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Strengthening Cooperation between Asian
Countries and Maintaining Regional Stability

Masood Khan, the former Pakistan ambassador to China

When discussing the confronting urgent security issues of Asia, we should
firstly assess the capability that Asian countries have in dealing with
security challenges, and based on which we should improve ability of
solving problem. At present, there are two trends in Asia countries: one is
seeking common ground while the other is representing diversification.
In the past few decades, the two trends did exist in both investment and
industrial development.

To Asian countries, the most urgent task is to rebuild mutual trust
in between the local region. Currently, the United States reveals itself
with the tendency of interfering in Asian affairs by restricting China’s
behaviors and supporting its Asian allies. There are competitions amongst
Asian countries, and some of them are able to play a relatively leading
role. Besides, the military forces in different countries changes all the
time, and conflicts in some major countries still exist. For instance, in
Northeast Asia, China and Japan dispute with each other over the issue
of Diaoyu Islands. In fact, the conflict between the two countries is more
because of historical issues and resource impact than the issue of Diaoyu
Islands itself. In addition, the problems in the Korean Peninsula are very
serious. Another example comes from Southeast Asia, in which conflicts
over the sovereignty of numerous islands emerges now and then. The
Asian countries are suffering from a crisis of confidence. In 2013, China
and Southeast Asian countries settle disputes mainly through the bilateral
coordination mechanism. Meanwhile, multilateral mechanisms and
international arbitration are also methods of solving problems.

With the rapid development of China and Northeast Asia countries,
the Asian security system develops constantly. More development has
proceeded in other fields. For instance, China proposed the idea of the
“Belt and Road” initiative in the aspect of infrastructure investment which
was responded positively from more than fifty countries. Japan intended
to invest billions of dollars to strengthen infrastructure construction. The
“Belt and Road” initiative could also be a sound strategic shift towards
the entire international situation, to some extent could change the current
political pattern.

China is supposed to conduct cooperation with more countries via
economic ties. The China-Pakistan Economic Corridor has benefited
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both two countries. China also carried out many dialogues with India. For
instance, Narendra Modi, Prime Minister of India, has negotiated with
Chinese government over the bilateral security policy, which will certainly
generate follow-up solutions. Asian countries should promote mutual
understanding between each other to further strengthen cooperation.

With much pressure on military and politics, Asia countries with its
constantly increased economic strength, strengthened its capability in
handling the potential security risks to grasp the future in their own
hands. Since Pakistan has a close relationship with China, we believe
that the cooperation between the two countries will be very beneficial
for both developments. China will serve as the basis of Asia’s stability
and strengthen the economic ties between the Asian countries for better
relationships.

What direct influences of the conflicts between areas like East Asia and
the Middle East will exert to China? How will the intervention of the
United State affect Asia? The prospect of Asia's future is held in their
own hands. We need to cooperate with other countries in order to make a
contribution to Asian’s stability. The problems of poverty, low education
level, imperfect legal system and regional instability existing in Asia
cannot only be solved by one country, but need more concern from the
international community.

Above all, the construction of Asian security mechanism should be more
representative and involve in broader areas. We should not only focus on
Asia, but also pay attention to the development of other regions.

Translator/Liu Ling
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Asia Be Self-reliant
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—2015 Shanghai Roundtable Forum on Topic
"Is Asia Able to Solve Its Own Problem?"

Wu Xinbo, Institute of International Studies, Fudan University
Wei Zongyou, School of International and Diplomatic Affairs, Shanghai International Studies University

1. Main present security issues Asia faces

Asia is playing an increasingly important role in shaping the world. There
are more and more trade and economy exchanges among Asian countries
and they rely on each other. And on the whole, Asia is in a relatively
safe environment thought it also face a series of complex security
changes including conventional security challenges and unconventional
challenges.

For the unconventional challenges, poverty, imbalanced development,
terrorism, religious extremism, natural disasters, pirates, environment and
hygiene, climate changes, epidemic disease, human trafficking and drugs
are main security challenges facing Asia, which are closely related to
social injustice. All the guests believe that these are not only disastrous to
the region but also to the world in need of dealing with these challenges
jointly.

Most guests hold that the more urgent problem in Asia is the conventional
challenges, including the distrust between countries, the issue of Korean
Peninsula, and the issue of reconstruction of Afghanistan. Professor
Chintamani Mahapatra from Nehru University says that, the conventional
challenges in Asian countries include territorial disputes and territorial
waters with historical factors, and also the intervene from superpowers,
for example, the relations of China and Japan, China and India are
intertwined with the factors of history, territorial disputes and superpower
competition, which inevitably added to the complexity of the issue. In
East China Sea and South China Sea, disputes are also on the rise. So
maritime disputes may be the most serious issue Asia confronts.

Masood Khan, former Pakistan ambassador to China pointed out that
Asia is a diverse continent in national scale, development level and
military power. Asia has confronted some challenges from the past
including the Diaoyu Island dispute between China and Japan, issue
of Korean Peninsula, South China Sea disputes, and the reconstruction
of Afghanistan, etc. The issues above are knotty and some are even
worsening especially in the maritime disputes between China and its
neighboring states.
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Frank Jannuzi, the president of The Maureen and Mike Mansfield
Foundation pointed out that although East Asian countries are closely
connected but there are a series of issues and disputes left over by history
which added to the uncertainty of China’s future. All the different factors
may lead to a security dilemma in Asian countries.

Han Yong-Sup, the president of Associate of Nuclear Policy in Korea
also believes that there is a paradox of Asia’s economy and security. They
are closely connected in economy but extremely attached in preserving
security. From a strategic point of view, the situation of Asia is like what
it was in the WWI. The competition between China and the United States,
the militarization of Japan, the increasing Chinese military power, and the
DPRK's Nuclear Crisis, all of which harass the Asian countries.

The president of Council on Foreign and Defense Policy of Russia,
Fyodor A. Lukyanov states that globalization has brought many changes
to the international relations, yet uncertainty still exists. What recently
happened in Asia like the chaos in Middle East Asia and Ukraine crisis
poses great crisis on Asian security. The chaos in Middle East Asia will
not be solved easily and Ukraine crisis make the relation between Russia
and Western countries reach a deadlock. Unlike the Cold War Era, Asia
now is the central concern of the world as well as of power balance,
where any tiny skirmish will lead to huge disaster. In one word, any issue
deserves conscientious attention.

11. The ability of Asian countries to solve their own security issues

The scholars expressed that Asia countries should first assume the
responsibility of Asian security; yet concerning what measures should
be taken to cope with the security problems. For the unconventional
challenges like natural disaster, epidemic disease and climate change,
the regional and non-regional countries should work together. Yet for the
conventional challenges, regional countries have no ability to solve no
matter they are willing or not. Therefore they need help from non-regional
countries. However, some believe that with increasing power and strength,
Asia countries should find more resources and solutions by themselves
rather than rely on other countries.

Mr. Jannuzi holds that there are many problems in East Asia that Asian
countries cannot solve due to lack of ability and trust. For example, China
and Japan cannot work efficiently to solve the security problem in Asia.
Also is the case in the DPRK's Nuclear Crisis. If Korean and Japan were
negotiating with the crisis together, they are very likely to develop nuclear
weapons on both sides, which is by no means a good result to the entire
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security. There are also a lot of unconventional problems like pirates,
illegal migration, natural disaster and epidemic disease, requiring united
efforts from international community to solve. Asian countries should
overcome the divergence and conflicts caused by dignity, fear or profit.

Mr. Lukyanov believes that Asian countries must address the issues on
their own because there is no such case that a country ever did a favor for
another country to solve its security problem. But are Asia countries well
prepared? His answer is not yet.

Professor Liu Ming from Institute for International Relations, Shanghai
Academy of Social Sciences proposes that the main obstacle in solving
Asian security problem is the deep-rooted distrust. When making policies
and strategies, Asian countries usually think of themselves only with
even hardly considering other countries. The result of this pragmatically
mindset is a deterioration of the regional relations, which can be no
helpful at all in solving the discrepancies and conflicts.

Han Yong-Sup points that Asian countries are more active in their efforts
to combat security challenges, and also come up with many constructive
suggestions and are cooperative than before. But he emphasizes that
Asian countries are still limited in their ability to solve the conventional
security issue for big powers lacking of mutual trust while medium and
small countries lacking of capability. ASEAN only has limited function as
a regional international organization that still needs assistance from non-
regional countries like the United States.

Khan points out that Asia develops quickly in national economy strength,
the ability to solve their own problem also needs enhancing. In particular,
the “Belt and Road” initiative proposed by China has boosted the
economy and improved regional security. He also adds that the future of
Asian countries should be in their own hands rather than relying on other
countries, i.e. more intensive cooperation in Asia are needed for more
regional stability.

The researcher Zhao Gancheng from the Institute of South Asian Studies,
Shanghai International Studies Institute believes that Asian countries
can resolve the safety problems they are facing. America retreated from
Middle East and Afghanistan and shifted its focus on East Asia Sea,
which provides an opportunity for Asian countries to solve their problem
on the continent. The key is to build an appropriate mechanism. If it
works, all the issues about security will be resolved. In particular, recover
and reconstruction of Afghanistan will be a test for Asia more than a
challenge.

Professor Wu Xinbo, deputy dean of Fudan International Studies
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Institute, indicates that Asian countries have become more pragmatic
with increasing ability and awareness. Yet the core is that Asian countries
should discover a suitable mechanism and build a proper structure to
jointly deal with these security issues and challenges.

The former Chinese ambassador to France Wu Jianmin briefly states that
Asian countries should find the solution by themselves. Since People’s
Republic of China was founded, we have long taking that domestic
problems should be resolved by its own while global issues be addressed
by all.

IIl. The Role of Extra-Regional Countries in Solving Asian Security
Problems

For extra-region super countries especially the United States, most thinks
that Asian countries do not reject but fear what they do will make the
situation more troublesome instead of contributing help.

Jannuzi maintains that America contributes a lot for Asia’s peace and
prosperity after WWII and for a long time America plays an important
role in world peace and it can definitely be constructive in East Asian
problem-solving process. Besides, as one of the ally country of Asia,
America is by no means an extra-region country. Han Yong-Sup thinks
that because Asia is still limited in their ability to resolve their own
problems, America is therefore much needed in solving Asia’s security
problems. He also mentions that America has long been an ally of East
Asia, so it cannot be excluded from this problem-solving process. Khan
also agrees that Asia should welcome America to exert positive effect
in Asian issue. The researcher Sun Degang from Institution of Middle
East Relations from Shanghai International Studies University states that
the distrust and jealousy between countries largely disturb the security
process. And if it continues, it will inevitably disturb the development of
problem-solving.

Lukyanov holds that most of Russia’s territory is in Asia rather than in
Europe although most of main cities are in Europe so it is still an Asian
country. In 21st century, Russia should be more active and take more
responsibilities in Asia. Unlike Western countries, Russia thinks that
Asia’s solution is more suitable. Russia has long been worrying that China
may become powerful and ambitious but ever since China in crisis with
Ukraine, Russia worries now more about Western countries.

Mahapatra reminds us that America’s intention to help Asia out with its
security problems is not simple and pure. For a series of Asian issues like
the issue of Korean Peninsula, the issue of Taiwan, the issue of South
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China Sea, America has long been intervening, so it is hard to say whether
America is actually wants to solve the problem or not.

Doctor Zhao Minghao from Department of External Relations of the
Central Committee of the Chinese Communist Party points out that Asian
countries should assume the region security responsibility and meanwhile
they also want to build constructive relation with America. China hopes to
build constructive relationship with America, but America’s Asia-Pacific
rebalancing strategy barely has positive effect.

Professor Wu Xinbo believes that many of Asian security problems like
the reconstruction of Afghanistan and the issue of Korean Pennisula
cannot be resolved through force. Instead, we need a more open and
multilateral structure which involves more countries in Asia. Certainly,
Asia should be the first one to assume responsibility.

Ambassador Wu Jianmin also mentions that America sometime acts
too sensitively, assuming that China tries to kick America out, which is
impossible.

1V, Security Management Mechanism of Asia

As for what mechanism should be established in Asia, the guests present
have two opinions. Some think that the bilateral alliance system that
America built in East Asia has exerted positive influence on its peace and
economy development. In this sense, it should be well-maintained and
expanded in its function to cope with unconventional security challengers.
And if possible, it should also be developed to a multilateral network.
Other people think that the bilateral alliance system is the result of the
Cold War Era, therefore it should be replaced by other strategies and
mechanisms because it is fails to meet the demands of current situation in
Asia.

Zhao Gancheng points out that we need a bilateral security mechanism
rather than a bilateral military alliance in the Cold War Era. The current
mechanisms can be grouped as marine mechanism or continental
mechanism. The former mainly includes the regional organizations like
CICA summit and The Shanghai Cooperation Organization. Asian Council
of Security, which includes almost all Asian countries on the basis of
the member of the CICA, is mainly in charge of the continental security
problem. Among them, China, India and Russia are three main countries.
In the future, perhaps, Japan should be included. Whether America should
be included depends on the future development Asian Council of Security.

For Zhao’s proposal, Khan says that Asia’s Security Council should
be more tolerant, which means America should not be excluded. The
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multilateral security mechanism should be equal each country and great
powers should not be entitled with any privileges. Mahabod proposes that
there should be security dialogue mechanism between China, America
and India, or between China and India to reduce suspicions and mistrust
between China and India. Multi-dialogue mechanism should also be
established among other countries in Asia. But we have to notice that the
mechanism should be more tolerant as possible.

Han Yong-Sup holds that from the past history, the military alliance of
East Asia really has exerted positive influence to Asia’s security and
prosperity, which we cannot deny. However with the development of
Asia’s situation, traditional bilateral military alliance should be expanded
to multilateral mechanism.

Jannuzi points out that the value of America’s allied chain lies in that
hard power if the core to solve the real problem.For example, America’s
alliance in East Asia has been greatly helpful when facing natural
disasters like the tsunami of Southeast Asia and the earthquake in Japan.
No country in Asia can solve the problems on its own except America’s
alliance in East Asia. Yet this alliance is still in the old structure of the
Cold War Era, so it needs to be adjusted according to today’s situation
and become more tolerant. And when faced with unconventional security
challenges like pirates, epidemic disease and natural disasters, America
could transform the alliance from a bilateral mechanism to a multilateral
one.

Liu Ming believes that America still relies heavily on bilateral military
alliance. Although America is in favor of six-party talks, but it’s more like
a practical solution and a little opportunism. America is very careful and
vigilant in its attitude toward China and believes China is a huge threat.
If China proposes to build and Asian security mechanism, America won’t
be very glad because it believes China is going to seize power from itself
(America). Therefore it is very difficult for China and America to have
talk on Asia’s multilateral security mechanism.

Lukyanov wonders in such an era where the political, social and
geopolitics situation is hugely different from that of the Cold War Era, is
the concept of alliance out of time now? The idea of alliance alone cannot
solve Asia’s problem. Asia should figure out its own way of resolving
problem. Shanghai Cooperation Organization may someday develop into
an economy and security organization between Europe and Asia to solve
Asia’s security problem in a multilateral way.

V. Suggestions
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The conference now comes to conclude with what we’ve discussed above.

First, the level of capacity building-up in Asian countries should be
enhanced. Ability building-up is of extreme importance to solve Asia’
security problem and keep its peace and prosperity. It includes not only
nation governance capacity and economy potential, but also the political,
economy and military ability of the major powers in this region to deal
with security problems.

Second, cooperation and coordination in Asian countries should be
improved. Because of many reasons, many Asian countries lack mutual
trust both in strategy and political fairs, which is undoubtedly an obstacle
for Asian countries to solve problems together. Therefore, to enhance the
communication and cooperation of Asian countries in politics, economy,
culture, and security area is extremely helpful.

Third, a risk management mechanism should be built. Many territory
disputes and maritime disputes recently are still unsettled in Asian
countries, which are obviously harmful to Asia’s peace and prosperity,
but also an obstacle for their ability to solve the security problems.
Asian countries should build bilateral or multilateral risk management
mechanism on territory and maritime disputes.

Fourth, a multilateral security mechanism should be built. Asia lacks
an effective multilateral security mechanism to deal with conventional
challenges as well as unconventional challenges. Given to the fact that
Asia is still limited in its ability and there is distrust and suspicion among
Asian countries, the building-up of Asian multilateral security mechanism
cannot be completed in on day, but should be built step by step.

The mechanism could be divided into two parts: maritime and continental
mechanism to be built. Also, it is suggested to start from unconventional
security challenges. The continent mechanism can be based on what
already exists currently and gradually make it the main mechanism to
tackle the regional security problems.

Fifth, Asia should enhance communication and cooperation between big
powers like America. Though America is not one of Asian countries, it
has long been important in Asia’s politics, economy and military issues,
therefore it must be included in the security mechanism building process.
Before Asia is willing and is able to solve the security problems, and also
before an effective mechanism is established, the role of America should
never be ignorant, though America may not be right all the time. As
America has long been suspicious and defensive toward China, any action
that may mislead America to believe China is driving him out of Asia
should be given twice thought.

Translator/ Li Mengmeng
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Asia's Solution to Asian Problems:
There Are Possibilities

Chintamani Mahapatra, Centre for Canadian, US and Latin American Studies,
School of International Studies, INU

1. Key Points of Achieving Asia’s Solutions

For all Asian countries, how to tackle with their own safety problems is
an issue of great importance and we need to deal with these challenges
from own perspective. If Asia can solve these problems on its own mainly
depends on four aspects:

(1)The Capability. Whether Asia is capable of dealing with inner
challenges such as safety issues, territorial disputes and disputes within
neighboring countries as well as other kinds of issues.

(2)For Asian countries, how to come up with better strategies for dealing
with these safety challenges.

(3)For us, whether solutions to these existing problems are available or
not.

(4)What will happen once all of these challenges have been resolved?

The most important thing, among these strategies, is that we have to be
on our own. After the Cold War, America has been playing an increasing
important role in Asia’s development. Is it possible that we Asian
countries can solve these issues without being intervened by America?

I1. Background to Asia’s Solutions
1. The real motive behind America’s intervention with Asian issues.

We need to know that America’s intervention is not going to offer
merely help to countries in Asia. There are always many different kinds
of conflicts and disputes within China, South Korea, North Korea and
Pakistan, such as the dispute over the south sea and over Taiwan. On these
issues, America has been playing its own part, but above problems are
still there. Actually, it’s even hard to say that America does mean to make
a contribution to the resolutions. Thus, while we Asian countries cannot
solve all these problems totally on our own, we cannot depend on outside
aids from countries like United States.

2. A generally stable international situation in Asia. In present, the dispute
over Guam is perhaps the trickiest issue for Asia. We have mentioned
many challenges for Asia before, but all of these issues, say island
disputes, will not contribute to wars between Asian countries and we still
have a stable situation in Asia. The most serious problems for Asia now
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are poverty and poor educational development, these serve as two big
challenges for Asian countries.

3. The complexity of Asian problems. Countries in Asia, regardless of
their territorial area, share some historical problems which occurred
long time ago. These problems have a big effect on the development
of Asian countries. However, it’s hard to find a omnipotent solution to
these problems due to the complexity. There are mainly three types of
challenges:

(1) Poverty. Asia, the biggest continent around the world , is also the most
important continent .However, one third of Asia’s population are living
a relatively poor life. Chinese premier also mentioned that 200 million
people in China are still living with poverty. I myself, as an Indian, know
that the number of the poor in Indian is more than the population of North
America and Latin America continents. Another phenomenon we should
pay attention to is the increasing number of the poor people, 70 percent of
which just received the primary education before.

(2) Cultural diversity. We need to be clear about cultural diversities
among different countries or different races such as differences in
language .Many countries in Asia, including China and India, has many
minorities .These minorities may be the source of big issues, sometimes
they can even trigger some international issues which cannot be solved by
merely one country.

(3) The territorial and economic inequalities.

China boasts a big territorial area, but the land area of India, compared to
China, is relatively small. There are many other differences in territory,
population and culture among Asian countries, these differences can be
a main contributor to Asian safety challenges. For example, the fact that
China is both the biggest country and economy in Asia can be regarded
as a threat to other Asian countries, which may cause other hidden safety
issues. Some relatively small countries want to get outside approaches to
deal with the threat. And in recent years, we also realized the problems
caused by these inequalities. For instance, some of the disputes over sea
areas such as the south sea are an indication of worries from relatively
weak economies, and the other disputes can be seen as the historical
issues. These historical issues between countries like India, China and
Iran bring great hidden dangers to Asian safety.

(4) Other issues. Such as the environmental pollution is a transnational
problem and multinational cooperation is necessary for the environmental
improvement. Some traditional ideas believe that the rapid development
of China and many other economies in Southeast Asia can result in more
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serious disputes. Meanwhile, poverty remains as a serious challenge and
we must put more attention to many other inner issues as well.

II1. The Current Situation about Asia Safety Issues

1. Each new issue will need a new solution which may trigger another
new issue. For example, economic increase is a good thing. In China, the
number of the rich and middle class families is big, but the income gap
between the poor and the rich is also huge. This kind of situation is worse
in India. Again, we all know that technological development is vital but it
can also get more people unemployed. These problems are real and need
to be resolved. The first priority for countries who are trying to find better
solutions to deal with these issues is to considerate tackling problems
personally and independently.

2. The necessity of independence and dependence. Asia confronts with
various kinds of safety issues, such as poverty and multilateral problems.
We need to understand that cooperation between Asian countries may
not be enough to deal with some challenges. While for other issues,
negotiation within countries in Asia is a better solution. Both of these two
approaches can be applied to solve safety issues in a better way.

As I see it, the territorial disputes between many countries including
China and America are actually the indication of big countries’ power in
Asia. The complicate relationship between China and India as well as the
tension between China and Japan all has a fundamental effect on China’s
relationship with neighboring countries. In conclusion, there are many
problems for Asian countries to be solved and inner negotiation between
Asian countries is a necessary resolution of some of these issues.

Translator/ Li Ziyan
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Achieve Resilient Economic Growth

Zhang Jun, School of Economics, Fudan University

There are more pessimists when talking about how
long Chinese economic growth can continue. The scholars pay
their attention to China's economic problems, especially the
economic growth deceleration in the past five or six years, together
with the debt, overcapacity, real estate investment and the "ghost
town". These problems do exist, but it is undeniable that these problems
are not here for the first time. Reviewing the past 30 years of China
economic development, especially in the past 20 years, it had experienced
similar problems, but might appear in different ways. Not only China,
but also East Asian had issues, especially in the early stage of economic
transformation and development. These problems are not uncommon, such
as in Taiwan and South Korea, and even in Japan's extraordinary growth s
tage. These are all very typical phenomenon.

Observing the development of China and East Asian economy, one
interesting question is that why the economic development can be
sustained for a long time? China, after the reform and open policy, has
gone through 35 years. The annual growth rate is 9.7%. It took South
Korea and Taiwan 40 years to successfully enter the stage of high income.
Why do other economies, even from the lowest income stage,
probably experienced only 10 years or less economic growth, then remain
stagnant. Why can we keep 30 years of economic growth? Why the
“Asia Four Dragons” (especially Taiwan and South Korea) can complete
the transition from low income to high income? This observation and
thinking make us have a guess that under these successful economies,
there must be some motivation to promote the dynamic growth and
development.

Economic development, especially from low-income to high-
income stage, in fact, is a tortuous process, which is full of challenges
and risks. In this process, there will be economic take-offs and landings,
external impacts and shocks. So if an economy is determined to develop
from low income to high income stage, it should certainly be able to cope
successfully with these challenges, resolve these risks, continue to solve
various structural problems encountered in the process of economic
development. Few economies can do all these. The economy development
of East Asia and Chinese over the past 30 years should be regarded
as a successful case. In this case, we should probably regard these two
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as the Resilient Economies-- and I think, the concept of " resilient” is
likely to help us understand the most important reason that China in the
past 30 years, and the economic development of East Asia in the first 40
years achieved success in the development.

Before discussing why some economies have resilient, I would
like to briefly describe how a resilient economy achieves economic
development -- this is the experience of East Asian and China over
the past 30 years. Return to the economic growth of the problem that
I mentioned earlier. Due to rapid economic growth, the problems
of excessive investment, overcapacity and debt problems appear
repeatedly. When most of the economic growth is handicapped because
of these, East Asia and Chinese made strategies tending to make a big
adjustment and reform of the system, the purpose was not to resolve these
problems, but hope that through these strategy adjustments and system
reform to induce the newer and more efficient economy activities. Once
the economic activities have been encouraging, new phenomenon occurs,
so that the original debt can be transformed into the assets, the
original part of the excess capacity is utilized.

If the East Asian economies did not encourage a newer and
more efficient economic activity, output growth is mainly dependent
on the debt and overcapacity in the industry. I think the economy is
unable to maintain a sustainable development for a long time. In this
sense, these economy, compared with other economies (such as Latin
America and Southeast Asia), the economic development process
lasted for so long time, because they can flexibly implement policy and
the system adjustment, which will encourage and support newer and
more efficient economic activity. This is economic resilient. Of
course, not all economies can achieve flexible growth. But East Asian
economies did, so did Chinese economy over the past 30 years. Reviewing
our past 30 years of economic development, in every time when there
were setbacks and we were at crossroads, although the debt were
restructured, state-owned enterprises undergo structural reforms, compress
the excess capacity, but if the focus of policy change was not on
the creation of economic activity and efficiency to replace or write
off those inefficiency or wasteful economic activity, the economy
development is not likely to continue.

China economic reform is the so-called "incremental reform".
Incremental reform will inevitably cause the fact that more and more
efficient economic activity is not generated from the existing departments,
but from reforms and adjustment policies. For example, the Chinese
agricultural reform in the twentieth Century and the rise of township
enterprises were the results of incremental reform. These reforms led
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to an average annual growth rate of nearly 10%. After entering into
1990s, there were changes in external conditions. China economy faced
great challenges. In addition to losses of state-owned enterprises, there
was the real estate bubble, which caused a large number of unfinished
buildings and non-performing assets of banks. And there was no
good method to deal with these problems. We just made the tough changes
in policy and system to encourage and create new and more efficient
economic activity, sterilizing and compensating the original part of
the economy which was lack of efficiency.

In short, in a resilient economy, changes of the policy and system can
be make adaptively to encourage rounds of updates and more
efficient economic activity and write off the negative effects caused
by last round of expansion. Chinese has achieved successful economic
development so far is largely because we always manage to push forward
the reform of the system at the right time. Before and after 2008, due
to the abnormal economic growth, there has been a lot of excessive
investments. It was wasting and there came the surplus capacity is.
It is true and these are the negative parts caused by last round of
expansion. They will become the burden of economic development. The
government must carry on to deal with it. But if you expect to deal with
the burden first and realize a new round of economic growth later, there’s
little hope. So, since there is excessive production capacity and it is
a waste, I think we'd better throw it in history. Discard the burden of
history allows us to focus on higher value, more efficient economic
activity. Once the new value is found, a new round of innovation started,
the original value is not worth mentioning. Therefore, the development of
the economy can continue.

