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Power Play: Leaders and State-owned Enterprises (SOEs) in the Making of Shenzhen
Abstract
Since its inception, Shenzhen has been widely understood by both academics and the public alike as
a city whose development is, and has been, primarily driven by strong market forces. However, if
one looks beyond the surface of this conventional view, we see that the Chinese party-state
(primarily in the form of SOEs, especially central SOEs) has been the true underlying force
advancing the city’s development, especially in its early stages. Mainly through the use of industrial
zones, Chinese SOEs have continuously intervened in the city’s development, shaping the city’s
urban structure, and arguably operating as the invisible planners who have guided the city’s overall
development. Thus, against to the predominant conventional view, I argue that the Chinese state (in
the form of SOEs) had been in fact the driving force behind the development of Shenzhen.

In addition to shaping the city’s physical and economic structures, the central SOEs (especially the
China Merchants Group in Shekou) are also responsible for pioneering China’s reform experiments.
Against this backdrop, I explore the critical question of “Why SOEs for the reform?” First, by
analyzing the important role of personal power interests in policy making on the basis of many
veteran scholars’ lengthy observations of political developments in China, I contend that the success
of the reform is where Deng Xiaoping’s legitimacy and political power came from. Here it is
important that significant temporal pressure was built into the reform. As such, for Deng and his
pro-reform allies, I argue that along with the cumbersome politics and tightened fiscal situation of
the central government at that time, Deng and his allies could not rely on the existing formal
bureaucratic system to function efficiently as the main policy implementation channel. This is why
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Deng and his allies made use of SOEs (especially central SOEs) to implement their reforms. This is
what I call the “political logic of the SOEs in the making of Shenzhen”.

The case study of the establishment and development of Shekou by the China Merchants Group
clearly embodies this political logic. Highlighting the informal political decision-making processes
between the pro-reform central leaders and the leaders of the China Merchants Group, I argue that
Deng, along with his allies, came to rely on the China Merchants Group as a personal political tool
for carrying out his political and economic visions and ultimately to consolidate the political power.

My claim that China’s central SOEs functioned as the personal political tool of Deng and other
leaders is further substantiated and generalized after identifying a similar practice in the era of Xi
Jinping. By analyzing the role of central SOEs in the “Belt and Road Initiative” and case studies in
the development of Chinese metropolitan regions, I further argue that central SOEs have continued
to play a critical role in implementing Xi’s foreign and domestic policies, which not only serve
national interests but also Xi’s interest for the consolidation of his political power.

Beyond contributing to our understanding of the state-driven development model of Shenzhen, this
study advances our knowledge of the political logic of China’s SOEs in the making of the city as well
as the role of the individual leaders’ motives in the politics of leadership surrounding the use of
SOEs in China. This analysis of SOEs within the context of the pursuit of leaders for political
power helps to illuminate many of the decisions concerning SOEs as well as the rationale behind
many of the activities carried out by China’s SOEs.
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Part 1

Part 1: Who built Shenzhen?

Part one starts from the question who built Shenzhen? Contrary to the predominant perception that the
fast development of Shenzhen — and particularly Shenzhen’s Special Economic Zone (“SSEZ”) —
was mainly driven by market forces, strong evidence demonstrates that in fact, it was Chinese stateowned Enterprises (SOEs) at various levels that played the dominant role in facilitating the city’s
physical and economic development, especially in its early stages as a largely industrial zone. This
finding, I claim, complements the current market-oriented explanation for the city’s growth, making
it clear that Shenzhen’s development is not an exception to the widespread success of the state-led
development model in China.
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Chapter 1: Shenzhen: a city built by market forces?
1.1 The Shenzhen Speed
When the county of Baoan was to be upgraded to the city level, government officials struggled to
come up with a name for the new city. Rather than using the old name Baoan, the newly formed
government committee decided to name the new city “Shenzhen”, largely due to the auspicious
meaning that the name carries with it. Most literally, “Shenzhen” means “deep water”, which in
Chinese culture is a sign of great fortune.

Since its early inception, the city experienced a 12,000% growth in its population, increasing from
100,000 in 1976 to over 12,000,000 in 2017 — a size 20 times the population of the city of Boston,
and 2.5 times the population of the Greater Boston Metro Area (World Population Review 2018).
Economically, the city has topped other Chinese cities at an annual growth rate of 28% for its first
30 years since 1980 (Simons 2007). Compared with the other three top tier Chinese cities of Beijing,
Shanghai, and Guangzhou, the GDP of Shenzhen in 1980 was 270 million yuan; while that of
Beijing, Shanghai, and Guangzhou (respectively) was 13.9b, 31.1b, and 5.7b million yuan (Sohu
2017). In 2017, the GDP of Shenzhen ranked third in China, surpassing Guangzhou, and was only
lower than Beijing and Shanghai (Zhong Guo Jing Ji 2018). But if measured in terms of the annual
growth rate over the past 40 years (since the opening up and reform), Shenzhen certainly comes in
first. In terms of industrial development, Shenzhen was long known as a city for manufacturing lowend products and carried the notorious moniker “the capital of copycat”. However, Shenzhen has
been able to transform itself into a hub of innovation with more than 30,000 technology companies
in 2017, and has nurtured world-famous technology firms such as Tencent and Huawei. (Hua 2018)
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Given this rapid boom in development, the term “Shenzhen Speed” is used to describe such
unprecedented rate of growth. In an earlier stage of the city’s development, the term “Shenzhen
Speed” was associated with the boom in construction (O'Donnell 2015). The actual origin of the
term itself, though, refers to the construction of the International Trade Building in 1983, whose
construction crews managed to complete an entire floor every three days and managed to finish the
whole project one month earlier than planned. Use of this phrase to describe anything with a fast
pace of development in Shenzhen, as well as elsewhere in China, is not unlike the American phrase
“in a New York minute”. During Deng’s southern tour in 1992, he stood on the top floor of the
International Trade Building, again emphasizing the importance of reform by referring to what
Shenzhen had accomplished in such a short amount of time thereby further contributing to the
popularity of “Shenzhen Speed” as a cultural point of reference in China.

This near instantaneous transformation of Shenzhen thus raises the question: What is the secret
behind such a massive increase in both scale and development in Shenzhen? Scholars have tried to
answer this precise question in hopes of revealing the causal forces responsible for Shenzhen’s
incredibly rapid development. Market-oriented explanations have dominated scholarship on the
question of Shenzhen’s development, with explanations ranging from its implementation of the
“open-door policy”; its proximity to the more capitalist-friendly city of Hong Kong; and the internal
dynamics of the city resulting from the introduction of market-oriented institutions and foreign
direct-investment.

Given that Shenzhen is the most prominent SEZ in China, with its preferential open and reform
policies, scholars tend to emphasize the role of the open-door policy in jumpstarting the rapid
development of the city. Along with these policy-based explanations, the physical conditions of the
3
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city — both in terms of its geography and natural resources — also receive frequent attention.
Wong, Cai, & Chen and Wang, for example, argue that the open policy lays the foundation for the
rapid development of the city (Wong, Cai and Chen 1992, Wang and Chiu 1996). They also suggest
factors such as Shenzhen’s geographic proximity to, and relations with, Hong Kong; its policy
innovations; and its ample construction-suitable land and natural resources contribute to the
continued flourishing of the city. Ng contends that Shenzhen has been transformed by both internal
and external factors, which includes the open door policies as well as resource and locational
advantages (Ng 2003). Similarly, Zacharias & Tang cite factors such as Shenzhen’s advantageous
proximity to Hong Kong; its policy innovation and experimentation; and the local state’s autonomy
as the primary explanatory factors for Shenzhen’s growth (Zacharias and Yuanzhou 2010). It has
also been suggested that Shenzhen’s experimental zeitgeist facilitated by the open door policy has
brought about the pragmatic ‘‘learn as you go’’ approach, which is purported to be a deciding factor
for the successful development of Shenzhen (Bruton, Bruton and Li 2005).

Additionally, as the major beneficiary of China’s open door policy, it is no wonder that foreign
direct investment (FDI) has received the majority of scholarly attention in examining Shenzhen’s
development in terms of the “who” driving such development (T. Chan 1985, Wong, Cai and Chen
1992, Smart 2000, Shen 2008). Among early foreign direct investment, around 88% of FDI came in
from Hong Kong, with the rest primarily being from the U.S.A. and Japan (Yee 1992).

Finally, the so-called “Internal Dynamics” of the city are also often employed by scholars to explain
Shenzhen’s growth, and the emergence of these internal dynamics are, in large part, a consequence
of the market-oriented institutions in the city. Zhu applies “urban regime theory”, arguing that a
pro-growth alliance in Shenzhen facilitates the city’s rapid development by combining the
4
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government, market, and other non-state actors (Zhu 1999). Besides the formal pro-growth
governmental arrangement, there is also an informal dimension in urban development that
contributes to the dynamics of the city’s urban growth. The bottom-up transformation of
HuaQiangBei into a central commercial district in the 1990s emerged as a powerful internal driver
that explains, at least in part, Shenzhen’s rapid urban development (Zacharias and Ma 2015).

However, against the dominance of this “market-driven discourse” in much of the current scholarly
literature, I contend that this form of explanation is dubious at best and outright false in some cases,
primarily on the basis of inadequate analyses of China’s state-driven development model. This raises
a central question driving my research here: Is Shenzhen really an exception to China’s state-driven approach
to development?

5
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1.2 Theories on China's State-led Development Model
In the context of China, where the party-state’s control usually prevails, it seems puzzling to suggest
that the market and relevant market forces would be the primary mechanisms steering the
developmental wheel, as it were. And yet, this view is precisely that which has dominated most of
the scholarly literature concerning Shenzhen’s development. This section examines four of the major
explanatory concepts in the scholarly literature that have been used to emphasize the importance of
the party-state in China’s development. These concepts are: (1) “state capitalism”; (2) the
“developmental state”; (3) the “welfare state”; and (4) the “entrepreneurial state/ Local State
Corporatism. The four concepts are not necessarily exclusive to each other, but they do demonstrate
a key feature of China’s development, which is dominantly state-driven. The state is prevalent in all
the economic and social development programs. At the same time, the power is disseminated into
different levels of government, making the central government less dominant than perceived.
Furthermore, implicit among all these explanatory concepts is the indispensable role Chinese SOEs
have played — and continue to play — in China’s development, showing state-owned enterprises
being one of the primary tools for such state-driven development models. As such, I argue that the
consensual state-led development model in China plainly puts the predominant “market-driven”
explanations for Shenzhen’s success into question.

China’s SOEs as a Core Component in Four Common Explanatory Concepts
Four primary concepts have been deployed to explain the success of various aspects of China’s
state-led development. Within these four scholarly explanatory concepts, I demonstrate that SOEs
are a core component that operate on behalf of the party-state to implement its goals, which have
clearly been successful.
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State Capitalism
A number of scholars and analysts attempt to explain Chinese state capitalism since the national
reform. Du and Xu argue that China can be categorized into a state capitalist system, rather than a
market socialist system (Du and Xu 2008). Contrary to the feature of equitable distribution in a
market socialist system, it is the state enterprises that mainly keep the profits. Thus, the thinking
goes, the state capitalism explanation best describes China’s situation. Yasheng Huang has explored
the characteristics of state capitalism found in urban China (Y. Huang 2008). Gabriel argues that
there is a framework of dual hierarchical state capitalism in China, with limited state capitalism at the
center, and the rise of the local state capitalism to support the rapid economic growth (Gabriel
2004). In a way, local state capitalism resembles the entrepreneurial state or local state corporatism
concept which we will discuss later.

Within this conception, SOEs clearly emerge as an indispensable part of China’s success, primarily
due to their role as the stabilizer of China’s economy, which supports its spectacular market growth
(Li and Shaw 2013). Lin and Milhaupt regard the existence of around 100 large SOEs controlled by
the organs of the national government in critical industries as the distinctive characteristic of
Chinese state capitalism, arguing that they are the fullest expression of state capitalism in China (Lin
and Milhaupt 2013). In a number of the studies and reports on state capitalism in China, SOEs are
seen as a synonym with state capitalism. When talking about the rise of state capitalism, the
Economist de-facto refers to those state-backed enterprises (Economist 2012). The testimony by
Andrew Szamosszegi and Cole Kyle before the U.S.-China Economic and Security Review
Commission (titled “An Analysis of State‐owned Enterprises and State Capitalism in China”)
highlights the centrality of SOEs in Chinese state capitalism (Szamosszegi and Cole 2011). The
authors conclude that SOEs are a major force in China’s development, both domestically and
7
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internationally, arguing that state sectors will remain prevalent from the commanding heights of
China’s state capitalism.

Furthermore, several scholars contribute to the understanding of how state capitalism works in
China. Li, et al., and Julan Du, et al., argue that Chinese state capitalism operates according to a
vertical economic structure (Du and Wang 2013, Li, Liu and Wang 2015). According to this vertical
structure scheme, SOEs have gradually retreated from downstream industries since the 90s, thereby
opening up the market to competition. At the same time, the focus of the SOE’s has gradually
shifted toward controlling the key industries and markets upstream. Herrara and Jia, through an
examination of the credit availability of listed Chinese central and local SOEs from 2003 to 2011,
identified the emergence of both central state capitalism and state capitalism at the local-level as well
(Herrala, et al. 2015).

The boundary between state- and privately-owned enterprises is also blurry and the ownership itself
is not sufficient to detect forces in Chinese state capitalism. Milhaupt and Zheng challenge the
extant studies which explain Chinese state capitalism solely from the point of view ownership, and
deploy the concept of the “capture of the state” to identify key forces in Chinese state capitalism;
where “capture of the state” refers to the phenomenon wherein firms obtain special advantages
from the national or local governments by aligning themselves with the political leaderships’
interests, goals, and priorities (Milhaupt and Zheng 2015). Under this definition, privately-owned
enterprises (POEs) which are favored by the state are also regarded as contributors to the formation
of state capitalism primarily due to their resemblance to SOEs in their business strategies and
relationship with the party-state. However, rather than identifying POEs as another force in Chinese
state capitalism, I argue that these authors have merely conflated the definition of SOEs with that of
8
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the POEs. This convergence of SOEs and quasi-SOEs (i.e. POEs) highlights the centrality of SOEs
in Chinese state capitalism.

Developmental State
The concept of developmental state originates from Johnson in the early 80s and was later further
developed by Robert Wade to describe the development model of newly industrialized countries in
East Asia (C. Johnson 1982, R. Wade 1990). Wade develops the “governed market” (GM) theory to
explain East Asian development. According to GM theory, the fast development of East Asian
countries is primarily due to the priorities given by the state to foster economic growth and
industrialization. On this model, the state not only picks key industrial sectors, but also diverts
resources to these selected industries for the purpose of economic development. From these
perspectives, China is widely recognized as a developmental country (Beeson 2009, J. Wade 2014,
Knight 2014). OECD specifically examines the role of SOEs in several developmental countries,
including China (OECD 2015). In the report, state ownership or SOEs are recognized as an
important instrument of industrial policies in China and can be a flexible industry policy tool for
responding to market failures.

Welfare State
China is also a welfare state, with SOEs being a major channel for distributing benefits across its
population. Aspalter identifies a dualism in China’s welfare state system (Aspalter 2001). Along with
the rural land reform that helps the CCP gain the support of farmers, the social welfare distributed
through SOEs in the city helps ensure the support of urban workers. Dillon defines the Chinese
welfare state system in the 50s to 60s as a narrow welfare state system in which the workplace
welfare narrowly reaches a minority of people, creating a cleavage between the protected insiders
9
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and excluded outsiders (Dillon 2015). A large body of literature focuses on the welfare function of
SOEs since the reform. Though reforms since 1978 have transformed the work-unit centered social
security system into a societal-centered social security system (Aspalter 2001), the welfare function
of SOEs has not vanished. Gu finds that until the end of the 1990s, SOEs still played a major role in
providing employees with welfare benefits like welfare housing, pensions, and medical care (Gu
2001). Huang further indicates that SOEs have continued to benefit their employees since the
welfare reform of the mid-1980s, though traditional welfare benefits, such as housing and life-time
employment, have been cut off (Huang 2013).

Entrepreneurial State/ Local State Corporatism
Several concepts have been proposed by scholars to describe the significant role that local
governments play in economic development. Among them are (1) the entrepreneurial state; and (2)
the local state corporatism. We should notice that the two concepts share the very similar idea that
local states are economic actors actively seeking local interests, though from different perspectives.

The entrepreneurial state describes economic activities by local governments that have become key
actors in the urban development in Chinese cities after the reform (Hsing 2010, Ma 2004). Literature
on the entrepreneurial local state have primarily examined the topic from the perspective of urban
land and property development in localities. The close tie between land development and the
emergence of the entrepreneurial local state is primarily built on the fact that the land revenue from
land-lease sales becomes the most important contributor to the local state coffers and grants
localities with fiscal autonomy (Hsing 2010). The local state sets the basic framework for urban
development and becomes one of the key players in the interest groups generated by the “growth
engine” of urban real estate development, which is powered by the land (Ma 2004). Wu
10
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demonstrates the local government’s enthusiasm for the promotion of land development and the
impacts on urban space (Wu 1999). With the purpose of place promotion and the use of land
revenue to stimulate local economic growth in mind, the phenomena of a local government’s
entrepreneurial activities in land development are widespread. Again, SOEs at the municipal as well
as district levels have been active players in local land and property development (Duckett 1998).

Jean Oi proposes the concept of local state corporatism that highlights how the change to an
incentive based fiscal structure (such as the share of tax revenue and the right to surplus in the postMaoist era) made local governments fully fledged economic actors, as well as the entrepreneurial role
of local states in promoting local corporate growth (Oi 1992, Oi 1995). In this context, the local
officials assume the role of the board of directors or chief executive officers as in the business
corporations and intend to maximize the economic performance of local corporations, mainly
township and village enterprises within their purview (ibid.). The practice of local states to advocate
and promote industrialization is also likened to the concept of a developmental state, as we
discussed earlier, but just at the local level. Oi also insightfully points out that such local state
corporatism would weaken the role of the local states as agents of the central state, whose focus was
more on their own interests (ibid.).

To sum up, China’s development is state dominated in almost every aspect of the nation. However,
power is not concentrated in the central state. Rather it is disseminated into different levels of
government. The state at local levels has deployed significant power to guide the local development.
At the same time, the state-led development model in the form of SOEs often prevails in helping
the party-state achieve its goals. In other words, SOEs work on behalf of the Party-state to advance
the national development.
11
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In the case of Shenzhen, undoubtedly its status of being a special economic zone (SEZ) makes
people more prone to highlight the importance of market-oriented policies and the consequential
effects in facilitating the city’s development. However, in view of the massive presence of SOEs in
the Shenzhen SEZ’s early development, such market-oriented explanations are highly questionable,
if not entirely incorrect, as I will show in the next section.

12
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1.3 "Eight Monsters": The Early Presence of State-owned Enterprises (SOEs) in Shenzhen
A handful of scholars researching China have highlighted the role of the party-state’s intervention at
the early stages of Shenzhen’s development. Though the initial state contribution was very low in
terms of the amount of direct investment, its primary form of intervention has been identified as its
state-owned enterprises (“SOEs”). Under the advisement of departments within the Chinese Central
Government, more than 24 SOEs had invested in Shenzhen within the first five years of the SSEZ
(Ng and Tang 2004). And these same SOEs were assigned almost all available land (99.8%) for
development in the early stages of SSEZ (Wang and Xu 2002). However, even with this research,
relatively few scholars have systematically analyzed the impact of these state-led interventions in the
form of SOEs in the city’s development.

When I first visited Shenzhen for field research, I met with a government official who worked as an
urban planner in past decades. He asked about my interest in the role SOEs played in Shenzhen’s
urban development. As usual, he talked about how well-planned the city is due to the efforts of the
state’s planners and other such pleasantries. However, he did eventually say to me, “You know
what? All the old officials in Shenzhen, they had coined this phrase — the ‘eight monsters’ — to
describe the SOEs in Shenzhen in the early stage. Among them should be China Merchants Group,
Overseas Chinese Town, and more.” He did not present me with the names of the eight SOEs, but
this tip was interesting enough for me to begin tracking down the rest. In order to make sure this
phrase was not merely coined by some small circle of officials; I also spoke with other officials in
Shenzhen in order to determine if they had heard it too. All provided positive answers, though
regarding which SOEs are included there were variances. It is possible that there isn’t (or never was)
a list of the eight SOEs specifically, but that the phrase is just a loose descriptor of the power of the
SOEs in general. As the word “monster” implies, the SOEs should in some sense be conceived of as
13
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a potent force in the city. The importance of SOEs in Shenzhen’s economic development is
confirmed in Deng’s Southern tour in 1992, during which he visited Shenzhen. Li Hao, the party
secretary of Shenzhen at that time, reported to Deng that the foreign investment only accounted for
less than 25% of the overall investment (Yu and Wu 2008).1Deng responded: “The achievement of
Shenzhen confirms that SEZ is socialist rather than capitalist. Public ownership still plays a
dominant role… [compared to FDI] and we have our advantages such as the large and medium
SOEs (ibid.).”

Three major types of enterprises had a prominent presence in Shenzhen’s early development. These
are known as “three-plus-one enterprises” or “foreign funded enterprises”; “domestic link
ventures”; and state-owned enterprises (SOEs) at various levels. With the exception of the threeplus-one enterprises, the rest were all state-owned in nature. Three-plus-one enterprises were mainly
FDI, receiving investment capital from foreign investors as well as their equipment, raw materials,
and other production components. The city of Shenzhen would provide all of the basic
infrastructures to these ventures, such as land, factories, housing, water, plumbing, etc. (Shenzhen
Museum 1999). “Domestic link” ventures refer to the branches set up in the SEZ by their parent
enterprises, which are located outside of the SEZ. The parent enterprises were primarily SOEs
belonging to various levels of the Chinese government. Thus, they should also be understood as a
type of SOE.

There might be a tinge of propaganda in the news publication due to the overall concern in the early 90s about whether
China was deviating from its socialist path. However, the proportion of foreign investment in Shenzhen is not
unreliable. On the one hand, Li Hao, as the head of Shenzhen, had access to insider information. On the other hand,
nationwide in 1996, foreign investment accounted for 11.8% of the total investment. Thus, considering that foreign
investment in Shenzhen SEZ was around 25% in 1992, more than double the national average 4 years later, it was not
that dubious given Shenzhen’s leading role in attracting foreign investment.
1
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Domestic Link Ventures
Guided by the slogan of “WaiYinNeiLian” (roughly, “attracting foreign investment while linking up
with its hinterland”), along with the three-plus-one enterprises, they were another force in helping
jumpstart the city’s economic development.

Though the central government encouraged domestic enterprises to set up their branch offices in
Shenzhen, it was primarily the economic incentives that drove the decision to do so on the part of
these domestic enterprises. The economic incentives were not only at the enterprise level, but also
mattered a lot for the personal gain of those involved. Both Beijing and the city of Shenzhen had
implemented preferential policies, such as tax incentives and the retention of foreign exchange for
domestic link ventures. These policies came with immediate economic gains, thus attracting the
domestic state enterprises in the middle of various SOE reforms since 1979 which granted SOEs
more autonomy and responsibility in terms of their profits and losses (Vogel 1990). Moreover, the
various branches in Shenzhen served as a window into the international market and several new
technologies, which facilitated the technological advancement of these domestic enterprises, further
exposing them to the international market (ibid, 154-155). At the level of individual employees,
workers in Shenzhen usually earn more than they otherwise could in other parts of China.2 For those
working in the third-front enterprises3, Shenzhen also provided them with the opportunity to return
to the city, and more importantly, with Hukou (ibid, 155).

For example, when a worker was transferred to Shekou in the Shenzhen SEZ, his salary increased from 50 Yuan to 200
Yuan, despite working the same job. See http://gd.people.com.cn/n2/2018/0918/c123932-32067572.html.
2

“Third frontier enterprises” refer to those enterprises located in the third frontier areas, mainly comprised of the 13
provinces and autonomous regions in Northwest and Southwest China. The development of third frontier areas started
in 1964 in response to the military threats during the Vietnam war, such as those of the U.S. and Soviet Union.
Thousands of third frontier enterprises were built, which facilitated the industrialization of these undeveloped areas.
3
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These material gains initially shaped the decisions of most of the domestic link ventures to set up
their branches in Shenzhen. They complemented the three-plus-one enterprises in advancing the
city’s economic development in its early stages. By the end of 1985, more than 2,000 domestic link
ventures were located in the city (ibid, 153). The number of ventures grew to around 3,900 in 1989,
with links to 25 central ministries and 28 local governments and contributed to 16% of the industrial
output (Guo and Xuan 1990). A more significant legacy of the domestic link ventures was that some
of these ventures, especially those linked to the central ministries (such as Aviation Industry
Corporation of China), stayed involved in the city’s development, with their impact being well
beyond the formal economic dimension alone.

State-owned Enterprises: Central, Provincial, and Local
Compared to the other two types of enterprises in the city, SOEs have received much less attention.
Few scholars have mentioned SOEs in the development of Shenzhen. Even while talking with
scholars and experts on China during my research, I find that most of them know that Shekou in
Shenzhen is the place where the economic reform started but few ever mention, or even notice for
that matter, that it is an SOE which actually built it up and implemented the various reforms.
Perhaps to these scholars, the term “SOE” carries the sense of being a component of state planning
such that it may not sound right in the context of the market reform. However, as my research will
clearly show, SOEs have been — and continue to be — a potent force in shaping the spatial,
economic, and political arrangements of the city and beyond.

All levels of SOEs left their footprints in Shenzhen in its early stages, and some central government
SOEs were present even before the inception of the SSEZ (Aug 1980). For example, Shekou
Industrial Zone, administered by the China Merchants Group under the Ministry of Transport, was
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approved in Jan 1979, the same month as the establishment of the municipality of Shenzhen, and a
mere one and half years before the establishment of SSEZ. In early 1979, the ministry of Aviation
Industry and China Aero-Technology Import and Export Corporation set up a branch in Shenzhen,
which was the predecessor of the Aviation Industry Corporation of China (Shenzhen Museum 93).
Around the same time, the ministry of electronics transferred a group of workers from Guangzhou
to build up the predecessor to the Shenzhen Aihua electronic company. The Chinese People's
Liberation Army’s general staff department also established the Hongling electric appliance
processing company (ibid.). In 1984, China Travel Service in Hong Kong, under the advisement of
the Overseas Chinese Affairs Office of the State Council, took up 4 sq/km of land in the provincialowned Shahe state farm to develop the Overseas Chinese Town (OCT) (Liang 2013). One year later
in 1985, the Chinese Academy of Sciences came to Shenzhen to develop the Science and Industrial
Park, the first science and technology park in China.

