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Draws on papers for the LSE/Coalition for Urban Transitions program on Financing Urban Transitions in China and Mexico (2018-2021), as
well as ADB and the World Bank.
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Key policy imperatives in the Covid-19 recovery period
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Address health risks, as well as economic shocks
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« Health care involves decisions concerning cities, where people live and how they interact with each other
and public services
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« Economic aspects involve minimizing potential negative impact on jobs, especially from reduced demand
for exports
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« Short-run measures need to focus on protecting lives, and jobs, but in a way as to ensure long-run sustainable
growth
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With Covid-19 reconsider urbanization and how infrastructure is financed
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Covid-19: highlighted fault lines in urban design, as well as local government provision and financing of basic services, including for 50 m “floating workers who have returned
to places of hukou”
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Chinese transformation over the last quarter of a century based on export-led growth, with reliance on largely coastal mega-cities

Hh S 25 2648 1 A AR SR IR KT, DL PR R Dy i

Major migration to coastal “metropolitan hubs”, 175 m migrant workers, 700 m taken out of poverty,
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Too large, urban sprawl, congestion and pollution, huge pressure on infrastructure needs
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* 1999 Western Development Strategy, not entirely successful
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* Major investments in connectivity (high speed trains, airports)
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This is necessary, but not sufficient for “Convergence” or “Levelling up”(parallels in UK and Italy)
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« Also need basic services to attract labour as well as firms
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Figure 1. Inter and Intra-Provincial Migratory flows, 2010 (above) and 2014 (below). 1.
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Note: The thickness of arrows indicates approximately the tensity of corresponding
interprovincial migratory flow, and the gray level indicates approximately the intensity of

migrations within a province.
Source: China Floating Population Survey (2010). China Family Planning Commission,

2014
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[Note: The thickness of arrows indicates approximately the mtensity of corresponding
interprovincial migratory flow, and the gray level indicates approximately the intensity of]

migrations within a province.
Source: China Floating Population Survey (2014). China Family Planning Commission,

Source: Luo and Zhu (2020).
Sk¥E: Luo and Zhu (2020).

1999 Western Development Strategy to “rebalance” production and income distribution
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. But people still continue to migrate to the coastal hubs, because that's where the jobs are
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Infrastructure alone was not sufficient
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Capital city clusters initiative (13FYP):
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Migrations to Wuhan, but not all poor, but pressure on public services
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New “Go West” initiative by the State Council

(May 2020)
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Will help with pivot to jobs in the interior, if properly implemented
AR SHEAS 2, A BTN A R AR
Focus on Clean and Compact Cities—to absorb labour, and also provide basis for

firms to relocate
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But, ideal locations for CCCs still losing inhabitants (LSE/CUT Program)
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Increasing budgetary pressures, including for the provision of public services, health

care, debt spiral
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Reform options post-Covid-19
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* Metropolitan areas:
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* Problems with high rise building—what to do with elevators?
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* Risks with social distancing on metros and BRTs
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* Will lead to a reconfiguration of work practices, including location of activities within metro areas
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High tech Innovation zones in Greater Bay Area and Yangtze River Delta: major possibilities for clean growth/ ongoing work
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* Move towards CCCs in the interior
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* Provide jobs, clean environment, pedestrian and cycle access and green areas
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» But critical issue is the provision of basic services
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* And how this is to be financed, to attract relocating firms
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Making CCCs sustainable
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There needs to be clarity on functions mayors are responsible for, and what is done for other levels along with performance criteria
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* Revenue sharing on the basis of

WA ZEIET
* Current shares of the VAT
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» Piggy backs on the income taxes (and a potential carbon tax) that do not vary with central adjustment of rates for counter-cyclical policies
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+ Central transfers for centrally determined goals, including investments, with improved tracking
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« All liabilities on more accurate balance sheets
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« Own-source revenue: beneficial property tax linked to public services, including preventive health care

BAEWA: AR (OFETPRE HRHH M8



Financing
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+ 1993/4 tax, revenue sharing and equalization transfer reforms strengthened national finances, facilitated infrastructure financing, and

counter-cyclical policy
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« But centralization of revenues with modern tax instruments like the VAT subsumed the local business tax (2015)
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* Local finances dependent on shared revenues and land sales, and access to credit (not all known to the center), no “own significant source

revenues”
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+ Land sales:
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* Major cause for the incentives for urban sprawl
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« Off-budget transactions that lead to “hidden liabilities”
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» Shared revenues cannot be the basis for a local government bond system
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Beneficial property tax to replace land sale revenues, provide incentives to move to CCCs and better
accountability for basic services—also improves distributional outcomes
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Projected impacts of a property tax to raise 2% of city-level GDP with no property exemptions
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Source: Ahmad, Niu, Wang and Wang (2020)
SKJR:: Ahmad, Niu, Wang and Wang (2020)

City Property tax Current local Property tax Impact on inequality (Atkinson’s Impact on inequality (Gini
I revenues equal education rate to reach index) % coefficient)
to 2% of GDP spending 2% of local APz (B e 4 AR 48 XIAEEE P sem (O Je RE0
(Y bn) (Y bn) GDP 4Q)
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Investment design and finance
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+ Must incorporate considerations regarding labour and skills, environment and income distribution
W5 FESF RN IAIECRE . AR 73T
» Theory of cost benefit analysis (Dréze and Stern, 1987)
FSCAS S i 73 B BE 2
» Budgetary implications/ taxes and subsidies as well as public sector pricing
TR MBSO LR 23 3R 1€
+ Special purpose/project bonds sensible, but
FeBR E TR E R, =
« Cannot assume that fees can ring fence infrastructure, especially with externalities, e.g., preventive health care infrastructure
ToIFANE Bl FH 2 BRI L Al et g, JCHAZRANERE, B T 1k B 7 it 1 it
* Must be on the balance sheet, and again own-source revenues will be needed to ensure sustainability and minimize risk
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List of papers in Program on Financing Sustainable Urban Transitions in China
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