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From the Editor

Coordinating

Wealth and Harmony:
A Real Test for China Toda

In recent years, land development and increases in both the
supply and demand and the cost of real estate have become focal
topics in China, as well as being areas in which the Chinese gov-
ernment has employed extensive economic macro-control and
administrative measures. At the same time, they have become is-
sues over which certain departments (mainly local governments)
have received a great deal of criticism and which have aroused the
greatest number of public complaints.

China’s industrialization and urbanization over the past 20-
odd years, reputed as a “miracle”, have surprised the world. One of
the conditions that China relies upon heavily for her rapid indus-
trial development and infrastructure construction is cheap land
resources. o attract foreign investment, local governments regard
selling land at increasingly low prices or even at zero cost as the
most important competitive measure. Meanwhile, the solution to
almost all critical social and economic issues can be found in land.
For instance, land can be a source of financial compensation in
SOE reform and the higher education boom is also dependent upon
a cheap land supply and real estate development.

In contrast to cheap land for industrial use and infrastructure
construction, urban land for commercial housing (as well as for
business) has become fairly expensive. The high cost of land
purchases, taxes and fees, particularly the land monopoly and the
vigorous demand for housing purchases, are contributing to rock-
eting real estate prices in some cities.

Certain factors account for the dual-system phenomenon in
land resources and real estate prices, i.e., the coexistence of abnor-
mally high and low prices. Firstly, industrial production and for-
eign investment are the sources of revenue and low-priced land is
an effective weapon for attracting more investment. Secondly, al-
lowing the enclosure of land by higher educational institutions can
be a substitute for government spending upon education and pro-

vides impetus for real estate development in the surrounding area.

However, land for commercial housing (commercial land), relies
solely upon the sale of the land itself to gain a government income.
From the perspective of economic development, this path of in-
dustrialization and urbanization is rather “reasonable”, but at the
expense of the land-deprived farmers who have lost their liveli-
hood and the urban residents facing rocketing house prices.

The joint effect of land supply at abnormally high and low
prices is that the government, enterprises and residents have all
become both depositors and investors. On the one hand, China is
the country with the highest savings rate in the world; on the other
hand, the aforementioned development model supported by the
dual-system price has attracted and produced enormous investment
capital and investment demand, which have contributed greatly
to rapid economic growth. In fact, behind the so-called “invest-
ment overheating” is mostly “a story of land”. It is the exploitation
of land resources that gives rise to speedy GDP growth. The old
saying “capital is the father of wealth, and the land is the mother
of riches”, has turned out to be a “curse” of modern times.

The problem is that, on the one hand, low land prices en-
courage the over-exploitation of land resources in the process of
industrialization and urbanization and, on the other hand, high land
prices due to the ever-increasing absolute rent and differential rent
as well as the enormous purchasing demand of the residents have led
to rocketing house prices in some cities. Regardless of her success in
the past, can China continue to follow the same path?

A society needs not just wealth, but harmony too. Over the
last 20-odd years, China has been successful in terms of generating
wealth, but maintaining harmony on the foundations of building

wealth is a serious challenge facing China today.

Frof. Gin Tei (A~#8)

November 8", 2006

Prof. Jin Bei is the deputy director general of CASS’ Institute of Industrial Economics and the President of China Business.
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Feature

| Am H

ere to Establish

a Mechanism for Discussion

"I come here not to find a solu-
tion to every problem and then take
the solution back home", stated
Henry Paulson, the US Treasury
Secretary,"but to establish a mecha-
nism for discussion".

At the 2006 Annual Meeting of
the WB and IMF in Singapore,
Paulson told the international com-

munity that China should have a

8 China Economist November 2006

Reporter, HU Ansheng (#H % i)

louder voice in the IMF. During the
meeting he held a luncheon with
Zhou Xiaochuan, the director of the
People's Bank of China. This was im-
mediately followed by Paulson's visit
to China - his first visit to the coun-
try since he was appointed Treasury
Secretary of the United States of
America. During this visit, his most

important mission was to launch the

mechanism for China-U.S. Strategic
Economic Dialogue.

