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Abstract: 

Undoubtedly, the studies of post-Mao China city-region have indicated that powerful local states have developed a flexible and effective capacity in making infrastructure financing and construction, negotiating with investors and enterprises, intervening resources reallocation and controlling enterprises, and so on. The flexibility and effectiveness is so-called “local institutional and policy innovation”. Of many dimensions to analyze local innovation process, this paper focuses on a dimension of local-central relationship. The paper is organized in three main sections. First, four different types of mechanisms of local innovation process are theoretically identified: mechanism of “state inability to rectify”, of “state intention to tolerance”, of “ex-post state endorsement”, and of “ex-ante state adoption”. Second, an empirical case to be examined is development and policy process of Kunshan and Kunshan Economic and Technological Zone (KETZ). As argued in the paper, the reasons of case study are only because of KETZ as one of the national-level zone per se, but also because of its economic achievement and of its diverse types of mechanism of local institutional process. Since development and policy process in Kunshan and KETZ cover the latter three mechanisms, in the third section, I examine the operation and effectiveness of each mechanism, including factors shaping local innovation process, negotiation beyond local innovation, importance of networking, rescaling nexus of local-central-global, and upgrading local capacity. 
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政策创新, 地方经济发展, 以及动态的中央地方关系—以后毛时期的昆山为个案
简旭伸

中文摘要: 
无疑的, 有关后毛时期的中国研究里已经显示, 极有能力的地方国家早已发展出许多既弹性又有效率的能力, 来操作基础设施投融资, 投资客商谈判, 左右地方资源配置等方法, 进而促进地方发展, 这样的效率与弹性, 也就是所谓的地方政策与制度创新的概念. 在许多地方政策创新的研究面向中, 本论文将主打有关 “中央地方关系”, 并且以地方自行兴办计划的这一政策类型做分析. 本论文将分成下列三部份. 第一, 本论文将在理论层次上, 区分出四种不同的政策创新机制: 地方兴办但国家无力纠正, 地方兴办但国家有意纵容, 地方事后申请国家追认, 地方事前游说国家采纳. 第二, 本论文以昆山以及昆山经济技术开发区作为与理论对话的经验资料. 昆山的雀屏中选的原因不只是他的昆山开发区是属于国家计划, 还有他的杰出的经济表现, 以及多样化的中央地方政策互动类型. 第三, 在上述四点理论类型中, 我们以昆山为经验个案, 讨论后三种类型的运作, 主要讨论的面向包括政策创新起始原因, 中央地方协商, 网络以及再尺度面向, 以及地方能力提升等. 
Policy Innovation, Local Economic Development, and Dynamics of Central- Local Relationship-- Case of post-Mao Kunshan
1. Introduction: 
There is without any question that China’s economic reforms over decades have led to rapid economic growth. Many empirical studies on the post-Mao China also show that the economic transition towards market economy in China is propelled by an active and flexible roles played by local governments (Oi 1995; Walder 1995; Zhu 1999; Wu 2000; Yeung 2000). Local governments in China have developed an innovative capacity in introducing new projects (Wei 2002b), flexibly intervening resources reallocation (Qian and Stiglitz 1996), arbitrarily interpreting legal documentations (Yeung 2000), and even making de facto implementation beyond de jure central regulations (Li 1997b). Despite the differences of various cases, one of the commons is that the reasons why local governments try to make policy innovation are because that they think by doing “local institutional innovation”, they can accomplish some goals and tasks that from their viewpoints are able to generate better local and regional economic development, and/or to advance personal political and economic interests. Local institutional innovation is related to a topic of economic decentralizations. Under the contexts of post-Mao China period, local governments obtain more power and resources from the central government over fiscal system and ownership of state-owned or collective enterprises, resulting in greater capacity for local institutional innovation (Oi 1995; 1998). 
The discussion on decentralization is more complex when we put post-Mao China’s evolving central- local relationship into consideration. Like many countries in the world, China does experience the tendency of economic decentralization (Rodriguez-Pose and Gill 2003). However, there are at least two key differences between China experience and experiences of other countries. First, in many western countries, economic decentralization goes with political devolution or decentralization (Rodriguez-Pose and Bwire 2003). However, in China economic decentralization takes place with political centralization under the control of Chinese Communist Party (CCP). Politically, the central government still maintains strong power over local officials and cadres, who are not elected directly by people but appointed or removed of by the parties. The promotion and demotion is somehow in relation to economic performances under jurisdiction of the leaders (Tan 2002; Li and Zhou 2003). Second, in many western countries that are operated on the basis of rule-of law, the dynamics of central and local relationship can be followed and traced under the legal process. But in China, local governments in reality are able to make innovation for local economic development by secretly or openly breaking or disobeying the laws and regulations of the central government (Cheung 1994; Li 1997; Chung 2000; Yeung 2000). Or we can call them as local innovation without legal or official status. It can attribute to several causes: partly because of the historical legacy of regional fragmentation and local discretion (Goodman 1994); and partly because of the rule-by-law operation dominated by party without any substantial check and balance between administration, legislation, and juridical systems (Sachs, Woo et al. 2000; Ma 2002); and partly because of fragmented authoritarian regime that there is no clear-cut line between central and local relationship in the transition process (Lieberthal 1992). In other words, central and local governments in post-Mao China can interact in the “grey” areas of legal-ambiguous process or even in illegal process. It therefore leads us to ask further: what and how and in which circumstances do local governments act and interact legally, illegally or “legal-ambiguously” with the central government? What and how does the central government respond to the innovation from below? How many types of mechanisms of local innovation process can we identify? And how and in which circumstances do these mechanisms operate effectively and why? 
The paper is organized by three main sections to answer the questions. First, literature review on dynamics of central-local relationship in China is offered to understand the background of complicated mechanisms of local institutional innovation. Following that is the hypothesis focusing on the different mechanism of local innovation process. Local innovation process can be categorized as least two different groups: either local initial projects, or local discretion on the projects of the central government. For the sake of length of the paper, the former is the focus in here. In terms of “local initial projects”, the mechanisms of local innovation process can be identified as types of “state inability to rectify”, of “state intention to tolerance”, of “ex-post state endorsement”, and of “ex-ante state adoption”. State in here refers to the central government. Each type presents different interactive processes between central and local governments. Second, a detailed history of Kunshan and Kunshan Economic and Technological Zone (KETZ) is documented in here. The reasons why selecting Kunshan and KETZ are not just because of KETZ listed as national-level zone per se, but also because of its brilliant economic achievement and of the diverse types of local institutional processes interacting with the central government. With the case of Kunshan and KETZ, three key mechanisms of local innovation process, namely, types of “state intention to tolerance”, of “ex-post state endorsement”, and of “ex-ante state adoption”, can be found. I further, in the third section, examine the effectiveness and operations of each mechanism of local institutional innovation process. The commonalities as well as the particularities of each mechanism are to be investigated. And how does Kunshan local government change through a sequence of these mechanisms is also analyzed. Finally, some theoretical and practical implications are noted in the conclusion section. 
2. Local Innovation: a perspective of rescaling central-local relationship
2-1. Context: why local innovations possible? 
Two economic decentralizations

