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ABSTRACT
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While the enabling role of the state in the financialization of urban development has been widely noted, the changing and
variegated roles of different state actors have been less explored. This paper investigates this issue based on chengtou as
financial agencies in China. First, we show that financialization is not merely a state-led process, but that the state also
restricted financialization at different stages. Second, albeit with stringent central regulations, local states have striven to
support chengtou, which demonstrates intrastate divergence. Third, we illustrate the performance of local states across
regions to show that financialization further differentiates the patterns of local financing.
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INTRODUCTION

While financialization has been a pervasive phenomenon in
both developed and developing countries, it is variegated
and locally embedded (Aalbers, 2017; Lapavitsas & Powell,
2013; Rethel & Thurbon, 2020). The state is essential in
facilitating and enabling the financialization of urban devel-
opment because financial deregulation and financial policies
set the background for capital circulation (Ashton et al.,
2016; Halbert & Attuyer, 2016; Weber, 2010). While
some states are relatively passive with regard to financializa-
tion, some scholars have observed state-led or state-driven
financialization in that states proactively intervened in and
orchestrated financialization (Belotti & Arbaci, 2020;
Gotham, 2016; Lagna, 2016; Yesilbag, 2019). In these
cases, states do not merely enable financialization but have
a central role in financialization. Nevertheless, various states
seem to act in the same direction of facilitating financializa-
tion either proactively or passively. This paper, however,
enquires into the exact roles of different state actors in the
process of financialization. Focusing on the role of the
state, we aim to unravel the Chinese characteristics of finan-
cialization and contribute to the understanding of the

relationship between state and finance based on the develop-
ment of chengtou (short for chengshi touzi gongsi, urban devel-
opment and investment corporations) as financial agencies.
The state of China has a central role in the economy in
terms of its control over strategic sectors and the state-
controlled financial environment (T'sai, 2015; Wu et al.,
2020). China has experienced the financialization of
urban development since the global financial crisis
(GFC). To counteract the recession caused by the crisis,
the central state initiated a plan to stimulate the national
economy by investing 4 trillion yuan in the built environ-
ment over two years (State Council, 2008). This stimulus
plan triggered the financialization of urban development in
China, which is extensively using financial agencies and
instruments to invest in the built environment. Therefore,
the financialization of urban development in post-crisis
China is a state-led project (Bai et al., 2016; He et al.,
2020). However, we do not simply argue that state-led
financialization happens in China. Instead, we aim to
unpack the multiple and divergent roles of different state
actors in the financialization of urban development.
Chengtou are the entry point for examination of this
issue because they connect the state and the financial market
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as financial intermediaries, especially in the post-crisis era.
Chengtou are state-owned enterprises (SOEs) specialized in
urban development and investment. Their business varies
from infrastructure construction and utility management
to large-scale land development. Beyond all these functions,
chengtou are essential to the financing of these projects
(Wong, 2013). After the GFC, chengrou expanded their
financial function to support the stimulus plan. As the
plan left looming problems with local debt, the central gov-
ernment then adopted rigid management regarding local
borrowing and asked that chengtou be detached from local
states from 2014 onwards. Although some studies have
addressed the importance of chengtou in Chinese urban
development (Jiang & Waley, 2018; Li & Chiu, 2018;
Shen et al., 2020; Wang et al., 2011), the impacts of these
regulations have been unexplored. Besides, chengtou are cre-
ated by local states, while the central state regulates the
financial functions of chengrou using policy. Therefore, the
development of chengtou possibly engenders divergence
within the state apparatus. Focusing on the development
of chengtou as financial agencies, we will unpack the com-
plexity of the state’s involvement in financialization based
on longitudinal and cross-regional analyses.

The remainder of the paper is organized as follows.
The next section will first review the literature on the
financialization of urban development, which demon-
strates the essential role of the state in it. It will also review
the characteristics of financialization and the state in
China. Stemming from the literature, the third section
will explain cases and methodology. The fourth section
will show that the central state dominates the evolution
of chengtou using policy. Fifth, we will illustrate how
local governments support the financial operations of
chengtou through state-owned assets. The sixth section
will illustrate the performance of chengtou across regions
and explain the variations of local states. Finally, the con-
clusion will discuss the findings.

LITERATURE REVIEW

The complexity of the state in the
financialization of urban development
Financialization has been widely adopted to illustrate
financial expansion in various sectors (Krippner, 2005;
Pike & Pollard, 2010). In urban studies, financialization
is an umbrella term to illustrate the pervasiveness of
finance at various scales and in connecting local politics,
individuals and the urban landscape with global financial
flows (Aalbers, 2015; Fields, 2017). This research focuses
on the financialization of urban development, which
means that financial intermediaries, instruments and pro-
ducts are mobilized to channel ‘investments in the forms of
equity and debt into urban production’ (Halbert &
Attuyer, 2016, p. 1347). An emerging body of literature
has illustrated the financialization of housing (Aalbers,
2017), infrastructure (Ashton et al., 2016; O’Brien et al.,
2019), and urban development projects (Gotham, 2016;
Guironnet et al., 2016). The inflow of financial capital
into urban spheres may be partly understood through the
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capital switch from commodity production to the built
environment (Harvey, 1978). Moreover, in recent studies,
the GFC should also be integrated to account for the per-
vasiveness of financialization in the urban landscape
(Fields, 2017).