I think, to make the Chinese miracle of economic
development continue, keep the resilient economy is crucial. With
the resilience, every time when there are Chinese economic challenges,
making use of the adaptability of policy and institutional reforms, it’s OK
to stimulate the emerging economic activities. It’s the process of using
creation to destroy.

So, how do an economy have that resilience? In my opinion, it requires
the government and the market to form a benign interaction. If so, we can
find the valuable experience from the development of East Asian economy
in the first 40 years and Chinese economy over the past 30 years. Over the
past 30 years, China generally maintained a relatively benign interactive
relationship between the government and the market. The relationship of
the economy gives China resilient. This interactive relationship can be
embodied in many aspects. For example, after the reform and open policy,
China financial system changed from centralization to decentralization.
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Fiscal decentralization was formed and brought about regional
the competitions. The trend of the market has been formed. I think this is
the important embodiment of interaction.

This interaction is also reflected in the aspect of industrial
policy. Chinese industrial policy at the national level are very weak, the
industrial policy is reflected at the local government levels. This
is the reason why the development of China competitive industry is
often caused by regional industrial agglomeration in the formation and
expansion. Chinese industrial development is not thanks to the central
ministries power. This makes the market orientation and strength
to exist in the industry development.

As for another aspect of the interactive, the local
government always retains the public capital expenditure responsibilities.
Without such responsibility, infrastructure in China could not have
been improved so much. Improved infrastructure is actually created a
very good condition for the private investment behavior and the stability
of the private investment returns. Of course, the local government always
wants to help local enterprises build the global production chain, which
is also a demonstration of the benign interaction between the government
and the market. Provinces such as Zhejiang, Guangdong have done very
well, they have successfully connected to the local enterprises in the
global production chain, which is today the most dynamic part.

In addition, the local government supports innovation. From the
township enterprises, the rise of the private sector in 1990 (including the
privatization of state-owned enterprises) to the land reform and the
current household registration system, were rely on local party to carry
out partial experiment and then form the consensus. So we can continue
to overcome the constraints. China economy will face new constraints
in a certain stage. No reform can solve all the problems, we need
to overcome a variety of constraints. The positive interaction between the
government and the market rather than the opposition split is the key.

Since 2008, the global economic crisis, together with over
investment and capacity of the debt crisis made China stand ahead
of the crossroads. In the past two years, the growth rate of the
economy significantly decreased. In the face of this situation, to promote
the reform of the changes in policy and system and to encourage the
development of more efficient economic activity and economic sector
soon became a consensus. This is the proof of our economy. As long as we
can keep the interaction between government and market, we can continue
to maintain the toughness of economic development, new and more
efficient economic interaction will appear constantly. The level of per
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capita GDP and per capita capital stock in China is very low, only 10%-
20% of that in developed economies. It’s unnecessary to worry about that
there are no demands and the demand cannot be created. Because the per
capita GDP is still relatively low, the consumption structure will undergo
great changes and there is room for upgrade. The change of economic
structure and industrial upgrading trend will continue to create investment
opportunities.

China economy today has the pessimistic side, such as leverage ratio
and credit density are too high, excessive production capacity and
the monopoly of the state-owned sector, but the same as that in
the past, this situation also tend to make policy and system to
make adaptation to create a new and more efficient economic vitality,
realize the new growth thanks to the creation and destruction and thus
maintain the economic development. This time is not an exception and
it is worth looking forward to. If this is the case, we can say, every time
we face the impact and the crisis will not be wasted.

Translator/Chen Qingyun
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How Can Asian Economy Return to Prosperity

Hua Min, World Economy Research Institute of Fudan University

The economy bubble burst in 1989 made Japan get into a
long-term stagnation of economic growth; the financial crisis
of 1997 made Southeast Asian countries slip into a long-
term recession; today, China economic growth also falls into a cliff-
style decline, the growth rate of the economy has dropped sharply from
14.16% in 2007 to 7.4% in 2014. Judging from the current situation,
except that India can maintain a high economic growth rate, most Asian
countries economic growth is in a difficult situation.

How can Asia return to the economic prosperity? To this end, we must
first find the cause of the Asian economic recession. If we do a comparison
of economic growth in Asia and EU&US, we easily found that the periods
of economy sustainable growth in EU&US is longer than those of Asian
countries. The main reason for this difference is that Asian countries are
basically backward industrialized countries, in order to narrow the ga
p with developed industrialized countries; Asian countries adopted the
political-elite-driven industrial development mode. In consideration
of the aim of it is to catch up, so people often call this mode "catch-up
mode".

From the practice of Asian countries, this model has the
following characteristics: first, eager to catch up, neglect the
social transformation; second, it is motivated by the country and
led by the government; third, the market is not institutional but
predatory. Thus, systems are formed, which cross time and space, are
full of contradictions, and lack of efficiency and can be easily noticed
across Asian countries. The basic elements of the system are: traditional
culture, modern politics and modern market. Results from the restriction
of the traditional culture and modern politics, the market which should
play a decisive role in the allocation of social resources changed into a
pure trading technology, and then evolved into the tool for political elite to
obtain personal wealth.

In 1453, Osman Empire conquered Constantinople (Istanbul today), which
led to the interruption of Eurasian Continental Bridge Trade (Silk Road).
When the Asian paid little attention to the event, the European started
to explore new channel with great courage for the foreign
trade, because indeed Europe was more poor than Asia. The ocean trade,
led by Columbus and Magellan in 1495, established new trade channels
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through the ocean. Ocean trade (sometimes was naked rapaciousness)
has brought great changes to the European Community: the spirit of
adventure which laid the foundation for the spirit of capitalism in Europe
in the future; global vision, which made the European first abandoned
the agricultural thought, and gradually established a modern industrial
civilization of the world.

When the European adventurers became wealthy through
ocean trade, social change was inevitable. First of all, it was necessary
to identify the obtained wealth through the ocean trade was legitimate
or not; secondly, if this wealth was legitimate, then if people had the
right to dispose the assets freely. So it was necessary to reform the
traditional agricultural civilization systematically. So there came the
Renaissance, the religious reform, the bourgeois revolution and the
industrial revolution. The time span was up to 100 years. The reason
that so long time was needed was that the transformation of the
society need time, since the social transformation was the evolution of
civilization gene, if there were not innovation and identification of several
generations, the restoration might occur at any time.

Looking back into the industrialization development of Asian
countries, we can clearly see that almost no country experienced
the systematic social change for so long time. In the face of the
huge economic gap and the pressure of competition, Asian chose to
catch up with the European economy in the shortest possible
time as a strategic choice naturally. So, all kinds of reform and
social transformation needed to be shelved, some reforms in
some areas and levels were merely strategic measures in order to
implement the strategy that must be taken. The result was that the
cultural, moral, political and economic activities did not match, resulting
in a sustainable economic growth disorder. It was necessary to point
out that the lag of cultural and political reform suppressed the rise
of the emerging social class, which represented a new productivity, thus
losing the source of power for sustainable economic growth.

The second problem driven by the political elite was that the
economic growth led by the country and the government brought
about low efficiency and instability. The national mobilization, con
centration of all resources to achieve social economy would bring a
series of negative consequences: the high tax, the low efficiency, the
regulation of market access, the usage of industrial policy to replace
the market competition, the protection of private property, the
destruction tax, so that the initial distribution of nation of the
market transaction. Affected by these adverse consequences, people
often can see, all the economies in Asia, even if there was a
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substantial growth, but still could not effectively solve the problem
of poverty. The reason lies in the high al income was in favor of
the government, rather than for the benefit of the people; the low
efficiency, which led to the slow growth of national wealth; the
government regulation of market access, which caused wide-spread
inequality of opportunity; industrial policies, which distorted the price
signal and free competition activities, and often caused the imbalance
between supply and demand and the failure of investment; when
the improper government intervention lead to the economic crisis, the
authorities might even restrict the legitimate exercise of property
rights and market power. As for why the government-led economic
growth will exacerbate the economic fluctuation, this can be answered
in terms of the heterogeneity constraints faced by the government and
the enterprise. Constraints Enterprises faced could be summarized as: hard
budget constraints from the supply part and the clearing constraints
from the demand. Due to the two kinds of constraints, enterprises could
not make ineffective investment and productive activities otherwise it
might face losses, insolvency and bankruptcy. However, the government
faced the different constraints: the government could raise taxes to break
the budget constraint, therefore, the government's budget constrain
is “softer” than the enterprise’s; on the other hand, the government
could cast money on the military R & D investment, investment
of infrastructure construction, these were appropriate. There
were no "market clearing" constraints and no reasonable balance
point. The only constraint, the government-led economic growth
faced was that it can occupy and mobilize resources. It is because
of the constraints of government behavior is soft, the boundary of
government source is greater than the enterprise, the over-investment
issue can take place easily, and if the government is in the face of the
bottleneck of resources, the investment tends to shrink, thus exacerbates
the economic fluctuation.

The third problem driven by the political elite is that the development of
the market is not institutionalized. An effective economic growth must let
the market play a decisive role in the allocation of resources. The reason
why the market allocation is high in efficiency is that there are incentives
in the institutional market economy. They can be summarized as follows:
the property rights incentive, competition and innovation incentive.
However, in the political-elite economy, there are no such incentives.
Catching-up economy needs the national mobilization, it will make
the definition of property rights unclear and neglect to protect private
property rights; the government-led growth mode will replace the market
competition with policies; catching-up economy belongs to the resources-
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mobilization type economy, rather than the profit-driven economy.
Therefore, it will lead to the replacement of entrepreneurs with officials
and the replacement of private property rights with ambiguous property
rights. These will result in loss of property right incentive; replacement of
competition with industrial policy, lack of innovation (because innovation
is an entrepreneurial instinct, it has nothing to do with the government).
These defects not only reduce the efficiency of economic activity, but
also create a non-institutional market system. From the above analysis, the
so-called non-institutional market refers to the market in which the
property rights are not clearly defined, the competition is not complete and
decision-making body is the main political elite and the government
policy can be applied to the behavior of the market at any time, which
leads to a variety of distortion and intervention, mismatch of resources and
economic fluctuation. In addition, non-institutional market has generated
profit government and the predatory trading. Profit government uses its
control of the public sector to compete with the market. In some extreme
cases, it uses public goods as the government profit tool. When the
government overuses its function to enter the market and compete with
the people, the market behavioral parties will cross their moral bottom
line and be engaged in predatory trading. They will sell poor quality
products, which may even bring harm to people's health and safety on the
market to seek profits. Thus, the market falls form an effective resources
allocation system to a transaction technology in aims of seek illegitimate
interests.

In the face of these constraints, how can the Asian economies
achieve sustainable growth?

Asian countries need to realize the transformation from the
traditional agricultural civilization to the modern industrial civilization.
Therefore, we need to reform the moral values, values of wealth and social
system formed under the agricultural civilization.

Morally speaking, in the farming civilization, business is immoral, but in
industrial civilization, business activities own the lofty status in
the wealth creating. Therefore, Asian countries must realize the
transformation of agricultural values into business values otherwise it is
difficult for the emerging industrial and commercial sectors, especially the
entrepreneurs to obtain legitimacy.

From the view of wealth, in the farming civilization, wealth means
possession, especially for the possession of land and real estate
(housing), but in the industrial civilization, wealth is that people have the
ability to create wealth, because people pay attention to the ability to
create wealth, so there is wealth current. Therefore, Asian countries must

101
China Watch + Watch China

http://fddi.fudan.edu.cn



Economy and New Normal in Asia

change the knowledge about wealth. Without such change, it is difficult
to change the Asian countries’ practice that aiming for the economic
growth, people will be busy with home purchase, the government
will promote such behavior in order to increase the tax. Once the cash
flow brought by economic growth flow into the land and real estate, the
society will get into a growth recession due to lacking of liquidity and
the entrepreneurial spirit. Not only that, the alliance between the
government and real estate developer will cause economic foam and the
social income gap. As for why the government is more willing to form an
alliance with the real estate business rather than with the Entrepreneur, the
reason lies in the fact that land finance of the government and the real
estate interests is consistent (or the use of the language of economics, their
utility functions are compatible),but, once the power of entrepreneurs,
which stands for the market power, rises, it may bring challenges to
the government, because the government and the market are in a game
relationship, the relationship is mainly reflected in all areas of tax, regulat
ion, and the orientation of political system.

Only when people can understand the definition of wealth, and how
to respect the main body behavior and the behavior of the creation
of wealth, will it be possible to create a new system, which can
lead to fully social wealth and a new civilization development. The
basic characteristics of social system are the unification of the state and
the church (centralization), no private property and no freedom and human
rights. So, for the Asian countries, the transition from centralization
to democracy, and through this transformation to establish human
rights, protection of private property rights, is the only way to complete
the transition from agricultural civilization to industrial civilization.
However, as long as we look into today's situation in Asia, more and
more Asian countries are actively or passively involved in the struggle
for power within the region and the country's sovereignty dispute, the
government and the political elites in many countries devote more and
more resources in the arms, not the economic and social development. If
the political elite of Asian countries should continue to block the social
transformation, the further decline is inevitable. It is sad that, in Asian
countries, there are a lot of "intellectuals" who seek their own self-interest.
They advocate that the democratic system of the developed countries is
not suitable for Asian countries and centralization should be be adopted.
They use the problems in Asian countries’ democratic politics, trying
to prove that the democratic system is not a good system. Well, in
the economic catch-up period people can tolerate the authoritarian
politics, but once the economy takes off, without democracy, it is
almost impossible to achieve the sustainable growth. Democracy is
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certainly a problem, but compared to the farming civilization of the
monarchy and aristocracy, it is still by far the best system. When
a good system is successful in western developed countries, but in
Asia, as well as other emerging market economies, it almost all
suffered a "Waterloo". What’s the reason? The reason is that any
kind of system arrangement needs conditions to run effectively. The
success of the democratic system must have the following conditions:
firstly, there must be human rights and democracy, otherwise Sovereign
ty will become a struggle for power between different parties; secondly,
the people must have a consensus and rationality, otherwise the
democracy will cause social unrest; thirdly, democracy must have some
wealth constraints, otherwise it will become a revolution. Therefore, the
fact that democratic system in the development of Asian countries is not
good results not from the democracy itself, but Asian countries have yet
to create the necessary social condition of democratic politics. Simple
imitation of the western democratic procedure is likely to lead to an
aborted democratic system.

In order to achieve sustainable economic growth, in addition to the social
transformation, change the economic growth mode is also needed.

At present, most of the people hold wrong opinions about the way of Asia
economic growth, resulting in the wrong structure of Asian economic
growth and two wrong direction adjustment: one is to greatly improve
the service industry (third industries) in the proportion of the national
economy; another is the transformation from low-end processing to
the high technology. Common sense tells us that the per capita income
of emerging market economies is low, and there is little demand for
services. Besides, the adjustment of industrial structure cause even
less services demand. The result is that when the services lack service
object, it can only go onto the self loop, which is the virtual financial
transaction activities. So the economy growth has not only brought
huge financial risks, but also lead to serious social differentiation. One
side is the high-income people in financial transactions, while the other
side is the ordinary workers, who have economic difficulties. This non-
inclusive growth is easy to intensify social contradictions, and conflicts to
hinder sustainable economic growth. At the same time, because of the
lack of talent support, the policy for upgrading the industrial structure
has failed to reach the intended target. So under the double impact of low-
end industry and innovation, there comes the economic recession.

Historical experience has proved repeatedly that the structure is rigid
and the final structure is affected by the factor endowments, all industrial
policy cannot change the endowment and the structure. So, Asian
emerging market economies’ trying to upgrade the industrial
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structure to avoid the "middle-income trap" is a very wrong strategic
thinking. From the examples in both the developed countries and emerging
market economies, we can see that the government's industrial
policy basically did not achieve the desired effect. In 80s and 90s of
the last century, the development of the "fifth generation" computer was
supported by the national industrial policy, but the market supported
the wireless networks and cloud computing; USA industrial policy was
to support the development of the semiconductor, while the market
innovation was the broadband and iPhone; when the development of
photovoltaic and new energy is supported by Chinese the government's
industrial policy, while the market prefers the internet. The reason that
the Internet is able to rise in China is that the Internet market is regulated
by the market and the cost of entrepreneurship is the lowest. Thus, the
country's economic sustainable growth is not relying on the government's
industrial policy, but on how the government loses the control of the
market and let the market forces develop freely. But, why in the Asian
countries, the political elite will generally prefer the adjustment of
economic structure? In fact, they want to control the allocation power
of resources, and for their own self-interest. If there is no adjustment
of the structure, resource allocation is up to the market; conversely, it’s
up to the government. So the conclusion is clear, without the political
elite consciousness, industrial policy is difficult to fade away.

If the government should not become the main body of the allocation
of resources, what role should the government in economic growth
play? Or in other words, what kind of transformation growth do Asian
countries really need? The answer is clear. The Asian countries really
need adjust the structure of the transition system in an institutional level,
rather than in the technical level. The latter is determined by market
forces, and the market demand structure will be based on the talent and a
better economic structure system, but the premise is to change the national
mobilization and government leading mode of economic growth into
market in which there are property rights incentives. Therefore, the
transformation of Asia needs to increase the power of market in the
allocation of resources as much as possible. And only the central
government and local government decentralization (this is just a political
elite internal decentralization) is not enough, the key is to make clear
the definition of the boundary between government and market. Using
the transformation of government functions to achieve the government
and market decentralization and complete the transformation of the
social resource allocation. Once the social resource allocation power is
given to the market, what should the government do? The accumulated
basic knowledge of economics and industrialized countries experience
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tells us that the government should stand higher than the market's
moral position to promote sustainable and inclusive growth.

Specifically, Government should reduced the income distribution gap
through producing various public products and promoting social fair and
justice. Considered that the wealth creating ability of people may be a
probability distribution, regardless of the social system design, it’s hard to
achieve fair income distribution. But Governments’ production of public
products can significantly narrow the gap, because the consumption of
these public products are not determined by the income level. Certainly,
public goods should not just in the physical form, but in the legal form,
which can ensure people to share the fruits of economic growth and the
right of people to participate in wealth creation. Government should
give equitable access to education, participation in employment and
competition for all people, which means that governments must respect
human rights and property rights. Innovation will become the norm to
achieve sustainable economic growth. All actions of the Government must
be subject to budgetary constraints. In the production of public goods,
accounting rules must be followed and less tax revenues should be used.
There shouldn’t be arbitrary expansion of the balance sheet and turned the
government himself into a profitable one and let the government become a
hotbed of corruption. According to each of the above control, it is not
difficult to find that in today's Asia, quite a lot of the governments does
not have moral realms. So if Asian countries can achieve sustainable and
inclusive growth lies in the political elites’ willing to stand high moral
realm to create the system of market economy and realize the
transition from agricultural civilization to industrial civilization.

Finally, it should be stressed that the development and transformation of
any society cannot be separated from education. Education is to give
the previous experience to future generations, so that the knowledge can
also be defined as the conscious experience. If education can be defined in
this way, as for those who walk in the forefront of the history, education
is the production. For the later people, education is the dissemination of
knowledge. From this definition, to read, recite and write is not education,
education is not to cultivate loyal. Without the development of education,
knowledge will be in a rapid devaluation. From a historical point of view,
as Will Durant pointed out that, in the majority of societies, when a few
people control the educational and economic opportunities, the savage
comes. For the Asian countries, the above two issues exist at the same
time. So, from the civilians to the political elites lack sufficient knowledge
and rationality, which leads to the difficulties in the transition from
the traditional agricultural civilization to industrial civilization. The
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difficulty is due to the lack of innovation education, including sys
tem and technology. Therefore, it is difficult for Asian countries to
achieve sustainable economic growth and create prosperity without the
reform and development of education.

Translator/Chen Qingyun
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Strengthen China-Africa Economic and Trade Cooperation
and Encourage Going-out of Private Enterprises

Yuan Zhigang, School of Economics, Fudan University

1. Overview of present situation and the reasons

During the new round of globalization right now, the rise of the
regionalism is one big characteristic, the global governance pattern of
transnationalism is playing a more and more important role, all kinds of
regional trade organizations and cooperative activities between countries
are processing frequently. And since the 2008 economic crisis, the global
economy is slowly recovering, Africa will depend on the advantage of
backwardness and the demographic dividend to gradually convergence
to emerging market countries which is likely to be the highlight of
growth speed. Since 2014, it has become an indisputable fact that China's
economy has been slowing down, China needs to find a new motive for
developing in the future. As the proposal of “One Belt and One Road”
strategy and the establishment of BRICS development Banks and Asian
infrastructure investment bank, infrastructure construction and investment
of resources in developing countries will been an important way for
Chinese enterprises to “going out” as a future, thus Asia- Africa economic
and trade cooperation will have a broad prospect.

It is an inevitable trend for China to increase the proportion of foreign
investment and share the growth dividend of other countries. On the one
hand, China is facing aging population structure, which can cause the
decline and even shortage of labor force along with gradually decline of
domestic potential economic growth and returns on capital. On the other
hand, all of China's manufacturing industry encounters the problem of
excess capacity. According to the view of the current situation of foreign
investment, China's current foreign direct investment cannot match its
economic scale which means there has a great space to improve. In 2011
the proportion of China's GDP compared with the whole world is 10.48%,
at the same time the proportion of China's foreign direct investment is
only 4.05% of the world and the stock accounted for only 1.73%.The
space for growth of China's foreign investment is enormous.

In recent years, China's non-financial direct investment in Africa on the
absolute value is growing rapidly and the number of companies is larger.
In 2013 China's investment in Africa increased by 33.9% compared
with that in 2012, the number of offshore enterprises in Africa set up by
China accounted for 11.6% of all enterprises abroad. In addition, China's
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trade with Africa has been maintained a fast growth, Africa has strong
comparative advantage in terms of raw materials and primary products
compared with China. China is relative shortage of resources and raw
materials. With the rapid development of economy, China's domestic
resources have been unable to meet the growing demand of industrial
development, and this is precisely the comparative advantage of Africa.

At the same time, the foreign direct investment is now dominated by
state-owned enterprises in China, which accounted for 62.7% in 2011.
The current situation that the economy was dominated by state-owned
enterprises led to the inefficiency of foreign investment and homogeneity
of investment structure. The foreign investment of micro enterprises is
concentrated in the areas monopolized by state-owned enterprises such
as mining, manufacturing, and areas closely related to the construction of
infrastructure and real estate. Direct foreign investment in mining industry
in 2011 is twice that in manufacturing and 18 times in agricultural with
the expansion of the trend in the financial crisis under the condition of
excess production capacity in domestic and continuing decreasing of
international energy prices.

Developed areas like Shanghai and the Yangtze delta economic zone has
a high degree of marketization and the private enterprise is more active
than others. The main body of foreign investment in Shanghai is the
private enterprise, but the amount of the investment is higher in the state-
owned enterprise. In 2012 calculated by the number of projects, private
enterprises accounted for 63%, and the state-owned enterprises accounted
for 20%, but when we calculate by investment amount, private enterprises
accounted for 30% and the state-owned enterprises accounted for 60%.In
the industry, the foreign investment of Shanghai’s enterprises were mainly
in the wholesale and retail which accounts for 33.73% and business
services which accounts for 59%.

As to trade turnover, in 2012 (including Jiangsu, Shanghai and Zhejiang
province), the proportion of the total import and export accounts
for almost 40% in total which is far more than other regions. From
the perspective of the main body of Shanghai foreign trade, private
enterprises has been far more than the state-owned enterprises and the
gap is still expanding. Throughout the year of 2014, the total amounts of
imports and exports of the state-owned enterprises in Shanghai customs
fell by 6.11%, but that in private enterprises rose 9.01% compared with
the last year which is about twice than that in state-owned enterprises and
accounted for about 25.62% in total.

2. Policy advices
In the past the economic and trade cooperation between China and
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Africa is mainly about international assistance and energy resource trade,
etc. We need to expand our scope of cooperation in different industries
and regions in the future, especially encouraging more China's private
enterprises to invest in Africa and improve the efficiency. We can keep
to the following clues to match with "area" strategy helping Chinese
enterprises under different ownership to “go out” in different industries
more than the construction of infrastructure:

First of all, we need to improve the corresponding institution and the law
system. The current foreign cooperation organization scattered in many
different departments which is the same to resource management, so we
can draw lessons from the experience of developed countries that set up
a department in charge of foreign cooperation relations and concentrate
the superior resources for unified management. Establishing economic
cooperation mechanism is the basic of developing and promoting
economic trade relation with African countries, we should push harder to
make a deal on the cooperation and free trade agreement, also combining
the strategy of “area” and CAFTA construction. At the same time, some
new things such as sovereign wealth funds are still lack of appropriate
legal regulation system which needs to be improved in the future.

The second advice is to develop modern service industry, especially the
production services which can provide enterprises with various supports.
Depending on the opportunity of the reform of free trade area, we can
expand the degree of opening to the outside in the service industry. With
the growth of international trade and foreign investment, China will have
a huge demand for production services. In order to push the development
of service industry, we should pursue the administrative system reform
through the government and the transformation of government function
with adjusting the access to services and regulatory policies to reduce the
system obstacles of the development of service industry. At the same time
we could grab the opportunity of the reform of Shanghai free trade zone to
expand the degree of opening to the outside in service industry developing
service trade and outsourcing platform. We should also combine with
“go out” police which is a global capital allocation strategy to encourage
the service enterprises to engage in transnational operation. Allowing
the service companies to participate in international competition, we
could learn the advanced experience of developed countries and promote
the reform innovation of domestic enterprises enhancing the overall
competitiveness of the modern service industry.

The third advice is to build a platform for foreign investment providing
enterprises with the new trend of investment in Africa and the world.
Foreign investment of Chinese enterprises needs a functional investment
platform which can timely grasp the new trends of investment returns
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and demand around the world, also gathering and coordinating Chinese
capital. This is a way to improve the efficiency of foreign investment.
From the point of various aspects, Shanghai is the best place to build this
platform.

By constructing the platform for foreign investment and providing new
investment trends, Shanghai needs a breakthrough in the following several
aspects: one is that the city and institutional level should effectively
dock with foreign agencies timely tracking the world investment trends.
At present, in the aspect of information gathering of Africa and Asia,
Shanghai is far inferior to the judgment of Europe and the United States
investment environment. We should pay attention to and improve the
situation in the future. The second one is to develop a variety of patterns
and sources of funds for constructing a think-tank which can provide
service to satisfy foreign investment demand of local enterprise through
diverse studies in the field of foreign investment and differentiated
information products. The third one is to make good use of Shanghai
financial institutions to provide efficient services for local enterprises.

In terms of Shanghai, in order to promote China's foreign investment
capital to aggregate and synergize together, the first thing it need to do is
to promote information sharing mechanism between enterprises and the
accumulation of experience by providing information about law, culture,
and enterprise behavior. The second thing is to co-ordinate the functional
complements of foreign investment to avoid the vicious competition
between Chinese enterprises and improve the efficiency. The last is
to guide and promote the structure of foreign investment to upgrade
promoting China's foreign investment to move for upstream industrial
chain and high return industry.