During this visit, Paulson not
only visited his "old friends" in China
in his new capacity as the U.S. Trea-
sury Secretary so as to consolidate his
"connections" with China's political
and business communities, but also
intended to establish a substantial

all-encompassing "mechanism for



discussion" between the two
countries, which would be the big-
gest "fruit" he could take back home.

In fact, within two months of
taking office, Paulson proposed to
President Bush that a regular Sino-
U.S. strategic economic dialogue
mechanism should be established,
covering a variety of fields such as
trade, finance, technology, energy,
economic development and reform,
diplomacy, health and environmen-
tal protection. "This dialogue mecha-
nism is unprecedented in America's
history of international economic
relations, and the development of a
U.S.-China economic rapport today
is exactly the same as the American-
European economic relations of pre-
vious years", said an American offi-
cial who was accompanying Paulson
on his visit.

The proposal received a positive
response from the Chinese govern-
ment and a framework was soon
established. The new mechanism is
headed by Wu Yi, the Vice Premier
of the State Council, on the Chinese
side, while Paulson chairs the Ameri-
can side. On September 20™, Wu Yi
and Paulson co-issued the Sino-U.S.
Joint Declaration for Launching the
Strategic Economic Dialogue
Mechanism.

Never have so many top govern-
ment officials in China participated
in such a dialogue: Foreign Minister
Li Zhaoxing, Finance Minister }in

Renging, Undersecretary of the State

Council Xu Shaoshi, and officials
from the Ministry of Commerce, the
State Reform and Development
Committee, the Ministry of
Agriculture, the Ministry of Informa-
tion Industry, financial supervisory
bodies and the People's Bank of
China. On the American side, in
addition to Paulson, participants in-
cluded the U.S. President's Econom-
ics Advisor, Al Hubbard, members of
the president's office, officials from the
Ministry of Commerce, trade
representatives, the State Department,
and other departments such as those
of public health, environmental pro-
tection and energy.

According to the briefing, the dia-
logue is to take place twice a year, held
by China and the U.S. alternately, and
the first formal dialogue meeting is to
be convened before the end of 2006.
According to Paulson, "this dialogue
mechanism is also a high-level forum
between the two countries. As two
major nations in the global economic
system, China and the U.S. can dis-
cuss their common opportunities and
challenges and find proper solutions”.

During this visit, Paulson dis-
cussed with the Chinese officials such
issues as the Renminbi floating ex-
change rate, protection of intellec-
tual property rights and market en-
try - the focal issues that will be dis-
cussed in future strategic economic
dialogues. "Dialogue will focus upon
development of and challenges to the

long-term strategy rather than upon

quick solutions to current problems”,
declared Paulson.

According to expert analysis,
Paulson was not interested in the
immediate gain or loss of minor prof-
its on this visit, but in accelerating
China's economic reform by means
of an established top-level dialogue
mechanism.

The past six months have wit-
nessed an unprecedented "intimacy"
in Sino-U.S. diplomatic and trade
relations. The "Taiwan Question" in
the diplomatic arena, China's "En-
ergy Diplomacy", the capricious
situation in the Korean peninsula
and frequent trade frictions be-
tween the two countries - all cause
America to be anxious. However,
America has no choice but to co-
operate with her "Chinese Partner"
to solve these issues.

Paulson had paid more than 70
visits to China before he became the
mastermind of the new mechanism.
He enjoys a much closer relationship
with the Chinese leaders than many
of the U.S. government officials. For
this reason, Wu Yi has praised him
as "the foreign official who is most
familiar with China".

As soon as Paulson took office,
he put forward an "overall plan for
solutions” from his professional per-
spective as an investment expert,
which is both original and
enlightening.

Zhang Guoging, an expert upon

American issues from the Chinese

November 2006 China Economist 9
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Academy of Social Sciences
(CASS), believes that the establish-
ment of this mechanism will cer-
tainly be beneficial to both parties
and will be obviously "profitable" for
the U.S. Under the conditions of
stable political relations between the
two countries, the bilateral economic
frictions will increase in number and
become more specific, from issues
over shoes to matters concerning
vegetables. The launch of this dia-
logue mechanism is designed "to ad-
dress these issues in a more system-
atic way rather than dealing with the
unconnected minor issues such as
shoes and vegetables".

