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Through the efforts of recent years, China’s economy came at last out of an all-time low and entered a new era of rapid growth. Being affected by the financial crisis in Southeast Asia, China’s economy has maintained a continual state of contraction since 1998. And the Chinese government adopted macro-economic policies of expanding domestic demand, preventing economic decline, restructuring the economy and driving the reform forward, the effect of which began to be seen by the end of 2002. But it was not until the second half of 2003 that China’s economy came really out of its depression, showing a tendency of strong rebound. With the initiation of a new round of consumption structure escalation. The escalation of consumption structure promoted start-ups of the heavy and the chemical industries, and also quickened the steps of industrial upgrading. Market-driven investments became more and more active. And restrictions on demand alleviated gradually. From 2003, China’s economy kept  and continued a rapid growth. It is evident that China’s economy has entered comprehensively into a new round of rapid-growth period, which will last for rather a long duration following the lead of the market’s internal demand and the steps of industrial structure upgrading. Consumer demand will maintain a double-digit increase rate and become an important pulling force for economic growth. The increase rate of import and export will drop slightly and the favorable balance of current account will be further reduced. During a period of time in the future, with the progress of industrialization and urbanization as well as upgrading of the people’s quality of life in China, together with the Chinese government adjusting its economic macro control measures and strengthening its ability of macro controlling, China’s economy will keep the growth rate of GDP at a high level for a few years. As a result, market demand will continue to expand, while economic growth will create more employment opportunities, residents’ income will keep rising and global influence of China will further increase. Moreover, there are several aspects in the actual movement of the economy which should be noticed: Repeated high tides of industrialization and urban infrastructure construction, with incessant upsurge of foreign direct investment (FDI) into China, will make the market demand for investment in fixed assets more and more obvious. The investment scale will continue to expand. During a certain period of time, investment in fixed assets will be kept at a high level, preserving a total investment scale a little too large. And the tension between the supply and demand of coal, electricity, oil and transportation tends to be more serious and is unlikely to be eased in the near future. The cost of production factors such as land and labor will keep operating at a high level. The market price level will continue to rise. Following large quantities of consumer goods such as clothing and home appliances being exported, and domestic investments driving import demand for energy, minerals, heavy industrial and chemical industrial products, the total volume of foreign trade will approach an all-time high. Pressure still exists for the appreciation of RMB yuan, but the exchange rate will be kept for a certain period at a stable level in consideration of stable development of the whole economy. The strong conflict in the real estate industry and municipal utility construction programs has turned from the overall demand-shortage during the previous years into local or structural demand-shortage, while structural problems will persist over a long period of time.
I.  Analyses on the factors affecting China’s economic development in the medium and the long term
After analyzing the history of development, current status of movement and growth prospects of China’ economy, we believe that the following factors will affect deeply China’s economic development in the next several years.

(I) The problem of differentiation in China’s economic society becomes more and more prominent
With the promotion of policies to enrich farmers such as the reform of cancel  rural taxes and administrative charges, the income of rural residents in China gained a significant growth after eight years of lingering at a rather low level. Rural per capita net income reached 2,936 yuan, with an actual growth rate of 6.8%. In the meanwhile, urban per capita disposable income attained to 9,422 yuan, increased actually by 7.7%. The gap between urban and rural areas widened further. Moreover, the gap of non-equilibrium between the Mid-western region and the Eastern region was also in the process of widening. In fact, the differentiation of China’s economic society is not so serious compared with the situation in the USA, where 90% of social wealth is held by 1% of wealthy population. What matters is that per capita GDP in China has just surpassed $1,500, which means that China is now at the stage of evolution from a plane, static and commonly-poor society into a flat, circulating and wealthy society. It is just the features of this special stage, which will intensify social differentiation. Among those problems, there are three important issues which are worthy of our attention. First, the psychological sustainability of social groups is not strong enough to accept the alternation between success and failure, between wealth and poverty. The psychological disparity is even wider than the gap between the rich and the poor, breeding in certain social groups a strong mood of hatred for the rich. Secondly, the consumption expenditure of the rich is much higher than the long-term income of the poor, and the contrast between the two classes are becoming sharper. Thirdly, the system of income distribution and transfer of payment is not mature yet. There is still lack of adequate effort in regulating the differentiation between urban and rural areas and diversification among different regions and social groups.
(II) It is difficult to rely solely upon traditional methods to solve the problem of development for farmers
After main farm products in our country have entered the new era characterized with balance in total production and consumption while excess in an abundant year, it is insufficient to depend solely upon the increase in farm produce and the rise in the price of farm produce to improve farmers’ income. On the other hand, against the background of economic globalization and internationalization of business competition, the problem of development for farmers cannot be solved again by township and village enterprises propelling urbanization through low-level expansion in number. Under the circumstances, rural population begins to adopt the trend of spontaneous migration in large scale from rural areas into cities. In recent years, the income of migrant rural workers has become the most important resource for increased income of rural families. With large quantities of migrant rural workers marching city-wards to seek jobs, and the speed of urban expansion being quickened, there arises the new“ three rural problems”, i.e. “migrant rural workers, farmers with land lost, and villages terminated”, these have become deep-seated difficulties to be overcome during the course of China’s economic development. For the old “three rural problems” (agriculture, rural area and farmers), the traditional methods for income increase and the model of township and village enterprise are no longer effective. The key resolution to the old and the new “three rural problems” is that we should reflect upon these difficult problems from a perspective outside of the problems, not within them. For example, the problem of migrant rural workers, who have contributed greatly to urban construction and urban development, but who until now have not acquired their basic rights of national treatment with regards to labor protection, social insurance, medial insurance and registered permanent residence. Whether in cities or in villages, their children cannot get the opportunity of good education. Rather weak is their intellectual and educational background for their vertical transformation from peasantry into intellectual urban residents. At the roots of things, the essence of resolving the problem of development for farmers is to resolve the problem of unequal treatment at the horizontal level and the problem of not being able to realize vertical self-transformation in social strata.   