Provincial government SOEs were active here as well. The Huaqiang Electronic company was the
most prominent, and was founded in 1979 with the merger and relocation of three smaller
provincial government-owned enterprises from the northern part of Guangdong (Hua Qiang Zi
Xun 2005). Beginning in 1980, the city of Shenzhen quickly started to establish its own enterprises,
and most of their major business focused on property development. In 1980, the Shenzhen SEZ real
estate group was established and has remained one of the most important government owned SOE
developers in Shenzhen. The SEZ Development Group was established in 1981 and involved in the
development of the first golf course in Shenzhen, along with various resorts and industrial zones (S.
Wang 2006). In 1982, the Industrial development and service company (Pengji) and Shenzhen
Urban Construction and Housing Development Corporation were founded. Both were active in the
city’s construction and development and have continued to be municipal government owned SOE
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developers throughout the years. Various municipal SOEs also emerged from specific projects. For
example, Shum Yip was established in 1983 as the successor of the Sungang Warehouse Company,
which was set up specifically for managing the Sungang warehouse (S. Zhou 2015). Different levels
of government also partnered to form joint ventures. The Southpetro Group was formed in 1984
with the alliance of the central government SOE based in Hong Kong — the Hong Kong
Everbright Group, the provincial government SOE — South China Sea Petroleum Joint Service
Corporation, and the municipal government SOE — Shenzhen Investment Management Company.

These SOEs were heavily involved in the development of industrial zones in Shenzhen. In the SEZ
Master Plan 1986-2000, 15 industrial zones were designated, and their developers were mainly
different levels of SOEs4. Some industrial zones were developed solely by one SOE, while others
had various SOE developers involved. For example, China Merchants Group was solely responsible
for building the most prominent industrial zone of Shekou. The OCT operated its occupied land
with theme parks, light industries, and residential areas. The Shangbu Industrial Zone was a case
involving various developers. The enterprises set up by central ministries of the ministry of Aviation
Industry, the ministry of electronics, and the PLA‘s general staff department, together with
Huaqiang and some municipal government SOEs (such as Pengji), were all clustered in Shangbu.

The above evidence of an early and fairly large-scale presence of SOEs in Shenzhen since the city’s
inception shows the important role that SOEs have played in the making of the city. This leads to
several research questions focused on the role of SOEs in the city and the rationales for their role,
which is the major theme of this dissertation.

A detailed account and mappings of SOE-developed industrial zones and their developers can be found in the book
“A State Beyond the State: Shenzhen and the Transformation of Urban China” by Chen Ting.
4
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Table 1.1: List of state-owned enterprises in Shenzhen in its earliest stages

Sources: Chen , Ting. 2017. A State Beyond the State: Shenzhen and the Transformation of Urban China . nai010 Publishers; Hai Tian Press.
1987. 深圳经济特区总体规划评论集（Reviews of Shenzhen Special Economic Zone Master Plans）. Shenzhen: Hai Tian Press.
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1.4 Organization of the Dissertation and Contribution
Organization of the dissertation
This dissertation is composed of three parts. Part one mainly challenges the predominant scholarly
view that the development of Shenzhen as a city has been mainly driven by market economy forces.
Informed by interviews and with further analysis, I argue that the state — in the form of SOEs —
was the dominant force in Shenzhen SEZ’s early development. Therefore, contrary to the
predominant argument, and more in-line with the state-led development models operating elsewhere
in China, Shenzhen is no exception in terms of its developmental logic in China’s political context.

Following this, and in view of the prominent role that central SOEs have played not only in the
city’s development but also in experimenting with the reform agenda of opening to the world, part
two examines the political logic for having central SOEs undertake such tasks. The primary way I
carry out this task is through an analysis of the case of the central SOE of China Merchant Group
(CMG) in the Shekou industrial zone. This part of my dissertation starts by analyzing the political
logic of the reform from the perspective of the power plays carried out by Deng and his allies, as
well as the constraints inherited in the Chinese political systems concerning the reform experiments.
Built on these analyses, I conclude that the central SOE of CMG had been a personal political tool
utilized by Deng and his allies for experimenting with the reforms on their own behalf in an
effective and efficient fashion. I also highlight that CMG served as the risk taker and absorber for
both the pro-reform party leaders and party per se. This finding not only adds a dimension of
personal power play in understanding the role of the SOE in the Chinese political system, but also
its function as a factor that accounts for Shenzhen’s fast development.
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Part three identifies the similar practice of making use of SOEs (especially central SOEs) during Xi’s
era in order to implement policies that are not only in the nation’s interests but also in the interest of
consolidating personal power. I then conclude section three by addressing some of the limits of this
study.

Part one has two chapters. In Chapter one, I start by examining the current scholarly literature
studying Shenzhen’s development. Against this literature, I argue that the dominant market-oriented
explanations put forth run contradictory to the consensual understanding of China, which is
occupied by a state-led development model in almost every aspect of the nation. Herein, four
concepts regarding China’s state-led development model are analyzed: (1) state capitalism, (2) the
developmental state, (3) the welfare state, and (4) the entrepreneurial state/local state corporatism.
My examination of these concepts will show, in part, that the prevalent market dominated
explanations for Shenzhen’s development are largely dubious. These current explanations are further
called into question by the fact that there was an early and fairly large-scale presence of SOEs in
Shenzhen since the city’s inception. This is demonstrated by drawing on interviews during my field
research as well as scholarly literature on the city’s history. This finding leads to the following two
central questions of this study: “What role have the SOEs played in the city?” and “Why were they
in Shenzhen?”

Chapter two responds to the first question by documenting and analyzing the SOEs present in
Shenzhen as well as their economic activities. By examining the impact of SOEs on both the city’s
physical and economic structure, I argue that the city of Shenzhen was in fact initially built by SOEs
in the form of industrial zones. The industrial zones developed by SOEs at various levels had
shaped the city’s physical structure since its inception and also laid a solid foundation for its further
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economic development. Moreover, looking at the most prominent central SOE of the China
Merchants Group (CMG) in Shekou and its experimental role in the reform, I point out that CMG
in Shekou had propelled the development of the city not only by providing it with a reform roadmap
which was also later scaled-up to the national level but also the impetus from creating a strong sense
of competition between Shekou and the rest of the Shenzhen SEZ. Built on these findings, I argue
that the SOEs, as a dominant form of the party-state’s power, played a prominent role both in
building the city and facilitating its development; this both disrupts and complements the current
market-oriented explanation of the city’s development.

Part two has three chapters. The first (chapter three) provides an overview of the history of SOEs in
China as well as their role and corporate governance in the Chinese politico-economic context. I
show the growing significance of SOEs in the Kuomintang period (1927-1948) as well as since the
CCP took power. Since its inception as a Guandu Shangban enterprise5, SOEs have always serve as
an important tool — if not the tool — advancing the national interest, always under the direct
control of the ruling party, extending their purpose beyond that of their business functions. This
highlights multiple functions of SOEs. In this regard, the two major theories of “multi-task” and
“policy burden” are examined, demonstrating how SOEs intervene in the governance of various
social, economic, and political predicaments, all of which facilitate the nation’s development by
taking-in and absorbing the risks associated with critical tasks. Ultimately, by examining the party’s
role in SOEs since the inception of the CCP regime, I aim to show how the party’s constant
dominant control of SOEs serves as an effective and efficient way to enhance the party’s ruling
power and legitimacy. From all these analyses, this chapter not only develops an understanding of

5

Guandu Shangban(官督商办) refers to government-supervised and merchant-managed.
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SOEs in China from a historical perspective, but also lays the foundation for analyzing the role of
SOEs in Shenzhen.

Chapter four then mainly examines the political logic of having SOEs build the city and perform the
critical role of being an important reform experimenter. The chapter starts with the question of
“Why reform?” Drawing on various analyses on this topic by veteran Chinese scholars, I show that
one very important dimension of the logic of Deng’s opening up reform, i.e. the establishment of
Special Economic Zones(SEZs), can be understood according to the “power model” perspective
that focuses on the individual leaders and their struggles for power. More specifically, the political
motivation behind the reform and the establishment of SEZs was driven by the power play by Deng
for his own as well as his faction’s political power. Given this, the development of SEZs was
certainly under time constraints, thereby creating the necessity for a bold first step to create the
momentum needed for promoting the reform wholesale (S. Shirk 1993).

However, I also show that Deng’s reform faced major political and economic constraints. Politically,
the fragmented power structure of the Chinese political system as well as the party factional politics
in the consensus-seeking political culture posed many great hurdles to the implementation of
effective and efficient reform experiments. The involvement of multi-hierarchical actors, each with
its own interests and needs, made the outcome of central policy unpredictable. Economically, the
persistent fiscal decentralization of the past decades left the central government with a large fiscal
deficit and local authorities with growing power and self-interests. Without enough funds to support
the reform initiative, the political authority to enforce the party’s policies was also further
exacerbated.

23

Part 1 Chapter 1

Given these constraints, I argue that SOEs emerged as an effective tool that the party leaders could
use to implement the reform initiative of setting up SEZs. Primarily, leveraging central SOEs to
build up SEZs helped the pro-reform leaders to circumvent the traditional bureaucratic decisionmaking process, getting rid of one of the most formidable hurdles for an efficient implementation of
the reform. The Hong Kong based SOEs, such as of the China Merchants Group, were presumably
less involved with mainland politics compared to their mainland counterparts, and thus less subject
to political interference. A direct communication channel between central SOEs and central leaders
could also ensure that information would no longer be manipulated by local authorities and the
policies could be carried out as expected. Moreover, central SOEs, especially those SOEs with
international business experience and exposure to international capital markets, also became more
capable of translating the abstract vision of the leaders to create an open economy into concrete
reform roadmaps and actionable plans. The character of being less geographically specific also
allowed SOEs the flexibility in working across territorial boundaries, opening the way for the SOEdriven SEZ development model to be applied elsewhere. Finally, given the political risks involved,
central SOEs came to serve as the risk taker and absorber on behalf of the party and its leaders.

Chapter five turns to the case of China Merchants Group in Shekou. The case study in this chapter
supports the claim made in Chapter four by examining in detail how the central SOE of CMG was
leveraged to carry out the reform experiments in Shekou. Through this analysis, it becomes clear
that top leaders and CMG (as the executing agent) informally allied with each other to carry out the
project of Shekou. Thus, there emerged a strong dimension of individualistic politics in place of the
formal bureaucratic system, which altered the decision-making process around the reform
experiments CMG wanted to carry out. In Shekou’s later transition from an enterprise with political
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functions to a real government organization (which was likely aiming at political reform6), a strong
intention from the central leaders was also identified. Thus, the case study provides strong evidence
to show that the central SOE of CMG served as a political tool that Deng and his allies made use of
in experimenting with their own abstract reform visions in both economic and political fields as well
as CMG functioning as the key risk taker and absorber for both the pro-reform party leaders and the
party in general.

The sources in this chapter include primary documents from the China Merchants Group archive in
Shekou as well as secondary data from the bibliographies of key figures in Shekou and interview
data. The China Merchants Group archive has a good collection of documents dating from Shekou’s
establishment in 1978 all the way through to the most recent year. The archive includes official
documents correspondences between Shekou and various levels of governments as well as central
leaders; the internal speeches made by leaders of Shekou; as well as research and analysis done for
Shekou by both internal and external consultants and scholars. Having access to them all has given
me an understanding of how things have taken place in Shekou with enormous detail. Moreover, I
have benefited from the various analyses done by both internal and external consultants, which has
not only provided me with rich and valuable information about the reform experiments in Shekou,
but has also given me a more comprehensive and objective picture of CMG and Shekou’s reforms
from various perspectives. Complementary to the archival documents, I used information from
interviews as well as the bibliography of Yuan Geng, one of the prominent leaders of Shekou in its
first decade.

As will discussed later in Chapter 5, the political reform for Deng included both the reform of political system and
administrative structure.
6
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The concluding part has two chapters. The penultimate Chapter 6 explores the role of central SOEs
in Xi’s era. More specifically, against the backdrop of Xi’s constant promotion of bigger and more
powerful SOEs, I identify the growing importance of central SOEs in both international and
domestic strategies under Xi’s leadership. By analyzing two major initiatives that Xi directly
orchestrated (i.e. the “belt and road initiative” and the “Greater Bay Area”), I argue that the central
SOEs in both cases serve as the political tools by which Xi has been able to implement his grand
strategies for both the national as well as his personal interests. Thus, with the SOEs playing similar
roles as a personal tool under both the Deng and Xi’s eras, the role of SOEs in consolidating a
leader’s political influence emerges as a new dimension in understanding the role of SOEs in China’s
political context.

Chapter seven concludes with a recap of the findings in this study and also puts forward the agenda
for future research by addressing some of the limits of this study. Here I pose questions regarding
whether the same conclusions can be found in other top central leaders, as well as whether the
SOEs at local levels (i.e. provincial and municipal) play similar roles in the power struggles which
occur at the more local levels. I also address whether the alliance between SOEs and party leaders is
also subject to the question of which type of SOEs are more easily chosen by leaders. All of these
questions are worthy of further exploration since they would provide a more comprehensive
understanding of the role of SOEs in Chinese politics and the rationales for many of the leaders’
decisions regarding SOEs.

Contributions
This study contributes to scholarship on Shenzhen’s development and economic reform in several
ways. First, this study shows that Shenzhen is no exception to China’s state-driven development
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model, which challenges the current market-dominated explanations offered by scholars for the
city’s development. In contrast to the predominant discourse suggesting that Shenzhen’s
development has been primarily driven by market forces, this study identifies the dominant role of
SOEs in the early stages of the city in both shaping its physical as well as economic structure, which
accounts for the jump-start of the city in a such a short period of time. Second, this study
complements existing studies of the political logic of the reform from the perspective of agency by
demonstrating the role of central SOEs in pioneering economic reforms as well as early attempts at
political reform in China. The involvement of SOEs in the reform by way of business explains why
the economic reform managed to get carried out quickly and effectively within China’s bureaucratic
political system. Lastly, the study provides a dimension of individualistic politics in analyzing SOE’s
role in China. It identifies SOEs as a personal tool for Deng and Xi to implement their policies with
their aim being not only to serve national interests but also to consolidate and expand personal
political power and influence. This analysis of SOEs within the context of the pursuit of leaders for
personal political agenda helps to illuminate many of the decisions concerning SOEs as well as the
rationale behind many of the SOEs’ activities.
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Chapter 2: A City Built by SOEs
As I have already noted, Shenzhen’s development involved state intervention even at its earliest
stage in the form of SOEs. By analyzing Shenzhen’s development through the lens of spatial
planning, one of the major conclusions to be substantiated in this chapter is that the development of
Shenzhen had been largely shaped and guided by SOEs, mainly in the form of industrial zones in its
early stages. Economically, with the aim to make Shenzhen an industrially-oriented city, SOEs
shaped the city’s economic structure, thereby accounting for the majority of the industrial output in
the city. These findings run contrary to the predominant perception that Shenzhen’s development
had been driven by market-economic forces, at least in its early stages.

The following chapter has three main parts. I first examine the current scholarly literature
concerning whether SOEs were an important tool of the party-state in advancing China’s urban
development post-1949. Based on this, I highlight that SOEs, as a planning force, have indeed been
one of the major forces in shaping the urban transformation of China. In the second part, I
investigate the details concerning the presence of SOEs in Shenzhen throughout its early stages and
their role in facilitating the development and distribution of industrial zones. Here I claim that SOEdeveloped industrial zones have long guided the city’s planning agenda and have significantly shaped
the city’s physical and economic structures. This further substantiates my contention that the
successful development of the city of Shenzhen was arguably initially driven by SOEs. Lastly, I point
out that SOEs — and in particular, the central government SOE, China Merchants Group (CMG)
— not only served as a major city builder and economic actor but also experimented within its
autonomous territory of Shekou on the reform agenda of opening to the world and eventually
provided China a clearer roadmap for creating an open economy. At the city level, the experiments
led by CMG within its own territory of Shekou not only paved the way for city-wide reform, but
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also created a strong sense of competition between Shekou and the rest of the Shenzhen SEZ that
induced the fast growth of the whole Shenzhen SEZ.
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2.1 SOEs: A Transformative Force on China's Urban Development
In 1980, the author Rhoads Murphey wrote in The Fading of the Maoist Vision that, “It is not really
possible to get a complete or coherent picture of urban planning in China […]. In fact, we do not
really know who the 'planners' are […] (Murphey 2013).” Though the planning Murphey refers to
here has wider meanings than just spatial planning, the insight nevertheless holds true for the spatial
planning of Chinese cities in general, which, aside from the formal planning professions, whose
urban landscapes have been significantly shaped by SOEs.

SOEs in China’s Urban Development from Mao’s Era to Present

Very little scholarly attention has been dedicated to Chinese SOEs and their relationship with, and
impacts on, the course of China’s urban development. That being said, there does exist a small
handful of pieces of scholarly literature on China’s urbanization and development, though this
literature primarily treats the period from the pre-reform era up to the reform period just after 1978.

During the Mao period, or what Szelenyi, et al., calls the “socialist city”, Chinese cities were
characterized by under-urbanization or anti-urbanization (Andrusz, Harloe and Szel 1996). At the
time, urban development was primarily driven by the idea that the socialist city should be a
production center, rather than a consumption center (Hsing 2010). Against this backdrop, SOEs,
whose responsibility was that of production, were closely tied to processes of urban development by
way of their intervention into the planning of built environments. This has been treated by Hsing,
who discusses some of the major features of the urban spaces impacted by SOEs during the prereform period. To make the city a production center, SOEs occupied the most centrally located
areas, with the work-unit compound being one of the major components that shaped the spatial
configuration of a given city’s urban core (ibid.). Thus, during the era of Mao, Chinese SOEs held a
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central role in urban development, and the resulting topography of China’s urban spaces were
characterized by a "cellular structure" (Rae 1995).

During the early reform period, these SOEs continued their interventions into the built
environment, shaping urban development and spatial patterns through both property and land
development projects. During this phase, the driving force behind urban development shifted from
an industrial surplus-driven growth model to a more property-led development model (Wu 1999).
The trend toward marketization only later drove SOEs to profit from the urban land lease markets,
which emerged in the 80s; all the while, the pursuit of economic growth was done in order to
legitimize and strengthen the Party-state itself, which underlies the profit-making land development
activities by SOEs, thus enabling them to restructure urban space (Zhu 2005).

Two major trends of urban development were initiated by SOEs during this period: first, was the
transformation of the city center from industrial production sites to a more commercialized urban
core; and second was urban residential expansion, largely in the form of suburbanization. In view of
the concentrated development of commercial, office, and retail functions that was emerging in city
centers, the lack of access to premium land parcels for commercial developers provided SOEs with
an opportunity to capitalize on their centrally-located land holdings (Rae 1995, Hsing 2010, Duckett
1998).

Additionally, SOEs were also one of the forces facilitating urban expansion throughout the 1980s.
Research shows that significant urban expansion appeared for the first time in many large (and some
medium-sized) cities in the 1980s (Zhou and Ma 2000, Y. Zhou 2006). Zhou and Ma’s work
documents that the urban core registered a net population loss from 1982 to 1990 because of
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decentralization, while the city’s inner suburbs increased in population (Zhou and Ma 2000). Several
forces drove this suburbanization process; such forces include: the marketization of urban land; the
shift from industrial land-use to tertiary uses; and a boom in new housing construction in the
suburbs — all of which were all related to — if not directly caused by — the land and property
development activities of the Chinese SOEs present in the region (ibid.).

These land development practices had a far-reaching and profound spatial impact on the region. For
one, the urban skyline o the urban center was dramatically reshaped. There was also much
enthusiasm for forms of land development that lead to the dispersion of development, which, along
with the increasing land-rent gradient, drove industrial land use into suburban areas. Thus, urban
spaces had been transformed from what was originally a compact core to a dispersed and polycentric
metropolis (Wu 1999).

After the gloomy days of SOEs in the 1990s with reforms aiming at restructuring them to be more
market competitive, the state began to push back, and China’s economic policies then shifted toward
increased state intervention and central guidance with respect to the economy (Naughton 2008). It is
thus in this context that the phenomenon of SOE-centered urban growth is clearly seen and thus
accounts for the growing presence of state capital and SOEs in both the urban economy and urban
space (Hu 2015). By probing into the political and economic considerations of the case of Beijing,
the author argues that SOEs are likely to remain an important player in, and shaper of, the ongoing
development of China’s urban landscapes (ibid.).

In a nutshell, as an especially politically empowered group, SOEs have constantly been one of the
major forces in shaping China’s urban landscapes. The following analysis of the role of SOEs in
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Shenzhen’s early stages of development also highlights that Shenzhen is not an exception to such
state-driven development mechanisms in the form of SOEs, the reality of which directly contradicts
the predominant explanation offered by scholars that the successful development of Shenzhen is
primarily due to the presence of market forces.
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2.2 SOEs, Industrial Zones, and the Planning of Shenzhen
The planning and development of industrial zones was the core focus of the Shenzhen SEZ’s urban
development as well as the main component of the city’s master plan in its early stages. In 1980,
Shenzhen had its first master plan in which the city’s industrial development was established as a top
priority. In July 1981, it was decided by the central government that Shenzhen should be industryoriented (Hai Tian Press 1987). This decision from the central government was reflected in the 1982
Shenzhen SEZ social and economic development outline, which emphasized the dominance of
industrial development in the city. The emphasis on industry was then further reflected in the city’s
economic structure at the time. By the end of 1984, the total industrial output of the city was 1.475b,
making up more than 60% of Shenzhen’s GDP in that year (ibid, 39). At the same time, the
established industrial zones had accounted more than 70% of the total industrial output in the city,
which demonstrated that these industrial zones played a dominant role in the city’s economic
structure, effectively serving as the backbone for the city whose aim was to become industryoriented (ibid.). After examining the industrial zones closely, SOEs at various levels emerged as the
major actor shaping these industrial zones. Certainly, SOEs at all different levels had played varied
roles in the city’s industrial zones; but while local government SOEs played a role more like real
estate developers, those more politically and financially powerful central SOEs had a much further
reaching impact on the city beyond their straightforward construction activities (as I detail in the
next section). Arguably then, from the perspective of the building up of the city itself, Shenzhen was
structured by industrial zones in its early stages, with SOEs in fact serving as the major actor in the
city building process.

Three key locations within the SEZ were developed beginning in 1979 (ibid, 15); these were: (1) the
Shekou industrial zone in the west; (2) Luohu (the old town of Shenzhen) and Shangbu in the
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middle part of the city; and (3) Shatoujiao in the east. Shekou was developed by the China
Merchants Group, a central SOE operating under the direction of the Ministry of Transport. In
1978, CMG was granted permission to develop a small piece of land in the Nantou Peninsula by the
center the authority. Luohu was the first area to be developed, since it was where the old town of
Shenzhen was originally located.

The region of Shangbu, located north of Luohu, has a land area of approximately 32 sq/km. Within
Shangbu, the development of two industrial zones were prioritized, which included the Shangbu
industrial zone and Bagualing (Shenzhen Cheng Shi Jian She Zhi 1989). As noted in the previous
chapter, the Shangbu industrial zone had active involvement from SOEs of all levels in its
development, which included enterprises set up by central ministries of the ministry of Aviation
Industry, the ministry of electronics and the PLA‘s general staff department, provincial SOE of
Huaqiang, and some municipal government SOEs such as Pengji. Shatoujiao, by contrast, did not
see any large-scale development until 1984. Thus, in the first three years of the development of the
SEZ (i.e., from 1979 to 1982), aside from the development of the old town of Shenzhen in Luohu,
the majority of urban development was concentrated in Shekou and Shangbu.

In 1982, the Shenzhen SEZ social and economic development outline was put forward as the first
comprehensive guide concerning the city’s development. The concept of urban clusters within the
overall urban fabric of the city was first proposed here. Three major urban clusters were designated
here: Luohu/Shangbu, Shekou/Nantou, and Shatoujiao (Bao 2018). In the 1982 plan, these clusters
mainly followed the existing urban structure, which were to a large extent shaped by the SOE
developed industrial zones. This strategy certainly makes sense, given the city’s aim to become
industry oriented. And we will see the deployment of this strategy again when the 1986
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Illustration 2.1: 15 industrial zones in the Shenzhen SEZ master plan for 1986-2000

Sources: Chen , Ting. 2017. A State Beyond the State: Shenzhen and the Transformation of Urban China . nai010 Publishers; Hai Tian Press. 1987. Hai Tian Press.
1987. 深圳经济特区总体规划评论集（Reviews of Shenzhen Special Economic Zone Master Plans）. Shenzhen: Hai Tian Press.
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Illustration 2.2: Shenzhen SEZ master plan 1982

Source: Hai Tian Press. 1987. 深圳经济特区总体规划评论集（Reviews of Shenzhen Special Economic Zone Master Plans）. Shenzhen: Hai
Tian Press.

Illustration 2.3: Three clusters with SOE-developed industrial zones as centers
(parcels in red are SOE-developed industrial zones set up before 1982 plan)

Source: Hai Tian Press. 1987. 深圳经济特区总体规划评论集（Reviews of Shenzhen Special Economic Zone Master Plans）. Shenzhen: Hai Tian
Press.
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Illustration 2.4: Shenzhen SEZ master plan for 1986–2000

Source: Source: Hai Tian Press. 1987. 深圳经济特区总体规划评论集（Reviews of Shenzhen Special Economic Zone Master Plans）. Shenzhen:
Hai Tian Press.

Illustration 2.5: Six clusters in the plan with SOE-developed industrial zones as centers
(parcels in red are SOE-developed industrial zones set up before 1986 plan)

Source: Shenzhen Cheng Shi Jian She Zhi. 1989. 深圳城市建设志（The development history of the city of Shenzhen）. Shenzhen.
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master plan was put forward, which again relied on SOE-built industrial zones to guide the city’s
master plan. From 1982 to 1984, the majority of the city’s development was still taking place in the
area of Shekou industrial zone, Luohu and Shangbu. Shatoujiao in the east part of the city only
began large-scale constructions in 1984 (Peng and Li 1993), which was mainly undertaken by one of
the eight newly founded municipal SOEs of the Shenzhen Eastern Development Group (Jian She
Zhi 1989).