At the same time, financialization is ‘fundamentally
fragmented, path-dependent and variegated’ (Aalbers,
2017, p. 544). Generally speaking, in the Global North,
financialization happens within systematic austerity,
while subordinated financialization happens in the Global
South due to the global financial hierarchies (Fernandez &
Aalbers, 2019; Yesilbag, 2019). Albeit with similar supra-
national conditions, ‘historical and institutional variation
is a necessary feature of financialization’ (Lapavitsas,
2013, p. 800). Therefore, many scholars have suggested
granular and detailed analyses to illustrate the exact
process of financialization and its concrete modalities
(Christophers, 2015; Pike et al., 2019).

The role of the state is critical to understanding the
process of financialization as well as its variegated
forms. The literature has shown the essential role of the
state in facilitating and shaping distinct forms of financia-
lization in both the Global North and Global South (Fer-
nandez & Aalbers, 2019; Karwowski, 2019; Lagna,
2016). There have been three strands of opinions. First,
the most noted role of the state is enabling financializa-
tion via monetary and financial policies, which set the
contexts for financialization in urban spheres (Aalbers,
2019; Guironnet et al., 2016). In recent studies, financial
deregulation was largely caused by the GFC and ensuing
systematic austerities (Christophers, 2019). The second
strand of the literature stresses intensive intervention of
the state in financialization. That is, beyond the enabling
role of the state in financialization, some states have been
central to driving the financialization of urban develop-
ment. For instance, Gotham (2016) contends that finan-
cialization is a conscious state project to legally promote
specific financial instruments. In Turkey, Yesilbag
(2019) asserts that the state ‘drives the housing—finance
nexus' rather than just enabling financialization. In
these practices, the state not only permits or facilitates
financialization but intervenes in the financial mechanism
by acting as active actors. The third strand of literature
poses critical reflection on the state—finance relationship
and highlights the risk of the state when entangling
with the financial market. Scholars argue that financial
market also reshapes the state and leads to the financiali-
zation of the state (Karwowski, 2019; Peck & Whiteside,
2016). Karwowski (2019) defines ‘financialisation of the
state broadly as the changed relationship between the
state, understood as sovereign with duties and accounta-
ble towards its citizens, and financial markets and prac-
tices, in ways that can diminish those duties and reduce
accountability’ (p. 1001). For instance, in Paris, financial
actors were empowered and the city government made
compromises to ensure funding for a development project
(Guironnet et al., 2016). In Ireland, Waldron (2018)
shows that financial actors co-opted state institutions to
incorporate financial rationales into policymaking.
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Therefore, scholars warn that financialization undermines
the functions of the state (Weber, 2010).

Nevertheless, the complex roles of the state in financia-
lization have been insufficiently examined. The complexity
lies on two dimensions. First, inspired by Christophers
(2019), urban financialization can be understood as a
response to its specific financial conjuncture. As the finan-
cial conjuncture is dynamic, the state may facilitate finan-
cialization at some times while exerts its control later. For
instance, based on practices in Chicago, Ashton et al.
(2016) argue that financialization is a recursive policy pro-
ject but each round of transactions leads towards more
financialization. While many scholars are pessimistic
about the effects of state re-regulation (Halbert & Attuyer,
2016), the roles of the state need to be verified based on a
longitudinal analysis. The other dimension of the com-
plexity of the state in financialization is due to heterogen-
eity within the state apparatus, leading to the divergent
and even countervailing roles of various state actors
(Yrigoy, 2018). As argued by Aalbers (2017), ‘some state
agents actively create the conditions for the financializa-
tion of housing ... while other state agents may try to
limit financialization pressures’ (p. 550). As ‘the state is a
complex and polymorphous reality’ (Jessop, 2015, p. 31),
different state strategies pursued by various actors also
engender tension (Yrigoy, 2018). These arguments inspire
the understanding of state and financialization by pointing
out the contradictions within the state during the process
of financialization, which have been insufficiently
explored. Moreover, understanding the complexity of the
state in financialization could also shed light on the finan-
cialization of the state. Jessop (2015) argues that ‘as the
state intervenes more in various spheres of society ... its
own unity and distinctive identity diminish as it becomes
more complex internally, its powers are fragmented across
branches and policy networks, and coordination problems
multiply’ (p. 89). In this sense, the financialization of the
state does not necessarily mean reduced accountability
(cf. Karwowski, 2019). It means that financialization dee-
pens fragmentation and complexity within the state.