(III) Problems deep within the market economy structure become more and more evident.
The new round of economic growth in China is characterized with high energy consumption and extensive economy mode. Subsequently, the conflict between the supply and demand of coal, electricity, oil and transportation remained relatively over-tense and the rate of long-term credit of banks remained at a high level for a long time. Why is it so difficult to transform the way of economic growth, to which we have paid so much attention for many years? Phenomena such as inappropriate investment structure in economic growth and over-large scale of investment in fixed assets shows just the surface of an overheated economy. The crux of the matter lies in the lack of mature investment and financing systems, full market competition, complete institution for property rights and healthy market order in the market economy system of China. At the core of the beneficial and energy-efficient mode of growth is market-oriented allocation of resources, while the traditional growth mode is dominated with government-oriented allocation of resources. On the produce market, the planned economy mode has been abandoned. But on the factor market, the allocation of three major factors: land, labor and capital is still oriented by the government. With administrative power, the government is able to interfere with every aspect of our economic life in the country by virtue of the factor market. During the movement of the economy, gaming between the market and the government will exist over a long period of time. As an entity parallel to an individual, an enterprise and the market, each pursuing its own interest, the government now needs a mature framework for the movement of economy and constitution in order to draw the borderline between the public sector and the private sector for their economic behaviors. Furthermore, general adoption of the market principles for the government itself is still waiting to be put on the agenda. The government must learn to run the administration with the market principle, rendering optimal public service to the people. In a word, the reform now has already entered the stage of tough assault. The reform for completion the market economy system has to go deep into the level of gaming between the government and the market. This is the key issue we must face directly during the new round of economic growth.

(IV) To achieve industrial innovation and to construct harmonious economy is a heavy –burdened task and there is still a long way to go.
In the year 2004, the total volume of electricity consumed by four energy-intensive industries: metallurgy, non-ferrous metal, construction material and the chemical industry increased by 18.2%, accounting for 43.7% of increased consumption of electricity by the whole industrial sector. The real estate and the automobile industries adopted also the path of development mainly with intensive capital and imported technology. Economic growth in our country has not broken away with the extensive mode of “ high input, high consumption, high emission, incoordination and difficulty in circulation”. Except for reasons in the economic system itself, inadequate ability of industrial innovation is also a main factor. For the time being, we are in need of industry policy relevant to the promotion of hi-tech enterprises. The mechanism for venture capital investment and financial & monetary policies are not complete yet. And weak is our effort in creating favorable external environment to encourage enterprises to innovate independently. In addition, we must recognize the importance of constructing a harmonious economy system, in which due attention should be paid to the balanced development of various industries, including large, medium and small businesses, and especially emphasized is the development of small and medium-sized enterprises. Right now, the development of small and medium-sized enterprises is an excellent move for the treatment of overheat and for prevention of cooling-down of the economy. Also it is good for promotion of employment and balanced development of the economy. It is an important vehicle for the development of a new economic trend. However, due to systematic and idealistic reasons, in the process of policy-making of macro-controls to cope with economic construction or overheat, those who are harmed first are usually small and medium-size enterprises, especially private-owned small and medium-sized enterprises. Currently, it is difficult for small and medium-sized enterprises to expand their financing channels. In the banking system, there is no short-term circulating funds or sustainability flexible credit guaranties solely for small and medium-sized enterprises. There is also need of identification procedures of local bonding companies and credit authorization procedures especially for small and medium-sized enterprises. Besides, the authorities concerned should establish as soon as possible accession and quitting regulations to guide the behavior of the bonding companies. Institutional environment for the development of small and medium-sized enterprises is waiting to be improved, and there is still a long way to go in the process of constructing a harmonious economy.