Furthermore, there had been a major boom in the development of industrial zones since 1984. And
the industrial zone development had remained a paramount focus of SEZ development in the 19862000 Shenzhen SEZ Master Plan, which was published in 1986 (Ping Lun Ji 1986). Fifteen industrial
zones were designated in the 1986 plan, and in fact, many of these industrial zones were already
under construction by SOEs at various levels, which began in the years before. Three industrial
zones had central SOEs as the major developers. In 1985, the Chinese Academy of Science took
over a 3 sq/km chunk of land in Nantou in order to develop a Science and Technology Park (STP),
the focus of which would be the development of high-tech industry (K. Wang 2010). The Overseas
Chinese Town (OCT), established by the Hong Kong based central SOE China National Travel
Service Group in 1985, was in charge of developing part of the state-owned Shahe Farm into a
tourism-oriented industrial zone, which would be titled after the company’s own name (Liang 2013).
The Hong Kong based central SOE Everbright Group co-founded “Nanyou”, the Southpetro
Group, in 1984 with two provincial and municipal SOEs, serving as the base of operations for the
oil industry in the South China Sea (Nanyou 2014).

Local SOEs, especially municipal SOEs, were another active force in developing industrial zones.
Shuibei, Liantang, Yantian, and Chegongmiao were all under construction by municipal SOEs by
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1985 (Jian She Zhi 1989). The idea of urban clusters was finalized in the 1986 plan, with the two
new clusters of Futian and Shahe added to the three previous ones from the 1982 plan. Again, the
locations of industrial zones guided the designation of the clusters proposed in the 1986 plan. The
one exception, though, was Futian, which was slated to be fully developed by a Hong Kong
developer (J. Lin 1983). The Nantou cluster contained the four large industrial zones of Shekou, the
Southpretro, STP and Nantou; while the newly added Shahe cluster mainly included the Overseas
Chinese Towns SOE established in 1985. Shangbu/Luohu and Shaojiaotou were both proposed in
the 1982 plan and remained in the 1986 plan, while having more industrial zones under construction
by municipal SOEs (Jian She Zhi 1989).

The policies focused on creating an industry-oriented city had made the development of industrial
zones a top priority for officials in the city. SOEs at various levels had played a dominant role in
materializing this vision by developing the majority of the industrial zones across the city. This SOEdriven industrial zone development laid a strong economic foundation for future industrial
development in the city, which in part accounts for the city’s rapid development. At the same time,
SOE-developed industrial zones had guided the city’s planning and shaped the city’s layout and
physical structure. Hence, again, I claim that the development of Shenzhen was initially driven by
SOEs.
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2.3 Central SOEs: Beyond City Builders
The developmental logics of SOE-developers varied, in large part, due to both their financial and
political power. Chen Ting categorizes the industrial zones into professional zones and
comprehensive zones, each according to their functions (T. Chen 2017). Among the 15 zones
implemented, three of them were comprehensive zones, including Shekou, OCT, and STP, while the
rest were professional zones. For the professional zones with local SOEs, they mainly operated like
property developers with the business model of “build-sell”, which was mainly due to their lack of
financial resources (ibid.). Furthermore, the implementation of the “eating in separate kitchens (Fen
zhao chi fan)” policy also further incentivized local government SOEs to quickly generate capital
through the sale of buildings for further development. By contrast, central SOEs worked with a high
level of autonomy, operating as quasi-governmental organizations, in charge of every aspect of the
activities on their territories. Each comprehensive zone had independent authority over all their
essential urban services, such as schools, hospital, post-offices, police stations, and more. The
Shekou industrial zone even proposed to issue its own currency and eventually establish the city of
Shekou (CMG 1983). At the same time, the central SOEs such as CMG formulated their own social
and economic agendas each year in an independent fashion, similar to a formal government.

Compared to other local SOE industrial zones, the comprehensive zones developed by the central
SOEs were more dominant in the planning system that shaped the urban structure of Shenzhen
both physically and economically, though at a much larger scale. Both the Shekou industrial zone
and the OCT were among the largest in area to be entirely occupied by industrial zones according to
the 1986 plan (Ping Lun Ji 1986). At the same time, with their strong financial power, they were the
major economic forces in the area as well. These central SOEs were the largest investors in the city,
with the investment capital mainly coming from the enterprises themselves. China Merchants
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Group, for example, had invested 313 million Yuan in Shekou in the first 5 years alone (CMG
1985)7. In 1984, Shekou’s industrial output reached 548 million Yuan, accounting for around one
third of the total industrial output of the entire Shenzhen SEZ (ibid.)8. The comprehensive zones
had also been major destinations for FDIs, which sought places with more amenable infrastructures
and environments.

However, the central SOE CMG in Shekou was not limited to its role as a major city developer. It
also served as the pioneer of the reform. By experimenting with the reform in its own territory,
CMG managed to lay down a roadmap for future development, also creating the momentum for the
adoption of the reform both city- and nationwide. Hence, I claim that this accounts, at least in part,
for the rapid development of Shenzhen SEZ.

When Vogel listed the reform experiments in the Shenzhen SEZ, among the seven reform
initiatives9, three of them were initiated in Shekou since its inception (Vogel 1990). CMG in Shekou
started the reform of the system of employment and labor wages right after its inception in 1979.
This reform primarily included: (1) recruiting talent for enterprises in Shekou publicly; (2) the
employee contract system; (3) the authority to fire workers who did not meet expected requirements;
(4) the bonus system for crossing certain thresholds, or meeting quotas in construction work. It was
not until 1986 that the state council officially issued the four provisions for reforming the labor system

7

According to archival documents (CMG 1985), 1/3 of the total investment in the first five years came directly from
CMG, and the rest 2/3 came from banks.
8

The output came from 36 industrial enterprises in Shekou.

The seven reform initiatives Vogel mentions are (1) employment and labor wages; (2) streamlining bureaucracies; (3)
democratic supervision and election; (4) enterprise autonomy; (5) banking service; (6) local business collaboration; (7)
land auction.
9
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that focused on a more market-driven labor system10. In terms of the bureaucratic structure, Shekou
was set up with the aim of having a streamlined administrative structure. Yuan once described the
advantages of Shekou’s governance system as being streamlined and efficient, given the absence of
bureaus, divisions, and sections in its system (Tu 2008). The Shenzhen SEZ started the process of
streamlining the administrative structure in 1981 (Vogel 1990, 164). Democratic supervision and
election were also first experimented with in Shekou in 1983.

Besides laying the foundation for the reform, CMG’s rapid development in Shekou also created a
strong sense of competition within the Shenzhen SEZ, which I argue became yet another force that
drove the city’s speedy development. Though Shekou’s industrial zone was administratively located
in the Shenzhen SEZ, it was fairly autonomous and relatively independent from the SSEZ. It was
because of this that the leaders of Shenzhen certainly felt the pressure, since they had witnessed the
success of Shekou’s development which had surpassed that of the rest of the SEZ in the first several
years. In the meantime, the high level of recognition that Shekou had achieved from central
government leaders in all likelihood intensified the competitive atmosphere, since Shenzhen was
often directed by the central government leadership to learn from Shekou (author’s interview).11 (A
more detailed discussion on CMG and the Shekou Industrial Zone occurs in Chapter 5.)

In sum, beyond merely being responsible for the development of industrial zone in their role as local
SOEs, central SOEs such as CMG also had a further reaching impact on the city’s development in

The four provisions include (1) Interim Provisions on the Implementation of Labor Contract System by State-Owned
Enterprises; (2) Interim Provisions on the Recruitment of State-Owned Enterprise Employees; (3) Interim Provisions on
the Dismissal of Workers by State-Owned Enterprises, and (4) Interim Provisions on Unemployment Insurance for
State-Owned Enterprise Employees.
10

The tension between Shekou and the city of Shenzhen persists even nowadays. When interviewing government
officials regarding the role of CMG in the city’s development, I noticed their tendency to downplay the contribution of
CMG, often by pointing out the small scale of Shekou.
11
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its dual roles as a comprehensive zone builder and a reform pioneer. Arguably, CMG’s role as a
reform pioneer drove the rapid development of the city, both by guiding its reform agenda, as well
as a formidable competitor.
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2.4 Conclusion
SOEs have been an important force in transforming Chinese cities — and their role in Shenzhen
SEZ is no exception. Within the Shenzhen SEZ, the industrial zones developed by SOEs operating
at various levels within the government clearly shaped the city’s physical and economic structure
from its very inception, thereby laying a solid foundation for its further economic development.
Moreover, the pioneering experiments in the reform carried out by central SOEs (specifically by
CMG, who built the Shekou Industrial Zone) had certainly promoted the development of the city by
providing it with a reform roadmap as well as creating a strong sense of competition between
Shekou and the Shenzhen SEZ.

In summary, then, the physical and economic foundations laid by SOEs in the form of industrial
zones as well as the legacies of the reform experiments by CMG in Shekou worked as joint forces,
facilitating Shenzhen’s rapid development. Thus it is clear that SOEs played a prominent role in the
development of the Shenzhen SEZ.
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Part 2: Pioneer of the Reform: The Role of China Merchants Group in Shekou
Among all of the SOEs in Shenzhen, China Merchants Group (CMG) was certainly the most
prominent. It was the first SOE that left its footprint in the city by building the Shekou Industrial
Zone, even before the establishment of the Shenzhen SEZ. In addition to being one of the largest
industrial zones in the city — accounting for more than one third of its total industrial output —
CMG had a far reaching impacts on the city as well as the nation by pioneering China’s reform in its
own territory of Shekou. Given this, a critical question is raised: “What was the rationale for having
a central SOE pioneer the reform?”

Part 2 has three chapters. Chapter three examines the background of SOEs in China, including their
history, role in China’s political context, and their corporate governance. This analysis demonstrates
a more comprehensive picture of SOEs in China and lays the foundation for understanding the logic
of having central SOEs pioneer the reform. Chapter four first investigates the political logic of the
reform by Deng Xiaoping from the perspective of the politics of the Party’s leadership. Building
from this, a comprehensive analysis of the Chinese political and bureaucratic situations demonstrates
some of the barriers faced by Deng in implementing his reform agendas, more specifically the
establishment of SEZs. Facing such barriers, the justification for Deng’s use of central SOEs in
order to implement his reforms as an alternative to the formal political process starts to become
clear. Chapter five analyzes the reform experiments carried out by CMG in Shekou. It details the
interactions between CMG in Shekou and the central leaders in making most of the important
reform decisions in Shekou. Through this analysis, I argue that the central SOE of CMG had been
leveraged as a personal political tool by Deng and his allies in order to implement their reform policy
goals and consolidate the political power. Thus, chapter five, on the one hand, supports the
reasoning presented in chapter four, but on the other hand, it also highlights the role that SOEs play
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in the politics of Chinese leadership, serving as a tool for gaining political power. This adds yet
another layer of richness to the overall understanding of SOEs in China’s political landscape
developed in this research.

47

Part 2 Chapter 3

Chapter 3: China's SOEs: Their History, Role, and Governance
3.1 The History of State-owned Enterprises in China
In their contemporary meaning, China’s State-owned Enterprises (SOEs) refer to various productive
business enterprises in which the Chinese state government has significant control over these
enterprises, whether through full, majority, or significant minority ownership (OECD 2015). At
present, China’s SOEs are among the world’s largest companies. The total assets of the top 120
SOEs accounted for around 62% of China’s GDP in 2010, and account for 80% of the value of the
Chinese stock market (Li and Shaw 2013, 99). Among the 129 Chinese companies featured on the
2018 list of the fortune 500 companies, 48 are SOEs (SASAC 2019). The origin of China’s SOEs
can be traced to the Guandushangban enterprises, which started during the Qing dynasty, with the
China Merchants’ Steam Navigation Company being the first of such enterprises. SOEs then
continued to prosper in the 1930s after the nation’s unification under the Kuomintang, and later
became even more important due to the need for establishing heavy industries to fight the SinoJapanese war. After the Chinese Communist Party (CCP) took power in 1949, China’s SOEs were
an important force in rebuilding the new China, also playing an important role in political,
economic, and social aspects of the nation.

The official formation of SOEs first started in the 1860s during the westernization movement,
largely carried out in order to advance various industrialization processes (Bian 2005). The
enterprises were formed following the principle of “Guandu Shangban”, which loosely translates to
“state-supervised and business-run”. The first Guandu Shangban enterprise was China Merchants’
Steam Navigation Company (CMSN), the predecessor of China Merchants Group. The enterprise
was initiated by Zeng Guofan and established by Li Hongzhang in midst of the self-strengthening
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movement. The aim of the movement was to strengthen the country’s presence in the international
shipping industry, which at the time was controlled by the Westerners (G. Zhang 1979).

Though the name might suggest that Chinese merchants played the dominant role in operating the
enterprise, it was in fact the Qing bureaucracy that had been a guiding force in the enterprise,
making CMSN and the Guandu Shangban enterprises a veritable apparatus of the bureaucracy. The
Qing bureaucracy directed both personnel appointments and business operations. The managers of
the enterprise, Tang Tingshu and Xu Run, were appointed by Li Hongzhang, the general of the late
Qing dynasty. Looking to the business side of CMSN, the establishment and operation of the
CMSN could not have worked without official support. For example, the Qing bureaucracy heavily
subsidized CMSN in various ways. Official loans with low-interest rates were one of the major
subsidies, which allowed the company to be free from high-interest payments typically required by
the private loans from the domestic banks (Yi 1993). A second major subsidy was the tribute grain
transport (ibid.). In other words, the heavy reliance on official subsidies had shifted the company
from being merchant-run (“Shangban”) to official-ran (Guanban). Given the central role of the
Qing bureaucracy in the CMSN (and possibly other Guandu Shangban enterprises as well), Guandu
Shangban enterprises should be viewed as an early form of SOEs.

The second period during which China’s SOEs prospered began in the 1930s, after the nation’s
unification under the Kuomintang. It was strongly believed by Sun Yat-sen that the government’s
involvement in the economy was necessary for the nation’s successful economic development, an
ideology which was enthusiastically adopted by the Nationalists (Bian 2005). This period of
ascendency was further intensified by the Sino-Japanese war (1937-1945), which accelerated a need
for heavy industry production. For the Nationalists, the state was key to forging the economic
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development needed to build up a modern and strong nation. Thus, the development of SOEs was
initiated in 1936 by the three-year plan in which heavy industry reconstruction was called for by the
National Resources Commission, the organization charged with the nation’s industrial development
(ibid.).

The 1936 plan was then followed by a new three-year plan in 1939 and an additional outline of a
three-year plan for developing the nation’s defense industries came out in 1941 (ibid.). With the
strong support of these policies, the emergence of state-owned companies like the China
Automobile Manufacturing Company, the China Air Materials Construction Company, the Central
Steel Works, and the Central Machine Works had driven this phase of the so-called “state
controlled” economy (Abrami, Kirby and Mcfarlan 2014). The growing significance of the SOEs in
the overall national economy is also well supported statistically. Bian has done a comprehensive job
documenting the relevant numbers. In the mid-1930s, for example, public enterprises made up 2.9%
of factories, 17.8% of all the capital, and 32.9% of workers were employed by these enterprises. The
numbers in 1942 were (respectively) 95%, 79%, and 68% (Bian 2005).

Since the CCP took power in 1949, SOEs have been an important force in building the new China.
In 1949, the fixed assets of state-owned industries accounted for 80.7% of all Chinese industries;
and in terms of industrial output, SOEs produced 97% of the nation’s steel, and 92% of its pig iron
(Yan Jiu Shi 2015). The SOEs operating under the CCP regime mainly had four sources. First, the
CCP had some public enterprises established in “base areas” (genjudi), especially those enterprises
manufacturing ordnance. In 1934, there were 33 ordnance factories, with more than 2,000 workers
in Xiang-E-Gan base areas, and more than 5,000 workers in the Chuan-Shan base area in 1935 (H.
Peng 2017). Second, the CCP took over the majority of SOEs from the Nationalist government,
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such as the so-called “SiHangErJu”, referring to the four national banks as well as the Postal Savings
bureau and the Central trust bureau (key aspects of the Nationalist’s financial system), and along
with thousands more industrial enterprises owned by bureaucratic capitalists (ibid.). These
enterprises from the Nationalist era account for the majority of the state sectors which came to be
under the control of the CCP regime. Third, with the socialist transformation carried out in 1952,
the majority of large private enterprises had been turned into public enterprises (ibid.). And finally,
under the support of the Soviet Union, 156 projects and large-scale SOEs were built in the initial
period of PRC (ibid.).

Aside from their production activities, SOEs under the CCP regime had served as a very important
governing tool for the Party-state to control its people and society. SOEs acted as the primary
administrators of policies on behalf of the Party and the state, functioning as the medium linking the
Party, state, and individual Chinese citizens, and thereby allowing for the control of the social lives
of their employees. Each SOE created its own housing, childcare facilities, schools, clinics, shops,
services, post offices, etc. The influence of an SOE on the life of an individual was substantial:
permission had to be obtained from the work units12 before undertaking everyday activities, such as
travel, marriage, or even having children. As Shaw points out, the work unit is not a mere workplace,
but rather is a party branch or a government agency managing its members and maintaining local
order (Shaw 1996).

Such governance by SOEs, though, has been substantially weakened since the economic reform,
largely due to the unlinking of the work unit and its employees. This unlinking was a consequence of

The term Danwei(work units) and SOE are used interchangeably in the dissertation. More precisely, Danwei is a
broader concept than SOE. Danwei includes both SOEs and public institutions.
12
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a series of changes and reforms in both the work unit system, and the mindset of the “iron bowl” in
SOEs, which had also been changed. With the introduction of bonuses and piece wages,
egalitarianism was no longer accepted in SOEs, coming to be seen as an obstacle to the productivity
of the enterprises (Fan, Lunati and O'Connor 1998). Employees were deprived of their permanent
employment status, with SOEs being allowed to hire and fire workers at their own discretion; and
with employees being allowed to change or resign from jobs according to their own interests (ibid.).
The unlinking of this safety net from the control of SOEs weakened the governing powers of SOEs.
As Shaw argues in his research on the social controls used by work units, it is the “carrots” of the
system — basically all the SOE welfare — that “enfeeble the coercive connotation of control and
facilitates its acceptance” (Shaw 1996, 234). Thus, the reforms of the welfare system, like sharing the
costs of social services and the abolishment of welfare housing, paralyzed the original function of
governance of SOEs and the work unit system.

However, under the CCP regime, the governing powers of SOEs were certainly beyond merely
controlling people and they have remained a governing tool for the current party-state, being
deployed in a variety of situations which could impact the country’s development and national
interests.
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3.2 The Multifunctional Role of SOEs
Two major theoretical frameworks are examined here, the purpose of which is to illuminate the
multiple roles played by SOEs in governing the nation on behalf of the party-state. These
frameworks are: (1) the “multitask” theory developed by Bai Chongen; and (2) the theory of “policy
Burden” developed by Lin Yifu. A number of scholars also shed light on the multi-faceted
governing roles of SOEs in China’s transitional economy. Chan, for example, through an
examination of the institutional arrangements for major SOEs in China, argues that SOEs have both
commercial and non-commercial goals (H. Chan 2009). Their operation and management are the
ramification of the balance between various forces, including demands for political legitimacy on the
part of the Party, social harmony, and economic efficiency (ibid.). Lo finds that SOEs in large part
take responsibility for pension payments in lieu of the state since the reform (Lo 1999). And finally,
Wang shows that SOEs have been mobilized to perform various significant special tasks (such as
disaster relief) in order to strengthen the party’s legitimacy (J. Wang 2014).

Policy burden
The notion “Policy burden” first developed by the economist Lin Yifu is a critical framework for
understanding the multivalent functionalities of SOEs (Lin and Tan 1999, Lin and Li 2008). Studies
on the policy burden of SOEs present a clear picture of the non-economic responsibilities of SOEs.
The “policy burden” framework is a result of Lin’s probe into the “soft budget constraint (SBC)
problem” (originally coined by Kornai) which is argued to be the cause of many problems in
socialist economies (ibid.). According to Lin, there are two types of policy burden: (1) the strategic
policy burden, and (2) the social policy burden. The strategic policy burden originates from the
entrance of SOEs into industries which do not match the comparative advantages of the country for
strategic purposes, which in technical terms is referred to as the “comparative advantage-defying”
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(CAD) strategy. The low-income agrarian country’s entrance into heavy industry production, which
are often highly capital intensive, stands as an example of the CAD strategy at work. “Social policy
burden”, then, mainly refers to keeping redundant workers employed, as well as providing them with
retirement pensions and other social services.

Multi-task
Similarly, Bai’s multi-task theory focuses on social stability as the desired effect of the absorption of
the surplus labor by SOEs in order to benefit both the business environment as well as promote the
overall efficiency of the economy (Bai, Li and Wang 2000). Surveys testify to the importance of
social stability to foreign investors (ibid.). Thus, SOEs are not purely profit maximizers, since
maintaining high employment is one of their major objectives (Bai, Li and Wang 1997). Built on Bai
et al.’s multitask framework, Huang et al. quantitatively examine the positive effects of SOEs on the
economy (Huang, Li and Lotspeich 2010). Their research indicates a positive effect of state sector
output on the output of private sectors. Moreover, the research notes that the positive effects
derived on the basis of SOEs maintaining high levels of employment as well as providing income
support in order to promote social stability offsets the negative effects typically associated with low
levels of productivity.

Both frameworks then provide a more comprehensive understanding of the rationalities driving
many activities of China’s SOEs. Beyond their original function as mechanisms for social control,
SOEs now serve multiple purposes through their intervention into various social, economic, and
political situations, while absorbing many of the risks associated with these situations. Obviously,
though, the activities of china’s SOEs do serve national interests, which in turn enhances the
legitimacy of the ruling power of the CCP. This is what, at least in part, accounts for the Party’s
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dominance in corporate governance structures of the SOEs, which I treat in detail in the following
section.
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3.3 Are SOEs State-driven or Party-driven?
A particularly distinct feature of the political system under the communist regime is the idea of the
“Party-state” (S. Shirk 1993, 55). The term “Party-state” has been widely used by scholars to refer to
the central role of the CCP in the organization and management of the Chinese state. Zheng
questions the concept of the Party-state on the grounds that it is an oversimplification that conflates
the Party and state, thereby failing to distinguish them from one another (Zheng 1997). Shirk
highlights the organizational distinction between the party and government by pointing to the
“principal-agent” form of the relationship between them, in which the party delegates its authority
to the government (S. Shirk 1993). Thus, the CCP has a monopoly on the power, controlling state
institutions; and the presence of the Party in the affairs of SOEs is no exception under this Partystate power dynamic. The Party has maintained its primary role in SOEs since the founding of the
PRC. Moreover, probing into the details of the current personnel appointment systems for SOEs (at
the both central and local levels) shows how the systems work together to strengthen the Party’s
control.

Laaksonen gives a comprehensive description of the transformation of the role of the Party in SOEs
during the Maoist period (Laaksonen 1988). From 1949 to 1952, for the purpose of recovering the
economy, Chinese enterprises primarily inherited the one-man system from the Soviet Union, which
emphasized the role of managers in enterprise operations. However, in 1956, Mao intervened by
emphasizing the dominant role of the Party in the running of the state firm, and thus the one-man
management system was replaced by the “collective management of the CCP committee”. After the
failure of the Great Leap Forward (GLF), under the “Profit and Managers’ management”
movement, again, managers regained their powers of authority within SOEs. During the 10-year
period of the Cultural Revolution, revolutionary committees were formed in the enterprises and
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were responsible for the management of operations within the enterprises, replacing the former
manager responsibility system under the leadership of the party committee. Soon after the smashing
of the “gang of four”, the party regained control of SOEs.

Thus, before 1978, it was common for the Party to be in direct control of SOEs. The retreat of the
Party from its managerial roles during the economic downturns does not indicate that the Party lost
control over the SOEs, but rather, I argue, this waxing and waning of the Party’s power according to
its own interests, especially in the context of changing economic and political circumstances, reflects
the absolute resiliency of the Party’s power in making decisions at the level of the enterprises.
Granick affirms the dominant role of the Party in the life of the SOEs in the early to mid-1980s
through various instances of field research carried out inside 13 of the enterprises (Granick 1990).
He points out that the “one-man” in China’s SOEs refers to the Party secretary. Also, through his
analysis of these 13 enterprises, Granick notes that the Party secretary and the enterprise director
were both appointed by the Party. Moreover, the concurrent holding of the two posts of Party
secretary and enterprise director by a single person often took place, which further evidences the
Party’s control over these enterprises.

You Ji is one of the foremost scholars to document the retreat of the Party from SOEs from 1978
up to the first half of the 1990s (You 1998). Several major reform efforts within the SOEs are seen
as evidence of the withering Party power in SOEs. These reform efforts manifested in changes such
as the shifting of personnel appointment from POD (Party Organization Department) to the PD
(Personnel Department), the unlinking of a factory’s official rank from the state ranking system, and
the introduction of an open bidding system for manager selection. All of that said, the Party still
largely controlled the appointment of the heads of SOEs. And the managers who became
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accustomed to the tradition of Party dominance were often unwilling to make any decisions
independently. Meanwhile, the unlinking of the SOEs’ official rank with the state ranking system did
not necessarily mean that the Party lost power, for often the newly selected managers were still Party
members. Thus, the conclusion drawn that the SOEs were depoliticized during this period is
dubious at best.

The Party’s dominance in SOEs continues to prevail today. Pei, in his article, estimates that in the
early 21st century, 81% of the chief executives of SOEs and 56% of senior corporate executives
were appointed by the Party (Pei 2006). In large and medium-size SOEs, many of which had
undergone the SOE reform in the 90s, half of the enterprises have the same person as the Party
secretary and the chairman of the board. For example, the members of the Party committee were
also the members of the board of directors in 70% of these large and medium-sized SOEs as of
2011, and 8% of the total Party officials held executive positions in SOEs in 2003 (ibid.).