In further analyzing the issue,
Zhang noted that although some
American congressmen had put for-
ward a number of proposals for im-
posing sanctions upon China, they
tend to be "much noise with little
action". The two sides do not seem
to be ready to discuss the details of
these issues, due to "realistic
considerations". America's policies
regarding China are often
contradictory, some are applicable
only to certain localized states, and
several have "gone too far". The U.S.
government is unlikely to negotiate
with China upon these issues as it is
able to detect unreasonable propos-
als with a little logic.

In his analysis, Zhang pointed
out that "firstly, it would helpful for
China and the U.S. to communicate

more effectively if they are to raise

10 China Economist November 2006

the level of dialogue; secondly, effi-
ciency would be improved too, as
when the level of dialogue is raised
there is no need to send personnel
to discuss every specific matter,
meaning that efficiency naturally
improves; thirdly, the U.S. govern-
ment will be making further efforts
in bargaining with China".

"It is not always a bad thing to
be like that," said Zhang, "as it is
better, after all, than zero communi-
cation between the two sides. In this
way, when China puts forward her
own demands, the American govern-
ment is not likely, with this mecha-
nism in place, to say or do anything
to hurt the feelings of the Chinese.
It will be more sensible and objective".

Liu Baocheng, Dean of the Sino-
U.S. Management School of the Uni-
versity of International Business and
Economics (UIBE), states his belief
that the mechanism is a "milestone of
change" for both China and the U.S.
While former U.S. Treasury Secretary
Snow and Senator Schumer advocated
"a tough attitude under the framework
of cooperation", Paulson has completely
relinquished that line of China policy.
He has proposed a whole package of re-
forms but avoided discussion of specific
details. He intends to find solutions to
some superficial issues by means of "radi-
cal reforms", and he considers exchange
rate and trade frictions to be no more
than superficial phenomena or
indicators.

Chen Hong, an investment

banker and CEQO of Hina Group, has
the following comments: "Paulson is
a man who dares to gamble". He has
more practical experience than the
previous treasury secretary and he is
active and adventurous despite the
fact that America's economic poli-
cies are relatively conservative".
On the American side, on Sep-
tember 28, 2006, Senators Schumer
and Graham specifically declared
that they would relinquish the
"Schumer Bill", which would com-
pel the US Congress to impose a
higher tariff upon Chinese
commodities. Prior to that, this "tar-
iff stick" of the "Schumer Bill" was
hanging menacingly over thousands
of Chinese and American businesses.
The temporary abandonment of this
bill appears to be closely related to
the efforts made by Paulson to rec-
tify policies concerning China.
During his short stay in China,
Paulson was interviewed by a number
of Chinese media organizations, such
as the journal China Economist. From
Wall Street to Washington, Paulson -
this former chairman of the board of di-
rectors at Goldman Sachs and now
America's treasury secretary - still cher-
ishes his "enthusiasm" towards China.
Unlike his past seventy-odd visits to
China, this visit is to demonstrate his
efforts to seek, not the success and de-
velopment of Goldman Sachs, but the
success and development of thousands
of Chinese and American companies,

as well as China's economic reform



and mutual economic benefits for the
tWO countries.

Q: How do you assess your future
work and mission, particularly your role
and influence with regard to Sino-U..S.
economic development?

Paulson: China has made great
headway in terms of economic
reform, which is drawing worldwide
attention. We have also made some
progress in our work. I will hold this
post for another two and a half years.
As for the evaluation of my work, 1
think we should establish a
framework for development in a
more constructive way in order to
push forward the development of
Sino-U.S. relations. In the short
term, we have to achieve short-term
goals; only in this way can we secure
long-term accomplishments. On this
occasion, we have come to China with
the purpose of establishing this kind
of programme and mechanism, which
will bring great success to the
development of the economy and
trade between the two countries.
However, in the first round of talks, [
do not expect any big achievements.

Q: Before you came to China, a
series of laws and regulations were issued
upon the market entry of foreign banks,
joint funding of the securities industry
and foreign capital acquisitions and
mergers. These laws and regulations
have more or less raised the requirements
for market entry. What do you think
are the immediate problems that China

must solve in the process of opening up

the banking sector?