In addition to the internal coordination of capital inside of city, Shanghai
can also make use of functional differentiation between different cities
to develop the function of foreign investment platform. On the one hand,
Shanghai need to build a global urban network with other cities based
on a global production services network servicing for China's investment
strategy. Shanghai must open the production service industry to the outside
world to attract multinational companies which is in financial, consulting
and business service areas to enter, and become the key node of global
resource allocation providing a broad channel for the Chinese capital to
go out. On the other hand, Shanghai should dock with other internal cities
in the field of resource allocation effectively. To improve the efficiency of
the element circulation between Shanghai and other surrounding cities,
we should concentrate the talents, resources and capital to Shanghai
smoothly, improving the strength of the foreign investment platform. We
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can promote the effectiveness of information transmission, transportation
and resource flow between Shanghai and other Chinese cities. As a center
of information collection and distribution, Shanghai collects information
from network nodes in other cities, at the same time, passing the current
new trends of foreign investment and investment structure change to other
cities. Through urban network formed by Shanghai and other cities in
China, we have to prepare for effective coordination of China's foreign
investment strategy.

Translator/ Bao Cong
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National Development Leads by Innovation

Chen Shiyi, School of Economics, Fudan University

1. Introduction

In today's pattern of world development, science and technology
innovation has become the core factor of national competitiveness. In
particular after the financial crisis in 2008, relying on capital drive has
exposed a lot of problems, the innovation ability has been becoming a
new driving force of urban development. The world economy has stepped
into a period of deep transition after passing away the rapid development
before crisis. The competition between Asian countries moves forward to
the progress of science and technology, innovation ability and talent, from
the economy and industry. Asian countries are experiencing an important
shift toward innovation drive from the capital.

Facing a new round of global trend of technological and industrial
revolution, innovation-driven strategy for China's economic
transformation and promotion of international competitiveness is much
more realistic. It is also the foundation of changing the extensive growth
way of economy and achieve the goal of sustainable development to
build the beautiful China of “five in one”. If China wants to become an
important planner of the new competition rules worldwide and a dominant
leader of the new competition venues, it is also a key point. Under this
background in the eighteenth session, the party made the innovation-
driven development strategy and the major deployment of constructing
innovative nation and emphasis on science and technology innovation
which is the strategic support of social productivity and national strength.
Science and technology innovation is now the core position of national
development.

2. Interpretation

The essence of innovation refers to rely on independent innovation giving
full play to science and technology to support the economy and society.
It can also increase the contribution rate of scientific and technological
progress for economy to harmonize the sustainable development and
improve the comprehensive national strength. In particular, in the
eighteenth session the government firstly proposed the construction of
national innovation system, including the knowledge and technology
innovation system. Implementing innovation-driven development
strategy is to effectively link up the two systems, building a collaborative
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innovation alliance which includes enterprise as the main body and
oriented by the market.

3. Analysis

Since 2006 the implementation of the medium and long-term plan for
development of science and technology, China confirmed the strategic
goal of building an innovative country, companied with rapid progress
including aerospace, scuba diving, super computer and a series of
major projects. According to statistics, the spending on research and
development of the whole society in 2013 reached 1.1846 trillion yuan,
about 2.08% of the gross national product, of which more than 270 billion
on science and technology comes from the central fiscal expenditure. The
government really pays attention to the science and technology innovation
strategy. However, compared with the developed countries, there is still a
great gap in science and technology innovation ability for China.

1) The original innovation ability is insufficient.

In terms of research and development, original innovation means,
especially in the field of basic and high-tech research, to obtain the unique
discoveries or inventions. Original innovation is fundamental, not only
drawing the development of science and technology, but also bringing
significant changes of economic structure and industry form. There are
a lot of evidences that can prove the original innovation ability is still
relatively low in China. Not only China is still blank for years in the high
level of science and technology award like Nobel science prize, the first
prize in the national natural science, first prize of technical invention, but
the quality of quite a lot scientific researches and patent invention is not
high which has little contribution to the real economy. Related studies
show that the conversion rate is only 20% of science and technology in
China, and the number in the developed countries is as high as 80%. In
China, the contribution of science and technology to GDP is 21%, while in
developed countries it is often as high as 80%.In addition, China lacks of
independent intellectual property rights of core technologies, particularly
in the computer, automobile and chemical industry, which are still
monopolized by Europe and the United States and other countries. The
core components are heavily relying on import which causes the result
that we are subject to other countries and is bad for the improvement of
independent innovation ability in the long run.

2) The shortage of enterprise innovation power

Enterprise is the carrier that can translate science and technology into
productivity. It is also the key to the whole national innovation ability.
Therefore, the enterprise should become the main body of technological
innovation. However, at present independent innovation ability of the
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enterprise is weak, which has become the bottleneck of restricting
economic and social development. On the one hand, many enterprises
try to introduce advanced technology from abroad, simply imitating or
copying without technology digestion and the second innovation. On
the other hand, due to the inadequate protection of intellectual property
rights in our country, patent consciousness in enterprise is weak. It is
difficult to protect the original technology that weakened the enthusiasm
of enterprise innovation. In addition, it is insufficient in the expenditure
of our enterprise R&D and we lack of innovative talents which restricts
the effective development of innovation activities. The spending of our
enterprise R&D which accounts for only 1.2% of GDP, compared with
developed countries which are 3% - 5% on average, is too little. At
the same time, because of the training system in college and enterprise
recruiting system, enterprises face the lack of innovative talents. Finally,
the enterprise innovation is lacking in communication and cooperation
with universities and research institutions, also reducing the effectiveness
of science and technology innovation activities.

3) Lack of good innovation environment

Good innovation environment and proper protection of innovation is
the cradle of innovative talents and activities. For now, however, the
mechanism of protection of intellectual property in China is still very
weak. The related law is not sound and the implementation cost is too
high which cause ineffective protection for the patent and insufficient
corresponding punishment to illegal behavior. Secondly, other financial
support mechanism like risk investment is not yet mature, it also caused
the distortion of social resource allocation which restricted the innovation
activities. Small and medium-sized enterprises have the creative intention,
business experience and technical advantages, but they lack of necessary
funds and their innovation activities were severely restricted. And
large state-owned enterprises that have a lot of social resources lack of
innovation intention, wasting the innovation resources.

4) The city of innovation center has not yet been built.

At present, the central government definitely requires Shanghai to
become a pioneer in the reform and opening-up and science development.
Shanghai needs to promote technology innovation and innovation-driven
strategy, speeding up to the construction of technology innovation center
that have the global influence. However, according to the comparative
study about the classification of the major global innovation centers, the
gap still exists in the following aspects: firstly, the enterprise innovation
ability is insufficient, 70% of enterprises have not independent research
and development institutions, most of which relying on imported
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technology and simple modification of the existing technology.
Secondly, technological innovation is difficult to realize marketization.
The research of technology can not satisfy the market demand. Great
research achievements and products can't achieve industrialization and
commercialization. There is still a larger space for improvement of
production cooperation. Thirdly, the relative backwardness exists in
infrastructure and communication technology, the informationization level
is much lower than international cities and major cities in the Asia Pacific
region.

4. Policy advices

Establishing national innovation system and taking the path of innovation
has become the common choice of many countries in the world. The
eighteenth session puts forward a development strategy of “innovation”
further clarifying the requirements of the new reform in the new period.
The government points out the direction of the future development of
science in China. In particular, we can begin from the following aspects to
implement the strategy:

1) Support the basic research and lead the direction of technological
innovation

First of all, we should optimize the financial structure of science fund
to improve input intensity of basic research as soon as possible. In 10
years, we need to increase the proportion of basic research investment in
the central government steadily to the base level of developed countries,
namely 30% (only 15% now).Increment is mainly used for building
important science platform and talent training, guiding the local to
increase basic research investment. We also can establish a diversified
investment system and drive the investment for researching into 10% of
the total funds as soon as possible.

Secondly, the central government needs to encourage local governments
to enhance the investment level of basic research. I propose to include
basic research into the appraisal system of local achievements and set up
special fund channels to improve the basic research input.

Finally, we should arouse the enthusiasm of enterprises to join basic
research. I suggest that we can draw lessons from foreign mature practice
which is setting up basic research fund, at the same time, through
adjusting and formulating the fiscal policy and evaluation system which is
conducive to encourage companies engage in the basic research, we exert
the enthusiasm of enterprises.

2) Improve the innovation incentives and protection mechanism, guide

enterprises to become the main body of innovation
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First of all, we can improve the investment and financing system
of technology innovation. We need to accelerate the reform of the
management system of technology project and financial appropriation
combing with a variety of ways, such as repay grants, venture investment,
risk allowance and discount loans, to guide and stimulate the social
capital to participate in the scientific innovation. The government should
support the development of venture investment fund and use different
forms like periodic participation, risk subsidies, investment security, to
lead venture capital institutions to invest small and mid-sized enterprises
promoting the innovation and development. We should strengthen the
credit support from financial institutions for the national science projects,
incubation cultivation of scientific enterprises, transformation of scientific
achievements, and cultivation of strategic emerging industry in the key
field of science and technology work.

Secondly, we should improve the system of protection of intellectual
property rights. At the legislative level, we can perfect the copyright,
patent and trademark rights, especially introducing and perfecting its
administrative regulations, departmental rules and judicial interpretation.
In the execution level, we will deepen the reform of administrative
management system of intellectual property and build an administrative
system which is consistent between responsibility and right. It also has
reasonable division of the labor and scientific decision-making process
with the smooth enforcement and supervision. In addition, we still need to
improve the system to give technological innovation more tax preference.
For example, we can increase income tax deduction in research and
innovation of the enterprise and prioritize to implement VAT reform in
high-tech enterprises.

3) Strengthen the communication and cooperation between industry and
academia, build an innovation alliance

The realization of cooperative innovation depends on making good
use of benefit-driven mechanism and facilitating the open cooperation
mode which includes complementary advantages, a clear division of
responsibilities and risk-sharing. It also makes the cooperation change
from a short single project which is incompact to a long-term system
which is tight. In the process of cooperation, we should insist that the
enterprise leads the research and make good use of the dominant role in
the process of target proposition and innovation resource configuration
to organize the implementation of innovative activities. We also need to
guide and support scientific institutions to carry out basic research and
service for our enterprises, such as basic technology and engineering
application promoting the organic link from the research and development
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to industrialization and speeding up the transformation and application of
innovation output.

We must strengthen the role of technology intermediary as a “bridge”. It
is significant to build an exchange platform between research institutes
and service institution as a technology intermediary and establish a
recommendation system of intermediary service agencies. In particular,
we should develop the knowledge service and will intensify the
cultivation of intermediary agencies which feature the marketization and
specialization. At the same time, the government needs to introduce and
cultivate a batch of talents for technology intermediary service who are
familiar with international rules and get the ability of practical operation.

Secondly, it is necessary to establish free-flow and flexible-use
mechanism for innovation talents. On the one hand, research institutes
and universities treat the cultivation of technological innovation talents as
a long-term mission. On the other hand, we shall establish the mechanism
of free flowing and flexible usage for high-level creative talents and
encourage these talents to engage enthusiastically in the innovation job.
At the same time, we also need to optimize the evaluation mechanism
for the research personnel and establish an evaluation standard which is
oriented by scientific research ability and innovation to fully stimulate
creativity.

4) Build innovative atmosphere and cultivate the spirit of innovation

Building a real innovation culture needs to implement two changes: one is
to break through the narrow view of positivism. We should change from
the unilateral view of positivism which emphasizes empirical and logic
science to the new idea that based on the empirical and logic thoughts
dominated by thoughtful and creative conception; The second one is to
change from utilitarianism emphasizing the instrument and utilitarian to
the new concept emphasizing culture and spirit as the guide of scientific
development based on the instrument. On a practical level, the innovation
education is an important approach to cultivate innovative culture. I
suggest to reforming the current concept of education and teaching
method to emphasis on cultivating and developing students' personality
and special skills. And we can introduce another teaching method to
cultivate innovation ability and pay attention to the development of logic
analysis ability including the research into the teaching process and
strengthening practice education.

5) Speed up the construction of innovation center and improve the global
influence of science and technology

As the national economy, financial, trade and shipping center, Shanghai
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must take the responsibility to construct the innovation center and
become the booster of innovation-driven strategy and the construction
of an innovative country. Therefore, based on the complete hardware
infrastructure, Shanghai should improve the infrastructure construction,
such as the big data, cloud computing, platform economy and mobile
Internet, and improve the level of informatization in the city to attract
high-tech industry; We can construct an intellectual property rights
system including property rights protection ,patent audition, patent
industrialization and capitalization and encourage the development of
innovation activities; Relying on the platform advantage of scientific
research institution and colleges, we can strengthen the cooperation and
promote the output of the scientific research to achieve the transition;
Guiding and encouraging risk investment to promote the production of
scientific results is another duty for us and improving the mechanism of
the achievement transformation and intellectual property liquidity; Based
on these, we also need to improve the system of introducing talents to
attract the world's top talents in order to providing powerful intellectual
support. In addition, we must constantly promote policy and service
innovation and create a favorable policy environment for technological
innovation.

Translator/Bao Cong
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Shanghai Forum "Silk Road Roundtable' Policy Advice

Wang Jian, School of Economics, Fudan University

In recent years, “the Silk Road” has been frequently mentioned by
Chinese government, and gradually incorporated into Chinese strategic
level. In the morning of 7th September, 2013, Chinese President Xi
jinping addressed an important speech at the Nazarbayev University in
Kazakhstan, envisaging a common construction of Silk Road Economic
Belt. Later on 3rd October, President Xi made an important speech in the
congress of Indonesia and stressed that China would be willing to build
a “Marine Silk Road” of 21st century with ASEAN countries. During the
2014 Olympic winter games in Sochi, Chinese President Xi and Russian
President Putin made a strategic consensus about the issue of the Silk
Road and the Maritime Silk Road across the Eurasian railway.

Silk Road Economic Belt and the Maritime Silk Road in 21st century
(in short “one belt and one road”), is an important strategic decision
made by the CPC central committee where President Xi jinping is the
general secretary and complies with the global trend. This great idea
gives a connotation of the new era of the ancient Silk Road. The ancient
Silk Road was once a famous commercial communication between
eastern and western civilizations, which made a great contribution to the
exchange and fusion of country culture and ideas along the Road. Now
the world economy and culture increasingly involve with each other, so
the economic strategy of “new Silk Road” is likely to inject new vitality
to social and economic development of all the countries’ along the Silk
Road.

The “one belt and one road” in 21st will bring about great social and
economic benefits, both home and abroad. Here follows our advices
towards the relevant issues.

A. Promote the infrastructure construction and integration along the
Silk Road

1. We advise promote the construction of transportation infrastructure. It
includes railway, highway, port, civil aviation. Central Asia, South Asia,
Southeast Asia should be the focus. The railway projects between China
and Laos, Thailand, Burma, Pakistan, Uzbekistan may be preferred.
The highway between China and Kazakhstan, Tajikistan may be the key
reconstruction projects.

2. We should expand the maritime trade, and drive the coastal port
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infrastructure construction.

3. We should strengthen energy cooperation and energy infrastructure
construction along the route, including oil, gas and electricity. In the
construction of oil and gas pipeline, the northwest, southwest, northeast
and offshore oil and gas pipeline are all the strategic channel. The gas
pipeline of China and Russia, Central Asia, the oil and gas pipeline of
China and Myanmar will be the key projects. Southwest power channels,
the electric power channel of China and Russia will be deployed,
constructed or updated.

B. Promote trade cooperation and strategic integration of countries
along the new Silk Road

The US-led western countries dominate today’s international trade system,
which set up many industrial policy restrictions in developing countries to
protect the historical superiority of western countries in the name of trade
liberalization. In order to restrict Chinese development, America hold the
trans-pacific strategic economic partnership agreement negotiations (TTP)
which 12 countries participated and remade the global service trade rules.
America also actively promotes “return to Asia” policy, makes disturbance
in east Asia by making use of Japan, so as to hinder the integration of
east Asia and curb the rise of China. Through the establishment of new
Silk Road economic belt, China can take the initiative to create peace,
cooperation and harmonious external environment, and create favorable
conditions for the integration of east Asia and South Asia in the face of a
complex changes in the world.

To further promote the development strategy of “going out”. Since 2009,
the world economy especially in the developed countries has sharply
slowed down the rate of development resulting in further weakening
of external demand. Western countries have all adjusted structure,
deleverage and reindustrialize, international trade protectionism rebound
and strengthen. In this background, Chinese high export growth rate
is unsustainable. It’s hard for Chinese huge supply capacity formed by
long-term development strategy of “export-investment-led” to adaptively
shrink, and make a great impact on economic development in the
condition of European and American slowing economic growth. If the
idea of the Silk Road economic belt could be implemented successfully,
it will smooth the Asia-Europe economic artery which has been blocked
for many years, and enable China to communicate with each other in
transportation, trade, investment and finance, as well as establish a broad
international market, describe a new far-reaching influential Asia-Europe
economic landscape which benefits all countries along the road.

It is important to establish a new dynamic international trade system.
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The so-called new Silk Road economic belt is essentially an economic
development corridor which starts from China, passing by Europe, Africa
and South America and other countries along the Silk Road. In the view
of countries and regions accommodated by the Silk Road, this is in line
with the integrated economic direction of Europe, Asia, Africa and South
America. It will benefit for nearly three-quarters of the world’ population
if it continues successfully

The Silk Road economic belt’s region is vast, and rich in natural resources,
mineral resources, energy resources, land resources and precious tourism
resources, known as the 21st strategic energy and resource base. The Silk
Road economic belt, which connects the eastern dynamic Asia-Pacific
economic circle, the western developed national economies and the vast
continent of Africa and South America, has a highly complementary in the
national economies along the road, and a huge potential in transportation,
finance, energy, communication, agriculture, tourism and win-win
cooperation in other fields.

C. Financial solutions of economic strategy in new Silk Road

The financial plan of trade and integration: getting rid of the western
monetary and financial monopoly, establishing a new currency system
centered on RMB.

The financial plan of infrastructure construction and integration: In
addition to the Asian infrastructure investment bank and the Silk Road
fund, the construction of BRICS development bank and SCO development
bank are also the safeguard of “one belt and one road”. And the Silk Road
bank and the maritime Silk Road bank which is being built will also
provide a wider variety of choices and opportunities for the countries’
financial cooperation along the Silk Road.

D. Risk control of new Silk Road economic development and the
government’s role

The risk control involves infrastructure construction and integration,
as well as the coordination of political and religious conflicts between
countries.

The risk control measures of the new Silk Road safety include
strengthening cooperation between the governments against drugs,
terrorism and the three forces.

To strengthen the government support for the new Silk Road economic
belt, it includes: making use of the forty billion dollars to provide
financial supports for the countries’ infrastructure construction, resource
development and industry cooperation projects; setting up the basic
industry development fund and investment mode, the BRICS bank loan
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guarantee policy and the IMF loan guarantee policy, etc.

E. Play an effective and strategic role of Shanghai in construction of
the new Silk Road

As the pioneer of Chinese economic development, Shanghai has natural
advantages and irreplaceable status in the “one belt and one road” national
strategy. So as for Shanghai, it needs to organically combine the “one
belt and one road” national strategy and development. And it needs to
continuously expand and extend the new space endowment by making full
use of geographical advantages. Based on the shore of the east China sea,
Shanghai should internally rely on the Yangtze river golden waterway and
develop railway network communicate with inland cities, and connect the
world through the international airport and seaport. Shanghai is not only
the natural hub of the Asia-Pacific region, but also the best window for
international economic trade. With good infrastructure and management
level of software and hardware, Shanghai has the ability to promote
comprehensive cooperation in trade, investment, finance, communication
and infrastructure construction. And it will make the “new Silk Road”
really a strategic height of national and regional economy. As a leading
position in the finance, logistic, internet, education, health care, and other
modern service industries and areas of the livelihood of China and Asia,
Shanghai could provide a variety of services and intellectual support to
build the “new Silk Road” and promote Chinese cooperation with the
countries along the road in finance, trade and investment.

As the link between central and western Asia, China and the Pacific
Economic Sphere, one the one hand, Shanghai should positively response
to the challenges of TPP and the “return to Asia-Pacific” strategy. While,
on the other hand, Shanghai should strengthen construction of Shanghai
free trade area and make itself the “4+2 center”. The “new Silk Road” is
an important component of Asia strategy, Shanghai need to research more
into the policy of “Looking Up To The West”. It also has a very important
practical significance for breaking through blockade among the European
and American developed countries.

In the construction of the “new Silk Road” and the domestic and regional
economic cooperation, Shanghai should play a positive strategic role, and
effectively interact with “the new Silk Road”, the Asian infrastructure
investment bank and the Asia-Pacific free trade area. With the national
and local government policy guidance and support, Shanghai should make
full use of concentrated endowments, talented people, advanced vision to
further highlight and strengthen response of national strategy of transition.

Translator/Zhao Zhefeng
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Shanghai's role in 'One Belt One Road' Strategy

Hou Yangfang, Fudan-Gansu Silk Road Economic Belt Collaborative Development Institute

‘Silk Road Economic Belt’ and ‘21st-Century Maritime Silk Road’,
short for ‘One Belt One Road’, are major strategies of China. As Chinese
economic centre and the pioneer of ‘Reform and Open’ Shanghai should/
must and is able to play an important role in this chief project of China.

Shanghai is the most important pivot and node of ‘One Belt One Road’.

The starting point of ancient ‘Land Silk Road’ is the capital of Han
and Tang Dynasty—Chang’an and Luoyang. While the main means of
transportation at that time were animals such as horses and camels, today
cars and trains have replaced them. Shanghai is located in the end of
Eurasia land transportation, which is a major railway terminal of China;
what’s more, Shanghai is the largest harbor of China and the rest of the
world, and it’s the most important harbor and starting point of modern
‘Maritime Silk Road’. Therefore, Shanghai is the junction of modern
‘Land Silk Road’ and ‘Maritime Silk Road’, which makes it the most
important pivot naturally. In addition, as the leading city of ‘Yangtze
River Economic Belt’, Shanghai could connect ‘One Belt One Road’ with
‘“Yangtze River Economic Belt’ seamlessly, which will influence the vast
hinterland of China.

Current achievements of Shanghai in developing ‘One Belt One Road’

Historically, before ‘One Belt One Road’ was proposed, Shanghai had
participated actively in the construction aid projects in the surrounding
areas of ‘One Belt One Road’. In 2001, Shanghai positively responded
to and took part in ‘Western Development’—a strategy of central
government. On 17th May 2010, in response to the Xinjiang Work
Seminar of Central Committee of CPC, Shanghai started to support
Xinjiang’s development, and the place it supported was the pivot of
ancient ‘Silk Road’— Kashgar under the Pamirs.

As a famous university in Shanghai, Fudan took part in the construction
of ‘One Belt One Road’ with concrete actions actively. In October 2012,
Gansu, the province which is located on the golden period of ‘Silk
Road’, signed a strategic cooperation agreement with Fudan University
in Lanzhou, pushing forward the economical and social construction
and the development of higher education of Gansu. Since April 2013,
teachers and staff from Fudan have been to Pamirs, the most perilous

and important traffic pivot on ancient ‘Silk Road’, on field trip for 5
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times. It has been the first trip in the world for a century; based on it, the
world’s first Silk Road Geographic Information System was made, which
reproduced the accurate route of Silk Road firstly. In response to ‘One
Belt One Road’, Fudan-Gansu Silk Road Economic Belt Collaborative
Development Institute was established in August 2014. In December
2014, Shanghai Ruinan Enterprise Group Corporation, taking active part
in ‘Western Development’ in those years, signed an agreement named
Fudan-Ruinan One Belt One Road Strategic Cooperation & Silk Road
Research Grants and Scholarship Agreement with Fudan University. It
was the first research grants and scholarship among Chinese universities,
aiming at integrating groups and resources of strategic and policy studies,
founding a interdisciplinary research platform, constructing a world-
class think tank, pushing forward the win-win cooperation among local
governments, universities and enterprises, serving the strategic planning
and development of ‘One Belt One Road’. It was also the first time that a
university cooperated with an enterprise to serve ‘One Belt One Road’.

Suggestions on Shanghai’s future contribution to ‘One Belt One Road’

According to Shanghai’s unique location and advantage, and its solid
foundation and achievements in the construction of ‘One Belt One Road’,
Shanghai will play a more significant and irreplaceable role in the future.
Specific performances are:

1. Make full use of Shanghai’s traffic pivot to construct a logistics
platform serving ‘One Belt One Road’.

2. Make full use of Shanghai Free Trade Zone to serve the countries and
regions along ‘One Belt One Road’.

3. Make full use of Shanghai’s advantage of education and culture,
establish ‘One Belt One Road’ education training centre which is for
governments and enterprises and enrolls foreign students from relevant
countries, create cultural high-quality goods with world influence, and
export soft power of Chinese culture.

4. Combine constructing ‘Global technology innovation centre’ with
serving ‘One Belt One Road’ to push forward the high-level development
of new Silk Road in 21st century.

5. Take full advantage of Shanghai’s financial centre, found ‘One Belt
One Road’ Countries Development Bank and settlement platform which
uses RMB as transaction currency.

Suggestions on the future strategy of central government on ‘One Belt
One Road’

1. Push forward the public diplomacy along ‘One Belt One Road’ in
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which NGOs, educational organizations, research institutes and charities
will take part.

2. Lay stress on the collection of public opinions, especially online public
opinions

3. Pay attention to cultural communications and co-production of high-
level cultural products which can be widely accepted (e.g. documentaries,
multi-language reports, picture albums and etc) to push forward the export
of Chinese cultural soft power.

4. Make full use of comprehensive universities to organize the trainings in
the aspects of history, politics, culture, customs, language and geography
for government officials and enterprises of countries along ‘One Belt One
Road’. And foreign students from relevant countries should be involved
too.

Translator/Yuan Xiao

Proofreader/Chen Qingyun

125
China Watch + Watch China

http://fddi.fudan.edu.cn



Information Security and Cyberspace Governance

Preventing the Risks of Cross-border Data Flows
and Protecting National Information Securities

Hui Zhibin

1. Background of Internet Data Security

Data security in cyberspace has been brought up for a long time, and its
importance is much valued nowadays. Edward Snowdon has caused an
international trust crisis which posed real challenge for the policies and
laws in the international economic field. And this has brought an urgent
demand for researchers and the academic field.

According to the statistics of daily Internet use around the globe and the
relevant node ,we can conclude that the cyberspace and the real world is
highly simultaneous in terms of active time, and geographically speaking,
it responds to human habitats . We can say that the cyber world is highly
integrated with the physical world.

However, two shifts are resulted in the physical world’s overall
datamation. First is the realization of an intellectualized cyberspace, which
includes massage mapping, control of physical space and prediction of the
future; Second is the purification effect, which has more realistic sense
and is probable with the development of technology.

In the process, Big Data has become a core strategic resource. The reasons
can be summed up as follows: First is its openness. The exploitation
and the opening of cyberspace data resources including the developing
wave of the United States, started years ago. Second is the competition
for control. The competition around the global data is becoming more
intensive and the space structure is optimizing around the world. As
countries have been aware of the global data resource as a competitive
and highly strategic resource, they are eagerly taking control of data
resources at home and abroad.

