“Shanghai: City for Sale”

PART 1
Land Leasing and Foreign Investment
in China’s Largest City

BY CHENG LI

SHANGHALI, China July 1995

All the land up to a line somewhere five miles inland had been bought up.
Money had been borrowed, quick profits had been realized. Speculation was
the motto of the day, and whoever had a few shillings to risk was bound to
make a fortune. Millions of dollars were squeezed out of the yellow mud.
Wild griffins saw themselves burdened with heavy bank accounts. Money
circulated freely, and Shanghai grew, ... grew more rapidly than Sydney or
San Francisco; grew like a tumor.1

These words are from a well-known book, Shanghai: City for Sale,
written by Ernest O. Hauser, an American journalist, in 1940. The
book covers a century-long history of Shanghai, from the arrival of
British colonists in 1843 to the coming of Japanese soldiers in 1937.
Throughout this period, “foreign devils,” the Taipans (the wealthy for-
eign owners and managers in Shanghai), corrupted Chinese officials,
and local speculators were all madly, sometimes violently, involved
in the real estate boom of Shanghai. These speculators found, as the
author described, that there was more money in Shanghai’s “incon-
spicuous mud than in the whole sea-going trade of this commercial
emporium.”2 All these greedy people “smelled an opportunity — a
typical Shanghai opportunity — to make much money in little time.”3

Ernest Hauser was absolutely right as he described the correlation
between real estate speculation and the rapid rise of modern Shang-
hai. In Chinese, Shanghai literally means “up to the sea.” Although
there is evidence of human settlements in this area since around
4,000 B.C., it was a small fishing village and it did not become a com-
mercial center producing cotton and textiles until the 16th century.
Shanghai rose to importance much later than other Chinese cities —
over 150 years ago, rather than at the dawn of Chinese history.* For-
eign presence since the 1840s, especially the establishment of foreign
“concessions” (foreigners owned the land and lived under their own
laws), turned Shanghai into a cosmopolitan city — “a paradise for
adventurers.”

Fifty-five years have passed since Ernest Hauser wrote that book.
History, however, seems to have come full circle. After all the great
changes that took place in China over the past half century — the
civil war, the communist victory, the rural land reform, the nationali-
zation of the urban economy, the socialist transformation, the Great
Leap Forward, the Cultural Revolution, and the economic reform —
Shanghai is “for sale” again.

According to the policy of the Shanghai municipal government,
both foreign and domestic investors can purchase — or, in the offi-
cial term, “lease” — land in the Shanghai area for up to 70 years.

Cheng Li is an ICWA Fellow studying the political economy of the coast of China.




In its early days Shanghai was a fishing village. By the 13th century Shanghai deloped into a trading

port. After the Opium War, Shanghai was forced open by colonists as a “treaty port” in 1843. For foreign
investors, Shanghai has long been “ a paradise for adventurers.”
A street scene of Henan Road in Shanghai — part of China’s Wall Street — in the 1930s.

During the past few years, not only the vast land of the
newly established economic zone in Pudong (East
Shanghai) has become the primary target for industrial
investment,® but also the property along China’s busi-
est and well-established commercial streets in down-
town Shanghai such as Nanjing Road is “for sale.”

Make no mistake, this time no foreign country forces
China or its largest city, Shanghai, to sell its land.
China is undoubtedly an independent and emerging
economic power. The primary goals of property devel-
opment in Shanghai today are to attract foreign invest-
ment and to raise capital for the reconstruction of the
city. During his tour of Shanghai in early 1992, the par-
amount leader, Deng Xiaoping, urged the municipal
government to achieve a “change in the appearance of
the city every year and a great change every three
years.” Because of Deng’s order, Shanghai has been en-
gaged in the largest urban reconstruction plan in PRC
history.

“What's going on in Shanghai, and up and down the
China Coast,” as a Wall Street Journal reporter de-
scribed it, “might be the biggest construction project
the planet has seen since coral polyps built the Great
Barrier reef after the last Ice Age.”® Greater Shanghai,
Morgan Stanley’s 1993 report on China noted, is “three
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times the size of Singapore and growing at least twice
as fast.”?

