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Foreword

From the launching of reform and opening-up in 1978 to the dawn of the 21st cen-
tury, China has been transformed from a self-enclosed, planned economy to a market-
based one, and the country has integrated itself into the international community. China
wishes to look beyond its border and engage in equal-footed dialogue with its partners
and competitors. With China’s rapid emergence and great achievements, other countries
increasingly want to learn more about this “mysterious oriental country” and the mirac-
ulous changes taking place here. However, we have also found that abroad, the pub-
lic, high-ranking officials and even media and academia may not have a clear picture
of China. Chinese scholars’ views on their country and beyond are not well understood
by foreign scholars, not to mention people in the street, and overseas officials and
scholars do not appreciate China’s realities. Legitimate claims and well-intentioned ex-
pressions from China are often misunderstood or distorted by the media, and it seems
that the world is unprepared for a changing China. China needs to know itself and the
outside world, and the world needs to have a closer look at China as well. Research on
the China phenomenon and its implications has become topical around the world.
Hence, developing diversified channels and platforms of communication is necessary
both in China and the outside world.

A possible way to meet this need is to express to the world Chinese scholars’ opin-
ions and research in a language that foreign readers, understand, particularly main-
stream audiences and elites. That’s why we launched the semi-monthly English journal
China Economist in March 2006 : to update the world about the latest outcomes of Chi-
nese economics and management research and provide in-depth reports and statistical
information about the current economic situation and events in China. There have been
more than 400 articles published in this journal, and they have been well received in-
ternationally.

This book is a collection of some of the best articles published in 2011 on China
Economist, and it represents top Chinese economists’ major research outcomes and
opinions on economic matters, status and trends from various perspectives. Some work

with China’s highest academic research institutes and policy consultation agencies,
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while others work with related agencies and universities. Hence, this book largely re-
flects the key concerns and efforts of economic research institutes, policy advisory
agencies, regulatory policy research departments and universities on China’s economy.

Since the 1980s, China has been increasingly seen as an economy of great vitality
and appeal. Opening-up and robust growth in a country of such magnitude has shocked
and worried the world, while China has become one of the developing countries most
tolerant and least reserved toward economic globalization. The massive Chinese * dra-
gon” is bringing about a fundamental transformation to the global economic land-
scape. What implications will such transformation have on China and beyond?

Indeed, rapid economic growth over the past three decades has transformed China
and its people’s lives. By economic size, China is already a major industrial producer
and economic power. However, by per capita income or GDP, China is at most on the
boundary between a low-income country and the lower tiers of a mid-income country. By
current exchange rates, China is a low-income country. By purchasing power parity
(PPP), China is only at the lower tiers of a mid-income country. China has one-fourth
of the world’s labor, but its GDP is far below the world average of 10%. Even if China
becomes the largest exporter in the world, its export share would still be far below one-
half the share of its population. In other words, China’s output capacity and economic
size make up a much smaller proportion than its population. China’s per capita GDP is
also below world average level. Premier Wen Jiabao has admitted that more than 100
million Chinese people are in desperate poverty. China’s social security and basic wel-
fare systems are still very weak. By any standard, China is not a developed and mature
modernized country.

Chinese scholars wish to tell the world this truth: Although China has become the
world’s second largest economy, its GDP per capita is very low. China remains a devel-
oping country, and development is its top priority and the basis for all welfare pro-
grams. The rights of development are basic human rights upon which China cannot wai-
ver. Development is the best gift China has to offer to the world. Meanwhile, Chinese
scholars should also recognize that China must deepen reform and expand opening-up,
balance efficiency with fair income distribution, use resources in more efficient, re-
fined and clean ways, and challenge its enterprises to assume more social responsibili-
ties. Only in this way can China complete its historic transition from a developing coun-

try to a mature, modernized country.

