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Summary

I. Why do We Focus on the Path to New
Industrialization

To achieve its modernization, to transform a large developing country as
itself into a modern power, to bring its rejuvenation into reality, China
needs to speed up industrialization and raise the level of industrialization. In
reality, however, on one hand the pattern of China’s economic growth has
been characterized by extensive economy and thus low economy efficiency,
featuring high levels of input, energy consumption, as well as pollution. On
the other hand, China’s overpopulation and low level of per capita resources
endowment further highlight its economic development bottlenecks imposed
by its resource and environmental constraints. The harsh reality requires
China to establish a scientific strategy of industrialization and take a new
path to industrialization, while continuing to push forward industrialization.

Compared to the traditional industrialization path taken by developed
» 1 -
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countries and the one China used to follow, the path to new industrialization
is one path that features higher technology content, better economic efficien-
cy, less resource consumption, less environment pollution, better use of hu-
man resource, and more coordinated development among regions. Specifical-
ly, the path to new industrialization propels industrialization via informatiza-
tion, which will in turn stimulate informatization. It constantly improves the
quality of economic growth and raises economic efficiency with the usage of
technology advances. It facilitates transfer and carrying-on of industries
among regions, as well as coordinated regional development by encouraging
the optimization and upgrading of industrial structure. It also promotes all-
around development of individuals by keeping population growth under con-
trol, and achieves sustainable growth by protecting environment, exploring

and utilizing resources in a sensible manner.

I . The Basic Trends of China’s Macro-
economy in 2006

Following the trends in 2003, China’s economy experienced a strong ex-
pansion in early 2004, during which China’s fixed capital investment, money
supply and credit quota had grown too fast, narrowing the bottlenecks of vi-
tal raw materials, energy and transportation, With a series of announce-
ments on measures tightening aggregate demand, the boom of the economy
as a whole turned downward in the middle of 2004, moving steadily towards the
projected targets of strengthened macro-control. Overall, in 2004 China’s economy
ran smoothly with a combination of high economic growth and low inflation, and
eventually succeeded in the cyclical transition from recession to boom.

China’s macro-control measures underwent moderate adjustments in
2005, forming a neutral policy system for demand management, which is
characterized by stable fiscal and monetary policies. In 2005, China’s econo-
my is expected to maintain the well-balanced combination of high economic
growth and low inflation. Specifically, the CPI index should be lower than

3% and the annual growth rate of real GDP higher than 9%. Nonetheless,
. 2 .
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although the annual growth rate of real GDP is higher than that of potential
GDP, it would fall slightly starting from the second half of 2005.

Based on the macro-economic analysis and forecasting model developed
by the Renmin University of China (the CMAFM model), we present the
forecasts of China’s major macro-economic indicators for 2005 and 2006 in
the following table. For the forecasts of 2006, the assumptions made on
macro-economic policies include: (1) the budget for the central government
in 2006 is 295 billion yuan; (2) the exchange rate between RMB and US
dollars in 2006 is 7.8 ¢ 1.

Forecasts on China’s macro-economic indicators, 2005—2006

Forecasts on indicators 2005 2006

1. growth rate of GDP (%) 9. 36 8. 83
Primary industry 5.3 4.4
Secondary industry 11.1 10. 4
Tertiary industry 8.4 8.2

2. gross investment of fixed capital (100 million yuan) 87 670 106 090
gross retail sale of consumption goods (100 million yuan) | 60 960 68 580

3. Imports (100 million US dollars) 7570 9 040
Exports (100 million US dollars) 6 590 7720

4, growth rate of narrow money supply (%) 14.2 15. 4
growth rate of broad money supply (%) 17.6 17.3

5. growth rate of CPI index (%) 2.0 2.9
growth rate of GDP deflator (%) 4.8 4.4

Forecasting date: November 2005,

. Empirical Analysis on the Path to New
Industrialization and Primary Policy Choices

