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Abstract

The industrial structure of Shanghai is predominantly
dominated by the State; with the advent of reforms, collectives
and other forms of organizations _ have partly displaced the
State’s role, The objective of indestrial reform is an
improvement in economie efficiency; nevertheless, it has brought
aboutl serious problems such as unequal income distribution. The

gquestion remains: how far should reform go and how should it be

implemented?

The author would like to thank Dr. Manuel Montes for his

encouragement and comments on this paper.



The aobiective of this FeEpear iEr ho

changes 1in the industrial structure, recent industrial raf@;ﬁ#&
-

and problems in Shanghai, China.

INTEODUCTION

T

Shanghai, with a population of 12.5 million, is located Iin
the middle of China's coastline and on the front edge of the
s

Changjiang Delta between Changijiang's outlet to the sea and

Hangzhou Bay. The  =smtrategic lacation aopd available water

transport facilities have made Shanghai an excellent port. In
addition, Shanghai has been a dominant force In induut:ﬁi:
commerce, f[inance and has been an exemplary of modernization im

China for more than a century. Even after 1949, its prominence

has continued although its relative position has changed due ta

the rapid growth of nearby provinces: Jiangsu and Zhejiang.

INDUSTRIAL STRUCTURE

Shanghai i=s predominantly an industrial city. Tt i
Andustrial structure 4is characterized by MRE oS small,
collectively—owned enterprises with the State as the single

‘biggest contributer to gross cutput. There appears to be a good

piist in both. In 1987, small enterprises, totalling 11,813,

accounted for 94 per cent of total number of enterprise, =

-
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collectives owned 583 per cent of the +total while +he State
atcounted for 77 per cent of gross value of industrial output
{(GVIO) which reached ':r."-.':".E.JﬂEil bFiltion. Light industry, with 58
per cent of total enterprises, adccounted far 55 Fexr cent of GVIO.
fTables 1 and 1A). There were 6,813 onterprises in light
industry in 1987, divided into 27 industries producing 94 product
lines. Light industry is dominated by textile which aceounted
\ifnr 14.5 per cent of total number of enterprises and 29.2 per
cent of GVID. The shares can increase to 27.3 per cent ‘and 3%
Per cent respectively if sewing were included. The remaining 25

B industries have garnered individual shares of GVID of not more
than 10 per cent. (Table 2). There were 4,997 enterprises in
heavy industry in 1987 compossd of 18 sub—industries producing a
I of B8 product lines. Heavy industry appeared to have more
ninant s#ctors relative to light industry. The largest sector
it machinery with 33 per cent share in number of enterprises
accounting for 23 per cent of GVIO. The next three sectors
contributed shares of G?Iﬁ hovering arcund 7-8 per cent: Chemical
{29 per cent), electrical machinery (B.17 per cent) and transport
L7-60 per cent). The remaining 17 industries have garnered

individual shares of not more than 6 per cent (Table 3).

- -
The industrial structure has undergone some changes during

£he period 1981-1987. The role and pregence of the State has

1
Y3.722/US%.




been on a gradual decline, while that of collective and other
forme ‘of industrial erganization are on the rise. The State's
share of GVIO has declined steadily from 87 per cent in 1981 +to
77 per cent in 1987; the shares of collectives and others have
risen, +the former from 11 per cent in 1981 to 17 per cent in
1387 and the latter from 1.7 per cent in 1981 toc & per cent in
1987, (Tablehﬁﬁj. In terms of number of enterprises, the same
pattern is observed. (Tables 5 and 5A). The share of light
industry has decreased from 57.3 per cent in 1981 to 55 per cent
in 1987, while that of heavy industry has climbed up from 42.7

per cent in 1981 to 45 per cent in 1987. (Table 6).

BRECENT DEVELOPMENTS AND REFORMS

keform has been a recurring theme in post 1949 China: the
goals have remained essentially the zame but the methods have
cnanged. The recent reform started in 1979 and has been closaly
associated with an open door policy, the gradual, increasing and
congistent use of market forces and the renewed emphasis on
industrialization via  modernization and importation of
appropriate and more advanced technology. HReform has permeated

every part of China and it comld not be more salient than in one

of its most important %rial bases - Shanghai.