As argued, post-Mao China has experienced economic decentralization with political centralization. Economically, there are two institutional decentralizations: one of fiscal system and one of ownership management of state-owned or collective enterprises (Oi 1995; 1998). On the one hand, local government can retain the surplus after remitting tax to the central governments; on the other hand, they also act as private owners to seek for some economic rents by controlling over the management of local state-owned and collective entrepreneurs. The economic decentralization produces a different degree of incentives for local officials and cadres making policy innovation in order to promote local economic development. For example, local officials in Guangdong in early 1990s made innovation in raising their budgetary revenue by the way that local enterprises were usually “encouraged” to pick up tabs for certain public expenditures. The reasons why the businesspersons agreed to comply to do so are because local officials could help them to reduce tax revenue. They could just collect tax only just to fulfill basic quotas set up by the central governments. Moreover, local governments also could try to mobilize more financial resources to the local firms who were willing to cooperate with them (Qian and Stiglitz 1996). From that regard, it clearly shows how two economic decentralizations offer local governments administrative “capacities” as well as “incentives” to make innovative collusion between governments and enterprises. 
Performance-based political centralization 

However, such economic decentralization does not mean that upper governments completely lose control over the local. On contrast, politically, central governments still can manage local officials through the Leninist principle “party controls the cadres (dang guan gan bu)”. Top officials and cadres of local governments are not elected directly by people but appointed or removed of by the upper governments and CCP. Based on that, several researches have already found that the appointment, selection, promotion and dismissal and transfer of the local leaders are partly based on economic performance of their jurisdictions (Edin 2000; Whiting 2001; Edin 2003). For example, with a comparison study in terms of the tenures of all leaders and the provincial economic performances under their tenures, Li and Zhou conclude that Chinese central government tends to terminate provincial officials who badly perform local economic development (Li and Zhou 2003). With a comparison of development in Jiangxi and Fujian around 1990s, Tan’s research further addresses the importance of creating economic performance records rather than of obedience to central policies. The history of Fuijan development and records of career paths of leaders together show that the assertiveness in steering local economic growth around 1990, which actually played an important role in taking off Fuijian by then, was a set of policies in sharp contrast to the central austerity programs in same period. Although the local discretion obviously did not follow the central government’s policies, these leaders who were technically and administratively competent in dealing with economic matters, as expected, easily drew the attention of upper-level governments and then finally smooth got the promotion (Tan 2002). The Fujian case demonstrates that for local officials who bear careerism in mind, one of the most considerations taken into account is the ways of how to promote local economic development, regardless of obedience or disobedience to the central policies or regulations. To sum up, under the particular context of economic decentralization and political centralization, local governments in China are actually encouraged to make innovation for local economic development. 
Cultural legacy, limited political reform and reciprocal accountability
For China, that is absolutely a country of not federalism-system, sub-national governments in theory have no such legal rights to make laws, regulations, policies or programs without permissions authorized by the central government. But in reality, as discussed by many scholars, local governments in China can either initiate their own projects without telling the center, or make some discretion of the central government. All these solutions can be understood as official/ legally-ambiguous, or even unofficially/illegal, policy innovations. Careerism and performance-based management with economic decentralization, of course, is only part of the institutional factors attributing this situation. For example, from cultural perspective, there has been a legacy of so-called “Yanan tradition” borne out of CCP’s guerrilla military experience prior to Communist China, which was to encourage a policy of “do the best implementation according to local conditions” (yin di zhi yi) (Goodman 1994). From the viewpoint of political reform, there is limited political transformation along with dramatic economic transition. CCP still controls the whole process of decision making without any check and balance of opposition parties. Within CCP, although there are several cases that some local People’s Congress (legislature) have started to change the image of “rubber stamp” by contestation and competition with other political organizations such as local parties and governments at corresponding jurisdiction (Xia 2000), the latter are still very dominant in decision making than the former. Even more, the head of the governments in many cases were the head of local People’s Congress, making the check-and-balance between administration and legislation hardly possible, if not to say absolutely impossible. Therefore, local officials can be the rule makers, the rule enforcers, and the referees and the players at the same time (Sachs, Woo et al. 2000; Ma 2002). In addition, from the perspective of power structure, the political logic of economic transition in post-Mao China is “reciprocal accountability” between central and local officials (Shirk 1993). One the one hand, officials and cadres in the central level have the right to appoint and remove of the officials and cadres at local level. But one the other hand, under the context of power struggle, in order to stay in the offices, different fractions of the center also compete with one another in striving for the political supports from the local. One of the most common ways to win the political supports in post-Mao period is economic legitimacy, leaving the greater room for the local officials. Therefore, local policy innovations for economic development can take place in the situation that local officials take an advantages of the central officials, who intentionally turn a blind eye to those local innovations, no matter legal-ambiguously or illegal, in order to exchange their political backing. 

2-2. Analytic framework: typology of mechanisms of local innovation process
Local innovation process can be categorized as least two different groups: either local initial projects, or local discretion on the projects of the central government. For the sake of length of the paper, the former is the focus in here. I develop a theoretical framework to understand the complicated types of local innovation process. Four types are pointed out with a dimension of whether or not the local innovation enjoys the legal or official status or not? With the fact that China is de jure not a federal country, the operational definition of “legal/ official status” is to focus on whether or not there is any permission authorized by the central government before local officials conducting policy innovation. Therefore, at least fours types of mechanisms can be identified: of “state inability to rectify”, of “state intention to tolerance”, of “ex-post state recognition”, of “ex-ante state adoption”. See Figure1. 
Figure1: typology of local innovation- a central-local perspective
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Note*: I argue the type of “secret forever” is only theoretically possible but most unlikely to happen in reality. 

Source: Author compiled
The four types of mechanisms also can be divided into two groups: unauthorized or authorized. In the “unauthorized” group, local governments intentionally do not to report to the central government when making innovations in new policies. Three outcomes can be possibly figured out. First, the innovations are kept in secret. It means that they have never been found by others, including the central government. Theoretically, of course, it is possible to keep development in secret forever. But local innovation aims to make local economic development better. Local regions most likely want to be more famous and easily to be noticed in order to get more resources and investments from elsewhere. Moreover, local economic development issues always involve a group of people whose interests may be intertwined or conflicted among one another. As a consequence, it is quite difficult to keep all participants in silence all the time. It means that the type of mechanism of “secret forever” is only theoretically possible; and in reality most unlikely to happen. 
State inability to rectify

When the secret projects are discovered, there are two scenarios. First, the central government disagrees but cannot make any further actions to stop them continuing because of its weakening capacity towards local disobedience. One of good examples in China is the case of local protectionism after 1980s. Many local governments at provinces or sub-provincial levels illegally set up administrative demarches (such as, discriminated fee or tax or regulations) or physical barriers (for example, inspection stops along highways or rail lines or in the ports) to block raw materials, semi-goods and products and even financial capital and human resources from other regions to enter their jurisdictions (Goodman 1994; Segal 1994). The latest regulation by the central government toward local protectionism was announced in 2001
, clearly implying that the central government was actually unable to resolve the problem of local protectionism over decades. This is the mechanism of “state inability to rectify”. 
State intention to tolerance