Therefore, our focus is the evolving process of financia-
lization and the multiple roles of state actors during the
process. We first notice that the Chinese state is dominant
in promoting financialization in the post-crisis era, which
demonstrates similarities compared with the Global
North. However, China has not experienced a continu-
ation of neoliberal logic because the state does not further
step back to give space for the market. Instead, the state
proactively used financial instruments and products to
achieve its goal. Second, albeit with some attempts, the
state has been generally analysed as a whole rather than
as an institutional ensemble (Ashton et al., 2016). This
leads to the simplification of the relationship between
the state and finance. It also hinders our understanding
of the extent to state financialization. Based on the case
study of chengtou in China, we enquire into the exact
roles of the state by asking who they are and how they
act at different stages of financialization.

The Chinese state in financialization

This paper unpacks the complexity of the state in financia-
lization in China. Capitalism in China demonstrates the
characteristics of both state authority and indigenous
capitalism (Peck & Zhang, 2013). To make contradictory
facts coherent, scholars have adopted terms such as
‘authoritarian capitalism’ and ‘state capitalism’ (Petry,
2020; T'sai, 2015). At the same time, some scholars have
emphasized the ‘long-lasting contradictions’ of the Chi-
nese state (Howell, 2006; Peck & Zhang, 2013). Nonethe-
less, the consensus is that the state retains a central role in
the development of China. In the urban development of
China, the role of the state has also been highlighted,
especially at the local level (Chien, 2013; Wang et al.,
2011; Wu, 2018). Local officials act as entrepreneurs to
pursue growth through investing in the built environment
(Shen & Wu, 2017; Yang & Wang, 2008). Wu (2018)
defines this as ‘state entrepreneurialism’ in that the state
dominates entrepreneurial activities by deploying market
instruments.

The state is essential to understanding financialization
in China as the state not only facilitates financialization
but is also a critical player. Petry (2020) argues that the
Chinese characteristics of financialization lie in that ‘states
can also (partially) exert control over, actively manage and
shape financialization’ (p. 213). Moreover, the state is
adept in devising market instruments to exert its influence.
Wang (2015) illustrates the Chinese ‘shareholding state’ in
that the state uses financial means such as shareholding to
manage its ownership and assets. Therefore, the state also
demonstrates its power in the financial development of
China.

The financialization of urban development in post-cri-
sis China has been found in various aspects, including
housing (Wu et al., 2020), urban redevelopment (He
et al.,, 2020) and land development (Pan et al., 2017,
W, 2019). These phenomena largely derive from a state
plan to stimulate the economy via direct investment to
combat the recession caused by the GFC. In this sense,
state-led financialization in China can be understood as
a state project to tackle stagnation in the post-crisis era
(He et al., 2020). Based on the government-guided invest-
ment fund, Pan et al. (2020) illustrate that ‘state-led finan-
cialization in China has strengthened rather than
weakened the influence of the state in the economy
(p. 1). While the essential role of the state in promoting
and facilitating the process of financialization has been
widely noted, the tension within the state during the pro-
cess has been largely overlooked.

This research aims to unravel the changing and mul-
tiple roles of the state in shaping and regulating financia-
lization based on the investigation of chengton. Chengtou
are typical entities at the interface of the state and the
financial market, which partly represents the state and fol-
lows the rules of the financial market. The emergence of
chengtou in the 1990s had institutional origins including
local motivations for growth and restrictions on local bor-

rowing (Wong, 2013). Chengtou have various forms and
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are usually responsible for specific projects, such as redeve-
lopment projects (Su, 2015), new town development pro-
jects (Li & Chiu, 2018) and mega-events (Li & Xiao,
2020). As for operation, chengtou rely heavily on state-
owned land as assets (Zhang, 2018) and land conveyance
fees (LCFs) for debt repayment (Feng et al., 2020; Jiang
& Waley, 2018). The financial role of chengtou expanded
in the post-crisis era. The People’s Bank of China
(PBC) supported local governments to establish local gov-
ernment financial vehicles (LGFVs; difang rongzi pingtai)
and innovate financial instruments (PBC, 2009). As a
result, local governments transformed, established or
acknowledged many government-related agencies as
LGFVs, with chengtou comprising the largest portion.
Given this backdrop, chengtou have expanded their finan-
cial instruments from land-backed loans to bonds, securi-
ties and even shadow banking (Chen et al., 2020).
Considering the close relationship between the state and
chengtou, scholars have emphasized the financial risks
associated with chengrou (Fan & Lv, 2012).

This paper analyses chengtou by putting them in the
state—finance relationship and mapping out key actors
(Figure 1). First, chengtou reflect the changing relationship
between the state and the financial market. Chengrou are
established by local governments. They have a function
to raise funds from the financial market to support local
development projects. In this sense, the state uses chengtou
to invite capital and investors. Nevertheless, the Chinese
state has a strong power over the financial system, which
enables the state to regulate the financing process of cheng-
tou. Through policies and institutions, the central state sti-
pulates whether a financial channel could be used and how
it could be used by chengtou. For example, to implement
pump-priming strategies, the central state opened up the
bond market and offered cheap credit for chengrou to
issue bonds. Conversely, the central state could also
tighten its control over the financing channel of chengrou
to mitigate risks, as it did in 2014.

