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Abstract  This paper examines how the public, private, and academic sectors can work together in developing human resources without infringing upon each other’s independence and missions. This research project found the areas where the three sectors were stakeholders with some common interests, client bases, and goals for development. While there is a shared interest among the three basic stakeholder areas of industry, government, and education institutions, these stakeholders recognize that each area has many other interests and issues that are divergent from the interests of the other stakeholder areas. In this case the garment industry was expanding its scope of service to its customers. However, the education and training resources in the country needed to be brought into the development program at the outset. In addition, the various government agencies responsible for economic development also had a major role to play in achieving a successful outcome. Other nations were equally concerned about their garment industries as well. This project examined what many other countries in the region, the U.S., and European countries were doing. The resolution evolved around the three sectors setting up a cooperative organization of partners that maintained the independence of each sector while encouraging cooperation where their interests were in common. The European Union Technology Platforms were seen to be an appropriate model for Sri Lanka. A symposium of key stakeholders from the Private, Public, and Academic Sectors was convened for them to decide how they could best organize themselves as equal partners in a flexible organization structure for change and development of human resources for the garment industry.
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1 Introduction
People are always a key ingredient to any successful work enterprise whether in the Private or the Public Sector. In both cases, people who maintain their skills, knowledge, and abilities to meet the changing requirements of the global market place as well as those of the fields of governance place a nation at advantage to participate most successfully in the fast changing world and national scene. Constantly updated education and training programs are the best assurances that any citizen who has the desire to improve will be able to participate with increasing capacities in the opportunities that this changing situation can provide. This is apparent not only in the Apparel and Textile industries but in the other business, education, cultural, and governance activities that a modern nation’s citizens can provide. 

The “Joint Apparel and Textile Forum” (JAAF) was organized in 2002 to work as a group with a goal to address and develop a 5-year plan to deal with the issues of developing the garment industry of Sri Lanka. Much of this plan has been implemented. The final phase of this 5-year plan included creating a College of Apparel and Textile, (COAT). To avoid a misunderstanding, COAT was not envisioned as a “brick & Mortar” college, but rather an organization of the garment industry’s key stakeholders working together to develop the area of Human Resource Development (HRD), productivity Improvement, and technology research advancement to build the competencies in the areas of fashion design, product development, marketing improvements, and manufacturing technology.[1]
JAAF has identified the urgent need for the country to establish a holistic national education and training policy and programs as a crucial step towards strengthening the training facilities available within the country for the future well being of the garment industry as a contributor of 60% of the nations export revenues. Thus COAT could help Sri Lanka formulate policy for the education and training infrastructure for the industry. COAT would also guide, set standards, co-ordinate, and monitor the training and educational activities in the country. They would also develop an accreditation scheme to accredit the services of educational facilities. [2]
Historically, a significant portion of the training of the workforce to respond to changes in the industry for productivity and new services has been carried out by private sector manufacturing organizations themselves. Except in the Academic sector level, there had been no cohesive national training and education policy for the garment industry. The number of students being trained has been inadequate to feed industry demand, and often training has not been aligned well enough with industry needs. Major re-training was usually required before the trainees could perform as part of the garment industry’s productive workforce.

Samen Kelegama and Roshen Epaarachichi highlighted these concerns as well as other contributing factors utilized to improve productivity in 2004 in their article, “Labor Productivity and Job Quality in the Garment Industry.”[3] They cited the need for human resource and innovative technology research development among the many factors that need strategic planning and development:

- Better working conditions

- Incentives for employees

- Lower turnover

- Integrated human resource development

- Good employer-employee relations

- Higher investment in innovative technology

- Faster product turnaround time Garment factory standardization

- More professionalism in the industry and its management

- Constructive labor relations

Clearly, many of these factors have been addressed individually by many of the firms in the apparel and textile industry. However, human resource and innovative garment industry technology research development cannot be accomplished by the Private Sector apparel and textile industry alone. Government, Academic and garment industry Education and training institutions need to work together in order to accomplish effective human development program for Sri Lanka’s garment industry.

The COAT is envisioned by JAAF as this pioneering joint cooperation between industry Private Sector, Academia, and the Public sector, to focus on education, training, and technology for the textile and apparel sector. COAT’s vision is to create a means of cooperation among garment industry, education and training institutions, and appropriate government institutions. This open cooperation is essential to ensure that the standard of training for the apparel industry in Sri Lanka is able to develop with the current and changing requirements of the industry that evolve with global trends, enabling Sri Lanka to become a regional hub for apparel and textile education. Clearly, this approach can be a model for other industries in Sri Lanka.

2 Methodology
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This organization research project is focused on finding the most effective way for the key stakeholder organizations in the apparel and textile industry in Sri Lanka. They need to work together with the key institutions in the academic and public sectors; to keep education, training and technology innovation resources not only of the apparel and textile fields in pace with the global trends of the industry and markets, but with the advances in education, training, and innovation technology as well.

While there is a shared interest among the three basic stakeholder areas of industry, government, and education institutions, these stakeholders recognize that each area has many other interests and issues that are divergent from the interests of the other stakeholder areas (See figure 1 Three Major Areas of Mutual Concern). Because there is a diversity of institutions involved with a diverse set of needs, interests, and objectives an outside professional consultant was selected to create a dialogue among the principles of the industry, education, and government ministries. This dialog is intended to seek the most constructive and sustainable institutional structure for the participating institutions to work together for their common interests and goals without detracting from those interests and goals that may not always be held in common.

2.1 COAT as a virtual learning institution - a holistic approach

The three stakeholder areas detailed above have clear mutual interests upon which they can be expected to get effective consensus and cooperation. However, the particularity of their mutuality is only partial and dependent upon the pairing considered. For example, Fig. 1 above shows that the industry and government have a common interest that is expressed in the Joint Apparel Association Forum. This group links those two key stakeholder areas. Similarly, the industry is linked to the educational institutions area through its use of internal Training programs and the Vocational Training Centers around Sri Lanka. Finally, the educational institutions are closely linked to the government as a government institution through the Department of Textiles and other courses important to the apparel and textile industry.
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The objective of COAT is to give a holistic structure to the integrated model for developing the human resources needed by the apparel and textile industry in Sri Lanka. At the same time an objective is to provide an integrated education, training, and technology innovation research for employees and students to enter the human development process at any point and create viable personal career development tracks among any of the education, training, and technology innovation research resources that are participating in COAT. Therefore, COAT is not strictly a “bricks & mortar” institution, but rather a virtual human resources development institution by virtue of having standardized and reconciled the programs in the participating University and Training college institutions, as well as the technology innovation research programs in Sri Lanka

In order to develop people to be able to perform new work activities they need to acquire new knowledge, new values, and new performance practices. [4], [5] The model for such comprehensive development includes institutions of higher learning for furnishing the new knowledge, technical innovation research for furnishing new values in terms of “a better way.” Finally, Adult training programs furnish the new practices of applying the learning to practical activities related to the apparel and textile industry (see figure 2 A Holistic Model for Integrating the Development of Human and Technology Resources) [6]
2.2 COAT- organization’s basic requirements

The COAT initiative sought to create a viable organization that could effectively integrate the current garment industry education, training, and technology innovation research resources. COAT key stakeholders could organize themselves to plan fundable projects that will keep the development of human skills, knowledge, and abilities up to the standard needed for apparel and textile firms to remain competitive in the global market place.

Nevertheless, whatever institutional structure is to be considered must address the following requirements and common values:

- Be open and inclusive to all affected stakeholders who wish to be involved

- The organization structure to be accepted and agreed to by the participating stakeholder partners

- Transparent decisions and activities throughout operation of the organization

- Develops consensus on mutually held interests and responsibilities regarding education, training and technological research in the Apparel and Textile field

- Ready access to support funding (private & Public) by developing professional transparent project proposals that include viable action plans, milestones and accountability

- Provide a variety of support services to members (for a fee)  

- Sustainable support and funding for the organization and appropriate staff

- Ready communication access to all stakeholder principals

- Develop, set, and maintain industry requirement standards for education, training, and technology innovation research

- Links the Industry, education, training, and technology research for innovation into an integrated whole that will be able to citizens of Sri Lanka, namely, employees and students to continually develop themselves as valuable partners in the apparel and textile industry in general and in their own personal development in particular.

These requirements will be used in a symposium of key stakeholders to evaluate the various COAT organization options.

2.3 EURATEX, apparel and textile industry technology platform (a working model)

The EU has formed the EURATEX Technology Platform for the garment industry (see figure 3 above). EURATEX's mission is to promote the interests of its members while taking into account the European Union's institutional framework and its international obligations. As the voice of the European textile and clothing industry, EURATEX's main objective is to create an environment within the European Union, which is conducive to the manufacture of textile and clothing products. Its headquarters in Brussels are within touching distance of the major decision-making bodies of the EU, at Commission, Parliament and Council level. 

In this context, the major areas of concern to EURATEX over recent years have been: 

· To ensure the smoothest possible transition into the quota-free era; to promote a further expansion of the EU exports of textiles and clothing

- To promote legislation and its application in the field of intellectual property; to support measures which enhance environmental protection but which are at the same time acceptable 

- To the industry 

- To promote and participate in research, development, innovation and other educational or social projects, which bring value, added 

- To the industry at European level; to engage in a constructive social dialogue at EU level with our social partners
- To disseminate economic and statistical data to the membership.  Below are two variations on EU Technology Platform Organizations
EURATEX has the mission that closely matches that proposed for COAT, namely to upgrade the apparel and textile industries to meet the challenge of the global market complex. The EU model is focused upon a broad consortium of independent industry, education, and government institutions focused more specifically on the emerging open “quota free” aspect of the global market as well.

2.4 Setting the overall systemic framework and operational policy for COAT

Since COAT envisions itself as a virtual College of Apparel and Textiles the EU Technology Platform provides a useful start for COAT to design its basic overall systemic framework and operational policy. The primary objective of a European Technology Platform is to boost European industrial competitiveness in a constantly changing environment. Thus, while industry cannot succeed on its own, it should remain the key driver European Technology Platforms on Strategic Issues where achieving Europe’s future growth competitiveness and sustainability depends upon major technological advances. They bring together stakeholders, led by industry, to define medium to long-term research and technological development objectives and lay down markers for achieving them. [8]
To be effective, education, training, and innovation resource development must involve a broad base of stakeholders in defining and implementing their strategic research and development agendas for integrating the resources of the Sri Lanka to provide the needed HRD services to the garment industry. Platforms should be open and transparent structures because, in this way, they will be able to work together rather that in competition to develop the education, training, and innovation technology support services that the apparel and textile industry needs and wants. This broad base is depicted in, the above Fig.1 Three Major Areas of Mutual Concern. The chart shows an organization that includes independent partners from industry associations, from education institutions, from training organizations; and appropriate government ministry institutions. In addition, since each of these three major areas of concern are ultimately concerned about the people involved it their separate area, the participation of these groups, namely citizens, students, and employees, can have informative value in transforming the industry to a higher level of success in the global markets.

3 Findings: the virtual COAT

First, the stakeholders need to develop COAT to champion cooperation of the common interests of the apparel and textile industry, innovation technology research, and human resource development institutions. The authors’ research approach involved checking with the key stakeholders in the three overlapping areas of concern to share and discuss the situation at hand. The various progress drafts of these findings were freely shared with the stakeholders in order for each of the stakeholder groups to formulate a clearer vision of their respective stakes in upgrading the education and innovation support to the apparel and textile industry in Sri Lanka.

The purpose of this research approach was to formulate a tentative organization structure that would enable the long term sustainability of COAT. This structure took the form of a primary Governing committee of equal partners from each of the three areas of shared concerns for upgrading the apparel and textile industry, namely the industry area of concern, the education area of concern, and the government area of concern as depicted blow in the figure 4 “Organization Chart of a Virtual COAT.”

3.1 Composition of COAT and descriptions of its functions, its management, and its staff 

The three areas of human resource development concern, namely, the Apparel & Textile Industry, the government, and the Education, Training, and innovation technology research form a council of COAT to convene as colleagues and partners in order to research, analyze, and present the nature of their concern in some sort order of priority for action. Generally all of the institutions in the three areas of concern could comprise the full membership as the virtual COAT. Any member then could be selected by their respective area of concern to sit with the Governing committee in a revolving fashion that would best reflect their current concerns.

3.2 COAT membership 
The full membership will consist of all the institutions involved in human and innovation technology resource development in the three areas of stakeholders. They will select the COAT Chairperson for a set period. Any member of the full virtual COAT is eligible to be selected. 

3.3 COAT governing committee 
The governing committee members will be identified from specific intuitions from the respective areas of concerns. The Governing committee would develop the vision, mission, and specific goals for COAT. This Governing committee would also function as a communication link between the three areas of concern, develop working plans for development, and set priorities for proposals for funding and implementation. The Governing Committee will need to set up an acceptable legal status for COAT. It will need to seek matching funds from an outside source as well as matching funding from the government for start up ’seed money’ funding for three years.

3.4 The permanent staff 
The Secretariat will be the permanent paid part of the organization with basically administrative functions and managed by the Executive Secretary of COAT. 

In the secretariat there can certain staff to provide services to COAT and its member institutions. For example: 

- Proposal and project plan writing

- COAT-Government Liaison Services

- Policy research, analysis and advice

- Job placement clearing house

- Technology innovation technology research lab sharing

- Career & Job Fairs

- Internships and scholarships

- Liaison Office with outside funding sources

- Sponsor a museum of the history and value of the apparel and Textile making

- Link to the textile and apparel folk craft community 

This is to mention only a few services could be provided to the member institutions, in some cases for a fee, or to other nonmember institutions as well.

The Government Consortium and the Textile Quota Board.

In the case of the Government area of concern, there are basically two roads to consider. One is where a special institution is set up in government to administrate the use of government funds used to support the human resource and innovation technology research for the apparel and textile industry in Sri Lanka, in place of COAT or as COAT. Another approach envisioned is that the present Textile Quota Board could form a COAT Liaison Office to participate in the COAT holistic partnership as a full partner with the other members of COAT. Both approaches are attractive. In any case this liaison is a crucial communication linkage for the virtual COAT community with the various ministries and government services and will require the best efforts of the leadership of the apparel and textile industry as well as those in the field of Human and Technology resource development. With this more direct basis this COAT liaison can assist in developing proposals and project plans for submission to appropriate government offices.

The Apparel & Textile area already has formed JAAF, a consortium of industry firms. The Education consortium is envisioned to link all the education institutions involved the training and educating students and employees in the apparel and textile industry into a Human Resource Development Consortium. Perhaps the Department of textile and Clothing Technology together with the HR managers in the apparel and textile industry could be the organizers of this consortium. In addition, they could organize the innovation technology program of COAT that can be available to all three areas of concern in the future.

3.5 Three key partners

The three groups of partners in the virtual COAT organization are presently:

- The Government

- Education and Training

- JAAF

There are many activities that each of the above COAT partner groups could be responsible for that will make the virtual COAT an effective agent for change in Sri Lanka’s social structure and economy.

3.5.1 The government’s role could be:

(1) To form a COAT liaison office.

(2) Develop and maintain a communication network with the appropriate government ministries and agencies that may have an interest in promoting the success of those COAT initiatives that may support missions of the respective government agencies involved in Education, Industry, and Innovative Technology Research.

(3) To inform the COAT partners the governments needs and plans where COAT partners can best inform the government ministries of Sri Lankan situation and needs in those areas.

(4) To provide access to such agencies and ministries and facilitate COAT partners to help government agencies in their policy analysis efforts.

(5) To facilitate COAT initiatives and proposals to the appropriate government agencies in order for those proposals and initiatives to obtain proper form and hearing.

3.5.2 The Role of the education, training, and innovation technology research partners could be:

(1) To form a consortium of all the education and training institutions that are or can be, or should be viable partners in COAT initiatives.

(2) To take the lead in forming innovation technical research parks or centers as resources not only to the industry but to education and training and to government agencies as well.

(3) To develop a certificate program for advanced training of mechanics.

(4) To develop learning requirement standardization among the various learning programs for certificates, diplomas, and degrees in order for students to chart individual career paths of improvement.

(5) To extend the knowledge and skill development to the villages using technology innovations.

(6) To increase professional development and pay for professors and trainers.

(7) To imitate with industry, outreach workshops in training methods to implement the philosophy that every manager (and supervisor and lead person) is also a trainer in order to complete external knowledge and training experience for students in their on the job training.

(8) To help industry to develop intern and practical experiences in industry for students.

3.5.3 The role for JAAF could be:

(1) To work through COAT partners to provide the dynamic leadership to make COAT successful in finding their best way to work together for Sri Lanka to meet its challenges in the new global market place.