1. Economic Security of Large Countries and China’s New Path to Indus-
trialization

The economic ties among countries become tighter as economic globa-

lization furthers. However, the issue of economic security, especially for
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large countries, has drawn more and more attention. At any rate, China is a
large country. But judged by its current economic and social development
levels, China is only a large developing country. China’s economic security
faces more and more challenges due to reasons such as low level of industri-
alization, underdeveloped science and technology, and incomplete market
economy system. Therefore, China needs to adopt a strategy to reinvigorate
itself, which can improve China’s technology level, strengthen its economic
self-reliance and self-control, and thus ensure its economic security by fol-
lowing the path to industrialization. In reality, however, on one hand the
pattern of China’s economic growth has been characterized by extensive
economy and thus low economy efficiency, featuring high levels of input,
energy consumption, as well as pollution. On the other hand, China’s over-
population and low level of per capita resources endowment further highlight
its economic development bottlenecks imposed by its resource and environ-
mental constraints, The harsh reality requires China to establish a scientific
strategy of industrialization and take a new path to industrialization, while

continuing to push forward industrialization.

2, China’s Economic Development and Its Industrialization Path

During the period of reform, the continuous and high growth of China’s
economy had relied on its deepening and extensive industrialization, and this
trend even has started to accelerate since the turn of this century. Starting
from analyzing the sources of China’s economic growth, we conclude that
the path to China’s capital-deepening industrialization and economic growth
in recent years is characterized by dynamic scale economies, and thus the
path is sustainable given China’s endogenous constraints. Based on that, we
further analyze the institutional and structural bases for capital-deepening
economic growth, and find that in order to make dynamic scale economies
come true, China’s native firms are required to continuously improve their
technology innovations ability when facing touch international competition,
which is also a key for dynamic scale economies to promote China’s domestic

economic growth. From the perspective of the exogenous constraints on eco-
. 4 .
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nomic growth sustainability, we discuss in detail the corresponding relation-
ship between growth path and resources consumption, and the connections
among growth path, employment, income distribution pattern and the social
responsibility of firms. The conclusion is that the various constraints are de-
termined by the political and cultural conditions in specific times, and we
cannot ensure the sustainability of economic growth, let alone design the
path to new industrialization that is compatible with harmonized society, if
we let those conditions evolve in their own terms. The brief policy implica-
tion drawn from above discussion is that we can only achieve these goals by

perfecting China’s socialism market economy institutions.

3. Summary of Institutional Innovations and the Path to New Industriali-
zation

Since the reform and opening-up, high growth and high costs have coex-
isted in China, and how to design a harmonized and sustainable growth path
has remained a heated debate. In our view, institutional innovations are a
must to bring the path to new industrialization into reality. First, we measu-
re the institutional changes occurred during the reform by constructing an in-
dex for marketization, and examine the effect of institutions on the path to
new industrialization by looking at the changes of the marketization index
and the correlation between economic performance and the changes in the
new industrialization index. Furthermore, we measure the transform of the
informal institutions since the reform by constructing an appropriate index
for social capital, and collectively analyze the effects of the formal institu-
tions and the informal institutions as well as their complementarities on the
index of new industrialization by relating the changes of the index with the
one for marketization. The empirical results demonstrate that the factor of
human capital has significant effect on new industrialization. The marketiza-
tion index, which measures the formal institutions as a whole, indeed is pos-
itively correlated with the new industrialization index. Breaking the marketi-
zation index into different institutional factors, we find these factors affect

new industrialization with different magnitudes, among them non-state-

.5.
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owned economy has the most significant effect on new industrialization, and
social capital, as the informal institutions, has certain effect on new indus-
trialization.

Based on above conclusions, we believe that to push forward China’s
new industrialization, we need to expand non-state-owned economy signifi-
cantly, to enhance the credibility among society members such that the level
of social capital can be increased, to raise the complementarities between the
formal institutions and the informal institutions, and most vitally to improve

social capital and market order by forming self-disciplinary trade associations.

4. The Strategy for Technological Innovations and the Path to New Indus-
trialization

Compared to the theory and experience of traditional industrialization,
an important virtue of new industrialization is that it emphasizes on technolo-
gy contents of industrialization, and on propelling industrialization via infor-
matization, which will in turn promote industrialization. The technology in-
novations strategy of “propelling industrialization via informatization and
promoting industrialization via informatization” can be interpreted as how to
speed up the reconstruction of the traditional sectors by introducing and
spreading information technology (high technology), and to improve China’s
own R&.D ability during the reconstruction, thus paving the path to new in-
dustrialization by bringing the technology innovations strategy, which fea-
tures technology inflows and spill-over, technology leaping-forward and in-
novations, into reality, There are prominently three ways to promote tech-
nology upgrading on the way to industrialization in this strategy; attracting
inflows of capital with technology contents, increasing the volume of trade

with high technology contents, and speedily developing informatization
(high technology).

