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A B S T R A C T

Much scholarly attention has been paid to the urban transformation occurring in China. A large amount of
literature pertains to the role of local governments in Chinese coastal cities, but very few studies have focused on
the relations between local governments and the capital flow process, especially regarding inland cities with
little foreign and domestic investment. Using Ordos as a case study, this paper proposes a model of “local
government-directed capital switching” to explain how new town projects are financed and what roles local
governments play in capital switching. In contrast with Harvey's model of capital switching, we find that the
Ordos government has dominated the three circuits of capital accumulation in the new town making through a
series of administrative measures. It follows the logic of “spatial fix” and yet adopts quite different strategies to
channel the capital accumulated in the primary circuit into the built environment. The crisis associated with this
capital switching model is also discussed.

1. Introduction

It is well documented that China has undergone a large-scale urban
transformation and rapid urban expansion over the past three decades
(Hsing, 2010; Lin, 2000; Ma, 2002; Wu, 2005; Yeh & Wu, 1996). The
urban processes are normally examined from a triple-transition fra-
mework, which incorporates the three intertwined forces of decen-
tralization, marketization and globalization that have reshaped Chinese
urbanization. A series of theoretical perspectives such as exo-urbani-
zation led by FDI and development zones (Sit & Yang, 1997; Wei &
Leung, 2005), urban entrepreneurialism within “project fever” and
commodification of urban land (Lin & Zhang, 2015; Wu, 2003), gov-
ernment-sponsored residential and industrial relocation associated with
new town (xincheng) construction (Deng & Huang, 2004; Feng, Wang, &
Zhou, 2009; Zhang, 2000; Zhou & Ma, 2000) and gentrification asso-
ciated with urban redevelopment (He, 2007) have been introduced.

A major strand of literature has reached a consensus that local
governments are playing a pivotal role in China's urban transformation
process in the post-reform era. In pursuing local growth as well as
cadres' monetary gains and career promotions, local governments have

become both political and economic entities (Zhao, 2006). A pro-
growth coalition forged by authorities, real estate developers, bankers
and others whose self-interest can be realized through the collective
action of urban development, has been observed in China (He & Wu,
2005; Zhang, 2002; Zhu, 1999). These studies focus on the role of the
local governments from the perspective of land development, real estate
development and urban planning. However, little has concerned the
“local government-led urbanization” from the lens of capital flow.

In addition, most of these studies are based on empirical findings in
coastal mega cities, such as Beijing, Shanghai and Guangzhou. In fact,
in addition to the coastal areas, which attract the most academic and
public attention, inland cities are also experiencing a substantial
transformation (Gaubatz, 2008). For example, new town projects,
which began to unfold in coastal regions after 2000, are also emerging
and rapidly expanding in inland areas.1 More than 260,000 news arti-
cles were written about new towns in China, with nearly half about
inland cities.2 However, few studies have paid enough attention to the
emerging new towns in inland regions (except Hsing, 2010; Liu, Yin, &
Ma, 2012; Xue, Wang, & Tsai, 2013; Woodworth, 2015, 2017; Yin &
Liu, 2017).
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1 According to a survey of 12 provinces in China conducted by the Urban and Town Reform and Development Group of State Development and Reform Commission in 2013, all
provincial capitals were planning to build new urban districts, and the 144 municipal cities in these provinces were planning to build as many as 200 new towns. Among the 12 provinces,
Inner Mongolia, Henan, Anhui, Hubei, Hunan, Jiangxi, Guizhou and Shanxi are located in inland areas.

2 Using the Baidu search engine and filtering on the key words “shi xincheng” in title of news on Apr. 16, 2010.
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It is arguable that urban processes in inland China may not follow
the patterns formed by the development in coastal regions. First, urban
development is mainly promoted by local states rather than the FDI or a
local growth coalition (Liu et al., 2012; Yang, Meng, Mccarn, et al.,
2016). Due to the disadvantaged location and relatively lagged level of
development, the inland cities usually have difficulty attracting foreign
investment and have fewer development zones or large projects fi-
nanced by the central government. For example, more than two-thirds
of the national development zones are located in coastal China (Wei,
2015). Second, unlike most of the new towns that serve as satellite
towns for the mega cities in coastal regions, quite a few of the new
towns in inland China are far from the old city center, and most of them
are planned as “new urban centers.” Third, due to poor economic de-
velopment and a limited number of migrants, many of the inland new
towns are vacant and have become “ghost towns” (Batty, 2016; Chi,
Liu, & Wu, 2015; Jin et al., 2017; Shepard, 2015).

These circumstances raise questions about why the inland local
governments actively engage in and sponsor large-scale urban expan-
sion even though no industries or residents move there, how urban
production has been financed and how local governments and capital
interact in Chinese inland cities. To address these questions, this paper
aims to identify the role of the local governments by providing new
insights into the capital flow process in inland China. Specifically, based
on the case of Ordos, our goal is to develop a better understanding of
the relationship between local governments and capital switching, and
then compare the differences in the urban practices of China with its
Western counterparts.