11. Cross-border Data Flows and Jurisdiction of Data
1. Three Elements in Differentiating the Jurisdiction of Data

As data is a strategic resource, the jurisdiction of data has gained a
relevant vital significance, which can be approached from three aspects.
First is the jurisdiction in the broad sense. Google, for example, is
certainly under the jurisdiction of the US in the broad sense. That is the
core element. The second element concerned is the server. If Google
has set servers in the UK or other countries, the location of the servers
definitely affects the jurisdiction of data. Thirdly, the citizenship of the
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people involved in the data can play a role. If the data of an Indian is
saved in a UK server, India may have some jurisdiction.

2. Two Trends in Response to Managing Cross-border Data Flows

The jurisdiction of data brings two major problems, the fast mobility of
data and the local... Two trends are prominent around the globe when
coming to addressing the two problems. On the one side is the US, who
extols freedom and fluidity. As a pioneer of data who claims the majority
of the core resource, the US cannot promote freedom and fluidity of data
flows more, just like some economic organizations are prone to promote
the importance of economic development. Unlike the US, India, Israel,
South Africa and New Zealand, most countries are on the other side and
for protecting cross-border data flows. After the Snowdon event, the
whole globe started to build a data security system. Russia, for example,
promulgated laws in July last year to ensure that the operators store
its citizen’s data within its borders, and if the cross-border operators
request cross-border data flows of a citizen, they must obtain a written
authorization from the citizen. Because of the legal basis, the localized
management has become acceptable around the world.

3. The Influence of Data Localization

In demonstrating the influence of data localization, the researchers at
the US political research center revealed that if data localization be
implemented overall, China will face a economic loss of 3 billion,
including its international investment. In order to avoid such losses,
the government can restrict on the corporate responsibilities rather
than demand the operators to store the data in local facilities. Australia,
Singapore and the Philippines are test on this. Internet in the future may
be unlike Internet which is initially united, a locally facilitated mode
instead may become popular.

II1. Advise on Policies of Chinese Cross-border Data Flows

The US and the EU are advanced in terms of data security. Before the
outbreak of the prism, the two parties had deepened their cooperation,
which included Safe Harbor Agreement and US-EU Data Sharing Deal,
and the conflicts between the two will go through violent changes as
a consequence of the globalized Internet. During the Prism event, the
situation was rather tough, and EU ended the Safe Harbor Agreement and
US-EU Data Sharing Deal. But the trust between the two is longstanding,
and the Prism was only recent. When the US released big data, it
gave special emphasis on the protection of its citizen’s and its allies’
information and facilitating fluidity.

From long run, the locally facilitated policies of cross-border big data
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flows adopted by China achieved dynamic balance. It has conditions and
routes, and fits into the policies of data fluidity and exploitation. It is
worth mentioning that the locally facilitating policy will play a role for a
long time, especially in the core and strategic field.

Firstly, as one of the world’s leading powers, we need to manage, acquire,
and exploit data resources in a global context and explore how to manage
data flows and hold dialogue with others.

Secondly, we should propel the innovation in data security and the
industrialized development. Many of China’s problems concerning
information and data security are caused by our deficiency in safeguarding
ourselves. The polarized policies may contribute to the dynamic
balance and a protective mode as the technological innovation and the
industrialized development take shape. The policies can be more open
when China succeeds in uplifting its research and development

Thirdly, we should construct a strategic theory framework and actively
promote the management of data security in an international context.

Fourthly, we should be cautious about the blockade that Chinese IT
companies meet when going global. Some Chinese companies such as
Huawei and Alibaba are upsurging, and these companies will become the
developer and main applier of China’s data resources. Our country should
organize talents to analyze how to break the blockades of data security
faced by these companies in the globalization process, and guarantee their
safe travel abroad.

Fifthly, a basic requirement of national information security is that
the data security and protection of private information must take the
people into consideration. Military powers is traditionally deemed as
the principle guarantee of national security, but big data has become the
basis of national information security as the age of big data is coming. It
is an age values on building trust among the government, companies and
people and mechanism for profit allocation.

Translator/ Li Qian
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Internet Governance in China

Wang Yukai, Vice Director of Chinese Administrative Reform Research Institute

China has entered the information era before the accomplishment of
industrialization. Informationization and industrialization intertwine
together, making the development of Chinese society more complicated.
Without informationization there is no modernization, and without
network security there is no national security. The way towards powerful
Internet country is rather challengeable for China if without our own core
technology. The threat from internet is much more serious than the threat
from the sky, sea and land.

1. The comprehensive challenges of China’s Internet governance

1. The network size and the amount of Internet users, mobile phone users,
mobile Internet users, SNS users have all reached the top in the world,
which brings huge challenges to the government. China is in the process
of transforming into an information society. Although China’s internet
penetration rate is not the highest in the world, challenges emerge due to
the huge population, that is, “five global NO.1s”. Chinese internet users
is the number one in the world, with over 700 million; Chinese mobile
phone users is the number one in the world, with over 1.2 billion, of
which there are nearly 700 million smart phone users; mobile internet
users is the largest in the world; social networking and instant messaging
tools is the number one in the world and there are more than 1.5 billion
listed users of Alibaba, Sina weibo, Tencent wechat and so on.

2. The rapid development of Internet transactions brings huge challenges.
Last year the total number of people involved in internet transactions
reached over 300 million, the turnover of online shopping surpassed 3,000
billion, and the e-business turnover reached over 1.4 billion, all of which
have pushed Chinese consumer internet to the global Internet market.

3. The participation, posting and events online bring challenges for
Internet governance. The Qing’an incident in Heilongjiang Province
indicates Chinese netizens’ concern about social incidents.

4. The Internet illegal behaviors and crimes bring big challenges to
national security and social stability, which include dissemination of false
information, infringing personal information, etc.

I1. The problems of China’s Internet governance capacities

There are four main problems in the process of fast-developing internet
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and large-scale participation.

First, the drawback of government administrative system turns out to be
obvious. More than 30 sectors and government agencies follow the same
rule to manage, which causes overlapping functions, inconsistent rights
and liabilities, low efficiencies, etc.

Second, the management of Internet media and Internet industry is
far from keeping up with current fast-changing situations while the
government lacks manpower and abilities to management.

Third, weaknesses of internet governance exist in reinforcement of
network the legislative work and public opinion guidance. The inadequate
legal system of internet governance hampers its further development.

Fourth, lack of independent core technology restricts national Internet
security. China has full control over computer technology system but
neither software technology system nor micro-electronics system. China’s
technological research still follows American technological research, and
technological ability is greatly constrained.

I11. Policy Suggestions

Improving internet governance ability is an important means of becoming
a powerful Internet country. Internet governance is a huge task, which
could be addressed through flowing eight suggestions under the principles
of active employment, scientific development, legal management.

1. Negative controls should be shift to an open policy on the basis of
reasonable and efficient management on the promise of an open internet
environment. There are more than 100 million people using proxy server
to search the foreign website, which is quite abnormal. It is necessary to
change this situation by establishing reasonable and efficient management.

2. The Internet governance mechanism should be established under the
leadership of central network security and information leading group.

3. Regulations and responsibility mechanisms are essential for network
security, network information, informationization infrastructure.

4. Policy consultation should play a role in internet governance issues.
Expert consultative committee that should be established under the
central network security and information leading group provides service
of decisions and consultation concerning important problems on national
internet governance and informationization. Based on computer network
information management, we should employ various resources including
experts of economy and management.

5. Introducing strict law enforcement in system. The new system is
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characterized by overcoming governmental private interest, building
accountability investigation system and information approval system.

6. The concept of the rule of law should be combined with Internet
governance assisting with necessary administrative means. Legal system
cannot be replaced, and long-term depending on administrative means
corroded good governance capability.

7. Cloud computing, big data and other new technologies should be
comprehensively applied in coping with different situation. For example,
the big data technology can be applied to establish a forewarning system
on the content supervision, and set up a coordinated response system
among different sectors based on it.

8. The collectively governance pattern should be constructed through
renovating internet governance system and cooperating among social
society.

Translator/Peng Yue
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Addressing the Interest Appeal of Different
Groups for Ecological Balance of Internet

Zhu Huaxin, General Secretary of Public Opinion Monitoring Office of People.cn, Senior Reporter

1. Understanding the appeals behind public opinion, and addressing
the benefits of different groups. What behind the public opinions is true
appeal of people, and what behind the netizens are citizens. Nowadays,
multiple appeals between left and right has arisen on the Internet. They
are all the emotions and activities of real social groups. Today, we should
change the supervision of key words and sensitive words, which are just
emergencies happened one after another and behind which are real cyber
groups. And opinion leaders are just representatives of various cyber
groups. We should turn to social governance, i.e. we should understand
the implications of articles online look upon the interest appeal of
different groups.to allow a more transparent and equitable interests of the
game.

2. Being alert to big V netizens (verified weibo users who have more th
an 500,000 followers) and netizens expressing their opinions cross the
bottom line, including middle V netizens. Big V netizens put forward an
idea that we should tolerate expert netizens and clean the suggestions in
the field with which we are familiar. We should be alert to big V netizens
and those netizens expressing themselves cross the bottom line. Some
investment experts and real estate tycoons are economic experts, but
they always discuss political issues on the Internet and even legal issues
with a high threshold. This is not the impact of the ten million fans to
get a certain extent, but, to some extent, it indicates the network public
opinion bubble. The good news isthat some big V netizens have quit
from the Internet due to drugs and many other negative reasons, which
is benefit to rebuild a rational Internet system. Meanwhile, some positive
opinions aboutmiddle V netizens should be treated rationally. The key
opinion leaders online like Sun Xiao are reliable. A teenage with five-
stroke armband at Wuhan city read People's Daily at seven years old and
watched Network News Broadcast at four years old. At that time, Sun
Xiao,as a famous teenager expert, said that the society could critic his
parents but should not expose this child to the public.

3. Optimizing the composition of new-media talents, and improving
comprehensive knowledge literacy. With no exception of traditional
media, newspapers, magazines, radio and television are all been
supervised very tight. The Party supervises the cadres and the
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propaganda tubes, but they all have opened their micro-blog and we
chat. The influence in the new media has surpassed the traditional
media. The supervision in the new media is not so strict that sometimes
the unconfirmed news will be released indiscreetly, which blow up the
certain extreme emotions. The audience positioning of micro-blog and
we chat cannot be the same. The talent composition of traditional media
is relatively ideal while the new media suffers serious deviation. The
knowledge structure of micro-blog, we chat and many central media
department is quiet simple. Many news reports are very professional,
but the netizens of traditional media and weibo, wechat are very savvy
without medical, legal and other qualifications. Without strict training and
restriction of the process of traditional media, they are easy to be tainted
with the habits of spreading rumor and aggressiveness.

4. Paying attention to vulnerable groups, and strengthening government
support. Public intellectuals are whom people are concerned about.
Personally, it should be considered from two perspectives: as the
expectation of General Secretary Xi to democratic parties last year,
public intellectuals are hoped to offer more wise advice and practical
suggestions. For the lawyers and media practitioners, on the one hand,
they safeguard the judicial justice, on the other hand, they ballyhoo
out of the court. Some people, including media practitioners, are apt to
express their opinions in we-media carelessly. Some facts have not been
released from their work unit, however, they just make them public in
the We media. Without strict review and restriction of the press process,
the truth can be easily distorted. Former Premier Zhu Rongji said, since
1998, as many as 27 million workers had been laid off from State-owned
enterprises, which is 10 million more than the educated youth returned to
the countryside of 17 million. At that time, it gave birth to many works of
scar literature, including A Storm Is Coming Tonight. Ten million more
than the returned youth, until now there is no work of impressive literary
to reflect their voices. Today the appeal of these vulnerable groups is real.
But they are not trained in modern scientific education, and also do not
understand the universal value. They pick up political terms at Culture
Revolution and use revisionism and the idea of Gang of Four to judge the
unfair competition and judicial injustice of today's market reform.

5. Encouraging micro-public welfare to be a benign guidance for
teenagers. The government should give special encouragement to mirco-
public welfare netizens like Deng Fei At that time, De Fei recorded the
disadvantages and shadows of the society, such as the self-burning caused
by the conflict of housing demolition and relocation. Recently, Deng
Fei has shifted his focus to free lunch and insurance program of critical
illness, which represents the active transition of teenager. Chinese society
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still needs that constructive gesture. Deng Fei has a best seller book
named "Change China Softly". I think we should advocate a strategy that
making improvement softly among the new-media stuff and netizens.

6. Strengthening the political guidance and absorption of new-media
figures to guide them back from marginal to mainstream. The more
marginal, the more aggressive it will be. As a result, they have to be
introduced from marginal to mainstream, and be provided with the
opportunity to take to related government agents and departments. We
should try our best to pull them from social media to professional media.
From Twitter to Weibo, commercial newspaper, national party newspaper,
national television station and mainstream media, the communication
with mainstream society can reduce internal friction in society. We should
also eliminate occupational netizens, which is to allow our netizens
to have a decent and stable income. Occupational netizens are caused
by the mentality of refugee with antagonism while the middle-class in
much more constructive. We should also encourage the suggestion in
the profession fields and professional middle V netizens. China is in the
transitional period, and many contradictions are not unilateral problems
of the government. The whole society should work together to solve
those complicated problems. Internet should not pay too much attention
to the top design. We should guide and care about the improvement of the
community from the nearby social improvement. We should also open
professional media. Under the pressures of we-media, we should tap
full potential of professional media that dig out the truth, have scientific
and professional networking resources, and rationally analyze the
social realities so that we can reduce pressure from the network. Do not
overestimate Internet we-media. We have hundreds of millions of Internet
users as citizen journalist a few years ago. But from the MAS MH370
event, by far valid information about lost, I'm afraid, is no more than 1000
words. Today we still need professional media counter Internet we-media.
Press and publication management department should give more freedom,
and the public opinion pressure of the National Network Information
Office will be much smaller.

7. Shifting cyber governance to social governance and scientifically
looking upon the purpose of cyber governance. Local governments usually
focus on the hot spots of Internet and quick resolve of pressure of public
opinions. But we should also recognize that Internet is the outlet of the
society, which is not the quieter the better. Sometimes if Internet is quiet,
the street will not be stable. Internet reduces the people who appeal to
higher authorities for help. And the opportunity to higher authorities will
reduce the people go street to protest. All these are deeply felt by cadres
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at basic level. Internet should be an ecological system, which government
should not play full role as the policeman. We should enable all social
class to express their appeal through Internet which is a public platform,
and form a transparent, fair and counter-conflict system of interest appeal
and game. Left and right, in and out the system, and elite and grassroots,
they all have the ecological balance. No matter which part is suppressed,
it will not be good to the whole society. Internet should be supervised
collaboratively. I think we should supervise the platform rather than the
content and netizens. Developing Internet united front should balance the
community, which has been explained in the Central Platform Working
Conference. It is hoped that the Internet can make consensus and avoid
cleavage. Internet is the best gift that God gives to the Chinese. We should
promote the formation of citizen society. Sometimes, those netizens
who get the power of speech at first are not willing to dialog under
the same roof. Internet keeps us distance from citizen spirits. Today's
network supervision should both show the sword and develop consensus
at the same time. Showing the sword is to carry out the public opinion
supervision, clear the harmful information, correct illegal speech thought.
In the final analysis, we still have to develop consensus in the community.
Internet is not a simple problem-solving department. Management of
the fundamental purpose is to win the hearts and minds of people. In the
final analysis, the management of network is to create a good atmosphere
for 510 deep reform measures proposed at the two plenary session of the
Central Committee to develop consensus in the community, to inspire
national spirit, and not to exacerbate social tear. Social transformation,
which has not started or has just started, will fall into social ideological
confusion and in the ideological disputes and mishaps of people. The
so-called active Internet public intellectuals are at the low level of
the knowledge pyramid, academicians of Chinese Academy of Social
Sciences, Chinese Academy of Engineering, and Chinese Academy of
Sciences, and the committee members are all not on the Internet. They
may have their vest, but do not voice publicly, so their voice cannot be
heard in time. As a result, we should channel more educational resources.
The most valuable of the media is the professional periodical resources.
We should build up the culture coating of the Internet, and cultivate the
flexibility of the Internet culture.

Translator/ Hong Kailun
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China Development of Social Efficiency and

Construction of Social Governance System

Li Liangrong
Director of Research Center of communication and national governance, Fudan University

China’s development of social efficiency, the public's satisfaction degree
with the development of China, which is a comprehensive description of
the economic growth, political stability and people's happiness, reflects
the effect of China’s social governance. Based on research and analysis on
China’s development of social efficiency, in combination with discussions
during Shanghai Forum, this paper aims to study China’s construction
of social governance system and put forward suggestions for Shanghai’s
innovation of social governance.

1. The Current Situation of China’s Development of Social Efficiency

The Research Center of Communication and National Governance at
Fudan University issued "2014 annual China network social development
efficiency index report" on the basis of long term tracking of Sina
Weibo users covering multiple professional and social groups which
measured Chinese Internet users’ sense of security, comfort, identity
and development. The Center combined the report with discussions
concerning Internet governance and cyberspace in Shanghai Forum and
found that China’s development of social efficiency has characteristics
and hidden problems as follows:

1. China’s network social development efficiency is positive, showing a
trend of strong development and strong recognition. But there is tendency
of public opinion orientation and irrational expression.

The analysis of data on China’s development of social efficiency shows
that China’s network social development efficiency is positive. Rationality
is increasing in power and has been in dominance. But today’s Internet
media is based on social media, where selective recognition is intensifying
users’ bias. On the whole, Chinese netizen shows recognition in terms of
existing systems and social conditions, has a fairly good experience in the
aspects of safety and comfort, and also shows confidence in the future of
individual and social development. Four two stage indexes are all positive,
with identity index ranking highest, followed by the development index,
while safety index is the lowest, showing a trend of strong development
and strong recognition.

2. Chinese Internet users’ overall evaluation of existing systems is
positive, with a strong sense of political trust. But it needs to be more
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based on China’s issues.

In recent years, the outbreak of many group conflicts has been attributed
to the conflict between the people and the government. As an important
expression channel, however, the Internet seems to be filled with
negative emotions and evaluations of the government, which may be
one of the reasons causing the negative energy of the network society.
But the index of China’s development of social efficiency indicates that
the public’s social political recognition is on the whole positive, which
means Chinese Internet users have positive overall evaluation of existing
systems, relatively high recognition and a strong sense of political trust.
The discrepancy of political recognition index among Internet users
of different regions, generations and influence is not significant, while
gender and social group type have great impact on it, with lower political
recognition index from male group and the bottom of society. On the
Internet, there is a structural defect on social issues, which is probably an
element leading to negative emotions of netizens: people’s concern and
discussion of social topics are not really grounded on China’s national
condition, but rather the specific events, so it is easy to create a gap
between the government and the people in the process of information
dissemination and development and hard to form a consensus on specific
issues.

3. China's network society shows a limited positive efficiency. The social
security and the environmental comfort need to be improved, the social
group gap needs to be reduced

China's network society shows a limited positive efficiency but still
need to be improved. On the one hand, the social security and the
environmental comfort indexes are negative, on the other, the bottom of
society generally show negative social efficiency, and the social efficiency
varies significantly between different gender and social groups. One
strait of current social pattern is intergrowth: the intergrowth of various
stakeholders with different value appeal. Sustaining positive social
efficiency is needed in public opinion guidance, economic development
and social stability. This calls for the government to give full play to the
social strength of different classes and groups in China.

I1. Construction of social governance system with people’s livelihood as
its value orientation

From the results of China’s network social efficiency survey ,we can
see that the improvement of social efficiency depends on resolution of
problems concerning people’s survival and life as well as narrowing
the gap between different social groups. It means that China’s social
governance should innovate its system with protection and improvement
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of people’s livelihood as it value orientation, so as to ensure social
security, protect people, especially vulnerable groups of social interests
and interest expression rights, and promote social equity and justice.
The construction of China’s social governance system based on people’s
livelihood includes:

1. The construction of a social governance structure with diversified main-
bodies’ involvement

Chinese traditional social structure is dominated by the government and
the public’s social involvement is very low, hence the social structure
resulted in a highly centralized social management system. With the
transformation of economic structure and social structure, the government
failed to provide a full range of public products and services because
people’s social needs are increasingly diversified. At the same time,
diversified stakeholders emerged in the course of social development.
The social groups with mainstream public opinion hold social resources
and the right of discourse. Therefore they have affected the fairness and
equality on the government’s distribution of public goods and services.
We can include from that that social governance relies on not only
government management, but also social organizations’ participation to
ensure the comprehensiveness, fairness and equality in offering public
goods and services. In network society China should learn from the US in
following three aspects: firstly, partnership for public service; secondly,
socialization; thirdly, cooperative ability between various levels. It
i1s a weak point as well as a basic aspect in our Internet society. Thus
social governance should form a pattern led by the government while
participated in by multiple social organizations and residents.

On the one hand, the government should actively support the growth of
non-governmental organizations as a bridge between the government
and the public. The development of China's current social organization is
still relatively slow, and the government should adopt tax incentives and
financial subsidies to support them. At the same time, the government
should relax the restriction of social organization activities, support
economic cooperation organizations and interest expression organizations
for vulnerable groups in order to improve people’s livelihood. On the other
hand, the government should guide the citizens to participate in social
governance, safeguard and protect their legitimate rights and fundamental
interests. At present, China's public participation in social governance is
still relatively low, the government should strive to perfect the regulations,
foster public awareness, innovate the organizational system of citizen
participation in social governance.

2. Innovate the system of resolving social contradictions
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China’s social development has brought about new social contradictions,
and the source of those contradictions is people’s livelihood. For
example, uneven income distribution leads to low income groups’
demand for basic social security and an even income distribution system;
slow development of social undertakings leads to people’s demand
for education, culture, health care, sports and other public services;
Household registration system leads to floating population’s demand for
equal treatment with local residents. The solution of those contradictions
depends on the government's reform and innovation of the existing
social system. The government should improve the social stability risk
assessment mechanism of major decision making, improve the hearing
mechanism of cases for administrative reconsideration and mechanism
of solving people’s reasonable demands timely, so as to innovate the
system of preventing and solving social conflicts effectively. However
we should note that the thorough solution of social contradictions lies in
institutional reform and innovation including: the government actively
promote financial transfer payment system, social security and welfare
system and household registration system .

3. Improve public security system

At present, Chinese society is facing an unprecedented, multi - level,
multi - domain and diverse social security problems. Some highlights are
frequent occurrence of large scale mass incidents, food and drug safety
incidents, work safety accidents and fraud cases, strong social hostility
and continuous rising of violent terrorist incidents. Those safety problems
have greatly hindered the development of China’s social efficiency. It
is urgent that the government establish sound social security, food and
drug supervision, safety production management, disaster prevention and
mitigation, network and information security systems.

Besides, with the fast development of information technology, the
protection of public security is no longer a simple combination of
relevant departments. It calls for government departments to take into
consideration information dissemination, conduct risk assessment
of security incidents in light of the scope and effect of information
dissemination and adjust emergency plan, and establish a three-
dimensional, dynamic public security system.

When we observe the efficiency index and the Chinese society through the
network society, we can foresee the development of network management
and expect a better public security system. Both the participation of
multiple institutions and the existence of power dependence between
various groups will change our original concept of social governance. But
no matter it is central government or local level, the rule of law itself, as
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governing means, should be more legalized and transparent.
II1. Suggestions for Shanghai’s innovation of social governance system

In the report, Shanghai’s combined efficiency index is higher than that
of Beijing and Guangzhou, indicating relatively good positive efficiency.
But as a special city with the largest urban population, there are a lot of
problems in the course of its development. The following aspects should
be implemented realize the innovation of social governance according to
this paper:

1. Strengthen basic level construction to meet people’s needs of public
services

During its development, the layout of Shanghai’s urban and rural area has
been dramatically changed. The center continue to expand outside the
boundary;; a variety of community forms came into being in suburban
area; the hollow phenomenon appears in exurb area. Those phenomena
lead to serious public service deficiency, which urgently calls for
innovation of social governance based on the actual situation at the grass-
roots level. Shanghai Municipal Party Committee put forward “innovating
social governance and strengthening basic level construction” as its
major research topic in 2014. The research found that public services and
management provided by Shanghai city government was severely absent
in partial area and realm. Community governance and autonomy level is
not high; mobilization ability of social power is not strong.

Currently, the Shanghai municipal has issued a paper, “Opinions on
Further Innovating Social Governance and Strengthening Basic Level
Construction”, and six other supportive documents including deepening
the reform of street system, improving the management system of
residential areas, improving village level governance system, deepening
and expanding grid management to improve the city's comprehensive
management effectiveness, organizing and guiding social forces to
participate in community governance, and regulation for community
workers management. Those documents are launched with the goal to
resolve some serious problems like settlement of street mechanism,
construction of grass-roots forces, governance resource allocation,
and basic fund of primary-level organization reaching the minimum.
The above policies have yet to be tested in practice. At this stage, the
government should encourage and promote innovative practice of grass-
roots level social governance to provide empirical support for theoretical
research. Secondly, we should establish evaluation system of the public
services in basic level construction, in order to inspect the effect of social
governance in Shanghai and constantly adjust the implementation plan.
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2. Strengthen the construction of the people's livelihood security system,
to protect and improve the livelihood of the people

At present, Shanghai has some outstanding problems such as high prices,
high housing prices, high medical expenses, structural unemployment,
the huge gap between the rich and poor, a lack of pension facilities and
services, poor community environment etc. Therefore, the Shanghai
municipal government should stabilize the market price with the use
of market regulation and government control mechanism and improve
the livelihood security mechanisms to cope with rising prices; expand
the coverage of affordable housing orderly and improve the supporting
services around large residential communities; carry out policy guidance
and create employment opportunities for college students and disability
groups; accelerate comprehensive reform of public hospital system and
promote the combination of medical care and supporting of the old; press
forward the reform of income distribution system and improve the social
security system.

3. Improve the urban security system, maintain social stability

The stampede in December 31st, 2014 exposed the problems in
the existing urban security system in Shanghai City. They are the
government's under-assessment of urban development and security
risks, institutional defects in organizational security system, insufficient
allocation in multi-level security forces and so on. On the one hand, it
depends on the government to improve the urban spatial layout, take a
full consideration of the bearing capacity of urban key areas in order to
improve the construction of governance infrastructure. On the other hand,
the government should improve the security system, establish a sound
security monitoring system, develop a scientific security process, and
strengthen the construction of security team.