With the property boom, Shanghai has witnessed
during the past few years the springing up of over 1,000
skyscrapers that exceed the 70-meter-tall Park Hotel,
the tallest building in the city for almost a half century.8
An estimated 9.7 million square feet of office space,
mainly for foreign companies, will be available this
year, and that amount will double next year.

What is even more remarkable, however, is the so-
cio-political impact of property development on the
residents of Shanghai. Just as the establishment of for-
eign concessions profoundly changed the lives of local
residents and aroused antagonism between colonists
and local dwellers over a hundred years ago,® the on-
going large-scale relocation of Shanghai residents
causes much anguish and resentment. As-some for-
eigners in Shanghai observed, the “mass eviction of lo-
cal families to bleak suburbs has fueled more resent-
ment in China’s largest city” in the past few years than
even inflation and factory layoffs.10

According to a top official of China’s Ministry of
Construction, over one million households in Chinese
cities have been relocated during the last few years



Land and buildings of
Nanjing Road, the most
famous commercial street
in China, are now “for
lease” and “for sale” to
foreign investors.
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The Honggiao Economic Development Zone, with quite a few luxurious
hotels and fancy office buildings, has emerged in the western suburbs of
Shanghai. This place was merely empty land or vegetable plots in the early
1980s. Shanghai has witnessed the emergence of over 1,000 skyscrapers
due to the property boom during the past few years.

because of land leasing and urban reconstruction.!!
Problems involved in the leasing of land and the relo-
cation of residents are emerging as one of the most sen-
sitive political issues in Shanghai, as well as in many
other cities in the country.

The “Transfer of Land Use Right”

In the People’s Republic of China (PRC), the State
owns the land, in both urban and rural areas. During
the early decades of the PRC, no one — individual or in-
stitution — could sell or lease property to individuals,
foreign joint ventures or domestic companies. The
ownership of private houses was completely elimi-
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nated by the State during the Cultural Revolution,

Since 1978, when economic reform started, Chinese
peasants have been able to lease farm land in rural ar-
eas from the State for up to fifty years. In urban areas,
owners of private houses (except those that were con-
fiscated in 1949) regained their property rights. Urban
residents are allowed to own private houses, although
the land legally belongs to the State.

Since the early 1980s, land leasing, or what the Chi-
nese call “the transfer of land-use rights,” (tudi pizu)
has become a new way to raise capital for the govern-
ment in post-Mao China. The transfer of land use



The “transfer of land use
rights” first took place in
Shenzhen and other
economic development
zones in the southern
provinces during the early
1980s. Over the past
decade, Shenzhen has been
transformed from a small
rural town into a
cosmopolitan city.

A scene of Shenzhen
viewed from the

“Window of the World,”

a revolving restaurant

in the city, shows both its
past and present.

rights first appeared in Shenzhen and other economic
development zones in southern provinces. According
to government regulations, investors both foreign and
domestic can lease a plot of land for between 40 and 70
years (40 years for entertainment facilities, 50 years for
office buildings and 70 years for residential use).

The Shanghai municipal government did not allow
land leasing until 1988, when a plot in the Honggiao
economic development zone was sold to foreign inves-
tors for commercial use. From 1988 to 1991, only 13
plots of land were leased in Shanghai. Although land
leasing in Shanghai had a slow start, it has developed
very quickly in the past four years. In 1991, the Shang-
hai municipal government launched an ambitious plan
to sell State property and to lease urban land in the city

to foreign investors. In 1992 alone, a total of 201 plots of
land (about 20 million square meters) were leased. The
city received $2.665 billion (US) and 1.528 billion yuan.
In the same year, 755 real estate companies, including
48 foreign-owned companies and 153 joint ventures,
were established in Shanghai.

By the end of 1993, the municipal government of
Shanghai claimed that the city had 1,425 real estate
companies, among which 208 were foreign and 217 be-
longed to governments of other provinces or depart-
ments under the State Councill2 Virtually all state
banks have set up financing and leasing companies
that venture into property development.