All these numbers clearly show that the Party has remained in its strong presence within SOEs since
the beginning of the new century. Wang also centers on the centrality of the Party in SOEs, arguing
that the political governance of SOEs predominates over legal governance, due to its authority over
personnel appointments and general decision-making (J. Wang 2014). Wang further concludes that
the political governance structure will remain in SOEs through the CCP’s personnel control system
and continue to contribute to the legitimacy of the Party (ibid.). Hersh has examined the non-market
aspects of the economy in China, of which state ownership and Party control in both central and
local levels are, he claims, persistent and salient features (Hersh 2014).
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Brødsgaard proposes the concept of “fragmented integration”, which describes the coexistence of
the rising corporate power that is more market-driven and the personnel control of the Party, are
important to the balance of power between the Party-state and Chinese big business; a balance that
ensure public-private integration (Brodsgaard 2012). Through the nomenklatura system that
appoints the key personnel, the Party is able to build up its close interaction with businesses, thereby
maintaining its centrality in the operations of these enterprises. Additionally, the Party deploys
various other means to maintain centrality within SOEs, including a system of rotation between the
Party and state posts and the businesses themselves, and the integration of corporate leaders into the
Party’s central committee.

In terms of appointments in core central SOEs13, the POD, in consultation with high level party
authorities, is in charge of appointing the key positions such as party secretary, general manager, and
chair of the board of directors (Leutert 2016). Appointments at the local level also involve several
Party-run organizations. For example, Mcnally identifies four Party organizations able to exert their
power of appointing key personnel in SOEs in Shanghai: (1) the Party committee of the state
holding corporations responsible for suggesting potential appointees to leadership positions; (2) ad
hoc committees consisting of members of Shanghai’s top city leadership and party committees; (3)the
Shanghai Organization Department, which is in charge of reviewing the political backgrounds of
candidates and making recommendations of their suitability; and (4) the city’s Party committee
usually has the final say when the appointment of sensitive positions is at stake (Mcnally 2002).
Therefore, the Party’s power is clearly prevalent in making appointments within SOEs. The political
concern in evaluating the suitability of candidates is prioritized when it comes to personnel

Core central SOEs refer to those SOEs at the vice-ministerial level. The rest are at the departmental level. See Leutert,
Wendy. "Challenges ahead in China’s reform of state-owned enterprises." Asia policy 21 (2016): 83-100.
13
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appointment, which ensures that enterprises adhere to national economic guidelines and can be
subjected to political control whenever deemed necessary.

As the former premier Zhao Ziyang pointed out in his 1987 speech: “In China, the issue of party
control over factory management became a ‘yardstick for supporting or opposing party
leadership…. [E]verytime we undertook a campaign, this setup was strengthened, to the extent that
the party committees monopolized many administrative matters’” (Zhao Ziyang, 1987d, cited in
Walder, Lieberthal and Lampton 1992). Certainly then, and as I noted in the previous section,
China’s SOEs have an important role in enhancing the legitimacy and ruling power of the party.
This channel of control through the Party system also makes the direct (though often unseen)
intervention of party leaders into the affairs of SOEs possible, thereby circumventing the need to go
through the official channels of the government system.
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Chapter 4 The Central SOE as Reform Pioneer: Its Political Logic
4.1 Deng's Opening-up Reform and the Role of Special Economic Zones (SEZs)
Though widely regarded as the architect of China’s opening up reform, Deng was not the only
leader who had thought that economic development and opening up to the world was necessary
after the so-called “the lost ten years”. As early as 1965, Zhou Enlai’s “four modernization”
program presciently proposed that China should accelerate economic growth and open up to the
world by the 1980s; and it was Zhou’s ideas which Deng would essentially base his own plans on
(Naughton 1993, 501). After the 10 years (1966-1976) of turmoil and economic setbacks, leaders
were also eager to get China back on track. At the March 1977 central work conference, Li Xiannian
called for the speeding up of construction projects by importing foreign technology and equipment
as well as through foreign trade. Hua Guofeng, Mao’s designated heir, warned that the Chinese
economy was at the edge of a crash and crafted the “four bits more” which emphasized the need to
liberalize thinking and speed up economic growth (Teiwes 2011, 11). Hua also endorsed sending
officials to developed countries to observe and learn their practices, which had first begun before
Deng’s official return (ibid, 14-15). These visits had far reaching effects on China’s reform and
opening up, including shaping the idea of Special Economic Zones in China. Therefore, there was
certainly a consensus among top leaders after the cultural revolution that rapid economic
development was an urgent task, and opening up to the world was necessary in order to achieve the
fastest possible rate of development. Such consensus even led to Hua’s aggressive Ten-year
Development Plan (1976-1985). Built on the “four-three plan” of 197314, the new 10-year plan
emphasized importing more foreign technology and equipment. The scale of the plan increased
from the original 6.5 billion USD to around 80 billion USD after several rounds of discussion (Han

Four-three plan (四三计划) was proposed in early 1970s, aiming to import foreign technologies and equipment from
western countries. The total cost of the plan was around 4.3 billion USD. Thus, the plan was named after that.
14
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2013). During the discussions, Deng was certainly the most enthusiastic person who consistently
advocated for a more ambitious plan (ibid.)15. However, the overambitious plan turned out to be a
disaster, due to serious problems with poor management and the balance of payments (Jaggi, et al.
1996). Ultimately the disaster played a key role in discrediting Hua as the top leader, though Deng
had played an active role in shaping the plan (Teiwes 2011, 21).

Deng took over Hua’s position and became the paramount leader at the December Third Plenum of
the Eleventh Central Committee of the Communist Party. This is now widely regarded as the start
of China’s opening up and reforms. But did Deng truly shift the agenda of the reform after he took
power? The answer is no. The themes of the reform stayed pretty much similar to where the
consensus laid in the previous years. In fact, the enthusiasm for the rapid economic growth and
opening to the outside world had been consistent, if not stronger. Unlike Hua, and possibly other
leaders as well, Deng was less concerned with the potential political effects opening up to the world
might have on Chinese ideology and the polarization of wealth (D. Shambaugh 1993, 458, Bachman
1986, 310). Naughton argues that Deng’s reform agenda lacked a clear vision of what kind of nation
China should become (Naughton 1993, 492). However, Deng did have five consistent themes that
made up his reform agenda, which are: (1) the paramount importance of economic development; (2)
the need for rapid growth; (3) the importance of a clear delegation of authority in order to utilize
human resources; (4) the importance of non-intervention; and (5) the need to open up to the outside
world (ibid.). Clearly, these five themes are certainly not exclusive of each other. In particular, the

Deng is reported to have played a very active role in Hua’s western leap forward. Han Gang documents that Deng was
one of the major drivers behind raising the plan’s target from 6.5 billion USD to 80 billion USD. In later years, Deng is
reported to have said, “Do not mention the western leap forward anymore. It was totally different from the great leap
forward of the 60s.” See http://www.yhcqw.com/36/8269.html, accessed in May 2019.
15

62

Part 2 Chapter 4

reform agenda of Deng was centered on rapid economic development, with the latter three themes
functioning as the initiatives necessary to achieve such development.

Though having an abstract reform agenda focused on economic development, Deng was not an
expert in economics per se. He admitted that he knew very little about the details or specifics of the
actual implementation, though he had favored opening up to the outside world (Bachman 1986,
310). Thus, being experimental and allowing time for muddling through new strategies had
characterized his reform (Naughton 1993, 508). Deng proposed, and essentially followed, the wellknown slogans of “seek truth from facts” and “cross the river by feeling stones”. For example, the
rural reform was first experimentally implemented in Sichuan by Deng’s protege, Zhao Ziyang, and
in Anhui, by Wan Li, and was then scaled-up as a major policy during the earliest years of the
reform. The fact of the economic reform being experimental at the first place also explains why it
was not until 1984 that the economic reform was first officially documented and subsequently the
market-oriented reform was only officially proposed in 1992, 14 years after the opening up reform
(Sung and Chan 1987, 29)16. In terms of how to open up to the world, Deng persistently talked
about importing foreign technologies and equipment however, possibly no one, including Deng
himself, could fully envision how opening to the west would look like.

Special Economic Zones (SEZs) were predominant to Deng’s opening up reform, compared to
other reform initiatives, such as rural reform and enterprise reform. In the years following its setup,
Deng kept referring to the SEZs as a metaphor for the economic reform and open-door policies as a

It was on the third plenary session of the 12th Party Congress (Oct 20, 1984) that the document titled “the Decision on
the Economic System Reform” was issued. It was the first time that the phrase economic reform appeared in the official
document. And it was not until October 1992, at the 14th National Congress of the Communist Party of China, that
Jiang Zemin made it clear that the reform goal of China’s economic system was to establish a socialist market economic
system, the first time market oriented reform was made explicit.
16
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whole (Naughton 1993, 509). Four SEZs were established in July 1979, including Shenzhen, Zhuhai,
Shantou, and Xiamen, with the Shekou industrial zone pioneering the practice in January 1979. 14
more coastal cities were designated SEZs in 1984. But Deng was not the person who originally put
forward the idea. Coming back from their travels to the western countries in 1978, both Gu Mu and
Duan Yun proposed to learn from the industrial processing zones in western countries with the
hope of attracting foreign businesses and getting involved in foreign trade. Duan Yun even
proposed more specifically to look into Baoan (the predecessor of Shenzhen) and Zhuhai Counties,
due to their proximity to Hong Kong and Macau (Teiwes 2011, 16). Hua also demonstrated his
approval for the proposal, along with other senior party veterans such as Li Xiannian (ibid.).
Ultimately, though, it was the leaders in Guangdong who were regarded by Deng as the people who
initiated the idea (Crane 1990, 25-26). But Deng did strongly support the idea, even coming up with
the name of “special zone”, inspired by the Shen-Gan-Ning special zone. As Naughton points out,
rather than inventing new ideas, policy makers are supposed to adopt and support good ideas, which
was exactly what Deng had done in promoting the policy of SEZ (Naughton 1993, 509).

Deng’s support for SEZ is certainly understandable from the point of view that the purpose of
setting up SEZs was well-aligned with his major reform theme of opening up to the world. Setting
up SEZs for experiments also conformed to the common practice of “piloting locally first and then
scaling up if successful”. Additionally, given Deng’s reputation as a shrewd politician, it would be
unreasonable to overlook the political implications of such a move. Even Deng himself commented
that his remarks on the subject of economics were all from a political perspective (Bachman 1986,
310). Quite a few western scholars of China have adopted the view that Deng’s reform was
leveraged as a political tactic to discredit Hua Guofeng and his allies, and thereby build up Deng’s
power base (S. Shirk 1993, Fewsmith 2013). However, scholars who hold this point of view seems to
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base this on the presumption that Hua and Deng held differing views concerning economic
development. But there are also scholars who question such discourse. For example, Teiwes
emphasizes the agreements between Hua and Deng on the direction of economic development, and
thus argues that they were not split in their respective economic approaches (Teiwes 2011). Based
on this, Teiwes counters the prevailing argument that the reform was Deng’s political tool.

However, the problem with the argument of Teiwes is that while Hua and Deng basically shared a
consensus on the direction of economic development, it does not necessarily mean that Deng could
not use it as a political tool for his power struggle with Hua. As Teiwes himself pointed out, the
currency of the power of leaders is results, or the ability to deliver results (Teiwes 2001, 36). Though
sharing with Deng important views on economic development, Hua pushed the country toward
crisis with his “western leap forward”. Thus, as long as Deng could achieve economic development
successfully, Deng would get both the credit and power, especially considering the Party’s culture of
“speak of one person for good things and one person for bad things” (Teiwes 2011).

Apart from this, while there is ample evidence demonstrating similarities in Hua and Deng’s
economic thoughts, the official accounts of Hua after he was removed from office tend to disparage
him as a man focused more on ideology than material progress (Han 2011). By contrast, Deng was
praised as the unquestionable leader of the opening up reform that advocated for economic
development and ultimately brought it to fruition. Thus, it is not unreasonable to argue that Deng,
in his power struggle with Hua, tended to use the reform as his own weapon in order to prevail over
his opponent. This is especially true given Hua’s failure in economic development during 1977-1978,
even though the two men basically shared the same reform agenda.
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Therefore, I argue that though Deng and Hua shared their views toward economic development,
Hua’s failed attempt to ignite the economy left Deng with the opportunity to leverage the potential
success of economic reform as a political tool to rival Hua and strengthen his power base.
Furthermore, as the beneficiary of the cultural revolution, as well as his lack of revolutionary status
in the Party17, left Hua vulnerable to such tactics.

Thus, the key question facing Deng was “How could he deliver in creating a successful path for
developing China’s open economy?” Given the common practice of “piloting first”, and Deng’s
notions of “seeking truth from facts” and “crossing the river by feeling the stones”, the
establishment of experimental SEZs was certainly in tune with this line of thought, to which Deng
officially gave his support at the central committee work conference in April 1979. Thus, while not
originating with Deng, as the pilot areas for experimenting Deng’s abstract economic agenda, SEZs
were born with Deng’s political prospects. However, Deng certainly faced many hurdles in the
process of establishing the SEZs, the success of which he relied on in order to rival his opponent
and legitimize his power.

Teiwes argues that one of the major disadvantages of Hua in the process of losing power was his lack of revolutionary
status. As he points out, “While more than willing initially to accept Hua as the future custodian of their country, China
was essentially “theirs” - they had won the revolutionary struggle and would have the ultimate say in guaranteeing the
CCP’s cause.” See Teiwes, Frederick C. "Politics At the" Core" The Political Circumstances of Mao Zedong, Deng
Xiaoping and Jiang Zemin." China Information 15, no. 1 (2001):31.
17
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4.2 Politics at the Top
As Shambaugh points out: “In most political systems — including authoritarian socialist ones —
leaders must lobby their colleagues and subordinates to support their policy initiatives” (D.
Shambaugh 1993). In other words, consensus is needed for policy initiatives to move forward. On
this, China is certainly no exception. Deng’s description of the policy making process highlights both
the consensus-building dimensions of Chinese politics, as well as the degree to which the process is
time-consuming:

Many important directives of the CC were first sent out in draft form to local organizations, which were asked to
suggest revisions after they had discussed them and put them tentatively into operation; they were issued in official form
only after being revised in the light of the opinions received — a process which takes several months, sometimes even
more than a year to complete (Chang 1978, 4).

The reality of consensus building processes took place at every level of the government. At the top
leadership level, while it may seem as though power was concentrated in the hands of a few — or at
times, even one — dominant leader(s) (such as Mao), in reality there were always disputes among
leaders which blocked policies proposed by even the most influential among them. Before 1957,
Mao was generally regarded as more consultative, while becoming more dictatorial in his last two
decades (Teiwes 1995, 60,69). However, evidence from scholars have also given us a picture of a
Mao who was, to a certain extent, refrained in his power during his more dictatorial period. In cases
to make his initiatives happen, Mao had constantly sought support among those outside-of-center,
as it were, serving as a counterweight against other central leaders. For example, when his initiative
for the Great Leap Forward (GLF) was less favored by some top party leaders, Mao sought support
among provincial leaders. In another instance, when the GLF was revealed to be a disaster, and Mao
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himself was demoted to the “second line”, the People’s Liberation Army (PLA) was chosen as
another outside source of support (Chang 1978, Lieberthal and Oksenberg 1990, S. Shirk 1993).
Finally, Mao was even known to resort to gathering support from the central committee when top
leaders were unable to reach an agreement. All of these examples show that decision making at the
top was not ruled by either a single or a few powerful leaders (Chang 1978, S. Shirk 1993).

So, what can be concluded here is that even Mao, who was at least regarded as the first among the
equals, did not have the perceived absolute power in terms of the decision-making process.
Requiring consensus from other party leaders was a big concern — if not essential — for moving
forward with his policies. Thus, policy making in China was by no measure a simple top-down affair
Rather, it was a complex process of consensus building.

Compared to Mao, a general perception is that Deng was more consensus oriented (D. Shambaugh
1993, 479, Teiwes 1995, Teiwes 2001, 33). On one hand, Deng had to be more consensus-oriented
since he had never wielded the same level of power as Mao, as the paramount leader. The power of
the revolutionary generation of leaders was largely based on their seniority in the revolution; thus,
Deng’s less prominent status compared to Mao certainly implied he could not achieve the same
power level as the Chairman (Teiwes 2001, 59). On the other hand, Deng chose to be more
consensus oriented. Deng’s experience of the political and economic turmoil over the past two
decades led him to believe that Mao’s dictatorial style would only lead to disasters (D. Shambaugh
1993, 479). He also believed that consensus was the best way to push through policies, especially
when some policies encountered challenges and setbacks (Teiwes 2001, 33). Eventually, consensus
basically became the party’s “fine tradition” which could promote party unity (Teiwes 1995, 60).
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Given all of this, consensus building largely characterized Deng’s approach to making decisions.
However, in terms of the opening up reform (especially the SEZ policies), Chen Yun posed a great
hurdle for reaching a consensus within the leadership. As Teiwes points out, the politics was
complex, but it was not polarized (Teiwes 2011). Chen and Deng’s split on the opening up reform
did not mean they stood in opposition to each other. Indeed, they both favored material incentives
(D. Shambaugh 1993, 470). They also both agreed that China should open its doors to the world at
large (Bachman 1986, 300). Chen did not completely oppose the role of markets, and was in fact an
early critic of the Stalinist economic model (Teiwes 1995, 75). In terms of the overall opening up
reform, their split mainly laid in two aspects. First, though both agreed on a more open economy in
which markets would play a role. Compared to Deng’s more liberal views toward markets, Chen
believed that markets should be subordinated to planning (Vogel 2005, 741). This idea was clearly
reflected in Chen Yun’s famous post-GLF “bird-cage” theory in which the bird (symbolizing the
market) should be bounded by a cage (which symbolized central planning). The second way that
Chen contrasted with Deng in terms of the reform was related to the pacing for the reform. In
general, Chen Yun was believed to be more cautious than Deng (Vogel 2005, Teiwes 2011, Teiwes
1995). He preferred stable growth over ambitious goals, believing small steps should be taken
instead of wild leaps (Vogel 2005, 741). Deng was certainly more aggressive. Besides his active role
in the GLF as well as in Hua’s 10-year plan to promote high growth (Naughton 1993, 505), there is
ample examples demonstrating that Deng advocated for a faster rate of economic development. He
asserted in the early 80s: “Therefore, in terms of our construction, the eighties are very important
and they are decisive [...,] it is necessary that we not delay a single day but carry out the construction
of the Four Modernizations with single minded devotion and all our attention” (Bachman 1986,
307). When talking to a leader of the State Planning Commission in late 1982, Deng again
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mentioned the need to build more projects in a timely manner (ibid, 308). At the same time, Chen
was less tolerant of budget deficits compared to Deng (ibid, 298).

Chen’s cautious view toward economic development led up to the 3-year re-adjustment plan (19791982) started at the beginning of 1979, which called for less international purchase and domestic
investment given the disaster caused by Hua’s 10-year plan. While Deng officially demonstrated his
support for Chen’s re-adjustment plan, the setup of an SEZ in 1979 in many respects seemed to
contrast with Chen’s ideas and the re-adjustment he orchestrated. As I mentioned, for Chen, reform
was necessary, but any measures of reform should be subordinated to planning with any interaction
with foreign companies and banks being fully controlled by the Chinese government (Bachman
1986, 301). But SEZs as well as the enterprises within them were allowed more autonomy and
flexibility, which to a large extent went against Chen’s ideas for planning-dominated markets and readjustment that focused on a more controlled investment in the international economy. In reality,
local authorities were free to attract foreign investors as well as raise their own funds for their
development (Jaggi, et al. 1996). And enterprises were allowed to be market-oriented and make their
own decisions (ibid.). Foreign funded enterprises were granted preferential tax treatment as well as
some exemptions from import licenses and customs duties (ibid.). All these contributed Chen’s lack
of support for SEZs, though there was no public opposition. The most obvious sign of Chen’s
conservative attitude toward SEZs is that he was the only member of Politburo that had never
visited an SEZ. In fact, he continually emphasized that SEZs were only experimental (Vogel 2005).
When Deng came back from his tour of several SEZs in 1984 and suggested opening up more
coastal cities to function as SEZs, it is said that Chen did not participate in the meeting (Teiwes
1995, 65).
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Thus, in a consensus-driven decision-making setting, Chen’s antipathy toward SEZs — the policy
that had important political implications for Deng — certainly became a great hurdle to the
implementation. In short, the official approval of SEZs in 1979 did not guarantee their successful
implementation. With Chen Yun being unsupportive, the SEZs were restrained both by Chen Yun
himself as well as those closely allied with him throughout the ranks of varying bureaucracies, which
further added uncertainty to the development of SEZs. Furthermore, and as mentioned above,
lacking consensus would make such policies unsustainable if challenges and setbacks arose (Teiwes
2001, 33). As the policy that Deng sought to preserve the most (Bachman 1986, 208), and that
mattered most for his political prospects, it was necessary for Deng to seek alternative approaches in
order to sustain the development of the SEZs.

The political struggle between Deng Xiaoping and Hua Guofeng may not significantly influence the
politics at the top, but it is still worth discussing from the perspective of factional politics. Though in
general factions were not permitted, they have nevertheless played a role in Chinese politics (Nathan
1973, Dittmer 1995, Tsou 1995). The existence of party factions — or “network politics” in the
words of Lewis (Lewis 1986, 8) — and the covert fight for power have certainly worked as
counterforces to the political ideal of consensus building as well as the effective implementation of
reform policies.

Numerous evidences have been provided defining the factions at play in the top of the leadership
since the onset of reform. Various systems of classification have also been proposed in order to
provide an understanding of the specific composition of the factions within Chinese politics (Pye
1981, Lieberthal 1978). And yet, again speaking in general, there were at least two major factions
operative in Chinese politics at the time of Deng, the so-called “pragmatists”, led by Deng; and the
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“whateverists”, led by Hua. This might be an oversimplified categorization. As mentioned earlier,
Deng’s reform agenda was basically that of Hua’s. The major criteria that defines the split between
the Hua and Deng factions was that Hua and his allies were those who benefited most directly from
the Cultural Revolution and whose influence dramatically increased during this period. Obversely,
the Deng faction was made up of those who were, generally speaking, the victims of the Cultural
Revolution, many of whom experienced rehabilitation. The common experience of these members
sustained their strong interpersonal ties, which in turn defined the belonging to a certain faction,
standing out as one of the key features of Chinese factionalism, and accounting for Deng’s efforts to
rehabilitate his cadres as a means of building up his power base (Pye 1981). Among the 26 Politburo
members in 1978, the power of each faction seemed to be proportional to the number of members,
and thus no one faction could be said to dominate at the time (Lieberthal 1978). One of the keys to
understanding the factional politics in China, then, is to recognize that disputes over policies are
often less concerned with the actual policies themselves but are rather for the sake of protecting the
power positions of the leaders involved (Pye 1981, 13). Though party and state leaders usually
shared common basic goals, as the case of Hua and Deng regarding the reform agenda, what
differed was how to carry out the policies out in ways that served their power positions regarding
the timing, speed, method, and tactics which were in large part defined by the factional interests
(Chang 1978, 177, Pye 1981, 45). Given that Deng intended to leverage the economic reforms and
SEZs as a political tactic to discredit Hua, Hua, along with his allies, though agreed on the reform
policy, would continue to be a threat to the fulfillment of the plans for the SEZs.

Though sharing similar attitudes for the direction of a number of reform policies in general, there
are nevertheless many cases which demonstrate the different views between the Deng and Hua
factions on the implementation of certain policies. Though both favored the development of science
72

Part 2 Chapter 4

and technology for purposes of modernization, Deng emphasized the professional skills of scientists
rather than political qualifications, whereas Hua asserted the importance political qualification in
order to strengthen the political and ideological work closely aligned with Mao’s thought, the source
from which the legitimacy of Hua and his faction ultimately came from (ibid.). Thus, given that Hua
and his faction were constrained by their ties to Mao and his thought, which they strived to maintain
and even augment, any reform policies that sought to compromise their base of legitimacy would
certainly receive backlash from the faction. As Lieberthal observed in November 1978, just a month
before the renowned third plenum: “if the modernization process proves more arduous than Hua
currently envisions and even greater compromise with his values are demanded, he and his
supporters could decide to curtail the modernization program under way” (Lieberthal 1978). In
other words, Hua and his faction had to negotiate between the goal of modernization and the
ideology of Chinese Maoism at the time which opposed it.

It is widely reported that Deng became the paramount leader during the meeting of December 1978.
However, it was not until four years later that Deng finally removed Hua and all his allies from their
top positions. The so-called “little gang of four”, who were Hua’s allies occupying top party and
government positions, were removed two years after Deng took power at the Fifth Plenum in
February of 1980. Hua remained as the premier until he resigned in September of 1980, though he
still held his positions as chairman of the central committee and chairman of the Party’s military
affairs commission (MAC) until June of 1981. During this period of time (between December 1978
and June 1981), Hua still attempted to fight back. Baum describes Hua’s address at the all-army
political work conference as the chairman of MAC in April of 1980, with Hua’s criticism of Deng’s
economic reform being that they had a “one-sided emphasis on economic means” (Baum 1996, 90) .
Furthermore, Hua had refused to step down from the chairman of central party committee in 1981
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(ibid, 131). Additionally, Hua did not fight by himself, as he still had his supporters within the top
leadership. Before the removal of the little gang of four, Wang Dongxing was a member of the
politburo standing committee. The revolutionary Marshal Ye Jianying is said to have provided his
support to Hua before Hua was eventually demoted to vice chairman of the central committee (ibid,
131). Besides Hua’s supporters in the top leadership, it is also important to note that participation in
the factions was not limited solely to the party elites, but in fact permeated all levels of both party
and state bureaucracies. For instance, there was strife between the “rehabilitated” faction (Deng) and
the faction benefiting from the Cultural Revolution (Hua) at local levels as well. As Oksenberg has
pointed out, after the return of rehabilitated officials, tensions and the lack of trust among officials
existed in local bureaucracies, which resulted in a kind of state of warring factions (M. Oksenberg
1982, 5). There is little doubt that the factional political strife even at these local levels was shaped by
the intensified factional struggles occurring at the top levels of the government, which in turn
impacted the responsiveness to central policies of local bureaucrats (Lewis 1986, 18).

At the onset of the reform, factional politics had remained intense between the Hua and Deng
factions. Though Deng had been rising as “the” prominent leader in China, Hua and his allies still
retained quite substantial power and influence. Thus, the factional politics at the top and their farreaching effects on the implementation of SEZ policy at lower levels were ultimately the obstacles
that Deng and his allies needed to address within the necessary period of time.
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4.3 Bureaucratic Hurdles
Bureaucratic Politics
Though a few top leaders maintained ultimate power, the decision making in China was not — and
in fact could not — be completely centralized (as some readers may expect). Those limits on the
personal capabilities of leaders in terms of time, energy, and intelligence, which made it impossible
for Mao (for example) to control every aspect of the country, thus forcing him to share power with
other party leaders (Chang 1978). Those collective leaders at the top of the party hierarchy were also
not able to make every decision in such a complex and large-scale economic system, which also led
to the delegation of power to subordinates (Riskin 1987, 276). Therefore, policy making and
implementation processes in China were (and are) quite pluralistic.