There are four af reform in the industrial

sector of Shanghai: management , modernization of



its production equipment, decontrol on prices. property rights

and +the municipal government administration.

Ovnership and Management

The Enterprise Law, passed in February 1988 and toock effect
in August 1988, representse a major achievement in Teform. The
Law provides essentially for the separation of ownership from
management., construed as the separation of pelitics {ownership)
Ifrom economics (management). Thisz new form of relationship 1is
supposed +to give management a more substantial role in running
State-owned enterprises with minimum interference from local
party officials; more important, decisions are motivated by

economic rather than political factors.

The relationship between the State and an enterprise is
embodied in the comprehensive management contract which AMONE
other things, specifies production targets as sel by the Shanghai
Municipal Government (8MG). The factory director, the Kkey
decision-making person, is responsible for meeting production
targets, procuring raw materials, marketing Duénut in local and
foreign markets. hiring labor, distributing profits and loases
and deciding on capital investments with certain kimits; in turn,
the party official takes on a secondary advisory and ideological

funetion.




in a very limited sense, the role of a director becomes also
that of an entrepreneur; it is limited because while the
director does not own the assets, he is responsible for losses.
Hiz personnl property., no matter how negligible, iz stipulated as
a pledge in the contract in cast.uf Failure or bankruptey. The
reforms thﬂtﬁpﬁ?ﬂ been instituted so far toe motivate the director
to' behave more as an entrepreneur are decentralization of
decision making, less interference from local party officials and
linking pay with profits. Nevertheless, there are other
institutional factors missing. Ta solve  the problem of
ownership, directors and possibly workers, should be allowaed to
ownn partly an enterprise; this calls for the issuance of shares
of stocks and the creation of stock markets which are also
necessary when the bankruptey law becomes operative. When losing
State enterprises are allowed 1o go bankrupt or merge with other
enterprizes, it dis difficult For the tenderer Tt konow the
true wvalue of an enterprise without stock markets. rart—
ownership of an enterprise has an added advantage: it can reduce
the posgibility of a director unduly using profits to increase

incentives of workers to ithe neglect of capital investmenls and

care and expansion of assets.

In actual implementation, the contract management system may

take many forms depending om the nature of +the product and




agreement with the SMNG. Nefore reform, state enterprises receive
a budget for operations and vemil all profits to the State. With
the introduction of +the contract management system, the
enterprise retains part of the profits; toc make up for the loss
O0f revenues, the State imposed a 55 per cent +tax on profits,
although the actual rate may be negotiated depending upon the
situation of the encerprise. At present, there are two profit
distribution schemrs.l First, profits is distributed as 4-3-3:
40 per cent for investment, 30 per cent for welfare projects
such as housing, baby care centers and medical benefits; 30 PeT
cent for bonusz. Second, profits is digtributed as 5-3—2: =50 per
cent for investment, 30 per cent for ¥elfare projects and 20 per
cent for bonus. The type of distribution scheme used by an
enterprise iz decided by the Shanghai Treasury and is guided by
certain eriteria such as number of workers in the factory and the
size of the profits. The different protit schemes are to prevent
any wide income distribution effects; the reinvestment provisiona
can be looked upon to serve two purposes: sustaining industrial
capacity +to produce and ensuring that the factory director doss
not neglect capital accumulation in order to increase income of
his workers. There were some 465 industrial enterpriszes that
adopted the comprehensive contract managem=nt system by the end

of 1487,

1
Profit distribution is made after tax payments which was
imposed in lien of profit remittances +o the State.

b
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Within an enterprise, the relation between a directer, and
hiis workers is spelled out in the factory director system (FDS),
implemented in 1986. A director has a free hand in hiring or
firing a worker. New workers hired after the FDS was introduced
are Icuv&red by a labor contract which is negotiated or renewed
avery. ¥year. The contract stipulates a worker's rights and
duties, ﬁradqftiun targets. remuneration and bonus. Aside from
his base pay, a worker can earn more if he exceeds his guota;
nevertheless, wage is still set or controlled by the government
but 1is allowed to move within a range. Firing a worker is now
possible, but if has been rare or on an isolated basis only. At
present, the government still bams rural! +to wurban migration;
nevertheless, changing jobs in urban areas and even working for
foreign and joint ventures is now possible, but a worker has to
seek approval from the Ministry of Laber. In a more egalitarian
socliety, it is iromical that labor has not received significant

changes.

