.2

  Construction .. .. .. 2.4 1.6 1.6 2.8 3.5 4.5

  Traffic, Transport, Storage and Post .. .. .. 22.4 24.9 25.2 25.8 21.9 22.1

  Information Transmission, Computer Services and Software .. .. .. 10.7 10.3 15.6 13.9 22.2 26.8

    Information Transmission .. .. .. 3.6 3.6 7.6 4.4 5.1 5.8

  Wholesale and Retail Trades .. .. .. 15.3 13.8 14.5 12.8 29.9 50.6

  Hotels and Catering Services .. .. .. 14.2 12.3 11.2 10.4 15.8 20.0

  Financial Intermediation .. .. .. 6.1 6.2 7.0 10.9 12.5 14.0

  Real Estate .. .. .. 5.6 4.9 5.7 6.1 19.5 23.8

  Leasing and Business Services .. .. .. 4.1 3.7 3.8 8.3 15.9 14.7

  Scientific Research, Technical Service and Geologic Prospecting .. .. .. 2.3 1.9 6.3 2.6 3.5 4.7

  Management of Water Conservancy, Environment

    and Public Facilities
.. .. .. 0.7 0.7 0.8 1.4 1.5 0.1

  Services to Households and Other Services .. .. .. 5.5 5.2 4.4 4.0 3.3 1.1

  Education .. .. .. 0.1 0.1 0.1 0.1 0.7 0.5

  Health, Social Security and Social Welfare .. .. .. 0.3 0.2 0.1 0.2 0.2 0.3

  Culture, Sports and Entertainment .. .. .. 1.7 1.6 1.6 1.7 2.3 2.4

(Thousand Persons)
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Table A. 5 Staff and Workers in Foreign-Funded Enterprises, Shanghai 

(Share in each sub-industry, %) 

Source: Shanghai Statistical Yearbook    

2000 2001 2002 2003 2004 2005 2006 2007 2008

  Total Staff and Workers 14.1 14.5 17.9 19.1 20.5 17.4 15.1 19.6 20.1

By Sector

  Agriculture 1.1 1.6 3.4 1.4 0.8 1.4 1.1 1.2 4.7

  Industry 24.4 25.6 31.4 34.3 38.6 36.5 28.5 35.4 35.5

  Services 4.0 4.2 5.2 4.8 4.8 3.9 3.7 5.5 6.2

By Industry

  Agriculture, Forestry, Animal Husbandry and Fishery .. .. .. 1.4 0.8 1.4 1.1 1.2 4.7

  Mining                      .. .. .. .. .. .. .. .. ..

  Manufacturing .. .. .. 38.7 43.5 42.0 32.4 39.8 40.1

  Production and Distribution of Electricity,  Gas and Water .. .. .. 4.5 4.2 5.0 5.8 5.9 5.9

  Construction .. .. .. 1.6 1.2 0.9 1.2 1.5 1.7

  Traffic, Transport, Storage and Post .. .. .. 6.4 7.7 7.7 7.4 6.2 5.8

  Information Transmission, Computer Services and Software .. .. .. 31.8 29.9 26.9 19.1 27.3 29.8

    Information Transmission .. .. .. 15.7 15.8 27.4 19.6 20.2 24.7

  Wholesale and Retail Trades .. .. .. 5.3 5.3 2.4 2.3 5.7 8.9

  Hotels and Catering Services .. .. .. 20.3 18.8 13.9 10.6 14.9 15.2

  Financial Intermediation .. .. .. 5.0 5.5 5.0 7.1 7.4 7.7

  Real Estate .. .. .. 9.1 7.8 7.5 7.0 19.0 18.2

  Leasing and Business Services .. .. .. 2.9 2.4 1.3 2.1 3.9 3.6

  Scientific Research, Technical Service and Geologic Prospecting .. .. .. 2.3 1.8 5.1 2.0 2.4 2.7