(2) To join with the partners of COAT to establish a world class Innovative Technology Research resource available to not only COAT partners but to other industries, to education and training institutions, to Government, and to the citizens of Sri Lanka. 

(3) To help the Governing Committee to sort out and set up an acceptable legal status for COAT; it will need to seek matching funds from an outside source and seek matching funding from the government for start up funding for three years.

(4) To provide ready policy analysis support to government.

(5) To be an effective clearinghouse with education and training institutions to match students with job openings in industry.

(6) To form job descriptions and needed requirements for all jobs and keep them up to date.

(7) To form ongoing joint teams with education and training institutions to specify current requirements needed for specific jobs in industry. 

(8) To model the new innovation technology value by upgrading their own use and sharing of Information Technology.

(9) To participate in providing training to the villages through innovative technology.

(10) To establish a support program for start-up and ‘Mom-&-Pop apparel and textile business firms.

4 The implementation symposium

A symposium was conducted by professional facilitators for managing change from Sensei International. The symposium was designed to gather stakeholders interviewed from the Apparel and Textile industry, the Education, Training, and Innovation Technology Research institutions, and Government. After and introduction by Mahesh Amalean, Chairman of HRD & Technology Advancement Committee Joint Apparel Association Forum, the authors presented this report in a PowerPoint presentation. 

Then, professional facilitators from Sri Lanka formed the some 35-stakeholder participants into groups at separate tables. Each group had an even mix of industry, education, and government stakeholders. The facilitators explained the following group process: they were given a chart of the ten COAT Organization Requirements. The three models that were identified in this report as viable organization for COAT were arrayed in a column matrix for the groups to evaluate against the ten COAT Organization Requirements. They discussed the requirements and models together for an hour. The stakeholders were also instructed by the facilitators to come to a consensus in the group as to how they ranked the three models (1,2,3 with 3=best) as to the models’ expected ability to perform each of the above ten requirements. The facilitators explained that this was not a decision model, but a means of developing a group consensus about the models’ relative strengths and weaknesses. Each group then totaled the scores of the three models at the bottom of the matrix. Then a spokes-person from each group reported their discussions and consensus results to the assembled participants. As each grouped presented their results the facilitators tallied the ranking scores in a spreadsheet projected on the screen.

There was spirited discussion in the groups where participants from the different areas of concern talked across the table, some for the first time. Each group was able to come up with a consensus total ranking for the three COAT organization models. All of the models received good scores, showing that each was a viable choice. In their presentations, they group spokespersons expressed the need for a COAT organization and that they should continue working on it. Of course, one model came out ahead of the other two. At that point the authors explained again that this was not a decision task. All of the models had advantages and weaknesses, some more than others. However, there is a forth model that is not depicted on the screen. That fourth model is the one that the assembled stakeholder would design by taking the best of all three models and creating a new design for COAT.

A lively open discussion followed. The facilitators then led the group to form a working group called, Human Resource Development to meet within a week to chart out the next steps to bring the development of COAT to the next level of institution building. They were then invited by the facilitators to a buffet and cocktails for a more social setting for exchanging their reactions, ideas, and concerns for the future COAT. The success of the symposium will be looked back upon as the first gathering of COAT where the stakeholders from the three areas of concern came to their first consensus together.

5 Results and future steps 

“Sri Lanka abounds in institutions for developing its human resources today. These institutions not only include the education and training institutions throughout the island, but also the rich history and culture that encourages achieving high literacy, multi-languages, and acquiring a vast array of skills, knowledge, and abilities that support the contemporary Sri Lanka we have experienced here today.” [9]
The emergence of the global market has brought new wealth and opportunity for Sri Lanka to achieve a partnership to participate in markets beyond its shores. Clearly, such opportunities bring their own risks. The main platform of competition has changed from market competition among the industrial; firms within the Sri Lanka to one of competition between nations of industries. 

Sri Lanka wishes to retain its share of the apparel and textile global market and to increase its share. Clearly, some of the internal rivalry must be examined to see where there are common interests in developing its human resources to meet the rising levels of skills, knowledge, and abilities that this new platform of competition will exact. Those nations that draw upon all of their human resource development institutions will have the most successful future in the global markets.

In Sri Lanka there are fruitful areas for developing common interests between the apparel and textile industry institutions, the education, the training, and the innovation technology research institutions. Perhaps the most valuable institution, however, will be to develop an institution of partners-of-institutions for Sri Lanka’s human resource development efforts. Many Public, Private, and Academic sector interests convergence requiring some process to communicate more regularly with each other in order to coordinate the human resource developments institutions they have and for those that they may need to build anew in order to retain and grow their share of the ever changing global economies. The Human Resource Working Group can use this opportunity to build a cooperative institution of partners in human and technical innovation resource development together.

The EU Technology Platform provides Sri Lanka as a basic model to design its own institution that is autonomous, transparent, and open to the needs of all its members, large and small, old or new, private or public. COAT can also seek matching funding from outside sources and from the government to support COAT for the first three years.

COAT can look to all the people of Sri Lanka to see how such cooperation in the human resource and innovation technology institutions built can benefit not only other industries but also those Sri Lankans in the farther reaches of the island. Perhaps a country’s wide computer communications network with at least one PC in every school in the land could help bring the world of knowledge and training to the villages where the factories and their employees reside.
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Abstract  Ever since the early nineties, public-private partnerships (P3s) have become in many countries a core component of any modernization of the state. In Quebec (Canada), P3s are part of a modernisation plan initiated by the Liberal government in 2003, with the overall objective of increasing the performance of the Quebec public sector. Over the last few years, through its public enterprise Hydro-Québec, the Québec government has held tendering processes in order to buy a total of 3500 MW of wind energy, which is more than 7% of the wind energy power presently in use throughout the world. This paper looks into the wind energy sector in Québec, in order to better understand the complexity and variety of P3 contractual relations as instruments for public action. It also aims to better explain the reconfiguration and redesign of democratic governance in Québec, in terms of: performance, accountability, transparency, legitimacy and social equity.
Key words
Public-private partnerships (PPPs or P3s), Democratic governance, Wind-power, Quebec (Canada).
1 Introduction
In recent years, public-private partnerships (PPPs) have received growing attention from Canada’s federal and provincial governments.  Given that PPPs have long existed in many countries as policy instruments, it is difficult to qualify them as innovative.  Yet over the past decade, North America and Europe have seen considerable growth in the number of PPPs as well as in the variety of activities and the financial exposure they represent.  Today in Quebec, PPPs are a component of major projects intended to enhance provincial performance and to ensure the [Translation] “…re-centering of core missions […] and re-organization placing the citizen at the centre of its priorities”.1
With the modernization of the province of Quebec, over half a dozen PPP projects have been undertaken to date, including:  the completion of Highway 30, the completion of Highway 25, the two university hospitals in Montreal, the construction of a major new cultural complex in Montreal, the creation of 1000 to 1500 residential and long-term care centre spaces, a new network of wayside parks, and finally the management of water and public transit. 2 1 3 According to the latest status report on the Quebec government’s modernization plan, none of these priority projects will reach the point of contract signing and commencing work before 2007-2008.2
During this same period the Quebec government, through Hydro-Quebec, the provincial utility company, tendered bids for the acquisition of 1000 megawatts (MW) of wind generated power.  In so doing, eight contracts were negotiated and signed with private firms in October of 2004, representing a combined investment of roughly 2 billion dollars.  In October of 2005, Hydro-Quebec initiated a second Request for Tenders, also to private producers, to acquire an additional 2000 MW of wind power, in conjunction with a previous 2002 purchase of 500 MW.  These contracts, between Hydro-Quebec and private firms, thus combine to total 3500 MW which represents [Translation] “more than 7% of the current total worldwide installed capacity for wind power generation”.4 Although not included either in the Quebec government’s modernization plan or among the government’s priority PPP projects, these wind power production contracts have all the earmarks of a PPP contract, including their length which extends over a period of 25 years.

Through an examination of the wind power generation sector in Quebec, this paper seeks to capture the variety and the complexity of (quasi) PPP contracting relationships in the context of PPPs as instruments of public policy.  It seeks also to identify the mechanisms and methods associated with the restructuring of governance in Quebec and the resulting positive and/or negative impact on democratic governance (performance, responsibility [accountability], transparency, legitimacy, participation, social equity and reflexivity).  This study of the wind power sector also allows us to identify emerging political relationships between the province and private firms and to examine their legitimacy in the greater political context of the modernization of the province of Quebec.

The approach undertaken in the following pages will consist first of defining PPPs and situating their component parts along the public-private continuum.  Their characteristics will then be analyzed in order to understand how their contractual nature modifies and significantly affects traditional governance mechanisms.  A synthesis of the risks associated with providing wind-generated electric power based on a PPP management model will follow with a discussion of the consequences of these risks to governance.  Risks arising from the structure of the administrative arrangement will be differentiated from those arising from the inherent nature of the undertaking.  Finally, management by PPP will be analyzed in the context of provincial modernization along with ideological influences and the impetus to integrate Hydro-Quebec into the North American export marketplace.
2 The nature of PPPs and their influence on governance

This first section seeks to define PPPs and to understand the influence of their administrative structure on governance mechanisms.

2.1 PPPs: policy instruments

A PPP is a policy instrument, meaning [Translation] “a social and technical contract which organizes specific social relations between the State and its citizenry in accordance with those ideas and values which it conveys”.5  Established through a complex contractual relationship between public and private partners, PPPs are distinguished, according to the Quebec government, from other types of contracting relationships by the following characteristics:

Table 1  Constituent components of PPPs according to the Quebec government

	Fundamental Characteristics

	An optimal sharing of risks where the partner assumes risks most capable of managing them.

	Service delivery based on the achievement of clearly defined results.

	Payment of the private sector partner is a function of performance and availability of service.

	Government retains control of the service at all times and remains accountable to its citizens for service delivery.


Source: 6
This perspective considers PPPs to be hybrid policy instruments, between traditional public service delivery on one side and private service delivery on the other.  In the traditional structure, the role of the private sector is limited to that of a supplier, sub-contractor or technical consultant; consequently, the private partner assumes only a very low level of risk.  At the extreme opposite end of the public-private continuum, we find privatization, pure and simple.  Here, services provided are treated as private services, much in the same vein for example as housekeeping.  In this arrangement, the level of risk to the private sector is maximized, as is its level of responsibility.  The public sector has no role and remains uninvolved except through the provision of a legislative and regulatory framework for the activity in question. 

Preliminary observation suggests that public-private partnerships encompass a multitude of services (funding, public service delivery, operation of infrastructure, etc.) and contractual terms (ownership of assets, duration of agreement, decision-making, control and evaluation, etc.).  For example, the discharge of obligations by semipublic organizations like universities can be considered a PPP since the conditions for borrowing and use of capital are so restrictive that those who share the obligations become, essentially, co-owners of the organization.7 At the other end of the continuum are projects routinely designated by the acronym DFBO (Design-Finance-Build-Operate), which link the chronological steps of design, financing, construction and operation.  So, how do we determine where we are in the middle of this plethora of policy instruments? 

The fundamental distinction would appear to come from the primacy of the contractual relationship, which in the case of a true PPP is characterized both by its complexity and its longevity.  In other words, a PPP expresses a contractual relationship between the government and one or more private firms in the context of a large-scale project, which unfolds over the (very) long term.  As Table 2 suggests, this definition then excludes the outsourcing, or delegated management, of simple activities such as building maintenance, trash collection, hospital food services, etc., which are traditionally handled through short-term (1 to 5 years), in some cases even very short-term (less than 1 year), agreements.  However, some would add to these two fundamental characteristics the active cooperation between public and private partners and the search for shared and lasting benefits.8  In spite of a certain apoliticism in the implicit assumption that a spontaneous and long-lasting convergence of interests will emerge between public and private partners, these characteristics nonetheless highlight a fundamental component of PPPs:  the active role of private partners in the development of technical specifications and the setting of project objectives in terms of time, cost and quality.

Table 2  Types of Contracting Relationships between the State and a Private Firm

	
	Subcontracting and Outsourcing
	Stewardship
	Leasing
	Concession
	Public-Private Partnerships

	Ownership of Assets
	State
	State
	State
	State
	Private firm

	Financing of Infrastructure
	State
	State
	State
	Private firm
	Private firm

	Completion of Work
	State /Private firm
	-
	-
	-
	Private firm

	Operation of Infrastructure
	State /Private firm
	Private firm
	Private firm
	Private firm
	Private firm

	Decision-making
	State
	State
	State /Private firm
	State /Private firm
	Private firm

	Control and Evaluation
	State
	State
	State
	State /Private firm
	State /Private firm

	Duration of Contract
	Very short term

(1 year or less)
	Short term

(1 to 5 years)
	Medium to long term

(5 to 10 years)
	Medium to very long term

(5 to 20 years)
	Very long term

(20 years or more)

	Complexity of Activities
	Low
	Moderate
	Moderate to High
	Moderate to High
	High

	Scope of project
	Small
	Moderate
	Moderate to Large
	Moderate to Large
	Large

	Source of Revenue
	State
	State
	State
	Rate setting
	State / Rate setting or Rate setting alone

	Competitiveness

(Request for Tenders)
	Medium
	Medium to Weak
	Weak
	Weak
	Weak to Nonexistent


Table 1 presents a synthesis of the principal distinguishing characteristics of the various types of contracting relationships that exist between the province and private firms.  Although simplistic, as all typological or taxonomical efforts necessarily are, this table nonetheless illustrates the growing complexity of contractual relationships ranging from simple contracting-out or outsourcing, through to public-private partnerships.  Ultimately, the definition we choose to retain here avoids the conceptual confusion which has mired the Quebec government following the public hearings on Bill 61 – An Act Respecting the Agence des partenariats public-privé au Québec, held before the Commission des finances publiques.

In the specific case of interest here, that of wind power generation, it is important to note that the Government of Quebec does not consider this type of contractual arrangement to be a PPP as the Agence des partenariats public-privé au Québec (APPPQ) does not have lead responsibility for implementing the project.  In effect, this project is not governed by the APPPQ, yet essentially it joins a public company, Hydro-Quebec (via its Distribution division), and one of more private suppliers.  Still, even the nature of the Request for Tenders (which supposed that the private party would be responsible not only for the design and construction but also the operation and financing), and the contractual terms (which included risk-sharing mechanisms and long-term collaboration), suggest that it is effectively acting as a PPP.  The critical analysis that follows seeks to bring conceptual clarity to this question, which includes raising certain Quebec political issues, notably the intent expressed by Quebec Premier, Jean Charest, to undertake the development of wind power as his legacy to the people of Quebec, much as hydro-electricity became the legacy of Robert Bourassa, Quebec Premier from 1970 to 1976 and from 1985 to 1994.

2.2 The declining role of the state

Detractors of PPPs often argue that these partnerships represent a form of disguised privatization, a mechanism for the State to divest itself of its traditional role of providing public services.  But is this really the case?  Does the initiation of PPP-style projects truly represent a withdrawal by the State?  An analysis of privatization theory yields some interesting answers.

While the traditional definition of privatization assumes that it is the ownership of assets that is transferred to the private sector,9 demonstrated that the modern concept of privatization can act along three different dimensions of an organization’s competitive environment:  1) Ownership, 2) Funding or 3) Modes of control.  A shift by any one of these components toward the private sector should be perceived as a form of privatization with all of the implied administrative and legal implications.  We observe that, in practice, PPPs have the effect of “pushing” the ownership of assets, modes of funding and modes of control towards the private sector (where the marketplace plays a greater role).  Let us then analyze the operation of PPPs according to each of the above-described dimensions: 

· In most cases, the assets of a PPP project become the property not of the government but of a private company or a joint consortium (private and public) created in an ad hoc fashion to meet the needs of the project.  In this sense, it is possible to confirm that PPPs push the Ownership of assets towards the private sector. 

· Funding can be divided into two very distinct categories:  initial investment financing and operating revenues.  First, initial investment financing clearly expands the role of the private sector as it allows the enterprise to initiate a public offering of shares.  As well, in some cases, operating revenues are largely financed through private contributions, as users are asked to contribute directly (rather than through taxes).  It would seem, then, that PPPs also steer Funding towards the private sphere.

· Finally, as governments withdraw from the operation of public works projects and limit their role to identifying key issues and establishing passive control mechanisms (based on the terms of contract), the private entity is free to act as it wishes within the limits imposed by the contract and the profit imperative.  The government thus becomes passive, leaving Management control to the private sector, which need only meet the strict obligations of the contract.

In light of this analysis, it can be argued that as PPPs appear to push towards the private sector in each of Perry and Rainey’s three dimensions, they effectively represent a form of privatization.