Translator/Zhao Chengmei

141
China Watch + Watch China

http://fddi.fudan.edu.cn



Urban Governance and Public Safety

Urban Governance and National Competitiveness

Zhou Weilin, Urban Economic Research Institute, Fudan University

According to the goal of Shanghai to become a global city by the year
2040 and 2050, Professor Zhang Xueliang of Shanghai University of
Finance and Economics, proposed that we might as well think about how
to build a global city from the view of relationship between Shanghai
and the Yangtze River delta group. Today, Shanghai's GDP has been 2.5
trillion, but the amount of economy cannot tell the whole story what’s
more important is the flow of information , capital , technology and
other traffic control, in order to improve the ability of global resource
allocation. The GDP of Yangtze River Delta is 12.9 trillion RMB, which
is equal to 2 trillion dollars. What is the inner link between the global city
and the global urban area in the next 10 years, 20 years and 30 years? It
involves the relationship between city and city, the relationship between
people and the city, and the relationship between people and people.

The construction of global cities and the global urban areas calls for
the cooperation between cities Gathering different levels in the same
geographic area generates considerable benefits. The link between
them is achieved by informationalized and urban integration. The wide
application of information technology has penetrated into every aspect of
life in cities and urban areas. In 2050, Shanghai should be an intelligence-
driven city, which embodies the integration of people and people, people
and the city, including the urban integration of traffic travel, industrial
layout of the city In the changing process from rigid administrative
system to networked global regional system, the issue of city population
the city's population capacity and quality should be considered in the
global urban area, and obviously it is far from enough to confine Shanghai
to over 6000 square kilometers from the perspective of governance, to
address the issues of traffic and immigrant integration, Shanghai should
cooperate with surrounding areas to march towards a global city.

Shanghai has become an important international investment city. Ten
years ago, Shanghai ranked 190, and now ranks 11 in the world. In
the next 10years Shanghai will be more attractive. Then what makes
Shanghai different? Stephen Barter, Consultant chairman of KPMG real
estate, believes that if a city in the world wants to be more competitive, it
demands cognition and confession of the place, which is very important.
The evaluating indicators for the competitiveness of a city include supply
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of labor; interconnectivity in and out of the city including information
accessibility, trade convenience, the credibility of the contract and legal
justice; sound governance namely institutional strength and the actions
of decision makers, which represented by leadership of decision makers
and standards of industry associations; quality of life is important, which
reveals the preference of living and shows the quality of public health,
education and culture. The best touchstone is the vitality of city. The
London City, for example, has encountered numerous problems during
hundred years of development history, but it was able to move forward
by getting them over. Shanghai now faces the similar challenge and
flexibility can be the touchstone.

A City is the place where people meet, live, work and entertain. It should
be well governed to make it become a place where people would like to
stay. The main reason for people to choose a living place depends on the
whole family. How to make people identify themselves with the city?
Architecture is the first impression to recognize a city, and values attached
with the buildings are able to inspire ordinary people’s nature instinct.
The most common way is to recognize the public space and then consider
the private living standards. In many people’s impression, Shanghai is a
modern, highly international city with elites from all walks of life. For
people who live in Shanghai, they have been intensively influenced by
modern technology. Shanghai needs to deal with several challengeable
tasks: preserving historical communities while remaining Shanghai
element; addressing the issues like high house prices, traffic congestion
and air pollution. The challenge for Shanghai is whether its attractiveness
could make talented people stay.

Professor Junfu Zhang from Clark University proposed to build a smart
city. He took two American cities as examples to show how to use smart
phones and internet to improve city governance. The first example is
San Francisco's SFpark. SFpark's idea is to solve the problem of parking
in the city. The reason why the downtown always congested is that a
lot of people are driving back and forth in the city for a parking place.
Parking in the United States is nothing more than two kinds of methods,
the charging parking lot or in the street. Parking in the street is not free,
and there is a big price difference. If you park the car into the charging
parking lot, the fee would be only $12, and with half an hour over, plus
another $6. What about the price of a street parking? The streets in Boston
are $1.25 an hour. Because the street parking can save a few dollars, so
many people choose to park in the street resulting in 30% to 40% cars
driving around. What SFpark do is to bury a line under each parking lot,
So it is easy to detect whether there are cars parking there, and the driver
with the APP can see where there is a car, and the price of parking, and is
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there any place near the parking lot, It saves people’s time to make quick
decision rather than looking for park lot. Now there are less people finding
a parking lot in the street. The other example in Boston is called Citizens
Connect, which has become the informers of the municipal government.
If citizens happen to see the streetlights have gone bad without a repair, an
untidy house or the grass around untrimmed, they can take a picture and
send it to the government. Then the government officials can solve these
problems by gathering the information. In fact, Shanghai also introduces
big data method into city management, such as Shanghai wechat, blog
and government information publication, which is still a long way to go.

Professor Wen-Chi Liao, from National University of Singapore, shared
the experience of Singapore in globalization and urban construction. Since
Singapore was founded, it has been in continuous pursuit of globalization
due to its resources. Gathering the universal talents matters for a global
city absorb the wisdom of the world elite, and it is the center of the global
economy which can exert a considerable influence on the global economy.
It can easily cause the threat of social differentiation, because there are
relatively disadvantaged groups in any country, and they are more easily
to get hurt. How can we protect them? As a small island city, this is
exactly what they must be cautious about. Singapore's urban governance
is to strengthen the competitive advantage, basically via the concept
of innovation, especially technological innovation to enhance national
competitiveness, and create a suitable environment to prevent the negative
impact on the local level. If the city wants to maintain the competitiveness
of globalization, it is necessary to attract talents and calls for good quality
of life. Singapore is a garden city, which focus on park constructions
and network building. The green environment has surrounded all the
people's lives. Another achievement of Singapore is the energy saving
and emission reduction, as a leading role in the world. In 2013, the
government of Singapore has put forward the law of energy saving. In
2014, the administrative law of green building was proposed and enacted.
The new buildings were required to follow the new regulations while
the old ones were reconstructed. Singapore's 85% residents live in the
public houses, which has renovated and reconstructed to maintain good
environment. The concept of Mr. Lee Kuan Yew is that people should
have their own houses and good environment to live. Without all above, it
will lead to social differentiation and the citizens will be unwilling to let
next generation to guard homeland. Therefore, it is necessary to maintain
the environment for people to live.

Professor Zhao Lixia, Director of the Center for Urban Studies and
Planning of University of Hong Kong, introduced the management system
in Hong Kong. Housing as an important component of a metropolis,
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which affects people's life quality and urban competitiveness as a whole.
Hong Kong upholds free economy, and follows a market-led rule in
the residential consumer system. Real estate market is allowed to make
decisions by itself, therefore manufacturers, developers and buyers have
the rights to make their own decisions. The land property belongs to the
Hong Kong government that plays a leading role in the policy-making,
while banks are also vital in it. The government would intervene in
need but the market owns the final say. The Policy of Public Housing
has solved the residential problem of more than 30% people in Hong
Kong. The construction is outsourced to the construction companies,
and the government is only responsible for the supply. The advantage is
that the profits generated by the economically affordable housing can be
used to subsidize public rental housing. From the perspective of urban
governance, public housing is mainly provided by the government, in fact,
other nonofficial participants, including, are appointed to the board of
director including economists, accountants and the community members,
as well as the organization of political interests, who were appointed to
the board of directors. Thanks to such an open governance structure, the
quality of public housing in Hong Kong is reliable with comprehensive
facilities. The Financial Department has interventions in private operation,
and Housing Department will monitor the entire housing market. The
interest rate is not controlled because the HKD is pegged to the U.S.
dollars.

The role of the mainland government is different. Which is the most
efficient way to meet the needs of people? The government directly
provides public rental housing to ensure the supply. The Chinese
government promotes the privatization of residential house, so that it
brings the guarantee of the assets value. In other words, once you buy a
house or an apartment, the value of assets will increase with the economic
development which can be the welfare for the aged. There may be other
relevant welfare like insurance, pensions, etc.

Professor Ning Yuemin from East China Normal University discussed
the city's governance from air quality by adopting an analysis of time
and space factors on China’s urban air quality. He has calculated two
indicators based on the data of Ministry of Environmental Protection in
2014. The first one is pollution rate, which calculates the proportion of
days with air pollution in a year. Now the serious polluted areas in China
mainly located in North China Plain, Weihe River Plain, including a
number of cities in the Yangtze River and Urumgqi and so on. Southeast
coast and the Yunnan Guizhou Plateau have better air quality with
relatively undeveloped industrial scale. There exists obvious difference in
urban air pollution between the north and the south. The second indicator
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is an average index of the air quality of 161 cities. Due to his research,
Maoming, Haikou and Sanya lead in air quality as excellent, and most of
the coastal cities are good. 49 cities suffered air pollution, among those
North China Plain becomes the most serious air polluted region.

The main factors are as follows. China's rapid industrialization and
urbanization in the past 20 years, is the main cause of air pollution.
Energy structure is mainly based on coal (66.6% in 2012), which
occupies a high proportion in the energy consumption. This is a long-
term phenomenon, which led to air pollution that is difficult to solve in
a short time. In addition to coal, other industrial sectors that easily lead
to pollution emissions are important pollution sources. Vehicles, dust
especially construction dust become the main cause of PM2.5. There are
other factors, such as topography, geomorphology that Sichuan Basin
is a typical example. Season and climate can also impact the air quality,
for example, pollution in Chinese cities gets most serious in winter
because smog is blown from the north to the south but it turns better in
summer for the southeast sea wind prevails. Sometimes the air quality
would be influenced and controlled in light of official events, e.g., the
weather in Beijing is relatively good during APEC summit. China's urban
environmental problems are very prominent, which does not happen
regionally. The situation in north part is worse than in south.

Translator/Xiao Meng
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Zhao Genming , School of Public Health, Fudan University

With a high concentration of population, industry and wealth, city is the
most concentrated and active area of modern social economy, and works
as the main place of modern social life and production. Cities have been
experienced rapid development, while at the same time they also face
unprecedented challenges from security issues. To tackle challenges from
frequent and intensive natural disasters, emergent public health accidents
and biological terrorism threats, it is imperative to promote capability
building to respond varied public health emergencies.

There are growing demands for urban public health safety as cities play
an increasingly important role. There are several major public health
emergencies happened in recent years, such as Tokyo subway poisonous
gas accident, “10 .11” event in US in 20001, SARS outbreak in China
and other countries in 2003, London explosion accident in 2205, Ebola
in West African countries in 2014 and MERS in 2015. These previously
public health tragedies remind us that we have entered the peak of public
health emergencies which are inevitable. Therefore, it’s particularly
important to focus on urban public security and carry out researches to
find solutions on public health emergencies

Besides natural disasters such as earthquakes, tsunamis and other natural
disasters, the urban public safety is also affected by many factors like
politics, economy, society, culture and so on. Megalopolis with millions of
population is doomed to face a more serious security challenge. Especially
Shanghai, which is characterized by large population, high density,
numerous high buildings, concentrated industries and large volumes, is
bound to face severe pressures and challenges from issues like social
security, public health and safety, fire safety, elevator safety, urban traffic
safety, energy security, chemical dangerous good safety, terrorist security
and so on. This paper will focus on the relationship between public health
security and urban sustainable development.

1. Urban public security and public security system
1. Urban public security and management scope

Urban security refers to a dynamic stability of ecological environment,
economy, society, culture, human health and supply of resources, and
the ability to resist disasters. As a necessary condition for the sustainable
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development of a city, urban security ensures urban economic, social and
ecological stability and safety, which further facilitates the sustainable
development of a city.

Public emergency is a sudden crisis which will cause or may cause
significant casualties, property damage, ecological environment damage
and serious social damage, and endanger public safety. According to
public emergency process, nature and mechanism, it can be divided into
four categories, namely, natural disasters, accidental disasters, public
health events, and social security events, such as climatic natural disasters
,complex natural disasters, fire, toxic gas leakage, nuclear leakage, traffic
accidents, infectious diseases, explosions, murders and so on.

The scope of urban public security management covers four aspects
including production safety, public safety, food safety and public health
safety.

2. Urban public security system

The urban public security system is composed of two aspects. One is
the daily management system dealing with daily city safety problems .
Another is the crisis handling system mainly for handling of sudden crisis
and corresponding public safety issues. Only combine the urban daily
safety management and crisis management, can we build a well-organized
public security system to protect the urban safety.

(1)Daily management system of urban public safety

Public safety daily management system refers to an integral entity
involves government administrative departments, relevant social
organizations and citizens to prevent and resolve public safety events
before they happen. It’s composed of five major systems, including
organization management, hazard installation management, target
detection, educational training as well as rescue and safeguard.

(2)Crisis handling system of urban public safety

Crisis handling system of urban public safety refers to a series of
operations that turn daily management system into emergency, rescue and
recovery after public safety events occur. The system should include: the
emergency command system, the start-up of information release platform,
emergency rescue team, aftermath handling and so on.

11. Urban public health security and sustainable development
1. Public health emergency

With the development of economy and the progress of the society, the
resident average activity space is growing, and resident aggregation
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and mobility also increase. This change of social activities significantly
promotes urban economic development and social progress, but in the
view of public health , this kind of change in social activities aggregate
risks outbreak and spread of infectious diseases, especially in the cities
with large population mobility and density, which means a higher
possibilities of public health emergencies.

Public health emergency is an event concerning public health that occurs
suddenly, which causes or may cause serious public health damage, such
as major epidemic outbreaks, group unknown diseases, severe food and
occupational poisonings and so on. Generally speaking, these events
are unexpected and unpredictable, because it is a public health issue
that focuses on not a specific person, but a unspecific social group. The
emergency damages or impacts public health to a certain extent, that is,
the event has caused serious damage to the public health, or it may cause
serious impact on public health from development trend view. Urban
population density and large mobile population result in a wider range
influence and great loss of public health events, causing social panic and
serious damage. Public health emergencies are often related to illegal
and irresponsible activities. At present, global public health events have
shown characteristics of large scales, serious losses, broad influences,
high-profile concerns, complex reasons, and new infectious diseases.

2. Relationship between urban public security and sustainable
development

As a highly intensive society, a city is closely linked and mutually
influenced by various components. We must correctly deal with the
relationship between men and nature, ensure city’s public safety and
provide beneficial resources and environment to city development to
achieve a stable and healthy social economic development.

(1)Urban public safety is the basic condition for city sustainable
development.

Along with global population, resource and environmental issues become
increasingly prominent, city sustainable development has become a
common concern of the whole world. A city is a highly populated area
where people frequently engage in economic, cultural and politic activities
and it is also vulnerable to ecological and environmental damage. The
key idea of sustainable development is to coordinate the relationship
between human, natural environment and resources, to ease the conflicts
between them, to reduce environmental negative effects on human, and to
meet the needs of contemporary people and protect the interests of future
generation.
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(2)Urban public health safety events are closely related to urban
development

Urban population is so intensive and mobile that once a contagious
disease outbreaks, it’s extremely easy to spread quickly in the crowd
Furthermore the popularization of modern transportation tools accelerates
population mobility and activity scope, so that infectious diseases can
spread rapidly in every corner of society, resulting in social and economic
losses. From the perspective of social development, infectious diseases
have been heavy burden for developing countries. Besides the traditional
factors, the increasing population density and long distance flight density
have also contributed to the outbreak and spreading of infectious diseases
in city. Direct or indirect contact with infectious diseases is bound to
accelerate infectious diseases’ transmission speed, and long-haul flights
increase the risk of the disease input and output, such as SARS, MERS
and other respiratory tract infections. For an international metropolis like
Shanghai, with its rapid economic development and large population flow,
high entry and exit population increases the risk of infectious disease
importation and exportation, as well as its coping pressure. In addition,
along with the rise of oil industry and mining industry, a large number
of toxic, harmful chemicals and pesticides have been synthesized or
produced. As a big country of chemical production, use, import and export
as well as consumption, China accelerates its urbanization, to a certain
extent, causing these toxic, harmful chemicals and pesticides to flow into
the city through a variety of ways, which increases the potential risks of
public health events in city.

With high information dissemination, city is the central area of social
production, where social activities are closely associated with each other.
Once public health emergencies occur, social order will be inevitably
affected through a direct or indirect way within a short time resulting
in economic loss which cannot be estimated. If emergencies cannot be
effectively intervened and controlled, it is possible to cause social crises
or political unrest.

(3)Food safety benefits people, affecting city economy and development

Food safety is related to the vital interests of ordinary people. Food
security is influenced by food safety, food supply and individual behavior.
With high urban population density and large food consumption, food is
mostly supplied by market. If food safety cannot be guaranteed by market,
residents are easy to buy inferior or unsafe food which threaten their life
and property under information asymmetry condition In addition, food
consumption occupies a relatively large proportion in people's daily cost.
Solving food safety issue is conducive to stimulating domestic demand,
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and facilitating implementation of economic policies. Food development
can be divided into survival, nutrition and safety stages. China now is in
the third stage. China’s food safety supervision confronts with problems
such as particularity, complexity and sociality. Particularity is decided
by Chinese national culture, and complexity refers to large varieties,
wide ranges and considerable quantities sociality means that food safety
problem is a professional problem while it becomes the focus of social
attention which raises common concern of both professional and amateur.
Ensuring not only facilitates the development of food industry itself,
but also promotes urban economic development. In many cities of our
country, food industry has become the pillar industry, and the development
of food industry is very important to realize the sustainable development
of urban economy. Therefore, food production and processing must be
people-oriented, and food quality and health safety must be effectively
ensured.

(4)The establishment of urban public security system is the urgent
demand of urban sustainable development.

The outbreak of SARS in 2003 brought an unprecedented impact on our
society. It also made people realize the urgency to establish the public
security system, and the fragility of the modern city. The urban crisis may
happen at any time, and any emergency may become a disaster. To reduce
risks and improve a city crisis bearing capacity, we must re-examine
our city public security policy, set up government crisis management
mechanism and improve the government crisis management capability
Relying on a reasonable public health system and strict law enforcement,
Hong Kong and Macao has weaved public health emergency response
team and emergency management into basic public health work, which
helped them to achieve sound accomplishments. After Fukushima nuclear
leakage, the Japanese government enforced evacuation mechanism, which
effectively reduced its impact to residents. Increasing public participation
in the entire event processing and management through effective health
education, psychological intervention, population screening, information
disclosure and other means can effectively reduce impact and danger of
emergencies.

II1. The response of urban public health safety events

Urban public health safety events are directly related to public health,
economic development and social stability, so it gets increasingly
social attention. The government’s capability of preventing and
controlling public health emergencies has become major indicators to
assess government performance and social progress. When a public
health incident causes harm to public health, effective coping response
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system is essential to ensure rapid response, correct decision and
decisive management, which can safeguard people's health, economic
development, social stability and national security to the utmost extent.

1.main problems of urban public health system in China

Since the outbreak of SARS, remarkable achievements have been made
in China's public health system, but it still lags behind the development
of economy and other social undertakings. The contradiction between the
health care service system and people's growing demand is significant,
especially in Shanghai, a metropolis with large population and serious
aging problem.

First, the public health system is unsound and the task to prevent critical
illness is arduous. The basic principle of health work in China is to adhere
to the prevention as the first, which is the primary task of health work.

Second, the mechanism of public health emergencies is not sound. In
addition to the spread of infectious diseases, public health emergencies
also include sudden natural disasters, major production safety accidents,
as well as serious food poisoning. All of these require a city public health
emergency disposal mechanism for improving capability to handle public
health security crisis.

Third, resident health needs is not adapted to urban medical service
system. Although our urban medical service system has made a great
development, there is still a big gap between people's health needs. The
problem of medical treatment is that inaccessible and expensive has not
been solved. At the same time, many large and medium cities in China
are entering aging society, which leads to a significant increase in the
prevalence of chronic diseases and growing burdens. With higher life
expectancy and increasing prevalence of chronic diseases, the healthy
life expectancy is decreasing. Traditional health system, which focuses
on acute onset and treatment, cannot cope with the growing demand for
elderly health services and chronic disease management.

Fourth, the urban health management system doesn’t adapt to people's
health needs. Medical and health resources in many cities are affiliated
to different departments, industries and enterprises, causing city health
department hard to carry out effective supervision on the medical and
health resources of the whole city.

2.specific measures of urban health system building

First, the construction of urban public health institutions should be
strengthened, and the protection mechanism of public health services
needs to be improved. The construction of urban public health system
supports public health system building, and a stable public health service
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investment and growth mechanism should be established with gradually
increasing the proportion of total public health expenditure.

Second, public health emergency response mechanism should be
improved, and health emergency treatment should be strengthened. Since
the outbreak of SARS, according to the requirements in Regulations
on Public Health Emergencies, many cities in our country have set up
a health emergency treatment coordination mechanism, which clarifies
responsibilities, establishes regulations, organizes coordination and
standardizes emergency treatment. On the basis of above, it is necessary
to further establish the emergency material reserve, security and training
mechanism to ensure emergent management of public emergencies.

Thirdly, the prevention and control of major infectious diseases should be
strengthened, focusing on control of AIDS, viral hepatitis, tuberculosis
and other major infectious diseases.

Fourth, emergency response network should be improved. The network
command center for urban public health clinical center of infectious
diseases and treatment need to be established and improved, networking
the city emergency command center, so as to achieve the disease
surveillance, prevention and treatment , and to further improve the urban
infectious disease control and treatment capacity.

Fifth, the reform of urban medical system should be deepened, and
the hospital management needs to be strengthened, so as to improve
the quality of medical services. Since the national health care reform
in 2009, the reform of urban medical service system has made some
progress, but overall, the effectiveness is not obvious, there are many
outstanding contradictions and problems. For example, public welfare has
not been fully reflected in public hospitals operating mechanism, social
resources can’t be freely used in medical services, medical service lacks
supervision, community health service development is slow, residents still
have difficulty in accessing to quality medical services, and medical bills
remain expensive.

Sixth, Shanghai, a large city with aging population, needs to increase
its financial support to community health services, improve the existing
community health service system, expand the coverage of medical
insurance, in order to meet the urgent needs of the elderly health care and
ensure accessibility of health care.

In the context of rapid globalization, we must consider the problem of
urban security in the perspective of globalization: the crisis would happen
in global level, the globalization of crisis spread, and the globalization
of crisis early warning and response. With the increasing globalization
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of social and economic life, as well as a more open environment, China's
economy is more and more integrated into the world, leading to more
frequent international exchanges. As a frontier of China's economy,
Shanghai is the experimental area of China's reform and opening door
policy, opening a new chapter. It also works as the hot spot of global
economic and cultural exchanges, and an important gateway to the
China’s development which urges its stability, security and sustainable
development. When Shanghai integrated itself into globalization, the
rapid development of foreign trade increased the pressure of port health,
facing a new challenge of strengthening the monitoring and prevention of
infectious disease importation. It is also the responsibility of Shanghai,
an international metropolis, to prevent domestic epidemic exportation.
At the same time, in the process of rapid development of urban economy,
the increasing population density of Shanghai has brought favorable
conditions for rapid spread of infectious diseases, and the growing urban
aging population has brought new problems and challenges to urban
development and urban health service system.

In a broader sense, urban public security also includes polarization of
the rich and the poor, psychological security caused by employment
pressure, intensive social conflict, and worse social security situation and
so on. At the same time, the change of age structure will also lead to the
conflict between different age groups in the sharing of social development
resources.

Above all, as a performance of social progress, urban development is
protected by urban security. In order to improve the public safety factor,
it depends not only on the subjective efforts and scientific decision of the
city management, but also on the cultivation of citizen’s safety awareness
and cooperative spirit, and sustainable production and life style, fair and
harmonious social system arrangement.

Translator/ Wang Hui
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Financial Innovation and System Construction
as Catastrophe Risk Responses

Xu Xian, Director of China Insurance and Social Security Research Center at FDDI

1. Tracing to the beginnings to reduce the impact of catastrophes

China is a country with frequent disasters, with 70% of its cities suffering
the attack of natural disasters like flood, typhoon, earthquake, etc. Those
catastrophes have caused great financial losses that to an extreme extent
encumbered the progress of economic growth and urbanization. However,
rational risk management can reduce the impact of catastrophes from the
very beginning.

People’s Participation Reduces Catastrophe Risk at the Source

The management of catastrophe risk should draw people into decision-
making. There are two reasons:

Firstly, the catastrophe problem is a disaster problem, and it is a regional
issue. For instance, 85% to 90% of victims of an earthquake are saved by
their close neighbors, whose participation have congenitally expedited
the rescue; since people of the disaster area knows well about local
circumstances, encouraging them to involve in the discussion of post-
disaster problems and think beyond the single community will contribute
to the reduction of catastrophe risks.

Secondly, it is important to distinguish clearly between the primary and
secondary participation in risk management, and response to the rescue
work in a top-down approach. It is also necessary to ensure the full public
participation and motivate mutual interaction between inside and outside
participants, based on the combination of government and the people.

2. Applying financial tools to response to catastrophe risks

In the process of dealing with catastrophes, catastrophe insurance
has always been the traditional choice. During the practices, we have
gradually probed a set of new approaches, developed new ideas, expanded
new markets, utilized new methods, and exploited new channels. The
detail is introduced as follow:

New approach: index insurance quantifies catastrophe risks

Index insurance refers to using quantity computation to quantify the so-
called coping strategies for reducing unnecessary costs. The primary
advantage of this approach is that with index serving as a trigger point,
it can reduce moral risks and adverse selection of traditional insurance.
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Besides, it doesn’t require rapid compensate in accordance with actual
losses within the first hours of the catastrophe. Until now, most design of
catastrophe insurance system adopts index compensation mechanism.

In programming the index model, the first thing is to get rid of
complicated factors so as to ensure the availability and integrity of the
data. It allows us to analyze relevant information of natural disasters
and the losses from an overall perspective. Thus we can gain a general
knowledge of the distinguished vulnerability, disaster categories, ability
and risk exposure of different areas when they face natural catastrophe.

Building a parametric insurance accounting system based on those
data can not only convince people to add insurance to events with
high risk probability, but also can relief the insurers from the burden
of point-to-point loss assessment. They can just refer to relevant major
parameters to verify the losses, which can raise the compensate efficiency.
Unfortunately, parametric insurance is now of low applicability and its
validity is strongly depending on previous data collection of a certain
disaster and its target losses. In addition, the degree of relevance,
parameter and correspondence is still under consideration and assessment.

New ideas: dispersing and layering the commercial insurance and
securitization of catastrophes

Number one, the dispersal mechanism of commercial insurance aiming
at catastrophes includes direct insurance, reinsurance and securitization
of catastrophes. It is built on the basis of calculation, which require make
an assessment according to losses of possible disasters in different areas
across the whole country and make pilot projects.

Number two, the layered structure is a mature experience practiced by
the international society for catastrophe insurance. Different layers have
different functions, set up different proportion of risk distribution, and
contract different triggering conditions.

Number three, catastrophe securitization severs as a new-type approach
of risk diversification, through which capital flows to markets to take
risks. It has three major stages: oversea establishing and issuing; oversea
establishing but domestic issuing; domestic establishing and issuing.

New market: insurance asset securitization helps catastrophe
insurance to thrive

Our country has a multi-level capital market, including stock market
( main board market and growth enterprise market), internal financial
futures market, regional equity market, and private market. In the
quotation system of private market, insurance companies are major
participants. The quotation system has provided a valuable stage for
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insurance asset securitization,

Insurance companies can use their money in the quotation system in
private market for investment in innovation ( of products that related to
catastrophe insurance securitization), for client agency, and for project
display, etc.