5. The Path to New Industrialization and the Transition of Dual Structure
This report takes the relation between industrialization paths and the

outcomes of dual economy transition as its top priority, expands model as-

060



sumptions while retaining the valid core of the dual economy development
model, and thus explores the path to new industrialization, which can quick-
ly promote the transition of China’s dual economy, by reviewing the effects
of China’s industrialization process on its dual economy transition, and ana-
lyzing the major factors affecting its dual structure transition during the
process of industrialization. For this purpose, we make the following policy
proposals: enhancing research in dual economy transition, and thus building
a review system for dual economy transition; setting up programs which fa-
cilitates rural labors who flow into cities and factories to transfer their iden-
tities into city residents; setting up programs to promote service sector in
cities; setting up programs to support marketing labor intensive products on
international market; and setting up programs to subsidize R&D and spread

of resource-saving technologies.

6. Urbanization and the Path to New Industrialization

New industrialization is a necessary economic condition for solving slug-
gish urbanization, and achieving the coordinated development between in-
dustrialization and urbanization. To adapt to the development of new indus-
trialization, urbanization needs to make some sharp turns, and seek new
ways for its own development. Specifically, the basic guiding principles for
municipal management should change from economic-growth-oriented to
people-oriented as well as harmonious society forming. The growing pace of
urbanization should shift from fast to continuous and steady, with a drop-
ping absolute value. The spatial structure of urbanization should mainly con-
sist of groups of adjacent cities and urbanized areas, instead of small towns,
such that the development of cities of all sizes can be well balanced. The
composition of population migration should change from individual labors as
the majority of the flow to families as the majority. Some corresponding
changes should take place for the layout of urbanization at area level. The
widening gap between urban and rural areas should be substantially nar-
rowed, leading to a healthy urbanization process in which the development

between urban and rural areas is coordinated. For this purpose, we need to
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perfect the urbanization policies. Specifically, we need to enhance China’s
human capital accumulation starting from elementary education. We need to
complete China’s land market, and set up its standard land reserve system
for cities and towns. We need to establish a fair public housing program for
migrating population. We need to standardize municipal order and set up a

coordinated system between urban areas and rural areas for population mi-

gration.

7. The Strategy for Sustainable Development and the Path to New Indus-
trialization

In the process of carrying out the strategy for sustainable development,
China has faced increasingly severe resources shortage and environmental
pollution, which have become the major bottlenecks for China’s economic
growth. Restrained by resources and environment in reality, the logical
choice for China’s strategy for sustainable development is to follow the path
to new industrialization, which is also called for to build a resource-saving
and environment-friendly society, Therefore, to prevent environmental dete-
rioration from surpassing ecological thresholds, China’s new path to indus-
trialization must be a sustainable one that emphasizes on ecological and envi-
ronmental preservation, natural resources saving, and thus brings a harmo-
nious coexistence of human and nature into reality. An effective way for new
industrialization is to develop circular economy, and the institutional assu-
rance for new industrialization is the economic policies of sustainable deve-
lopment. The carrying out of new industrialization is a project that takes
time and desirable outcomes can be achieved only when a series of law and
regulations on resources utilization, environmental protection and industry

taxation are stipulated.

8. Employment Policy Options for the Path to New Industrialization
During the process of industrialization, on one hand the changes of
China’s employment structure should follow the general rules of the employ-

ment structure changes in traditional industrialization, on the other hand we
L] 8 .



should overcome various social and unemployment problems occurring in tra-
ditional industrialization, and thus demonstrate the characteristics of new in-
dustrialization. This report tentatively builds an index system to measure the
employment conditions under new industrialization, and then use it as the
theoretical framework for analyzing employment issues under new industria-
lization. Based on that, by measuring China’s current employment trends,
we conclude that China’s current employment structure changes have fallen
behind the changes in industrial structure, the employment elasticities of the
three major sectors differ significantly, and the social issues brought about
by unemployment such as income inequality, regional differences, and labor
relation tensions have been worsening. These factors severely endanger the
healthy and steady development of China’s society.