2.3 A concept of the firm incompatible with the idea of public service

The PPP management model also essentially redefines the boundaries of the firm.  It would seem that the classic public-private partnership model represents a departure not only from the traditional understanding of private enterprise (based on the closed box model of attracting inputs and generating outputs) but also from the more modern “stakeholder” model.12 In PPPs, the contracted company is little more than a nexus of contracts, no longer subject even to informal legitimate governance mechanisms.

As well, in contrast to public enterprises, which as well as being required to be profitable are also subject to control through public opinion and formal political governance mechanisms; the PPP class of contracts are subject only to those clauses outlined within the contract.  In distancing these enterprises (where the activity sector is nonetheless a public service) from the lens of public opinion, we are contributing to the disinterest of elected officials in their management.13
The profoundly contractual nature of these public-private partnership links must also be expressed.  In essence, the administrative arrangement is tempered (or, more accurately, “limited”) by the fact that the obligations undertaken by the principals are of a legal nature.  This particularity must be taken into account with respect to both the evaluation of risk sharing and the question of democratic governance.

PPP-type agreements are exclusively contractual and are thus subject only to contractual obligations.  Recall that, as indicated by the Politique-cadre, it is [Translation] “public authority [that] preserves control of service at all times and remains accountable to its citizens for service delivery”.6  Thus, PPPs create a situation where the private party is liable only for the actions anticipated in the contract (moderate responsibility) while the government retains liability for meeting the objectives of the project (responsibility for results).  Controls on social and environmental performance cannot be left to the marketplace, which is the effective result of these contractual arrangements.  In long-term contracts where the government does not yet have sufficient expertise to manage this type of contract, it is difficult to predict all of the possible issues, which may arise.  This limitation presents a fundamental concern that should be thoroughly examined.  As well, since private firms partnering with government generally function as “agents” (and not “stewards”) it is not difficult to assume that they will limit themselves to the strict obligations of a contract signed 15 years earlier.  The risk linked to contractual uncertainty is thus fully assumed by the government.  This is a classic agency problem previously identified by Reichelstein.14
It would seem then necessary to emphasize a management focus predicated on multiple partners:  “agency theory”15 and “stewardship theory”16.  The contractual nature of the relationship (in the sense of strict minimal obligations) between the parties leads us to believe that agency theory would apply here.  Yet, this presents one of the great paradoxes of management by PPP as the concepts of public service and of collaboration to attain common goals, which characterize this mode of management17, suggest that the various parties must behave as “stewards”18.  We will observe later in this discussion that this fundamental distinction profoundly affects the manner in which risks are shared.

2.4 A foreseeable loss of political control

The three dimensions identified by Perry and Rainey9 are fundamental to our understanding of PPPs.  These are along the same lines as the “facets” of each of these modes of delivery defined by the Politique-cadre, some of which constitute PPPs.  Simply put, while Perry and Rainey9 define three dimensions, the Government of Quebec defines several “facets”
, namely Design, Construction, Financing and Service delivery:
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Figure 1  Harmonizing the Terminology of Privatization

The facet of Control, clearly identified by Perry and Rainey, is missing from the framework proposed by the Government of Quebec.  It is precisely its absence that renders PPPs so controversial.  Essentially, by virtue of the legitimacy of delegating the work to the most capable party (private or public) it would seem appropriate to follow that same logic with respect to control mechanisms.  It is thus meaningful to use the marketplace as a financial control mechanism to avoid such issues as cost overruns.  As Bernard19states [Translation]:

How can we assure ourselves that [public funds] are administered as well as possible, with the least possible losses?  Sadly, there is no simple measure of productivity that can play here the role that profit plays for the private firm. This fact necessitates the establishment of systems designed to promote efficiency and prevent waste.

The marketplace, however, has its limits as a regulator, notably in the areas of an enterprise’s social or environmental performance.  That said, in the case of PPPs – and of public services in general – leaving it to the marketplace to play the role of regulator risks undermining the capacity to evaluate social performance and environmental risks.  Consequences for democratic governance (and, specifically the requirement that the private party be accountable for its actions) of increased participation by the private sector are not expected to be negligible.

To avoid these negative consequences and to ensure that public services are managed in a manner that best responds to public needs, some governance mechanisms will need to be put into place.  These are primarily of a legal nature and seek to regulate commercial practices.

2.5 Offset mechanisms

Several governance mechanisms have already been put into place to offset the loss of administrative and political control that necessarily accompanies the delegation of a significant portion of the planning process to the private sector.

First, Hydro-Quebec has established a series of minimum requirements that bidders must respect in the Tendering process. There are 9 of these requirements and they deal with a wide variety of subjects:

· Site Selection:  If the proposed project will be situated on private lands, the proponent must obtain the approval of 60% of the landowners.  If the proposed project will be situated on public lands, the proponent must present a Notice of Intent signed by a representative of the Ministère des Resources naturelles et de la Faune after having proven that it will abide by the established requirements;

· Financial Guarantees:  Financial guarantees of predetermined amounts ($/ KW) must be filed:  when the contract is signed (guarantee of delivery), when delivery commences (guarantee of operation) and after 10 years of operation (guarantee of decommissioning). These guarantees can be reduced if the proponent can demonstrate a good credit rating;

· Experience Level of the Bidder:  The bidding company must be experienced in the development and the operation of electrical power (but not necessarily wind power) production projects.  It must also identify the achievements of its key personnel;

· Technological Maturity: Proponents must use proven wind power technology.  The models used must have been successfully employed in other projects (at least 3) over a period of at least one year and must be supplied by known manufacturers;

· Linking and Integration of Production Equipment:  Proponents must be able to link their facilities to the Hydro-Quebec network.  The ability to comply with established deadlines can be evaluated by Hydro-Quebec TransÉnergie;

· Wind Power Generators Adapted to Cold-Climate and Certified by a Designated Manufacturer:  Wind power technologies must be certified by a designated organization to function in temperatures as low as -30°C.  Also, proponents must be able to prove that they have signed a firm agreement with a manufacturer for the manufacture and delivery of the equipment at a predetermined price;

· Guaranteed Minimal Regional Content:  The regional content must represent a minimum of 30% of the total project costs;

· Minimal Quebec Content of the Wind Farm:  The Quebec content must represent a minimum of 60% of the total project costs;

· Wind Measure and Anticipated Production:  The proponent must demonstrate that it has undertaken wind measurements at the proposed site for at least 8 months, including over the winter months.  An analysis of the energy production potential must also have been completed.

Finally, the Quebec government has resolved, in its Orientation d’aménagement20 several management problems exposed by a story broadcast on Radio-Canada
.  This development plan prescribes:

· A minimum annual royalty of $2,500 per MW of installed capacity was guaranteed to the owners of the land where the wind power generators were to be situated;

· Points awarded for the participation of Regional County Municipalities (RCMs) and Aboriginal communities were reintroduced into the project quality evaluation grid (criteria that had been previously removed);

· The amounts of energy requested were modified and the closing date for a second Request for Tenders was pushed back;

· The expectations of the Ministère des ressources naturelles et de la Faune with respect to the responsibilities of the RCMs were clarified.  RCMs must, among other things, ascertain their own wind power potential and determine the environmental, economic and social impacts of future development.
3 Evaluation of specific risks

The idea of transferring risk to the party best equipped to deal with it is fundamental to the concept of PPPs and is closely linked to the issue of responsibility and control.  This capacity is the more significant because PPPs are long-term contracts.  In this sense, a systematic study of the incurred risks could reflect particularly those risks posed by a PPP-type management structure, as described in Section 2.

3.1 Sources of risk

Table 3 below proposes a summary of the diverse risks associated with carrying out a project.  The consequences for Hydro-Quebec, for the suppliers and for third parties (namely the general public, either directly or through the government) as well as the control mechanisms are clearly identified.  We have also attempted to evaluate whether or not these same risks would exist in the traditional model, that is to say if Hydro-Quebec had never initiated the involvement of the private sector and had undertaken these projects itself, as is the case for hydroelectric dams.

The impact of PPP-style management on governance can thus be ascertained through this analysis of the consequences for third parties and in the evaluation of control mechanisms.  However, we shall use the presence of risk in the more traditional model as a moderating variable so as to understand which risks are inherent to the project itself, and which emerge from the administrative structure.

3.2 Analysis of results

Risks arising from the structure – In light of the analysis of the preceding Table, we can conclude that PPPs present a potential threat to democratic governance in several respects:  in failing to ensure optimal financial performance, in complicating accountability, and in undermining the essential transparency of public processes.

(1) First, if it is true that competition has the general tendency to lower prices, it is difficult to believe that this process actually took place in Hydro-Quebec’s Request for Tenders process.  The relatively small number (4 or 5) of potential suppliers and their limited experience in the field of wind power generation21 suggest that the risk premiums potential bidders used to evaluate the cost-effectiveness of these projects were elevated, as would be the rate per KWh.  This risk premium should decrease as suppliers gain experience.  Nonetheless, in the context of novelty, all indications suggest that Tender prices will be high as suppliers seek to minimize their level of exposure to risk.

(2) Second, the contractual nature of the arrangement complicates the issue of accountability.  We observed earlier that there is a discrepancy between the responsibilities of the accountable party (Hydro-Quebec) and the party essentially undertaking the work (the supplier): accountability is thus indirect meaning that any breaches of responsibility by the supplier must necessarily be managed through tribunals.  This cleavage is further amplified by the differing management philosophies of the two partners (“agency” versus “stewardship”).

(3) Third, a ruling by the Régie de l’énergie has focussed attention on the transparency of the Tendering process.   In accepting the suppliers’ argument that [Translation] “disclosure [of quantities and contracted prices] risks precipitating a loss, lends a sizable advantage to their competitors and substantially reduces their overall competitiveness”,6 the Régie de l’énergie has agreed not to disclose this information.  It is thus impossible for the general public to observe Hydro-Quebec’s process for purchasing electrical power.  The only guarantee of a fair price comes from the reliability of the Tendering process and the fact that multiple suppliers submit bids, which should guarantee a competitive price.  Serious reservations arise, however, from both the scant competition and the embryonic stage of the industry.

Some additional risks, which we will term “democratic risks” (risks of transparency, political risks, social risks, etc.) are inherent to the PPP structure and should have been attenuated by the release of the Orientations d’aménagement.  Although they can be diminished, only a change in management structure could cause them to disappear entirely.  These include (not exhaustively):  risks of transparency, political risks, social risks and economic risks.  Arising from inherent characteristics of private firms, these cannot be compensated for through public policy.

Risks inherent to the nature of the project – Another category of risk, which we will term “quality risks”, depends not on the administrative structure of the enterprises involved, but instead on the nature of the activity itself.  These risks (notably planning and design, as well as technical, risks) could reasonably be expected to arise in any project of this scale, regardless of management structure.  These risks are best safeguarded against by applying effective quality standards, which should reduce the risk of malfunction.

Even though theoretically these risks can exist in any such project, the nature of the administrative structure can nonetheless affect the enterprise’s ability to safeguard itself.  In essence, since PPPs are independent enterprises, subject only to their contractual obligations and the laws in effect, it is clearly more difficult for the contractor to exercise strict management control than it would be for internally managed projects.  In this sense, it can be demonstrated that PPPs reduce the contractor’s discretionary freedom to operate as compared to the traditional mode of operation. 

Table 3  Synthesis of Different Risk Types Associated with Wind Power Generation

	
	Nature of Risk
	Consequences for Hydro-Quebec (HQ)
	Consequences for the Supplier
	Consequences for Third Parties
	Necessary Safeguards
	Presence of this Risk in the Traditional Model?

	Planning
	Poorly evaluated wind level
	Less electricity provided to HQ
	Diminished revenue
	Inability to supply sufficient electricity to the public
	Yes, minimum requirements (wind measurement)
	Yes, same level

	Technical
	Non-compliant wind power generators
	Less electricity provided to HQ
	Diminished revenue
	Inability to supply sufficient electricity to the public
	Yes, minimum requirements (technological maturity + quality assurance)
	Yes, but at a much lower level because the temptation to cut into quality is less

	Construction
	Land damaged by the construction of  wind power generators
	Public relations risk
	Risk of lawsuit
+
Public relations
	Loss of enjoyment and of potential income
	Yes, liability by public tribunals
	Yes, same level

	Environmental
	Environmental impact
+
Encroachment on agricultural land
	Public relations risk
	Risk of lawsuit
+
Public relations
	Negative environmental consequences
	Yes, development strategies
	Yes, but at a lower level

	Financial (1)
	The winning bid is too high (collusion or exaggerated risk premium)
	Unnecessary increase in expenditures
	Unjust enrichment
	Unnecessary increase in cost to consumers or reduced profits
	Yes, the competition phenomenon (risk of developing cartels or of collusion)
	No

	Financial (2)
	Risk of bankruptcy of proponents
	Must take over assets
	Bankruptcy
	Obligation to take over underperforming assets
	Yes, minimum requirements (financial guarantee)
	No

	Strategic
	Hydro-Quebec does not develop sufficient expertise in the production of wind power
	Loss of competitiveness
+
Loss of expertise
	None
	Risk of depending on private companies for the production of a public good
	None
	No

	Transparency
	Non-disclosure of various financial clauses (competitive factor of supplier)
	None
	None
	Accountability practices lacking
	Yes, Development plan
	Yes, but greatly reduced

	Policy
	Inability to participate in the North American marketplace
	Loss of potential export revenue
	None
	Diminished government income from Hydro-Québec dividends
	Yes, Component of PPP
	Yes, even greater

	Social
	Some groups left behind (RCMs, Aboriginal communities)
	None
	None
	Loss of negotiating power by weaker groups
	Yes, Development plan
	Yes, but reduced

	Economic (1)
	Inability of SMEs to participate in the projects because of their size
	None
	None
	Reduced economic activity by SMEs
	Yes, Development plan
	No, because HQ ensures the involvement of SMEs as sub-contractors

	Economic (2)
	Inability of certain groups to participate in the projects because of their size
	None
	None
	Reduced economic activity by SMEs
	Yes, Development plan
	No, since HQ includes these groups in its decision-making


SME = Small and Medium-sized Enterprises. Other Consequences – We have also identified that these wind energy supply contracts (2003 and 2005 Requests for Tenders) are distinguished by the fact that it is an “incorporated” public company, namely Hydro-Quebec, which is entering into a partnership with the private supplier, rather than the Government of Quebec directly.  This arrangement runs contrary to one of the traditional justifications for PPPs:  to allow each partner to concentrate on its area of expertise.  The success of this type of arrangement necessarily lies in the complementarity of its partners.  In essence, in order for this arrangement to be profitable, each partner must have different strengths (and weaknesses), which can be “exchanged”.  Yet, Hydro-Quebec, through its Production division, is already in and of itself an energy production company.  It would seem legitimate then to question the relevance of associating Hydro-Quebec with another wind power producer, particularly since Bozec and Breton27 have demonstrated that it is not the “private” nature of an organization that influences financial results, but rather whether or not it evolves in a corporate environment.

3.3 Possible openings

Note nonetheless that four answers to this issue can be anticipated which argue in favour of increased participation by the private sector:

(1) “Promoting competition” should result in lower prices.  Yet, in view of the small pool of potential suppliers and the fact that this type of arrangement is still in its infancy, it seems premature to advance this argument.

(2) The will to develop a competitive industry is a frequently-invoked argument and is consistent with the final benefit of PPPs identified by the Politique-cadre:  [Translation] “undertaking projects through PPPs will enable private enterprises in Quebec to acquire new expertise that is in demand in Quebec, in Canada and abroad”.6  Yet, it would seem that this argument would hold just as well for allowing Hydro-Quebec Production to become competitive and acquire an exportable expertise that it is in the process of developing in the international marketplace.

(3) The lack of expertise at Hydro-Quebec in the area of wind power could justify having engaged private firms for the production of wind power.  Yet, it would seem that the companies responding to the Request for Tenders were no more or less experienced than Hydro-Quebec in producing this type of energy.21
Apart from these purely managerial considerations, some authors28 29 have noted that economic ideology could be the basis for selecting PPPs and privatization as an instruments of public management.  In opening the door to the private sector for the delivery of public services, the Government of Quebec (directed by the Liberal Party of Jean Charest) has firmly planted itself on the right side of the political spectrum.

Subordinate to these ideological foundations of private-sector participation in the delivery of public services is the idea of exposure to export markets.  In 2001, Hydro-Quebec was restructured in order to integrate itself into the deregulated North-American (read “American”) marketplace created in 1992 following the Energy Policy Act.  In order to export its electricity, Hydro-Quebec was required to split its operations into 4 divisions that had previously been vertically integrated.  Thus, following the 2001 restructuring, Hydro-Quebec created the Production, Distribution, TransÉnergie (Transport) and Equipment divisions. 