Due to the design of the political system and its bureaucratic structure, bureaucratic politics has long
been prevalent in China, which in many instances has played a large part in shaping policy outcomes
(Lieberthal and Oksenberg 1990, 11). As Shambaugh points out: “bureaucracies implement policies,
but they also sabotage them” (D. Shambaugh 1993, 489). Leaders have long been critical of such
bureaucratic foot-dragging. Deng, for instance, during a meeting with the state planning commission
and four other ministries in 1978, criticized the continuous delay of the expansion of import and
export trade issues, which he claimed was due to the overly long discussions among the various
bureaucratic organs (Han 2011). Bureaucratic politics in China was not only concerned with those
commissions and ministries in Beijing, but also involved actors such as provincial and sub-provincial
authorities, as well as top leaders and the agencies that represent the top leaders, such as the
leadership small groups (Lieberthal and Oksenberg 1990).
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Contrary to the rule of majority in the decision-making processes within the party, economic policies
in the government followed the rule of consensus (S. Shirk 1993, 15). At the same time, the
government bureaucracy adopted a fragmented and siloed bureaucratic structure. Xue Muqiao has
asserted that the fragmented government bureaucratic systems had separated the inherent
connections between economic operations thereby allowing each administrative system to have its
own interest, which in his view was the basic defect in China’s economic management system
(Riskin 1987, 277). These two factors combined contribute to the intense nature of Chinese
bureaucratic politics, with their extensive negotiations and bargaining procedures. Once one
understands the structure of the Chinese bureaucratic system, as well as the corresponding
bureaucratic ranks, the rise of bureaucratic politics becomes almost more self-explanatory.

Here I provide a simplified version of the system. A vertical chain of command was adopted by the
central government. With the state council at the top, there were several commissions subject to the
authority of the state council, including the state planning commission and the state economic
commission. These commissions had a higher rank than ministries and were mainly responsible for
coordinating the different economic activities between and among the ministries and provinces.
However, the commissions did not have binding power over ministries. Below commissions were
ministries, each of which had a more specifically defined field.

It was at the ministry level, then, that the fragmentation of authority was most intense. Each
ministry had its own specific objective, which it pursued by fighting for the necessary amount of
resources required from the top (Lieberthal and Oksenberg 1990, 29). In the reform period, the
evaluation on the economic ministries was based on their economic performance, which further
enhanced the focus on their self-interests (ibid, 30). At the local level, provincial governments and
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ministries had the same bureaucratic rank, which meant neither of them could issue orders to the
other. However, the vertical system of “Tiao”, which refers to the vertical chain of command from
ministries down to corresponding departments operating at local levels, provided another option for
ministries to intervene into local affairs.

While these departments were subordinated to the corresponding ministries, provincial and subprovincial governments were also in command of its subordinated departments, which were called
“Kuai”. If the instructions from the Tiao were in conflict with those of the Kuai, then the relevant
local government departments would find themselves in the midst of a dilemma. Thus, the so-called
“Tiao-Kuai” issue within the Chinese political system was often the cause of severe conflicts within
the command system, which contributed to the rise of the inter-agency politics that weakened the
efficiency of the overall system (Zhou and Li 2009). Ultimately, the final authority was that of the
state council, which is often where consensus would be achieved, though typically at the cost of lots
of time and effort (Lieberthal and Oksenberg 1990, 142). While top party leaders were less restricted
than the ministerial and local government chiefs, they ultimately could not stay out of bureaucratic
politics, since some of these party leaders needed to fight for the views of the bureaucracies over
which they presided (ibid, 17, 29).

In view of such a fragmented bureaucratic structure, wherein each participant pursues its own
interests, political struggle between the various bureaucracies should not be unexpected. The
fragmented structure, together with the siloed mindset of ministries and local bureaucracies, made
consensus building an arduous task. The party, whose task was to overcome the differences between
the various state bureaucracies, often found itself unable to function effectively as expected, and
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thus led to the departmentalism tendencies among the lower level party officials, who pursued their
own territorial or ministerial interests (Chang 1978, Pye 1981, Lieberthal and Oksenberg 1990).

This had direct consequences for higher order operations in the nation. With large projects, power
was disseminated among different lines of authority, which made it infeasible for a single
bureaucratic arm to carry out large projects; thus, cooperation with other relevant bureaucracies
always needed to be sought, and coordination was necessary at each stage of the decision making
process (Lieberthal and Oksenberg 1990, 23). For example, the import of machinery from abroad
required the involvement of the five commissions of foreign investment, capital construction,
planning, economic, and science and technology, as well as their respective approval (Oksenberg
1982). While coordination might have been more easily carried out if the bureaucracies involved had
regular communication, in the case of ministries, the reality was that little communication ever
actually took place between them (possibly by design) such that it was common to pass disputes up
the ranks to the central government for resolution (Pye 1981, 14, 83).

In addition to the practice of passing of disputes up the chain of command, policy initiatives from
the top often lacked specific road maps, which gave considerable latitude to lower level
bureaucracies to implement the policies according to their own interests (Chang 1978, Pye 1980).
Under these circumstances, extensive bargaining and negotiations among involved bureaucratic units
was a key feature of the Chinese political system at that time, which, nevertheless, held the China’s
seemingly fragmented political structure together (Lieberthal and Oksenberg 1990). However, the
negotiation process between bureaucrats was often complex and time consuming. When Bo Yibo,
then the vice premier, tried to combine all of the shipyards in Shanghai into one corporation in
1981, he met with severe resistance from the ministries, who were the owners of the shipyards and
78

Part 2 Chapter 4

relied on their income-producing capabilities to enhance their level of political power. To address
the issue, extensive negotiations had to be conducted by Bo in person (Oksenberg 1982, 14). Shirk
likens the negotiation between ministries and provinces to the treaty negotiations between two
countries engaged in war (Shirk 1993, 187). When talking with delegates visiting from America in
1977, Li Xiannian, a member of the standing committee, also highlighted the sharp competition for
resources between different sectors, and the heated debates that took place during the State Planning
Commission meetings (Lieberthal 1978). One consequence of all this was that the negotiation and
bargaining processes would eventually paralyze the policy initiatives handed down from the top,
largely due to the different motivations and interests of the involved participants. Therefore, the
bureaucratic structure and the consequential politics among bureaucratic actors often prolonged the
policy making process, with each bureaucratic participant calculating its own gain and loss. Bold
moves in policies were thus unlikely to be implemented, since consensus might not be easily to
achieve, and political deadlock was conceivable. Partially due to this, in reality, state policy typically
changed incrementally (Lieberthal and Oksenberg 1990, 24).

Therefore, it seemed unlikely for the reform initiative to make its way successfully through the
entrenched bureaucratic structures in an effective and efficient manner. Here it is also important to
note that anti-capitalist ideology still was lingering. As such, questions concerning the reform would
arise, becoming subject to extensive discussion. Various aspects of the reform would certainly
benefit some bureaucracies at the expense of others, and so the use of shrewd calculation tactics by
skilled bureaucrats at every level (along with the ensuing negotiations taking place both vertically and
horizontally) were not unexpected. Without a clear roadmap in the leaders’ minds regarding the
reform, the implementation of its policies was often far from certain (Deng 2009). Moreover, the
potential political risks born within the reform certainly would facilitate potential resistance to the
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reform, especially in view of the Culture Revolution and the memory of the class struggle remaining
vivid within the minds of the bureaucrats. Therefore, when seen in their proper context, all these
complex issues within the fragmented bureaucratic system show that Deng’s reform agenda was
likely to get bogged down.

Rising Local Authorities under Fiscal Decentralization
With respect to the interaction among those at vertically differing levels, by this time, lower level
bureaucrats had gained growing importance in China’s political arena (Saich 2001). As Deng
indicates, the top leaders were not able to get the initiatives finalized without the support of lower
level bureaucrats. Lower level bureaucrats had the authority to modify the policies handed down by
the central government in order to adapt them to the local conditions. Under this policy, it is not
unusual to find that lower level bureaucrats tailored the implementation of the central policies to
their own interests, often by altering these policies (Chang 1978, Lieberthal and Oksenberg 1990,
136). Thus, the fact that the central government was no longer in absolute command over the local
governments, along with the fact that the final results of reform policies might not appear as
expected due to the discretionary power of the local bureaucrats, meant that Deng’s reform agenda
was not the final word. If pilot reform experiment was not attractive and even seen as a failure, then
wholesale reform was also not likely to be carried forward, which would likely have meant the
demise of Deng’s political career.

As Wang points out, among the four capabilities that a country needs to operate, the capability to
absorb fiscal resources is the most fundamental. After all, it is only with sufficient fiscal capability
that a country can implement other functions (S. Wang 1997). In the years before the reform,
though the central government had monopolized the role of making economic decisions; it found
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itself in a fiscal situation that had kept worsening and eventually landed itself in a fairly difficult
situation with high budget deficit. This demonstrated Beijing’s incapability to absorb the fiscal
resources it required from local governments (ibid.). In the three years from 1977 to 1979, the
central government’s revenue made up for 13%, 15%, and 17% (respectively) of the total national
revenue, while the corresponding numbers for the expenditure were 47%, 47%, and 51%
(Donnithorne 1981). The total deficit of the Chinese government reached 34.8 billion combined in
1979 and 1980, 40% more than the total deficit in the past 29 years and the central government
accounted for most of the deficit (1950-1978) (Wei 1996, S. Wang 1997).

The weak fiscal capability of the central government was neither a designed result nor something
unexpected. Several forces had come together to shape the intensifying trend of the decentralized
fiscal arrangement, all of which gradually enhanced the fiscal power of local governments and
reciprocally weakened both the fiscal and political controls of the central government over its local
subordinates. At the individual level, Mao’s personal preference for a decentralized system had been
reflected in the growing fiscal power of the provincial governments since 1949 (Oksenberg and
Tong 1991). At the institutional level, the power of local governments had been strengthened as a
consequence of the local authority driven mechanisms for tax collection. Additionally, the two crises
of the Great Leap Forward and the Cultural Revolution gave local authorities even more power to
make their own economic decisions, both in terms of expanding resources and the freedom they
received from the central. What made the central government even weaker in the central-local
relation was the rising focus on local interests by local officials in the movement toward
decentralization (S. Wang 1997). Though centralization policies often followed right after the
undesirable results of the decentralization movements in the late 50s and early 70s, local
governments were always able to negotiate a better deal with the central government, allowing them
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to retain more autonomy compared to what they had before the decentralization movement. In the
following paragraphs, more detailed analysis on the forces that facilitated this fiscal decentralization
illustrates how these changes had led to a central government in the late 70s that was both weak in
terms of fiscal power, consequently, also experienced weakened political authority.

Though a thorough examination of Mao’s thoughts on decentralization is beyond the scope of this
work, a glimpse into the speeches made by Mao and the scholarship treating Mao’s thought provides
some clear evidence on his pro-decentralization attitude. In Mao’s 1956 speech “On the Ten Great
Relationships” (Lun Shi Da Guan Xi), he defined ten relationships, or more precisely problems,
facing the country, which included the central-local relation (Mao 1956). Mao proposed to
incentivize the local governments by giving them more authority to carry out more of the work they
deemed necessary. Specifically, he tended to allow the local governments the authority to supervise
the enterprises under central ministries within their territories as well as the authority to make
decisions and operate according to the guiding principles and plans from ministries (ibid.). Most of
these ideas concerning the central-local relation were materialized in the two major decentralization
movements (i.e. the Great Leap Forward in 1958 and the Cultural Revolution in 1966) in the coming
years. During the enlarged meeting of the politburo in Hangzhou in 1966, Mao restated his
standpoint of a less centralized government system by advocating a system similar to the
“Constitutional monarchy” (Xu Jun Gong He), within which the center’s authority was limited to
formulating the high-level policy (Xu 2010).

Mao’s long-term insistence on the idea of decentralization can be better understood from two major
perspectives. First, Mao was anti-bureaucratic in nature. One of the purposes of the three-anti
campaign (San Fan) that started in 1951 was to combat the bureaucracy. At the inception of the first
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five-year plan, Mao regarded the bureaucracy as the major hurdle to the plan (Xue 2014). Such a
mindset of anti-bureaucracy accounted for Mao’s attempt to deviate from the soviet-style command
system. Aiming at decentralization would serve the purpose of breaking down the bureaucracy
entrenched in the central planning system (S. Wang 1997). Second, Mao probably gained his strong
opinion on decentralization by his observation of the systems in both Europe and the United States.
He lauded the European system in which every country had its own system that drove the fast
development of the European economy as well as the federal and state relationship in the States
(Pang 2009). This strong mindset of decentralization, along with the personal rule of Mao, had
largely shaped the decentralization trend beginning in 1949.

Besides Mao’s personal preference, the local authority-driven tax collection system complicated the
central-local relation, giving rise to strong local authorities in the fiscal arena (L. Zhang 1999). In
general, the revenue of the central government came from three sources: the profits from centrally
controlled enterprises, the center’s share of certain taxes, and custom duties (Donnithorne 1981).
However, the central government lacked the necessary organization to collect taxes and solely relied
on the local tax authority to collect and remit the pre-negotiated share of taxes to the center. The
Tiao-Kuai (mentioned in the previous section) system made the accountability of local tax
authorities less clear. The close relationship with the Kuai — local governments — and the direct inkind benefits from local governments made the local tax authority more in line with local
governments (Wang 1997). Not unexpectedly, then, local governments strongly leveraged their
position in the tax collection process in order to strengthen their power in negotiations regarding
fiscal arrangements.
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Under these circumstances, every step that the central government took that aimed to increase its
revenue share had to be carefully thought out so as not to dis-incentivize their local subordinates.
Simply requesting a larger share of taxes would not work, since local governments would collect less
taxes. Thus, the best way for the central government to obtain more tax revenue was to incentivize
local governments to collect more taxes, thereby generating a larger pie to share. Even though the
central government might concede in the sharing rate as a reward for the local government’s effort
in the tax collections process, the larger pie would nevertheless provide the central government with
a higher revenue in terms of the overall number. Therefore, incentives with a higher sharing rate for
local governments could often be identified after negotiations, which was a consequence of the
rising local power under the local authority-driven tax collection mechanism (C. P. Wong 1991). The
growing fiscal autonomy of local governments was then further augmented by the incentives for tax
collection from the central government, which served as a significant driver in shaping China’s
decentralized fiscal system.

Mao’s personal preference for decentralization as well as the tax collection system that favored local
governments became the prelude for the upcoming decentralization movements in late 1950s and
early 1970s. During the heyday of each decentralization movement, local governments were given so
many authorities and resources, that it was beyond their capabilities to manage it all. Though
centralization policies followed right after, the actual impacts of the decentralization went far beyond
what the centralization policies could ultimately address. Once local officials noticed the benefits of
a more autonomous local fiscal system, they requested more fiscal power. Both the expanding
responsibilities of fiscal management by provinces and the growing extra-budgetary funds which
began during the first decentralization movement stand as evidence of this.
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The first decentralization movement began in 1958 with the launch of the Great Leap Forward
(GLF), a movement aiming to quickly industrialize and collectivize the agrarian economy. The
provinces were endowed with greater fiscal and administrative powers. At the same time, they
claimed ownership of a large portion of the central SOEs, which were regarded as necessary
incentives for local governments and people (S. Shirk 1993, 160). Over the course of an
approximately two-week period in June 1958, 88% of central enterprises and public institutions were
delegated to the local level, including those enterprises and industries that local governments were
not capable of managing, such as railroad, airways, and military business (Chang 1978, 61, S. Wang
1997). Leaders realized the problems of being too decentralized not long after the start of the GLF.
Beginning in 1961, then, the re-centralization policies had greatly improved the chaotic situation.
However, once local governments had experienced the growing authority in managing their own
economic activities, attempts at re-centralization were sorely paralyzed. As Shirk pointed out, “it was
impossible to put the cat back into the bag” (S. Shirk 1993, 160).

Not long after China had recovered from the recession caused by the Great Leap Forward, Mao
initiated the Cultural Revolution in 1966, which again started the decentralization movement. The
Cultural Revolution had further impacted the local powers, affording them with growing discretion
over local spending as well as a grip on any budgetary surplus (Oksenberg and Tong 1991). The
damage to the formal administrative and fiscal systems during the Cultural Revolution also helped to
justify the decentralization movement, since the central government now lacked enough capacity to
manage from the top. This led to the formation of the lump-sum transfer policy from 1971 to 1973
as well as the further decentralization of more than 2,600 industrial enterprises, shifting their control
to local governments (ibid.). In the following years, a variety of fiscal arrangements were introduced,
continuing the momentum of decentralization and further favoring local governments.
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On the one hand, as noted, Mao’s preference for decentralization and the locally-managed tax
collection system had facilitated the trend of decentralization; but on the other hand, the rising
awareness of self-interest on the part of local governments after each instance of decentralization
made effort to recentralize less efficient (S. Wang 1997). During the re-centralization process after
each decentralization, local governments were often able to reach a deal in their favor. In the
agricultural sector, after the first decentralization during GLF, the state had regained control of the
planning of inputs and outputs as well as the allocation of materials; at the same time, this authority
was delegated to local governments rather than residing in Beijing, as had previously been the case
(Perkins 1964). During the cultural revolution, the local demand for a more decentralized fiscal
system was driven by the boom in the economy in 1969, which occurred without the central control
and partially accounted for the promulgation of the lump-sum transfer system in 1970 (Oksenberg
and Tong 1991).

Another piece of evidence that reflects the focus of local governments on their own self-interest was
the rising extra-budgetary funds deployed by local governments According to Oksenberg and Tong
(1991), the funds had three main sources: local surcharges collected and dispensed by financial
departments of local governments; various fees collected and dispensed by local basic units; and
funds retained by enterprises and their corresponding ministerial and local owners. By examining the
budgetary and extra-budgetary funds from 1952, it becomes apparent that the central government
had difficulty keeping tight control over these extra-budgetary funds. In 1958, when the first wave of
decentralization started, the extra-budgetary fund rose to 14.45%, almost twice that of the previous
year, at 8.49% (calculated from C. P. Wong 1991).
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In 1964, the Ministry of Finance and State Planning Committee attempted to restrict the use of
these extra-budgetary funds. However, these efforts did not curb the amount of the extra-budgetary
funds collected. The ratio of extra-budgetary to the standard budget was down from 20.58% in
1960, to 16.12% in 1961, but then saw a rebound to 20.29% in 1962 (ibid.). The ratio decreased to a
level of around 15% in 1965, which was still as high as it had been at the beginning of the GLF. The
ratio had been kept above the level of 15% since then and kept rising from 15.92% in 1971 to 42.4%
in 1979, and finally even reaching 53.48% in 1980 (ibid.). Therefore, though placed under the
restrictions of the central government, the extra-budgetary fund did not decrease (as expected in an
authoritarian country), which reflected the local governments’ strong incentives and power to get
more funds for their own use as well as the central government’s loss of authority over their local
subordinates.

These decentralization movements and the rise of the focus on local interests had largely weakened
the central government’s ability to control much of the nation’s economic activities. More
importantly, this weakened fiscal ability of the central government had a direct impact on its capacity
for political control over local governments (which, hereafter, refers to the responsiveness of local
governments to the commands of the central government). For instance, the central government
was not able to accomplish its order of cutting 20% of capital investment in the first half of 1979
and the final investment turned out to be higher than the previous year, largely due to the various
extra budgetary funds local governments and their enterprises were able to leverage (Donnithorne
1981, 20). One financial cadre in Sichuan also made clear the central government’s loss of power
over the local governments in face of insufficient fiscal capability, stating that the central
government was in a difficult situation in mobilizing provinces to do things because the provinces
could successfully argue they could not afford it (ibid, 14).
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The decentralization process beginning in 1949 and its legacies had left an indebted central
government from the outset of the reform. This grim fiscal situation not only weakened the fiscal
power of the central government but also its political ability to enforce its subordinates to move
forward its policy initiatives. The two rounds of the decentralization movement led to local
governments with growing power, raising concerns over local interests. The likely deviation from the
centralized policy, as evidenced by the central government’s failure to curb investment, is the result
of such rising local interest and power. As Wang argues, local governments became a veritable
centrifugal force (S. Wang 1997). Local governments were also often shortsighted. Experiencing
various rounds of change and private negotiations in the fiscal management system of the past
decade, it was impossible for them to make long term plans for their local economic planning, since
rarely were they certain of what would happen even in next year. Against this backdrop, the
economic reform initiated by Deng seems to have been doomed from the beginning, especially in its
implementation at the local level. The unclear road ahead made it difficult for the central
government to mobilize local governments to move forward the reform.
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4.4 The SOE as a Solution

“A leader needs to work through institutions, but also needs to circumvent them at times.”
— David Shambaugh, Deng Xiaoping: The Politician

The fact that the political system was fragmented and less centralized in China at the time of the
reform imposed many limitations on the implementation of the reform itself. Despite holding
substantial power, even the top leaders at the time could not simply pursue their own interests
without any checks. The policy making with the bureaucratic and factional politics characterized a
fairly fragmented power structure in which any policy initiative would be subject to the discretion of
the involved bureaucrats, either on the grounds of their respective bureaucratic and regional
interests, or on the basis of the interests of the factions they represented. Thus, consensus was
difficult, if not impossible, to achieve without significant time and effort.

Facing resistance among his colleagues, Mao was still able to launch his policies by leveraging mass
campaigns as an alternative approach, the campaign method was less favored in the post-Mao era.
Deng preferred to “rely on the masses, but not launch campaigns”, assuming at that point that the
Party even had the capability to launch such campaigns (Perry 2011). Rule through the bureaucracy
gradually came back into the political arena, despite the unresolved issue of the responsiveness of
the bureaucracies to their leaders (Oksenberg 1982). As one of the consequences of this fragmented
power structure and disjointed decision-making process, Beijing could issue orders, but it was unable
to ensure that the orders would be obeyed at lower levels (ibid, 24). Deng was certainly aware of this
issue, calling for “the establishment of a powerful work system of our government which can
exercise its management from above level by level” (Lewis 1986, 19). Therefore, given all the
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complex structural issues inherited in the Chinese political system, there were great hurdles for
Deng’s reform agenda, quite possibly delayed the implementation of any his reform initiatives such
as SEZs. In order to quickly advance the development of the SEZs, which were meant to serve as a
symbol of economic reform and opening up in order to build-up his power base, Deng, a party
veteran and a shrewd politician, should have recognized the inherent defects within the political
system at the time, which ultimately would prevent him from achieving his policy goals. Though
Deng was regarded as a more consensus-oriented leader than those before him, it is also widely
accepted that he would not hesitate to take unilateral action when he was frustrated with the
progress of the reform agenda (Teiwes 1995, D. Shambaugh 1993, 475, Teiwes 2001, 36). The two
most distinct unilateral actions are: first, his 1984 visit to SEZs to demonstrate his personal support,
and second, his famous Southern tour in 1992, the purpose of which was to further accelerate the
reform. On the one hand, these two events demonstrate the paramount importance of the SEZs in
Deng’s reform agenda, and, on the other hand, they are suggestive of the hurdles Deng met with in
the formal organizational structure and the central leadership while trying to implement his reform
agenda.

As noted, there was certainly temporal pressure concerning the timeline for the implementation of
Deng’s favored reform initiative of SEZs. The fragmented power structure and the central
government’s lack of fiscal capability posed great challenges to such requirement. The admitted lack
of a specific road map for the reform by Deng and the issue of the unresponsiveness of lower level
bureaucracies to the central government further complicated the situation. Given these myriad
political and economic constraints, Deng and his pro-reform faction certainly needed to find ways to
jump-start the reform that their power and legitimacy would rely on.
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Building upon the political and economic limiting factors I analyzed above, I argue the proper agents
that Deng could rely on to carry out his reform initiatives had to have the following characteristics:
(1) the agents had to answer directly to the directives of Deng and pro-reform leaders, thus in a way
circumventing the party and state bureaucracies (and factions), thereby ensuring the reform would
be implemented as designed and in a time efficient manner; (2) the agents had to have the business
and financial capability to carry out the development of SEZs; (3) if the reform initiatives failed,
Deng and the pro-reform faction as well as the party more generally would be more or less insulated
from the political consequences. In the following, I argue that it is the central government’s stateowned enterprises (SOEs) which met all these requirements and therefore became the ideal agents
to implement the SEZ initiative on behalf of Deng. However, it is not entirely clear — not to
mention unlikely — that Deng thought of central SOEs as the ideal agent for economic reform at
the beginning of his rule, since the development of the first part of Shenzhen’s SEZ — Shekou —
was approved by Li Xiannian in January 1979 to be developed by China Merchants Group (CMG), a
Hong Kong-based central SOE. And in fact, it was not until April 1979 that there was official
documentation of Deng’s support for the SEZs. Therefore, having a central SOE develop the SEZ
was a fait accompli for Deng. However, in the following years of the development of Shekou, there
is more clear evidence of Deng’s indirect support for the CMG through various actions of his allies,
with his direct support coming from his 1984 visit to Shekou.

To this end, a brief description of the situation of central SOEs at the onset of the reform is first
provided, with two major points highlighted. First, the party had a strong control over SOEs; and
second, central SOEs were relatively financially capable. These two factors thus made it possible for
Deng to leverage the central SOEs as an important force in the reform.
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While it is true that the decentralization movements of the past decades and the Cultural Revolution
had weakened the central bureaucracies and their administrative power, the Party was still
dominating. As noted in Chapter 2, except the ten-year Cultural Revolution when the SOEs were
mainly under the administration of the revolutionary committees, the party had remained strong
control of SOEs. The party’s control of SOEs created an alternative channel for the party leaders to
make use of SOEs — a channel which was less subject to the oversight of the government
bureaucracies. In terms of financial capability, though, at the beginning of the reform, the number of
SOEs under the direct control of the central government was only around a few hundred of the
350,000 total enterprises in China, and yet they accounted for approximately 30-40% of the total
industrial output of all SOEs (Donnithorne 1981, 11, S. Shirk 1993, 30), which indicates the
enormous financial power of the central government SOEs. Built on the party’s strong control and
the financial power of the central SOEs, the central government SOEs emerged as an effective and
efficient tool with which Deng could implement his reform agenda.