An estimated 5 million square meters of residential

Pudong, the
newly established
economic zone of
East Shanghai,
dozens of
skyscrapers are
going up
simultaneously.
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housing will be sold to foreigners and overseas Chi-
nese between 1994 and 1996.13 In 1993, Shanghai’s
“sales volume of garden villas to foreigners surpassed
Guangzhou and Shenzhou, ranking No. 1 in the coun-
try.”14 The cost for a villa with an area of 250 to 400
square meters ranged from $300,000 (US) to $1 million
(US). Real estate speculation in Shanghai, once again,
has become the quickest way to make money.

Although elegant hotels and office buildings have

flooded the market in recent years, the price of real es-
tate in Shanghai is still rapidly increasing. For example,
rents at the Portman Shangri-La Hotel, where many for-
eign offices are located, have gone from $5.58 (US) per
square foot a day in 1993 to $8.36 (US) in early 1995.15
The average rent for office buildings has increased al-
most three times from 1985 to 1993 (see Table 1 and
Chart 1).

Investment in property development in Shanghai

Table 1: Change in the Index of Average Rent
for Office Buildings in Shanghai (1985 — 1993)

Year 1985 1986 1987 1988

1989 1990 1991 1992 1993

Index (%) 100 120 93 97

99 148 174 263 383

Source: Shanghai fangdichan shichang 1994, (Shanghai real estate market), Shanghai: Zhongguo tongji zhubanshe,

1995, p. 47.

Chart 1: Increase in Average Rent for Office Buildings in Shanghai (1985-1993)16
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has increased significantly in the past few years, from
759 million yuan in 1991 to 1,251 million yuan in 1992,
to 8,778 million yuan in 1993, and to 11.76 billion yuan
in 1994.17 Foreign investment is the main source of real
estate development in the city. In 1993, for example,
51.8% of the capital for land leasing projects was from
overseas (see Chart 2).

Shanghai’s land leasing in 1993 doubled that of the
previous year in terms of square meters of land for
lease (see Table 2). The land in Pudong (China’s largest
special economic development zone) has attracted big
investors. In 1992, for example, Shanghai received
$2.67 billion (US) and 1.53 billion yuan for land leasing,
of which $1.925 billion (US) was from foreign inves-

tors. To convert US dollars to Chinese currency using
the exchange rate of 1:1.75, which was in effect at that
time, one arrives at the figure of 21.5 billion yuan. That
was equivalent to 60% of Shanghai’s total fixed invest-
ment in the year.18

Property developers from foreign countries have
flocked to the real estate industry in Shanghai. In 1992,
only a year after Shanghai launched its campaign to at-
tract overseas investment in property, virtually all the
major Hong Kong property companies had a foot in
Shanghai, including Sun Hung Kai Properties, Shun
Tak Holdings, Sino Land and Hang Lung Develop-
ment Corp., and of course Li Ka-shing’s Cheung Kong
Holdings and Hutchison Whampoa.20

Chart 2: Financial Resources of the Land Leasing Projects in Shanghai (1993)1°

518

2 Foreign Investment
%) Real Estate Companies in Shanghai
iezssszsiiio Real Estate Companies from Other Provinces
: 5 [ Loan from Chinese Banks
. EE Buyer’s Deposits and Other Sources
Table 2: Land Leasing in Shanghai
1992 1993

East Side  WestSide Total East Side  West Side Total

(Pudong)  (Puxi) (Pudong)  (Puxi)
Number of Plots Leased 29 172 201 65 186 251
Plot Size (10,000 square meter) 1,518 542 2,060 4,610 358 4,968

Source: Gao Ruxi and Yu Yihong, “Shanghai jingji: tingzhi yu zhaigifei, 1953-1993” (Shanghai economy 1953-1993:
Stagnation and take-off), Ershiyi Shiji (The 21st century), No. 8, 1994), p. 155.
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The Bund in 1860

“The property boom in Shanghai has been driven by
Hong Kong and Taiwan speculators,” noted a manager
in a real estate company in Pudong. “People in Hong
Kong and Taiwan believe that the meteoric rise in real-
estate prices in both places in the past two decades will
also happen in Shanghai.”

The gap between property prices in Hong Kong and
Shanghai, inadequate housing supply in Shanghai, ris-
ing local incomes, rapid economic growth along the
lower Yangtzi River area and lax governmental regula-
tions all have helped encourage property speculation
in the city. In 1993, for example, investment from Hong
Kong accounted for 49% of the total number of foreign
investment projects, 51% of the total amount of in-
tended investment and 40% of foreign capital in use in
Shanghai (see Table 3). Meanwhile, urban construction
and the real estate business have become main attrac-
tions for foreign investment in the city.