It would seem logical to suppose that management by PPP is simply one more step towards the slow deregulation, which appears to be establishing itself in Quebec, as elsewhere in North America.   Even if Hydro-Quebec’s monopoly on the distribution of electricity to Quebeckers does not appear threatened, it seems at least that there is a clear determination to open the energy production market to private industry.
4 Conclusion: retrenchment of public space and democratic governance

The use of management by PPP in the area of electrical power clearly moves Hydro-Quebec (and by extension the Quebec government) into a new phase of energy development.  Even though for more than 40 years, this provincial enterprise has exercised a monopoly on the production, transport and distribution of electricity in Quebec, increasing openness to the private sector, the beginnings of which can be seen in the 2001 restructuring of the company, appears to be an underlying trend.  The ideological position of the government in power at the provincial level can, no doubt, explain part of this change, but the will to enter the lucrative North-American export market must also be considered. 

Others have argued that the applicability and the suitability of a PPP management structure must be evaluated on a case-by-case basis.  According to this perspective, we must first ask ourselves how relevant it is to use a PPP as compared with the other potential alternatives.  Secondly, if the PPP management option still bears consideration, it is important to undertake a critical assessment, identifying its advantages and disadvantages.  This approach is closely aligned with that of the business guidelines proposed by the Agence des partenariats public-privé. Yet, the use of these business guidelines, especially its “public comparator”, restricts the comparaison between PPP and alternative modes to financial advantages/disadvantages. In other words, the notion of costs is far from inclusive. In addition, there are problems associated with the use of a public comparator (steps 7, 8 and 9) to establish a basis for comparing the estimated (not real) costs of a project. Not only is this comparison distorted in part by the fact that the public and private sectors use different accounting policies
, but it has been suggested in the British case
 that the comparison tends to systematically favour the P3, both in terms of its initial selection and then subsequently in order to put forward the greatest possible gains in efficiency, effectiveness and economy.30 Indeed, the validity and reliability of these methods of assessment is regularly being called into question, to the point of sometimes being considered simply incorrect.31  Inasmuch as the mission of the APPPQ is “to contribute to the renewal of public infrastructures, and to increase the quality of service delivery to citizens, by implementing PPP projects” [authors’ italics]6, the risk that its public comparator leads to a systematic bias in favour of PPP appears to be high indeed. Yet, in the case of these wind power supply contracts, it seems that PPP-style management was imposed at the outset, in the sense that the contracting mode was already known when the Request for Tenders was initiated.  The manner in which this process unfolded could be considered the first infringement on good governance.

As well, at the micro level, certain threats to democratic governance have come to light which can be attributed to the particularities of PPP-style management.  These most often arise out of an issue of agency.  In effect, the contractual nature of the administrative arrangement imposes judiciary control over the process, where conflicts must be resolved by tribunal rather than through negotiation.  The inexperience of the actors involved in this type of engagement and the novelty of the method suggest that these contracts cannot anticipate a priori all potential situations, meaning that some future adjustments will be necessary.  Yet, because the private partner is responsible only for those activities anticipated at the time when the contract is signed, the risk undertaken by the public partner is not insubstantial.

In summary, the governance problems related to this mode of management - the risk premiums demanded by suppliers, the confidentiality of contracted prices and energy quanties and the complications of accountability inherent to management by contract - are too important for management by PPP to be currently considered the best option.  Indeed from a democratic perspective, it is the traditional mode of management that appears to offer the most appropriate solution.
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The Politics of Big Businessman in Power: 
Comparing Thaksin and Berlusconi 
Bidhya Bowornwathana
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Abstract  This article proposes a framework for the comparative study of polities with big businessmen at the helm of government. A conceptual model is proposed consisting of four variables: the super patron, state capture, conflict of interest, and business empires. The central hypothesis is that businessman in power will exert himself to become a stronger super patron that will enable him to capture the state, overcome conflict of interest situations, and expand his business empire and wealth.
1 Introduction
The paper is divided into two parts. First, the proposed conceptual model for the comparative study of big businessmen in power is outlined. Second, two recent cases of big businessmen in power, former Prime Minister Thaksin Shinawatra of Thailand (2001-2006) and former Prime Minister Berlusconi of Italy (2001-2006) are compared. 

Three assumptions are made. First, “business politicians in power” refers to a situation when big businessmen become prime minister, ministers, and hold other key political positions. Most high political positions are held by big businessman-turned-politicians. The distinction between business and government is blurred and maybe useless. The typical business lobbyists have conquered government. We can no longer expect government to act in the public interests when dealing with powerful companies belonging to government politicians. Second, it is assumed that big businessmen enter politics because they want to control government and use their government authority to facilitate their businesses. They are all self-interested individual merchants who pursue power and wealth. This political explanation is in contrast with the managerial explanation that sees big businessmen in politics as a good opportunity for them to use their managerial skills and tools from the business world to improve government. Third, when big businessmen are directly in charge of governments, the political context changes. Conflict of interest becomes the prominent new form of corruption. Public institution mechanisms to check and balance the discretionary use of government authority by the big businessmen-turned-cabinet members become crucial factors in maintaining a good society. The integrity and ethical standards of business politicians in government are called into question. Can the businessman-turned Mr. Prime Minister forget his companies and act in the interest of the public?                 

2 The conceptual model

From the big businessmen in power perspective, one wins the political game by overcoming four things. First, one must try to become the most powerful super patron in the polity. Second, one must by all means capture the state. Third, one must be skillful in handling conflict of interest accusations. Fourth, one must become richer by expanding ones’ business empire. 

2.1 Becoming the most powerful super patron 

The proposed conceptual model is a version of the classic patron-client model in political science (Scott, 1971; Nye, 1967). Scholars have pointed out the explanatory power of the political clientelism and factionalism perspective for our understanding of Italian politics. For example, Sotiropoulos (2004) has noted the nature of political clientelism in Southern European public bureaucracies. Zuckerman (1979) explained the politics of faction in the Christian Democratic rule in Italy. Fine (1993) saw governing Italy as the politics of bargained pluralism. Other interpretations include Putnam’s (1993) discussion of civil traditions in modern Italy, and LaPalombara’s (1987) discussion of democracy Italian style. In Thailand, patron-client relationships are the foundation of Thai politics and administration (Neher and Bowornwathana, 1988; Riggs, 1966; Siffin, 1966). The proposed conceptual model consists of four explanatory variables: the super patron, state capture, conflict of interest, and business empires. The existing literature on the role of business politicians in power in capturing the state, avoiding conflict of interest situations, and expanding business empires is slim. The literature that links these variables with the patron client perspective is even fewer. 

What is the meaning of a super patron?  A polity that manifests characteristics of a super patron model is one that has a single extremely powerful leader on top of the state machine who acts as the super patron for several “patrons” surrounding him in an exchange relationship. The opposite of the super patron model is the multiple-patron model that portrays political and governmental power as being dispersed among various political patrons of equal clout and influence. Allocations of ministerial positions are evenly distributed among the various cliques and factions in power. There is no one who is strong enough to become a super patron. Therefore, a government consisting of a coalition of factions and cliques is fragmented and unstable. 

How does one become a super patron?  There are many factors at work. First, one has to be superior over other patrons in terms of economic wealth and strength of one’s patron-client networks. The second factor is the super patron’s personal ability to coordinate and bring in other patrons into one’s alliance without providing them the opportunity to join forces against him. The patrons are kept separated from each other by the super patron. Third, the Machiavellian super patron must also have the political skills to destroy any potential super patron candidate, and increase the dependency of other patrons on the super patron. Fourth, the ability to assure political victory and provide economic and political returns to joining coalitions is another factor. Fifth, another crucial factor is the ability of the super patron to become even stronger and remain in power forever. Eternal superiority or absolute power occurs when the super patron has expanded his dominance in all areas: political, government, business, and social. For example, in the business world, the super patron may end up monopolizing all sectors of the economy. All products and services being sold in the market are monopolized by the businesses of the prime minister. In government and politics, government politicians and bureaucrats are under the direct command of the prime minister. They listen to the prime minister, not to the ministers, nor senior bureaucrats. In the social world, the wife and family members of the prime minister dominate all social activities e.g. presiding in all-important social events. 

In short, when the Prime Minister or the President becomes an extremely powerful super patron, the relationship between the government leader and the bureaucrats is strictly that of a dominant boss and a submissive bureaucrat. The super patron leader is so powerful that bureaucrats are afraid that they will be transferred or removed from office if they do not comply with the wishes of their boss. 

2.2 Capturing the state  

Ideally, one completely captures the state when one actually exercises absolute control of government. The top business politician who becomes the prime minister can directly command ministers and other heads of government agencies to follow his orders. The prime minister can anytime remove any minister that he thought to be disloyal. Ministers become company directors and the prime minister the owner of the country-company (Bowornwathana, 2004b). 

Why does one want to capture the state?  Form a businessman point of view, government is a key factor in the success of his enterprise. As Graham Wilson noted, a government is important for business because government establishes the legal framework within which commercial activity is conducted; government imposes limits on market relationships; government is itself a major customer; business rely on government to protect and defend their interests overseas; business is dependent on government to maintain sound economic conditions; and business is an important supplier of resources to government (Wilson, 2003, 1-8). 

The process of state capture consists of three stages. First, the top businessman has to win the national elections and obtain a majority to form government. He then becomes the prime minister. To capture the state, the prime minister must have sole power to choose his cabinet members and appoint other key political positions. Factors that enhance the prime minister’s strength are, for example, a one-party government and weak coalition partners. A one-party government ensures that the top businessman is the leader of the winning party from the start. He does not have to bargain or bring in other political parties to form a majority. However, in his political party there may be several factions and cliques demanding political positions after political victory. The prime minister must weaken these factions by first, strengthen his own faction; second, divide and rule the existing factions; third, find out the weaknesses or “Achilles’ heels” of other faction leaders; fourth, use job rotation by introducing many cabinet reshuffles so that leaders of every faction will have the opportunity to become ministers.

The second stage of the state capture process is the ability of the top businessman-turned   prime minister to place his men in key positions that can facilitate the expansion and profit of his business empire. Key political positions that are crucial to business, besides the prime minister are, for example, the minister of finance, minister of foreign affairs, minister of commerce, minister of industry, and ministry of communications. Specific ministries are also important. For example if one business is telecommunications, one has to take over the positions of minister of information, communications, and telecommunications, head the Board of Investment, and exercise control of public agencies in charge of telecommunications. If one business is related to agricultural products, one will be wise to become minister of agriculture. 

The third stage involves the politicization of high civil servants and government employees. Once in power, the prime minister must make appointments and transfers of high civil servants, military generals, policemen, state enterprise CEOs and board members, by putting his men in all key positions. Family members and close relatives, old friends from high school, university, military and police cadets-, are called upon by the prime minister to assume important administrative positions in the bureaucracy. Trust and loyalty to the prime minister are main personality traits required for the appointments. Sometimes, the prime minister’s wife may play a key role in suggesting names for political appointments and she may informally reconcile and appease unhappy coalition factions. 

2.3 Managing conflict of interest accusations

Conflict of interest is a form of graft or political corruption described as the acquisition of money, gain, or advantage by dishonest, unfair, or illegal means through the abuse of one’s public office   (Hejka-Ekins, 1998, 482; Anechiarico, 1996; Bowornwathana, 2005a). When business politicians use their ministerial positions to facilitate their business goals, conflict of interest situations are likely to be displayed. The author had recently classified ten conflict of interest situations: policy corruption; nepotism; bribery; thievery; inside information; privatization; government procurement; the sale of state property; competing against government; and preferential treatment and double standards (Bowornwathana, 2005a). It is common practice for business politicians to be under conflict of interest situations. The issue for business politicians is how to manipulate conflict of interest situations so that they can be overruled. The author had outlined six tactics used by business politicians: the legal argument; political supremacy; absolute control of the state machinery; takeover of accountability mechanisms; censorship of the press; and distract citizens from conflict of interest issue (Bowornwathana, 2005a). 

To be able to overrule conflict of interest situations, the guardians or whistleblowers of conflict of interest must be eliminated or at least neutralized. Who are the guardians? They are: government bureaucrats in ministries and state enterprises; members of accountability institutions such the national counter corruption commission, ombudsmen, constitution court, administrative court, anti-money laundering agency, ministry inspectors, newsmen, senators and members of the house of representatives, political critics and outspoken intellectuals, members of civil society groups. To silence these guardians, politicization must be practiced so that the political executive could gain control of the guardians. Politicization of bureaucrats is done through appointments of loyal bureaucrats. Administrative reform measures are introduced so that the businessman-turned prime minister will have absolute power to place favorite bureaucrats in key positions. Rewards are given to bureaucrats that have assisted the businessman prime minister and his gang to bypass or take advantage of legal and administrative loopholes, or to register business gains from decisions of bureaucrats. Severed punishments are handed to bureaucrats who were lenient to the opposition. 

On the other hand, members of accountability mechanisms are politicized through efforts of the businessman prime minister to influence senators’ choices of candidates, cultivating close patron-client ties with senators, discrediting accountability mechanisms, and behind-the-door lobbying and perhaps bribing of members of accountability institutions. Mass media are strictly censored and threatened. For example, in Thailand, television channels and radio stations are mostly owned by government. Programs that criticize the government and investigate conflict of interest cases of business politicians are banned or eliminated. Afraid of losing their jobs, self-censorship is widely practiced by the media people. NGO leaders, human rights activists, civil society organizations, and critical academicians are harshly treated by the government. Lawsuits are filed by the companies of business politicians against persons who had accused business politicians of conflict of interest. Several outspoken NGO leaders were suspiciously killed. An atmosphere of fear prevails. Through government policies, ethical standards are blurred, and the new capitalist values of consumerism and materialism are praised.

2.4 Expanding business empires 

Big business politicians own and run big companies. Though formally they may have relinquished their legal ownership of those companies to meet the legal conditions of being a minister, in practice, the companies are still owned by their families, friends, or close aides who assume temporal ownership of the business politicians’ companies. In reality, the business politicians still run their companies through these persons and can become legal owners of these companies immediately after they do not hold any political positions that prohibit them to be the legal owners. 

The question is why do these rich businessmen want to become cabinet members? From a businessman’s perspective, it is an advantage to control both the worlds of business and government. I shall call this the “two-systems-one-family” approach. For example, the father may become the prime minister who commands all ministries and state enterprises. The mother, sons and daughters run family business companies that enjoy preferential treatment and protection from the state machine governed by the father. Companies belonging to the prime minister’s family and relatives may win government concessions and bids. Or they may have the clout to influence government decisions, thus opening the door for corruption and bribery. 

Government regulatory agencies may give special privileges by putting prime minister’s companies in a very advantageous position vis-à-vis their business competitors. The revenue department may be lenient to prime minister’s companies by finding ways for them to pay less tax. With the assistance of government, the prime minister’s companies may be able to expand and diversify their businesses. The prime minister may use his position as head of government to negotiate with foreign governments on deals involving his business companies. For example, some foreign governments may rent a telecommunication satellite owned by the prime minister, or allow the prime minister’s mobile phone company to open mobile phone businesses in those countries. In exchange, the prime minister may offer import tax privileges or promises to buy goods from them. At the end, the bottom line is that the business world of the prime minister will flourish through lucrative profit from being in government. This vicious cycle of business empire expansion meant that one has to remain in government power forever to enjoy the benefit of being in control of government. The more the large projects launched by government the better, because they open doors of opportunities for business politicians to make more profit. In short, the two-systems-one-family approach of big businessmen in politics inevitably brings back the old problem and debate on corruption, or the misuse of public office for private gains (della Porta Donatella, 2001; della Porta Donatella and Alessandro Pizzorno, 1996; Maor, 2004; Sapavasu, 2004; Quah, 2003). 

The political success of business politicians is measured by the wealth accumulated by their business empires before and after office. The richer they become, the greater the success. In practice, of course, it is difficult to find out how much wealth the prime minister has amassed. It is easy to find out the publicized number of stocks and shares each business politician and his family and relatives own before and after in office. Even information about increased land ownership may be sought out. However, there are many other ways to hide the gained wealth from government office: for example, savings in oversea banks, having somebody else besides your family and relatives assume ownership, buying property and assets abroad, and owning foreign companies. Then of course, there are profits made legally under questionable political ethical standards from government concessions, bids, and sales of cheap government property such as state enterprise shares to be added to the profit sacks of business politicians.

Figure 1 illustrates the proposed conceptual model. The first dimension is the patron client perspective that asks the question: who is in control, a single super patron or multiple patrons?  The second dimension, state capture, asks the question how is control exercised: tightly (absolute control) or loosely?  The third dimension asks: are conflicts of interest widely practiced, and how well are they overcome by the business politicians?  The fourth dimension asks:  how fast is the business empire of the super patron expanding once he is in office? Are businesses of the prime minister diversifying rapidly covering increasing areas or sectors? 

