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PREFACE

There are at least three main highlights in New Economic Engine—

Effective Government and Efficient Market:

1. Breaking Through the Limitations of the Mainstream
Western Economics System and the Market Theory

Framework

The book is divided into nine chapters and one appendix. The first
chapter looks at how Adam Smith’s third book attempted to analyze
the dealings of government, and explores the roles governments should
play and their functions. The second chapter reveals that John Maynard
Keynes did not explain why national governments should participate or
even be one of the main subjects in promoting infrastructure investment
and construction, but he hastily launched a series of measures of
governmental intervention in effective demand. The third chapter
explicitly states that “resource generation” research is virgin ground in
current mainstream economic theories. The fourth chapter points out
that the government is a competitor in the field of “generative resources”.
The fifth chapter describes government competition in its broad and
narrow senses. The sixth chapter describes the three levels of efficient
market. The seventh chapter describes the three levels of performance
for an effective government. The eighth chapter expresses the view that
there are nine modes of combinations of an effective government and
efficient market. The ninth chapter proposes the need to build up the
new economic engine in the field of generative resources. The appendix
proposes to build up the framework of “mezzoeconomics”.

In its entirety, the book breaks through the limitations of Western
mainstream economics system and the market theory framework.
Firstly, as to the theory of market economy, this book suggests that
a mature market economy is an “effective government plus efficient

market” economy. Specifically, this book analyzes the “horizontal system



of market economy’, that is, resource allocation, resource scarcity,
resource generation, and the roles of livelihood economy, industrial
economy, urban economy and others in the horizontal system of the
market. It explores the “vertical system of market economy”, that is,
the market factor system, market organization system, market legal
system, market supervision system, market environment system and

market infrastructure. These six subsystems form an organic whole in

t
ik

(ZFF5 | E—RUEBFABWRSERT ) EVE=ARR.

—. BB THEAEREFFRANTIZERIERNER

EHREAEN—THR. F—FRTLY - HTENBE =B
ERBATANST, FHFHERNBARZYENAEHERNIR
BB B, NBRHAFEEERBAANATUMEASESE
EEFEFAR —EHMEMBERARKR, DDDLITHEE T —
RINBMATIMAERBKNIER. F=FHEKRY, "HREM" o
RELHSHEIREFZERPRENTE, FOERY, BFE "4
MMHER" REENEPER, BRERRBEZESFH X X
s, FAEEARTHRTHN=Z"BERMD. ELERETHR
BRN=1RARNERRL, B/N\ELAD, BABRSEITINES
BARMRRIEE, BAEEW, NMBEMMTRIEN "S5
SIE", MIRBEATEM "hUEFE" MR,

BULX, KPR TEFEREFZERNTHERIERD
B &%, ETHEFERITE, APRUEABRATHEFE
"BREABN + BRXERWH" WEF. RIKRU, ABoTT
"THEFEERR", BDRBRE. HRBR. FHREM, MR
REZF. PUEF. BHEFNSLBEFETHROER D
meE. EA: BT "HHEFIEER", BHHERER.
BRALER. THEFER. THEERR. THREXRRNTS
B, IANFRGAR T HHANER S ZEER, SHA



which market rules exert their effects and realize openness, fairness
and justice. It analyzes the “dual competitors in the market’, that is,
the main competitor in industrial economy is the enterprise, the main
competitor in urban economy is the government; the two competitors are
distinguishable from each other, and yet interrelated, becoming the dual
driving forces behind the industrial upgrading and national development
across the world. It points out that both industrial and urban economic
competitions must abide by the rules of the market; enterprises and
governments, being the dual main competitors, must firstly abide by the
rules of the market, participate in market competition, and at the same
time, governments should function in a better way. It suggests that many
theoretical and practical problems faced by nations in their economic
development are not the problems of the market itself, but stem from
defects of traditional market theory and a void of modern market theory.

Secondly, as to the economics system, the book proposes to establish
a “mezzoeconomics” framework: Microeconomics takes the industrial
economy as the carrier and develops a fairly complete discussion from
the analysis of commodities, prices, supply and demand, competition,
and equilibrium; whilst macroeconomics, under the circumstances of
economic globalization, is feasible on one hand, but needs reform and
innovation on the other hand. Henceforth, a mezzoeconomics system
should be established, in which the effects of government competition are
demonstrated in the allocation of newly generated resources, with regional
economy or urban economy as its operating carrier, regional government
as one of the main competitors. It has a positive effect of innovation and
development on correcting the defects of the traditional economics system
and filling the void left by the existing economics system.