The rest of this paper is organized as follows. The next section re-
views the literature on studies of government-led urban development in
China, and proposes a research framework of local government-directed
capital switching. The third section introduces the case of Ordos and the
methodology. The fourth section examines the process of capital flow in
the development of the new town in Ordos. The fifth section discusses
the consequences of the “local government-directed capital switching”
model. The sixth section provides the conclusion.

2. Theorizing China's new town development: the interplay of
local state and capital switching

Since the 1990s, as a result of a series of marketization and de-
centralization policies (Zhang, 1999), urban transformation in China
has been shaped by the legacy of institutional systems, such as the
hukou, danwei and central-local relations, as well as market forces, such
as land rent, commercial housing and neoliberal ideology. Meanwhile,
the role of the empowered local government in urban areas, especially
the municipality, has drawn much scholarly attention. Thus, a vast
amount of literature has tried to explain the relations between local
governments and market forces using “Western” theories. For instance,
place promotion, neoliberal urbanization and entrepreneurialism have
been introduced to interpret the urban practices in China.

One of the most widely used theoretical perspectives is growth
machine theory (Moltoch, 1976). With the rapid growth of the non-
public sectors in China's economy, local governments have to rely on
private capital for urban development and local competitiveness. As
such, pro-growth coalitions composed of authorities, real estate devel-
opers, bankers and members from other enterprises have emerged in
China. The pro-growth coalitions are involved in various urban projects
including land development, urban redevelopment and mega-event
marketing (He & Wu, 2005; Zhang, 2002, 2014; Zhu, 1999). In these
coalitions, local governments usually take the interests of the nonpublic
sectors into account in defining urban strategies and support them with
a series of preferential policies including tax breaks, land provisions and
publicly funded infrastructure services (Yeung, 2001). The capital
forces, in turn, provide financing for urban construction and specific
projects.

In addition to growth machine theory, urban entrepreneurialism

(Harvey, 1989) is also a popular “borrowed” approach to explain the
Chinese practice. Using this theory, it is argued that Chinese local
governments and officials became increasingly entrepreneurial as they
were granted more power and resources to promote urban growth with
a deepening fiscal decentralization and economic marketization. In the
pursuit of global competitiveness, local economic growth and the po-
litical promotion of the cadres, local governments have become both
political and economic entities. In this process, the entrepreneurial local
authorities employ business-friendly approaches to attract investment,
and profit is extracted from the commodification of special urban
spaces (Chan & Li, 2017; Chien & Wu, 2011; Su, 2015). In these studies,
the practices of Chinese local governments are to some extent similar to
their Western counterparts in terms of seeking short-term returns,
promoting local growth and extracting value from urban development
(He & Wu, 2009).

Although many studies have noted the situation in China is not
incompatible with Western theories, the differences are also noticeable.
There are unique characteristics of China's urban development, such as
the transitional institutional context, dominance of the government,
political promotion system and immaturity of the public-private re-
lationship (Chien, 2010). On the one hand, although market forces are
increasingly apparent, the state power has not withdrawn from urban
development (Ma, 2005). Many studies have noted the critical and
dominant role of local governments in Chinese urban development. In
the post-reform era, the local government has been empowered with
more decision-making rights and controls some key development re-
sources, such as land and financial institutions, so it has taken a lea-
dership role in the public-private coalition (He & Wu, 2005; Zhang,
2002). This is a typical characteristic of urbanization in China and is
quite different from the practices in Western countries. On the other
hand, urban development in Western countries is dependent on busi-
ness associations, such as the chamber of commerce, or a coalition of
the private sector and civic boosterism, which ensures that the private
sector has a leading role. However, despite its increasing importance,
the private sector in post-reform China is still regulated by the gov-
ernment and has little influence on local governance (Chien & Wu,
2011).

Considering the uniqueness of China's practice, a “land-centered”
model is widely applied to reveal the complex logic of the Chinese
urban process. Scholars have highlighted the critical and dominant role
of local governments with an emphasis on land development. Since the
end of the 1980s, as a result of the new land-leasing system, local
governments have been allowed to expropriate rural land from peasants
for urban construction and to lease the land to private enterprises in
exchange for construction funds. Land revenues have become the main
finance mechanism of local governments (Tang, Wong, & Liu, 2011;
Yeh & Wu, 1996). In addition, land has become the main “tool” for local
governments to implement the urbanization policy. The dominance in
land leasing has enabled some Chinese local governments to attract
investment and bolster economic growth by providing cheap land.
Thus, in the mid-1990s, there was a development-zone fever across
China. To ensure the success of such a large number of development
zones, many local governments issued various preferential policies for
investors, including provisions of built land, public services and infra-
structure (Wei, 2015).

Since the late 1990s, a new wave of land-centered urbanization has
become prevalent (Lin, 2007). In pursuit of economic and financial
growth, local governments have engaged in different forms of urban
land development. The two major forms of land-centered urbanization
are urban redevelopment and urban sprawl. Many urban governments
engage in the redevelopment of their interior space as important stra-
tegies for city promotion (Lin & Yi, 2011; Xu & Yeh, 2005). As well, fast
urban sprawl facilitated by large-scale new town projects has spread
across China in the recent decade. Because redevelopment of the inner
city is usually much more costly than acquiring land in suburban areas
(Lin, 2007), establishing new towns away from old urban centers has
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