According to Figure 1, the super patron perspective is seen as the independent variable that ties all three variables together. Thus, the central hypothesis is: the stronger the super patron, the better the chances for the business politician in power to capture the state, overcome conflict of interest situations, and expand his business empire and wealth. As one moves from the multiple patrons to the single super patron phenomenon, the group of big businessmen in power becomes smaller; the size of the government pie larger; the strength of business competitors weaker; the practice of preferential treatment more common; and the sectors or areas under the domination of business politicians more comprehensive. At the other axis, as one’s power over government increases, the big businessman in power is likely to exercise more absolute control of government, and be able to handle conflict of interest better. The positions of super patrons Thaksin and Berlusconi are roughly illustrated in figure 1. 
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Figure 1  The conceptual model

3 Comparisons of Thaksin and Berlusconi

Four questions are asked. Who became the more powerful super patron? Who captured the state better?  Who created and handled conflict of interest situations better? And, who had expanded his business empire more?  

3.1 Who became the more powerful super patron, Thaksin or Berlusconi?

I shall argue that Thaksin became a more powerful super patron than Berlusconi. Of course, both of them are super patrons who sat on top of the state machine. But Berlusconi represented the case where the powers of other patrons were also more substantial than the power of those patrons under the super patron Thaksin. That is, Berlusconi case came closer to the multi-patron model than Thaksin case. On the other hand, the Thaksin case is closer to the single super patron model than Berlusconi case. The reasons are as follows. 

First, though coalition governments have traditionally dominated both Thai and Italian politics (Bowornwathana, 2001b; Verzichelli and Cotta, 2000), the recent elected Thaksin Government has become a one-party government, meanwhile the Berlusconi Government remains a coalition government. During his first four year-term (2001-2005), Thaksin Government consisted of several coalition parties such as the New Aspiration Party, the Chat Thai Party, and the Chat Pattana Party. Later on, the New Aspiration Party and the Chat Pattana Party were dissolved under the political pressure of Thaksin to join his Thai Rak Thai Party (TRT). Several factions such as the Chonburi faction and the Buriram faction both from the Chat Thai Party were also compelled to join Thaksin’s Thai Rak Thai Party. As a result, Thai Rak Thai Party won an overwhelming majority in the February 2005 elections, and was able to form a one-party government. Thaksin became a very strong prime minister who is successful in bring in many political factions into his TRT Party. Though the nature of factions still permeates Thai politics, the case of TRT shows that factions within the TRT can be managed by rotation of cabinet positions among the leaders of factions. Thus, under Thaksin leadership, there had been and will be many cabinet reshuffles. Government became unstable, but Prime Minister Thaksin was as stable as ever. Thaksin’s choice of his new ministers clearly indicated his increasing power because he had appointed many members from his own faction as ministers. At the same time, Thaksin had also introduced a new decree empowering Thaksin to make decisions “important to the national interest” with the backing of just one other member of the cabinet, instead of summoning his full cabinet (The Nation, February 26, 2005, p. 1A). Many scholars and intellectuals, especially Thais, have noted the increasing tendency for Thaksin to consolidate and monopolize state power (see for example collections of articles in Chermsak Pinthong, 2004a, 2004b, 2004c, 2004d; Pairoj Wongvipanon, 2004; Pinyo Traisuriyadamma, 2004; Nitivititat Foundation, 2004; Special Edition of Fadiokan, 2004; Rattapong Sonesupap and Prachat Nam Siripotenanon, 2003; McCargo and Pathmanond, 2004; Phonpaichit and Baker, 2004). Thai and foreign correspondents have also alerted us to the authoritarian tendencies of Thaksin (for foreign correspondents see Crispin, 2001, 2002; Shuman, 2005; Cochrane, 2005).

However, if we consider the case of Italian Prime Minister Berlusconi, we find that he headed a center-right coalition government, called La Casa delle Liberta, consisting of Forza Italia, National Alliance (AN), the Lombard League, and other small parties such as the Catholic allies. Berlusconi had to please these fragile coalition partners to remain in power. Berlusconi did not have the luxury of a one-party government that enabled the super patron like Thaksin to favor his own faction in terms of cabinet appointments. Thus, Berlusconi gave some key positions to leaders of coalition parties. For example, AN leader Gianfranco Fini was made vice premier and Unberto Bossi leader of the Lombard League was made minister for institutional reform and devolution. There were also tensions among coalition partners such as between Fini and Bossi. For example, the National Alliance opposed Lombard League’s plan for devolution of power from the central government to the regions. 

Second, the coalition government of Berlusconi consisted of political parties with different policies and ideologies. Thaksin’s TRT Party was, in my opinion, clearly a “club” of big businessman-turned politicians whose objectives were clear, that is to facilitate one’s business for more profit-making. There was no clear distinction of ideologies or policies in the case of Thailand as that of the Italian case. The Thai cabinet members were drawn from large business conglomerates. They were from families that owned big businesses such as the Thai Summit Automotive Group (of Suriya Jungrungreangkit), Jasmine Telecommunications Group (of Adisai Bodharamik), BEC broadcasting Group (of Pracha Maleenont), CP Agriculture Group (of Watana Muangsook, son-in-law of CP Dhanin Chearavanont). Many of Thaksin’s political friends in TRT Party consisted of big businessmen who own a large number of shares in the stock market. Hence, in the Thai cabinet, there was no ideological difference; the issue is always how all of them could make profit from government.

Third, the 997 Constitution of Thailand was designed to strengthen the power of the executive. A strong prime minister was desired so that unstable coalition governments could be rid off. On the contrary, the Italian Constitution was designed to weaken the power of the executive and prevent the rise of another strongman such as facist leader Benito Mussolini. Contrary to Thaksin, Berlusconi could not fire his ministers, nor dissolve parliament.

Fourth, both Thaksin and Berlusconi have a media empire that enabled them to control the channels of information and dictate what citizen should hear. Their degree of media control approaches that of a totalitarian state (http://www.wsws.org/articles/2002/mar2002/ital-mo07.shtml). Their media empires put them in an enormous advantage to manipulate the news, conduct media censorship and political propaganda. Other competing politicians did not have these media instruments. The media empires help them become super patrons in politics. In Italy, Berlusconi controlled three biggest private television stations and as prime minister, had taken control of the state-run television station RAI which had three channels (Blatmann, 2003; European Federation of Journalists, 2003). In the same fashion, as prime minister, Thaksin controlled all government television channels (most of television channels in Thailand are owned by government). Through Shin Corp., Thaksin had acquired ITV channel almost at the same time that he was assuming his premiership in 2001.The other private television, Channel 3, is owned by a cabinet member,  Pracha Maleenond. Both Thaksin and Berlusconi were accused by many of abuses of power by constraining the media from providing negative coverage of their governments or encouraging the media to attack the opposition. In Italy, the government-owned national television channels operated by RAI were obliged by law to give at least a minority voice to opposition parties (Smith, 487). In Thailand, however, there is no such a law, so Thaksin can order the state channels to block positive news about the opposition. 

Fifth, administrative reform, -clothe in new public management or managerialism fashion,- (Bowornwathana, 2004a) so far conducted by the Thaksin Government is geared toward centralizing and monopolizing government power solely in Thaksin’s hands (Bowornwathana, 1997, 2000, 2002a, 2002b, 2002c; Bowornwathana and Poocharoen, 2005). The result is what I called “prime ministerialization” (Bowornwathana, 2005b, 2005c, 2004b, 2004c). Both Thaksin and Berlusconi see themselves as possessing the necessary leadership qualities such as innovative, creativity, and experienced (Samuels, 2003, p. 342). Thaksin’s Thai Rak Thai Party’s well-known campaign slogan is “New Thinking, New Acting.”

3.2 Who captured the state better, Thaksin or Berlusconi?

Again, the answer is that Thaksin captures the State better than Berlusconi. Besides being a stronger super patron that would enable Thaksin to capture the state better, the Italian case was also a harder nut to crack. In Italy, there were stronger forces that can challenge the efforts of the super patron to obtain absolute power in government,- much more so than in Thailand. Who were these counter- balancing forces? 

First, there are the magistrates. They were the number-one enemy of Berlusconi because they were the ones who keep on questioning Berlusconi on charges of conflict of interest. Berlusconi had been accused of attempting to intimidate the judiciary (Lane, 286). In the space of twenty years, there have been twenty-four magistrates killed by the mafia (Lane, 253). In Thailand, the judiciary’s relationship with Thaksin is not as tense as in the case of Italy. However, there are many cases involving the killings and mistreatments of persons who are critical of Thaksin Government. Some NGO activists and southern protesters are missing. In March 2003, the body of a former Shin employee was found dead from bullet wounds. He was the man who gave information on a deal in which Shin Satellite, a company owned by Thaksin’s family, was alleged to have evaded taxes on import satellite equipment.

Second, the Italian President and the Constitutional Court judges did sometimes act against Berlusconi’s wishes. For example, on December 2003, Italian President Ciampi refused to sign a controversial media bill relaxing limits on media ownership (known as the Gasparri Media Bill). Critics said the bill would benefit Berlusconi who, for example, would be able to venture in radio businesses (The Bangkok Post, December 17, 2003, p. 9). On January 2004, the Constitutional Court threw out law granting Berlusconi and other state post holders’ immunity from prosecution. In Thailand, the King is above politics and government; he does not officially intervene in the work of the prime minister. Some question the neutrality of some judges of the Thai Constitution Court whom they claimed their selections by the Senate have been dictated by Thaksin. 

Third, the opposition party and labor unions are strong in Italy. For example, in March 2002 a mass demonstration consisting of two to three million people took place against Berlusconi in Rome and other cities. They were demonstrating against a man who thinks he owned Italy and operates accordingly. The labor unions also demonstrated against Berlusconi Government’s plans about pension reforms. In Thailand, labor unions and the opposition party are much weaker than in Italy. Indeed, they are becoming weaker and weaker (Phongpaichit and Baker, 2005, 25-29).

Fourth, politicization of civil servants also allows Thaksin to capture the state (Bowornwathana, 2004c, 2005a, 2005c). Politician-bureaucrat relationship is based on patron-client ties (Bowornwathana, 1994, 1996, 1999, 2001a, 2001b, 2006). The Super Patron Thaksin intervenes in the appointments and transfers of senior bureaucrats in all ministries and state enterprises. Thaksin’s friends and relatives are appointed to key positions in the army and police. In Italy, there is a tradition of politician-bureaucrat separation, but political clientelism in Italian politics and administration also encourages politicization of government officials (Lewansky, 231-238). 

3.3 Who handles conflict of interest situations better, Thaksin or Berlusconi?

It is difficult to judge who is the more skillful prime minister in terms of handling conflict of interest, Thaksin or Burlesconi. The fact that both businessmen-turned politicians have so far survived and remain in office is good proof of their political skills in handling conflict of interest allegations and accusations. For Prime Minister Berlusconi, conflict of interest is a long battle between him and the magistrates. Berlusconi sought to solve the conflict of interest problem by proposing new laws. Meanwhile, Thaksin chose to co-opt authorities such as constitutional court judges and national counter corruption commissioners so that they can be lenient to Thaksin’s conflict of interest cases. 

Prime Minister Berlusconi had taken the following steps. First, he had promised that a law on conflict of interest would be issued in the first hundred days of his new tenure as prime minister to resolve the conflict arising from his dual roles are head of government and the country’s biggest media businessman. He owned private television networks, but he also ran state television stations (Scala, 378). Second, the conflict of interest law approved by parliament in March 2002 did very little to solve the problem. The law prohibited public officials to hold executive positions in business companies. But it did not limit ownership of businesses by political officials, so Berlusconi can retain his business empire. The conflict of interest bill’s second article stated that ‘more ownership of a business was not sufficient to preclude taking up government office’ (Jones, 2003, p. 235). So what Berlusconi did was to appoint his adult children and close friends as executives of the companies in his business empire (Passigli, 2002; not dated). Third, Berlusconi’s effort to have his bribery trial regarding his takeover of a major food company shifted from Milan was turned down by the Supreme Court. Fourth, a bill was passed by parliament in June 2003 that granted immunity to five highest constitutional officers, including the Prime Minister, from prosecution while they are in office. The proposed law was however overturned by the Constitutional Court in January 2004 (Beckman, 50). Fifth, another law made it more difficult for magistrates to obtain financial documents from abroad required for their inquiries 

(http://www.pbs.org/wnet/wideangle/printable/berlusconi/briefing/print.html). Sixth, the Parliament had passed a law (Gasparri Law) that modified the domestic media market and anti-trust restrictions that would allow greater competition to enter the media sector. However, the law also allowed Berlusconi’s family to expand into radio and newspapers businesses. 

Recently, Fininvest’s move to reduce its holding in the Mediaset TV network to just over 34% was seen by critics as Berlusconi’s effort to quell criticism of conflict of interest after his government coalition lost the recent regional elections. However, this represents only a minor change and does not loosen his firm control of TV Empire. In fact, the rumor is that his business-partner Rupert Murdoch will buy the relinquished holding of Fininvest in the Mediaset (Hooper, 2005). Berlusconi’s Mediaset and Murdoch’s Sky Italia, which owns several important channels of Italian pay TV, Stream and Telepiu, meant that Italian commercial television would be dominated by a Berlusconi-Murdoch duopoly (Ginsborg, 2004, p. 139). 

The fight against conflict of interest accusations took a different direction in the case of Thailand’s Thaksin. First, not so long after becoming prime minister, Thaksin was indicted by the National Counter Corruption Commission on charges of concealing his assets through transfers of his shares to his maids, driver, and bodyguard. The Thai Constitution of 1997 prohibited the prime minister and cabinet members from holding more than 5% of any listed company while in office. The Constitution Court however acquitted (by 8 to 7 votes) the prime minister on technical ground. If the sentence had been upheld, Thaksin would have been banned from politics for five years (Rohr, 2004). Second, Thaksin’s ownership of shares in the companies was transferred to his adult children. After reaching adulthood in September 2000, Panthongthae Shinawatra, Thaksin’s son, suddenly became a billionaire by owning 25% of Shin Corp. When his sister Pinthongthae became 20 years old, she also bought half of his brother share in Shin Corp.. Other member of the family and relatives also own Shin Corp. shares, including Thaksin’s wife Khunying Potjamarn and her brother Bannapot Damapong (chairman of Shin Corp.) (Beckman, 52-53). 

Third, Thaksin’s ability to capture the state and consolidate his absolute power in government also helped him in his fight against conflict of interest accusations. In fact, Thaksin seemed to be on the offensive. Anyone who accuses Thaksin of conflict of interest was dealt severely. Examples of deterrence methods used are: discrediting, closure of information channels to air one’s opposing view, verbal threats, and legal action such as filing defamatory charges in court. In some cases, the critic was murdered. The state machine such as the police and the anti-money laundering office, an office directly under the prime minister, are used to subdue political criticisms. On the other hand, public officials in charge of accountability institutions are reluctant to pursuit the case of conflict of interest against Thaksin. After four years in office, Thaksin has successfully weakened public agencies designed to check and balance the use of government authority by the prime minister. Government and private media are intensely used as propaganda tools to discredit critics and endorse Thaksin.

The legal battle between Shin Corp. and Supinya Klangnarong, a young lady who was the secretary-general of the Campaign for Popular Media Committee, is a good example of legal intimidation practiced by Shin Corp., a company belonging to Thaksin’s family. In 2003, Shin Corp. filed both civil and criminal lawsuits against Supinya and editors of the Thai Post newspaper demanding 400 million baht in compensation from the co-defendants on grounds that Supinya’s interview published in the Thai Post had damaged its reputation by allegedly saying that Shin Corp. was a major beneficiary of government policies issued since Thaksin took first term of office in 2001. Shin Corp. claimed that the huge profit reaped was due to business acumen and not to political ties (The Bangkok Post, Outlook, p. 01, March 26, 2005). 

3.4 Who had expanded his business empire more, Thaksin or Berlusconi?

Business empires of both Thaksin and Berlusconi gained substantially from the two being prime ministers. Thaksin’s flagship Shin Corp. (Shin Corporation Public Company Ltd.) is one of the largest holding company investing in telecommunication, information technology, multi-media and advertising businesses classified into five categories: wireless telecommunication; satellite communication and international business; media and advertising, E-business, and other businesses. For example, Shin Corp. is a major shareholder of Shin Satellite Public Co. Ltd., Advanced Info Service Public Co. Ltd. (Shin owns only 43.06% as of 31/12/02), ITV Public Co. Ltd., and IT Applications and Services Co. Ltd. Thaksin’s fortune derives from monopoly concessions in mobile and telecommunications given by previous governments, especially with the help of his uncle who at one time was then deputy communications minister. For Berlusconi, the parent company in his business empire is Fininvest. As one of the richest man in Europe, Berlusconi made his first fortune in Milanese real estate during the unregulated building speculation of the 1970s (Smith, 486). He then extended his businesses into print media, advertising, retailing, telecommunications, insurance, supermarkets, newspapers, television, and football (Ginsborg, 2004, pp. 11-56). Interestingly, Berlusconi owns AC Milan, while Thaksin’s attempt to buy Liverpool FC failed. But Thaksin finally acquired Manchester City during his exile in England. 