Sales on the Bund

Before the Communist takeover in 1949, Shanghai
hosted over 200 foreign banks and other financial insti-
tutions. Many of them were located in Western-style
buildings on the riverfront “Bund” (an Anglo-Indian
word meaning river embankment). After the “libera-
tion,” all these bank buildings were confiscated by the
Communist government. The Hong Kong & Shanghai
Bank building, for example, was used as the headquar-
ters of the municipal government for over four dec-
ades. This building was constructed in the early 1920s
by the British firm Palmer and Turner, and was the sec-
ond largest bank building in the world at that time.2!

Now this building, along with another 18 buildings
on the Bund, have “For Sale” signs. They are being
leased to foreign financial institutions through com-
petitive bids. The city’s English-language newspaper,
Shanghai Star, repeatedly printed large, bold headlines
on its front page “SALES ON BUND DUE,” “FOR
SALE SIGNS UP” to lure potential foreign buyers.22
Jiefang Daily, the official newspaper in Shanghai, had a
lead article in May 1995, stating that all major banks in
the world are racing to have a site on the bank of the
Huangpu River.22 The municipal government claims

that the Bund will regain its past glory as the city’s fi-
nancial hub and China’s Wall Street.24

By early 1995, Shanghai had a total of 130 offices of
foreign banks, insurance companies and other financial
institutions. This was 30 times that of the pre-reform
period. Foreign financial institutions had capital re-
sources of $3 billion (US) in Shanghai in 1993, 185%
greater growth than the previous year.2

Several foreign banks and financial institutions have
indeed signed leases with the Shanghai Bund Building
Function Transformation Co., the company authorized
by the municipal government to take charge of rede-
veloping properties in the Bund area. Banque Indo-
suez, a major French bank, for example, is going to
return to its previous address on the Bund. The Hong
Kong & Shanghai Bank is negotiating with the munici-
pal government to move back to its old headquarters.

“The Shanghai municipal government,” a senior offi-
cial in the government told the foreign media, “is very
pleased to return the buildings on the Bund to their
former owners.”

“The Chinese government does not really return the
buildings to former owners,” growled a Dutch busi-
nessman whom I interviewed in Shanghai. “Chinese
authorities confiscated our properties in Shanghai after
1949 and now they want us to purchase them back. The
sale price of some of the buildings on the Bund is as
high as 2 billion yuan ($244 million). How can we be
sure that they will not confiscate our properties again
in the future? It's disgraceful for the Chinese govern-
ment to sell the buildings on the Bund to us now, isn't
it?”

Not only foreign investors consider Chinese author-
ities who sell the land of Shanghai shameful, local res-
idents in the city have even stronger resentment to-
ward the municipal government’s decision to relocate
residential areas in downtown Shanghai as a result of
land leases to foreigners.

In addition to leasing the Bund to foreign banks, the
State-owned enterprises that are situatéd in downtown

Institute of Current World Affairs 9
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The Bund in the 1920s. The building in the middle of the picture was the headquarters of the
Hongkong & Shanghai Bank. It was the second largest bank building in the world in the 1920s.

The Bund today, from the other direction.
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The newspapers of Shanghai, both Chinese and English, are often filled with bold

headlines of “Sales on Bund Due”

Shanghai are often eager to lease out their factory sites
and move to the suburbs. According to a World Bank
report, it is anticipated that 25% of Shanghai’s core-
area factories will move out of the inner city within a
few years.26 David E. Dowall, an analyst from the
World Bank, recently completed a study of urban land
markets in China. He noted that the typical industrial
relocation project usually costs 1,700 yuan per square
meter of vacated land area. While old factory sites in
the inner city can be sold for more than 2,000 yuan per
square meter, a site located within the “Golden Mile”
of commercial streets can be as high as 12,000 yuan per
square meter.27