Second, after local innovations are discovered, the central government has capacity to prevent local government from proceeding these innovations but do not want to exert their powers and influence over them. The policy of decollectivization right after the end of Cultural Revolution is the case. In late 1970s, the notorious “collectivization” program was politically untouchable taboo. But a group of households in Fengyang county of Anhui province under the support of then-governor WAN Li began in secret to contract with the local officials for delivering a fixed quota of grain in exchange for farming on a household basis. Their success was soon revealed to the public. It was reported that the central governments, which could easily raise a political campaign to halt the decollectivization experimentation, intentionally turned a blind eye to these innovation (Chung 2000). This type is called as the mechanism of “state intention to tolerance”. 
Ex-post state endorsement
In the “authorized” group, local innovations have been made by local governments initially and to the end got the legal status from the central governments. Here I make a distinction between ex-ante or ex-post official recognition. Regarding “ex-post”, it means that local innovations receive legal recognition after they have been “illegally practiced” in the regions. The central government officially recognizes their projects some time after their practice. For example, related to Auhiu decollectivization case, within two years, the central government offered their official admission to the Auhui officials and peasants who involved in the innovation of agricultural reform (Chung 2000). This type is called as mechanism of “ex-post state endorsement”. 
Ex-ante state adoption

Concerning “ex-ante”, local governments recommend flesh ideas to the central government before making any implementation. They execute the innovative policies only after the central government adopts their ideas. For example, when Shanghai wanted to initiate Pudong Special Zone project, the local officials in Shanghai advocated the policy to the central government first and then participated in policy deliberations with central officials. After the central government adopted the idea, Shanghai further recommended details of Pudong project to smooth the process of policy implementation. What Shanghai did in the policy process of Pudong development project was not to confront the central government, but to keep all procedures and implementation as fully recognized by the central as possible as they can (Li 1997b). This type can be called as the mechanism of “ex-ante state adoption”. 
3. Kunshan and Kunshan Economic and Technological Zone
After establishing the set of analytic framework for understanding different typologies of local innovation process, I further examine the operation and effectiveness of each types of mechanism of local innovation. The considerations of selecting a case study for the paper are threefold. First, the policy process has to be innovative and successful with better local economic development as their consequence. Second, the policy processes have to be involved a dynamics of central local interaction. Third, the policy processes can cover as more diverse types of mechanism of local innovation process as possible. From that regards, the story of Kunshan and Kunshan Economic and Technological Zone (KETZ) is one of the best options. 
3-1. Key Characteristics: impressive growth and dramatic industrialization
Kunshan is a county-level city government, which is governed by Suzhou prefecture-level city government in Jiangsu province. The downtown of Kunshan is located 55 km from downtown Shanghai and 36 km from the city of Suzhou. The total area of Kunshan territory covers 865 km2, with about 50% of arable land in 2000 and another 22.3% of lakes, rivers, and canals. See the Map1. 
Map1: the location of Kunshan in relation to Shanghai (the dot in the left figure)
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Source: author modified from Wei (2002)
Kunshan started poorly at the beginning of reform period. Dominated by agriculture production, Kunshan was even nicknamed as “the little sixth” of Suzhou because its industrial output was ranked last among the six county-level jurisdictions in Suzhou and fell behind other counties of Jiangsu.
 See Table 1. However, in 2001, GDP per capita in Kunshan was 37,837 RMB, which was highest in Jiangsu, and even greater than Shanghai (30,674 RMB) and Beijing (20,329 RMB). Industrialization in Kunshan grows rapidly from 28.9% of GDP in 1978 up to 60 % in 2000. See Table 2. The impressive growth and dramatic industrialization and great records in attracting FDI and producing trade also can be shown in the comparison between Kunshan and other county-level jurisdictions in Suzhou. See Table1. All achievements make Kunshan as one of the top economic-strongest county-level jurisdiction nowadays in China.
 To conclude, there is no doubt that Kunshan has successfully upgraded their local economic development. The brief history of Kunshan and KETZ is offered in the rest of the section to explain what local policy innovations do Kunshan make so that they can accomplish such successful development. 
Table 1: county-level cities in Suzhou in selected items and years
	
	Agriculture  as % of GVIAO

in 1977
	Rural 

industrial output

(million RMB)

in 1983
	Agriculture  as % of GDP

in 2003
	FDI 

(million US)
in 2003
	Export

(million US)
in 2003

	Kunshan
	61.6 %
	331 (6)
	2.3 %
	120.1 (1)
	721.5 (1)

	Changsu
	44.8 %
	1030 (1)
	2.9 %
	95.1 (2)
	180.8 (4)

	Zhangjiakang
	55.7 %
	883 (2)
	2.3 %
	60.2 (3)
	198.0 (3)

	Taichang
	56.5 %
	508 (5)
	6.0 %
	60.2 (4)
	116.9 (6)

	Wujiang
	54.8 %
	604 (4)
	4.8 %
	50.4 (6)
	328.3 (2)

	Wuxian
	52.4%
	724 (3)
	--
	--
	--


Note1: GVIOA means gross value of industrial and agricultural output. Using GVIOA instead GDP is because of constrains of statistics database in 1970s

Note2: The bracketing number means the ranking in Suzhou; in 1983, 
Not3: There are six county-level administrations under Suzhou; and Wuxian was demolished due to the re-division of administration in 2000. 

Source: Wei (2002b) ; Jiangsu Statistics Yearbook 2004
Table 2: structure of GDP (unit: 100 million RMB) in Kunshan in selected year

	
	GDP
	I
	II
	III

	
	
	Output
	%
	Output
	%
	Output
	%

	1978
	2.4
	1.2
	50.0
	0.7
	29.2
	0.5
	20.8

	1990
	20.1
	4.5
	22.4
	11.4
	56.7
	4.2
	20.9

	2000
	200.8
	11.2
	5.6
	119.3
	59.4
	70.3
	35.0


Source: Hwahui Planning Co. and EDS Planning Co.(2002)
3-2. Brief history of Kunshan Economic and Technological Zone 
Like most other prospering regions in transition China period, Kunshan’s economic development can be understood on the basis of the complicated process of triangulation between globalization, marketization, and decentralization, including favorable macro-contexts for development provided by the central government, the locational advantage of being near Shanghai, the active role of the local leadership, and the expansion of global capitalism seeking cheaper labour and markets (Marton 2000; Wei 2002b). Based on these researches, this paper is to offer a review of history of Kunshan and KETZ with the perspective of “local innovation process” in relation to central-local interaction. There are three stages of development: stage of self-development zone: 1984-1992; stage of national-level zone: 1988-2001; and stage of export process zone: 1997-until now. See Figure 2. Each stage is elaborated as follows.  
Figure 2: three stages of Kunshan development: 
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State of self-development: Kunshan Small Industrial Zone 