Another aspect of reform is the process by which the factory
director obtains his position. Generally, he iz appointed by an
industrial bureau; nevertheless, a new system on a +trial basis
has bDeen introduced to allow more democratiec procedures. The
poasition is first adveriized and gualified poople apply, not
necessary based on seniority. The municipal government approves

the applicants and the factory workers elect their own director.




Modernization of Production Equipmunf

Shanghai has realized that its industrial machinery is old,
Shefficient  and rother dbsolete, Sf=ctzeciin 1083, _the -whoke
industrial sector has been undergoing a massive modernization
program; the main emphasis of which 1is importing appropriate
advanced-technﬂlﬂgy and the e¢reation of new industries wiéh high
potential. The Shanghai Economic Commission has approved 1,100
technical renovation projects via importing equipment from 1983-
1987, with a total value of $1.13 hiilinn. 640 projects have
been implemented and completed, while the remaining 460 projects

will Take two more years to finish.

Pecontrol on Prices

Price reform. the root of the recent reform, has been tThe
moet difficult to pursue and implement for two recasons. First,
its sensitive social and political impact. Second, the basic
goal of balancing equity against efficiency since for every price
affect, there will always be a corresponding income effect.,
At present, there are three kinds of prices prevailing:
controlled prices, negotiated prices and free market prices.
Generally, production under the gquota are sold at controlled
prices, production above the guota are scld at negotiated or frae

market prices.




-The scope of reform 'om prices is wide, from raw materials
Lo finished goods and primary factor inputs; nevertheless, prics
control remains for certain Key raw materials like iren and steel
and most-essential finished goods. Deregulation on non—-staple
food prices astarted April 1988 and there is a move +to remove
rental control on housing. In 1986, there were 116 raw materials
under priﬁe control hut_in 1987, there were only about 30 left.
Tha timing and sequencing of price r&farms.hag been clear: the

freeing of market prices of raw materials first, followed by

finished products.

However, there is one difficult and serious problem: prices
of many finished products have remained under control for fear of
@ nationwide inflation, especially on the products manufactured
in Shanghai. The enterprises are obviously in a quandary: the
squeagze on profits is inevitable and losses may ensue,
Inflation has affected urban workers badly, especially after +the
deregulation of non-staple food prices. The response of +the
Etgtel has been to grant two cost of living allowances, the most
recent being May 1988 by an amount of Y25; these allowances have

also been incorporated into a worker's base pay. In effect, +the

government has shifted ifs policy from a production subsidy to an

income subsidy. feasible only in the short run as it

¥ill be a hoge sant coffers.
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The long run choices are to lift comtrols on wages and to
encourage and improve workers' productivity. Just Thow price

reforms are to be completed remains a policy problem.

Froperiv Rights

There have been significant and substantial moves in other
areas of property rights: private citizens, corporatiomns, joint-
ventures and collectives can own capital egquipment, buildings and
private residences, and may engage in a wide range of economic
activities;, weaxcept in the areas of public utility, banking, and
exploitation of mpatural rezources. Only land remains as an
exclusive property of the State and this serves as an upper limit

to the extent of reform.

Leazing of land iz now permitted, and there iz a move To

allow the transfer of land-use rights. FPoareipgn joint=ventures
operating in Shanghai pay land use fees promulgated in Hovomiz:
1986. The fees range from Y100 per square meliter per annpum for

industry, commerce, finance and tourism sectors to Y.5 per sqguare
meter per annum for scientific research, education and health.

The feeszs alszo vary according to different geographic locations.

Municipal Government

The tools used to achieve the five wyesar plan or aPnuai rlan

has alse undergone some changes. The plan consists of two major
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parta: the command plan which stems from Beijing followed by
Shanghai Planning Commission and passed on to the enterprises and
the guiding planf' In lﬁﬂﬁ. Eﬂ per cent of industrial products is

under the command plan: in 1987, only 20 per cent remains.