II. China has entered a period of strategic opportunity for quick transformation from a traditional society into a modern society
(I) China is right now in a period of strategic opportunity
After striding into the 21st century, China has entered the important phase of transformation from a traditional society into a modern society. This is a period of time with strategic opportunities, which is of great significance to the development, and social progress of our country.

A traditional society is the type of society mechanically determined with Newton’s law. In a traditional society, the crux is not that there are no new technologies or new ideas, but that these new technologies or ideas cannot be spread out rapidly. As a result, the new technologies and ideas cannot give birth to new industries. Through a comprehensive survey of history, we can find out that the USA and Japan are among those countries who have seized upon the period of strategic opportunity to develop themselves into modern countries. For example, the United States seized upon the opportune time to develop new industries. By increasing the investments considerably in new technologies and by establishment of capital-intensive manufacturing, it became a country with the highest rate of industrial growth. From the year 1870 to the year 1913, the average growth rate of US industrial capacity reached 4.9%. The share of US industrial production in the world was raised from 23.3% in 1870 to 35.8% in 1913. During a period of over thirty years (from the 1870s to the beginning of the 20th century), the United States sprung quickly up. In 1945, when Japan was defeated in the War, its economy was on the verge of collapse. Nevertheless Japan seized upon the opportune period from the 1950s to the 1970s to progress. By establishment of the development mode of export-oriented economy and by vigorously making copies for and improvements upon imported manufacturing technologies, Japan achieved successful reconstruction and prosperity. From 1955 to 1973, the average growth rate of Japan’s GDP remained at above 10%. Within this period, from 1965 to 1970, years of the rapid development came when the annual growth rate reached as high as 17.2%. Until the year 1968, Japan’s GDP surpassed that of the Federal Republic of Germany and became the second largest economy in the world. We should utilize the experience of developed countries for reference to intensify our efforts in opening up to the outside world, in industrial innovation and in the establishment of regulations. Utilizing opportunities and promoting spread of new technologies and new ideas, we will be able to facilitate the transformation of our country from a traditional society into a modern society. At the present time, our society is still a traditional one, or a developed traditional one at most. Just as pointed out by George Gilbert of MIT--“ China’s export of hi-tech and industrial products is oriented by foreign companies, not domestic enterprises. China’s enterprises have developed dependency upon US or other developed industrial countries for imported design, key construction  aids and manufacture equipment. Almost no measures have been adopted by Chinese enterprises to digest, absorb and expand the imported technologies. So it is impossible for them to grow up quickly as strong industrial competitors in the world.”    

Moreover, it is worthy of notice that the current economic modernization process of China is at the critical period of rapid transformation from rural society toward urban society.  In 2003, per capita GDP of China surpassed $1000 at first time, with an urbanization degree of 40%. It is widely acknowledged that once the degree of urbanization reaches 30%, the society will enter the saddle region of evolution from rural society into urban society, with the pace of urbanization process quickened. The degree of urbanization may leap from 30% to 70%. During this leap process, various conflicts may emerge, which could be very serious，especially for the rural society of China which possesses several thousand years of agricultural tradition. How to resolve these associated problems in the transformation process, such as large quantity of economic and industrial problems, social psychology problems, employment etc? How to boost up urbanization process and to prevent break-up of balanced development of rural and urban areas and break-up of modernization process? This is an important background against which we are to take advantage of our opportunities.

To seize upon the opportunity to accelerate development, it is of great theoretical and practical importance for us to continue to gain more complete comprehension on the significance of the strategic opportunity period, to get fully informed about problems and challenges that may arise, and to provide corresponding resolutions in time. 