This report proposes that government’s decisions on employment poli-
cies during the process of new industrialization should pay attention to two
aspects. On one hand, in order to enhance the ability of economic growth to
expand employment, the government should set increasing employment as
its top priority, rationally adjust China’s industrial structure, and speed-up
the development of labor-intensive industries. On the other hand, in order
for the society to move towards harmony, the government needs to improve
the quality of employment while increasing employment, improve working
conditions, reduce labor disputes, adjust society distribution in a sensible

manner, and thus cap the income inequality within a reasonable range.

9. Innovations of Financial Institutions and the Path to New Industrialization

China’s new path to industrialization needs to complete its agricultural
industrialization, and thus pursue the transition of its economic growth pat-
tern and sustainable growth of the economy. The major flaws of China’s cur-
rent financial institutions consist of the failure to establish an effective rural
financial system, an extensive growth of the financial sector as a whole cha-
racterized by lacking of quality and efficiency, and the accumulation of finan-
cial insecurities.

First, effective rural financial institutions contribute to solving the
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problems of “three rural”, and push China’s agricultural industrialization
forward. However, only financial institutions that meet actual financial de-
mands can benefit economy functioning. Since income levels are the key to
determine the degrees of financial demands on micro-level, China needs rural
financial institutions that are laddered with multi-layer financial arrange-
ments.

Furthermore, the adjustment and optimization of financial structure,
for the purpose of improving the quality and efficiency of financial develop-
ment, would benefit the adjustment of China’s economy structure, and pro-
mote the shift of its economic growth pattern. We need to establish a multi-
layer and solidified financing system based on the efficiency improvements of
the financial institutions and financial market, which provides reasonable and
effective financial resources to the micro-identities that represent new eco-
nomic growth points.

Finally, a comprehensive and organized financial security strategy con-
tributes to sustainable economic growth. We need to dissolve the threats of
potential financial insecurities to economy functioning by completing the fi-
nancial monitoring system, controlling the financial risks during financial re-
forms, actively responding to the shocks to financial monitoring and mone-

tary policies caused by financially opening-up.

10, Well-balanced Regional Development and the Path to New Industrialization

Overall, China is still in the process of industrialization, and industries
are the most important vessel for China’s regional economic development.
From this perspective, the differences in industry development among re-
gions reflect substantially the long existing and enlarging differences in de-
velopment among China’s regions.

Under traditional industrialization, the central government failed to ba-
lance and coordinate regional economies effectively, resulting in a continuous
rise of interest conflicts among regions. This problem is particularly demon-
strated in industry sector: redundant layout of industries among regions,

competition for energy and resources, blocking manufactured product mar-
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kets from each other, and price competition over manufactured products. To
solve these problems, China needs to form a new layout for regional econo-
mies under new industrialization based on the requirements of a well-ba-
lanced regional development.

According to the requirements of a well-balanced regional development,
in order to follow the path to new industrialization, regions need to address
various issues emerging from regional industrialization in a regional manner,
That is, within an area that is socially and economically closely related, re-
gions need to cooperate within the area, work with each other to push indus-
trialization forward, and confront outside competition. At the same time,
because different areas lie in different stages of development, and encounter
different issues and tasks, areas should focus on their own priorities and

choose the path to industrialization that is consistent with their own charac-

teristics.

11, The Issue of Energy in the Process of New Industrialization

Energy is the power factor that ensures China’s industrialization to ad-
vance smoothly, and the material factor that ensures China’s economic and
social security. This report examines China’s new industrialization from en-
ergy angle. First, we analyze the importance of energy to economic security
of a large country such as China. We then analyze the future trends of ener-
gy demand in the world and in China. Furthermore, we point out that the
path to new industrialization is the only solution to China’s energy problem
after detailing new industrialization’s implication, characteristics, and the
forecasts on energy demand. In addition, applying theory, we analyze the
practical problems of social costs incurred from energy production and utili-
zation, and point out that the government should actively refrain and com-
pensate the social costs in energy production and utilization with fiscal and
monetary policies and transfer payments. At last, we propose to learn from
previous experiences of developed countries, and build a strategic oil reserve

system that suits China’s own characteristics in energy.