Having SOEs to carry out SEZs therefore worked as an efficient strategy to circumvent the
government bureaucracy. Shirk points out: “The process of bureaucratic deliberation is cumbersome
and costly for a political leadership in a hurry to put economic reforms in place (S. Shirk 1993, 19).”
Developing SEZs would certainly be a comprehensive task. Going through the old decision-making
channels would mean to involve various levels of the ministries as well as government, each with its
own interests and motives. Thus, politically, leveraging central SOEs, thus circumventing the
institutions, was certainly a much easier and efficient approach than going through the “old
decision-making process”. Consensus building was still present among party and SOE leaders,
though in a less complex way, since fewer agencies were now involved. As we will see in the cases of
the China Merchants Group, the major decision-making process often involved only the enterprise
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leaders and the top party leaders. When both sides were easily aligned in their vision and the ultimate
direction of policies, the consensus building process was quite streamlined. Bureaucratic politics with
extensive and contentious bargaining and negotiation would be less of a concern.

Meanwhile, the old decision-making channel was left untouched and no organization initially was
seen as worse off. Still, at times during the implementation process, local governments and
ministries would find some of their authority attenuated and resistant to certain policies, as seen in
the cases with CMG. Yet, compared to the picture that Lieberthal and Oksenberg draw of
bureaucratic politics in major projects going through the formal bureaucratic system18, this level of
resistance was not much of a problem. In the same vein, taking advantage of SOEs became an
approach to circumvent the factions in the party that aimed to counteract the reform agenda.

Making use of SOEs to develop SEZs also made possible the direct communication between party
leaders and executing agencies. This served as a direct response to the unresolved issue of local
responsiveness to central command, ensuring that information was not manipulated and so less
subject to the discretion of the local authorities in terms of implementation. Thus, central leaders
were less likely to face the risk of being misguided and deceived in terms of the actual policy
implementation. For Deng and other veteran leaders in the central government, the disaster of the
GLF was still fresh in the mind, which was in large part caused by the manipulation of the numbers
at the local level. Therefore, building up a direct connection to the SOEs as the executing agents of a
fairly uncertain policy initiative was certainly in the interests of Deng and other pro-reform leaders.

See Lieberthal, Kenneth, and Michel Oksenberg. Policy making in China: Leaders, structures, and processes. Princeton
University Press, 1990.
18
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At the same time, central SOEs, especially those who had direct experience with foreign trade and
business, were also highly capable of translating the abstract vision of the party leaders for the
development of SEZs into more concrete actions. Leaders had few ideas of any detailed plan for
implementation, and Deng himself admitted as much when he said that he neither knew much about
the economy nor had any specific plan for the reform (Deng 2009). However, SOEs and their
wealth of business experience certainly made up for such deficiency. The case of China Merchants
Group as well as the Overseas Chinese Town (OCT) stand as evidence. As a Hong Kong based
central SOE, the immediate exposure of China Merchants Group to international trade and capital
markets enabled it to effectively and efficiently translate the abstract idea of opening to the world
into actionable plans. The establishment of the OCT stands as another case in point here. OCT had
leveraged the experience and resources of the China Travel Service (another Hong Kong-based
central SOE) to develop their enterprise into a successful cultural and tourism-oriented industrial
zone operator, which contributed to the development of Shenzhen SEZ in the second part of 80s.
The professional capability of the SOEs was thus one of the key factors ensuring the abstract idea of
building SEZs with an open economy to be effectively and efficiently translated into actionable
plans for implementation.

The financial capabilities of central SOEs further enhanced their ability to deliver. As noted, the
central government faced a serious debt situation at the beginning of the reform, being unable to
support the experimentation of the reform initiatives. Also, the central government was unable to
mobilize local governments who at that time had more leverage over both budgetary and extrabudgetary resources. The central SOEs provided the central government with another source of
revenue that could be utilized. CMG, for instance, put down all of the investment for Shekou
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(around 400 million in the first five years), all coming from its own sources of capital (CMG 1983).19
In the case of Overseas Chinese Town (OCT), since it was impossible to get financial support from
the central government and province, the parent company of China Travel Service devoted one
third of its annual profit as the initial investment in OCT (Liang 2013). For the central government
to resort to centrally controlled enterprises for revenue in the reform era was not uncommon,
especially considering the poor fiscal situation of the central government. From 1982 to 1983, under
Zhao Ziyang, the central government organized the most profitable Chinese industries into central
corporations and thus had access to all their earnings to supplement the central treasury (S. Shirk
1993, 172). Moreover, what distinguished China Merchants Group — the key central SOE in the
development of the SEZ — from other mainland central SOEs was its long-term base in Hong
Kong, far away from the domestic politics of the mainland. This might also have been a critical
factor in making it a more suitable agent for Deng to leverage. Compared to its mainland
counterparts, which might either be sponsored or have close relations with elder leaders who could
interfere with different opinions for Deng (Teiwes 2001, 38), the Hong Kong-based CMG had
received fairly little attention since the CCP took it over from KMT in the late 40s20, and was
arguably less politically involved than the major SOEs of the mainland.

The flexibility that accompanied the central SOEs could also be helpful for scaling up the SEZ
experiment. At that time, local SOEs were primarily limited to the economic activities within their
own regions, which was a consequence of the self-sufficient movement and the so-called cellular

According to archival documents (CMG 1985), 1/3 of the total investment in the first five years came directly from
CMG, and the rest 2/3 came from bank.
19

China Merchants Group had been in a declining state since 50s. In 1950, it had 13 vessels while it had no vessel in
1978. Few people in Hong Kong knew about China Merchants Group. Since the pronunciation of Merchants in
Cantonese is similar to “photo shooting”, some people in Hong Kong even asked “there is a bureau for photo
shooting?” See http://1872.cmhk.com/ziliaoku/4649.html.
20

95

Part 2 Chapter 4

economy (Donnithorne 1981), but the central SOEs tended to be less geographically bound and so
were usually more flexible in working across territorial boundaries. Given the potential of scaling up
the practice of SEZ nationwide, central SOEs provided leaders with the much-needed tools to
sustain the practice across regional boundaries if necessary. Given the possibility that the
development of SEZs might not be carried out successfully in other places — due to factors such as
bureaucratic infighting, political machination, etc. — the flexibility of the central SOEs allowed
them to get things done across regions in a more effective and efficient manner. This is important to
note because while we may not have seen the involvement of the central SOEs in other cities with as
much clarity as in Shenzhen, they were nevertheless always a key part of China’s development.

Finally, Deng understood the political risks involved in the development of SEZs just as well as
anyone, perhaps more. The ideological challenges were apparent, with the components of capitalism
in the reform running contrary to socialist ideology, which the legitimacy of the party had been built
on. The failure of SEZs would not only have been detrimental to Deng’s political career but also to
the CCP regime with the loss of public confidence (F. Chen 1995). Shrewd leaders would certainly
have been very cautious to bet both their own political careers and the regime in general on the
success of an unprecedented reform experiment and all the uncertainties carried with it. Having all
of this in mind, I argue central SOEs had served as the risk takers and absorbers on the behalf of the
party and those party leaders pioneering the reform. As we will see in the next Chapter, Deng and
his allies were certainly successful in leveraging the central SOE of CMG to implement the SEZ
experiment in Shekou, the success of which helped consolidate Deng’s political power.
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Chapter 5 The China Merchants Group: Deng's Personal Tool

“No place like the Shekou Industrial Zone combines Hong Kong’s capitalism with China’s socialism.”
— Liu Meiyuan, reporter (Newsweek), “Shekou’s Capitalistic Road” (CMG 1983)

This chapter looks in detail at one of the most prominent and earliest central SOEs to operate in
Shenzhen: the China Merchants Group (“CMG” hereafter). I determine whether the experiments
implemented by CMG in Shekou were driven by the will of Deng and other leaders of the proreform faction to further determine if CMG in fact served as a political tool for the central leaders,
especially Deng, in promoting the reform agendas. Through an analysis of archival documents,
personal biographies, and in-person interviews, the answer turns out to be strongly positive. Thus,
this case study provides solid evidence that there was a strong dimension of personal politics at work
in the making of Shekou, rather than the strictly formal bureaucratic system.

Most of the reform decisions by top leaders were first made orally and informally when leaders
visited Shekou and were then only later formalized. When crises arose in the course of these reform
experiments, Yuan Geng, the leader of CMG, often sought direct intervention from top leaders.
Often the decisions handed down by leaders were favorable to CMG. It is clear that top leaders,
reform policies, and CMG (the executing agent in Shekou) allied with each other in a fairly informal
manner while carrying out reform projects in Shekou. However, Shekou’s role in the reform would
ultimately be undervalued, if being considered little more than a mere economic reform experiment.
When economic progress had been achieved through a variety of reform experiments within the
enterprise in the territory of Shekou industrial zone, an ambitious transition had been deliberately
pushed for in Shekou — with its experimental governance system — in order to transform it from
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an enterprise with political functions to a real government organization. This transition, along with
its implicit reform of the political system, undoubtedly took place with strong support from the
central leadership.

The findings support the arguments made in Chapter 4. The central SOE of CMG served as a
political tool for the pro-reform party leaders to jumpstart the reform in Shekou in an effective and
efficient manner. The formal bureaucratic decision-making process was replaced by an informal
policy making process. Along with political endorsements from key party leaders, the advantage of
being financially self-sufficient in carrying out projects enabled CMG to lessen the financial burden
on the central government, which also allowed both CMG and the pro-reform leaders more
negotiation power when defending their interests, thereby facilitating the advance of the reform
when bureaucratic politics arose.

In hindsight, the roadmap for the reform experiment in Shekou and its implications are clear. The
economic progress was to be achieved first through the enterprise reform. The economic
achievements strongly supported the opening up and reform policies that helped legitimize and
consolidate Deng’s political power. Built on the economic success, a reform of the political system
was also envisioned. Often facing strong opposition from provincial and municipal governments, all
these steps Shekou took were to a great extent supported and promoted by the pro-reform central
leaders. Again, the roadmap was perhaps not yet entirely clear in the Deng’s mind at the beginning.
However, it became more evident in the coming years that the pro-reform central leaders had
intended to start the reform by leveraging the central SOE of CMG, instead of through the usual
formal bureaucratic channels.
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5.1 Introduction: China Merchants Group and the Establishment of Shekou
As noted, China Merchants Group (CMG) was the first national industrial enterprise in modern
China, beginning during the modernization movement and eventually expanding into various other
business ventures. Kuomintang (KMT) took over CMG after the fall of Qing dynasty. When the
CCP took power in 1949, the majority of CMG fled to Taiwan following KMT and the CCP took
over the headquarters of CMG in Shanghai. In 1950, the CMG branch in Hong Kong rose up and
submitted to the newly founded PRC with its 13 vessels, becoming a Chinese SOE, based in Hong
Kong. Shekou at that time was a small fishing village, probably most famous for its closeness to
Hong Kong as an ideal exit for stowaways from the mainland. People who worked or went there in
its early stages usually described Shekou as a place of only barren mountains. Even one year after its
establishment, when the vice minister of the Ministry of Transport, was invited to visit Shekou, the
vice minister refused the visit, remarking “What can be seen in those barren mountains? (Tu 2008)”.
No one could foresee the rapid growth that would take place in Shekou in the next couple of years.
In 1985, the overall assets of CMG reached 1.2B, 12 times of what it had at its beginning (CMG
1986). In 1987, the GNP per capita in Shekou reached $5,300, which was the highest in the country
(CMG 1988). When the party secretary of the Fujian province, Xiang Nan, visited Shekou in 1983,
he lauded Shekou for having the fastest speed of development among the first four cities in the
process of opening up (CMG 1983).

When I conducted my field research in Shekou, most of the older people I met there proudly noted
that Shekou was built even earlier than the Shenzhen SEZ. Shekou was established in January of
1979, and it was almost one-half years later — in August of 1980 — that the Shenzhen SEZ was
built. The decision-making processes that chose to make use of CMG and establish Shekou were
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fairly streamlined in contrast to the predominant perception of a hierarchical and overly bureaucratic
process.

After witnessing the development of several ports in Nordic countries and Germany during his visit
to the areas in May 1977 and ‘78, Ye Fei, the minister of the Ministry of Transport, first proposed
the full use of CMG in Hong Kong when conducting meetings with central leaders, which included
vice Chairman Li Xiannian and vice premier Gu Mu in June of 1978. Li Xiannian endorsed the
proposal to have CMG to explore the potential opportunities for port development. Soon after the
meeting, Ye Fei assigned Yuan Geng, the later prominent leader of Shekou, to investigate CMG in
Hong Kong. After conducting months of investigation of CMG, and with the support of Ye Fei and
the Guangdong Province, Yuan Geng wrote to the central government in October of 1978 in the
name of the Ministry of Transport, with a document entitled “the request for full use of CMG in
Hong Kong”. Three days later, the vice Chairman, Li Xiannian, approved the request.

With more detailed research and investigation back home, Yuan, along with his colleagues at CMG,
decided to establish an industrial zone in Shekou. In early January 1979, CMG and the Guangdong
Province drafted a request for establishing an industrial zone in BaoAn. Ye Fei wrote to Li Xiannian
soon after, on January 26th, 1979, suggesting Yuan to report to Li in person. Five days later, on
January 31st, Yuan reported to Li Xiannian and Gu Mu, receiving the final approval. It was during
this meeting that Li Xiannian demarcated the whole Nantou Peninsula as the industrial zone
territory. However, considering the lack of funds for such a large-scale development project, Yuan
only requested 2.14 sq/km of land. Both the decisions to make use of CMG and establish Shekou
were made efficiently by way of the direct connection between the central leadership and key

100

Part 2 Chapter 5

Illustration 5.1: The location of Shekou in Shenzhen SEZ

Source: Source: Hai Tian Press. 1987. 深圳经济特区总体规划评论集（Reviews of Shenzhen Special Economic Zone Master Plans）. Shenzhen: Hai Tian Press.
.

Illustration 5.2: The Map Li Xiannian demarcated the whole Nantou Peninsula as the industrial zone

Source: The Map Li Xiannian demarcated the whole Nantou Peninsula as the industrial zone territory, digital photograph, Yicai Media, accessed 2
August 2018, https://m.yicai.com/news/100011731.html.
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Illustration 5.3: History of Shekou’s development from 1979-2000

Source: China Merchants Group Archive
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personnel from CMG, which ultimately set the tone for the decision-making process that would
dominate in Shekou in the coming years.

The establishment of a small piece of land as an experiment was justified given that the small scale
of Shekou would enable reform experiments to be carried out more easily and quickly, not to
mention that any risks associated could be more easily contained. When talking about the SEZ in
1985, Gu Mu pointed out that smaller areas such as Shekou were more likely to produce economic
results and reforms (CMG 1985). This small scale could also manage any risks associated with the
reform. This ultimately made the democratic activities and experiments in Shekou in the coming
years possible21. On this, Yuan once said: “this place is so small. It is no big deal if it fails” (Tu 2008,
259). When Vice Premier Wan Li visited Shekou in 1982, he expressed a similar thought by saying to
Yuan “you should break through. If you are wrong, it doesn’t matter. If you make mistakes, you can
change it” (CMG 1982). In all likelihood, this reflects the mindset of the pro-reform faction of the
central leadership.

By all accounts, CMG was the suitable choice to carry out the task. The locational advantage of
CMG and its business in Hong Kong provided access to international markets and equipped CMG
with much knowledge in dealing with foreign businesses, especially when compared to most of the
mainland SOEs. The financial capabilities of the enterprise were also a critical dimension. As I have
already discussed, at that time, the central government had been struggling to deal with the severe
debt issues. By making use of the enterprise’s private capital as well as bank loans, this certainly
relieved the financial pressure on the central government. The vice mayor of Shenzhen once

Democratic activities include the democratic election for the Shekou Industrial Zone Management Committee, annual
democratic voting to evaluate the performance of officials and decide whether they should remain in office, as well as
allowing local newspapers to criticize officials.
21
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jealously remarked: “if Shekou does not have money, it can ask CMG for help. Who should
Shenzhen turn to for help?” (Tu 2008, 270). The financial autonomy of CMG not only ensured
efficiency in the development of Shekou, but also in a way kept the progress of Shekou’s
development free from bureaucratic interferences.

Since the inception of Shekou, there emerged a strong personal influence by pro-reform leaders in
the form of an informal decision-making process in most of the important decisions on the reform
experiments in Shekou. This informal process, which took place directly between Yuan (the leader
of Shekou) and central government leaders characterized most of the decisions to approve reform
initiatives and resolve crises. Yuan Geng, the key leader of CMG and Shekou, and a seasoned party
official, certainly knew the importance of this informal approach in getting things rolling and
navigating through the layers of bureaucracy to overcome the obstacles of the conservative political
climate. When Yuan was recommended to become the mayor of Shenzhen in 1981, he asked: “if I
become the mayor of Shenzhen and the person in charge of the SEZ, should I listen to the
province?” (ibid, 162). This comment reflects Yuan’s vigilance against the bureaucratic system.

From the beginning of Shekou, Yuan tended to circumvent both the municipal and provincial
governments. This directly led to the discord between Shekou and Shenzhen as well as the discord at
a more personal level between Yuan and Liang Xiang, the mayor of Shenzhen. When Bo Yibo, the
party veteran and the vice premier, visited Shekou in 1981, he pointed out: “Many problems can be
solved by the provincial government. In the future, if you don’t pass Guangdong, you can’t go
directly to the central government. Or Guangdong (provincial government) will not be happy”
(CMG 1981). However, in the coming years, the direct communication between CMG and the

104

Part 2 Chapter 5

central government had instead become a more common practice. The pro-reform central leaders
were even seen as encouraging such practices explicitly.

When Hu Yaobang, the then Secretary-General of the CCP Central Secretariat, and soon to be party
chairman, met Yuan in Zhongnanhai in 1980 to hear about Shekou’s development, he enjoined
Yuan to write to him directly if any issues arose (CMG 1980). Yuan’s long-term work experience in
the political arena, and background in the intelligence, equipped him with a heightened sensitivity to
politics and the ability to take advantage of the opportunities that came his way22. When Yuan
became aware that Shekou and CMG would pioneer the opening up and reform, it is quite likely that
he already realized the prerogatives that came with it. When his initial attempt to circumvent the old
decision-making system by building up a direct channel between CMG and central leadership was
successful, Yuan would see this as a sign of acquiescence, subsequently seizing the opportunity
(author’s interview). In early 1985, some young cadres in Shekou criticized Yuan for being more of a
politician than an entrepreneur (CMG 1985). However, just as some political critics have observed,
without his skill in political strategy, Yuan and the pioneering reform experiments could not have
survived (Z. Wang 2018).

Undoubtedly, then, such informal practices could not be possible without the support of some of
the central government’s leaders. Given the evidence presented above, I claim it is reasonable to
conclude that CMG and the pro-reform party leaders at least had reached a tacit understanding — if
not a formal authorization — of the use of the informal decision-making processes happening in
Yuan was an intelligence officer in the CCP who joined the underground front very early. In 1945, Yuan represented
the Chinese Communist Party as the director of the Hong Kong office of the Guangdong People's Anti-Japanese
Guerrilla Dongjiang corps. In 1953, he served as a consul of the Chinese Consulate General in Indonesia and assumed
the task of a special agent as a diplomat. Yuan had served at the Ministry of Transport before the Cultural Revolution as
a bureau-level cadre. In 1975, after all the hardship during the Cultural Revolution, Yuan Geng was transferred to the
Bureau of the Ministry of Transport as the deputy director of Foreign Affairs.
22
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Shekou. Clearly, this helped to more efficiently advance the development of Shekou and their
reform experiments which took place there. Yuan’s access to a direct decision-making channel
circumvented the likely political logjams which would have occurred due to bureaucratic and
factional strife, thus ensuring the efficient implementation of the reform policies and the
consolidation of Deng and his faction’s political power.
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5.2 Informal Politics and the Reform Coalition
In her well-known work on the political logic of the reform, Shirk points out that during the first
decade of the reform, “most observers of Chinese politics, not only foreign observers but also
Chinese ones close to the action in Beijing, still viewed policy-making as a game played by only a few
leading personalities” (S. Shirk 1993, 9). For Shekou, as a pioneering region and test field for the
reform with a close links to the political prospects of Deng and his allies, the presence of strong
personal interventions from the top was neither unexpected nor uncommon. This kind of practice
with direct intervention by top leaders into the decision-making processes without going through the
bureaucratic system can best be described as “informal politics”. This phenomenon has received
some attention by scholars of Chinese politics, and I provide a brief overview of this literature here
in order to further contextualize Chinese political practices with which readers might otherwise be
unfamiliar.

One of the most insightful works on the topic of informal politics in China is by Lowell Dittmer, a
political scientist at UC Berkeley (Dittmer 1995). Dittmer largely contributes to the understanding of
the conditions that permit informal politics to take place. He argues that, historically speaking,
informal politics has been more important than formal politics, and that informal political practices
are more likely to take place when the political tasks in question are matters for the higher levels of
government, since at the higher levels, such tasks are “relatively unstructured, and in the area
personal judgment is crucial and the demand for quick decisions is imperative. (ibid.)” The second
condition in which informal politics tends to emerge is when top leaders want to explore policy
options that will circumvent bureaucratic impediments (ibid.). The most conducive condition,
Dittmer argues, is when the standard operating procedures cannot resolve a given crisis involving
competition among elites, especially during leadership successions, which is exactly the state of the
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situation at the beginning of the reform, with Deng fighting with Hua for ultimate power (ibid.).
Dittmer also notes that informal politics is used more for political reasons motivated by personal
power. Some other scholars focus on the informal policy making process that is facilitated by
personal networks as a way to cope with bureaucratic barriers (ibid.). Lewis for example argues that
informal politics, together with the consequential informal policy making process, makes the rigid
bureaucratic system more flexible to rapid change (Lewis 1986). In particular, Lewis also mentions
that Deng’s leadership demonstrated the critical role of informal networks in policy making.
Lieberthal and Oksenberg contend that personal networks are an important complement to the
fragmented organizations and the informal policy making processes, since the intervention and
support of top leaders is conducive to overcoming bureaucratic impasses (Lieberthal and Oksenberg
1990). Thus, informal politics is by no means unusual in Chinese politics.

In terms of the opening up policies, the disagreements at the highest levels of leadership over the
opening up and reform policies was no secret. Yuan once discussed how there were a variety of
attitudes within the central government toward the opening up and reforms of the early 1980s, and
that those within the central government had different views and even disagreements about whether
or not to open up (Tu 2008, 211)23. Thus, this state of situation fits with what Dittmer argues are the
conditions which gave rise to informal politics.

After examining the archival documents and personal autobiographies of key personnel in Shekou,
strong evidence demonstrates the prevalence of informal politics both in making important
Here, the opening up and reforms specifically refers to the SEZ policies, since that is what Yuan was most closely
related to. Also in later years, Deng often referred to SEZs as the metaphor for the opening up policy. So when Yuan
talked about whether there were different attitudes towards to open up, I think he actually referred to whether to build
the SEZs rather than the opening-up policy in general. As mentioned earlier, top leaders were in consensus that opening
up was necessary. However, regarding the setup of the SEZs, Chen Yun was the one in the politburo who had a
conservative attitude towards it.
23
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decisions about reform initiatives as well as resolving issues arising from daily operations. The
informal politics between Yuan and key pro-reform party leaders took place in various forms,
including: (1) Yuan wrote directly to central leaders; (2) Yuan made use of XinHua news and
internal publications only for the reference of central leaders24; (3) Yuan sought approval for policies
or the disclosure of issues when meeting in person with central leaders, often during central leaders’
visits to Shekou, and in other meetings where central leaders participated. The most important
decisions regarding Shekou often took place in the last case (3), including Hu Yaobang’s approval of
the democratic election in 1983. In cases where severe resistance to the CMG’s reform experiments
arose, a combination of different forms of informal politics were used to resolve the issues.

The use of informal politics along with the often favorable support for Shekou’s development and
reform demonstrate the strong personal motivations of the top pro-reform leaders (e.g. Hu Yaobang
and Zhao Ziyang) to experiment with reform initiatives by making use of CMG and Shekou.
Ultimately, all of this points to Deng, the key architect of the opening up and reform and “the”
leader of the pro-reform faction, who endorsed Shekou during his 1984 visit. In the same year,
during the 35th national day ceremony in Tiananmen, two pageant wagons from Shenzhen were
present. Of the two, the one representing the Shekou Industrial Zone — displaying its famous
slogan “time is money, efficiency is life” — certainly overshadowed that representing the city of
Shenzhen. The slogan, celebrated and widely broadcast, demonstrated China’s full shift to a more
market-oriented economy. The success that Shekou had achieved in just five years proved the
effectiveness and necessity of the reform for China’s modernization. Thus, Shekou’s influential
presence in the national day ceremony stood as a clear sign of its key role in pioneering the

Xinhua News Agency publishes internal newspapers and magazines for leaders above certain level. These newspapers
and magazines often include important news that other domestic news agencies are not allowed to publish. And they
serve as an effective channel for leaders to get informed.
24
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Illustration 5.4: Wagon from Shekou industrial zone displaying its famous slogan “time is money,
efficiency is life”

Source: Wagon from Shekou industrial zone displaying its famous slogan “time is money, efficiency is life”, digital photograph, Yicai Media, accessed
01 Dec 2018, https://m.yicai.com/news/100069377.html.
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experiments of opening up and reform in China, which also justified the deep involvement of proreform central leaders in the development of Shekou.