(II) It should be fully understood that during the period of strategic opportunity, the transformation of our society are characterized with composite multi-dimensional transitions

The composite and multi-dimensional feature of our society provides an important strategic background for the nation’s construction in every aspect. This also sets high standards for the government in the fulfillment of its duty. To understand fully the character of the transformation is the premise for the government to draw up appropriate policies to regulate development of the economic society. This kind of society in transformation process is characterized of seven actual transformation processes.

First, the rural society is quickly transiting into urban society. The step of urbanization must be kept in pace with the level of economic development, with full circulation of production factors and full improvement on urban efficiency. Instances of over-advancement like in some Latin-American cities must be avoided. Acute social problems will arise should cities be unable to provide enough employment and adequate conditions for existence and development for the fast-swelling population. Second, the transition from planned economy into market economy has entered the stage of tough assault. In the reform and opening-up process, businesses and individuals have finished their transformation into market entities. The principal of fairness and competition has become the core of market transactions and the market price system has been basically established. While challenges still exist for economic transition, such as general adoption of the market principle for running of the government itself, and total conversion of government function etc. Third, the rural society is speeding towards industrialization and will be soon face to face with a leap-forward transition into an intellectual society. China is pushing forward to the goal of industrialization. At the same time, it must take great effort in promoting development of hi-tech industries and accumulate rapidly intellectual capital, human resource capital and cultural capital, thus laying a sound foundation for transition into the intellectual society and for further progress of modernization. Fourth, we are to realize transition of social management structure from the tri-dimensional hierarchical type into the flat network type using information technology. The progress of globalization and intellectualization means higher requirements for efficiency and innovation. Efficiency requires reduction of excessive limits by unnecessary and over-elaborate formalities, while innovation is more likely to be generated under loose and democratic circumstances. Following the development of information technology, the flat network social structure had become an essential model equal to the requirements of the new economic trend. Fifth, the closed inward society is transiting into an open outward society. The world economy is now on the trend of development without the limit of borders. So long as we establish an economy open to the whole world and utilize to the maximum extent material, information, human resources and hi-tech in the world for our interest, it is possible for us to win enough time and favorable circumstance for overtaking developed countries in the world. The sixth is to transit from industrial pursuance to industrial innovation. Because we were over-dependant upon imported technology from initial stages of industrialization, China’s industry today carries evident marks of industrial pursuance. As a developing country, China must break away from the mode of technology dependence and transform into independent technology innovation. Seventh, linear economy is transiting into circulating economy. To continue taking the traditional path of economic development will lead to environment and resource crises, which could be catastrophic. To adopt a new path of industrialization under the intellectual economy, this is the essential way to resolve environment problems in development. In order to realize new type of industrialization, we must develop circulating economy, which presents a circular development mode of “resources—products—regenerated resources”. This mode is an inevitable choice in present days when the ever-growing progress demand of human society is supported by quite limited resources.

The seven actual transitions, as disassembled components of the composite and multi-dimensional transformation in the modernization process of China, are manifestations in various ways of life in China during the period of strategic opportunity. Among them, the transition from rural society to urban society is the crucial link, with fast promotion of urbanization at its core. Under the radiation of the first, the other six transitions are incessantly pushed forward along with the track of urbanization. General adoption of the market principle and direct transition into intellectual society are two important supports of the composite transitions and are closely related with the final choice of the economic system, and with reforms on production factors. The seven transitions, analyzed from different standpoints, together contribute to the multi-dimensional nature of the whole society’s transformation. At the same time, they infiltrate into one another and interweave with each other, which shows clearly the composite nature of the social transformation. 

III. To Survey China’s Macroeconomic Policy from a Point of View of Multiple-Complex Transition 

We have to consider the macroeconomic policy of the future comprehensively, starting from the scientific judgment that China’s economy is in its crucial period of historic opportunity. Generally, we need to readjust our thinking in time, give up the opposite dualism that the Growth of GDP is overemphasized while public service ignored or to replace economic construction with public service, and avert being ex parte. We should, in accordance with the logic relations in the multiple-complex transition, shift to the focus of the macroeconomic policy, maintain the coherence of the inspiration of policy, and prevent the coming-out of a macroeconomic policy from being the obstacle of next transformation. 