Finally, as to economic growth across the world, this book puts
forward the theory of new economic engine. This new engine is in
the field of resource generation, different from industrial economy

and livelihood economy. It is manifested at the current stage in the



development of the urban economy, whose main content is the
investment and construction of software and hardware infrastructure
and the development and operation of intelligent cities (followed by
the development and operation of space resources, deep-sea resources,
polar economy and network economy). This new engine is a new pole
of economic growth for the world. Thus, every effort should be made to
promote new engines on investment, innovation and regulations with
infrastructure development and construction as the main content. It is
different from the “trade engine’, and will promote sustainable economic

growth across the world.
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Vi

2. Correctly Explaining the Successful Experience of
China’s Reform and Opening Up over the Past 40 Years

from an Economic Perspective

This book explores the dual attributes of regional governments.
Regional governments, in comparison with the world or the central
government, are “quasi-macro” and “quasi-micro”. The “quasi-macro”
attribute emphasizes “coordination”; the “quasi-micro” attribute
emphasizes “interests”. Such dual attributes prompt regional governments
to implement policies of “general underpinning, fairness and justice, and
effective promotion” in the livelihood economy, “planning and guidance,
support and coordination, supervision and management” in the industrial
economy, and “participation in competition, supervision in allocation” in
the urban economy.

This book analyzes the dual competitions in the market. In industrial
economy, there is market competition with enterprises as main
competitors, and in urban economy, there is market competition with
governments as main competitors. Through the buildup of the “new
economic engine” mentioned above, governments continuously explore
new economic growth points and promote the sustainable growth of the
national economy.

This book points out that a mature market economy must be an
organic integration of strong effective governments with strong efficient
markets that operates in an orderly manner. In accordance with the
major functions of the six subsystems of the modern market system,
efficient market can be divided into three levels: “weak’, “semi-strong”,
“strong” In accordance with whether or not there are supporting policies
and measures for livelihood economy, industrial economy and urban
economy, effective government can be divided into three levels: “weak’,
“semi-strong’, “strong”. The organic combinations of the two form the
nine modes of “effective government plus efficient market” Among

these, “strong effective government plus strong efficient market” is



the targeted mode for a mature market economy. It can be said that
up until the present, China’s market economic mode still needs to be
upgraded, whilst the US market economic mode is not yet a mature
market economy.

This book puts forward the view of government foresighted leading
(GFL). The premise of government foresighted leading is to rely on
market rules and market mechanism. The principles of government

foresighted leading are that the market decides the allocation of resources,
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and at the same time, the government guides, adjusts, and forewarns
in the industrial economy, allocates, participates in and maintains
order in the urban economy, and guarantees, underpins and promotes
in the livelihood economy. The measures of government foresighted
leading are to use policies of planning, investment, consumption, price,
taxation, interest rate, exchange rate, law, and others to innovate in value,
institution, organization and technology. The purpose of government
foresighted leading is to promote the structural reform on the supply
side or demand side, forming the leading edge in economic growth and
a path towards scientific and sustainable development. This ensures that
enterprises do what they should do, and governments do what enterprises
cannot do and what enterprises cannot do well; neither of them can be
absent.

This book explores innovation in government competition, and
points out that the government competes in nine aspects, including
competitions in projects, supporting industrial chains, talent, science and
technology, treasury and finance, infrastructure, imports and exports,
environmental systems, policy systems, and management efficiencies.
Governments in competition need to innovate constantly: “innovations in
values” substantially promote resource allocation during a nation’s factor-
driven stage, “innovations in organizational management” have multiplier
effects on resource allocation during a nation’s investment-driven stage,
and “innovations in institutions and technologies” have crucial effects on
resource allocation during a nation’s innovation-driven stage. Continuous
all-round innovations throughout the process in all factors can promote
scientific and sustainable development of resource allocation at various

stages of development across the world.