Writing directly to central leaders had been an effective channel between Shekou and the central
government for resolving issues in Shekou. Gu Mu, then the vice premier and the leader in charge of
the special economic zone, had been the main point of contact for Shekou. At the beginning, one of
the major hurdles that Shekou faced was a lack of talent. Faced with difficulties of hiring capable
new personnel, Yuan had directly sought support from Gu. In March 1980, Yuan wrote to Gu,
requesting the authority to recruit talent for enterprises in Shekou by publishing in newspapers as
well as the authority to fire workers who did not meet expected requirements (CMG 1980). Both
requests ran completely contradictory to the existing employment system under the centrally
planned economy, which was characterized by the administrative allocation of jobs and the “iron
rice bowl”. However, Gu Mu approved immediately on the same day, stating his unanimous support
and encouraging Yuan to use his support as an endorsement to seek support from other
departments. As people later noticed, all the requests from Shekou to Gu Mu were approved on the
same day, despite the fact that it was more common for a request to the central government to take
at least three months to receive feedback (Tu 2008, 335). In other cases, Yuan’s request for the tax
reduction and exemption for selling containers out of Shekou was approved with the support of the
Vice Premier, Wan Li, by sending a letter directly to him, though customs had already denied Yuan’s
request (CMG 1983). The same day feedback from Gu Mu — and often in the form of a decision
favorable to Shekou’s requests — along with the overruling of bureaucratic decisions in a number of
cases reflects the strong support from the top as well as a sense of urgency regarding the
development of Shekou.
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However, even with support from high level officials, such as Vice Premier Gu Mu, requests could
still become bogged down. The institutional sclerosis and the vested interests of the bureaucracy
posed serious threats to the reform. Under such circumstances, endorsements from top leaders were
often required in order for things to move forward. The practice of writing letters to central leaders
seemed to have its built-in limitations, since at the highest level which the letters could reach,
concluding from all the cases in Shekou, was that of the vice premier. In order to get the attention
of top leaders, then, new channels were sought. The internal publication of important domestic
issues by the Xin Hua news agency, which was used as a reference for leaders in the central
government, emerged as a feasible and effective avenue.

After Gu put down his support for Yuan’s request for talent recruitment, nothing in reality seemed
to change over the coming months. In September, an internal publication by Xinhua news wrote an
article, titled “issues encountered in the construction of Shekou Industrial Zone” (CMG 1980). The
article listed several of the bureaucratic hurdles that Shekou faced, among them was the issue of the
recruitment that Gu Mu attempted to resolve months ago. The news immediately caught the
attention of Hu Yaobang, the soon-to-be party chairman and the widely known successor of Deng.
On that same day, Hu instructed that the issues be resolved immediately, issuing severe criticism of
the bureaucracy involved. Nine days after Hu’s instructions, final decisions on the issues were made
and specific resolutions were provided.

The bonus policy in Shekou at the beginning also faced setbacks (CMG 1980). In order to promote
the efficiency of construction work, Yuan proposed a bonus for crossing certain thresholds, or
meeting quotas in construction work. Under this policy, one of the wharfs was accomplished one
month ahead of the schedule. However, soon after people lauded the success of the policy, including
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Gu Mu’s endorsement for the policy, both the Administration of Labor and the Ministry of
Transport prohibited the practice, which led to the first delay of the construction work in Shekou
since its inception. Again, another internal publication by Xin Hua news agency was sent to the top
leaders. Hu Yaobang overruled the decisions of the Administration of Labor and the Ministry of
Transport, and the practice was soon resumed. When the project for the Chi Wan base and the
establishment of the NanShan Company had encountered bureaucratic strife between Shekou,
Shenzhen, and Guangdong, a letter from a journalist at the Xinhua News agency directly to the
Premier Zhao Ziyang received Zhao’s instruction to solve these issues on time, emphasizing its
urgency (CMG 1982). With Zhao’s endorsement, Gu also allowed Yuan full autonomy in operating
the Nanshan company and urged Yuan to go directly up to the state council, if the conflicts with the
city and province could not be resolved.

Gu Mu, though fairly powerful as a vice premier, still realized the limitation of his power in fully
navigating through these bureaucratic hurdles. During his third visit to Shekou in 1982, Gu urged
Yuan and his allies to report directly any unresolved issues to the Xinhua news agency and then to
Hu Yaobang, the party chairman at the time, and Zhao Ziyang, the then premier in the presence of
the provincial governor of Guangdong and the mayor of Shenzhen (CMG 1982). It became evident
that Gu clearly endorsed Shekou’s independence from the formal bureaucratic system, since he did
not require Shekou to seek approval first from the provincial and city governments, even given the
presence of their leaders. His actions also made it explicit that without unanimous endorsement
from top leaders, the reform in Shekou was unlikely to move forward.

Yuan Geng certainly understood the importance of having the direct support of, and intervention
from, top leaders during the development of Shekou. When Gu Mu met with Yuan in Zhongnanhai
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at the end of 1980, Yuan noted that most of the industrial zones in Asian countries were under the
direct administration of the government and headed by the top leader of the government and
expressed concerns about an enterprise operated industrial zone (CMG 1980). In Yuan’s statement,
there was a strong overtone of seeking the central leaders’ direct involvement in Shekou. His major
strategy for seeking the endorsement of the central leaders was often in the form of asking in person
for permission during the leaders’ visits to Shekou, often verbally first, then later in written form.
Meanwhile, the central leaders always seemed prepared to grant Shekou some autonomy, despite
being in fairly politically sensitive areas.

Zhao Ziyang, the Premier at the time, was well known for coining the phrase “Shekou Model”
during his 1981 visit. During the same visit, Yuan managed to get Zhao’s endorsement for CMG to
develop the Chi Wan port and oil base in the “way of Shekou” (CMG 1982, Tu 2008). The night
before Zhao’s visit to Shekou during the summer of 1982, Yuan wrote a letter directly to Zhao and
sent it to his hotel in which he sought permission to have CMG to build Chi Wan and retain the
profits for five years in order to fund the development. Zhao demonstrated his support for Yuan on
the second day right after stepping on the land of Shekou. The Nanshan Company was set up
specifically for carrying out the Chi Wan project and also had a far-reaching impact on the reform
agenda. The Nanshan Company was set up as the first joint-stock company in the PRC, though it
was not until 1986 that the same reform practice was piloted nationwide in some of the SOEs (Tu
2008, 258). Yuan had long expressed the strong intention to experiment with different types of
ownership in Shekou, attempting to find out the most efficient form of ownership which could have
a more far reaching impact on the reform; as he said:
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[W]e have fully state owned enterprises, state-controlled enterprises and collective ownership enterprises in
Shekou. We should try everything and compare them to see which one is doing better. If we fail, it does matter
since Shekou is so small. If we succeed, we can have the economists to summarize our experience. (ibid, 259)

This experiment in enterprise ownership again received the central leaders’ endorsement in person
during their visit, making the Nanshan company widely known as the pilot of the central
government (ibid, 274). As one of the veterans within the Nanshan company recalled, some central
leaders once said in Shekou to the accompanying leaders of the central ministries and the Shenzhen
and Guandong governments: “[The] Nanshan company should follow Yuan’s directions. All of you
should not intervene” (ibid.).

Yuan clearly realized that the economic reform could hardly be moved forward without the
necessary political reforms. This explained his enthusiasm for the political experiments as well as his
tolerance for the democratic actions in Shekou. Many of them, including the publication of an open
letter criticizing Yuan and Shekou in 198525, and the Shekou storm in 198826, raised considerable
national and overseas awareness, due to its strong overtone of political and ideological reforms. The
wide publication and debate on these events were certainly not possible without the permission of

In 1985, the newly founded “Shekou Newsletter” published an open letter to Yuan Geng which criticized both the
problems Shekou had faced as well as Yuan himself (CMG, 1985). At the time, open criticism of the work unit and the
leaders was largely seen as a tattoo, so Yuan did not attempt to prohibit the publication of the letter. This soon raised the
attention of both the media in the mainland as well as in Hong Kong. The two major political newspapers “People’s
Daily” and “Guangming Daily” reported the news on their front pages, along with the broadcast of Xinhua News and
the central broadcast station. Major local newspapers in Guangdong and Hongkong also published the news on their
front pages.
25

On the 13th of January 1988, there was a fierce debate between the youth education experts and the youth in Shekou
during a symposium on youth ideology education. While the experts emphasized the idea of working for the good of the
country rather than for money, the youth in Shekou opposed the idea and tried to justify the pursuit of economic
benefits through their own hard work. The essence of the debate touched the level of ideological reform. The debate
had been reported widely in both domestic and international media, including the People’s Daily with a 7,000 words
article and a special column.
26
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top leaders, revealing a probable intention of making use of these events to build up the momentum
for the political reform.

The democratic election for Shekou’s leadership was the most aggressive attempt Yuan had made in
the political arena (CMG 1983). Again, the foremost endorsement came in an informal verbal form
from the top central leader, Hu Yaobang, during his visit to Shekou in 1983. During the
presentation to Hu, Yuan first discussed the situation of Shekou’s development, and then elaborated
his tentative ideas of having a democratic election for the members of the management committees
in Shekou and an annual trust vote. Without much hesitation, Hu expressed his support on the spot
by simply saying “Good!”. Two months later, the first democratic election was held, along with the
first trust vote a year later. It would be unreasonable to assume that Hu’s immediate approval of
such a sensitive experiment was totally impromptu. Hu’s widely known support for a more
democratic political system certainly played a role. Party leaders, such as Deng, on a number of
occasions also expressed the same idea of the necessity to have the political reform in place in order
to facilitate the economic reform (Su 1999). Thus, the small-scale experiment in Shekou certainly
played into the hands of the leaders.

The above cases clearly demonstrate how informal politics enabled Shekou to implement the reform
initiatives with minimal interference. The informal politics characterized by the various forms of
direct communication between Yuan Geng and central leaders circumvented the formal bureaucratic
system, enabling a more efficient decision-making process. This in large part accounted for Shekou’s
fast development. Meanwhile, the informal politics certainly ensured the central leadership
unimpeded authority in guiding Shekou’s development, given that almost nothing would ever take
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place without the central leaders’ support. Thus, Shekou had considerable autonomy from the
formal bureaucracy, but only at the top leaders’ discretion.

In contrast to its counterparts in other Asian countries, Shekou, with its apparent special status, was
never institutionalized. Unlike leaders in other Asian countries, the top leaders did not formally sit at
the top of Shekou’s administration. Rather, the informal approach to decision making enabled the
pro-reform leaders to keep a tight grip on the implementation of the reform and development in
Shekou. Arguably, any attempt at institutionalization that formally delegated authorities to Shekou
would weaken the Party leaders’ absolute control over the situation, thereby eliminating the freedom
that party leaders had to maneuver in their reform experiments. In all likelihood this probably
reflects the real meaning of the “semi-independent Shekou” Gu Mu talked about (Tu 2008, 336).
The idea here is that Shekou should be independent from the formal bureaucratic system but not the
party and certainly not the control of top leaders.

In the end, what Yuan lamented most was that Shekou was never formally institutionalized as a test
field for national reform, especially after witnessing the gradual decline of Shekou in the second half
of the 1980s (author’s interview). This is partly due to the fact that Shekou was no longer as unique
as it was in the early 80s, since by 1988 there were 293 economic development zones in coastal cities
(L. Chang 2004). Administratively, Shekou lost its autonomous status in 1990 when it was merged
with Nantou district into the Nanshan District under the direct administration of the city of
Shenzhen. However, if viewed from the perspective that the pro-reform party leaders would like to
make use of Shekou and CMG to fulfill their own reform agenda, this strategy makes a lot of sense.
By keeping Shekou informal, decisions on reform experiments were largely subject to these informal
political practices and could thus only be legitimized by the top leaders. This again reveals the
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presence of deeply personal motives at work in the reform experiments in Shekou, which were
clearly connected to the various party leaders’ attempts to increase their power and influence.
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5.3 Shekou and the Political Reform
During its first several years of development, Shekou focused most of its attention on the
implementation of economic reform policies, quickly achieving considerable economic success. The
industrial output in Shekou was 16 million Yuan in 1982 (CMG, 1985). A year later in 1983, the
number increased to 139 million Yuan, nearly 9 times the output last year (ibid.). In 1984, the output
rose to 548 million Yuan, 35 times the output from two years prior, and making up one third of the
total industrial output of Shenzhen SEZ (ibid.). But as Yuan and the central leadership soon realized,
the economic reform could not proceed without political reform. Beginning in 1984, after Deng’s
visit, there emerged strong encouragement from the central government to have Shekou pioneer the
political reform, aiming for its impact to extend to the political structure and system reform, beyond
the enterprise setting. The political reform experiments in Shekou actually included both the concept
of the administrative reform streamlining the bureaucracy as well as the reform of political system.

Implementing reforms on the political structure within the system would certainly be difficult and
require more substantial effort, given the widespread institutional sclerosis and vested interests of
established political leaders. And yet, Shekou managed to provide a solid base upon which the
political reform could be built. As a quasi-government agency, Shekou had already demonstrated its
advantages over the incumbent political structure, mainly through its years of development guided
by the market-oriented principles and reforms.

Compared to the more common hierarchical and bureaucratic political structures, Shekou had
developed a more simplified governance structure that worked in a more efficient way. Requests
from enterprises in Shekou could usually be approved in one day (CMG 1983). Yuan once described
the advantages of Shekou’s governance system in terms of the absence of bureaus, divisions, and
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sections in its system (Tu 2008). During one meeting in 1982, when the mayor of Shenzhen (Liang
Xiang) mentioned that Shenzhen had already reduced the number of government departments from
more than 80 to 38, Gu Mu still urged Shenzhen to learn from Shekou by making its own
governmental structure leaner (CMG 1982).

In addition to these structural advantages in governance, the reform-minded leaders augmented
Shekou’s capability to pioneer reforms in the political arena. The democratic election in 1983 stands
as one piece of evidence — though these reforms did take place in the context of the enterprise.
However, it also turns out that they would have a further reaching impact on the political reform,
especially once carried out in a more politically relevant setting. Against this backdrop, the decision
to make Shekou the pioneer of the political reform seems to have come about quite naturally, with
Shekou being granted the status of a formal government. Having done this, a new formal political
structure emerged almost instantaneously, having already proved its ability to work efficiently within
the context of a market-oriented system. Due to its being initiated outside of the formal political
structure, the reform avoided (albeit in a roundabout way) the likely political logjams that would
have resulted in the formal context of the usual bureaucratic and party politics. By embedding these
risky political reform experiments — such as the democratic election — within the enterprise
setting, the process of introducing political reform into the government setting was smoothed,
especially if compared to directly introducing a democratic election in a government setting with no
precedent established. Moreover, leaving everything unchanged except the change of status from an
enterprise to a government, the momentum for the political reform in Shekou could be sustained.

This support for Shekou from the central government and the intention to have it lead broader
reform efforts only became more explicit after Deng’s visit in 1984. Returning to Beijing after his
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Illustration 5.5: Deng Xiaoping in Shekou in 1984

Source: Deng Xiaoping in Shekou 1984, digital photograph, People, accessed 01 Dec 2018, http://cpc.people.com.cn/n1/2017/0112/c6911329018327.html; Deng Xiaoping in Shekou 1984, digital photograph, People, accessed 01 Dec 2018, http://1872.cmhk.com/1872/forth-15.html
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visit in February, Deng met with central government officials to discuss the SEZ’s rapid
development (Tu 2008). Here he specifically mentioned Shekou, pointing out that it had developed
even faster due to the relative autonomy it had been granted. A month later, Yuan was summoned
to Beijing to present his knowledge of Shekou at the high-level symposium on coastal cities (CMG
1984). Later that June, another symposium was held in Shenzhen. During this meeting, Gu Mu
reiterated Deng’s complements regarding Shekou. Two days after the meeting, Gu Mu visited
Shekou for the sixth time, explicitly stating that the central government had already made up its
mind to grant Shekou more power and autonomy (ibid.).

This power certainly went beyond the economic arena. Shekou was assigned the formal status of a
government in July, with the approval of the establishment of both the Shekou district party
committee and the Shekou district administrative bureau. The former governmental functions that
the Shekou management committee held were transferred to the district administrative bureau,
which now performed the functions of a district level government. Both agencies were headed by
the leaders from the Shekou management committee. This gave Shekou formal governmental
authority, while the underlying structure of its administrative system remained largely unchanged. A
new political structure and system were thus established immediately.

At that time, there was a strong sense of consensus on the experimental role Shekou would play in
the reform with respect to the political system both within, and outside of, Shekou. An analysis
presented in a 1985 report by the Policy Research Institute in Shekou specifically states that the use
of a democratic election would be grafted onto the newly founded government agency (the Shekou
administration bureau), which would keep exploring the possibility of a democratic election system
for possible use by the government in the future (CMG 1985). Several days after the establishment
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of the government agency in Shekou, the party secretary of Guangdong, Lin Ruo, visited Shekou
and encouraged it to take a step forward in the reform of the political system at the district level
(CMG 1984). In 1985, during the seminar on the Social Economic Development Strategy in Shekou,
scholars emphasized the leading role Shekou had played in the reform, pointing out that it should
now broaden its vision of the reform, referring specifically to the political reforms (CMG 1985).

Co-opted by the formal political system, with its market-oriented structure and capability to carry
out political experiments, Shekou took on the mission of contending with the incumbent system,
aiming to provide a roadmap for possible larger-scale reforms of the extant political structure. In
short, after having used Shekou to pioneer the economic reform for the first 5 years, the pro-reform
leaders would again place Shekou on the front line, only this time for purposes of political reform.
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5.4 Conclusion
In an article on 20th anniversary of Shekou, the author argued that the reform in Shekou was
bottom up rather than top down (Tu 2008). Yuan himself disagreed with this characterization,
arguing that this statement exaggerated his role (ibid.). Undoubtedly, Yuan had played an
indispensable role in Shekou’s development. In both interviews and books on the reform, Yuan is
nearly always depicted as “the” man who made Shekou. Indeed, even as early as 1985, the questions
were raised concerning what to do after Yuan left, reflecting Yuan’s irreplaceable role in Shekou.

On the one hand, we might simply presume that Yuan was being humble by rejecting this statement.
But on the other, there may well be some truth to his suggestion that his role has been exaggerated.
At first glance, Yuan did set in motion most of the reform initiatives. Yet the analysis I have
provided in this chapter demonstrates that there was also strong support from the pro-reform
leaders in in the central government directing the reform experiments in Shekou, with them holding
the ultimate decision making power through the informal decision making channels that had been
established. Thus, it is clear that without endorsement from the central government, almost nothing
would take place. With their political prospects at stake, the pro-reform leaders needed someone at
their discretion to stand on the front lines and implement their vision, and to assume the risks
associated with its implementation. Yuan and the SOE, China Merchants Group, played this role in
Shekou. With his political perspicacity, Yuan certainly knew how to handle the central leadership,
which probably most accurately reflects Yuan’s actual contribution to the reform in Shekou.

In sum, CMG was the political tool in Shekou that Deng and his allies made use of in order to carry
out their experiments with reform. Rather than simply being either bottom-up or top-down, there
emerged a coalition between the pro-reform central leaders and their executing agency, CMG, which
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operated outside of the formal political structure in order to facilitate their reform experiments in an
efficient and effective way.
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Chapter 6 Central SOEs in the Era of Xi
6.1 "SOEs Should be Bigger and More Powerful"
Soon after the political turbulence that began before the succession, Xi swiftly worked to centralize
his power. The result was that under Xi’s regime the Party had certainly gained more importance. Xi
has been the “core” of the Party since the Sixth Plenary Session of the 18th Communist Party of
China (CCP) central Committee (Oct24-27, 2016). Being named the “core” of the party is especially
important in Chinese political context which implies the concentration of power and authority in the
leader as well as such concentration of power is widely accepted, even if it is only a non-official title.
Before Xi, Mao Zedong, Deng Xiaoping and Jiang Zeming were able to receive this title. At the 19th
Party Congress in 2017, Xi’s work entitled “Xi Jinping’s Thought on socialism with Chinese
Characteristics for a new era” was incorporated into the Party Constitution as one of the three
fundamental doctrines of the CCP. The two previous leaders — Jiang Zeming and Hu Jintao —
were never able to achieve this, so the fact that Xi has, puts him at the same level as the founder of
the PRC, Mao, and the architect of the opening up and reform, Deng. The leading small groups are
one of the political mechanisms that Xi has leveraged in centralizing his power concerning almost
every aspect of the nation, and he personally sits at the top of seven leading small groups (S. L. Shirk
2018)27. The Party has apparently become more dominant under Xi’s leadership, overshadowing the
power of the state. In addition to Xi’s constant public emphasis on the Party’s dominant role in the
country, the power previously residing in the state has also been shifted to the Party. As Shirk points
out, the Leading Small Group on Comprehensively Deepening Reform that Xi chairs has essentially
replaced the functions of the state council (ibid.).

The seven Leading Small Groups include the national security committee, the central comprehensive deepening
reform leading group, the central military commission deepening the national defense and military reform leading group,
the central cybersecurity and informatization leading group, the central foreign affairs national security work leading
group, and the central leading group for Taiwan work and the central finance leading group.
27
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Time and again, Xi has shown his intention to centralize the mammoth state sector, especially the
large central SOEs, emphasizing party control over these SOEs. The 97 central SOEs under the
State-owned Assets Supervision and Administration Commission (SASAC), which was created in
2003 by Hu’s regime for the purpose of administering the central SOEs, accounted for 32% of the
national GDP in 201728. The SASAC and National Development and Reform Commission
(NDRC), which used to have major roles in the SOEs and their reforms, had their authority over the
central SOEs weakened (Leutert 2018).

The goal of enhancing the party’s influence inside the SOEs has been made explicit as well. In Oct
2016, Xi presented his firm statement that the CCP has the final say over the SOEs in the National
State-owned Enterprise Party building Work Conference (ibid.). In the following year, party building
work and the Party committee’s part in corporate governance were required to be incorporated into
the corporate charters by SASAC and the Party committee’s authority to “play a leadership role” in
the SOEs was incorporated into the Party Constitution (ibid.).

In addition to centralizing both personal and the party’s power over SOEs, Xi has constantly
advocated for the SOEs to grow bigger and more powerful, which he has done since he took power
in 2012. After the idea had been circulated at various high-level conferences on the SOEs, as well as
during Xi’s visits to provinces with large state sectors29, it was finally incorporated into the 19th

The total revenue of the 98 central SOEs under SASAC in 2017 was 26.4 trillion Yuan, data retrieved from
http://www.sasac.gov.cn/n2588025/n2588139/c8779453/content.html; The GDP in 2017 was 82 trillion Yuan, data
retrieved from http://www.stats.gov.cn/tjsj/zxfb/201901/t20190118_1645555.html.
28

In the end of 2013, Xi first proposed the idea in his instructions for the work of SASAC. At the Central Economic
Work Conference in the end of 2014, Xi again emphasized the idea. Xi mentioned the idea for the third time during his
visit to Jilin Province in July 2015. In 2016, Xi emphasized the idea at two separate national meetings regarding SOE
29
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Party Congress Report in 2017. In particular, Xi has long emphasized the importance of the central
SOEs for the ruling power of the CCP. But rather than paying mere lip service to this idea, actions
have been taken to make SOEs, especially the central SOEs, bigger and more powerful. As Leutert
has observed, since 2014, there has been a rising number of mergers between SOEs in order to build
up new strategic monopolies, with 11 mergers having taken place in 2015 and 2016, doubling that of
the total number for the three years from 2012-2014 (Leutert, 2016).

By centralizing authority over the central SOEs, Xi has added a powerful weapon to his arsenal,
allowing him to more effectively carry out his policy goals.

reform and SOE party building. Information retrieved from http://www.qstheory.cn/llqikan/201805/07/c_1122796282.htm.
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6.2 SOEs as Xi's Political Tool
Along with the rise of their power and the centralized authority of the party leadership over them,
Chinese SOEs — and central SOEs in particular — have begun to play a more important role in
both international and domestic strategies under Xi’s regime. In this section, I discuss two key
national strategies, which are the “Belt and Road Initiative” and “Greater Bay Area”, both of which
Xi has directly orchestrated. My central contention here is that the central SOEs function as an
essential political tool for Xi to implement these two grand initiatives, serving not only national
interests, but Xi’s personal policy goals as well.

Belt and Road Initiative (BRI)
Xi introduced the “Belt and Road Initiative (BRI)” in 2013, aiming to facilitate investment in areas
such as infrastructure in countries across the continents of Asia, Europe, and Africa. Having been
widely discussed, the initiative is designed to promote China’s geopolitical and trade ambitions,
increase its influence in the international political arena, as well as provide a boost to the national
economy and the SOE reforms (Ferdinand 2016, Y. Huang 2016, Liu and Dunford 2016, Cai 2017).
In addition to these well-established goals, I argue that the scheme not only aims to put China at the
center of the international stage but is also motivated by the personal political goals of Xi. More
specifically, it serves as a tool to enhance Xi’s personal power and influence in domestic politics.

Xi’s personal support for the scheme is widely published in media, and the incorporation of the
“Belt and Road Initiative” into the CCP constitution further highlights Xi’s special attention to the
scheme (Goh and Ruwitch 2017, Bulloch 2018, Greer 2018). Since unveiling the Belt and Road
Initiative, veteran China-watchers have identified the personal dimension of this grand, crosscountry scheme. Johnson argues that the “Belt and Road Initiative” is an important way for Xi to
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promote his “China dream” and the rejuvenation of the Chinese nation more generally, the success
of which Xi’s personal authority and legacy is now based (C. K. Johnson 2016).

Given the political interests of the initiative at both the national and personal levels, the capability of
the central SOEs to take concrete actions under the dominant control of the party and the party
leadership, have played an important role. As the data released by the SASAC in 2018 shows, 3,116
projects in the belt and road countries have been carried out by around 80 central SOEs in the past
five years, which accounts for 70% of the total value of contracts under the “BRI” since then
(Suokas 2018). Though Xi has not explicitly advocated his intention of using the central SOEs as a
powerful tool for implementing the initiative, the repeated emphasis by SASAC on the function of
the SOEs as the central power in the grand strategic initiative of the “BRI” stands as evidence
(SASAC 2017). When I interviewed a former high-level management official from a central SOE
involved in the initiative, I inquired about the advantages of using central SOEs in the “BRI”, and
he told me with a grin: “of course, we are efficient in getting things done; we do not overemphasize
profit like our private counterparts; and we are certainly more obedient (“ting hua” in Chinese)”
(author’s interview). The second time I met with him, he talked about their overseas projects: “We
have many projects overseas, and most of them can be said to be related to the ‘BRI’. Of course,
only the successful ones would be promoted as projects under the “BRI” (author’s interview). The
first response strongly indicates the key role of the central SOEs in Xi’s grand initiative, and the
second highlights the importance of the success of the initiative, implying the function of the central
SOEs of absorbing the risks involved.
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Greater Bay Area (GBA)
Compared to the explicit evidence concerning the role of the central SOEs in implementing the
“Belt and Road Initiative”, their role in the Greater Bay Area is more elusive. Through interviews
with key personnel from some of the central SOEs taking part in the scheme, as well as an analysis
of publicly available information, I argue there emerges an implicit intention to make use of the
central SOEs as a major governing mechanism in the coordination of the development of the
metropolitan region in the “Grand Bay Area” scheme, which serves as a response to the daunting
issue of the widespread lack of coordination in metropolitan areas across the globe.