(i) The nucleus of maintaining the market economic order is the regularization of government behavior

During the mechanism transition from a planned economy to a market economy, the nucleus of building a standardized market economy is to realize the regularization of government behavior. First is to establish the operation platform for macro economy. The governmental function of economic management should be moved onto serving the market mainstays, creating good development environment; the means of economic management should be transferred from direct administration to the utilization of a market-directed mechanism, which depends on monetary and financial tools as well as information guidance. In a word, the macroeconomic policy of government is to alter the parameters of the environment in which enterprises and individuals make their economic decisions, rather than intervene in, restrict, or replace enterprises’ or individuals’ economic decisions or activities. The second is to establish the operation system of economic constitution to define the power boundary of governmental administration, and strictly differentiate public sectors from private ones. Government should only be responsible for the industrial development direction, not the administrative licensing projects, responsible for exterior environment, not actual operation, and be responsible for levying taxes legally, not profits or losses of enterprises. Particularly, government should not meddle in the production and operation activities of enterprises but guarantee all kinds of privileges enterprises enjoy as the mainstays of market and legal entities. “Tieben”(The Tieben Iron and Steel Plant) incident, in which government used its administrative measures to interfere with enterprise’s behavior and distorted resources allocation, is well worth thinking. The third is to further the financial budgeting mechanism, transform the cash accounting to accrual accounting, and set up a complete financial system made up of department budget, government accounting, government report, government auditing, national treasury, assorting of revenue and expenditure, statistics, and financial information management system. The fourth is to improve governmental efficiency and public service through its market remolding of process after government is clear about the boundary of public service and what products government should provide. It has to be clarified what is for government to do and what is for civil organizations and NGO to do; Outsourcing, which is meant to introduce competition and bidding, will be more efficient. This is the reform at the level of government. Government should take it into consideration how to do things well now that it is conscious of its own obligations. 

A powerful modern country calls for a powerful government, which certainly can co-exist with a big society and a big market. A highly developed market system complements with a potent government authority. Therefore, the key lies in whether the potent government is a regularized one and quite generous with its information, whether it maintains positive inspiration and benign competition or not. 

(ii) To Find a Foothold in Urbanization and Prevent Modernization Rupture

Urbanization, a major symbol of social modernization, will inevitably feature China’s modernization process. Faced with the “Xinsannong Issue” (“the new issues concerning immigrant peasant workers, farmers without land, and termination of villages”) as well as the “Jiusannong Issue”(“the old issues concerning countryside, agriculture, and farmers”), China adopted the urbanization approach in which small towns had been the dominant vehicles, i.e. countryside had been quickly turned into towns; however, when a country enters a period of rapid urbanization, the expansion of great cities will become the most effective way of urbanization, and proves to be a successful lesson in the world. History has already testified that the mode of developing small towns in which farmers leave their land but not village has failed to help farmers solve their fundamental problems. The outspreading of big cities, which expresses itself in the expansion of space, originates from the development and opening-up of economy and market. At this time, that farmers without land are turned into labor force of cities is still the most effective way to solve the problem. When the contemporary China comes into its saddle stage in which the rural society is fast turned into urban society, the urbanization or metropolitanization will be indispensable to terminate the farmer class and evade the rupture of countryside and city, of social groups, and of modernization, so as to solve the development problems for farmers. This is also the key way to give birth to a multi-complex transformation. 

The urbanization of the present stage should pay more attention to the downsizing of rural population and the increasing of urban population. It can be seen from the modernization of South Korea and Japan that the rural population was dramatically shrinking from 1950s to 1970s; so was the proportion of agriculture in GDP. In America, its agriculture only accounted for less than 2% of its GDP while agriculture as a branch is not included into the statistics of the GDP at all in Britain and Germany. Then what is the top priority in solving the problem of decreasing rural population? The answer is to solve the transverse inequality problem and the vertical self-class-transformation problem suffered by farmers. The transverse inequality involves embracing immigrant workers into the national unified system of residential status and social security, supplying them with low-priced and preferential public service, and enabling them to enjoy the same national treatment as urban workers; as for the vertical self-class-transformation, the school admittance rate of rural children should be raised, and investment should be slanted in favor of their public education resources, so that they can obtain a good education opportunity, have the basic platform of knowledge education necessary for the transformation from farmer class to urban intellectual class, and thus decreasing the number of farmers.