  Management of Water Conservancy, Environment 

    and Public Facilities
.. .. .. 1.4 1.5 1.8 3.2 3.5 0.2 

  Services to Households and Other Services .. .. .. 10.3 11.0 3.5 2.1 1.7 0.6

  Education .. .. .. 0.0 0.0 0.0 0.0 0.3 0.2

  Health, Social Security and Social Welfare .. .. .. 0.2 0.1 0.1 0.1 0.1 0.2

  Culture, Sports and Entertainment .. .. .. 4.1 3.9 3.7 2.9 3.9 3.6
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 Table A. 6 Outputs of Selected Industrial Products, Shanghai 

   Data source: Shanghai Statistical Yearbook 

Product Unit 1995 2000 2004 2005 2006 2007 2008

Chemical Fiber (1 000 tons) 378 472 485 498 506 515 430

Vegetable Oil             (1 000 tons) 399 116 35 451 729 852 969

Cameras                      (1 000 units) 1,532 11,169 15,144 11,647 7,607 1,061 454

Color Television Set (1 000 units) 1,118 1,480 1,351 1,455 2,517 1,584 1,858

Household Washing Machines (1 000 units) 1,448 621 1,657 1,833 2,887 2,897 2,346

Household Refrigerators (1 000 units) 1,287 431 331 427 1,011 1,007 1,232

Household Airconditioners (1 000 units) 625 1,861 3,992 3,586 4,106 3,952 3,871

Fax Machines    (1 000 units) .. 236 227 224 272 274 1,403

Machine-made Paper and Paperboards (1 000 tons) 471 435 360 357 859 838 805

Steel (1 000 tons) 10,069 17,787 18,237 19,280 19,028 20,816 19,921

Rolled-Steel Products (1 000 tons) 7,381 15,445 18,184 19,642 21,298 21,442 20,750

Pig Iron (1 000 tons) 6,640 14,730 13,565 15,829 16,391 17,900 17,359

Plastic (1 000 tons) 339 955 1,634 619 662 725 838

Tires                                                   (1 000 tires) 3,753 8,307 9,272 9,323 10,555 9,325 8,667

Cement (1 000 tons) 4,332 3,117 6,650 7,200 8,183 7,863 7,655

Plate Glass (1 000 wt.cases) 6,346 7,519 8,458 8,306 7,628 7,428 7,696

Power Generating Equipment                                      (1 000 kw) 4,965 1,790 15,203 21,381 29,447 28,456 28,311

Metal-cutting Machines (1 000 units) 16 22 14 13 13 14 16

Program Controlled Exchanges (1 000 lines) 4,766 10,916 20,543 7,966 5,535 4,475 4,651

Personal Computers (1 000 units) 41 420 9,961 21,762 26,761 44,788 57,680

Mobile Communication Facilities (1 000 channels) .. 16 577 1,150 1,742 3,075 3,436

Integrated Circuit (100 million units) 2 24 55 68 64 89 83

Motor Vehicles (1 000 units) 163 253 560 485 653 821 807

  ow. Cars (1 000 units) 161 252 550 481 645 812 800
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Table A. 7 Outputs of Selected Industrial Products, Shanghai 

(As a share in China Total, Per cent) 

                 Data source: Shanghai Statistical Yearbook, China Statistical Yearbook and Staff Estimation 

Product 1995 2000 2004 2005 2006 2007 2008

Chemical Fiber 11.1 6.8 2.9 3.0 2.4 2.1 1.8

Vegetable Oil             16.3 .. 0.2 2.2 3.1 3.2 4.0

Cameras                      4.6 .. 19.2 14.2 9.6 1.2 0.5

Color Television Set 5.4 3.8 1.8 1.8 3.0 1.9 2.1

Household Washing Machines 15.3 4.3 6.5 6.0 8.1 7.2 5.5

Household Refrigerators 14.0 3.4 1.1 1.4 2.9 2.3 2.6

Household Airconditioners 9.2 10.2 6.2 5.3 6.0 4.9 4.7

Fax Machines    .. .. 2.7 2.1 2.3 3.1 18.2

Machine-made Paper and Paperboards 1.7 1.8 0.7 0.6 1.3 1.1 1.0

Steel 10.6 13.8 6.4 5.5 4.5 4.3 4.0

Rolled-Steel Products 8.2 11.7 5.7 5.2 4.5 3.8 ..