Chengtou also reflect the tension within the state. For
the state, the mission of chengrou is to promote local devel-
opment rather than simply raising funds. Therefore, both
the central state and local states generally promote the
operation of chengrou. Local states have provided strong
support, including capital and guarantee to chengrou to
maintain their financial function. With government sup-
port, chengtou get loans and bonds to invest in local devel-
opment projects. These projects wusually reflect
entrepreneurial goals of local states. As many projects
could hardly earn profits in a short term, the liability of
chengtou climbs. Due to the close relationship between
local states and chengtou, the financial risks of chengtou
could be partly transferred back to local states. The central
state is sensitive to the financial risks brewed in the finan-
cial mechanism of chengtou. Therefore, it tends to restrain
the financial operation of chengtou to cope with risks.
However, local states have a strong will to maintain cheng-
tou as both financing agencies and development agencies.
The treatment towards chengtou may engender divergence
among state actors. Being aware of the divergent roles of
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the central state and local states towards chengrou, we can
unpack the complexity of the state’s involvement in the
financialization of urban development.

METHODOLOGY

Based on cases of chengtou, this paper aims to uncover the
complex roles of the Chinese state in the financialization
of urban development. As the complexity of the state con-
sists of both longitudinal transformations and intrastate
divergence, we study chengtou on two dimensions. First,
we examine the changing roles of the state in the develop-
ment of chengtou to reveal the complexity of the state long-
itudinally. We conduct desk research at the central level.
We collect policy documents promulgated by main state
actors at the central level, including the State Council,
PBC, the Ministry of Finance (MOF), the National
Development and Reform Commission (NDRC), and
the China Banking Regulatory Commission (CBRC).
These documents are publicly available. The data are ana-
lysed using thematic analysis to illustrate changing regu-
lations and impacts on chengtou.

Second, we examine divergence within the state in two
aspects. We first explain how local states supported the
financial operations of chengrou before and after 2014.
We also use two cases to illustrate the operations in detail.
The analysis of these two chengrou is based on data col-
lected from auditing reports and rating reports released
on the chinabond website. By tracing the money flow,
we discover the financial support provided by local states.
The other aspect of divergence within the state lies in the
variations of local states across regions. We investigate
regional differentiation in two aspects, including the dis-
tribution of chengrou and chengtou bonds. For the distri-
bution of chengrou, we rely on data released by the
CBRC. The CBRC is authorized to monitor all LGFVs
based on a national list, and most chengrou are included
in the list. Therefore, we extracted chengtou from the
LGFV list to get a national dataset of chengtou. For the
second indicator, we use chengfou bond data retrieved
from the Wind dataset. Moreover, we illustrate the diver-
gence of local states by comparing Zhejiang and Guizhou
provinces.

THE CHANGING ROLES OF THE CENTRAL
STATE IN THE EVOLUTION OF CHENGTOU

First, following the trajectory of chengtou, we find that the
central state is decisive in the financialization of urban
development in China. The central state first encouraged
the establishment of chengtou to promote urban develop-
ment, then mobilized chengtou to cope with recession
after the GFC, but soon restricted chengtou to limit finan-
cial risks.

Chengtou were first established to deal with the insuffi-
ciency of local funds in the 1980s. In 1986, the Shanghai
government planned to attract overseas investment to pro-
mote urban infrastructure and economic development. To
undertake the whole plan and manage funds, Shanghai
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Figure 1. Seeing the state—finance relationship through Chengtou.

Jiushi corporation (an SOE) was established by the
Shanghai government in 1987. It mobilized US$1.4 bil-
lion for urban infrastructure projects including Nanpu
bridge and metro Line 1. Hence, Shanghai Jiushi was
the first chengrou in China. Considering the success of
Shanghai, the central state encouraged local states to inno-
vate financing approaches to facilitate urban infrastructure
in 1991. The tax sharing system in 1994 further restricted
the fiscal power of local governments while devolving
almost all municipal responsibilities to local states (Wu,
1999). Furthermore, before 2014 the budget law prohib-
ited local states from borrowing. To circumvent the law
and fill the financial gap, subnational governments estab-
lished chengtou. Chengtou are shareholder corporations,
but local states at various administrative levels are usually
the only shareholders. In this sense, chengrou are arms of
local states. Apart from infrastructure projects, chengtou
were also in charge of land development, facilities, main-
tenance and management before the GFC. Therefore,
chengtou were the creatures to deal with both central fiscal
control and local pressures for urban development.