In line with decentralization of decision making., there were
twe major developmsnts in 1985. First, Shanghai wused to
surrender ?5 per cent of ifts annual export earnings to Beijing
and keep 25 per cent for itself |, equally divided between the
enterprise and the municipal government. Starting 1988, Shanghai
will surrender a fixed amount of $1.5 billion of 1its exports
sarnings for the next three years after which negotiation will
commence to determine a new amount. In terms of its municipal
profit, Shanghai surrendered 53,41 billion . in 1QBT.Irepresenting
71 Dper cent of its total profits; starting 1988, it will only
ﬁurr&nder $2.El billion. Second, approval autheority for loans
and'prajects for capital construction, whether in locai CUrTency
?ﬂr; foreign exchange, is SEl million at the bureau level, $EL
milliﬂn—$5ﬁ1 million fﬁéu the mﬁnicipal government; anything
ﬁbﬂﬁe"reqﬁires the approval from Beijing. ?“r technical
renav&fiﬁq, the unprﬂvnl limit for Eh&nghaL Ecanum1c Commission
iz between $1 34 ifiiitn—ﬁﬂl million for llght industry and

between §1. 3 uill.-ﬁ-rh ﬁihivy industry.

1

The respective an rted at Y3.722/5.



Foreign Investmant

To hasten its industrial modernization, Shanghai has offered
numeraus incentives to attract foreign investment. e
reduction Iin income tax rate, related business taxes and lease
rent depending on the type of technology and export-orientation.
Second, the recent move to allow these enterprises to
transact foreign sxchange in "adjustment centers” where the rate
i not tied to the official rate, but all transactions are wunder
the supervision of the State Administration of Exchange Control
{SAEC). This is tantamocunt +o a de facto devaluation. Third and
surprisingly, the repatriation of profits iz allowed. The SMG
has also identified the priority areas as waell as areas where

investment iz discouraged.

The SMG has also provided infrastructure support to
encourage foreign investment. There are three special economic
and development zones ereated: (i} the BShanghai Cachejing
Microelectronic Industrial Fark {SMIP} with an area of 176G
hectares was established in November 1064. Tt was designed to
attract foreign investments in microelectronics, computers,
integrated eircuits, fiber optics, semi—conductors, office
automation systems and telecommuni cﬁtw equipment .

(11) Shanghal Hongguiac Economic and Technolg Development

Zone with & planned area of 65.2 hectares, ap in August
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1986 by the State Council. It will serve mainly as +the
residential guarters and recreation center for Shanghai’s foreign
investors, {iii) Minhang Economic and Techneological Development
Zone with a total land area of 213 hectares, 50 per cent of which
is allocated for industrial enterprises. It is designed to
attract technology-intensive and export-oriented products with
emphasis on textiles, electronics, processed food and building

materials.,

The Seventh Five Year Plap of Eh&ngﬁui (1986-1990)
identifies five key infrastructures: (i} construction of an
urban subway system; (ii) cleaning of Suzhou Creek; (iii)
expansion of Hongqiac Airport; (iv) construction of 'a bridge and
underwater tunnel across Huangpu River; (v) expansion of the
city’s telephone network. By 1990, Shanghai will have +he
following completed: (i) Shidongku coal-fired Power Plant
with a capacity of 112 kw; (ii) the Qinshan Nuclear Flant;
(iii) three 500,000 volt transmission lines; {iv) a new

railway station and five EXDressways.

Shanghai has one advantage over other cities in attracting
foreign investment: its skilled labor force, especially in
services such as banking and insurance. Other advantages are its
excellent port facilities and also the biggest in China. Foreign

investment in il started in 1979. As of May 1988, there




were Jd3 projects involwin A¥rest equity investment which

[72]

react.ud %$1.91 bIillicn. {Tables ¥ and TAY. Hongkong was the
piggest Jinvestor in terms of number but America ranked first in
terms of value. A wvery high proportion of theze investments, 69

per cenu, appeared to be going to real estate/hotel with only 27

Like & young person in a hurry, reform in Shanghai has been
remarkable; its pace Fast, in fact, like the rest of China, +too
Fast. Beform has brought about favorable and unfavorable
changes and perhaps one unguantifiable gain in a sense of
Tcononic freedom. The problems created by reform are
predoninantly part of the adjustment process and can Do viam-d as
necessary cost. However, there is a fundamental dilemma faced by
policy makers: Low far should reform go and how should it be
implemented +to achieve efficiency and an acceptable income

distribotion? The Chinesa ares looking for ansawers.
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Table k. Industrial! Structure of Shanghai, 1987