Pig Iron 6.3 11.2 5.1 4.6 4.0 3.8 3.7

Plastic 6.6 8.8 6.9 2.7 2.5 2.3 2.7

Tires                                                   4.7 .. 2.8 2.7 2.4 1.7 1.6

Cement 0.9 0.5 0.7 0.7 0.7 0.6 0.5

Plate Glass 4.0 4.1 2.3 2.1 1.6 1.4 1.4

Power Generating Equipment                                      29.8 0.6 21.3 23.2 25.2 21.9 21.3

Metal-cutting Machines 7.8 12.7 2.9 2.6 2.3 2.2 2.7

Program Controlled Exchanges .. 42.0 26.9 10.3 7.5 8.3 10.1

Personal Computers 4.9 6.3 16.7 26.9 28.7 37.1 42.2

Mobile Communication Facilities .. 0.5 .. .. .. .. ..

Integrated Circuit 2.8 40.7 23.3 25.1 19.1 21.6 19.9

Motor Vehicles 11.2 12.2 11.0 8.5 9.0 9.2 8.6

  ow. Cars 47.7 41.4 24.2 17.4 16.7 16.9 15.9
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Table A. 8 Selected indicators of major cities, urban area, 2008 /1 

 

Data Source: China City Statistical Yearbook 2009 and staff estimation 

Note 1. The data are for urban area of each city unless otherwise indicated. 