Prof. JIN Bei (4%%%) and Dr. LI Gang (&)
February 15, 2012



F1=E

$2E

$3E

$4E

£5E

FO6E

F1®

E8E

B =

- EWZFEN

H1 E 24 5 60 4F

B¥skew
Hh [ A 2 ek SO AR

HARFEe
“+ZH” E 2030 FRESGH KA REE

2 4@ =¥ #Br AKX
“HRERAREB" 59 EZHF KRR =R RERAIEAB B
BEXE»

_m BHKEAEE

P E Tl AR

e

o [ O A ) L A A

#EM. MEML

o E R T

Koy EFEFrr»

[ 2030 SRR EAT: HMREREZ ., HRERN S BOREH

1 o EREee



PELFNIEE SRR

zFFRHEE5RE

I R (G N

go&F PERWAET AL MBOR 0 FTE bR BT A

F10E

FllE

F128

F13E

F4E

FI5E

Fl6E

FITE

EHA, B4 F T

HUP R S 25— IR R R sl . fet & 1)

76t oL

R i BB 7 R 55 W 2 2 o AL 2R 1) 43 A
EFEP A%

slw ARE2KLY

AN T A A5 5 BHe o #r
2EHE VE. KX
e 2EREFHTE MIRK

X & Al

PIRGFE LA =
% &)

shw B AT K

e ERTUMOA 53 BEAS ey (922 20 5 ) R
mEMSL BLH

T E SR R RER N S0 E
KEEA, H

RO 7% I A AL . ok E PR A 25
st

==\



China’s Economic Emergence and Prospeects: Exploration of Chinese Economists

F18FE

F19=E

F20%

F220 =

LIS SN A

o Tl PR 5 5 B T

44”9\ LE . SEE» 271
v ] R FE A M R L PR  Je  IX 443 A

iﬂﬂ\ ‘THp» 286
PR AL X e b 1% R

6 A Rkt 300
o SRR K R A

w®|AEe- 317



CONTENTS

Part One. Macroeconomic Operation

Chapter 1 Panorama of China’s Economic Reforms since 1949
WU Jinglian > - e 3

Chapter 2 China’s Economic Reform and Its Prospects
ZHENG Yongnian® =~ e 18

Chapter 3 Simulated Scenarios for China’s Economic Growth; 2011 —2030
LI Shantong, LIU Yumzhong, XU Zhaoynan and HE Jiammwwu -~ «cooeeeee 29

Chapter 4 “Middle Income Trap” and China’s Path to Development: Interna-
tional Experiences and Lessons
ZHENG Bingwen: -~ 48

Part Two. Transformation of Growth Model

Chapter 5 China’s Industrial Transition and Upgrade to Sustainable Growth Model
JINBeis> 65

Chapter 6 The Drive to Develop China’s West: An Inclusive Perspective
WEI Houkai and XIE Xianshw -~ e 80

Chapter 7 Urbanization with Chinese Characteristics
CAI Fang and WANG Meiyan:>> e 93

Chapter 8 China’s Economic Outlook into 2030: Transformation, Simulation



PELFTNRESEIR — FR2F RO £ 554

and Policy Suggestions
ZHANG Ping and WANG Hongmiao ~  seeeeeens 111

Part Three. Three Rural Issues

Chapter 9 China’s Shifting Agricultural Development Policies; An International
Comparative Research Perspective

DONG Xiaodan, WEN Tiejun and SHI Yan -~ «eeeeeees 129

Chapter 10 Farmland Capitalization: An Urgent Issue in Institutional Reform
ZHANG Xiaoshan -~ e 139

Chapter 11 Survey Pinpoints Farmers’ Changing Needs for Medical Service
WANG Yanzhong and JIANG Cuiping -~  eeeeeens 152

Part Four. Foreign Trade and Global Economy

Chapter 12 Analyses and Suggestions on China’s Foreign Trade Development
Pattern Transformation

PEI Changhong, PENG Lei and ZHENG Wen -~ eeeeens 167

Chapter 13  Global Economic Rebalancing: Fancy and Reality
WANG Guogang ......... 183

Chapter 14  Prospects for an Eastward Shift of the Global Economic Center
1A Xiangyang ......... 196

Part Five. Income Distribution

Chapter 15 Low Labor Share in GDP Holds Back Economic Development

ZHANG Juwei and ZHANG Shibin- > . 211
Chapter 16 Factor Price Distortion and Consequential Adverse Wealth Transfers
in China
ZHANG Shuguang and CHENG Lian -~ ., 228
‘j/\z_“\:\



China’s Economic Emergence and Prospeets: Exploration of Chinese Economists

Chapter 17 Chinese Experiences in Addressing Rural Extreme Poverty and Mar-
ginalization
zmung ......... 254

Part Six. Environmental Regulation

Chapter 18 Costs and Benefits of China’s Environmental Regulation
LI Gang, MA Yan and YAQ leilei =~ e 271

Chapter 19 Regional Distribution and Pollution of Energy-Intensive Industries in
China
GONG Jianjian and SHEN Keting = ceeeeeenn 286