Nowadays catastrophe insurance securitization in our country is gradually
promoted. The SAC (Securities Association of China) has signed relevant
agreements with Insurance Institute, and has established a special research
team to design the next step to strengthen experiments and popularization.

New method: forward contract and capital financing of tax fund pool

Different countries suffer from different catastrophe risks which causes
interactive changes to life risk. We can assume the different death
rate based on this linkage change, and after observing the data we can
conclude that there’s an oriented correspondence among those death
rates. As a result, we can use one country’s death rate to speculate another
ones. The specific financing operation are as follows: using the contract
as a way to offset one’s losses in one country by his earnings in another
country, which equals to a forward contract that reverses the risk exposure
and the actual situation and forms risk hedging.

Another financial approach is to build an available capital pool based on
taxation. Insurance companies don’t have to pay taxes at the end of every
year. Instead, they can pay taxes when it comes to an end of a certain
period or a contract term. When a catastrophe strikes in a long term like
twenty years, the insurance should compensate, but if it happens within
certain fixed critical point of death rate( like 0.9%) , then the company
doesn’t have to pay the tax.

New channel: Internet insurance scenarios push forward catastrophe
insurance

What’s the definition of Internet+ catastrophe insurance? Government
insurance and financial institutions use the Internet to complete
organizational management of catastrophe protection and provide the
whole people with products and information service related to catastrophe

insurance Internet+. Until now, our country has met all the

requirements for Internet+, for instance, favorable Internet market, great
attention, and mature development of the whole industry.

The basic framework of Internet+catastrophe insurance system mainly
lies in using computer techniques like the big data, cloud computing,
and information flow to encourage people to participate in solving the
unsustainable development of government-undertaken mode under the
traditional insurance system. It bonds government, private enterprises,
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and financial institute together to take part in new Internet system and
commercial activities. It aims at protecting consumers.

In this mode, each of the five major participants is required to play their
own roles. The first participant is the government. It should build the legal
system; purchase catastrophe insurance products and establish catastrophe
risk fund because of its double statuses as initiator and contributor;
release plans for catastrophe risk diversification; and enact tax preference
policies to arouse people’s enthusiasm of participation. The second
participant is commercial insurance institute. Its responsibility is to create
relevant products and to apply insurance tools in risk diversification and
protection. People are the third participants. They should voluntarily
accept the government guide and take an active part in the plan of raising
supplemental security amount and diversifying catastrophe risks. Or they
can participate in the investment of catastrophe bond and stock products
as individual investor. The forth participants are supporting financial
institutions. They offer protection for catastrophe risks of middle, small
and micro business. The last participant is the third-party platform, whose
major duty is to maintain daily exchange platform.

The practice process has two major points. The first one is to ensure
the mode of government leading and public participating. It has several
steps. Firstly, the government leads the planning mode and guides to set
up a fund for catastrophe risks. Secondly, the government releases some
relevant policies that benefit the public and encourage people or social
enterprises to take part in the risk dispersal mechanism. Thirdly, it is
advisable to build a daily operation system while referring to the type of
system in insurance exchanges. Fourthly, to guarantee that each insured
accident is able to get favorable coverage and people who have already
get coverage have access to relevant compensation.

The second point is the pattern of market operation and market
observation. Marketization means to accept social with the utmost
transparency, set up information issuing platform, bid inviting platform
and trade witnessing platform for catastrophe insurance. The ultimate
goal is to establish fund releasing and retransaction platform and online
disaster prevention platform.

1, Institutional Construction as a Way of Managing Catastrophe
Risks

Refer to the risk prevention experiences of surrounding countries and
regions and explore the way to build the catastrophe insurance system.

ASEAN way:

Goldman Sachs believes that reinsurance companies’ business mode
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need immediate improvement for it is of extremely low reliability and is
considered as sunset mode. Unless reinsurance companies effectively test
their risk exposure, Goldman Sachs will not offer products and obligation
related to reinsurance business.

Recently the ASEAN members are trying to establish a reliable, endurable
conservation finance system to guarantee its economic growth. They
are commonly short of sufficient capital, which means they can’t obtain
rational insurance premium from enterprises and consumers. Thailand
is a typical case: the three largest insurance companies are reluctant to
take the country’s business or they would like to increase extravagant
insurance premium. The Thai supervisor put forward the basic framework
of ASEAN Community, which provided preferential condition and prices
by investing in pre-disaster risks.

Catastrophe Management Development in South Korea: the
Transition of a Case and a New System

South Korea is an agricultural country. It depends on family or
communities’ risk sharing while large insurance companies and capital
markets also take part in. When a catastrophe comes, the government
lays down a regulation and supervises on its execution and absorbs the
consequent risks at the same time. However, the executive power of its
law is still weak.

Speaking of the sunken accident of SEWOL ferry, according to the
contract, the insurance company had no responsibility and the final
compensation should have been dominated by the government. However,
considering social opinions, the Korean had to make the insurance pay for
this accident.

Take the above-mentioned accident for example, it can be said that Korea
has suffered from frequent accidents since the 1990s. One reason is that
its modernization process has been extremely compressed; the other one
is that the whole society is still tacitly approving and selectively ignoring
catastrophe risks, which are usually called as non-boundary risks or dim-
boundary risks. The probability of an accident multiplies by the expected
loss is equal to the risk. The probability is always assumed greater than
Zero, so if the expected loss is infinitely great, it will definitely cause a
catastrophe.

The Koreans have weak consciousness about risks, and has no strict
judicial rule and penalty system. Therefore after disasters, the Korean
government set up new department to enhance education of disasters,
and also used government financing and social investment to promote
a catastrophe insurance management system. Although nature cannot
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be controlled, law, culture, economy and technique can affect people’s
knowledge attitude and behavior toward risks. Enhancing law, cultural,
economic construction and elevating technical level enables the country
to face disasters more effectively and to realize the sustainable result-
oriented development of catastrophe insurance.

Experience from Taiwan Insurance Industry: talking from the
response

Taking catastrophe insurance for example, the role of government is
not limited to when the catastrophe strikes, and more important role
of government is to help to make market regulations. From Taiwan’s
practical experience, insurance institutes usually put forth efforts in
following respects:

Firstly, insurance companies analyze the losses and rate through
cooperation with universities and research institutes. Secondly, they could
cut down the clients’ risks and control the companies’ risk through some
damage-prevention system with the idea of serving clients. Thirdly, to
offer basic premium rate. The companies exploit risk rate by building an
assessment model of natural disaster. They also play an important role in
guiding clients for risk management by product-design fee rate system.
On the one hand, it lowers the price of premium rate; on the other hand, it
applies the method of re-insuring to achieve risk transfer, using tools like
ART and PPP.

Moreover, the countermeasure of catastrophe risk should be analyzed on
three levels. First of all, general commercial insurance should be offered
to individuals and companies, for the rate of purchasing individual
catastrophe insurance is relatively low and the companies usually require
risk management. Some countries and regions provide micro insurance
aimed at natural disasters. For instance, Taiwan, Japan, New Zealand
and Turkey all have established earthquake insurance funds; the U.S. has
set up residence-flood prevention and reduction system, and Hawaii and
Florida have established relevant funds; Thailand and France also have
insurance system for natural disasters. Secondly, the great earthquake
stroke Taiwan in 1999 caused economic losses at NT300 billion dollars,
while only NT20 billion of the losses were insured by commercial
insurance ( company underwriting), which was a very low coverage.
Besides, Taiwan adopts single premium rate for earthquake and the
insurance against total loss only. However, since typhoon and flood risks
have great regional differences, the popularization of single premium is
not feasible. Thus parametric type of catastrophe bond is not suggested
for its calculation errors), and the loss-compensation type is highly
recommended. Thirdly, risk assessment model is in badly needs. The
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insurance center cooperates with universities for setting up assessment
model of earthquake, typhoon and flood risks and offer referential
premium rate for commercial insurance of natural disasters.

The Construction of Shanghai Finance and Insurance Center: the
Establishment of Catastrophe Risk Protection System in China

Catastrophe risk has an important significance for China, therefore it is
imperative to build catastrophe insurance system. Catastrophes influence
causes great damages to one’s personal life, directly and indirectly. As
a consequence, it’s of vital importance to set up catastrophe insurance
system, which meets the requirement at national political and market
level.

Traditional disaster management system in China has distinctive features.
The history of development is decided by its administrative system:
distinguished forms of disaster management bring about distinctive
government administration departments. When disasters come into being,
the central government mobilizes the resources, while Ministries of Land
and Resources, Water Resources, and the Seismological Bureau, Oceanic
Administration, and Weather Bureau share the administrative authority.
It underestimates the power of market, leaving them with less than 3%
of responsibilities. The government exercises strict budget overlooks
the institution-building, pays attention to post-disaster reconstruction
but neglect management before disasters, salvation amid disasters, and
insurance compensation after disasters. Vulnerability still exists in its risk
prevention system.

There are three significant benefits of buidling finance and insurance
center in Shanghai:

1. The construction of catastrophe system plays an important role on the
development of insurance industry.

2. Shanghai has a special status in China. It was proposed to building
shanghai as international insurance center in 2014, one of whose
supporting points is establishing catastrophe insurance center. Thus the
securitization of catastrophe risks is required to be foundation. As the
financial center of China, Shanghai has a fully developed factor market,
which is an apparent advantage. And based on this ground, it can use tools
of catastrophe risk securitization to allocate risks between capital market
and investors.

3. The development of catastrophe insurance requires a complete exterior
legal environment to ravel out referred subjects and interest relationship.
We should start from the top-down design, specify rights and obligations
of all parts and realize the long-term, stable operation of this system.
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In addition, we should top the effect of the insurance exchange. We should
insurance exchange to play a role, which facilitates the comprehensive
development of catastrophe management construction by using all
kinds of financial tools. And we should set up the mechanism of risk-
taking comprehensively, involving government supports and efforts
from all sides. We should also cultivate talents of all majors to satisfy
the development of multi-formal insurance. The Shanghai government
should base on pushing forward the progress of talent accumulation,
internalization, marketization and legislation to capture the opportunities
as a pilot site and contribute to the reformation and construction of
catastrophe insurance system.

Translator/Dong Xin
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Innovate a Development Pattern for Ecological Civilization to
Promote Coordinated Growth of the Economy and Environment

Chen Shiyi, School of Economics, Fudan University

Introduction

The ecology and environment has now become a decisive factor for
human development and national competitiveness. As the increasingly
prominent environmental problem results from the economic development
and globalization, the solution to the problem requires the active
participation of and collaboration between countries. The green economy
and ecological civilization should become a global consensus and practice
standard. In the case of China, as its economy enters a transitioning
period, the "Five in one" overall layout was put forward for the first time
in the 18th CPC National Congress, in which ecological civilization
was integrated into the national strategy for the building of socialism
with Chinese characteristics. In the Third Plenary Session of the 18th
CPC National Congress, it was further proposed to "build a beautiful
China, deepen the reform of ecological civilization system and speed
up the establishment of a ecological civilization system". It also aims
to "promote the new modernization pattern with the harmony between
human and nature.” These strategies have highlighted the resolution of
China to achieve a coordinated development of the environment and the
economy.

In fact, the idea of ecological civilization can be traced back to ancient
China when the philosopher Lao-tze said “Man models himself after
Earth, Earth after Heaven, Heaven after the Tao, and the Tao after
nature”. This idea has been passed down for the 5,000 years of Chinese
civilization. However, the Great Leap Forward in 20th century and the
industrialization in the 21st century as well as some other activities have
seriously polluted and damaged the environment, resulting in the low
quality accompanying the high yield of China's economy. At present,
China and elsewhere in Asia are faced with three major ecological risks.
The first is the regional ecological security issue represented by climate
change, economic turmoils and social conflict. The second is the regional
ecological service issue featuring resource depletion, environmental
pollution and ecological threats. And the last is the regional health issue
of the population, which results from the increasingly exacerbating
environmental disease, the reduced adaptability and the over-crowding of
the population. Therefore, the ecological civilization is back on the agenda
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and in a highlighted position. It can be seen that the ecological civilization
is both an inevitable historical development of human civilization and a
requirement of the circumstances for the sustainable development of Asia.

An interpretation of the connotation

The ecological civilization features sustainable development and
highlights knowledge economy and eco-technology. The key is to
integrate the spirit of ecology deep and fully into the human construction
of a economic, political, cultural, and social environment. It is an attempt
to accomplish the new layout of “Five in one”, featuring the coordinated
growth between man and nature. Ecological civilization is to remold the
linear thinking pattern of the industrial civilization in an ecological sense.
It is to integrate the economic, political, cultural and social development
in the large ecological framework, which is characterized by the unity
between man and nature. It is also to implant the ecological law of
autogenous, competitive, symbiotic, and recycling development as well
as the ecological spirit of braving, adapting, feedback and integration into
the new type industrialization, regional urbanization, informationalization
of society and the agricultural modernization. It is an effort to promote
efficient and recycling production, happy and low-carbon life, as well as
green, harmonious and sustainable development.

Analysis of the status quo

The present China, under the triple pressure of the economy, population,
and the environment, still faces many challenges on the road to ecological
civilization,.

The industrial development model featuring high growth, high
investment, high energy consumption, and severe pollution as well as
the energy consumption structure consisting mainly of coal have not
changed.

It is shown by the depletion of fossil fuels and the continued aggravating
of environmental pollution that such an extensive economic growth model
is unsustainable, so the transition to a low carbon economy is a must. In
recent decades, however, this change is not easy, because China's rapid
economic growth is largely dependent on high energy consumption and
serious pollution. In 2010, China has surpassed the US to become the
world's largest energy consumer, while its GDP is second to the US.
Although its energy consumption intensity and carbon emission intensity
are decreasing year by year, but compared with other countries, the
absolute amout is still too large. For example, in 2011, China's energy
intensity is three times of the United States, five times of Japan. This
suggests that China has a long way to go in energy conservation and
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economic transformation.

The environment management system featuring direct control and
executive order have major defects as they constrain the guiding of
ecological civilization.

The current environmental management system highlights government
administrative intervention and controlling. It has pay too much attention
on regulation, charging, and punishment, but too less on encouragement,
prevention and incentive. The lack of market force and benefit
mechanisms directly lead to failed orders and prohibitions. The one-
sided emission standards and environmental management have ignored
the differences in technology and pollution control cost among different
enterprises, reducing the effectiveness and feasibility of environment
management policy. Low amount of fees and fines means that when
companies pay the sewage charges, they buy the legitimate right to
emission. This does not effectively regulate the polluting industries, as
it has, if any, encouraged the damaging of the environment. In addition,
the "end control" eco-code increases the cost of environmental law
enforcement and environmental governance. Therefore, the traditional
executive-decree-led environmental policy proves to be economically
inefficient, because it takes no consideration of the specific circumstances
of different sectors and its implementation costs very much. Even worse,
it is also inefficientfor the environment, because there is no deeper
motives to set a emission reduction standard for companies.

The local government behavior is distorted by the official promotion
system based on the GDP competition since the reform and opening
up

The GDP-driven evaluation system is only concerned with the growth
size of the economy without the quality of growth, energy efficiency and
environmental pollution, which have posing a serious threat to public
health and life. Currently, the utilitarian production all over the country
has resulted in waters pollution, desertification and greenhouse gas
emissions as well as other ecological issues. The most typical among them
is the smog. These deformed local policies not only distort the production
pattern, but also hinders the fostering of a ecological concept, low-
carbon consumption, and eco-friendly lifestyle among the public, thus not
conducive to the ecological culture.

Policy Recommendations

In promoting ecological civilization, a wide range of innovation must
be made in the ideas, systems, and methodologies in order constantly
improve the ecological environment governance system and enhance
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the ecology governance ability. In particular, the system is the key to
promote the ecological civilization is the key. This article recommends the
following aspects for the innovation of ecological civilization,

Accelerate the economic transformation and promote the industrial
restructuring and upgrading

The economic transformation depends on the upgrading of the economic
structure. Researches indicate that China's future structural reforms can be
carried out from the following aspects.

First, the heavy industry must be reformed. We should eliminate
excessive production capacity and control the production of energy
and emissions-intensive products, including steel, rubber and other
metal products. Efforts must also be made to develop energy-saving
technologies. Strict emission standards should be implemented to speed
up the elimination of backward production capacity and to push the
key industries to upgrade their industrial technologies. Secondly, the
structure of energy consumption should be adjusted gradually. The energy
structure may not changed overnight, due to the distribution of natural
resources, but in the long term, we must gradually transition from coal-
dominated energy structure to one with greater proportion of clean and
renewable energies, such as clean coal, nuclear energy, water energy,
wind and solar energies, etc. Thirdly, the heavy and light industries
should be balanced. Industrialization should be transformed from heavy
industrialization into deep processing technology promoting. It is a
reflection of the shifting of the labor-intensive industries to capital and
technology-intensive one. So we must boost light industry and high-tech
industries, such as telecommunications equipment, computers and other
equipment manufacturing. This is an effort to embark on the new road to
industrialization featuring high productivity, high labor force absorption,
low capital requirements, and low energy consumption and emission.
Finally, according to the "hump-shaped" pattern of industrialization,
we must develop the tertiary industry, especially the high-yield tertiary
industry, in order to optimize the economic structure. Different regions
should take appropriate structural adjustment policies and develop based
on the comparative advantages in order to avoid duplication. We should
also focus on fostering strategic emerging industries, including new
energy, energy saving, environmental protection, recycling economy,
energy services, etc.

Introduction the market mechanism to promote the appropriate
allocation of resources and the transition to low carbon

It has been proved that the power of government alone can not meet
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the demands of environmental protection and governance, as it cannot
solve the fundamental problem of environmental pollution. We must
introduce the market forces and combine the market mechanism with
the government intervention. In this way, the economic incentives
and punishments can be carried out at the same time for the economic
participators to protect the environment.

Specifically, firstly , we must advance the commercialization of energy
prices. The long-term distortion of resource price system has led to the
over dependency of China's economic growth on energy consumption.
Therefore, we must accelerate the reform of the energy product prices,
so that the energy factor will play a decisive role in the allocation of
resources. An appropriate increase in energy prices will reduce energy
demand and promote the energy and emission-intensive companies to
develop energy-saving and emission-reduction technologies. Secondly,
we must accelerate the environmental tax reform. This tax is a symbol of
the market-oriented environmental policies, and it an important tool today
for the environmental protection in many countries. The environmental
taxes levied in the advanced nations include energy tax, carbon tax,
sulfur tax, sewage tax, solid waste and noise tax, etc. These taxes have
been vital for the sustainable development and serves as an important
reference for China's environmental tax reform. This reform in China
should start from collecting the carbon tax as soon as possible. And then
by continuously adjusting the tax rates and the distortions, the tax system
can be changed from being suboptimal to optimal. Finally, we must boost
the carbon emissions trading market. Compared with the carbon tax, the
carbon emissions trading, though with higher implementation cost and
an emission reduction cost that is hard to measure, has a comparative
advantage in terms of the effective results reuctions and operating cost.
So in the long term, it is suggested that the carbon tax will gradually
transition to the carbon trading, which will further help to lower emissions
reduction costs and to digging into the potentials.

Apply a "Green GDP" evaluation system to guide the behavior of
local governments

According to the modern growth theory, only the technological advances
and the corresponding increase in total factor productivity can show the
direction of sustainable development. Therefore, the growth quality effect,
as reflected by the total factor productivity, should be used to evaluate the
transformation of the economic development mode. Researches show that
the Direction Distance Function (DDF) and other measurement methods
can be used to estimate the contribution of TFP to economic growth. So
it can serve as a suitable alternative evaluation index. The new evaluation
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index has vividly reflected the relationship between the economic
growth and its quality. It is conducive to guide the local governments to
coordinate the economy and environment, thus promoting the ecological
civilization.

In addition, compared with the short evaluation cycle of the performance
of local government officials, the ecological and environmental protection
assessment period is relatively long. Therefore, we must explore an
ecological civilization tracking appraisal system, so that the ecological
duties of an office can still be traced back even when the officials have
already been transferred .

Actively advocate the ecological civilization behaviors and cultivate a
green lifestyle

The ecological civilization is not only about the transformation of
production methods, but also about lifestyle changes. Firstly, we must
carry out in-depth ecological civilization education in the whole society,
popularize and promote the concept of ecological civilization, and lay a
solid foundation for this civilization. Only when the concept of ecological
civilization is deeply planted into the hearts of all members of society
and became the guidelines of their actions can it play a leading role in
the process. Secondly, through a variety of publicity and promotional
activities, we can build a strong atmosphere of ecological civilization,
carry out extensive ecological welfare activities, and make it a good will
of the whole society. Finally, we must upgrade the consumption ideas
and optimize the consumption structure. We should lead the rational
consumption, encourage the consumption of ecological and green
products, and gradually form a healthy and civilized, energy-and resource-
conserving lifestyle.

Comment: This report explains the connotation of ecological civilization
from a fresh perspective. Its highlights are prominent and the expressions
can be further enriched. It has analyzed China’s industrial development
model, energy consumption structure, environmental governance systems
and the restraints of the existing economic growth evaluation system
on ecological civilization. Based on the analysis, this report has further
recommended on the industries, tertiary industry, energy structure, energy
price, environmental taxation, carbon emissions trading, the establishment
of a green GDP evaluation system, and the lifestyle change of the people.
This report is organized in a clear logic and has proposed reasonable
policies on ecological civilization at the national level. However, it
involves a wide scope and is in need of in-depth content. Meanwhile,
policy recommendations for Shanghai should be added where it is
appropriate.

Translator/Wang Youping
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Coordinated Development between Industry Upgrade
and Environmental Governance under the Perspective

of GGlobal Value Chain

Wau Libo, School of Economics, Fudan University

Since the global financial crisis erupted in 2008, an obvious trend of
reconstruction of the global economy has appeared along with its slow
recovery. Whether the growth of economy or the center of consumption
expansion, both of them are gradually transferring from developed
countries to emerging economies. And as the further increase of economic
aggregate and income level of emerging economies, this trend will
definitely be accelerated. This trend does not only mean the improvement
of overall economic strength of emerging economies, but also provide
a historic opportunity for emerging economies to promote its position
on global value chain and to change its way of participation in global
governance, which is even more important. This historic opportunity is of
unusual meaning for China, considering China is actively expanding its
domestic demand and looking for a way to change its economic growth
pattern.

The export-orientation strategy has brought about worldwide remarkable
economic growth for China in the past 30 years. However, this strategy
also results in the fact that Chinese industry has been locked on the lower
end of global value chain for a long time, which leads to the difficulty of
industry upgrading and serious resource and environmental problems.
With the gradual disappearance of China’s low-cost advantage, combined
with constant strengthening of resource and environment constraints, the
sustainability of China’s original development pattern is under serious
threat.

Under the perspective of global value chain, there is a close connection
between environmental governance and industry upgrade. Higher
value-added link on industry chain corresponds to lower environmental
pollution, while the improvement of environmental governance capability
and the upgrade of environmental standards can also help domestic
industries to enhance competitiveness in the global market. Therefore, at
the same time of industry upgrade, it is of great benefit for the promotion
of the position of companies and industry on the value chain, the
improvement of the trade environment, and the sustainability of economic
growth to improve the occasion by adding new environmental standards
and take an active role in global environmental governance.

Nowadays, environmental issues are gradually receiving attention from

169
China Watch + Watch China




Joint Development of Economy and Environment

the whole society, and environmental upgrade of emerging economies is
becoming the hot field of the study of global value chain. As the biggest
developing economy, China should pay even more attention on how to
participate in global environmental governance along the global value
chain. For this purpose, guided by the new concept of development
constructed under the perspective of global value chain, we need to
analyze the relation between industry upgrade and environmental
governance, evaluate the current situation and development opportunity,
and finally propose a reasonable path for coordinated development
between industry upgrade and environmental governance on that basis.

1.New Concept of Development under the Perspective of Global Value
Chain

“Global Value Chain” (GVC) has always been an important method to
analyze issues such as global industry, trade and income distribution,
etc. Since the 2008 global financial crisis, significant changes have
happened in global economy during its recovering process. The GVC
framework provides a new perspective for us to better understand the
structure of global economy and its change more clearly and accurately,
which also leads to more extensive attention of GVC: WTO published
new trade statistics based on added value, which revealed new changes of
trade pattern in East Asia; While the World Bank required transnational
enterprises which hold a dominant position on global value chain to play
a greater role to enhance the trade capacity of developing countries. Other
major international organizations such as UNCTAD, OECD and ILO
have also adopted the GVC framework to analyze trade and development
issues.

1.1The Meaning of Global Value Chain for Global Economy Structure

The analytical framework of global value chain can be traced back to
the concept of “Value Chain” and “Value System” proposed by Michael
Porter in Competitive Advantage in 1985. After the development phases
of “Global Commodity Chain” and “Global Production Network”, the
concept of “Global Value Chain” was finally formed in 1990s, and has
become a popular analytical framework to analyze issues in international
supply chain and industry pattern since then. In Industrial Development
Report 2002/2003: Competing through Innovation and Learning
published by UNIDO, GVC is defined as “Global trans-enterprise
network organization which connect processes such as production, sales
and recycling, for the purpose of realizing the value of goods or services,
involving collection and transportation of raw materials, production and
sales of semi-finished and finished products, and final consumption and
recycling and disposal. It includes the organization of all participants,
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all production and sales activities and its revenue distribution, as well
as the capacity and efficiency of institution support by automatic
operating process and the links among suppliers, partners and clients.”
This definition exceeds the limits of enterprises or national borders,
and it emphasizes that GVC is the organizational-connection pattern of
enterprise networks connected by different economic activities.

GVC connects together enterprises, organizations and consumers all
around the world to form an ordered value chain. The impetus behind
GVC is the economic rents formed in different links, which means the
sustainable income produced by different scarce resources, whether
they are tangible or intangible, such as production factors, technology,
management, etc. In a sense, the key to understand the value emergence,
revenue distribution, governance system and dynamic evolution
of industry chain under the perspective of global value chain, is to
understand the emergence and change of economic rents of different links
on global value chain. Kaplinsky and Morris divided economic rents
into two categories, which are endogenous economic rent and exogenous
economic rent. Endogenous economic rent includes “technology
economic rent”, “human resource economic rent”, “organization-
institution economic rent” (economic rent brought by management
technology), “marketing-branding economic rent”, “relation economic
rent” and entry barriers in forms of business secret or intellectual property,
etc. While exogenous economic rent includes “natural resource economic
rent”, “policy economic rent” (economic rent brought by policy-based
monopoly), “infrastructure economic rent” and “financial economic rent”

(financing convenience), etc.