         2. Traffic volume indicators are for the whole city.  

 Beijing  Shanghai  Nanjing  Hangzhou  Guangzhou  Shenzhen 

 Overview 

 Total Population (year-end)  1000 Persons 15,900 18,068 6,583 4,988 8,806 8,768 

 Area of Land, urban area  sq.km 12,187 5,155 4,723 3,068 3,843 1,953 

 Area of land, Administrative city  sq.km 16,411 6,340 6,582 16,596 7,434 1,953 

 Population Density  Person/sq.km 1,305 3,505 1,394 1,626 2,292 4,490 

 GDP, per capita   yuan 64,936 75,053 52,368 76,394 85,854 89,814 

 GDP growth rate  % 9.0 9.7 11.9 10.8 12.3 12.1 

 Transportation 

 Area of Paved Roads, per capita   sq.m 5.6 4.8 13.4 8.5 .. 9.8 

 Bus and Trolley Bus Per 1,000 

Person 

 unit 18.6 12.5 10.7 16.6 15.0 48.5 

 Passengers Transported by Public 

Vehicles 

 times per 

person 

296.1 147.2 171.2 228.8 279.5 222.9 

 Taxi Per 1,000 Person  unit 41.9 26.6 15.4 18.4 21.4 14.8 

  Passenger Traffic/2 

       Railways /2  Mil.  Persons 76 53 20 25 84 22 

       Highways /2  Mil.  Persons 96 29 467 256 424 118 

       Civil Aviation /2  Mil.  Persons 38 26 9 7 44 16 

 Freight Traffic /2 

       Railways /2  Mil. Tons 17.3 9.9 9.6 4.8 70.0 4.0 

       Highways /2  Mil. Tons 186.9 427.3 137.8 168.2 331.1 106.0 

       Waterways /2  Mil. Tons .. 403.3 94.9 52.3 81.8 38.5 

       Civil Aviation /2  Mil. Tons 0.9 3.1 0.2 0.1 0.7 0.4 

 Telecommunication Services 

 Penetration of Local Telephone  % 54.2 56.2 44.5 64.1 71.3 55.6

 Penetration of Mobile Telephone  % 98.9 104.1 93.1 138.5 201.3 208.3

 Penetration of International  % 25.9 87.8 19.8 25.6 33.1 90.1

 Education 

 Teachers per 1,000 Students, 

Primary Schools 

 Person 73.5 68.6 65.8 52.9 48.1 48.7 

 Teachers per 1,000 Students, 

Secondary Schools 

 Person 91.5 81.3 84.1 73.1 63.4 67.2 

 Teachers, college and university  1000 Person 54.8 36.9 45.9 22.8 .. 3.3 

 Students, college and university  1000 Person 574.8 502.9 714.0 361.4 .. 64.7 

 Public facility 

 Public Library Collections Per 

Person 

 Volume 2.5 3.5 1.8 1.8 1.5 1.6

 Hospital Beds per 1,000 Person  Bed 5.1 5.1 3.3 5.5 5.2 2.1 

 Doctors per 1,000 Person  Person 3.6 2.2 2.3 3.4 3.1 2.3 

 Civil use of water, per capita  Ton 34.7 52.0 32.1 54.6 84.0 63.4 

 Civil use of electricity, per capita  kwh 714 811 603 825 .. 801 

 Gas accessibility  % 67.2 65.7 32.8 28.3 .. 31.9 

 Liquefied Petroleum Gas  % 23.3 38.8 39.2 30.5 .. 72.4 

 Area of Parks, Gardens and Green 

Areas, per capita  

 sq.m 29.6 19.0 115.9 26.0 132.3 109.9 
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Table A. 9 Industrial Distribution of Employment of Selected Cities in China, 2008 

 

Data source: China Economic Information Network

Beijing Shanghai Nanjing Hangzhou Guangzho Shenzhen

 Total Employees 5.6 3.7 1.0 1.6 2.1 2.0 

 By Sector 

 Total Employees 100.0 100.0 100.0 100.0 100.0 100.0 

   Agriculture 0.4 0.3 0.3 0.1 0.3 0.2 

   Industry  24.3 42.6 44.0 54.6 42.8 52.1 

   Services 75.3 57.2 55.7 45.3 56.9 47.6 

 By Industry 

 Total Employees 100.0 100.0 100.0 100.0 100.0 100.0 

   Agriculture, Forestry, Animal 

Husbandry and Fishery 

0.4 0.2 0.3 0.1 0.3 0.2 

   Mining                       0.8 0.0 0.3 0.1 0.0 0.1 

   Manufacturing 16.6 38.2 36.4 37.7 37.0 45.5 

   Production and Distribution of 

Electricity,  Gas and Water 

1.2 1.4 1.5 0.8 1.1 0.9 

   Construction 5.7 3.0 5.7 16.0 4.7 5.7 

   Traffic, Transport, Storage and Post 8.5 9.0 8.9 4.2 9.9 5.7 

   Information Transmission, Computer 

Services and Software 

6.0 1.5 1.1 3.0 2.2 2.1 

   Wholesale and Retail Trades 7.8 6.4 6.5 5.4 5.2 6.4 

   Hotels and Catering Services 4.6 2.6 3.0 3.9 4.5 3.2 

   Financial Intermediation 4.1 5.5 2.5 3.4 3.2 4.1 

   Real Estate 5.1 2.8 1.6 1.9 3.1 5.5 

   Leasing and Business Services 11.2 4.9 3.5 3.8 4.1 5.2 

   Scientific Research, Technical Service 

and Geologic Prospecting 

7.2 4.8 3.6 2.8 2.9 2.1 

   Management of Water Conservancy, 

Environment and Public Facilities 

1.4 1.5 1.8 0.9 1.2 1.0 

   Services to Households and Other 

Services 

1.2 1.1 0.2 0.4 1.3 0.8 

   Education 6.9 7.1 10.8 5.9 7.1 3.3 

   Health, Social Security and Social 

Welfare 

3.3 4.1 4.1 3.2 4.3 2.3 

   Culture, Sports and Entertainment 2.7 1.2 1.5 1.0 1.6 0.8 

   Public Administration and Social 

Organizations 

5.6 4.6 6.6 5.2 6.2 5.3 

 Average Wage of Staff and Workers, 

Annual 

57,026 56,607 40,475 41,501 47,045 43,731 

(Share in urban area of respective city)

(Million Persons)

(Yuan)
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