In late 1970s, Kunshan was nicknames as “the little sixth” of Suzhou because its industrial output fell behind other counties of Suzhou. And the agriculture activity dominated Kunshan output by then. In July 1984, after visiting Guangdong and Fijian, which were the first two provinces to practice the policy of special economic zone under an approval of the central government, Kunshan leaders decided to secretly establish their own industrial zones in the eastern part of downtown of Kunshan (Yang 1991). In January 1985, the project of “New Industrial Area (guo ye xin qu)” (the formal name of KETZ) with a plan of the first phase of 3.75 km2, was approved by the Kunshan local People’s Congress (Yang 1991). By then, KETZ was largely self-financed without any preferential policy approved by upper-level governments at the beginning, no less to say the permission from the center. 
In 1985, Kunshan New Industrial Area attracted two Japanese and one domestic investment projects. In January 1986, HAN Peixin, party secretary of Jiangsu province, took a business trip to Kunshan and was unexpectedly told the construction of Kunshan New Industrial Area. He did not express strong disagreement directly. Instead, he asked Kunshan leaders for details of the secret zone. After visited Kunshan, he discussed with other colleagues of provincial leaders the story of Kunshan and encouraged them to pay a visit as well (Yang 1991). Therefore, more and more officials both at provincial and central levels noticed Kunshan. 
In 1989, the total industrial output in KETZ reached 5 million RMB, in which the number was higher than the average number of total national-level economic and technological zones. Fourteen zones together created 5,699 million RMB, equal to about 4 million per each. A details in comparison between KETZ and all national-level zone also shows that in terms of industrial output KETZ actually could be ranked as the top third among all fourteen national-level zones following Guangzhou ( 826.4 million RMB) and Shanghai Caohejing (1,842.9 million RMB). Regarding infrastructure, until 1989, KETZ just spent 27 million RMB to reach the performance. But averagely speaking, each national-level zone had spent 183 million RMB. See Table 3. It is because of a strategy of KETZ location selection that KETZ was located near downtown at the beginning. Compared to other national-level zones which were placed far away from the existed downtown and forced to spend costly to invest new infrastructure, KETZ could easily paid relatively little budget to extend the by-then infrastructure. Moreover, within relatively limited areas and few years, the contribution of KETZ to Kunshan was also enormous. From the earliest data found so far, in terms of total industrial output, KETZ created 10% to 15% of amount in Kunshan in total between 1988 and 1993. And in terms of FDI amount, KETZ could be regarded as an FDI power house for Kunshan. In 1989, FDI in KETZ represented 26% of total of Kunshan, and got more important to around 40% in coming years. See Table 4. There is no doubt that KETZ was quite successful to Kunshan local economic development.
Table 3: Performance comparison between KETZ and national zones in 1989
	
	Total industrial output

million RMB
	Infrastructure investment
million RMB
	FDI
million US dollars

	KETZ
	505 
	27 
	1.73 

	Total fourteen national zones
	5,699
	2,560
	348.97

	Average for single zone
	407 
	183 
	24.03 


Source: author compiled from 1988-1993 Kunshan Yearbook and ACKETD (2000). Fifteen Years of Kunshan Development Zone (in Chinese: kun shan kai fa qu si wu nei).
Table 4: Contribution of KETZ to Kunshan Administration

	
	1988
	1989
	1990
	1991
	1992
	1993

	Total Industrial Output (%)
	10.03%
	9.96%
	9.42%
	14.93%
	14.14%
	14.59%

	FDI (%)
	4.33%
	26.62%
	31.29%
	47.60%
	34.63%
	36.68%


Source: author compiled from 1988-1993 Kunshan Yearbook and ACKETD (2000). Fifteen Years of Kunshan Development Zone (in Chinese: kun shan kai fa qu si wu nei).
Stage of national-level Zone: Kunshan Economic and Technological Zone
Its great success in economic self-development had gradually attracted the attentions of the officials, scholars, and journalists. And based on such bright records in investment attraction and tax revenue, KETZ and Kunshan government also felt confident to seek for the support from the upper-level governments. With the help from the provincial leaders and several runs and series of efforts in promoting and negotiating, in 1988, the name of Kunshan “New Industrial District” was authorized to change to Kunshan “Economic and Technological Zone” (KETZ) by Jiangsu provincial government. In same year, the provincial government was suggested by the center that additional 5 million RMB could be retained in Kunshan as local revenue for infrastructure financing and economic development. In 1989, Kunshan government was administratively upgraded from a county to a county-level city.
 In 1991, KETZ was selected as one of key development zones in Jiangsu province. In 1992, ZOU Jiahua, then-vice PM of China, visited Kunshan and agreed to leave Kunshan his inscription “Kunshan Economic and Technological Zone”. As being the position of vice-PM, Zou’s inscription to some extend represented the state endorsement. Finally, in mid of 1992, State Council finally granted KETZ as national-level zone. 
After listed as national-level zone, KETZ developed speedily. From 1992 until late 1990s, Kunshan kept attracting around 500 million US dollars every year until 2000. See Figure 3. Exports and fiscal revenue also grew dramatically. See Figure 4. And in terms of technological development, the first laptop manufactured in China was also produced in KETZ. Therefore, there is no wonder that Kunshan could be listed the first in Yangtze Delta and second China national wide in the list of “2003 Top 100 Economically-Strongest County-Level Jurisdiction”. 

Figure 3: The foreign company and investment in KETD from 1987-2002
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Figure 4: KETD export and fiscal revenue from 1987-2002
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Stage of improving custom service: export process zone

Late 1990s, Kunshan was keen to promote a concept of “export process zone (EPZ)”. In contrast to the traditional special economic zone which focuses on the tax exemption, the concept of EPZ is a special enclosed area with one-stop service supervised directly by the General Custom of State Council with substantial coordination between police, tax office, container port and airport authorities, Commodity Inspection, Department of Financial Affairs, banks, and foreign trade custom declaration companies, and so on. Apart from all tax exemptions that have been promised in all national-level development zones, there are some differences between investment in EPZ and one in outside EPZ. First of all, companies investing in EPZ can enjoy more tax rebate, such as all capital goods able to be exempted from custom duty and import-related taxes. Second, EPZ offers more convenient business environment. For example, companies in EPZ can freely transfer goods to other companies within EPZ or between different EPZs. Goods may be freely transferred between other countries and EPZs in China and any quotas and licenses may be unnecessary unless otherwise stipulated by the State. Banking system and records for deposits and logistics are also simpler. Table 5 shows the preferential policy in EPZ in China.
Table 5: preferential policy in EPZ

	
	Special Policy only in Export Process Zone

	Exemption of import/ export quota or license
	· Goods may be transferred freely between EPZ and other counties

· No quota or license is necessary unless otherwise stipulated by the State

	Exemption of import duty
	· All capital goods, such as machinery, equipment, moulds and spare parts for maintenance used for production purpose and machinery, equipment, construction materials, and office appliance for infrastructure development are exempted from import duty and import-related taxes

	Bonded import materials
	· Raw materials, components, packaging materials and consumables used for the production of export goods are fully bonded

	Record system with customs
	· Instead of bank deposit account and logbook, enterprises in the EPZ need only record with the customs

	Fast logistics within EPZ and between EPZs
	· Raw materials and semi-finished products can be transferred freely within EPZ. 