For these State-owned enterprises, land leasing has
become the best way to get rid of heavy debts and
other financial difficulties. In Shanghai’s Huangpu Dis-
trict where the Bund is located, for example, rental rev-
enue derived from commercial land is 5,086 yuan per
square meter, about 20 times that derived from land
for industrial use (256 yuan per square meter).28

Foreign Investment in Shanghai

The property boom in Shanghai has been accompa-

to lure potential foreign buyers.

nied by the rapid growth of foreign investment in the
city. Foreign investment in China takes mainly three
forms: equity joint ventures, cooperative joint ventures
and wholly foreign-owned enterprises. Equity joint
ventures are “limited liability companies,” incorpo-
rated and registered in China. The legal owners of eq-
uity joint ventures are usually Chinese enterprises,
which have the right to own, use and dispose of the
property. In contrast, in a cooperative joint venture,
each Chinese and foreign party is responsible for pay-
ing its own taxes on profits derived from the venture
and bears its own liability for risks and losses. A
wholly foreign-owned enterprise is owned completely
by one or more foreign investors and does not involve
any Chinese joint venture parties.

At a recently held National Conference on Manage-
ment and Registration of Foreign Firms in China, the
government claimed that by the end of 1993 China had
about 167,300 foreign enterprises, including 107,800 eq-
uity joint ventures 25,500 cooperative joint ventures,
and 34,000 wholly foreign-owned enterprises.2?

According to a report published by the World
Bank, the influx of total capital into China increased

Institute of Current World Affairs 11



Table 3: Foreign Investment in Shanghai (1993)
Project Contracts Intended Investment Investment at Work
Assigned (Number) ($10,000) ($10,000)
Total 6,939 1,370,529 513,244
By Investment Form
Joint Venture (Capital) 5,072 820,729 275,699
Joint Venture (Management) 1,080 283,085 97,363
Solely Foreign 774 224,372 61,088
By Sector
Agriculture/ Animal Husbandry 39 1,951 1,749
Industry 5,081 564,845 277,593
Construction 266 14,525 3,916
Communication/Transportation 51 11,021 32,827
Restaurants 298 55,472 23,034
Real Estate 283 505,175 153,823
Social Service 294 135,900 2,356
By Country (Region)
Hong Kong 3,375 700,196 205,074
United States 865 166,552 93,613
Japan 637 119,006 55,661
Germany 43 23,599 23,599
Taiwan 1,002 91,689 12,475
Singapore 182 37,143 11,096
Great Britain 76 33,100 9,632
Thailand 56 18,904 7,084
Italy 19 6,477 5,506
Canada 134 27,059 5,000
France 34 5,437 3,099
Mecca 85 23,719 4,947
Australia 82 5,284 1,336
South Korea 18 2,448 482
Notes and Source: Shanghai fangdichan shichang 1994, (Shanghai real estate market), Shanghai: Zhongguo
tongji zhubanshe, 1995, p. 9.

from $11 billion (US) in 1991, to $24 billion (US) in
1992 and to $27 billion (US) in 1993, which includes
$15 billion (US) in direct investment, $5 billion (US) in
bonds, $3.5 billion (US) in private capital, $2.5 billion
(US) in governmental aid and loans, and $1 billion
(US) in commercial bank loans. China has had the
largest foreign capital input in the past few years.30
In the 1993-94 fiscal year, China remained the World
Bank's biggest borrower, with a total of $3.07 billion
(US) in loans for 14 major projects.3!

A comparison between Shanghai and four other ma-
jor cities in 1992 showed that Shanghai was far ahead
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in the main indexes of foreign business (see Table 4). In
the middle of 1994, Shanghai had 9,719 foreign-funded
enterprises, which had invested a total of $35.635 bil-
lion (US).22 Foreign-funded enterprises dominated 30%
of the city’s gross industrial sales in the same year.3

According to an official newspaper in Shanghai, by
early 1995 Pudong registered 2,897 foreign-funded
projects involving a total investment of $11.3 billion
(US), compared with only 53 projects and $1.1 billion
(US) in 1990.3¢ A total of 44 renowned world transna-
tional companies invested $1.8 billion (US) in Pudong
in the past five years.