Both Thaksin and Berlusconi took direct control of politics for business purposes. Thaksin had been conducting his business with the backing of government from the start. Increasingly he found out that he should enter politics to protect his business, and if possible be head of government. In the same fashion, Berlusconi jumped into politics because the clout of his political patron former Prime Minister Bettino Craxi whose socialist government was alleged to had helped Berlusconi turn his local commercial television companies into three national channels (Smith, 487) was fading away. Moreover, Berlussconi feared that unfriendly ministers in the departments of finance and justice might penalize financial irregularities of his Fininevst more rigorously than more friendly governments. At the same time, Berlusconi’s near monopoly commercial television stations was criticized by the Constitution Court in Rome and by European politicians in Brussels (Smith, 487). 

The two-systems-one-family approach works well for both Thaksin and Berlusconi. While Thaksin was in charge of government, his family and relatives are in charge of running businesses with the backing from government. His wife, children, and relatives own Shin Corp. and several big companies. In Italy, Berlusconi’s children sat on the boards of Fininvest and Mediaset,-Italy’s largest television company. Thaksin’s business empire was expanding and flourishing. Shares of companies belonging to Prime Minister Thaksin had increased in value in the stock market. Companies belonging to Thaksin’s business empire have easily won government bids and contracts at the expense of other competitors. For example, M Link Asia, company owned by Thaksin’s sisters Yaowapa Wongsawat and Monthatip Kovitcharoenkul, had won contracts to supply government with handsets. 

Over the past four years, Thaksin Shinawatra’s business empire had diversified into other businesses such as advertisement, entertainment, internet, banking, hotels, airlines, hospitals, etc.. For example, his son Panthongthae was then one of the biggest single shareholders of the Thai Military Bank: he bought the shares for a bargain price because the Thai Military Bank was in trouble at that time. Thaksin’s business expansion increases the possibility of conflict of interest. As head of government, Thaksin was in charge of THAI International. However, while Thaksin was prime minister,  Shin Corp. had started a new Air Asia in direct competition with THAI. Again, as prime minister he looked after public hospitals, but his Shin Corp. had brought several private hospitals during the past four years. Perhaps Thailand was then approaching the state of Italy’s new epithet ‘Berlusconism.’  Most of the things you come into contact with in Italy are owned by Berlusconi. In no time, perhaps, Thaksin may end up “owning” Thailand.

It is difficult to determine how rich Berlusconi and Thaksin have become after being in office. One way to do this is to rely on Forbes Magazine’s ranking of the world’s richest people. In 2002, Forbes’s ranked Berlusconi as the 35 richest men in the world with an estimated 7.2 billion dollars  (Lane, 121). Three years later in March 28th, 2005 Special Issue of Forbes, Berlusconi is ranked the 25th richest man in the world with an estimated wealth of 12 billions US dollars. In this regard, Berlusconi had done quite well. Estimating Thaksin’s increased wealth during his term as prime minister is more difficult because his assets were mostly not in his name, but in the names of his wife, children, relatives, friends, maids, drivers, and who know what else. Together, they form what one can call the “Shinawatra” business clan. In the stock market alone, the values of stocks, owned by the Shinawatra business clan through Shin Corp. and subsidiary companies, had double from around 91,799 million baht in February 2001 to 194,074 million baht in February 2004. That is, after three years as prime minister, Thaksin and his family network had made 102,275 million baht profit from Shin Corp. stocks.

4 Conclusion

In this paper, I have suggested a way to study polities that have businessmen at the helm of government. When a big businessman run government, he is likely to find ways to expand his business empire by using his position as head of government. The stronger a super patron he becomes, the better the chances for him to capture the state, overcome conflict of interest accusations, and expand his business empire and wealth. The cases of Thaksin and Berlusconi were used to illustrate how the framework could be used to compare and organized our thinking about the phenomenon of businessmen in power. In the future, more studies are needed of other political executive leaders to develop our understanding of businessman in power. Perhaps country cases involving leaders such as Valdimir Putin of Russia and George W. Bush of the United States of America can shed light on the dynamics of the businessmen in power
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Abstract  Shanghai is well known both home and abroad not only as prosperous metropolis with rich cultural resources, but also for a number of new tourist attractions that have been developed in recent years. It has very good value of tourism development and scientific research. In order to enhance the tourism development and more foreign investment, the Shanghai government has long started an integrated accelerating plan. This plan covers resources conservation, management & operation, tourism service & marketing, industry consolidation, etc. Great changes have taken place in the administration & management of the Shanghai since then. This paper makes a comprehensive case study of the Shanghai Ocean Aquarium Project. It makes an analysis of the background and operations of the government administration and draws a conclusion about management modes of Shanghai experience.
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1 Introduction
China is fast becoming one of the world's top countries for travel and tourism. Already a magnet for tourists from Asia, China is expected to witness explosive growth in international business and tourist arrivals over the next decade [1]. With the entry into the World Trade Organization and the liberalization of its services sector, there would be increased interest from foreign investors in China’s tourism sector [2].

Shanghai is well known both at home and abroad not only as prosperous metropolis with rich cultural resources, but also for a number of new tourist attractions that have been developed in recent years [3]. This paper is divided into four major sections.  Section one looks at the overall Shanghai tourism outlook and key developments.  Strong efforts to develop tourism and promotion of local tourism industry are the main subject of section two. Section three focuses on the Shanghai Ocean Aquarium Project Case Study, covers foreign participation in China’s growing tourism sector and explore the market potential in the hotel, travel service and theme park segments. In the last section, we make an analysis on the practical experience of Shanghai and suggestion to the government administration.
2 Overall Shanghai tourism outlook
2.1 Overview of Shanghai

With a total area of 6,341 square kilometers and a population of more than 13 million, Shanghai takes its place among the world's biggest and most booming urban areas. As China's economic engine, Shanghai's GDP has kept up a two digit growth for 10 continuous years. In 2005, the Shanghai port trade volume accounted for more than a quarter of the country’s total, the port's annual handling capacity ranked third in the world, and the average annual per capita GDP exceeded US$5,000, more than four times that of the country’s average level [4].  

As an international metropolis, Shanghai enjoys rapid and convenient transportation condition. It operates international air routes linking 59 cities all over the world and 14 international shipping lines. The convenient transportation has facilitated the exchanges between Shanghai and foreign countries. Every year, Shanghai receives about 1.2873 million foreign visitors and a lot of foreign leaders and state heads have also visited here. In Shanghai, there are about 20,000 foreign-invested enterprises and 4000 representative offices of enterprises from foreign countries and Hong Kong, Macao and Taiwan regions [5]. 

2.2 Foreign investment in the services sector

In 2005, Shanghai attracted a total contractual foreign investment of US$ 10 billion in 3012 projects, an increase of 43% over 2004. According to the latest statistics from the Shanghai Municipal Commission of Foreign Economic Relations and Trade, investment by foreign businesses in the service industry in Shanghai surged by 75.8 percent in the first four months of this year as compared with the same period of last year [6]. This is much higher than the 9.5 percent growth of foreign investment in agriculture and 17.9 percent in manufacturing.  

Statistics show that the contractual foreign investment in the service industry reached US$ 1.317 billion in the first four months, accounting for 35.6 percent of the total in the period [7]. The foreign investment mainly went into sectors including real estate, scientific research, and commerce and catering. The concentration of foreign investment in Shanghai shows that foreign investors realize the potential of China's economic development and that of Shanghai in particular, following the country's WTO membership. And the service sector, such as finance, commerce and trade, tourism and exhibitions, driven by the development of real estate, will continue to be hot areas of foreign investment in Shanghai. 

Shanghai has made much headway in the service industry in recent years. The added value only accounted for 18.6 percent of the GDP of the city in 1978, and increased to 40.2 percent in 1995, up to 50 percent in 2000 and further up to 52 percent in 2001[8]. It is still far behind the lowest standard of 70 percent in international economic centre cities, but indicates a great potential of development for foreign businesses. The city plans to speed up drafting policies covering utilization of foreign funds in the service industry. While continuing the work of approving foreign intermediary bodies including law offices and information consulting services, the city will give priority to attracting foreign funds to such projects as science, education, culture and public health, foreign trade, commerce, tourism, sports and conference and exhibition services. The city plans to set up one or two Sino-foreign joint venture travel services, and a similar number of Sino-foreign joint venture wholesale enterprises this year.

2.3 Key tourist attractions in Shanghai

Because of its openness to foreigners and its coastal location, Shanghai is endowed with rich tourist attractions related to its long and complicated history. Many buildings, constructed in various foreign styles, are well preserved in the Bund area, and western tourists will feel a sense of familiarity when strolling around the long street, which resembles those in European cities. This blending of eastern and western styles has given the Bund a reputation as a “World's Fair of Architecture.”  Many buildings from the 1920s and 1930s have also survived in the Old City section of Shanghai. A visit to the Old City is easily combined with a stop at Yuyuan Garden, a well-restored Suzhou-style garden created during the Ming Dynasty. The garden is immensely popular with local residents and visiting Chinese. 

Shanghai is well known both at home and abroad not only as prosperous metropolis with rich cultural resources, but also for a number of new tourist attractions that have been developed in recent years. Standing on a boat on the Huangpu River, one can enjoy a panoramic view of the river and city skyline. On the modern Pudong side of the river, the futuristic Oriental Pearl TV Tower, with a giddy height of 468 meters, stands as the world's third tallest TV tower. It has already come to symbolize Shanghai and is honored as one of the ten best views in the city. The Jin Mao Tower is another famous building in the Pudong New Area. Because of its brightly illuminated skyscrapers, Shanghai enjoys international fame as the “Pearl of the Orient” [9].

Table 1  Top tourist attractions in Shanghai in 2005

	Tourist Attraction
	Visitor Arrivals (million persons)

	Oriental Pearl TV Tower
	3.34

	Tourism Tunnel at the Bund
	2.43

	Yuyuan Garden
	1.62

	Shanghai Zoo
	1.31

	Jin Mao Tower
	1.20


Source: Shanghai Tourism Commission

2.4 Tourism industry performance

Tourism has become one of the city's economic pillars.  In the year 2001, turnover in the tourism industry totaled US$ 11.54 billion, which accounted for 5.5 percent of GDP growth in Shanghai. Spending on tourism by local residents alone increased 15.9 percent, accounting for 2.1 percent of their overall consumption. The municipal government believes a well- developed tourism industry can help accelerate Shanghai's transformation into one of the world's best-known and most visited metropolises.

In 2002, more than 2.7 million tourists from overseas visited Shanghai, an increase of 11 percent over 2001. They spent more than US$2 billion during their trips, a rise of 30 percent on a yearly basis, according to the latest statistics from the Shanghai tourism administration. During the past five years, the number of overseas tourists traveling to Shanghai has increased 5 percent each year.  The Shanghai Government hopes to attract more overseas visitors in the next few years, following China's accession to the WTO [10]. New policies that allow foreigners to visit Shanghai for up to two days without a visa may boost the numbers of visits.

At present, added value of the tourism industry accounts for 6.5 percent of the city's annual gross domestic product.  Municipal tourism authorities confidently believed the city would receive 3 million overseas and 95 million domestic visitors in 2006, earning US$ 2.6 billion in foreign exchange and a total tourism income of 109 billion yuan (US$ 13 billion).
3 Encouragement policy from Shanghai government

3.1 Strong efforts to develop tourism

Shanghai, as one of the largest centers of economic growth in China, is now making an effort to develop its tourism industry. With its strong economy and abundant, colorful cultural resources, eastern China's mega city Shanghai is not only attracting the increasing attention of overseas investors but also ordinary visitors. A blend of traditional Chinese and folk culture, fine world culture and modern sophistication provided the basis for the city' s development and booming tourism industry.  Colorful cultural and human resources and its status as a leading economic center in China all make the city a unique tourist destination.

Various events such as the Shanghai International Tea Culture Festival, Shanghai International Fashion Festival, Shanghai Film Festival and Shanghai Art Festival, and several hundred conferences and exhibitions each year also provide chances for the city to show itself to the world, and for people from home and abroad to experience its charms.

3.2 Promotion of local tourism industry

Shanghai plans to welcome more than four million overseas tourists, earning US$ 3.3 billion in foreign exchange, and 100 million domestic tourists by 2008. The eastern metropolis has designated the next five to 10 years a "golden period" for developing tourism. Under the plan, Shanghai will build itself into a tourism destination for doing business, holding conferences and exhibitions, shopping, and glamour and leisure entertainment. The city also aims to attract tourists with its advanced cultural and sport attractions, industry, agriculture, science and technology.  

Shanghai boasts a series of advantages in fulfilling its targets.  The city has 41 international and 548 domestic travel agencies and 310 star-level hotels [11]. The city's tourism enterprises have opened more than 20 representative offices in 13 countries and regions. Eight of the world's leading hotel management companies have opened branches in Shanghai.  Last year, Shanghai hosted 87.5 million domestic tourists and more than 2.7 million overseas tourists. A total of 520 travel agencies in Shanghai offer domestic travel services to Chinese citizens. They earn a profit from providing such services as ticketing, reserving lodging, providing transportation, organizing sightseeing, shopping, and entertainment and arranging tour guides.  

3.3 Hosting of the 2010 world expo

The landmark vote of the 132nd General Assembly of the Bureau of International Expositions (BIE) makes China the first developing country to ever host the event that debuted 151 years ago. The 2010 World Expo is expected to boost Shanghai's tourism industry.  Predictions are that 2.5 million to 3 million of the 70 million tourists estimated to attend the expo will be overseas visitors.

The BIE's selection of Shanghai will help improve the living standard and social progress of Shanghai.  Hosting the World Expo will give the high-speed metropolis a new challenging project to push it forward, as it will be forced to rapidly complete its transformation into a world center of economy, trade, finance and transportation -- a process which will also help the economic development of the Yangtze River triangle region and lower reaches.  Shanghai has already been quickening its pace of opening up and development of city infrastructure and environmental protection since the Chinese government applied to the BIE on May 2, 2001 to host the 2010 World Exposition.

Shanghai has spent about 100 billion RMB (US$ 12 billion) on its infrastructure construction[12]. By the year 2010, Shanghai expects to welcome its guests with a clear, clean and beautiful environment to embody its bidding theme of "better city, better life." Shanghai intends to present the most successful, splendid and unforgettable World Expo in the history of the event.
4 Case study on Shanghai Ocean Aquarium Project

4.1 Background of Shanghai Ocean Aquarium Project 

The Shanghai Ocean Aquarium is an excellent example of a foreign invested tourism project in China.  It demonstrated how foreign participation with international expertise, know-how and the rich tourism resources in China united together to bring benefits to all sides. The project is one of the largest ocean aquariums in Asia, featuring the longest underwater viewing tunnel at 155 meters long. Built to international standard, the aquarium covers 12, 903 square meters of land area. The total built-up area is 20,538 square meters. It has been designated as a major tourism project in Shanghai.

The investors have engaged the service of Living Ocean International (LOI), an Australian Company with many years of aquarium design experience. LOI conceived and developed the system design for Shanghai Ocean Aquarium. In conjunction with the renowned Singaporean architectural firm, SAA Partnership, East China Architecture Design Institute, the biggest design institution in Shanghai, took charge of the construction design. Main construction was carried out by Shanghai No.4 Architecture Ltd, whose previous project achievements include the Shanghai Museum, Shanghai Library, and Shanghai Grand Theatre.

To ensure that Shanghai Ocean Aquarium is built to the highest standard, both from hardware and software perspectives, the investors assembled an experienced team to provide technical and management support for the Shanghai Ocean Aquarium project. Members of the team have previously been directly involved in the construction and management of the Singapore Sentosa Underwater World, Singapore Fort Canning Club, Nanjing Underwater World, Shanghai Sun Island Golf & Country Club as well as a number of theme parks and accumulated vast experience in overall project design, project administration and successful management of the completed projects. 