· Tax is exempted for products, machinery, and equipment transferred between EPZs

	Tax exemption for Exports
	· Processed products for export are exempted from value-added tax

	Tax refunded
	· Goods from non-EPZ companies in China that enter EPZ are deemed as exports of which domestically produced machinery, equipment, raw materials, components, parts, packaging materials, and reasonable amount of construction materials entering EPZ are eligible VAT rebates

	Foreign Exchange Control
	· No verification and cancellation procedure of foreign exchange income is required for exported goods; no verification and cancellation procedure for foreign exchange payment to outside mainland China is required for imported goods

	Tax for water and electricity
	· Enterprises of production nature within EPZ can enjoy VAT rebate for water, electricity, gas used for exported goods

	Other incentives
	· Enterprises in EPZ enjoy the same preferential policies as those outside EPZ


Source: website of China Singapore Suzhou Industrial Park
Clearly, there is quite a complicated mechanism in EPZ that only the central government has enough capacity to coordinate. But as mentioned, the concept of EPZ was not initiated by the General Custom of State Council. Instead, it was a policy process from Kunshan at the beginning. In 1997, Kunshan gave a short policy report to the vice director of SEZ Department of State Council about the concept of EPZ. Unfortunately, the central government did not make any decision over whether to agree or reject the proposal. However, Kunshan officials did not give up preparing for EPZ, even nor established it illegally. On the contrast, while Kunshan officials continued persuading the central government to accept the concept of EPZ, they also made an effort to get EPZ ready. Kunshan selected one small area inside KETZ as a site for EPZ. Finally, the central government agreed to accept in 2000 October. KETZ was chose as one of first fifteen “experimental” EPZs in China.
All of the well preparation before 2000 led Kunshan EPZ an amazing achievement in 2001. According to statistics from the General Custom, total fifteen EPZs accomplished 900 US million dollars in 2001in terms of trade, and only Kunshan EPZ reached 450 US millions. It means Kunshan EPZ took around 50% in all EPZ cross China.
 Moreover, the impressively increasing numbers in export and fiscal revenue of KETD after 2001 also proves the successful innovation of Kunshan EPZ. See Figure 3 and 4 above. The leading performance also caused Kunshan EPZ to be selected again by the General Custom in 2002 as one of only two pioneering EPZs to implement new ideas of supervision models.
 The other one is Shanghai Songjiang EPZ. 
3-3. Summary: diverse mechanisms of local policy innovation
To sum up, Kunshan and KETZ was definitely a suitable case to understand local innovation process. It is not only because of KETZ as a national-level zone per se, but also because of its brilliant economic achievement and of the diverse types of mechanism of local innovation process with the central government. KETZ was developed in secret without reporting to any upper-level governments, no less to say the permission from the central government. Soon after, some of upper-level leaders knew their construction but did not disapprove them to keep going. Instead, they fiscally help KETZ. From that regard, we can call this stage as the mechanism of “central intention to tolerance”. From late 1980s, based on such bright records in investment attraction and tax revenue, therefore, KETZ and Kunshan government started to seek for the authorized approval to their status by the central government. Finally, 1992, State Council finally granted KETZ as national-level zone. It means that in this stage, Kunshan experienced the type of mechanism “ex-post state endorsement. In late 1990s, Kunshan tried to promote the concept of EPZ. The central government gave a lukewarm response. Instead of implementing illegally, Kunshan aggressively persuaded the central government to do so. The central government eventually adopted this idea in 2001 and chose KETZ as one of pioneering sites to practice. The process of successful EPZ policy can be regarded as the mechanism of “ex-ante state adoption”. It means that the case of Kunshan and KETZ can cover three types of mechanism of local innovation process: mechanisms of “central intention to tolerance”, of “ex-post state endorsement”, and of “ex-ante state adoption”.
4. Operation and effectiveness of local innovation process 
In this section, the operations and effectiveness of mechanisms of “central intention to tolerance”, of “ex-post state endorsement”, and of “ex-ante state adoption” are examined with the case of Kunshan and KETZ policy process. The commonalities among mechanisms as well as the particularities of each mechanism are to be investigated. The former is defined that in the case of Kunshan and KETZ, the elements or conditions for operations and effectiveness can be found in more than one mechanism. The latter is that as far as the data collected, we are only able to use a single mechanism to argue the particular dimension of operation and effectiveness.  Moreover, the question that how does Kunshan local government change through a sequence of these mechanisms is also to be analyzed. We start from the commonalities first. 
4-1. Local innovation process shaped by initial development conditions 
As, argued, three mechanisms of local innovation process can be found in Kunshan. But it does not mean that Kunshan can easily and freely choose any of them without restrictions. Instead, each mechanism is just a reflection to the initial difficult conditions of the development stages. For example, the key point of the mechanism of “state intention to tolerance” is that local governments do not report to upper governments before they initiated the projects. KETZ was initiated in 1984, and then constructed in 1985 without any reports to the provincial or central officials. The reasons why Kunshan officials did not report to them can be explained by the initial condition of Kunshan in mid 1980s. Three dimensions by then are particularly addressed. First, after the death of Mao, state development strategies were dominated by Deng’s famous instrument “let some regions get rich first”. But the selection of “some regions” is based on the then-controversial “ladder-step doctrine (ti du li lun)” with a metaphor that regions are like steps on a ladder. On the one hand, by the metaphor, relatively-developed regions, akin to a higher step of a development ladder, can be more easily developed; and on the other hand, development is expected to be trickled down from developed areas to underdeveloped ones. It means that the principle of spatial selectivity was to choose some places where they have better starting point of development. 
Second, as shown, in 1983 Kunshan only reached 331 million RMB in terms of total industrial output and still listed as the little six in Suzhou administration. The record was even less than one third of Changsu (1,030 million RMB), the top county in Suzhou in terms of same item. See Table 1 above. It means that Kunshan was disqualified to be listed on higher-step of development ladder in Suzhou or Jiangsu. Third, there was a series of political uncertainty. Some scholars call them as a “tight-loose” cycle in 1980s. For example, democracy wall in 1978 (loose) followed by arrest of disobedient in 1979 (tight), small- scale local election in 1980 (loose) followed by anti-spiritual pollution campaign in 1983 (tight), urban reform and open cities policy in 1984 (loose) followed by economic retrenchment in 1985 (tight), and student demonstration in 1986 (loose) followed by campaign against “bourgeois liberalization” in 1987 (tight); and administration reform in 1988 (loose) followed by economic reform frozen in late 1988 and Tiananmen crackdown (tight) (Baum 1994). It means that no matter how improvement and innovation officials and cadres had made, reform and open movements could be easily demolished by the unexpected power struggles and political disturbance. Under the political uncertainty, ordinary officials would not be expected to support any unauthorized but innovative steps. Taken three together, it is understandable that why Kunshan did not report to upper officials at the beginning. Due to the poor performance in 1983, Kunshan was forced to think that it might be no use to report to them before any convincing actions. 
Similarly, the initial condition facing Kunshan in late 1980s also shaped the mechanism of “ex-post state endorsement”. KETZ had already developed successfully, evidenced by the fact that the achievement of industrial output was listed top three among other national-level zones. However, in terms of FDI attraction, KETZ was far from national-level zones. In 1989, KETZ only caught 1.73 million US dollars, only 6% of average of national-level zones. And KETZ was the key location to attract FDI in Kunshan. See Table 3 and 4 above. Since FDI was a driving force of local economic development in China, Kunshan had to sort out the difficulty in attracting FDI by then. For many foreign investors, whether or not zones are operated legally and officially under state regulations, is one of key considerations when selecting investment locations. Plus Kunshan’s low county-level administrative status, foreigners had cast some doubt on whether or not Kunshan could have enough administrative power and capacity to keep KETZ operating. The FDI-oriented concerns as a new development difficulty in late 1980s can also partly explain a great jump in FDI attraction in Kunshan after 1992. It means that the reason why Kunshan started to apply for the ex-post state endorsement for national title was not based on their free choice but shaped by difficulty in attracting FDI in late 1980s. 