3. Developing a New Economics System and Market
Theory with China Providing Extensive Materials for Its
Development (Though not Uniquely Chinese)

This book develops a mezzoeconomics system and modern market
theory, which breaks away from the fields of Adam Smith’s industrial
economy or microeconomics, while completely differing from the
theoretical nature, research focus, government behavior, and operation
modes of the Keynesian government intervention theory. It can be said
that this book is devoted to exploring the revolutionary innovation of

market economy theory and economics system.
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The American economist, Milton Friedman, commented that
whoever accurately explained China’s reform and development would win
a Nobel Prize in Economics. China’s economic development has become
an important phenomenon in the world economy. The theoretical
research and empirical analysis of China’s economic development will
certainly become one of the important achievements of world economic
theories, which needs to be based on the exploration of China’s reform
and opening up, economic development and mode of operation, and also
needs to learn from the practical development and research findings of
the world economy. The great era has provided us with all of these.

Many people describe my life as “three-staged” Since the reform and
opening up, [ have spent more than 10 years in universities, more than 10
years in financial enterprises, and more than 10 years in the government;
at the same time, I have studied at Harvard University, Yale University,
University of Massachusetts in the US and Toronto University in Canada
successively. Henceforth, this humble book of not many words, not only
discusses the economic situations in countries like the United States,
Britain, Germany, ROK, Singapore and organizations such as the World
Bank and the International Monetary Fund; but also follows the course
of my work, thought, research in practice, and distillation in analysis in
the forefront of China’s reform and opening up with my experience as
Secretary of Shunde District Committee of the CPC, Secretary of Foshan
Municipal Committee of the CPC and Mayor of Foshan City, and Vice-
Governor of Guangdong Province.

The relationship between government and market is like Goldbach’s
conjecture in economics. From the definitions of the three types of
resources in the world to the characteristics of resource allocation at
various stages of economic development across the world, this book
reveals the dual economic attributes of the government, and points out
that there are dual competitors in the market, and that a mature market

economy needs the organic combination of strong effective government



and strong efficient market; that successful governments across the world
cannot do without foresighted leading, and that governments need to
compete in innovations and innovate in competitions. Thereby, new
economic growth points and new paths to new economic engines can be
found in the field of resource generation across the world. China'’s reform
and opening up and innovative developments have provided a wide range
of materials and resources for this theory; the results of this research
will be integrated into world economic theories and serve the economic

development and economic growth across the world.
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CHAPTER 1  WHAT COULD BE THE CONTENTS OF ADAM

SMITH'S THIRD BOOK?

1. The Biography of Adam Smith

Adam Smith (1723-1790), renowned English social philosopher and
political economist, is the key representative figure of classical political
€Cconomics.

Adam Smith's father was a customs controller in Scotland, and his
mother was the daughter of a hereditary landowner. At the age of 14,
Adam Smith became a student at the University of Glasgow, receiving
a good education in this famous center of Enlightenment. There, Smith
was moved by his mentor, Francis Hutcheson, a renowned moral
philosopher, whose philosophy profoundly influenced his subsequent
moral philosophy and economic views.

In 1740, Adam Smith graduated from the University of Glasgow
with honors and went to Oxford to continue his education. There, he
relentlessly self-educated and explored, acquiring substantial amounts of
knowledge in classical and contemporary philosophy.

In 1751, aged 28, Adam Smith was appointed professor of logic at the
University of Glasgow. In 1752, he turned to the field of moral philosophy
to research in natural theology, ethics, jurisprudence and political
economics.

In 1759, aged 36, Smith published his first work, The Theory of Moral
Sentiments. This work laid the foundation in psychological behavior
analysis for his later book, The Wealth of Nations.

[n 1776, aged 53, Smith completed the famous An Inquiry into the
Nature and Causes of the Wealth of Nations, which continually exerts
important influence even to this day. This book looked deeply into the
behavior of market economy and the complex political economics system,
rendering Adam Smith a towering figure in the history of economic

thoughts even to this day.



Upon completing his second masterpiece, Smith spent more than ten
years exploring, thinking and investigating, and attempted to write a third
book speculated to be on “the general principles of law and government”.
In 1790, at the age of 67 however, Smith’s life, filled with honors and
recognition, ended with a little pity.
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