After the GFC, the financial function of chengtou
expanded as they were mobilized by the central state to
counteract recession. Confronting the GFC, China strove
to stimulate the economy and absorb surplus labour via
pump-priming measures (State Council, 2008). As these
measures were estimated to cost 4 trillion yuan up to
2010, the whole plan was also called a Four-trillion
Plan. The central state promised to provide only 1.8 tril-
lion yuan, while local states were responsible for the rest.
However, local states were not allowed to borrow. Mean-
while, the PBC promoted local governments’ use of
LGFVs to borrow externally (PBC, 2009). Given this
context, local states acknowledged previously existing
chengtou as LGF Vs to seek finance in the specific period.
They also set up new chengtou and other government insti-
tutions as LGFVs. Therefore, the number of chengtou and
the amount of chengrou debts soared. Chengtou expanded
their financial capabilities by issuing chengrou bonds,
which were also promoted by the central state. Most
chengtou did not issue bonds before 2008 because the

NDRC stipulated that bond issuance should not exceed
20% of a fixed-asset investment project. However, after
the GFC, the NDRC loosened the criteria for issuing
enterprise bonds to facilitate the entry of chengrou into
the bond market (NDRC, 2008). The State Council also
prioritized bonds related to infrastructure (State Council,
2008). With the endorsement of the State Council and
the NDRC, chengtou bonds started to increase.

Although the expansion of chengtou was supported by
the central state, their financial function developed beyond
the expectations of the central state. According to a report
of the National Audit Office in 2013, local government
debt was 10.89 trillion yuan, with an extra 7 trillion yuan
of contingent liabilities. Most of the contingent liabilities
were borrowed by chengtou. The amount excessively
exceeded the original target. The expansion of chengtou
and chengtou debts caused severe problems, including soar-
ing housing prices and shadow banking (Ambrose et al.,
2015). Especially in the less-developed regions, extensive
borrowing led to the abandonment of unfinished projects,
which caused serious financial and social problems (Deng,
2019).

To limit financial risks, the State Council forced
LGFVs to be detached from local states. Meanwhile,
injecting assets including reserved land and other types
of public assets into LGFV's was forbidden (State Council,
2014). Moreover, since 2014 the central state has opened
an outlet for local states to borrow by allowing local states
to issue local government bonds. By restricting LGFVs
and promoting local government bonds, the central state
has tightened control over local borrowing.

Based on these policy transitions, we show that the
central state dominates the development of chengtou as
financial agencies. Nevertheless, the roles of the state
have been transformed. In the first stage, the central
state promoted the establishment of chengrou as develop-
ment agencies, and the financial function of chengtou was
secondary. After the GFC, the state actively embraced
the financial market and facilitated chengtou as its repre-
sentatives in the financial market. However, the state
soon realized there were local borrowing problems. It

REGIONAL STUDIES
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halted local government borrowing via chengtou from
2014. Therefore, the central state not only enables or pro-
motes financialization but also effectively restricts and
regulates financialization at different stages.

THE CONSISTENT SUPPORT OF LOCAL
STATES TO CHENGTOU

While the central state required chengrou to transform and
not to finance local states, local states consistently sup-
ported the financial operations of chengtou. This section
will illustrate how local states underpinned the operations
of chengtou before and after the GFC, and, more impor-
tantly, how local states respond to central regulations
today.

The financial mechanism of chengtou before the GFC
consisted of three steps, including capital injection,
fund-raising and repayment. First, local states established
chengtou with capital injection. Land development was the
main function for chengtou, and they were in charge of
designated areas assigned by the local states. Second,
chengtou leveraged state-owned assets to seek funds. A
normal practice was to use land as collateral to get loans
from banks (Tsui, 2011). After receiving funds, chengtou
invested in local development projects. Finally, chengtou
could receive LCFs from local states to repay the primary
cost of land development and facilities. Therefore, cheng-
tou initially raised funds for first-step development and
then waited for several years to get repaid. Local states
could avoid borrowing to conduct development projects
and shift the financial risks to chengrou.

These operations continued after the GFC. Scholars
believe that LCFs were still the major source to repay
chengtou debts (Ang et al., 2015; Pan et al., 2017), which
also pushed up land prices and led to soaring housing
prices (Ambrose et al., 2015). Apart from land-backed
loans, many chengrou entered the bond market to issue
enterprise bonds (chengtou bonds) after the GFC. More-
over, there was a very strong boom in chengtou bonds
(Figure 2), which was a delayed effect of the stimulus
plan (Chen et al., 2020). Chengtou bonds were adopted
as a refinancing tool to repay the accumulated debts of
the stimulus plan.

Local states used to be essential to facilitate chengrou
into the bond market by enhancing their financial per-
formance. For instance, Jiaxing chengtou, an SOE estab-
lished by the Jiaxing municipal government, issued a
seven-year bond of 1.7 billion yuan in 2008. The munici-
pal government supported Jiaxing chengtou by injecting
land, providing guarantees and giving subsidies. The Jiax-
ing government first injected state-owned land as assets
into Jiaxing chengtou before the bond issuance, comprising
nearly 20% of the assets of Jiaxing chengtou and hence
reducing its leverage ratio. Second, the issuance of the
chengtou bond was guaranteed by the build-and-transfer
protocols signed with the Jiaxing government. The Jiaxing
government promised to pay 3.4 billion yuan to Jiaxing
chengtou within five years. Therefore, repayment for the
bond was guaranteed. Third, the Jiaxing government
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gave subsidies to Jiaxing chengtou every year to cover its
operating losses. By so doing, Jiaxing chengtou maintained
positive income during the term of the bond. Therefore,
local states used to be pivotal in helping chengrou to issue
bonds.