The mechanism of “ex-ante state adoption” to promote EPZ was also shaped by economic restructuring difficulty facing KETZ in late 1990s. By then, there was a “development zone fever”, meaning that local governments at different level used to create development zones for local economic development (Cartier 2001).
 And Yangtze Delta is no exception. Before 2003 State adjustment policy, there were about 1500 zones in Great Yangtze Delta (Shanghai, Jiangsu, and Zhejiang), and even after 2003 adjustment policy, Jiangsu and Zhejiang provincial governments still maintain more than 700 zones. See Table 6. The serious competition with each other in bidding FDI causes many problems, for example, unexpected loss of arable lands lost to construction sites and real estate speculation (Cartier 2001), and race-to-bottom tax rebate policies or free charge for lands in relation to unsustainable infrastructure financing of local governments (Braunstein and Epstein 2002). In order not to compete with race-to-bottom policies, Kunshan had to find out new niches. One of the options is to improve the quality of custom service, which is the original idea evolving to the concept of EPZ. However, as shown, the creation of EPZ and improvement of custom service is no wonder a huge coordination task. Therefore, it was difficult that Kunshan could accomplish this task by itself alone without the supports form the state. The constraint facing Kunshan in late 1990s shaped the process that Kunshan tried to persuade the central government to adopt the idea of EPZ, namely, the mechanism of “ex-ante state adoption”. 

Table 6: numbers of development zones before and after 2003 adjustment policy

	East Prov.
	Before
	After

	Jiangsu
	475
	302

	Shanghai
	157
	n.a.

	Zhejiang
	758
	472


Source: Decision Information for Leaders (ling dao jue ce xin xi), 2004/04 (no.15)

4-2. Macro policy changes as windows of opportunity

The mechanisms of policy innovation are not only shaped by difficulty of initial conditions facing Kunshan in different stages of development, but also shaped by the macro policy changes offered by the central government as windows of opportunity. In late 1980s, the industrial output in Kunshan was generated not by FDI but by domestic investment. Many of them were originally located in Third Front of inner China. The Third Front, including the vast interior regions south of the Great Wall and west of the Beijing-Guangzhou railway, was a historical product due to Vietnam War and deterioration of Sino-Soviet relation in mid 1950s and 1960s. China located plenty of capital investment, in most of which were in relation to military preparation, in the safer Third Front to prevent bombing attacks from the Pacific Ocean or Soviet Union (Ma and Wei 1997). Since mid 1980s, Kunshan could attract such investment due to its location advantage near Shanghai plus by then macro policy to encourage Third Front military enterprises to commercialize. The Seventh Five-Year Plan (1986-1990) called for a fundamental reorganization of the Third Front enterprises to make commercialization of their productions by changing the production lines in the factories or cooperating with external factories within and outside the Third Front regions. For example, missile plants were encouraged to turn part of technology into wash-basins and motor-bikes for the masses (Kirkby and Cannon 1989). With catching the policy of “commercialization of Third Front enterprises” as a window of opportunity, Kunshan successfully found some domestic investors and technicians who worked in some military factories and by then were looking for jobs and business opportunities somewhere near around Shanghai. For example, Kunshan branch of Fonghua Refrigerator, one of manufactures belonging to the former Ministry of Aerospace Industry, was relocated from Chongqing to Kunshan (Yang 1991). Macro policies as windows of opportunity also can be found in the process of applying for national-level zone. In 1992, Deng’s southern tour offered Kunshan a great opportunity. Deng reaffirmed open policy, encouraging officials to make bolder actions to promote development. After, Kunshan went to Beijing to apply for the title of “national-zone”, and finally succeeded their goal, that is, ex-post state endorsement. 
4-3. Importance of networking to implementation of local innovation

In the case of Kunshan and KETZ development, the other common element among three mechanisms of local policy innovation is networking. It can show in either direct or indirect ways. First, directly, networking can play an important role in learning new knowledge of pro-business environment. For example, in the mechanism of “ex-ante state adoption”, local governments at least have to prepare enough knowledge for the programs that they want to promote when they persuade the central government to adopt their ideas. And one of the key sources for Kunshan to understand EPZ is Taiwanese investors in Kunshan. These investors suffered general problems of dawdling and inconvenient custom services in China in late 1990s, which did not satisfy the demands of “fast delivery for import and export (kuai jin kuai chu)” in high-tech manufacturing in general and IT (information and Telecommunication) in particular. For example, then custom in China could not stratify the requirement of so-called “principle of 955”, namely, 95% of goods have to be produced and then transported within 5 days after the orders are placed.
 Most of Taiwanese investors in Kunshan have experienced the relative competitive custom management in Taiwan which meets international standards of IT manufacturing environment.
 By using their Taiwan experiences as example, they provide Kunshan officials the discourses and experiences about the latest development of IT production system in order to understand how to upgrade their own business environment to satisfy the international standards of IT manufacturing requirement. In other words, Taiwanese FDI in Kunshan plays a role of “neo-Marshallian node” (Amin and Thrift 1992; Henry and Pinch 2001), connecting the local environment with knowledge of the global worlds. They help Kunshan officials not only through face-to-face interaction in Kunshan but also through their contacts to arrange a “learning-cum-visiting” tour in Taiwan. During the 1997, some Kunshan leaders spent six-time learning-cum-visiting tours to Taiwan to know how Taiwan operate competitive IT manufacture environment. The data-collection jobs are including legal system, relating regulations, tax policy and structure of administrative organizations. Kunshan officials also tried to learn the detailed daily operations by visiting and interviewing the officials and corporations in Nantze and Hsinchu, which are the two powerful special economic zones in IT industry in Taiwan.
 Two roads in Kunshan EPZ are intentionally named after Nantze Road and Hsichu Road. According to the interview of one high-level official in EPZ of Kunshan, the naming is in reminiscence of learning tour of Taiwan as well as an appreciation for the helps from Taiwanese investors.
 
Second, indirectly, networking is also very useful in attracting both domestic and foreign investments, which is one of essential consequences of local policy innovation. In 1985, one of the reasons why Sichun Motor Factory established a joint investment project in Kunshan was because CHEN Shishun, the then party secretary of Factory, was originally from Kunshan. Chen planed to visit JIN bian, who taught him in the primary school, when he made a business trip to Shanghai. Jin told the news of Chen’s visit to WU Kuanchun, then chief of Kunshan. Wu caught this opportunity to invite Jin to invest in Kunshan. The first and second Kunshan textile factories are introduced by GONG Zhaoyuan, who was then economic consultant in Shanghai city government. Gong, who was originally from Kunshan as well, introduced the business opportunity to Wu. Similarly, Shanghai Jing Xing Television Factory was introduced to Kunshan by the connection of GU Ming, then vice secretary of State Council who was also from Kunshan (Yang 1991). In late 1980s, a group of Japanese investment decided to settle down in Kunshan because of the connections of first Japanese investor (Yang 1991; Yang 1996). In early 1990s, after being listed as national-level zone, Taiwanese investment poured into Kunshan. Many of them invested in Kunshan were through the connections of WU Ligan and his connection. Wu, Taiwanese national, invested in Kunshan in 1991 and invited LIU Jinbiao, the chairman of Giant, the world-known bicycle brand, to visit Kunshan. Liu introduced Kunshan to his friend Lo, whose factory was one of supply chain for Giant (Yang 1996). 