It has to be noted that social urbanization and agricultural modernization are two sides of one problem, which requires coordinative thinking. On one hand, we need utilize traditional communities and social network resources, help farmers integrated into strange cities, increase the number of big cities, and finally engulf villages, thus terminating villages and add the last touch to urbanization. On the other hand, we should advocate the modern farming mode and agriculture management mode, learn from economically-transformed countries such as Poland which has stop levying agriculture taxes and special agriculture product taxes, impose some social security fees, conduct pilot reform of rural social security system, and prepare for future modernization of the whole society. 

In its fast transformation from a rural society to an urban society, China has to be alert to the “Latin American diseases”, i.e. to copy experience of western developed countries, and ignore the synchronous development of urbanization, industrialization, and marketization. We cannot afford to overlook the Chinese characteristics and that the job should be done by stage when we compensate countryside and agriculture. Otherwise, it will only be a superficial transformation and the society will become a dependent society. 

(iii) To Catalyze New-tech Industry and Adopt a Path of Recycling Industry

China keeps abreast of the world advanced level in some aspects, for example, nanometer basic science, and gene technology. In the sector of telecommunication manufacture, the 3G mobile communication, optnetwork, core exchange router, and network of the next generation, China is also keeping up with the latest development of the world. However, our country lags behind the advanced global level in manufacture and automation technology, biological technology, and integrated circuit production technology, especially in the field of computer processors, systematic software, video compressor and de-compressor processors, where key units are mostly foreign-made. Generally, China still has a rather small scale of high-tech industry and is at a rather low level of the international industrial chain because of its small added-value. From the point of technological level, the inherent law of high-tech and the Matthew effect is quite likely to broaden the gap between China and developed countries. Endowed with the 20-year crucial period of strategic opportunity at the beginning of this century, we have to study the reality of China’s high-tech industry, learn from international experience, find out the gap, decide the accurate orientation, grasp the opportunity, and develop quickly. 

First is to set up the finance and tax catalyzing mechanism. Since China, still in the transition from a planned economy to market economy, whose finance and taxation as well as venture investment mechanisms are not mature, the investment in high-tech industries is rather limited. It can be seen from as follows: first, the construction of related laws and regulations and supporting policies are lagging behind; second,  scientific and technological capital comes from too a unitary channel, which makes it hard for a large sum of venture capital and private capital to enter the investment market of science and technology; third, the potential regulation of preferential taxation policies are not fully utilized so that the venture profits can not work well in attracting scientific and technological investment. Referring to the related policies of the developed countries, we may find that US allows high-tech enterprises to use 20% of the eligible research fees to offset the tax; France permits a maximum of 40 million Franc offset a year; Japan grants 50% of the research cost of an enterprise as an allowance; more preferential polices are offered in Hinchu Science Park, Taiwan of China, where an enterprise may choose any period of consecutive five years during the first nine years as an exemption time; if investment is increased by 200 million Taiwan yuan in the updating of production equipment, then another four years of exemption will be awarded. The financial administration will give 50% of the total R&D costs as an allowance if the investment of innovation exceeds 1-3 million Taiwan yuan.  

Second is to promote the circulation economy through the development of new science and technology. In terms of material flow, circulation economy differs from the cradle-tomb linear mode which is characterized by high exploration, low utilization, and high release (the so-called two highs and one low) ever since the industrial revolution. It aims to change the economic process into a closed loop “from cradle to cradle” of high resource efficiency and environment efficiency. This closed loop needs the support of high-tech industries. In terms of human development, circulation economy means more than environment economy but new economy symbolizing coordinative development that integrates economy, society and environment. Therefore, we should coordinate the plan of high-tech industry development, the formation of high-tech industry, and the development mode of circulation economy, so as to realize “three win’ in which economy is developed, environment problem is solved, and employment is improved by the new industry. 

(iv) To Expand the Economic Opening-up and Stabilize the Exchange Rate

The opening-up has successfully advanced the overall development of economy and society. China’s state forex reserve climbed from 170 million US$ in 1978 to 403.3 billion US$ by the end of 2003, ranking the second in the world. In 2003, the foreign investment ratio of China’s fixed assets investment and the industrial output ratio of foreign enterprises out of China’s total industrial output were 8% and 25% respectively. China’s custom tax and import tax revenues accounted for 18% of its total tax revenues. At present, foreign trade has an employment of 85 million, 30million of which belong to the processing trade. Now, our country starts its investment in other countries. By the end of 2003, China had founded 7470 enterprises and invested US$ 11.4 billion in foreign countries. Also, income from contracting engineering projects and labor cooperation amounted to US$123.7 billion. China has co-developed more than 200 projects in 50 countries and regions in the sectors of oil, gas, mineral, forestry, and fishery. 