The scarcity of factors used in different links on value chain is different,
so the economic rent is also different. Using the “Smiling Curve” of
value added on value chain as a reference: factors used in links of low
added value near the middle such as processing and assembling are less
scarce, so the economic rents are also lower; while the links near both
ends, such as R&D, design, branding and marketing, are on the opposite.
The distribution of economic rents determines the revenue distribution
in different regions, on different links for different subjects, and it also
determines the structure of global economy to a large extent. It is worth
noting that the scarcity of resources is not fixed: with the development
of technology, the entry barrier of production process will be decreased
constantly, and more and more countries will have the capacity to join
the lower production link on global value chain, which may lead to the
dissipation of the “rent” of this link and the continuous reduction of added
value; on the contrary, fields which can produce higher “rent”, such as
R&D and marketing, will be increasingly independent from production
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process, and transfer towards intangible process. The characteristics of
technology or knowledge intensity lead to higher entry barrier of these
links and become the major source of revenue on value chain.

Thus, one can see that the distribution of economic rent is always
changing: the received economic rent will be lost due to the breakthrough
of entry barriers, and new economic rents will keep emerging. The
relative scarcity of factors and the change of economic distribution
pattern brought by that are exactly the impetus which will determine the
economic structure and global industry evolution.

1.2The Driving Force of Global Value Chain and its Governance Model

The governance model of global value chain can be divided into
“producer-driven model” and “buyer-driven model”. The former refers to
the value chain where the producers promote the market demand through
investment and form the vertical division of labor system of global
manufacturing and supply chain. In this kind of GVC, transnational
companies with advantages in technology or scale economy are the
investors, which organize forward and backward linkage of different
production links through global market network, and eventually form
a global manufacturing network system dominated by producers.
Commonly, most capital or technology intensive industries such as
computers, semiconductor and equipment manufacturing belong to
this category, and large transnational manufacturing enterprises are the
dominant power in this kind of value chain. The “buyer-driven model”
refers to the value chain where enterprises with strong brand advantage
and domestic distribution channel can organize the transnational
commodity circulation network through production modes such as
global procurement and OEM, which will create strong market demand
and promote the economic production of export-oriented developing
countries. Most traditional labor intensive industries such as commodity
production belong to this category.

No matter in “producer-driven” or “buyer-driven” model of value chain,
“standard” is always an important tool for value chain governance. The
manufacturers use “standard” to transfer information on production
process and quality to customers, while the buyers use “standard” to
control the production process of suppliers. “Standard” realizes the
symbolization of different complex information, which can reduce
transaction cost and enable dominant enterprises to easily coordinate the
operation of the whole value chain. The setting of standards profoundly
reflects the distribution of power on global value chain: In the forming
process of the global value chain, dominant enterprises outsource the
standardized production process to companies in developing countries
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with lower labor cost. Meanwhile, they control the value chain and hold
the link with most added value in their hands by setting standards and
entry barriers. For suppliers from developing countries, they have to meet
the standards to enter the global value chain. And even if they could enter
the value chain, they would be locked in the lower end. Due to the lack of
standard setting power, emerging economies cannot brings their domestic
market into full play and realize economic upgrade, and it is also adverse
to global sustainable development, while the developed countries can
still gain economic rents through standards. Now, in standard setting
and managing subjects represented by ISO, OECD members are still the
dominators, which reflects the dominant position of developed economies
in existing global value chain governance.

2.The Relations between International Trade and Environment under
the Perspective of Global Value Chain

With the economic globalization and specialization of international
division of labor, China has gradually inserted in the production network
of global value chain. However, Chinese export structure features low
value-added and low-tech industrial products, mainly concentrating
on high energy-extensive consumption industry like textile, chemical
engineering, manufacture, etc. China has long taken the one-sided
approach to development, which only seeks the growth of quantity. The
extensive economy growth mode driven by resources and labor force
has made Chinese cyclic utilization rate lower than that of developed
countries, and moreover, China’s resources and environment constraints
are increasingly obvious. Considering environmental externalities, the
added value of Chinese products is relatively lower than that of developed
countries. Greatly restrained by resource scarcity and environment
capacity, the sustained development of Chinese foreign trade is facing
huge obstacles.

Improving the sustained development of Chinese foreign trade is an
urgent issue, and the effective way to change this situation is to upgrade
itself towards the higher end on global value chain. There are certain
differences between the upgrading modes of GVC under mechanisms
driven by different forces. Therefore, it is vital to comprehensively
analyze the role of environmental factors in different GVCs, and its
interaction with industry upgrading, which has great significance in
effectively promoting the transformation and upgrading of different
industries as well as improving sustainability.

2.1The Effect of Environmental Factors on GVC

The environmental factor is one of the most decisive factors in GVC,
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which has significant influence on global industrial layout, income
distribution and international trade. Developed countries depend on their
preponderance of capital, technology and controlling over the world’s
end market, to continuously develop and design new products, while
transferring standardized production process to developing countries by
FDI or OEM. In this process, abundant factors in developing countries,
such as labor force or natural resources, have become the determinant
of production transfer. With the growing environmental awareness and
increasingly stricter environmental regulations in developed countries, the
relatively loose environmental regulations in developing countries leads
to the transfer of resource-intensive and pollution-intensive link with low
added-value to developing countries, and developed countries can seek
lower environmental governance cost in this way. Impelled by the demand
for earning foreign exchange through export, developing countries have
to positively or negatively ease resource and environmental regulations
as well as take over related industrial transfer. Since the high-end link
such as R&D, design and marketing requires more technology and
highly skilled labor force, it has low pollution to the environment; since
the processing and assembling of products consume plenty of resources
and human resources, it releases more wastes. Therefore, considering
environmental cost, the gap between the added value of the low-end link
and the high-end link on GVC will become larger. As a result, developed
countries import high-energy consumption and high-pollution products
without paying for environmental protection. Meanwhile, export countries
who gain low values added face resource depletion and the worsening of
pollution — the value added from the environmental factor have transferred
indirectly from developing countries to developed countries.

As an important factor in economic production, the overall quality of
environment depends on natural conditions, environmental awareness
and preference as well as environmental regulations in certain areas.
When the environmental awareness of citizens is strong, or environmental
regulations are relatively strict, available environmental resources are
relatively fewer while there are relatively more environmental added
value preserved by local people, and vice versa. At the early stage of
economic development, emerging economies usually have abundant
low-quality labor force and relatively low environmental awareness and
environmental standard, which leads to relatively abundant environmental
carrying capacity; material, human resources and technology factors
are relatively scarce. This determines that emerging economies
usually occupy the labor-intensive low-end processing manufacturing
industry and “environmental-intensive” high-pollution and high-energy
consumption industry, such as excavation, papermaking, nonmetallic
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minerals, petroleum processing and coking, chemical industry, metal
smelting, etc. Due to the restriction of international distribution of labor
and fierce competition in the world market, many low-income countries
cannot upgrade their environmental and social standard. Even under
fierce market competition, “Race to the Bottom” or “eco-dumping”
phenomenon may appear when developing countries compete to decrease
social standards on environment and labor to attract investment. Positive
research conducted by Lueas (1992) and Birdsall & Wheeler (1992)
discovered that the restrictions of environmental regulations in OECD
countries have caused the increase in pollution level in developing
countries, which indicates high-pollution industry has been transferred to
developing countries, and their products have flowed back to developed
countries. Mani & Wheeler (1998) further estimated the import/export
of high-pollution industry, whose conclusion supported the “pollution
haven” hypothesis.

However, the economic rent brought by environmental resources can
be used up really fast: Primarily, if the use of environmental carrying
capacity exceeds a certain degree, renewable resources will be transferred
to non-renewable resources, whose supply will continue to decrease
in the process of consumption. Moreover, with the increase in income,
the environmental awareness of citizens from emerging economies will
keep on improving, which will decrease the tolerance of high-pollution
industry; finally, in the economic growth of emerging economies,
production factors such as capital, technology and human resources
can accumulate fast, while the overall supply of environmental factor
only decreases but never increases, which leads to the change of factor
comparative abundance. These factors all decide that new economies
cannot rely on its resource and environmental “advantage” to seek low-
end development path in the long term. Conversely, with their deepening
involvement in GVC, the industrial structure of emerging economies will
appear natural upgrading process.

2.2Environmental governance based on the existing GVC system

Global environmental governance based on GVC mainly comes into effect
through informal rules. That is, NGOs and leading enterprises establish
related standards. NGOs stand for higher goals of developed economies
in environmental and social issues, and need the market influence of
multinational companies to spread their values to the world; Leading
companies on GVC need to build their brand image while solidifying
their leadership on the value chain through agenda-setting and governance
in different links. Therefore, NGOs and MNCs have both rivalry and large
room for win-win cooperation.
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The highest added value on GVC are often links such as intellectual
properties, branding and designs. Besides, with the improvement of
consumer awareness, the focus of the market concerns is no longer only
limited to product quality and price, but country of origin, safety and
the environmental and social influence in the production process. With
the strengthening of producing capacity in developing countries, the
comparative advantages of developed countries are decreasing. As a
result, the previous economic rent in developed countries will continue
to disappear, and therefore, the future economic rent of MNCs will
increasingly come from social standards such as environment and labor
standards to protect their comparative advantages. The externalities
which occur in environmental issues extensively determine that global
governance can more effectively achieve higher environmental goals —
which provide the opportunity for NGOs and MNCs to coordinate, so
that MNCs can get legitimacy on establishing new standards and creating
new economic rents. Promoting global environmental governance
through trade policy has been the apparent trend in developed countries.
In May 2007, the U.S. Congress and the White House established a
new trade policy to regulate that future FTAs signed between the U.S.
and other countries must put labor rights and environmental protection
in core position. This political guide, which is based on the consensus
of both parties, will have a significant influence on future U.S. foreign
trade policy. In the negotiation of TPP, environment and labor issues
have already become the focus of negotiations, and this has also become
the important measures of developed countries to restrain developing
countries in the high end on the supply chain. Vandenbergh, a U.S.
scholar, pointed out that since America and Europe account for 41% in
Chinese export market, they can utilize their favorable position on the
supply chain to promote Chinese producers to reduce emissions.

It is a pity that the goal of developed countries to bring about
environmental standards is often not to promote cleaner production or
transfer environmentally-friendly technologies to developing countries,
but to set more barriers in international trade and to worsen trade
conditions of developing countries. Some scholars have pointed out that
environmental standards set by developed countries will cause developing
countries to partially lose the discourse power in establishing global
environmental cooperation regulations. Early in 1995, Commission on
Global Governance said: “Those who are against ‘environment dumping’
in developing economies often care about protecting the supply which
they do not have competitive power, even more than their concerns about
human dignity and earth safety.” This is very noteworthy to emerging
economies.
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3.The Current Conditions and Prospects of Chinese Industry on GVC

In the past 30 years, China’s rapid economic growth benefits from its
active engagement in the distribution of labor on GVC. At the early
stage of China’s economic reform, labor force cost advantage, capital
advantage, ready-made technologies (developed countries export mature
technologies), ready-made market (the market starts from scarcity),
exchange rate advantage (the devaluation of RMB promoted the formation
of Chinese export-oriented strategy) and trade policy advantage (utilizing
WTO rules to promote the rapid growth of Chinese export trade) have
collectively made China the “World Factory” and achieved the miracle of
economic growth. Now China is already the second largest commodity
trade country and the second largest country in foreign capital inflows,
and China holds significant influence on global investment trade — deep
engagement in GVC has improved China’s overall economic power.

However, at this point, the determinants in supporting China’s rapid
economic growth in the past 30 years have changed gradually: Firstly, the
factor cost has risen. On one hand, labor cost is rising; on the other hand,
the environmental cost is rising, and international climate negotiations and
the global low-carbon transformation make previous high-pollution and
high-emission industries hard to exist. Secondly, the technology source
has reached the bottleneck. The technology required by Chinese industry
upgrading is no longer the mature or even out-of-date technologies
from developed countries, but cutting-edge and core technology, which
developed countries are unwilling to transfer. Thirdly, the market has
changed. Global industry has appeared two-way flow that low-end
industries transfer to lower-end developing countries, while high-end
industries transfer back to developed countries in the U.S. and Europe.
Fourthly, the conditions of exchange rate have greatly changed. With
the growing pressures from the international society on the appreciation
of RMB, China can no longer stimulate export by depreciation. Fifthly,
international trade rules are changing. The U.S. is reshaping the global
trade map, trying to propose new international trade policy other than
the Doha Round. The U.S. has proposed TPP and TTIP on the regional
level, while on the multinational level, it has proposed TISA, covering 21
developed countries and almost 70% service trade in the world. Through
these three agreements, WTO rules will become a mere scrap of paper,
which will decrease the advantage of “made in China” under the old rules.

In these circumstances, the shift of global market to emerging economies
and the increasingly mature domestic industrial structure as well as
producing technologies, have offered us an opportunity to upgrade, or
even compete for the discourse power in GVC.
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3.1The Obstacles Caused by Chinese Engagement in GVC

Economic globalization is a two-edged sword, which helps the
economic take-off in developing countries and in some way solidifies
the polarization of global economy at the same time. Since developed
countries have absolute advantages in technology and capital, they usually
control the links of design, R&D or marketing, and transfer their low-
end producing link outwards through FDI or OEM. They rely on cheap
production factors in developing countries to reduce their producing cost
so that they can gain super profit in the end market. However, from the
perspective of developing countries, due to their limited capacity as well
as the blockade of GVC, they can only rely on their low-cost advantage
to negatively get involved in GVC, such as processing trade, to gain very
small added value, which also leads to serious resource, environmental
and social problems.

Restrained by the position in the global distribution of labor, the fate
of Chinese manufacturing industry has been largely controlled by
GVC-leading companies. This largely dampens Chinese initiatives
of independent development and causes deep problems in the macro
economy:

eInhibit the development of R&D, manufacturing and sales system for
equipment manufacturing industry: Since China’s economic reform, one
of the important features of emerging manufacturing industry in coastal
areas is that machines, devices and some key intermediate products are
imported from developed countries to produce and process end products.
This export-oriented development mode not only relies on big orders in
the market of end consumer goods, but also key technologies, devices and
parts from developed countries. Therefore, the heavy equipment industry
which served domestic needs now loses its market base to survive.

eImbalance allocation of solidified industry space: In GVC controlled
by leading companies from developed companies, domestic producing
process not only lack initiatives and controllability, but also the
malleability of domestic development. Therefore, the growth in the east
can only have the “siphonic effect” on raw materials, labor force and
capitals in central and western regions. Meanwhile, the negative low-
end orientation in the east also curbs the development of labor-intensive
industries in central and western regions, which has big “crowding-out
effect”. Such industrial development path severely solidifies the gap
between economic growth in the east, central and west of China, and also
causes great obstacles to our future development of multi-level modern
industrial system.
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eStrengthens the imbalanced supply and demand of factors: To promote
China’s industrial optimization upgrading, China has devoted itself
to cultivating high-quality talents, independent innovative ability
and cumulating high-tech productivity. However, the current low-
end distribution of labor GVC system has caused the large demand for
domestic low-quality labor force and traditional industrial productivity.
Meanwhile, the high-end links on GVC which require knowledge,
technology and human resources are firmly controlled by developed
countries, which leads to many restrictions in Chinese advanced factors,
featuring large unemployment of university graduates but labor shortage
and brain drain crisis, the increase in high-tech R&D investment but
limited room for market practical application and revenues, as well as
excess capacity in high-tech industries, etc.

eRestrain the formation of modern industrial system. The main content of
modern industrial system is: promoting the integration of informatization
and industrialization, the matching between service industry and
manufacturing industry, promoting high and new industry to make new
breakthroughs on key technologies, heavy chemical industry to make new
breakthroughs on scale, traditional industry to make new breakthroughs
on branding, and service industry to make new breakthroughs on
production service, and eventually establishing the new structure of the
coordinated development, which is pioneered by high and new industry,
advanced manufacture and modern service industry as the main body
and is based on modern agriculture. However, in the existing GVC,
whether producer service industry or hi-tech manufacturing industry,
even the brand building of traditional industry, are all at high end on the
industrial chain, which are firmly controlled by MNCs from developed
countries, which disables China to form its independent brand values
and leading companies. The lack of high-end links in the multilevel
modern industrial system causes the central and western regions to be
inhibited by the eastern areas in the low-end of GVC. Neither the east can
achieve industrial upgrading, nor can the central and the west swallow the
industrial transfer.

3.2The Coordination between China’s Trade Development and
Environmental Governance

Since China’s rapid growth in foreign trade in 1990s, there is a large
amount of literature on the influence of international trade on domestic
environment. Zhang Lianzhong (2003) built the general equilibrium
model to analyze the effect of trade liberalization on domestic
environmental pollution. The result indicated that the scale effect will
worsen Chinese pollution level, organization effect and technological
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effect will decrease Chinese pollution level, and the net effect of trade
liberalization will benefit Chinese environmental protection. Shen
Lisheng (2008) used the input-output model to positively analyze the
effect of foreign trade on Chinese carbon dioxide emissions. The result
indicated that, since export pollution emission intensity is lower than
import pollution intensity, so foreign trade benefits Chinese pollution
reduction. However, analysis from the perspective of GVC on Chinese
engagement in GVC and its influence on environment is very limited.
Xu (2000) adopted SUR to estimate the sectional share equation system
deducted from ideal GDP function. The analysis result indicated that the
environmental factor is not the determinant even to environment-sensitive
industries, and there does not exist “eco-dumping”. Dean (2004) analyzed
data of nearly 3,000 joint venture projects in China from 1993to 1996,
and discovered that FDI data supported the “pollution haven hypothesis”,
that is, low environmental standard is one influential factor that FDI flows
into China. Zhang Shaohua and Chen Langnan (2009) established a set of
global economic index and analyzed panel data of 33 industries in China
from 1997 to 2005. The result indicated that economic globalization will
reduce the pollution level in China. Yu Chunyan and Han Xiaodan (2010)
introduced ecological factor into GVC profit distribution mechanism, built
an evaluation system of Chinese foreign trade subsystem and ecological
subsystem development, and estimated quantitatively the coordination
between foreign trade and ecosystem in different industries driven by
different value chain categories.

According to the definition, the higher the trade benefits in a certain
industry, the lowere the environmental cost, the larger the profits in low-
end links, and the more coordinated between international trade and
ecosystem in this industry; conversely, if the profits of low-end links are
negative, then this indicates that environmental cost is higher than trade
benefits, and the development level of international trade is thus higher
than that of ecosystem. According to the result of positive analysis on
the coordination between foreign trade and ecosystem in 19 industries
in 8 years, the result indicated that with the increase of labor force and
accumulation of capitals, export on ecology-intensive products will
decrease; the export on capital-intensive and labor-intensive products
will increase, which enables the industry overall development index of
capital-intensive, technology-intensive and labor-intensive industries to
increase, while that of ecology-intensive industries to decrease. In terms
of coordination data, the coordination degree of high-pollution industries,
such as non-metal mineral products, paper making, excavation, and
petroleum processing and coking, is relatively low, while that of low-
pollution industries, such as telecommunication, textile, food processing
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and pharmaceutical manufacturing, is relatively high.

The coordination of industries driven by different value chain categories is
different, too; in producer-driven model of GVC, the difference between
different industries are quite large, and China is in the low end of GVC
with low profits and no increase in added value at the expansion of export
scale. Voluntary increase in domestic environmental cost has gradually
worsened the trade conditions. In buyer-driven model of GVC, Chinese
foreign trade and ecosystem are at the early and intermediate stage with
a steady development, and the development level of ecosystem and that
of foreign trade is higher. Generally, the coordination of GVC driven by
consumers is higher than that of GVC driven by suppliers.

Conclusions above have provided theoretical proof to improve the
coordination between Chinese foreign trade and ecosystem. All industries
should upgrade themselves to different directions according to their
industry features and their different positions on GVC, and take measures
to improve the ecosystem.

3.3Development Opportunities Faced by China’s Industrial Upgrade

Fortunately, the reconstruction of global economy after the financial crisis
has provided China important opportunities and necessary conditions to
upgrade its industry:

e Improvement of market width and depth brought by market turn

Kaplinsky (2010) held that, due to the rapid enhancement of production
capacity of big emerging economies like China and India, especially since
the shock of 2008 global financial crisis, the end demand of final goods
and intermediate goods has been transferred from north to south, which
may suggest another important transformation of GVC. Gerefti (2014)
also held that, the financial crisis has sped up many transformations of
GVC end markets, leading to the regional reconfiguration of investment
and trade; the geographic merge of global supply bases and the
aggregation trend of GVC have strengthened, and the bargaining power
is transferring from leading companies to large suppliers from emerging
economies.

In April, 2014, Regional Outlook on Economy: Asia and Pacific published
by IMF adopted the added value trade database of OECD and WTO,
and compared the change of trade position of China and Japan in Asia.
The result indicated that the dependence of most Asian economies on
China has exceeded that on Japan; the end market demand has apparently
transferred from Japan to China. The report explicitly pointed out,
“Although the U.S. and the EU remain the two biggest end markets, the
end demand from China has grown rapidly in the past 20 years.”
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The transformation of end market might be a long-term steady trend. Due
the relatively big economic growth rate and large populations, emerging
economies are rapidly forming large scales of middle class. According to
OECD standard, USD $10 to USD $100 per day per capita as the dividing
standard in 2009, then the amount of middle class in Europe and the
U.S. would decrease from 64% in 2009 to 30% in 2030; the proportion
of middle class in Asia was only 23% in 2009, but then reached 59% in
2030. Some studies held that Chinese middle-class consumption would
exceed the U.S. in ten years. Chinese middle class, as a new consumer
group which will grow exponentially in the next few decades, are
expected to become a new long-term source of global demand.

The turn of market has not only improved the market width (that is,
the growth of number), but more importantly the improvement of
market depth, featuring the growing consumer demand for commodity
diversification and the growing individual demand, such as quality,
function, brand, etc. This provides the necessary conditions for the three-
dimensional and multilevel brand building of domestic companies, and
this is the necessary condition to build the high-end link of value chains.

eThe maturity and improvement of technological, industrial and
organizational structure brought by industrial accumulation

Many enterprises in Chinese industrial cluster have experience of
simultaneous operation on different value chains. In the contemporary
Chinese industrial cluster configuration, companies in special industrial
clusters may face fierce competition. Due to such competition within
a cluster or between clusters, and out of the need to avoid risks and to
carry out the strategy of diversifying markets, companies often have to
reside in different categories and types of value chains. For example,
many companies in Jiangsu and Zhejiang both enter the U.S.-led GVC
and the loose European-led value chains. Some even voluntarily export
independent brands to other less developed areas, and they also have
plenty of direct sales experience in the domestic market. On different
value chains, companies can apply what they learn from a certain value
chain to the upgrading activities in another value chain, so as to achieve
the industry upgrading with low cost.

4. Coordinated Development between Industry Upgrading and
Environmental Governance

The expanding domestic market of China is becoming the new power
to promote regional transition under the current economic globalization
process. Domestic MNCs (especially in Eastern China) are dominating
the rebalance of the interaction between global and domestic market in
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the post-crisis era. During this process, the domestic-market-oriented
production network is on the rise, while the economic upgrade brought by
that will hopefully promote the process of environmental upgrade.

“Environmental upgrade” refers to the process where different economic
actors turn together to the production system in which they can avoid or
reduce the environmental damage caused by products, production process
or management system. Only led by producer or buyer with important
position in the value chain governance, this process can eventually
promote the behavioral change of all enterprises in the whole supply
chain. Under the condition that Chinese industries have long been posited
in the lower end of GVC, it is difficult to promote the environmental
upgrade process. Therefore, under the circumstance where it is possible to
realize market turn and get rid of the lower end of the value chain, China
should seize the opportunity to establish the National Value Chain (NVC)
depending on the deepening of domestic market, and promote economic
and environmental upgrade simultaneously.

4.1 Promoting Industry Upgrade and Environmental Governance on the
Global Value Chain

In producer-driven model of global value chain, core enterprises which
have controlled the R&D part will transfer the production process which
may cause serious environmental pollution to developing countries
with resource advantages. After the environment-consuming production
process, these enterprises import the goods back to their own countries. As
a result, countries on the lower end of the value chain have to participate
in fierce competition with high cost and can only gain meager production
and processing revenue. However, the economic development of these
countries is unsustainable due to their serious-polluted environment. As
a result, in producer-driven model of value chain, if the foreign trade
and ecological environment of one industry are coordinated with each
other, then this industry is low-pollution industry and holds an important
position in the export of one country. If the country is located in the lower
end of the value chain, then it should upgrade toward the R&D part. If
the foreign trade and ecological environment are not coordinated, then it
indicates that there is a big gap between the development of foreign trade
and ecological environment of that industry. If the development of foreign
trade is faster than the ecological environment, then measures should
be taken to improve the environment; if the development of ecological
environment is faster than foreign trade, then that industry should be
upgraded toward the R&D part.

In buyer-driven model of global value chain, the revenue of lower

end is mainly decided by four factors in the higher end, which are
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the procurement volume, established procurement price, number of
companies engaged in the lower end and environmental cost. Without
regard to environmental cost, the revenue of lower end is restricted by
backward marketing and service part, which means the larger the total
revenue at higher end, the larger the revenue at lower end. In the market
equilibrium, if the market demand for certain products, market price and
total revenue at higher end remain unchanged, the revenue of companies
at lower end will decrease with the intensifying competition. In order
to gain high monopoly profit, in an imperfect competition market, large
buyers will use monopoly low price to transfer the revenue of lower
end companies. When considering the environmental cost, the cost of
companies at lower end will rise. However, the procurement price is
decided by large buyers, the procurement volume depends on the market
demand, and the revenue of companies will decrease. In order to get larger
supply volume, companies at lower end are willing to accept low price of
supply condition. Environmental resources are excessively consumed, but
the environmental cost cannot be covered, which result in the discordant
between export and environment. As a result, in buyer-driven model of
global value chain, if the foreign trade and ecological environment of
one industry are coordinated, but the country is located in the lower end,
then it should upgrade towards the market and service part. If foreign and
ecological environment are not coordinated, then it indicates that there
is a large gap between the development of foreign trade and ecologic
environment of that industry. If the development of foreign trade is faster
than ecological development, then measures should be taken to improve
the environment. If the development of ecological environment is faster
than foreign trade, then the industry should be upgraded backwards.

4.2 Promoting Industry Upgrade and Environmental Governance on
National Value Chain

In order to realize the strategic transformation of China from a
“manufacturer of quantity” to a “manufacturer of quality”, we need to
explore the way to get rid of the current position at lower division of labor
on global value chain. Constructing a National Value Chain system and
governance structure based on domestic market is an effective way to
realize this strategy.

The national value chain is developed on the basis of domestic market
demand. With the control of core links of product value chain, domestic
companies can achieve high-end competitiveness on product value chain
in domestic market, such as brands, distributing channels and endogenous
research and development capability, then they will enter regional or
global value chain of labor division system. At the present stage, the
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conditions for China to establish a national value chain are ripe:

eThe capacity of domestic market, especially high-end market is huge,
which provide the basis of innovation capacity for China’s companies and
industries. No matter design, R&D, or marketing, the innovation activities
involved all require large amount of sunk cost. Only when there are
enough demand scale existing in the economy, the advanced factor input
of companies’ innovation activity can eventually turn into the revenue of
innovation activity.

e The rapid-increasing market depth provides the space for value transfer
and appreciation of advanced factors of industry value chain. Through the
support of domestic market for innovation, NVC can develop advanced
factors of domestic companies or industries endogenously, and then build
multi-level and multi-dimensional competitiveness of industry chain.

eThe standard system constructed closely to the domestic market will
form as entry barrier for global competitors, and thus guarantee the
competitive advantage of domestic companies. In addition, the patent
standard system owned by domestic companies can be used as an
effective tool to open the global market and bypass the barriers of market
standard.