Paulson: Financial supervision
is very complicated and it took the
U.S. a long time to establish such a
complete capital market. If China
wishes to improve her capital market,
she ought to draw in more strategic
investors and allow more foreign
banks into China to establish their
businesses. Equity investment still
contributes too little to China's
economy. In addition, reform of
SOEs remains a tough job. Many
listed companies are under-perform-
ing and ill-managed, and local com-
panies lack high financial status and
solid foundations. Compared to the
purchasing power of the Chinese
economy, the capital market is far
from sufficient while the securities
market is more embryonic. But the
securities market is very important,
as the development of this market
can offload a great deal of pressure
from the banking industry.

Q: Renminbi exchange rate adjust-
ment has always been a focus of Sino-
U.S. economics. What do you think are
the priorities for China's exchange rate
reform?

Paulson: In the long run, the
value of currency is determined by
the competitive market. In the first
place, what China really needs to do is
establish an open and competitive capital
market. Only when this has been realized
can the goal of free management over
the exchange rate be achieved. (In the

short term, I feel the best result will be

the RMB becoming freely convertible,
but 1 do not know what techniques the
Chinese government will use to
achieve this).

Q: China’s GDP is increasing at
an average annual rate of about 9% and
reform is intensifying. What do you
think are the obstacles to the current
rapid progress of China's economic
reform?

P*wridsan: The biggest danger in
terms of China's reforms is not that
they are too fast, but that they are
not fast enough. Of course, China is
changing dramatically and fruitfully
and her economy is so large and
complex. In my estimation, if China
clings to past administrative proce-
dures in the course of her transfor-
mation from planned economy to
market economy, this will create
many obstacles to her reform;
whereas if she quickens the pace of
reform, both China and the U.S. will
be better off as a result.

Q: What impact will it have upon
China's economic reform if her capital
market is opened up further?

Paudson: If China opens up her
capital market, she will be the first
to benefit. Our investigations into
global markets show that countries
with a healthy capital market de-
velop increasingly strong economies.
The capital market guarantees long-
term success for a country's economy.
Only when a country has a strong capi-
tal market can it truly survive in con-

ditions of intense competition. @
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A Comprehensive Evaluation of Regional

Industrialization
Levels in China

CHEN Jiagui' (B% £ $t), HUANG Qunhui? (¥ E£ 2%) and ZHONG Hongwu® (51132 %)

valuation and characteriza-
tion of the Chinese indus-
trialization process hold the
key to decoding the economic con-
notations of the Chinese experience.
Research papers upon the overall
Chinese industrialization process
have been numerous over the last few

years, among them an essay by Guo
Kesha (2004). Our analysis of the in-

Editorial note: Uninterrupted economic structural upgrading, which sets the stage for a steadily
accelerating industrialization process, has been a major factor in Chind's robust economic growth
over the last 20 years or so. However, development gaps between regions are vast, to a large
extent due to regional disparities in industrialization level. It is thus important to evaluate and
analyze the industrialization progress of each region. This study finds that, firstly, the regional
structure of Chinese industrialization in 2004 assumed the shape of a typical pyramid, but was
evolving into the shape of an olive; secondly, most regions stepped up industrialization in 1995-
2004 while the gap between developed and less developed regions continued to widen; and thirdly,
since 2000, industrial structural upgrading has superseded industrial restructuring in most regions
to become the major dynamo for local industrialization. These findings help to clarify the status
quo and the economic prospects of different regions in China.

dustrialization process as a whole in-
dicates that agricultural China has,
by and large, developed into a big
industrial country (Chen Jiagui and
Huang Junhui, 2005). However,
given the strikingly uneven regional
development of the vast Chinese
territory, a generalized analysis of the
industrialization process would

hardly be able to pinpoint the char-

acteristics of regional industrializa-
tion structures and reflect regional
differences in industrialization level,
thus defeating the purpose of an in-
depth analysis of the problems in
China's industrialization process. On
the basis of information obtained
from the recent First National Eco-
nomic Census, and proceeding from

development levels as well as

! Research Fellow and Vice-president, The Chinese Academy of Sacial Sciences (CASS)
! Research Fellow, Institute of Industrial Economics, CASS
*Daoctor, Institute of Economics, The Chinese Academy of Social Sciences (CASS)
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