Nevertheless, opening-up is a double-edged sword. By the end of 2003, China had altogether licensed 460000 foreign enterprises with more than US$ 680 billion utilized, of which US$ 501.5 billion were foreign direct investment. 400 out of the largest 500 multinational companies have their investment in China. Now, the exports of foreign enterprises accounted for 55% of China’s, with its obviously leading advantage in exports of hi-tech industry. While China’s machinery exports increased by 20 times in the past 10 years (US$83 billion), the proportion of foreign enterprises rose from 35% to 79%, the exports of computer equipment rose from US$716m of 1993 to US$ 41 billion of 2003, in which the percentage of foreign enterprises climbed from 75% to 92%; the exports of electronic and telecom products swelled by 7 times (US$89 billion in 2003), in which the ratio of foreign enterprises rocketed from 45% to 74%. It is very clear that the leading power is in the tight grasp of foreign enterprises. Therefore, as for the RMB exchange rate issue that derives from the imbalance of international revenues and expenditures because of the foreign trade surplus, in our opinion, the maintenance of a stabilized RMB exchange rate is not a zero-sum game but a two-win relation. With more radiation of China’s economy in Asia and its ever-stronger status as the “world manufacture base”, to stabilize the RMB exchange rate will not only benefit China’s economic growth, export increase, employment chances, and society security, but also the profits of foreign direct investment. To reform the rate-forming mechanism of RMB, we have to completely marketize the interest rate, further release the capital project control, eliminate partial internal economic imbalance, and check the too fast growth of credit scale as corresponding means. Since the matching means are not mature so far, to maintain the RMB exchange rate stabilized becomes the best option for the present stage. 

(v) To Construct Public Universal Service System and Harmonious Society

Ever since the beginning of the opening-up, the transition of economic mechanism from a planned economy to a market mode has been the leading orientation of China’s economic development. Up to now, the socialistic market economy has been of some preliminary size; however, numerous problems remain to be solved before the transition is completed; the reform is in its tough stage. After enterprises and individuals have turned into market mainstays, fairness and competition has become the nuclear principle of market exchanges, a market price system has been established, and the marketlization reform of government cannot be more urgent. Therefore, the key in the transition from a planned economy to a market economy is to deal well with the boundary between government and market; government has to be subject to the objectives of marketlization reform and thus change its governing objects fundamentally. Therefore, the former exclusive governing objects focusing on GDP have to be changed while more emphases should be on the public service functions government should take as their new governing objects since it is in the nuclear position of public administration. 

In the long run, the basis on which government’s public service functions are strengthened should be the construction of a public universal service system. To build a public universal service system will be the starting point and joint to complete the multi-complex transformation of Chinese society. To advocate the universal service system is to make it possible that anyone anywhere at any time can enjoy the service at an affordable price without any difference in quality and fee within the country. The construction of such a system should be centered on the following three aspects: to ensure the equal chance and quality, to avoid marginization of disadvantaged groups and that of backward regions. The important premises contained in the social universal service are: first, government must accomplish its transformation from a control type to a service type; second government public service should be rapidly socialized, which means that government should introduce a competitive mechanism into some monopolized industries, guarantee the generalization of the service receiver and high degree and homogeneity of service quality. At present, the construction of the social universal service project is under way in the telecom and electricity power industry of China. To deepen and widen the social universal service should be the common goal which government, enterprises, and public are supposed to achieve. 

The universal service which a modern society can provide encompasses at least two aspects: one is to construct the universal service system of humanistic society in which the elementary rights of life, education, and move for all social members are fundamentally maintained, e.g. to guarantee the realization of certain life quality, provide favorable health conditions, quicken the construction of housing security system including cheap-rent houses and economically affordable houses, and to allow free move among different cities or regions. That will require us to promote the reform of social security and registered residence regulation. The second is to establish the social universal service system of basic industries, covering universalization of service and service of universalization. The former refers to the equal chance and quality for all members, in another word, “anyone anywhere at any time can enjoy the service at an affordable price without any difference in quality and fee”; the latter refers to “to avoid marginization of disadvantaged groups and that of backward regions”. The starting-point is to prevent imbalance and rupture of society. Therefore, we need to establish universal service fund of telecom and postal service in the near future and make it true that anyone anywhere at any time can enjoy the homogeneous service within the country.     
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