Under the framework of NVC, dominant domestic enterprises,
governments at all levels and industrial organizations in China can set
environmental standards based on the actual needs of China. At the same
time of promoting industry upgrade, experience from industry chain
governance and the economic rent brought by that can be held with China
for the purpose of environmental governance. While by using the depth of
domestic market, gradual industrial transfer from Eastern China to central
and western regions will be achieved, then the coordinated development
of regions will be realized.

It should be noted that, constructing a national value chain based on
modern industrial system does not mean promoting closed economy or
import substitution, but means re-integrating business network of Chinese
enterprises and industrial circulation system, re-framing the governance
structure of national value chain, re-adjusting industrial relation structure
among regions, and it will eventually provide a solid development
platform for the sustainable development of China’s economy. In the
context of Chinas’ industrial development, bilateral trading platform
carrier model (specialized market) and unilateral trading platform carrier
model (leading enterprise network) are the main mechanisms and ways for
China to construct national value chain and to achieve industrial function
upgrade. As an important carrier and platform for the construction of
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national value chain, specialized market has the advantage that it can
provide possible development space of diversified market for enterprises
to upgrade towards higher link on the value chain. While the construction
of national value chain based on domestic market and leading enterprises
within it actually requires our effort to develop and construct China’s
transnational enterprises.

4.3 The Leading Role of Shanghai in Industry Upgrade and Environmental
Governance

With advantages in geography and location, capital, and labor force,
the Eastern Coastal Area of China has deeply engaged in global value
chain, achieving economic take-off and becoming the leader of China’s
economic development in the past 30 years. Especially for Shanghai,
not only the economic aggregate, but also the per capital income of
Shanghai are both the highest in China. With the continuous upgrade of
economy and income, the environmental awareness and environmental
standards in Shanghai are also continuously rising. Driven by these
factors, Shanghai has gradually achieved the transformation towards
postindustrial development stage, and the industrial structure is becoming
more service-oriented, light and high-end. From the viewpoint of factor
endowment, Shanghai has the richest physical and human capital,
as well as technology and knowledge factor, and the growth of these
factors are still on the rise. From the viewpoint of the market, as the
first area opening to the world in China, the advanced, open and rational
consumption idea have brought Shanghai incomparable market depth in
China (higher and diversified requirement for the function, quality, design
and brand of products rather than simply large market demand). Under
these conditions, depending on the advantage of advanced factors, and the
opportunity of the expansion and deepening of local and domestic market,
Shanghai should actively promote the development of higher links on
the industry chain, thus leading the development of national value chain
both in depth and breadth. It is not only the opportunity but also the
responsibility of Shanghai.

Using the analytical framework of GVC, the development of NVC
can also be analyzed from the perspective of different drivers. For
producer-driven model of value chain, Shanghai need to rely on its
abundant advantages in knowledge, human capital and physical capital,
concentrating front links of the value chain, such as product design
and R&D in Shanghai, achieving scope effect of technology intensive
production process, and then promote the endogenous industrial
development. At the same time, actively promoting the integration and
docking between scientific research and R&D with the industry and
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market, thus promoting university-industry-research cooperation, is an
effective way to accelerate the digestion of knowledge stock and human
capital factors, and to stimulate greater and more effective R&D input
and technical process. For buyer-driven value chain, Shanghai need to
further promote the development strategy of “headquarters economy” to
cut marketing cost, remove policy barriers and encourage and support
the development of local brands. Meanwhile, depending on value chain
governance, Shanghai can integrate resources of the whole country and
driving the development of mainland economy.

Depending on the construction of national value chain, Shanghai can
not only further achieve economic transition and development, but also
driving the industrial upgrade and economic development of the whole
country. In this context, the requirement for resource, environment
and social standards of governments at all levels, social organizations
and institutions can be quickly spread to different regions in China by
market dominant enterprises in the way of industry chain governance,
and will unnecessarily be contained by developed countries. With
the gradual development of national value chain and continuous
increase of production technology and environmental standards, the
overall international competitiveness of China’s industries will also be
continuously enhanced.

However, it is worth noting that, the construction and deepening
development of national value chain does not only require the efforts of
some developed regions, but also the coordination and cooperation of
all regions in China. No matter for GVC or NVC, a multi-level structure
of the division of labor and a diversified subject structure is required
to meet different demands of various links on the value chain. Without
the cooperation of factors from the Middle Western region, the problem
of the mismatch of high-end and low-end factors in Eastern China can
only be solved by the siphonic effect of factors, thus further fixing the
gap of economic development between the eastern and western region.
Without the support of national market, no matter how much input on
R&D, marketing or brands in Eastern China cannot formulate effective
market incentives, and then the higher links on the value chain cannot
develop and will always be under the suppression of international
enterprises. Therefore, in order to achieve the strategic target of value
chain transformation and upgrade, reform in the following fields should
be actively promoted on national level:

eBuild middle-income class in China and support domestic enterprises’
upgrade in domestic market

Depending on the culture and market of domestic middle-income class
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to develop domestic global brands is the essential characteristics of
global brands in their development process, especially in initial phase.
At the present stage, the widening income inequality and dumbbell-
shaped demand structure of China make it difficult to formulate a
large demand space for brands, and it is impossible to develop leading
enterprises in core links on the national value chain under such market
condition. More importantly, in an open economy, limited high-end
market demand of China’s domestic market is facing the competition
and substitution of brand products of high quality and performance from
foreign or transnational companies. In such circumstances, manufacturing
enterprises will lose the space to develop leading enterprises on the
national value chain depending on domestic market, which will lead to
the absence of internal motivation of China’s manufacturing enterprises
to construct a complete national value chain, and export strategy with
competition on lower cost will become their optimal rational behavior.

eMake every effort to reduce institutional cost for domestic enterprises to
construct NVC

Under the institutional environment where the protecting system or
enforcement mechanism of intellectual property are absent in China,
many peer enterprises, by imitating or copying, such as hunting for key
technicians or using “reverse engineering”’, to compete with research firms
with low or even malignant price. As a result, research firms transform
to OEM to avoid price competition from peer enterprises by imitating
or copying. These institutional factors have become an important factor
hindering the construction of NVC by China’s manufacturing firms and
the transformation from GVC to NVC and their coordinated development.

eRegulate and guide competitive behavior of local governments

The existence of local protectionism directly leads to several problems
including the segmentation of domestic market, increasing market
integration cost and weakening effect of market expansion and deepening,
and seriously hindering the development space for China’s manufacturing
firms to construct NVC by using domestic market space. Led by the target
of attracting foreign business and investment, local governments provide
“disguised” subsidies to foreign capitals, which artificially distorts the cost
variance of production factors and investment proportion of enterprises.
These actions largely reduce the export cost of China’s manufacturing
firms which doing OEM business, and stimulate their motivation to
engage in GVC and certainly squeeze the space for stimulus for China’s
manufacturing firms to construct NVC.

Translator/Qian Jing
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Advices on China's Carbon Emission

Trading Scheme

Li Jin, General Manager Assistant of Shanghai Environment and Energy Exchange

2013 has witnessed the inception of China’s carbon market since it began
to launch nationwide the ETS (Emission Trading Scheme) which is due to
be set up in 2016-2017. And this project started from pilot places and will
be rolled out nationwide.

1. Status Quo of China’s ETS
(1) The Overview of the Emission Trading Scheme

Before 2012, the Emission Trading Scheme mainly consisted of UTES,
EU or New Zealand. However, a growing number of developing countries
joint in, making it a 35-country and 7-city combination. The global ETS
taking up roughly 15% of the GDP and 48% of the population which can
be translated to mean that two persons out of every five are involved in
the Emission Trading Scheme.

(2) The Pilot Project of China

First is the coverage area. China has set up 7 pilot projects, encapsulating
the metropolitan Shanghai, Beijing and Shenzhen, which enjoy a
dominating GDP and a developed industrial system, and the less
privileged places, such as Hubei and Chongqing. Based on these 7 pilot
projects, China aims to find a feasible way and roll it out national wide.

Secondly is the individualized ETS. Every pilot projects has embarked
since 2013-2014 and set up its individualized rules, such as rate of
coverage, distribution, data collection and regulations, featuring its own
characters.

For example, since these cities and its belonging provinces have their
own development features, the pilot place has accordingly adopted
different limits on carbon-dioxide emission. They have taken in one
billion of carbon-dioxide emission, lower than its European counterpart.
But China’s ETS system will exceed Europe’s in the future. Many carbon
intensive industries, like the power sector and the iron and steel industry,
have been concluded, making China the second largest carbon market in
the world.

Another example goes like this. After two year’s practice, most pilot
projects find out their own pricing rules, among which Shenzhen has the
highest price with its maximum of 113 Yuan and minimum of 20 Yuan.
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The pricing rule varies from the emission limit and the assessment, also
subject to the time.

2. China’s Experience in ETS Building

Many experiences and lessons have been gained in two year’s building
of ETS. The pilot project prepares China to build up its national ETS,
outlining the rules and frames. The experiences China has gained are:

Firstly, the necessity of China’s ETS needs attention. In the past, China
only resorted to the demand control to curb the emission, such as supply
reduction. However, the government had to pay the price of shutting down
the factories. But in today’s ETS, corporations can trade their carbon
quotas by distribution.

Secondly, sophisticated policies and rules are entailed in every pilot
project. Some rules have gone through the National People’s Congress,
which means the illegitimate operations will be heavily fined. Some other
rules have also been approved by the government.

Thirdly, practical measures should be synchronized. No data was collected
at corporate level before 2007, nor were the corporations able to collect its
carbon emission data. They found difficulties in calculating and reporting.
Therefore, the pilot project has required the corporations to calculate their
carbon emission and set up various MRV standards according to different
industries.

Fourthly, effective communication should be conducted between
government and industry. The two parts have knotted good bond in the
past two years. The newly fledged ETS entails Chinese government’s
good policies and the corporation adaptation, where the effective
communication is a must, especially in the technical and political level.
Technically, the two parts should collaborate on the surveillance, report
and distribution of the carbon emission. Corporations hope their voice
is heard by government, and their quota requirement and feedback are
taken into account. The carbon management has make strides. In the past,
corporations or the industries as a whole simply centralized on efficiency,
having no idea of carbon management and trading, whereas in the past
three years many corporations have employed expertise for carbon
management and regulation making. From passive obedience to initiative
adaption, corporation managed to control the long-term risk and conduct
effective communication with the government.

Fifthly, build a transparent carbon market and carry out regular product
up-dating. The carbon emission trading market in essence is a market for
exchange. Once legalized, it will unexceptionally have market effects.
Therefore, many financial transactions were involved in this market in the
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past one or two tears, such as carbon fund. This can be further conducted
in the secondary market or make the carbon credits as a guarantee for
bank loan.

3. Policy advices for the construction of the National Carbon Emission
System

Firstly, geographically expand the pilot place until it is integrated into the
global system.

Secondly, the central and the local government take turns to encourage the
un-pilot place to be incorporated in the national trading system.

Thirdly, more strict and effective principles and regulations are needed.
The preparation of the emission trading system is being carried out in
China. At the end of last year, the National Development and Reform
Commission (NDRC) published a new interim regulation on emission
trade. According to this regulation, China will establish a trading market
at the state level from the central government to local ones. The former
will take charge of the standardized and unified management, update the
interim regulations and establish a stricter compliance system. On the
basis of the regulations drafted by the NDRC, the National Congress is
entitled to make regulations on a broader sense in order to punish the
enterprises breaking the regulations more strictly and to establish a more
effective trading system.

Fourthly, the infrastructure development of the nationwide trading system
should achieve the goals as follows:

(1) CCER regulation, including the one of insurance and trade. In
2012, the NDRC published the law and regulation of CCER. Two years
later, China started the trade of CCER projects. It will compensate the
seven pilot projects, and unified market guidelines will be published.

(2) The nationwide unified standards of China’s future carbon trading
market and registration system. In the future, the amount of carbon
emission will be prescribed and allocated nationwide. Since last year, the
NDRC has required the data report from provincial government on the
major enterprises with the carbon dioxide gas emission of over 1300 tons,
thus establishing the nationwide trading system.

The nationwide unified carbon trading system regulations include a
management system of two levels, namely the central government
and provincial ones. The former is mainly responsible for rulemaking,
including the scope of the system, quota allocation and the amount of
emission limit. The latter is responsible for the execution of the rules
and the emission amount of major enterprises. Meanwhile, provincial
governments call for flexibility to a certain degree. For example, if the
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project needs to cover more industries and enterprises, stricter rules of
quota allocation should be made. They can be adjusted according to those
of national level, and relevant compliance rules can also be made. If the
enterprises refuse to report the emission data or to pay the fees by the
data reported, heavy fines can be imposed on them in accordance with the
rules.

Translator/ Huang Ruixin
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From Science and Technology to Policy:
the Sustainable Development Road of Environmental Protection

Kan Haidong, School of Public Health, Fudan University

1. Interpretation of the structure

During the 2014 APEC meeting, there appeared a brief blue sky
in Beijing. The netizens coined many words and considered it an
environmental management with Chinese characteristics. President Xi
Jinping, at the APEC welcoming banquet speech, said: "Now the blue
sky in Beijing is APEC blue, beautiful but short, soon to be gone after
this while. I hope and believe that with our unremitting efforts, the APEC
blue will stay." In addition to the APEC blue, environment patients and
haze economy are all keywords related to green environment these years.
Environmental pollution has become one of the factors affecting public
health. As each environmental event touches the sensitive and fragile
public nerves, its damage and risk to public heat has become more and
more prominent.

At present, China's environmental health problems showed the following
characteristics. Firstly, the composite of pollution is serious, the exposed
population is large, and the large population is exposed to heavy
pollution. Secondly, the population is exposed to pollution for a long time
and the historically cumulative health effects of pollution are difficult
to be eliminate in a short time. Thirdly, the people are exposed to the
environmental pollutants in complete pathways and complex and diverse
manners, also showing a significant difference between the urban and
rural areas. Fourthly, the traditional health issues co-exist with the modern
ones. In recent years, China's government departments and research
institutes have conducted a series of basic environmental and health
investigation and researches. They include environment and health survey
in key areas, studies on the impact of urban air pollution on mortality,
environmental exposure behavior patterns of the Chinese population, the
environment and health risk assessment method studies, environment and
health comprehensive monitoring system building, and the analysis of the
situation of the impact of the environmental pollution on birth defects.
These have produced some results in understanding the adverse effects
of environmental pollution on human health and strengthen the education
and academic exchange in this aspect. Meanwhile, the results of these
studies further provide support for environmental management.

Health is the most important force driving the formulating of
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environmental management policy. This year marks the first year of
the implementation of the new Environmental Protection Law. And the
revised draft of Atmospheric Pollution Prevention Act is also put on the
agenda. So the environmental management is shifting from the overall
amount control and pollution prevention to quality improvement. The
new Environmental Protection Law defines the environmental and health
protection system, providing a legal basis and support for accelerating the
environment and health work. Article 39 clearly states the main content of
the national environment and health work. And this is the first time when
the environment and health management work is specified at the legal
level. Therefore, it is significant for building an environment-friendly
society, solving the outstanding environmental problems endangering
public health, ensuring the effective protection of the environment and
public as well as promoting sustainable urban development.

But overall, China's is still relatively weak in dealing with and solving
major environmental and health issues. From the perspective institutional
settings, the overlapping of administrative functions constrains the
working of environment and health systems as the environment and
health works are not included in the social and economic development
planning of local governments. In terms of the scientific research, the
current environmental and health studies are in lack of outstanding
leaders and in need of a strong supporting team. There is also a short of
long-term systematic and basic research, standardized technical methods
on environment and health survey and support of the research results for
management decisions. In terms of the management tools and methods,
there is a wanting in legal systems and standard benchmarks that could
truly meet the needs of the environment and health works. Many of
the existing environmental management system and management
objectives are hardly connected with the health issues. Some important
environmental management systems that are closely related to
environmental and health issues are yet to be established. Therefore, in
order to build an environment-friendly society and effectively protect
public health, we need to strengthen the connection between the basic data
of scientific study and environment management, following a sustainable
development road that features environmental protection.

2. Policy recommendations

From the development trend of the environmental health issues, the
health risks of environmental pollution in the future tends to gradually
increase. First of all, the danger of environmental pollution for human
health will not disappear for quite a long time. The urbanization and
aging population exacerbate the health risks. Secondly, the impact of
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environmental pollution on the human body features long term, low-dose
exposure and chronic disease, etc. The symptoms of the damage to public
tend to appear with a lag as its cumulative effect will gradually emerge
in the coming period of time. Thirdly, the environmental health event
has entered a high frequency period. As it is involving a large number of
people and hard to address, with high social sensitivity, it often leads to
mass incidents, so we must great importance to it with active response. At
present, China is going through an environmental management strategies
restructuring. China's major cities, including Shanghai, are in an important
period of strategic opportunities in economic and social development and
environmental protection. In order to strengthen environmental protection
and build a healthy city, we can start from the following aspects.

Firstly, China should start from environmental and health management.
While taking appropriate measures to address the current environmental
issues affecting public health, China should also the integrate the use of
legal, administrative, and economic policies to fundamentally reduce the
health risks caused by environmental pollution. China should establish
environmental standards formulation and revision mechanism based on
health. While formulating and revising environmental standards, the
basic principles should be to protect public health. For the chemicals
with relatively complete data base, environmental quality standards can
be formulated in full consideration of health conditions. China should
also establish an environmental capacity estimation method with the
population health risk control as the constraints. Therefore by combining
the distribution and production of specific regional environmental
pollution, one can determine the emission standards of relevant pollutant.

Secondly, environmental and health survey and comprehensive monitoring
should be carried out in regions with the prominent environmental
pollution issues or where the residents are strongly protesting about
the high environmental risks. The loading level of crowd environment
pollutants and the health hazards as well as other real conditions should
be mastered to determine the regional priority list of controlled pollutants,
to formulate the environmental pollution and health damage recognition
standards and to provide the basis for the compensation for health
damage. The high-risk point of the damage of environmental pollution
to health should be screened and identified, in order to prevent health
risks. The specific pollutants should be determined according to the
regional distribution of environmental pollution sources and the emission
of pollutants. Based on the lifestyle of the residents, the monitoring
points and differentiated environmental monitoring programs should be
arranged reasonably, in a bid to progressively realize the normalization of
environmental and health monitoring.
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Thirdly, the health risks should be taken as an important constraint for the
varied management of various environmental function areas. The health
risks of the environmental pollution can be taken as a binding index to
develop the regional environmental risk. Based on the environmental
health risk assessment, we should rationally plan the cities and industrial
layout, designate a "health red line", and guide the population to be
distributed to the regions that are fit for habitation. For the region that
was damaged by public health risks or harbors the potential risks, strict
environmental access policies should be implemented. The addressing of
the outstanding environmental issues that affect the public health should
be adopted as an important indicator for the environment performance
evaluation and assessment. We should establish an environmental
performance evaluation and appraisal system that features health effect,
urging the local governments to strictly abide by the "health red line" in
the development of local economy and urban planning. The “One vote
veto” should be implemented on the local governments should there
be any major mass incidents resulting from the harm of health due to
environmental pollution problems

Fourthly, in response the smog problem that has high public concern
currently, we should accelerate the implementation of climate-friendly
urban air pollution control strategies. Due to the differences in the
economic development model and the energy structure, Shanghai
appears to be in a situation where soot, vehicle exhaust and open-
sourced and complex pollutions co-exist. On top of this, it is now under
the pressure to reduce greenhouse gas emission. Therefore, we need to
study the collaborative reduction of air pollution and greenhouse gas
emissions relationship and implement a climate-friendly air pollution
control strategy. This strategy indicates two aspects. For one thing, the
air pollution control measures and targets should be coordinated with the
greenhouse substances emissions control measures and targets, in a bid
to minimize the mutual negative impact. For another, the air pollution
control measures and greenhouse substance emission control should be
combined in an optimal way to achieve a win-win result of cutting air
pollutants and mitigating climate change at the minimal cost.

Fifthly, we should pay attention to the environment and children's
health issue. Children are more sensitive to the harmful factors of
the environment as they are much more vulnerable than adults to
environmental exposure. It should a common goal of the whole society
t provide children with a safe, healthy and clean environment for them
to survive, grow and develop. It is suggested that China should make
a priority list about the environmental chemicals concerning children's
health, further enhance the breadth and depth of public health and
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disease monitoring, and gradually establish the research database of the
environmental exposures and children's health with plans. We should
conduct large-scale long-term tracking research of birth cohort at the
national level. In-depth study should be carried out on the health effects
of the main environmental chemicals on the growth of children at each
development stage. Various efforts should be made to strengthen public
and professional decision-makers’ about the information exchange
and interpretation of research results on the environmental factors that
affect children's health, so that the public can be guided to to correctly
understand and prevent a variety of possible risks.

Sixthly, we should attach great importance to the obtaining of basic
information on environment and health. On the one hand, we should
further carried out environment and health survey and use the
conventional or special investigation to obtain the data on the status of
pollutants condition, exposure way, the crowd pollutant load, the health
effects ant other aspects, so that they can provide a strong scientific
support for the risk management. On the other hand, we must continue
to build the environment and health information management platform,
integrate and process various types of data, and form valuable information
resources to support the environmental health risk management and
decision-making. We should make full play of the role of information
in the environmental health-related data resource acquisition, use,
processing, integration, digging and other aspects. Through the integration
and sharing of various types of data, the efficiency and effectiveness of
environmental health management can thus be improved.

Lastly, we must continue to raise the public awareness of the environment
and promote the implementation of "Breath and Work Together — Citizen
Code of Conduct". We should innovate the forms of public participation,
incorporating the environment and health-related information into
environmental information disclosure and environmental education.
For on thing, the government should organize to publish scientific
knowledge on environment and health and timely monitor and correct
false and wrong messages. It should also actively make use of a variety
of media channels to improve the citizens’ understanding of environment
and health, to establish an environment and health risk communication
mechanism, to positively guide the public opinion, and to eliminate public
doubts. For another, companies can join the public welfare initiatives with
communities to jointly build environmental protection facilities, improve
the environment, and protect the health interests of the community and the
citizens. In this way, they could have the understanding and support of the
community on the production activities of companies and create a sound
community atmosphere.

Translator/Wang Youping

197
China Watch + Watch China

http://fddi.fudan.edu.cn



(¥ BA) 2016 F kM2t B ¥

NI TR SO R i e, TSR AT LS ORI B AL, RIEE 2 R
R ACH RIS RS 5 L W, R BRI T B AN iy m A R R SR B OB (R
ERL) g A e I AR . (R EDIED DA [ 24 R S A A G RIE L B H
EATICL “ B A BT R” N, g AR TS I ol T ORCR, fEH T H
FIBL “ A [ P 5 ke ” N, WG IR AR I e SRt 224 i v R 08 sl PR O 2

—. {EFREX

1L BRI M B, AT L 2R &V i R R B B %, 10V R B AR (B AN BR T v R Y B
ST bt dba. A ER R E VI SR U

2+ BEOCHR: ) HERE AN B R IR AR R R S SRR (Ao AR ESRIE TR L
200 FAEALTEMIR) , IRATBOEAR NSO FORAR, L gmi e R, R FLAL Bk
NNALE P, shgmiEiias—#iE.

3. 3R (1) BEALEAS NAT A gidE i posfatr, A, ESH%. oL,
AR, FHL3000 T4, SORM 100 FEAARIPEE T (20 anka s b B REUR
AL ABZI BT I B RGE, R SCRS SO B R AR SO — IR A & R AR AT

—. BmmE

1. BHEEFHN: centrems@fudan.edu.cn, AR MR £ @A E S Fafhbrdl, 763K L
LFANE (AR EE, BUREFRIGR) « XERE, /A4 ERAEY (B
R  WREFKRTT BT ik s,

2. —IR—Ha, W IR A ECE B

3. et AR R ECRERGE, SHER—H NS . —HxM, #ETsse T
&2

=. BEARX
KRN W5, B8
B AR HIE: 021-5566 5501
H 7 Hlf: centrems@fudan.edu.cn
FriEHuht: W AR X RS 220 5, B H RZPCEE R 703 =
MEgw: 200433



L2 R RARE

AORREAERLIT 1993 F2 A 128, I8 TFT—REEGEL, ARRFL
HOERA AR TRL LN SRERE, AADROSAERE LR, R T2HY
XL L, FAARGERS LR, ARRERBAFHES, AFHESTRAFL
R e R ETY Ly Ve
A 01T AR AT, B ABRIE TS, RFERIE TS, PRI
BB ERAR Y, SR EALAETH TS, RAHFRBTL T, P ERES
HERETL P, MBS, B4 LI -UC HRFEIL s (KX 2
W) L LT - BB (FEFASRKE) | L2 - EHFPC (£
BFEHETHAKRS) ; IMAEXFFPEALBRTMARNE, 2AKBRIERBL, 5534
PEKFEELERBLLE LASIEEEAB A,

LET B AT AR

LRTEREERCAFR T EETHERET, ReLLRF, #h T
Pt LB SR A AT, HAEE A, B A Y L B A
PRSI AR AT A AR IR R, AR SRR AT B,
Bk R L BA 2 BRI AT 6 AT & AR, B
BRHRRE LHHROFRAEERR, HHERLAR, A0 FRIOTEE R
BRI K AR EBR, FIE KRR BEAEKRAGLEBREF
FH, W B AR, RN EHRT R,



FE /A

i}

H R %

Mt

T A9 IR

Mt

i B% BY =

Mt

—HRMERSEA - General Statement:

* AFREATRIEE EXANTEXIRIENEFER , &  * This publication is provided by the editorial team for use by specially
fEfaTRE L i, designated persons only. It is not for sale or redistribution.

* RBAFRIRRAON S , ATIEMBERETFTEAFHE  * Unless otherwise noted, this publication's content is compiled,
EYRiFais , EATINMBEZS SRR GRS translated and edited from publicly available information. It does not
i, guarantee the accuracy or completeness of said materials.

* ATIFFHRIRE. IEMEAUSIE | VAN, ZWRMUREIE  * Views expressed in the articles here are the original authors' own and
EMRFE , HARERATREEBEINL AT, do not represent the views of the editorial team.

* AHBEFHEER | ATIRESIERE—IIINA, * Material on these pages is for internal reference only. The editorial
BRIEATIRIEEP A RERN . ATIRHEEZRSDIIA  team reserves all rights. No portion of this publication may be copied,
BLUHITASHIER(TEAFRA0EN. SEM4E4%]  altered in any way or transmitted to others without the written
R, WO REREMERRLIMIA. permission of the editorial team.