Metropolitan regions are not a new phenomenon in China. The Shanghai economic region that
comprised 10 cities along the Yangtze River Delta was proposed in 1982 (Wu 2016). But it is under
Xi’s regime that the concept has gained more attention from top leaders. Several metropolitan
regions have been upgraded to the level of national strategy, for example. Among the most wellknown, the Jing-Jin-Ji metropolitan region was proposed by Xi in 2013 and includes Beijing, Tianjin,
and Hebei (Xin Hua Net 2017). In 2014, Jing-Jin-Ji was upgraded to the national level strategy
status. Pressure on metropolitan regions has only increased since then. As early as 2015, the concept
of the “Greater Bay Area” was first put forward as an important node of the “BRI” (Xin Hua Net
2015). In 2017, the development of the Greater Bay Area was incorporated into Xi’s report at the
Party’s 19th congress, becoming another national level strategy. In August of 2018, Han Zheng, the
vice premier and head of the leading group for the “Greater Bay Area” initiative, clearly
demonstrated Xi’s personal blessing for the development of the “GBA”. Han stated that Xi actively
planned and promoted GBA in person (Ta Kung Bao 2018). Most recently, in November of 2018,
Xi strongly endorsed the development of the Yangtze River Delta (YRD) region as a national level
strategy (Wang and Ni 2019).
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The development of metropolitan regions certainly serves China’s national interests, a fact which has
been widely publicized and discussed. In the case of the Greater Bay Area, economically, the
integration of mainland China to Hong Kong and Macau aims to enhance the economic
development of the region through cooperation, with the ultimate goal being to form a regional
economic center that can play an important role in today’s era of globalization. Moreover, the
economic volume and scale of the region makes it an ideal starting point to lead the “BRI” (D. Mao
2017). Politically, the integration aims to lay the foundation for a further reunification with Hong
Kong and Macau, even having Taiwan in sight for the future (Beitlet 2017).

Beyond the political agenda at the national level, I argue the metropolitan regional policy has
personal motives embedded within its political agenda as well. More specifically, the development of
metropolitan regions serves as another of Xi’s strategies for consolidating his power, a response to
the fragmented state of political power at local levels in China. Veteran China scholars have
observed the increasing power of provinces and cities that has occurred since the economic
decentralization, with Beijing seemingly being incapable of maintaining absolute control. On this
point, Wu argues that the market reforms of the late 1970s has led to the crisis of localism and local
competition which have made it difficult for Beijing to coordinate development (Wu 2017). In her
most recent article reviewing the current political situation in Beijing, Shirk finds that under
reciprocal accountability, the party center can hardly force local politicians to implement policies
they do not favor (Shirk 2018). This regional self-centeredness is also widely acknowledged among
high-level officials as a hurdle for the reform (Lee 2017). Against this backdrop, Wu argues that the
metropolitan regions have emerged as a way to re-centralize the governing power, which leaders aim
to use to respond to the problem of fragmented local power structures and thus enhance the party
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center’s ability to regulate local development (Wu 2017). In this sense, the rationale behind Xi’s
personal enthusiasm for metropolitan region development becomes more explicit, especially given
his well-known desire for more centralized power.

The Failure of Coordination in Mega-Regions Across the Globe
However, the development of metropolitan regions is easier said than done. In practice, the
development of metropolitan regions has been met with a wide range of difficulties across the globe,
and on this point, China is no exception. The paramount issue in building a successful metropolitan
region lies in the capability to coordinate the development of the municipalities that are involved in
the region. In short, the difficulty here seems to be finding the right technique for successful
coordination. Issues such as the spatial complexity of social and economic activities, institutional
fragmentation, and competing power coalitions are prevalent challenges making such coordination
difficult (Salet, Thornley and Kreukels 2003). At the same time, the inter-competition between local
governments, with their inbuilt differences and inequalities, as well as the multiple levels of
government, each initiating their own policies in the area of urban and economic developments, also
seem to be great hurdles to successful coordination (ibid.). Though Salet, et al. mainly focus on
regions in Europe, similar challenges hamper the development of well-coordinated metropolitan
regions across the world.

Efforts have been made to respond to issues surrounding coordination. Primarily among them has
been the development of a new form of meso-government to operate at the regional scale. The
results, however, have turned out to be less than positive. A United Nations report on the
governance of metropolitan regions demonstrates various cases in which the meso-government
approach is ineffective at responding to these coordination issues (Andersson 2015). In the case of
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the Manila metro region, for example, despite being under the direct supervision of the president of
the country,, the Metropolitan Manila Development Authority has experienced great difficulty in
carrying out the task of coordination, primarily due to its lack of political power in enforcing local
mayors — whose autonomy had been growing — to implement the central government’s agenda
(ibid.). In the case of metropolitan regions in Europe, Salet, et al., argue that, in practice, the mesogovernment approach works less than expected in the task of coordination because mesogovernments cannot avoid the influence of the major cities they oversee, which typically have more
power in policy making processes (Salet, et al. 2003). In many cases, major cities dominate regional
policy making processes, while the smaller ones are included unwillingly, thus making coordination
efforts under fairly unstable and unable to overcome fragmentation and conflict (ibid.).

In China, the establishment of a formal meso-government agency is not a common practice. Rather,
it is more common for the Leading Small Group to handle the task of cross-regional coordination.
This Leading Small Group usually has an authoritative status of above that of the ministry level and
is commonly chaired by a key leader from the central government. In the case of Jing-Jin-Ji, for
example, the region was initially chaired by Zhang Gaoli, the vice premier and a standing committee
member of the politburo, who was then succeeded by Han Zheng, who held the same official
positions as Zhang. However, as with other metropolitan government agencies, the Leading Small
Group is institutionally weak without legally binding power, resulting in weak policy implementation
(Miller 2014, Leutert 2018). This is well-evidenced by the perennial failure to resolve the problem of
air pollution in Beijing, which has been one of the major targets in the establishment of the Jing-JinJi region (C. Zhang 2013).
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Moreover, the structural mismatch between the rigid governmental structure of higher level
authorities and the dynamic development of metropolitan regions makes it almost impossible to
quickly respond to the changing conditions in metro areas, which also accounts for the common
ineffectiveness of governmental intervention (Salet, et al. 2003, 16).

In a nutshell, the formal government structure set up to respond to the coordination issue often
cannot take effective action. The lack of sufficient political power to enforce tasks and policies on
local governments in a fragmented institutional context is one of the key reasons for this.
Additionally, the gap between the coordination of policies and their outcomes is also widened by the
fact that actual power often falls into the hands of local governments, who are by default in charge
of implementing projects. The inflexibility of the government structure further weakens its ability to
formulate coordination strategies that can respond effectively to the changing environment. The
current trend of ineffective coordination has caused issues in metropolitan regions, such as inter-city
competition, unbalanced development, environmental degradation, redundant production capacities,
etc. — all of which hamper coordinated development (Otgaar, et al. 2012).

Central SOEs as a Coordination Mechanism
As previously noted, the mere intervention of a formal government in the form of a mesogovernment, or a Leading Small Group in the case of China, is simply not enough to ensure
effective coordination. As observed by Phares, “there emerges a blending of formal government
structure and informal governance arrangements” in metro areas that “best suit their problems in
the context of the institutional and legal structures they must work within” (Phares 2014). Following
this line of thought, in the case of the Greater Bay Area, in addition to the setting up of a formal
government structure in the form of the Greater Bay Area Leadership Small Group, I argue that
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central SOEs can be viewed as an “informal governance mechanism” that coordinates the
development of the metropolitan region of the Greater Bay Area. Their ability to carry out industrial
and economic policies in the form of business, and their flexibility in coping with changing
environments, both complement formal government structures, often making coordination efforts
both more effective and efficient.

As a polycentric metropolitan region with several cores of economic importance, the Greater Bay
Area certainly needs even more coordination efforts (Otgaar, et al., 2012). In the 16th
Competitiveness report on Chinese cities, 3 of the 11 cities in the area are listed in the Top 10 cities
in terms of their comprehensive competitiveness (People's Daily 2018). Shenzhen is listed as No. 1,
followed by Hong Kong in second, and Guangzhou comes in at the fourth place (ibid.).
Consequently, cities have long been in competition with each other for the leading position in the
region. Guangzhou, the provincial capital of Guangdong and an historical economic and political
center in the south, has been competing with the cities of Shenzhen and Hong Kong (Xu and Yeh
2005). Already overshadowing Guangzhou, Shenzhen’s quick rise presents great competition for
Hong Kong. The news in 2018 that the GDP of Shenzhen exceeded Hongkong, though soon
denied by the Shenzhen government, demonstrates the fierce competition for the position of the
dragon head in the region (D. Zhang 2019).

Like the Jing-Jin-Ji metropolitan region, the Greater Bay Area Leading Small Group was set up in
2018 in order to govern and coordinate the development of the region. Han Zheng, the vice premier
and a standing committee member of the politburo, chairs the group along with members of the
party secretary of Guangdong province and both the chief executives of Hong Kong and Macau. At
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the same time, evidence that central SOEs have taken on part of the coordination tasks at the
ground level have become more apparent.

The involvement of SOEs in the development of the Greater Bay Area is manifestly apparent. While
visiting the three Hong Kong-based central SOEs of CMG, China Resources, and China National
Travel Service Group, the director of SASAC, Xiao Yaqing, emphasized that the central SOEs
should actively engage in the development of the Greater Bay Area (Phoenix New Media 2018).
Widely recognized as one of the major anchors for the Greater Bay Area and receiving various high
level status titles including the national level new area and the free trade area, the Nansha district in
Guangzhou has attracted central SOEs to set up more than 66 southern headquarters and
subsidiaries in the district (City Government of Guangzhou 2017).

Among central SOEs, those which have engaged in the region’s development for a long period of
time aim to play a more prominent role, including CMG, China Resources, and OCT. The
possession of rich resources within the region is certainly a competitive advantage over their
counterparts. In the case of CMG, 90% of the group’s core assets are allocated in the Greater Bay
Area (China Merchants Group 2017). The Greater Bay Area is also the region with the greatest
source of income and profit for China Resources, making up 36.9% of its total assets (Cao 2018). As
Jaros has noted, compared to many other countries where governments lack the ability and
resources to achieve urban and regional development goals, government actors in China are more
capable of mobilizing organizational capacities and resources (Jaros 2016). Central SOEs are
certainly among the resourceful government actors that Jaros refers to. The rich resources of the
central SOEs lay a solid foundation for their further intervention within the development of the
Greater Bay Area as well as ensuring their long-time commitment to the region.
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Built on their ready-made resources in the region, central SOEs have demonstrated a strong
intention to lead regional development by making use of their own industries and capacities for
industrial development. CMG, with its new slogan of “becoming the leading city and industrial park
developer and operator”, aims to make use of its expertise concerning industrial park development
and operation to facilitate regional development (China Merchants Group 2015). As implied by the
new slogan, CMG’s role goes beyond that of mere real estate developer. With industrial parks as a
platform upon which to operate new industries, CMG undertakes the task of facilitating industrial
upgrades and the coordination of cities to help them better fit into the development scheme
(Greater Bay Area Research Group 2017). This role of “guiding the industrial development in the
region” in order to promote the development of the GBA is also specifically mentioned in the
official news, demonstrating that the SOE is one of the governing mechanisms managing the
region’s overall development (Economic Information Daily 2018). In the same vein, in order to
achieve the goal of creating the GBA as a world class tourist destination, a well-connected and
coordinated tourism industry was proposed (Yangcheng Evening News 2018). The establishment of
the Greater Bay Area Tourism Associate provides a formal platform for city governments to
coordinate their effort. At the same time, OCT, with its expertise in the tourism business, has
already demonstrated its potential for enhancing the coordination of the development of the tourism
industry in the region. Already having tourism projects across 5 out of the 11 cities in the GBA and
expecting involvement in even more cities, OCT certainly has the potential to become a major force
in shaping the regional tourism industry with a tourism network that connects the different parts in
order to form a whole (Shenzhen Daily 2019).
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Given the above evidence, I argue that central SOEs can become the major forces in shaping the
economic bases of cities in the region in the form of business intervention, as well as performing the
role of economic coordination at the regional scale by managing their investments within a regional
perspective. Thus, the central SOEs jointly form another level of coordination, along with level of
the formal authorities, in managing regional economic development. In this regard, the central SOEs
have become an effective complement to the weak implementation capability of formal government
coordinating agencies. With the party’s augmented control of central SOEs, it is reasonable to
assume that the role of political intervention in shaping these SOEs’ decisions is inevitable. In this
case, central SOEs function as an effective political tool, operating under the disguise of businesses,
in order to implement the task of coordination in regional economic development.

My interviews with personnel in CMG stand as clear evidence for this point of view. When I asked
about the role of CMG in the Greater Bay Area, in addition to noting their wealth of resources and
the businesses being aligned with an area’s needs, the interviewee emphasized: “with all these
resources, we can consider the investments in the region as a whole when making our development
strategy. Compared to other SOEs that just have one or two investments in the region, we certainly
have a broader and comprehensive vision.” He continued to discuss the complementary industries
they will be able to develop in different cities according to their varying features. Based on this
response, I made a more targeted inquiry about whether their investment decisions concerning
where and what to invest will be impacted by political forces, he laughed: “We are a central SOE.
Surely, there will be political impacts. But it is also in our interest to do so, right?”

The interviews, on the one hand, confirm that central SOEs, along with their resources and
industrial development capability, are commonly leveraged as political tools for the development of
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an area. The idea of complementary industrial developments in different cities mentioned in the
interviews also reflects the way coordination can be accomplished by the intervention of central
SOEs. At the same time, the interview elucidates the various rationales for having specific SOEs,
such as CMG and OCT, play this coordinating role. In contrast to the assumption of absolute
political enforcement from the top, the business interests of SOEs and the political interests of party
leaders are in fact well-aligned by having SOEs with competitive advantages in the region to carry
out tasks. This “win-win” situation for both the SOEs and central leaders certainly works in a more
effective fashion to incentivize SOEs to be part of the game as well as for party leaders to achieve
their political goals.

Thus, in view of the active role that CMG, along with other central SOEs, has played in the “Grand
Bay Area” scheme, SOEs, especially central SOEs that are not geographically specific, undertake the
task of regional economic coordination in the form of business. The “informal” governance
structure made up of central SOEs complements the current metropolitan regional governance
system, which is generally weak in implementation. Given the evidence demonstrating the inevitable
political influence on the investment decisions of central SOEs, I argue that SOEs function as an
effective governing and planning tool that have allowed party leaders to implement the regional
development strategy in a more effective and efficient fashion, incorporating both cross-border and
cross-administrative boundary cities and regions.

Concluding from both the cases of BRI and the GBA, central SOEs take on political missions. Their
business nature allows more concrete implementations of policies that the formal government
structure cannot manage to accomplish. Moreover, in contrast to the rigid formal government
institutions, SOEs provide the required nimbleness for responding to dynamic environments,
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making them more effective in actualizing political goals. Thus, central SOEs have become one of
the powerful political tools under Xi’s regime. This also in part explains the growing importance and
power of central SOEs since Xi took power as well as the centralized authority of Xi over these
mammoth organizations. As the state apparatus have been overshadowed by the party, the party’s
growing dominance over SOEs is not surprising. On the one hand, this reflects the importance of
the control of central SOEs to the ruling power of the CCP, as Xi has clearly stated. On the other
hand, the Party, and thus Xi’s overriding authorities over the central SOEs, adds another formidable
arm of power to his already paramount authority, which works at his discretion to implement
policies for the sake of both national and personal interests.

142

Conclusion

Conclusion: SOEs and the politics of leadership
Since its inception, Shenzhen has been widely recognized as a city driven by strong market forces,
both publicly and academically. Quite naturally, the city’s rapid growth has in large part been
attributed to market economic forces. In a way, this statement is fair, since most of the experiments
with market reform policies were initiated in Shenzhen Special Economic Zone (SEZ), and more
precisely, Shekou. However, when looking beyond the surface of these policies, we see that SOEs
— and especially central SOEs — have emerged as the underlying force advancing the city’s
development as well as the reform, especially in its early stages. The China Merchants Group (CMG)
was first present in the city in 1978, technically before the establishment of the city, and was then
followed by various SOEs at the central, provincial, and municipal levels in the years to come. In the
form of industrial zones, the SOEs’ continuous intervention in the city’s development had shaped
the city’s urban structure and arguably worked as the invisible planners that guided the city’s overall
development.

Thus, against to the predominant view that Shenzhen’s growth has been primarily driven by market
forces, I argue that the Chinese state in the form of SOEs were in fact the driving force behind the
development of Shenzhen, especially in its earliest stages. Besides shaping the city’s physical and
economic structures, the central SOEs (especially CMG in Shekou) also pioneered the reform
experiments. This has two implications for explaining the city’s fast development. On the one hand,
the reform experiments laid out a clear roadmap for the future Shenzhen SEZ to follow. On the
other hand, the central SOE of CMG and its rapid pace of development in Shekou created a strong
sense of competition for the Shenzhen SEZ. These two factors jointly drove the city’s fast
development.
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My argument that the state was the major driver for the development of Shenzhen in its early stages
is not where the investigation stops, since the role of the SOEs in shaping the city’s urban
morphology and economic structure is not unique in Shenzhen. From the SOE compounds in
Mao’s era that shaped urban centers, to the trends of commercialized urban center and
suburbanization in the early reform era, all the way through to the SOE-centered urban growth after
the state pushed back in the 2000s, SOEs have been one of the major forces in defining China’s
urban landscape. What is worth further investigation is the question of “Why SOEs for the
reform?”, in view of the fact that the central SOE of CMG in Shekou had pioneered China’s reform.
Was it a deliberate move or merely the consequence of a hasty decision?

Yet preceding this question, another question requires investigation: why reform? If reform was not
a must in the late 1970s (S. Shirk 1993), then what was the rationale for it? Shirk insightfully adds a
dimension at the individual level to the understanding of the political logic of the reform by arguing
that the reform was leveraged by Deng as a political strategy to discredit Hua and his faction in the
power struggle for the top position (ibid, 37). And she is not alone in this regard. Many veteran
China scholars echo Shirk’s viewpoint, emphasizing the important role of personal power interests
in policy making on the basis of their long-time observation of political developments in China (P.
H. Chang 1978, Pye 1981, Lieberthal and Oksenberg 1990, Fewsmith 2013). Following this thread, it
can reasonably be argued that the success of the opening up reform, specifically the success of the
SEZ initiative, is where Deng’s legitimacy and political power came from. This also helps to explain
the rapid development of the Shenzhen SEZ.

Understanding the political logic of Deng’s reforms also helps to elucidate the constraints under
which Deng and his allies were operating in their efforts to implement the reform. Seizing ultimate
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power was a fierce but certainly not a long-term process, though on the contrary, time pressure was
built into the reform. However, the fragmented power structure embedded in the Chinese political
system posed great hurdles to moving the reform forward. Features such as consensus building as
well as bureaucratic and party factional politics all led to the lengthy and complex decision-making
process that could have delayed or even entirely killed the reform. The gap between policy and its
implementation certainly threatened the effectiveness of the reform by increasing uncertainties
surrounding it. Meanwhile, the implementation of the decentralization policies in the past decades
left the central government with an enormous budgetary deficit, further weakening its ability to
enforce reform policies. Thus, for Deng and his pro-reform allies, the cumbersome politics and
tightened fiscal situation ruled out relying on the formal bureaucratic system as the main policy
implementation channel.

Given that the party had never loosened its control over SOEs, the SOEs under the party’s control
provided pro-reform leaders a viable alternative for implementing their visions. If making use of
SOEs, especially central SOEs, to implement the reform was a deliberate move on the part of the
pro-reform leadership, then the following five factors best explain this strategy.

First, making use of central SOEs allowed for the efficient implementation of policies, since they
could circumvent the bureaucratic system as well as the cumbersome inner party politics. Second,
the central SOEs’ financial capacities would relieve the central government from fiscal responsibility
and lay a solid foundation for the policy implementation. At the same time, the financial
independence was likely to reduce bureaucratic interference, which would again ensure the effective
and efficient implementation of reform policies. Third, given the central leadership’s lack of clear
road maps for the reform, the more business savvy central SOEs had the ability to translate their
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visions into more concrete actions. Fourth, once the direct channel of communication between the
central government and central SOEs was established, it ensured that central leaders would not be
misguided by information manipulated by local authorities. The implementation of policies would
then be less subject to the discretion of the local authorities. Fifth, the less geographically bounded
central SOEs would prove to be more flexible in working across territorial boundaries, should their
intervention in other regions be necessitated. These factors taken together ensured the strategy of
making use of central SOEs in the reform policy implementation to generate reform results in a
more effective and efficient fashion and thus create momentum for the reform, ultimately aiming to
enhance Deng’s ruling power. This is what I call the “political logic of SOEs in the making of
Shenzhen SEZ”. SOEs and the politics of leadership (and their embedded power plays) became
closely intertwined with one another.

The establishment and development of Shekou by CMG clearly embodies this political logic. The
informal political decision-making processes between the pro-reform central leaders and the CMG
leaders enabled them to circumvent the incumbent political structures. The autonomy granted to
CMG through this informal channel had enabled it to carry out the reform experiments effectively
and efficiently, insulating it from much bureaucratic interference and politics. The prevalent practice
of informal politics, on the one hand, reflected a strong sense of urgency. On the other hand, this
added a strong personal dimension to the reform experiments, given that the pro-reform leaders
held the final authority to select and implement the experiments they saw fit. Shekou, widely known
as the place where the reform and opening up began, was also the place wherein the momentum for
the reform and Deng’s political power was established. The central SOE of CMG was relied on by
Deng, along with his allies, as a personal political tool to carry out his reform visions and ultimately
to consolidate his political power.
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However, is this practice of making use of central SOEs as a personal political tool unique to Deng’s
regime? The answer would seem to be no, since the analysis of central SOEs in Xi’s era also
demonstrates a similar practice. Central SOEs have regained their prominence in Xi’s era, as Xi has
proposed bigger and more powerful central SOEs. Through analyzing the role of central SOEs in
the “Belt and Road Initiative” and the “Great Bay Area” cases, I argue that central SOEs have
continued to play a critical role in implementing Xi’s foreign and domestic policies, which not only
serve national interests but also Xi’s personal interest for power consolidation. Xi’s constant call for
a stronger party control over SOEs thus paves the way for his ultimate power over central SOEs as
the party chief, adding a powerful tool which complements his institutional authority.

Under both the regimes of Deng and Xi, SOEs, and central SOEs in particular, became both a
personal political tool as well as an important component of the informal governance arrangement
of the leaders. In other words, Chinese SOEs came to complement the extant formal political
system, pursuing goals not only in the interest of the nation, but also personal policy goals of the
leaders themselves. The relationship between SOEs and the political leadership thus adds another
important dimension to the understanding of the role of SOEs in Chinese politics, a common
practice that more scholars working on China need to recognize.

Taking an audacious step further, I intend to speculate the relations between high-level politics and
the physical manifestation of urban structures in China. The level of economic and political
tightening in a way corresponds to the urban structure models developed during specific time
periods. Generally speaking, the emphasis on big cities, as well as on the development of
metropolitan regions, both serve as tools to enhance economic and political control. As such, we
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tend to see the development of urban patterns with one or both of these features during periods of
high economic and political tightening. By contrast, in a less strict economic and political
environment, we see smaller cities burgeoning. For example, during Mao’s era, which is associated
with high levels of economic and political tightening, the structure of the urban fabric featured a
city-satellite model, which emphasized the critical role of big cities. By contrast, the era of Deng’s
leadership was associated with less economic and political tightening, and seems to correlate with a
more dispersed local model which constrained the development of large cities and promoted the
development of small-to-mid sized cities.

And in yet another case, the Jiang and Zhu era saw major efforts to concentrate power of the central
government, the most well-known effort being the 1994 tax reform. Here again, at the level of urban
development, we can trace evidence of economic and political tightening. The most distinct case
here is the development of the Yangtze Delta region. Contrary to promoting the development of
small-to-mid sized cities during Deng’s era, the emphasis on the development of big cities in the
region (i.e.Shanghai as the dragon head) dominated the discourse. Besides advocating for the
development of big cities, the metropolitan region strategy served as another tool of control over
one of the most economically active regions in China. Having Shanghai spearhead the regional
economy with all other cities linked to it economically meant that controlling Shanghai had the
effect of controlling the whole region. Thus, in the Jiang and Zhu era, the core city and the
metropolitan region development jointly formed a strong tool for political control. However, this
strategy is not without risk. The rise of strong municipality-states, such as Shanghai, can in turn also
weaken central control.
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Relations between Politics and the Physical Manifestation of Urban Structure in China

GDP Source: National Bureau of Statistics of China
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For his part, Xi has further developed the metropolitan region model by having pairs of cities lead
regional development. In the case of the Greater Bay Area, three pairs of cities have been designated
as a leading force; they are: Shenzhen-Hong Kong, Guangzhou-Foshan, and Zhuhai-Macau. In a
way, this strategy eliminates the potential risk of having strong municipal states which can dominate
regional development, thus weakening central political control.

The above analysis demonstrates how politics is reflected in the physical manifestations of urban
structures, and so provides yet another lens through which to understand the forces that guide and
shape the urban fabric in China.

However, despite my best efforts to be comprehensive, the research presented here raises many
further questions worthy of investigation; a number of which I lay out here. First, with the two
regimes of Deng and Xi examined in the dissertation, I have raised the question of whether the
similar practice of making use of SOEs as a personal tool for gaining power is a common practice
among the two top leaders, Jiang and Hu? Is this practice only limited to the paramount leaders, or
other leaders at the party center as well (especially the standing committee members)? If not, what
are the factors that cause the discrepancy? A second question worthy of further investigation
concerns whether similar practices exist among SOEs at the local levels, namely, provincial and
municipal SOEs? Does the practice at local levels differ from that at the top? A third question is
based on the assumption that leaders are selective in picking SOEs that fit with this practice. Thus,
what are the major selection criteria for SOEs? Is the alignment of the business interests of the
SOEs with the political interests of the leaders the primary concern? Or are trust and loyalty built on
personal relationships highly valued in the selection process? Do the criteria vary at different levels,
or vary depending on the nature of situations? These questions are those which this study was
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unable to address. Thus, further research on these and other questions would help generate a more
comprehensive and insightful understanding of the role of SOEs in Chinese politics and the
rationales employed by many leaders making decisions concerning China’s SOEs.
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