However, in 2014, the central state asked chengrou to
detach and opened an outlet for local states to borrow.
Although issuing local government bonds is more trans-
parent than borrowing from chengtou, local states could
hardly discard chengtou for three reasons. First, as most
chengtou are used to conduct urban projects and land devel-
opment for local governments, seeking funds for these
projects has been the usual routine. Second, chengrou
have been closely connected with local governments in
terms of staff appointments and asset ownership. There-
fore, despite the regulations on local financing in 2014,
chengtou remain trustworthy partners for local govern-
ments. Moreover, issuing local government bonds
increases accountability at the sacrifice of local autonomy.
It is the provincial-level government that is eligible to issue
bonds, and the MOF controls the total amount. Lower
level governments, including district-level, county-level
and township governments, do not have direct access to
the bond market. They need approval from all the upper
levels. Thus, the local government bond system recentra-
lizes fiscal power. On the contrary, chengtou operate fully
under the control of local states. Therefore, using chengtou
for finance is still attractive.

To keep chengtou as local financial agencies, local states
help them to transform and circumvent central manipu-
lation. For central regulations, the MOF authorizes the
CBRC to monitor LGFVs. It monitors LGFVs based
on a national list. CBRC requires that banks should not
give loans to LGFVs on the monitoring list for new devel-
opment projects in principle. LGFVs can exit from the list
as long as they fulfil the requirements to become finan-
cially independent entities. These requirements include a
leverage ratio of < 70% and that cash flow can cover all
liabilities (CBRC, 2011). To circumvent the CBRC and
access more financial resources like bonds, many chengtou
transform themselves in order to exit from the monitoring
list. A typical practice is to reorganize chengtou owned by
the same level government and form a chengtou group.
By doing so, chengtou can merge into companies with
higher cash flow and stable returns. Moreover, chengtou
with good performance after such transformations are
more competitive in the financial market, which gives
them greater access to it. One of their major financial
instruments is still the issuing of chengtou bonds. It is tricky
for the CBRC that these bonds are not government-
related debts because these chengrou claim that they do
not rely on local states for repayment. But the Wind data-
base identifies a chengtou bond only if the bond is for urban
development and public facilities. According to Wind,
chengtou bond issuance continued to increase after 2014
(Figure 2). Therefore, chengtou are still active in the finan-
cial market.

Chengtou still manage to raise funds based on the tacit
knowledge that they are backed by local governments.



Changing roles of the state in the financialization of urban development through chengtou in China 7

3

2

2

Unit: Trillion Yuan

=y

m m mmm i

2006 2007 2008 2009 2010 2011

Figure 2. Chengtou bonds issuance, 2006—-18.
Data source: Wind dataset.

Although the central state denies its responsibility towards
chengtou debts, local states in practice act oppositely. The
central state declared that the state would not be responsible
for any chengtou debts after 2014. But this is not the case.
For example, the Shanghai Municipal Investment Corpor-
ation (Shanghai chengtou) owned by the Shanghai munici-
pal government is the largest chengrou in China. Based on
its reports, Shanghai chengrou still receives capital injections
and government subsidies to repay the interest on debts
after 2017 (Figure 3). In its latest credit rating report, the
rating agency still emphasizes that the probability of default
is low considering the relationship between Shanghai cheng-
tou and the Shanghai government (Shanghai Brilliance
Credit Rating, 2020). Therefore, the credit of chengtou is
still backed by the credit of local states, and this diverges
from the central policy.

The treatment towards chengrou after 2014 has demon-
strated the tension between the central state and local
states. The central state is anxious about the financial
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risks caused by chengtou and tries to mitigate risks by
detaching chengrou from local states. However, local states
do not give up chengtou not just for seeking finance but also
for conducting projects. They continuously provide
implicit support to chengtou. The central state is also
aware of the necessity of chengrou in local development.
Therefore, it requires chengtou to become independent
enterprises rather than merely financing vehicles relying
on local states. The central state manages chengtou using
a list system, and local states help chengrou to exit the list
by providing implicit support. As a result, the central gov-
ernment recentralizes control over chengtou through the
list system. Meanwhile, some local states tried to circum-
vent central control through maintaining their chengtou in
another form. Therefore, the tension between the central
state and local states towards chengrou has been temporarily
resolved by restricting the financial operations of chengrou
and normalizing local borrowing through local govern-
ment bonds. However, the divergence between the central

2014 2015 20186 2017 2018

—Total

2013
E==Debt repayment and other subsidies

Figure 3. Government injection to Shanghai chengtou, 2007-18.