4-4 Negotiation and compromises beyond central and local interaction

Mechanisms of local innovations also can be regarded as a dynamic process between central-local interactions. It is important to see how central and local governments, which had their own lists of concern priority when interacting, can reach final agreements? The outcome of the interaction is an acceptable trade-off between both sides after negotiating. For example, the 1992 version of “ex-post state endorsement” was actually a “tricky” offer that state still did not provide the same treatment to Kunshan. According to the documentation, 
 State Council agreed KETZ to practice the preferential investment policies of 15% tax rebate to FDI investment, but restricted Kunshan not to enjoy a precedent that state had provided to other national zones. The package of national-level-zone policy covers two main items: FDI tax rebate policy and financial subsidy to local governments by the center. Kunshan and the central government weight these two items based on their own considerations. 

Aforementioned, Kunshan set up the former as the first priority. Kunshan could put the latter as the second consideration for many reasons. First, as shown in Table 3, Kunshan established KETZ much economically than other zones. Moreover, Kunshan had already leased industrial lands to foreign investors since 1988. Kunshan was the first county-level jurisdiction in Jiangsu to so do. It was political risk by then. It was very arguable whether or not land lease policy was against the communist legacy that land ownership should be kept in a state’s hand rather than in a hand of FDI. After approved by Jiangsu, the first sale was purchased in 1988 and the contrast assigned in early 1989. The case earned 100 million RMB for Kunshan. In 1991, Kunshan further leased industrial lands for 334 thousand m2 with average price 114 RMB per m2, equal to 38 million RMB in total, which was around three times of total infrastructure investment spent in KETZ. Through the channel of land lease plus their prudent infrastructure investment, Kunshan could put state subsidy as the second priority. 
The central government, however, judged the case of “national-title” application differently but ended in the similar priority of consideration with Kunshan. On the one hand, Kunshan’s economic performance had been used by the central government as a showcase to other national-level zones. In late 1988 and 1989, Kunshan was invited by the central government as a guest speaker in the conferences focusing on development of fourteen national-level zones. The byword of “14+1” created in the conferences also shows that the central government recognized the achievement of KETZ. On the other hand, however, the central government was very cautious to the projects that were initiated by the local governments first and then keen to get the financial supports from the state. It was partly because the financial situation of the central government after fiscal decentralization was relative weaker (Wong, Heady et al. 1995). And it was also partly because many of local governments strived for the regional interests by the way of soft-budget constraints between central and local governments. They persuaded the central government to incorporate the locality’s own projects into the state plan. And once the projects were under way, the locality might use various excuses not to foot its own share of the bill, forcing the central government pump additional funds (Gore 1999; Jin and Zou 2001). In order to balance the appreciation to KETZ performance and avoidance of soft-budget constraints, the principle of “No subsidy offered but policy” was a basic attitude of the central government. 
To sum up, the tricky offer of “ex-post state endorsement” in 1992 that Kunshan was entitled national-level zone but not allowed to enjoy the state fiscal subsidy was an example to show how different it was between the local and central governments when they judged the negotiation items. The outcome was an acceptable trade-off to match the concern priority of each side. 
4-5. Rescaling nexus of local-central-global relationship
The mechanisms of local innovation also demonstrate the process of rescaling nexus of local-provincial-central-global relationship. Traditionally, there is a hierarchy that county governments contact provincial officials first, who on behalf of the former communicate with the central government. But in the case of KETZ, the boundary between county, provincial, and central governments is blurring. And it is quite easily to find out the jumping scale of direct contact between Kunshan and the central governments. For example, in 1992 Kunshan sent representatives to Beijing directly for national title. All of official documentations, of course, still followed the line of Kunshan-Suzhou- Jiangsu-Beijing. But direct contact could reduce the length of time of understanding and transferring documentations between the county and the central governments. It is because the direct contacts with the central government helped Kunshan to get the first-hand information and passed back to Kunshan to prepare the stuff needed in Beijing. For example, Kunshan sent ZHENG Huizhen, one of vice mayors of Kunshan, stayed in Beijing in charge of the national- title application. Zheng knew that Bejing needed an official document from Jiangsu government to show the provincial support. She contacted Kunshan in phone the same day, and Kunshan made a draft of the document with Suzhou and Jiangsu top leaders and faxed the official document to Zheng the day after (Yang 1996). The local-central direct contact also happened in the case of promoting EPZ. In 1999, the General Custom requested Kunshan directly to draft EPZ management regulation. And nowadays, “the Handbook of Practicing Export Process Zone”, edited by Kunshan officials based on the experiences in Kunshan EPZ, is authorizes by the General Custom as the textbook of guild for every region in China to practice EPZ policy.
 
Moreover, Kunshan also rescales the relationship between themselves and Taiwanese FDI, although there have been some political disagreement between both central governments of China and Taiwan sides. Institutionally, Kunshan was the first as well as so far the only one county-level city to establish official association of Taiwan investors. Kunshan Association of Taiwan Investors (KATI) plays quite an important role in Kunshan. KATA is the only one business association in Kunshan to be invited as a guest to audit the annual mayor report to the Local People’s Council since1995. When hiring a consultancy company for Kunshan Comprehensive Development Plan in 2002, the then Kunshan mayor requested KATI to organize a special member meeting to gather the opinions over a draft of plan.
 The office of KATI is placed in the ninth floor of the same building of administrative committee of KETD. The office is exactly beside the Taiwanese Affairs Office of Kunshan Government (TAOKG). And KATI and TAOKG also share part of staff. Taken together, there is a strong institutionalized relationship rescaling the boundary between local Kunshan and foreign Taiwanese investors. It also can be evidenced by a journalist report in 2001 that KATI is unofficially called as the fifth set of a leading group in Kunshan.
 In China there are four official sets of leading group at each level: Party, Government, the People’s Council, and the People’s Political Consultative Conference. But in Kunshan, due to the weighty influence of Taiwanese investors, KATI is reported as the fifth set of leading group that to some extent has the participant channels in decision-making process (Po and Pun 2003). 
4-6. Upgrading local capacity through policy innovation 

The last but not the least dimension is about the local capacity. With the perspective of comparison in different stages of development, the story of Kunshan and KETZ shows that the local capacity can be upgraded through a series of local innovation process. It can be observed in the dimension of central-local interactions. In late 1980s, when applying for national title, Kunshan mobilized many indirect and “twisty” ways to get their performance publicly and convincingly. They invited national-known economists XUE Muqiao and sociologists FEI Xiaotung to visit Kunshan to get their academic as well as informal endorsement. Kunshan used the approval of scholars to get more attentions from national-level newspapers, such as People’s Daily, a mouthpiece of CCP. Moreover, as discussed, Kunshan presented their performances in the conferences on development of “14+1” national-level zones, and requested the inscriptions of upper-level officials when they visited Kunshan. But in late 1990s when working on ex-ante state adoption for the idea of EPZ, Kunshan contacted and persuaded the central government in more direct ways. In 1997, Kunshan gave a short policy report to the vice director of SEZ Department of the State Council about the concept of EPZ. Early 1999, Kunshan gave a special presentation on EPZ in a conference of FDI and SEZ organized by State Council. Kunshan’s speech drew the attention of WU, the senior central official of State Council. She later ordered the General Custom to help Kunshan conduct more research on EPZ. After, Kunshan was even request by the central government to draft the legal documentations about EPZ. In late 1999 the General Custom chose Kunshan to open the first hearing committee on EPZ. From the process of presenting the ex-post performance to the process of participating the ex-ante preparation, there is no double that local capacity has been greatly improved. 