Chapter 20  Input-Output Analysis of Impact of Environmental Regulation on

Chinese Industries
DONG Minjic and LIANG Yongmei e 300

Chapter 21  An Analysis of the Increase of CO, Emission in China: Based on

SDA Technique
GUO Chaoxian - e 317

=]









Panorama of China’s Economic
Reforms since 1949

WU Jinglian ( £ #34)

Professor, Development Research Center of the State Council

Abstract: This paper presents an overview of China’s economic development and reform over the past 60
years, mapping out the course of how Chinese people overcame ideological fetters constraints, redirected
reform despite barriers and deviations, and brought into contrast the distinction between government and
the market. In summary, it reinforces the fact that further reform is the only answer to China’s complex
economic contradictions.

Key words: 60 years of China’s economy, reform

Since its founding sixty years ago, the People’s Republic of China has come a long way evol-
ving from a planned economy to a market-based system and in terms of economic development it-
self. Numerous difficulties, turbulences and swings were encountered during this course. Taking
stock of this history is essential if China is to cope with new challenges, achieve new breakthroughs,
and elevate its status in the international community.

The gun salutes at Tian’anmen Square 60 years ago opened a brand-new era. During the eco-
nomic recovery from 1949 to 1953, after a series of wars that ravaged the nation’s infrastructure and
economy, China rose from the ashes and refreshed the landscape of its national economy. But the
victory came with a dark side. Behind the brilliant achievements there was a tendency for rashness
and exuberance. Establishment of a Soviet-type centralized planned system on the basis of hasty so-
cialist reform had stifled enthusiasm, vibrancy and vitality. This situation impelled policy makers to
place reform on the agenda.

Marked by major reform initiatives, this paper divides China’s economic reform into three sta-
ges. With the benefit of hindsight, the successes and failures are examined with the aim of charac-
terizing the course of China’s economic reform and development.

The first stage refers to the period of a decentralized command economy from 1958 to 1978 .
Reforms focused on decentralization and devolution of power from the central government to local au-

thorities.
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The second stage marks incremental reform from 1979 to 1993 . Reform was advanced in eco-
nomic spheres outside the state sector, and the growing private sector provided a strong impetus to
the national economy.

The third stage refers to full-scale progression from 1994 till now, characterized by reform on
all fronts oriented towards the goal of an enabled market economic system.

In China’s reform process, multiple reform initiatives of varying stages run through each oth-
er. Reform of the previous stage usually contains certain roots of the next, whereas a later stage of

reform often reserves some legacies of an earlier one.

&I Reform of decentralizing command economy (1958 -1978)

The planned economy came into full swing after the reform of socialist public ownership. Despite
early achievements, the disadvantages of this model surfaced quickly. The national economy as a
whole was like a “big enterprise” with the central government being the leader and local authorities
acting like corporate departments at different hierarchical levels. Enterprises, which should have
otherwise run as independent entities, were like the workshops in this “big enterprise. ”

In this “big enterprise,” the central government worked out objectives to be issued to its vari-
ous “departments” through planning directives, which were then cascaded down to each *“work-
shop. 7 This is an immensely intricate system where collective actions are dictated at the central lev-
el with complex and rigid but hardly accurate planning. The national economy seemed to function in
an orderly way, yet was prone to inefficiency and inflexibility.

The Chinese government attempted to take actions when the planned economy model proved to
be unproductive. Constrained as it was by ideology and having only a limited level of understanding
at that time, the adjustments were no more than a few isolated solutions implemented within the
framework of the planned economy. What is worse, many of these actions deviated from the intended
results when carried out.

It was proved in later practice that reform designed under planned system was unable to remove
the intrinsic flaws of the centrally planned economy. Rather, every policy adjustment of the planned
economic system, which prohibited initiatives at the micro level, meant a drastic and unheralded
social dislocation led by a few elites.

(I) Delegation of power

During this period, the agenda of adjustment was dominated by delegation of authority to the
local level. As the first step in the overhaul of the planned system, certain decision-making powers
were delegated to local agencies and competition was stimulated at the local level. However, the
country was still run like an enterprise based on administrative diktats rather than market-based price
signals. Allocation of resources depended largely on the haphazard precision of prior planning. Plan-
ning, execution and executive motivations often led to immeasurable inefficiency, waste and losses.

In 1957, according to the resolution at the First Plenary Session of the 8th CPC Congress held