On 5 December 1997, Shanghai Ocean Aquarium held its Ground Breaking Ceremony, officiated by the Honorable Senior Minister of Singapore, Mr. Lee Kuan Yew. The former Vice Mayor of Shanghai, and Director of Pudong Development Committee, Mr. Zhao Qizheng and the present Vice Mayor and Secretary of Pudong Administration Committee, Mr. Zhou Yupeng also graced the occasion and gave promising speeches.

4.2 Prime location

Shanghai Ocean Aquarium is located in the rapidly growing Pudong District, right next to the famous Oriental Pearl TV Tower and near Jin Mao Plaza. To the north of the aquarium is the prosperous Bund, across the Huangpu River in Puxi. Facing the south, the aquarium connects the High-rise Commercial Zone of Pudong, and to the east is Shanghai International Convention Centre. With such a range of tourism, shopping and sightseeing opportunities within this “Golden Triangle” of Pudong, Shanghai Ocean Aquarium, with its unique attractiveness, will be a focal point of Shanghai.

To get to Shanghai Ocean Aquarium, visitors can take Subway No. 2 and alight at “Lu Jiazui” Station, only 200 meters from the aquarium [13]. Subway No. 2 extends to the center of the city, and Nanjing Pedestrian Mall is only 1 station away. The “Bund Tourist Tunnel” that links Pudong Conference Hall and Puxi’s “The Bund” is also an alternative mode of transport for tourists. Public buses also serve the tourist route leading to the aquarium.

4.3 Corporate profile

Shanghai Ocean Aquarium is a very successful Sino-Foreign Joint Venture project with principal investors being China Poly Group (30%), Straco Investment Pte Ltd (45%) and SembCorp Industry Ltd (20%). Total investment amounts US$ 55 million.

China Poly group

The Group was established directly under the management of the State Planning Commission. The Group’s total assets are in excess of 13 billion RMB. With international trade as its core business, China Poly has diversified into real estate development, tourism, infrastructure and industrial sectors. The Group has 2 listed companies in Hong Kong.

SembCorp Industry Ltd

Singapore Technology Industry is a Singapore Government Link Company listed on the Singapore Stock Exchange. In July 1998, it merged with SembCorp Company to form SembCorp Industry. The total assets of the Group equal S$ 6.55 billion. The core businesses of the company are in infrastructure construction, marine engineering, and information technology and leisure entertainment. 

Straco Investment Pte Ltd

Straco Investment is amongst the first Singapore entrepreneur investors to venture into China. It has invested in many leisure and tourism related projects. The company is also a major shareholder of Shanghai Ocean Aquarium.

Management team and staff

The General Manager of the Aquarium is responsible for the management team and reports to the Board of Directors.  There are a total of five expatriates currently working in the management team including the General Manager, Deputy General Manager and the Chief Aquarium Officer.  At the end of 2002, there is a total of 251 staff in the 10 departments of the Aquarium.  

4.4 Physical layout

Shanghai Ocean Aquarium consists of a main building and an ancillary office block. The main building is divided into 5 levels, with 2 basement levels and 3 levels above ground, allowing visitors a wide spectrum of viewing experience. From the ground floor, visitors enter straight into the Visitor Lobby that includes the ticketing counter, gift shop and restaurant. From there, the visitors start their journey, ascending by a dual fast-speed escalator to the first display zone on the third floor. Traveling through an underwater viewing tunnel, visitors continue their journey by descending to the second floor where they can feast their sights on 21 display tanks, including an aquatic display of Penguins. 

The exhibition areas are divided into 5 display zones with species from Australia, Africa, the Cold Water, Antarctic and the Marine Coast. Visitors next embark on a continuous descent to the “Mystery of the Deep” displays located on Basement 2. To many, it is the highlight of the entire journey, where visitors enter the longest underwater viewing tunnel in the world. A moving traveling ferries visitors through a tunnel with up to 270 degrees of unobstructed viewing[14]. Upon leaving the deep-water display, visitors will travel by escalator to level one, where they will have the opportunity to purchase exclusive mementos and souvenirs from the gift shop and sample the different types of food at the restaurant to complete this exhilarating experience.

4.5 High-tech environment

In order to ensure that the exhibits are housed in a controlled habitat with constant supply of quality water, Shanghai Ocean Aquarium opted for the closed Life Support System. Using ultra filtration and foam fractionation, fresh water from the municipal water system is treated to produce artificial seawater. The closed system, with a combination of chemical and physical treatment, recycles 97 % of the Aquarium’s salt water, thus fulfilling Shanghai Ocean Aquarium’s responsibility of being a friend to the environment. Reports have shown that the artificial sea water produced from the closed system meets the most demanding requirements for the survival and procreation of the marine animals on exhibit. Designed by marine professionals from LOI, Life Support System used employs the latest technology available. LOI professionals have continued to provide direct supervision to ensure that the correct operation of the system, feeding and quarantine procedures are strictly adhered to in order to achieve the desired constant high quality.

4.6 Location determinants to invest in the project in Shanghai

The decision by the Singapore consortium to invest in the Shanghai Ocean Aquarium Project can be analyzed using the Location Determinants in the model of Location Selection in International Expansion by Luo Yadong. The relevant Location Determinants are:

· Macroeconomic and Sociopolitical Factors;

· Strategic, Demand and Cost/Tax Factors.
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Figure 1  Luo Yadong’s Location determinants for location selection

4.7 Macroeconomic and sociopolitical factors

Robust economic growth and strong potential of the tourism industry 

Straco Investment has been doing business in China since the 1980s and its senior executives spent more than six months in China each year. Having witnessed firsthand the rapid growth of the Chinese economy and the excellent prospects of the tourism industry, the company built the confidence and trust to invest in tourism projects in China.  The company believes that the scale and the speed of the development of the Chinese tourism industry are virtually unmatched in the world. 
Political stability and economic reforms to attract FDI

The Singapore consortium is amazed by the political stability and the huge amounts of foreign investment pouring into China attracted by the economic reforms started by Deng Xiaoping in the eighties.  A strong central government with the backing of the population provides a stable political system for the country to carry out coherent and long term policies to develop the economic engine.  The economic reforms and the corresponding FDI policies are meant to create a favorable macro investment environment for foreign investment as the country needs large capital inflows to grow the economy.

4.8 Strategic, demand and cost/tax factors

Excellent investment environment in Shanghai      

The strategic position of Shanghai as China’s economic engine coupled with its unique heritage, rich culture and human resources strengthen the Singapore Consortium’s confidence in the Project.  The excellent investment environment in Shanghai reinforced the decision to invest in the Project in Shanghai. The Consortium is impressed with the pro-business Shanghai municipal authorities that are flexible and efficient in their approvals and provide appropriate attractive incentive programs such as tax holidays. 

The municipal authorities also came up with an overall tourism master plan that is comprehensive and thorough with appropriate supporting programs. The city infrastructure is well-built and there is a safe environment with first-rate business conditions. More importantly, the availability of talented and well-educated human resources including tourism professionals in Shanghai topped the icing on the cake.

Huge domestic market and presence of customers

A huge potential demand exists as there is a large captive tourism market in Shanghai with 14 million population and more than 70 million Chinese tourists as well as 2 million foreign tourists each year [8]. The potential captive customers are also affluent and willing to spend money on leisure activities.  The high GDP per capita and disposable income of the people in Shanghai ranked as one of the top regions in China.  In addition, the value added of the service industry contribution to its GDP is approaching the level of international cities in developed countries, demonstrating the consumption power of the Shanghai people.

4.9 Beating the competition and securing the project

In 1996, the Singapore Consortium and its local partners were in competition with international companies from 14 countries for the Project.  Facing strong competitors from Japan, Europe and the US, the Singapore Consortium and its local partners proposed a daring project business plan to the investment approval panel that not only emphasized innovative architecture design but also a radical increase in the size of the project.

The proposed exterior design of the Aquarium is in the form of a pyramid that would complement the futuristic Oriental Pearl TV Tower located across the road.  The creative design won over many in the investment approval panel.  However, the key move in securing the project was the proposal to expand the size of the investment from the minimum amount of US$ 35 million required by the municipal authorities to twice the amount of US$ 70 million. The size of the development was enlarged from 12,000 square meters to 23,000 square meters and the daily capacity was increased from 6,000 visitors to 20,000 visitors.

At that time, the proposed location of the Project in the Pudong area was undeveloped and surrounded by farmlands.  The risks were much greater with the increased size of the project.  Believing strongly in the growth potential of the Pudong area and Shanghai, the Singapore Consortium and its local partners forged ahead and secured the Project with the daring business plan. The acute foresight was proven right when the Pudong area grew up by leaps and bounds over the past 6 years.  When the Aquarium opened for commercial operations in early 2002, the landscape of the Pudong area was very much different compared to the one in 1996[5]. Tall skyscrapers and large commercial complexes came up and occupied the former farmlands.    

4.10 Current performance and future outlook

After six years of planning and construction, the Shanghai Ocean Aquarium started commercial operations in early 2002 and it achieved an excellent first year performance. Within six months, of start of operations, the Aquarium attracted nearly 1 million visitors. Visitor arrivals for the first twelve months of opening totaled 1.4 million with the three “Golden Week” holidays contributing 250,000 visitor arrivals, enabling the Aquarium to be ranked first among the new tourism attractions in Shanghai.  Revenues reached 130 million RMB and the Aquarium was rewarded with a 4 million RMB tax rebate by the Shanghai municipal authorities to encourage its further development as a key tourism attraction.

Impact of recent developments around the world

The global economic situation, the 9-11 terrorist attacks and the recent SARS outbreak have caused a significant impact on the tourism industry in China and around the world.  Despite the excellent first year performance, the Shanghai Ocean Aquarium would likely be affected by the recent developments and would soon be facing a potential business slowdown.
New corporate focus

In order to minimize the impact and cushion the potential business slowdown, the Aquarium is implementing a business strategy that draws on its current strengths and expands on the business scope.  The major highlights of the business strategy are:

· Developing aquarium-related businesses from internal resources such as aquarium design, installation of life support systems, maintenance, marine life purchasing and medical support;

· Enlarging the pie by not restricting to only aquarium-related business and exploring the development of mutually supportive projects around the Aquarium with synergy to current operations. 

Such a move is timely and crucial for the Shanghai Ocean Aquarium. It would contain the fallout from the negative business sentiments and prepare the Aquarium in good stead to take advantage of the turn in business conditions in the near future.
5 Analysis on Shanghai experience: suggestion and outlook

5.1 Continuing growth in foreign investment

China, with an economy bigger and more insulated from the West than virtually any other in Asia, is the engine powering much of the region's growth. Over the past few years, China's attraction of foreign investment has maintained good momentum with an annual FDI (foreign direct investment) input of around US$60 billion. The influx of foreign capital has played an important role in stimulating the domestic investment demand, encouraging China to carry on the reform of the economic system and to open wider to the rest of the world, and promoting the sustained, rapid and healthy development of China's national economy. 

China will become even more open in the 21st century. China has secured some 80% of the foreign direct investment funneled into Asia, and the monies are expected to increase with its entry into the WTO and the opening of its domestic sectors to foreign competition. Foreign businesses will be able to enter the service trade of finance, insurance and tourism, as well as infrastructure industries like telecommunication, transports and energy. Beijing has succeeded in winning its bid to host the 2008 Olympic Games and Shanghai has won the 2010 World Expo. This coupled with the imminent accession to the World Trade Organization will add impetus to China's reform, opening-up and economic development [6].

Foreign investment will continue to increase over a long term. New ways will be adopted by Chinese government to utilize foreign investment, including mergers, acquisition, investment funds and securities investment. China's government noted that in setting up joint ventures, it is not necessary for Chinese companies to have a controlling share except in those vital to the national security and economy. China will remain a hotspot for investment through the next century.
5.2 The tourism engine

Tourism has become a new niche of growth for the Chinese economy. As tourism spending has wide economic effects, tourism is expected to play the role of a leading industry which boosts the development of other industries. The total tourism related income brings an average annual growth of 12 per cent, or five percentage points higher than the GDP growth of the same period. China's tourism earns 499.5 billion RMB, or 5.2 per cent of China's GDP. The foreign currency earning is expected to hit US$20 billion. China is expected to earn US$30 billion from tourism in five years.

China will further promote inbound tourism in 2008, seeking tourists especially from the United States, Germany and India. China will also look to boost tourism cooperation with developed countries to strengthen relations with them. The 15th meeting of the World Tourism Organization will be held for the first time in China from October 17 to 24 this year. United Nations Secretary-General Kofi A. Annan, over 70 government ministers and 1,000 industry representatives will attend the meeting. The meeting would provide a good opportunity for China to show its latest tourism achievements.

China is expected to become both the largest tourist market and tourist destination in the world in the near future. The World Tourism Organization has predicted that China is to be the world's largest tourist market by 2020. China has mapped out its 20-year tourism development plan which estimates that by 2020, the country's tourism revenue will skate past 3.3 trillion yuan, equal to 8 per cent of the country's total GDP. China has what it takes to reach the goal, with its unique tourism resources and the world's biggest domestic tourism market. In tourism, as in the economy at large, China is bucking world trends and expanding fast.

China still currently lags behind world-class tourist destinations such as Britain, France and the United States.  The development of its rich tourism resources, the management of tourism enterprises and promotion remain low despite the strong growth over the past few years. This presents foreign investors interested in the Chinese tourism industry with tremendous business opportunities.  Foreign companies can bring their international expertise, know-how and advanced management concepts into China to create a win-win situation that would be beneficial to all sides.  The Shanghai Ocean Aquarium is a good example to illustrate this advantageous partnership.
For the hotel industry, most of the key Chinese cities already have sufficient allotments of 4 to 5 stars hotels.  It is in the middle spectrum of the market, however, that China promises the most opportunity for growth. Development in the mid-market segment for consistent product between cities/provinces has tremendous potential and investor/hotel company interest. Among the companies that have recognized this potential are Carlson Hospitality Worldwide, Marriott International and France-based Accor. Foreign participation in the travel services segment is likely to increase in the future.  However, the foreign travel companies would likely focus on the higher margins businesses of corporate and inbound travel services and they are also not allowed to engage in the activities of Chinese traveling abroad and to Hong Kong, Macau and Taiwan.
The most promising segment to invest in the Chinese tourism industry appears to be in theme parks. Theme parks with a local focus have become a new trend in the Chinese tourism industry and have proved profitable.  Integrated theme parks with hotels and complementary attractions could be the way to succeed in the future. The domestic tourism market is booming, and millions who might lack the means to travel overseas are expected to welcome the novelty of world-class parks and attractions in China. The Shanghai Ocean Aquarium appears well-positioned to reap the benefits of Shanghai’s strong tourism growth.  Moreover, China's hosting of the 2008 Olympics and the 2010 World Expo will have a significant impact on the future development of theme parks and attractions in the world's fastest growing economy.

5.3 Success amidst challenges in China

Foreign companies continue to have mixed experiences in China. Some have been extremely profitable, while others have struggled. To be a success in China, foreign companies must thoroughly investigate the market, pre-qualify potential business partners, take steps to assure that they will be paid, and craft contracts which minimize misunderstandings between the parties. The most common problem is a failure to conduct proper due diligence and risk analysis before doing business in China. Business executives sometimes get overexcited when they think about conducting business with more than 1.3 billion people and become careless.
The problems of doing business in China can be grouped in four large categories:
· China often lacks predictability in its business environment. Predictability can be provided by a transparent and consistent body of laws and regulations. China lacks both. Its current legal and regulatory system can be opaque, inconsistent, and often arbitrary.

· China has a government that tends to be mercantilist and protectionist. China has made significant progress toward a market-oriented economy, but parts of its bureaucracy still tend to protect local firms and state-owned firms from imports, while encouraging exports.

· China has the remnants of a planned economy. In many sectors of the Chinese business community, the understanding of free enterprise and competition is incomplete. The Chinese economy is often prone to over-investment and over-production, for reasons not related to supply and demand.

· Foreign businesses have been over-enthusiastic about China. Encouraged by a government eager for foreign capital and technology, and entranced by the prospect of 1.3 billion consumers, thousands of foreign firms have charged into the Chinese market. These companies often do not fully investigate the market situation, don't perform the necessary risk assessment, and fail to get counsel. Without the necessary preparation, these companies often stumble into bad business deals, resulting in complaints and lost investments.