N i GV I
Entarprises (Y billion)
Tolal 11,612 92.308
i Size of: Entarprise
Larzge 219 35.016
Hediam 555 18956
Small 3L 139 38 3360
B. Type of Osmerahip
state—owned i, 188 s
Collective : G, B5Y9 15,290
Gthers TER 5. 525
€. Light vs Heavy Iadustry
Light Industry ;315 50.877
Heavy Indusiry &4, BT 1 .431

Source: 1983 Shanghal Annaal Scelbisztics

H.B. All figures excluode the activities of rural industries and
are all im 1980 constant prices.
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Table 1A. Industrial Structure of Shanghai, 1987

{ in per cent )
- Humber cf GYIQ
Enterprises {Y billion)
Total 100.0 100.0
e
A. Bize of Enterprisze
Large 1.8 37.9
Medium T 20.5
Small 2 R
B. Type of Ownership
State—owned 35. P
Cellective 58.1 16.6
Others i, ﬁ&!i'
€. Light vs Heavy Industry
Light Industry o3 P 5.1
Heavy Industry 42,3 44 .0

Source: Table 1




Table 2. Nuxber of Enterprises and GVIO of Light Industry, 1987

(in ¥ 100 million and 1980

% Share

constant prices)

GVIO

% Sh

Bivisions Number of
Enterprices
1. Woterworks TH
Food Processing 685
R T L2l
. Tobacco 2
£, Animal Feeds 89
6. Textile 928
7. Sewing G20
2. Leoather and Fur 200
9. Wood, Bamboo,Rattan and Grass B4
10.Eome FPurniturces 14
i.Faper Making & Paper Products 296
1. Printing 322
L153.EBducational and Sports 334
14 .8rts works 167
25.Coke & Gas and by-products 33
1. Chemicals 217
17 . Pharmaceuticals 120
18.Chanmicol FPibers 2T
19.Bubber Products 51
<b.Flastic Products S50
=1 .Coastruction Materials and Other an
Won=-ferrous products

22.Fetals 42
<3-Machinery 315
#t.Transport Equipment B
23.Electrical machinery 452
26.Telecommunications b2
2Tt hers 116
o1

Source 1987 Shanghai Annunal Statistics

4 5. GVI0 exclude output of rural industries.
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1.50
29090
5.29
T-93
5.47
139.43
28013
7.58
1.62
.26
I13.41
B.68
16.83
{
0. 56
27.20
1597
36,09
T
8.75
4.95

20 62
G016
A
28435
39.04
1.9%

JEB.TY2

100, 0

L 4
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Table 3. Humber of Enterprises amd GVIO of Heavy Industry, 1987

Number of % GUTO 4

Enterprise Share 100 ¥ Shars
1.Construction Materials and
Kon—fletals Hining 4 0.0% L .01
2. Wood Processing, Damboo,Rattan
Al Grass Products G 1.04 266 .68
J.Power Generation f b s 13.68 348
4. Petrolenm Refining 15 Q.32 T 4.51
F.00al, Coke and bv-products 2 0. 05 o b 0.81
G.Chemical 290 f. 26 LT iy 8.2
T.Bubber Products 77 1.66 131 .80 3.00
B.Plastic Products 149 3.22 g, L6 e
2. Construction Materials and 498 10.76 1511 3,85
Hon—Metal Products

10.Farrous Metals 68 1.47 TT.51 19.73
L1.lico=Ferrous retals FProcessing 104 225 FEEE & 50
12.Maetals A4 10,02 P L
13.Hachinery 1507 Y s B9 .85 2T
14. Transport 380 B.21 33,10 T.66
15.Electrical Machinery 533 1 e 32.08 817
16. Bleetronics & Telecommunications 280 G 26 2386 5.97
17.Measuring Equipment a7 3.57 14.51 3.69
18.0thers 156 397 108 0.32
LT 10 . Okd 14,5 100, 00

Source: 1988 Shanghai Annual Stalisztics

M.B. GVID exeludes omkput of raral industries.