The upgrading capacity of Kunshan also can be noticed in the relationship between Kunshan and Shanghai. Before late 1990s, Kunshan used to take an advantage of “nearest county to Shanghai” to attract not only domestic investors and technicians in the Third Front regions, but also FDI from Taiwan, Japan and other countries. Those manufacturing capital and human resources who failed to target Shanghai as the first priority also would like to choose Kunshan as the second best option. It means that there was more or less hierarchical relationship between Kunshan and Shanghai. Shanghai was superior to Kunshan, which played a complementary role to Shanghai. But after late 1990s, Kunshan is becoming more compatible to Shanghai. The idea of EPZ and improvement of custom service in Kunshan is one of examples that Kunshan tries to offer the similar business environment as Shanghai can do. When Taiwan Semiconductor Manufacturing Company, the biggest IC foundry with over 50% world share, selected the first investment location in China in early 21st century, Kunshan also competed with Shanghai. Moreover, the practice of EPZ is also an evidence for the more equal status between Kunshan and Shanghai. In 2001 the General Custom selected only two pioneering EPZs to experiment new custom supervision models. One is Kunshan EPZ and the other is Shanghai Songjiang EPZ. In other words, Kunshan has actually upgraded the capacity as a consequence of sequential local policy innovations. 
5. Conclusion:
The central concerns of the paper focus on the questions that how to understand local governments making policy innovation in order to promote the local economic development. Under the context of post-Mao “non-federalism” China, local governments ironically in reality can make policy innovation legal-ambiguously or even illegally for better economic development. It is because local governments are able to initiate de facto innovative projects without getting any de jure permission from the central governments. Therefore, one of the key dimensions to study the issues of “local policy innovation” is the perspective of dynamic central- local relationship, which just drew little attention in the research of local economic development in general and China study in particular. 
The paper at least makes two contributions. First, theoretically, for the policy that projects are initiated by the local governments, four types of mechanisms of local innovation process are theoretically identified as follows: mechanism of “state inability to rectify”, of “state intention to tolerance”, of “ex-post state endorsement”, and of “ex-ante state adoption”. Second, with the case study of Kunshan and KETZ development, the paper empirically examines the operation and effective of the latter three mechanisms. I argue that the mechanisms of local innovation processes are shaped by initial development conditions facing local government in different stages. Macro state policy changes also offer windows of opportunities for local innovation. Networking can play important roles in either directly learning new knowledge of pro-business environment for policy innovation, or indirectly helping local governments attract more domestic and foreign investments as a consequence of policy innovation. Because both central and local governments have their own lists of concern priority, the outcome of policy innovation is an acceptable trade-off between both sides after negotiating. And the policy innovation also shows the rescaling nexus of local, central, and global relationship, evidenced as strong direct links between county-central governments and local governments and global investors. Local capacity also can be upgraded through the process of policy innovation. 
Several implications of the research also can be drawn as follows. First, this paper only focuses only on the case of Kunshan and KETZ. Therefore, the observation presented here should not be generalized, without any further qualification, to the rest of China, although the local innovation process cross China might be clearly in the same direction. Second, the story of Kunshan and KETZ also addresses the issue that whether or not there is uneven presentation of different interest groups through the local innovation mechanisms. Many researches also find out that local innovation process in China only have an interested in upgrading business and economic environment but pays relatively little attention to more serious social exclusion problems or unsustainable environment issues either in China in general (Unger and Chan 1995) or in Kunshan in particular (Wei 2002; Po and Pun 2003). How to get more minorities such as women, labors and peasants and other social-concerns NGOs like environmentalism to involve local innovation process will be a priority task facing those cities and regions making innovation in policy formulation or implementation. Third, since the typology of mechanism of local innovation in the group of “local initial projects” has been developed, the next challenge is to develop a theoretical understanding for local innovation mechanism in the groups of “local discretion of central policies”. How and why local governments are willing to as well as able to make discretion to the policies made by the central government? What kinds of local policy innovation and in which circumstances can the central government coerce local governments to implement? And what different types of local innovation can be found in the types of local discretions of central policies? These questions call for more researches together with this paper to establish a wide range of better knowledge for understanding the complicated mechanism of local innovation process. 
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� In the regulation, State Council identifies at least eight types of manipulation in local protectionism, including to set up regulations to prevents goods of ownership which are not local from entering, or to build inspection stops, to set discriminated prices or certificate to goods which are not produced locally, to forbidden companies from outside to establish their branches in the regions.


� Interview with a official in administration committee of KETD. Interview Code: KETD020121


� Kunshan was listed the second in the “2003 China Top economically- strong 100 County-Level Jurisdiction” following one county in the Pearl River Delta. The data was annually ranked by National Statistics Bureau. 


� Documentation Code: Sheng Zhen Bian (1991) No 6. 


� News source: http://www.yangtse.com/gb/content/2002-02/22/content_287208.htm


� The new supervision models are related to the more complicated semi-products transfers between factories, for example, transfer from EPZ to bonded zone, to different EPZ or to other factories outside of any SEZ. News source: http://www.tdctrade.com/alert/cba-e0202a.htm


� The latest nationwide survey done by the central government in the mid of 2003 also shows that of about four thousand zones in total, only 232 (around 6%) are approved directly by State Council of central Beijing government. See website source: � HYPERLINK "http://big5.xinhuanet.com/gate/big5/news.xinhuanet.com/house/2003-08/11/ content_1020618.htm" ��http://big5.xinhuanet.com/gate/big5/news.xinhuanet.com/house/2003-08/11/ content_1020618.htm�


� Interview with a vice director of administrative committee of Kunshan EPZ; Interview Code: KET030901.


� Taiwan’s competitive custom service to meet international IT manufacture standard also can be evidenced by the fact that Taiwan won global ranks in producing 70% of international market in chip foundry services; 72% in laptops computer, 68% in LCD monitors, 66% in cable modems; 36% in semi-conductor packing service. News source: BusinessWeek, May16 2005. 


� Interview with a vice director of administrative committee of Kunshan EPZ; Interview Code: KET030901.


� Interview Code: KET030901.


� Documentation code Kuo Han (1992) 104. 


� News source: http://unn.people.com.cn/big5/22220/32721/32723/ 3053992.html


� Interview with an official working in KATI. Interview code: KTED 030902-1


� News source: Taiwanese Business Weekly, 2001, citied by Po, L. C. and N. Pun (2003) 
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