Foreign investors
seem to be more
interested in selling
fast food and soft
drinks in Shanghai
than leasing the
buildings on the
Bund. “How can we
be sure that the
Chinese government
will not confiscate
our properties again
in the future?” said a
foreign businessman.
“Selling Kentucky
Fired Chicken and
Coca Cola in
Shanghai is much
easier and safer.”

Table 4: A Comparison of Foreign
Investment and Foreign Trade in China’s

Four Major Cities, 1992

($100 Million US)

Shanghai  Beijing Tianjin Guangzhou
Total Foreign 98 22 24 42
Trade
Export 66 15 18 NA
Actual Use of
Foreign Investment 71 31 31 27
Direct Foreign
Investment 24 22 7 17

Source: Chengshi jingji yanjiu (Research on urban
economy), No. 6, 1994, p. 7.

Foreign investment and trade have become a major
new source of State revenue. Tax collected from foreign-
funded businesses in Shanghai hit a record high of 3.8
billion yuan ($436 million) in 1993. The figure repre-
sented a 92% surge from the previous year and pushed
Shanghai a step up to rank second in the country. The
proportion of city taxes from foreign-funded businesses
also rose from 10% in 1992 to nearly 16% in 1993.35

Foreign investors have been engaged in all kinds of

industries and businesses in the city, including large
electrical power plants and insurance. This raises a
question: How flexible can, and should, the government
be in allowing foreign investors to run some risky busi-
nesses or to own crucial industries in the city?

Land leasing and the use of foreign capital in major
infrastructure projects have been controversial issues
among political leaders in Shanghai. In 1980, four years
before the establishment of the Shenzhen economic
zone, some officials in the Shanghai municipal govern-
ment began proposing the establishment of special eco-
nomic zones in Shanghai to attract foreign investors. But
some political leaders in Shanghai rejected the proposal
and criticized those who wrote the proposal to resume
foreign concessions in Shanghai.3 It took eight years for
the government to approve land leasing in Shanghai.

Foreign investors, however, have often been frus-
trated by many problems in the investment environ-
ment in Shanghai as well as in the whole country. Hu
Faguang, a well-known Hong Kong entrepreneur, told
the Chinese media that six factors worry foreign inves-
tors. They are: 1) the ambiguities in Chinese law, 2)
poor infrastructure conditions such as transportation
and communication, 3} the redundancy of investment
projects, 4) numerous and heavy taxes, 5) inflation, and
6) poor accounting systems.

Mr. Hu was also concerned about political uncer-
tainty and the political attitudes of local people. “Some
Shanghai people feel that foreign companies come to
Shanghai to grasp the wealth of Shanghai which is
otherwise owned by Shanghaieses,” said Hu. “This is
wrong. We come to create wealth, not seize wealth, to

Institute of Current World Affairs 13



create jobs, not eliminate jobs.”37

To a certain extent, Mr. Hu is right. China has
greatly benefited from foreign investment since its
opening up in 1978. In 1994, more than 10 million do-
mestic laborers are employed in over 70,000 of the
174,000 foreign-funded enterprises in the country.38
What Mr. Hu is probably not aware of is the increasing
dissatisfaction and resentment among Chinese workers
toward foreign managers, especially managers from
Hong Kong, Taiwan and Singapore.

According to the Shanghai Bureau of Labor, the
number of labor disputes in the city’s overseas-funded
joint ventures has been increasing rapidly. A recent
study conducted by the Bureau found that in 1991 a to-
tal of 73 labor disputes in overseas-funded firms were
tried, and a year later the figure rose to 181. In 1993,
290 cases were submitted. During the first half of 1994,
local courts have heard more than 200 cases of labor
disputes involved in overseas-funded firms.3°

At present, however, local officials seem to be more
interested in attracting foreign capital and promoting
foreign trade than dealing with political issues such as
the exploitation in foreign-owned firms. Foreign in-
vestment and foreign trade have been increasing at an
unprecedented high rate in Shanghai during the past
few years. In the view of some Shanghai leaders, with-
out land leasing and the growth of foreign investment,
the on-going large-scale urban construction of Shang-
hai would be absolutely impossible.40 a

Scene of the Bund. The building on the far left of the picture
used to be the Shanghai Club, which was built in 1910 by
the British. It is now a Kentucky Fried Chicken restaurant.
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