Note: LCFs, land conveyance fees.
Data source: Credit reports of Shanghai chengtou, 2009-19.
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state and local states still exists. The inconsistency between
local states and the central state reflects the twin objectives
of the state to promote development and mitigate financial
risks. Local states have more focus on the former target,
and the central state is more aware of the latter. This find-
ing also echoes previous studies on the polymorphous pat-
terns and contradictions of Chinese state rather than
understanding the state using a single logic (Peck &
Zhang, 2013).

REGIONAL DIVERGENCE OF THE STATE IN
THE FINANCIALIZATION OF URBAN
DEVELOPMENT

While local states have consistently supported chengtou in
general, they demonstrate different characteristics in var-
ious regions. Based on the latest data on chengtou and
regional performance, we analyse the contemporary status
of chengtou in different regions and illustrate the various
roles of local states.

First, we find a significant divergence across regions.
There are 8487 chengtou (December 2018). The eastern
area is the most developed region in China, and provinces
in this area have the largest number of chengrou (Figure 4).
Nevertheless, not only the coastal region but also provinces
in the middle and western regions are active in utilizing
chengtou to seek finance. The second indicator is the out-
standing balance of chengtou, which is representative of
the vitality of chengrou. The distribution of outstanding

balance (Figure 5) shows that provinces in the eastern
area are more active in using chengtou to seek funds. Con-
sidering the difference between the eastern and western
regions of China, we make a further comparison to illus-
trate the divergence in detail. For the eastern region, Zhe-
jlang province is selected because it ranks first in the
number of chengtou. For the western region of China,
Guizhou province is selected for two reasons. First, though
the eastern region shows more vitality of chengtou and
chengtou bonds, several provinces in the western region
demonstrate vigour in using chengtou (Figure 4). Guizhou
province is one of the western provinces seizing the chance
to use chengtou for massive infrastructure projects. Second,
Guizhou province has the most reported local debt pro-
blems, including default issues and abandoned projects
(cf. Deng, 2019). Therefore, these two provinces are
representative to illustrate the divergence of chengrou and
local financing mechanisms.

Local states in developed regions have more chengrou
and are more active in using chengtou than their counter-
parts in less developed regions because of the vigour of
lower level governments. For instance, Zhejiang province
ranks first among 31 provinces with 1333 chengrou (Figure
4). As a city in Zhejiang province, Jiaxing city has 290
chengtou, of which 223 were established by county- and
town-level governments. Compared with Zhejiang, Guiz-
hou province has only 290 chengrou in total. Of the out-
standing balance of chengrou bonds in 2018, Zhejiang
province has 0.53 trillion yuan, while Guizhou province

Figure 4. Number of chengtou by province, 2018.
Data source: China Banking Regulatory Commission (CBRC).
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Figure 5. Outstanding balance of chengtou bonds, 2018.
Data source: Wind dataset.

has 0.21 trillion yuan. Therefore, local states in Zhejiang
are more adept in using chengrou to access funds. This is
largely due to the vigour of lower level governments
(especially county- and town-level governments) in the
eastern region (Chien, 2013). Besides, it should be noted
that lower level states have less accessibility to local gov-
ernment bonds in the recentralized financial system.
Therefore, for local governments, especially lower level
governments in the eastern region, their reliance on cheng-
tou to seek funds for local development has strengthened.

The central regulations on chengtou from 2014 onwards
have further differentiated financial mechanisms in the
eastern and western regions. The central state has required
chengtou with stable income to transform so that they could
become independent entities and exit from the central
monitoring list. Based on the data of CBRC, 2669 chengtou
exited from the monitoring list until 2018. For Zhejiang
province, nearly half of its chengrou have successfully exited
from the central monitoring list. As illustrated above, local
states have striven to reorganize chengtou to circumvent
central control. In doing so, local states manage to keep
their financial arms in order to seek funds from the finan-
cial market. While for less developed regions, although
local states have ambitions to use chengrou for urban devel-
opment, they find it hard to transform chengrou or seek
external finance. In Guizhou province, only 37 of 290
have exited from the central monitoring list.

Local states in Guizhou province could barely maintain
the financial function of chengrou because of pressures from
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both the financial market and the central state. First,
chengtou in Guizhou have accumulated a large amount of
debt with a dubious level of assets since the GFC. The
financial market has been rather pessimistic towards the
chengtou of Guizhou. Consequently, their credit ratings
are lower and financing costs are higher than for chengtou
from developed regions. Therefore, using chengtou in
Guizhou province to access funds is more costly than in
developed regions. Second, local states in Guizhou are
subsidized and under the severe surveillance of the central
state to prevent financial risks. As contingent liabilities of
chengtou before 2014 have been swapped for local govern-
ment bonds, local governments in Guizhou have suffered
from a large amount of local government bonds. In
2018, the outstanding balance of local government
bonds in Guizhou province was 0.88 trillion yuan, which
was more than five times the amount of general budgetary
revenue (GBR). Even the interest on the debt has
increased annually to more than 10% of GBR in 2019.
To cover the deficit, the central state annually allocates
funds twice the size of the GBR of Guizhou province.
Therefore, local states in Guizhou province have become
increasingly reliant on transfers from the central state.
At the same time, the central state has stringently regu-
lated local implicit borrowing since 2014. In 2017, many
officials from five cities in Guizhou were punished as
local states had illegally provided financial support to
chengtou or had provided illegal guarantees for the debts
of chengtou (MOF, 2017). The provincial government
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has urged local states to obey the guidelines of the central
state. Nevertheless, the size of local debt has exacerbated
the fiscal burdens of Guizhou province and engendered
risks.