Table 4. Gross Value of Industr jtput, by ownership, 19690-1987
; - 4880 conctant prices)

Total ate— Collective- Others
o i

198] 60.B7T0 53.087 6,728 1.042
1982 63.670 35.155% 7.148 1.363
1983 &67.858 3T.9T6 8. 203 310 s
1984 Ta. 437 H2.535 Bl OST 1.4919
1985 B2 .959 &6T. 533 }3.271 PR
1886 87.092 [T o 13. 606 e S|
1987 SX. 308 T1.384 MBS 3.625

Source : 1987 and 1988 Shanghai Annual Statistice

N.B. All Figures exclude the output of rural industries.

Table 4A. Gross Value of Industrial Output.by ownership, 1981-19a7
{ in per cent )

Total State— Collective-— Others
Dwned Owned

1981 100.0 By.2 1121 ) ks
1982 100.0 8BS .6 1 T
1283 100.0 BE.4 y Fr g | 2K
198% 100.0 8B40 A 2.6
1985 100.0 81055 8 2T
1986 100.0 80.3 15.6 I |
Lo9a7 1040 .0 f o 16.6 [
Average B3,2 ) o o i

Source: Table %




Table 5. Number of Industrial Enmterprises, by ownership :1981-1987

1981 1582 1983 1984 1985 1986 1987
Total 8017 8358 B562 8764 10656 11029 11812
State—{wned 3356 3309 3390 3278 4176 41239 4188

Callectively—COwned 4336 408 3074 I2T9 G141 6381 Bas0

(ihers 125 171 198 207 339 525 TS5

Source: 1987 and 1988 Shanghai Annual Statistics

Table 5A. Humber of Imdustrial Enterprises, by ownership ,1981-1987
(in per cent )

1981 1982 1983 1984 1985 1986 1987
Total 100.0 100.0 12d.0 106.0 To0. 100.0 100.0
State-Cwned 41.9 9.5 38.4 37.4 39,2 IT.4 5.5

Collectively-Owned 56.6 S58.4 39.3 60.2 57.6 V.9 581

Others 1.6 2.0 o 2.5 3.2 G0 S

Spurce ! Table 5
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Table &. Gross Value of Industr 2l Output of Shanghai, 1981-1987
{in Y billion 1980 constant prices)

——

Total Light = Heavy s

GV LG Industry Share Industry Share

1931 &0. 870 34 .884 ST 25,984 42,7
1982 63.6T0 35 .B85 SE. 4 27.785 4.3 .6
1983 67 .858 AF. T2y BS0 30,134 G4
1984 Th. 437 41.660 56.0 32 TTT Gk )
1985 82.959 46.129 556 35,830 Gy 4
198G a7 .092 4T .81 o4 .9 39,280 LS |
1287 22,308 30:87T o L B 41.431 44,9
Averagse 535.8 Gl 2

Source: 1687 and 1988 Shanghai Annual Statisties
N.B. GVIO is exclusive of output of rural enterprises.

Table 6A. Growth Rates of Industrial Sector of Shanghai, 1980-1987
( dim per cent )

Light Heavy
Total Industry Industry
1981 = = -
1932 & .6 2.9 6.9
1983 .l T S B.5
1984 Q.7 10.4 8.8
15985 11.4% 107 12.4
1986 3.0 X 6.7
1987 6.0 . 4% s S5
Average T [+l

Source @ Table &




Table 7: ﬁir&ctf”-ﬁz “}1 sstment in Shanghai (approved)
: As of May 1988
By Country of Origin

Xo. of Projects 325
Total Yalue in US 3% I
No. of Projects Value in Us 3%

% Share % Share
1 uesa 14 30
PSR i e 46 23
3. Japan 13 10
4. Othercs®™ X7 37
Total L0 100

" Western Europe, North America, Asia, Pacific Region .
Source: Shanghai Municipal Foreign Economic Relations and Trade
Commission

Table 7-A: Direct Equity Investment in Shanghai (approved)
As of May 1958

By Sector
No. of Projects Value in US §
% Share % Share
1. Industry 56 27
2. Real Estate/ 25 69
Hotel
3. Others 1% &

100 100