Comparing Zhejiang and Guizhou, we find that they
are heading on two tracks of local financing. The former
maintains its ability in mobilizing funds from the financial
market, albeit with central regulations on local financing.
It does so because chengtou in developed regions are gener-
ally accepted by the financial market, and local states are
able to provide sufficient support. The latter, however,
reflects a rather subsidized pattern with increasing reliance
on central bailouts to cope with previous debts. Therefore,
the expansion of financial agencies has exacerbated uneven
development and differentiated local financing patterns.

CONCLUSIONS

This paper investigates the roles of the state in the finan-
cialization of urban development based on the develop-
ment of chengtou as financial agencies. Regarding
chengtou, the Chinese state demonstrates specificities in
terms of its authority over the financial system and respon-
sive bureaucratic system. Nevertheless, similar practices of
state-led financialization can be found in Turkey (Yesil-
bag, 2019), Italy (Belotti & Arbaci, 2020; Lagna, 2016)
and Belgium (Van Loon et al., 2018). However, even in
China with a powerful state, we find the complexity of
the state in financialization and contribute to the literature
threefold.

First, we contribute to understanding the role of the
state in shaping variegated financialization by illustrating
Chinese characteristics. While previous studies have
argued the dominance of the state in facilitating financia-
lization in China (Pan et al., 2020; Petry, 2020; Wang,
2015), we emphasize the changing roles of the state and
intrastate divergence in the process of financialization.
The previous routine extra-budgetary financing mechan-
ism originated from the mismatch between local responsi-
bilities and fiscal power and existed to promote local
growth (Wang et al., 2011; Wu, 2018). However, the
exceptional growth of chengtou and local debt after the
GFC was not a consequence of promoting growth, but
to cope with the crisis (He et al., 2020). Confronting
recession after the GFC, chengrou were effective tools for
the state to solve fiscal insufficiency and stimulate the
economy. This echoes ‘state entrepreneurialism’ in that
market instruments are mobilized for state goals (Wu,
2018). To deal with local debt problems, strict measures
by the central state after 2014 have also demonstrated
that the state still maintains strong control over the finan-
cial market and local borrowing. Moreover, we also
emphasize intrastate divergence in the financialization of
urban development. While the central state restricted the
financial function of chengtou for some time, local states
have consistently supported chengfou to maintain their
financial function for local development. The divergence
between the central state and local states also reflects the
inconsistency within the Chinese state (Howell, 2006; Li
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et al., 2014), which is pronounced in the financialization
of urban development.

Second, as we illustrate the changing roles of the state
in the financialization of urban development, we advance
the understanding of the broader state—finance relation-
ship. The development of chengtou not only demonstrates
state-led financialization, but shows how the central state
speeded up and restricted financialization at different
stages. This finding inspires studies on state-led financia-
lization, such as in Italy and Turkey, to make a longitudi-
nal observation. It also contributes to further studies on
‘de-financialization’ or re-regulating financialization (Kar-
wowski, 2019; Lapavitsas, 2013).

Third, we contribute to the understanding of how the
state is affected during the process of financialization. In
Western studies, the power of the state has been curtailed
by the financial market when utilizing financial intermedi-
aries, instruments and products (Guironnet et al., 2016;
Karwowski, 2019; Peck & Whiteside, 2016). But in
studies on China, scholars argue that the development of
the financial market is a means to consolidate the legiti-
macy of the state (Pan et al., 2020; Petry, 2020; Wang,
2015; Wu et al., 2020). Nevertheless, insufficient attention
has been paid to explain how different state actors are
affected and reacted in the process of financialization.
Based on the cases of chengtou, we find that although the
Chinese state may retain control over the financial market,
financialization reshapes relationships within the state and
may lead to further intrastate divergence in two aspects.
First, although the central state advocated local govern-
ment bonds rather than chengtou borrowing after 2014,
local states especially lower level governments still favour
chengtou. Second, local states in developed regions still
manage to maintain and transform chengrou to fit for cen-
tral regulations and the financial market. However, in less-
developed regions, local states have become conservative to
the financial market and increasingly reliant on the central
bailout. In this sense, the Chinese state is not shaped by
the financial market as described in Western studies, but
demonstrates the alternative proposition that the process
of financialization deepens the degree of divergence and
inconsistency within the state.
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