It is important to understand that while reform is absolutely essential for China to fully participate in the world business communities; in many areas, these changes have not yet taken place. Companies must deal with the current environment in a realistic manner. Risk must be clearly evaluated. If a company determines that the risk is too great, it should seek other markets. China is a rapidly changing market that requires a great deal of caution and patience. Companies should test the water carefully before jumping in. With proper preparation, however, even the most wary foreign company can position themselves to profit from China’s growth in the years to come. As disposable income grows, China's tourism market potential will expand as well. This will be a gradual process, but the combination of WTO and an expanding economy bode well for foreign business in the years ahead.
6 Conclusion
The Shanghai Ocean Aquarium Project is a successful model of Shanghai’s accelerating plan for foreign investment in tourism industry. It solves the problem of economic development and efficient administration between the companies and local government. The outcome of the project proves that it is very harmonious. And the Shanghai experience could be enlightening to other local governments in China.
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From Affiliation to Partnership: Direction of the Relationship between Charitable Organization and Government in China
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Abstract  Charitable organization has been closely dependent on government since Chinese charity resumed in 1994. As results of the relationship, charitable organization is less, of low operational capability and with strong feature of government. Furthermore, the legislation of charity is lagged and the atmosphere for charity could not be improved. Therefore，the relationship between charitable organization and government should move towards partnership from affiliation, which is not only decided by the urgency of changing the difficult situation of Chinese charity but also in line with international experience and essential needs of the development of charity. So the shift of governmental role in charity should be promoted gradually, as well as the professionalization, socialization of charity and the perfection of charity policies. The comprehensive and deep cooperation between charitable organization and government should be promoted while the complete equality and independence each other between them are advanced.

Key words
Charitable organization, Government, Affiliation, Cooperation
1 Introduction
The development of Charity can reveal comprehensively the material aspect, the institutional aspect and the spiritual aspect of civilizations of a country. [1] Developing charity is no doubt to bring multi-level effectiveness to society. In detail, more assistance could be provided to people in poverty or need and social moral level could be enhanced. As a result, the development of society would be facilitated across-the-board. The current China cries for charity so as to build the harmonious society. However, charity is confronted with both opportunities and challenges.  

Modern charity is a kind of socialized behavior operated by social entities and social groups. The most typical feature of modern charity is that the donor and the beneficiary are separated by charitable organization, as the bridge and coordinator between them. To certain extents, whether charitable organization is mature and whether it can get universal trusts of society could decide the extent to which charity of a country is developed. However, the development of charitable organization is largely influenced by the relationship between charitable organization and government. In view of all, it is necessary to probe deeply into the current situation and future development of this kind of relationship.

2 Current relationship, causes analysis and side effects

2.1 Current relationship: obvious affiliation

Jilin Charity Foundation as the first local charitable organization in China was established on January 8, 1993. The establishment of the China Charity Federation on April 12, 1994 is the symbol of the resuscitation after about 40 years’ halt of Chinese charity and is also the beginning point of the establishments of a series of charitable organization throughout the country. Until March 20, 2006, the entity members of the China Charity Federation amounted to 189. Make a comprehensive view of charitable organizations, the establishments and operations of a majority of them were under the support of the governmental departments of civil affairs since the personnel, charitable activity, official site and finance of many local organizations came from government. For example, in the charitable contributions of Shanghai Charity Foundation in 1994, the donations from enterprises and individuals was about 0.8%, oversea donation about 1.2%, whereas governmental financing were 98%. Nominally, charitable organization and the departments of civil affairs are two units, however, in most cases charitable organization was just a section office of the departments of civil affairs. The leadership of charitable organization was hold concurrent posts by governmental officials. [2] The special original ways of Chinese charitable organization determined there has been close kin by nature between government and charitable organization from the beginning. The intimate relationship was once vividly described as “Father and Son”. The relationship of  “Father and Son” was kept until the end of 1990’s.

Provisional Regulations for the Registration Administration of Civilian Run non-Enterprise Units published in September of 1998, Welfare Donations Law of the People's Republic of China published in September of 1999 and other documentaries facilitated the self-development of social entity. Especially Inform on Prohibiting the Leaders of Party’s or Governmental Organs as the Leadership of the Non-governmental Organization on Part Time was published by the General Office of Central Committee of the Communist Party of China and General Office of the State Council in July, 1998 effectively pushed the separation of government and social entity. Henceforth, charitable organization began to have some decision-making power. The relationship between government and charitable organization moved to “Master and Servant” relationship with interest exchange from “Father and Son” with close kin. Charitable organization was becoming gradually the servant and waiter of government. Although the relationship transferred to “Master and Servant” from “Father and Son” and charitable organization began to depend on government to some extents but not completely, charitable organization is still lacked of the developmental consciousness of self-determination. The support of government is nevertheless essential in increasing charitable contribution and operating the charitable activity and so on. As follows, it can be seen the relationship between charitable organization and government does not fundamentally changed and is still of close affiliation.                   

2.1.1 Dual-management. 

Currently most charity organizations are not completely independent corporate body. Whether the register of charitable organization is approved relied on the whether it can get the approval from the governing department. So the register of charitable organization, in some sense, is the result of choice of government, which proves government tends to control over charity organization. Dual-management system is applied to charitable organization which is supervised by both registering department and governing department.

2.1.2 Source of charitable donation

Since 1994, 70% of charitable donation has been from oversea Chinese and international organizations, which obviously attributed to the intimate relationship between charitable organization and government. Under the protection of authoritative, powerful and almighty government, the function of charitable organization has merged into government. Charitable organization as the substitute of government receives a variety of social donations home and abroad, as in the traditional festival children often accept gifts of friends of their parents, which is a kind way of social intercourse and expressing greetings between adults.

2.1.3 Implementation of charitable activities

Nearly, all the charitable activities getting high social recognition and producing extensive social influence were operated and implemented by charitable organizations with strong administrative feature and having close link with government. It can be seen in table 1.

Table 1  The influential projects and operational organizations[3]
	Influential projects
	Operational organization

	Project Hope
	China Youth Development Foundation

— in charge of the Central Committee of Communist Youth League of China

	Fighting Flood and Providing Disaster Relief in 1998
	China Charity Federation; Red Cross Society of China

— the former keep close link with Ministry of Civil Affairs; the latter is in charge of the Ministry of Public Health

	Spring Buds Program
	China Children and Teenagers’ Fund

— in charge of All China Women’s Federation

	Project Happiness
	China Population Welfare Foundation

— in charge of National Population and Family Plan Commission of China


2.2 The causes of the current situation

Confucianism holds governmental benevolence and civil charity could not exist simultaneously because the existence of civil charity just right proves that government is of breach of duty. Chinese government didn’t hold positive attitude toward charity in the feudal Confucianism-dominated age. After the establishment of the People’s Republic of China in 1949, socialist ideologies still dominant involving these views of charity is hypocritical and insincere behavior, as well as charity is a feature of capitalism and so on. According to the traditional socialist perspective, certain social problems, like poverty and unemployment, could only occur in a capitalist society. Therefore, during about 40 years from 1950—1994, charity had entirely been broke off as a result of government was hostile to charity. From the early of 90s in 20th, the state began to acknowledge the importance of charity and necessity of developing it. Some governmental officials earnestly perform charitable acts and charitable behavior has been energetically advocated in the whole society. However, charitable ideology has not become dominant yet until now. Result from being excessively afraid of the negative impact and possible challenge to the governmental authority of social group, government could not fundamentally break through the traditional inertial thought of government-dominated in charity.     

Just like the famous sociologist Fei Xiao-tong said in Earthbound China, Chinese traditional social structure follows pattern of different orders dominated by consanguinity and geographical distance, which means whether there is frequent social intercourse and active mutual assistance between different individuals mainly rely on the relationship of kin and how close the relationship is, as well as whether they know each other and how far the distance between their families and so on. In a word, the scope of social activities of Chinese mostly are limited in “five-Lun” which means such five kinds of relationship between sovereign and subject, father and child, brothers, couples and friends. It is easily seen social entity and social group are absent in Chinese traditional society. So it can be concluded there is lack of the social roots and cultural soil for social group and civil organization in China. To a certain extent, it contributed to the underdevelopment of Chinese charitable organization and also such a dilemma: from the theoretical level charitable organization should operate independently while it has to depend on government in practice. 

What mentioned above can explain why there is the steady relationship of affiliation between charitable organization and government in China.        

2.3 Side-effects of relationship of affiliation

In the development of charity the role of government has been of deep brand of the period of plan-economy system. The wrong position of role is harmful for the development of charity and has largely limited the speed and pace of the development of charity. Concretely, the side effects of the relationship of affiliation include at least several aspects as follows:   

2.3.1 Hindering the growth of charitable organization 

Mechanism of dual-management not only restricted the increase of charitable organization but also weakened the play of self-determination of charitable organization. Governmental financial support for charitable organization has been the largest source of charitable contribution, which caused the abilities of self-financing and raising social donation of charitable organization was hard to upgrade for a long time. According to the different degrees of familiarization between charitable organization and government, different charitable organizations were entitled to different income tax deduction of charitable donation. Until now, only 13 charitable organizations that contact closely with government get full tax-free qualifications.[4] Obviously, unfair treatments among different charitable organizations enjoy were harmful to the establishment of civil charitable organization.

2.3.2 Deteriorating the environment for charity

Government interfered directly with the operation of charitable organization, which reduced the civilian enthusiasm for charity and dropped the public confidence on charitable organization. Thus, the fundraising ability of charitable organization was weakened greatly. Mature charity is on the basis of universal participation of civilian. In the United States, the charitable contribution of individuals was about 75% of total charitable donation and average individual donation was about USD 983.4 in 2006. However, in China, average individual donation was only RMB 0.92 in 2002. The ratio of average income per person between China and United States was about 1:38 while the ration of average donation per person was about 1:7300.                 

2.3.3 Adding the financial burden and labor cost of government

Theoretically, charity as a form of supplementary should make up the insufficiency of government in providing security for those in need or trouble. On the contrary, the burden of finance and personnel was added caused by governmental excessive involvement in charity, which neither did comply with the original aim of developing charity nor was in agreement with the international tendency of “Small government and big society” on public administration.              

Furthermore, the legislation and regulation of charity lagged largely, the promoting and standardizing mechanisms of charitable donation has been relatively deficient. In addition, the process of professionalization of charitable personnel was slowed down. 

3 The future trend and concrete paths 

3.1 From affiliation to partnership: the inevitable way to the development of the relationship between charitable organization and government

The relationship between charitable organization and government should walk toward the equal and reciprocal partnership which means two hands: on the one hand, charitable organization and government are independent each other, at the same position and have respective duties and functions; on the other hand, they have common interests and goals on social security and therefore they should depend on each other and be the long-term, stable partnership, instead of temporary, occasional and random cooperation. The necessity of the shift from affiliation to partnership mainly stems from two aspects below.           

3.1.1 Decided by the essence of charity

The operation and implementation of charity must be practiced by civilian group, which is the organizational basis of charity as a useful philanthropy instead of just individual charitable act and the fundamental feature of differentiating modern charity from traditional charitable activity, as well as the important reason for charity as a form of supplementary not statutory social security.[5] Necessarily, without the support of government, it is difficult for charity to bring extensive social impact and produce deep social benefits. One of the preconditions of the professionalization and standardization of charitable activity is setting up perfect and systematic policy and regulation for charity by government.       

3.1.2 Proved by international practices

According to international practice, complete independence and cooperation between charitable organization and government are important guarantee for the developed charity. No matter where charity is highly developed, there must be lots of social groups of standardization and perfect charitable policies. For example, in the United States, there is 700 thousand charitable organizations are qualified full-tax deduction. In Hong Kong, charitable organization and volunteer entity are more than 300. On the one hand, the cooperation between charitable organization and government is stable and regular. Since 1990s, 30% of the income of non-profit organization in the Untied States has been from the loans financed by government. [6] During 2003-2004, governmental financial assistance took 57.7% of the total payout of charitable donation in Hong Kong. [7] On the other hand, government has never interfered directly the internal affairs of charitable organization of which self-determination accordingly is kept, even though on the condition of charitable organization accept financial assistance of government. Usually, government supervises the operation of charitable organization from a macro-angle, by ways of perfect supervision and regulation mechanisms. In some countries and districts having developed charity, charitable organization and government are separate as well as charitable organization of fundraising and of implementing the relief, such as United Way of America and The Community Chest of Hong Kong, etc, those specialized in fundraising. Under the circumstance, various charitable foundations, charitable organizations and non-profit organizations become the important sources of charitable donation and gradually the phenomena of “Third section (non-profit organization) dominated” would appear. [8] It can be easily seen, only under the model of partnership could the enthusiasm and go-aheadism of charitable organization be fully mobilized and it is impossible for charity to maintain high operational efficiency and public confidence for a long time.     

In view of mentioned above, only on the condition that the relationship between charitable organization and government moves toward partnership form affiliation, could Chinese charity be improved step by step and be flourishing more and more. 

3.2 The way to achieve the strategic change of the relationship

3.2.1 Whole thinking

It is nearly impossible for Charity to develop rapidly and efficiently without the encouragement and support from government, however, charity will become “more haste, less speed” if government interfere excessively with charity. The independence of charitable organization and the support of government are not certainly incompatible. The key lies in the way and approach of providing support of government. Government should change the roles of both the referee and the athlete in charity. There should be three shifts: from leader to guider; from organizer to regulator; from governor to supervisor. At the same time, the privatization, professionalization and standardization of charitable organization should be promoted. Perfect charitable mechanism should be set up so as to facilitate the cooperation of charitable organization government while they are more and more independent and equal gradually.             

3.2.2 Government: from overmuch to rightness of function in charity

Concrete ways include: (1) The Dual-management mechanism should be altered. The procedure of register should be simplified by means of canceling the step of the approval by the governing department and accordingly the system of direct register and putting on records should be established in districts as soon as possible. (2) The role of government in charity should transfer to indirect supervisor from direct governor. Although it is feasible to provide financial support to charitable organization, government is not automatically entitled to governing charitable organization by virtue of this. Government should take on the functions involving legislation, supervision, evaluation, audit, executing the law, etc. In order to keep the sustainable development of charitable organization, government should not undertake the whole thing or be responsible for the existence and development of charitable organization but encourage the self-development and under the principle of “the survival of the fittest” of charitable organization on a self-financing basis by virtue of indirect supervision and regulation.   

3.2.3 Charitable organization: grows stronger and stronger

To strengthen the development of charitable organization is the way to reduce its dependency on government. To cultivate Chinese charitable organization includes mainly several aspects as follows: (1) To expend charitable organization. Drop the threshold of a doorway of register and increase the number of charitable organization. Push the communication and cooperation between charitable organizations as well as permit the mergence and recombination of charitable organizations so as to enhance the scale effectiveness of charitable organization. (2) To define clearly charitable organization.[9] Emphasize explicitly the independent position of charitable organization and define clearly the identity, task, the model of operation, etc. Above all, charitable organizations should be entitled to the same qualification of deduction on income tax to make sure the equalization of different charitable organization. (3) To perfect the internal regulations of charitable organization. The internal regulations should be established at least involving open and transparent regulation of financial management, the regulation of uses of charitable donations, feedback and publicity. To strengthen professional supervision, the establishment of professional rules and standards of charity operation as well as the self-discipline mechanism should be promoted. (4) To promote the professionalization of charitable practitioner, lots of professional training should be carried out. (5) To upgrade the abilities of charitable organization. In detail, these abilities include the abilities of strategic management, of resources raising and allocating, of communication, of operating and managing project, etc.       

3.2.4 Government and charitable organization: independent and cooperative
In fact, the growing of charitable organization is the process of the cooperative process between charitable organization and government because it is inevitable for government to devote intelligence, finance and policy and so on to the process. Certainly, in the development of charity, their cooperation includes other aspects: (1) Cooperation in fundraising of charitable donation. Government helps to raise more charitable donation through perfecting the system of deduction on income tax while charitable organization lessen the burden of government and make up the insufficiency of social security government-dominated by virtue of the implementation of charitable assistance. At present, on the perfection of the system of deduction on income tax, raising the level of tax deduction and simplifying transaction procedure are especially urgent. (2) Cooperation in encouraging more people to participate in charity. Government and charitable organization should work together to honor generous donators and enterprises actively participated in charity as well as charitable organizations those yielded great social impact, as well as to publicize extensively for them. Under the effects of exemplars, more people and enterprises would devote to charity and more significant charitable activities would be put in practice. (3) Cooperation in building the favorable atmosphere for charity. The regular evaluation mechanism should be established. Government should promulgate the results of evaluation and charitable organization should regularly publicize the sources and usages of charitable donation. It is also necessary to set up convenient and transparent inquiry system. 

4 Conclusion

From affiliation to partnership not only could meet the realistic demands of the development of charity but also is the intrinsic request of the growing of charitable organization. This is the inevitable approach of the relationship between charitable organization and government in China. The shift must be in a gradual process. On a basis of penetrating the whole situation and strategic arrangement, the change of the governmental function should be promoted step by step, as well as the development of charitable organization and the perfection of charity policy making. Thus, charitable organization and government will eventually achieve win-win by ways of independence one another and cooperation together.  
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Abstract  This paper studies the case of Guangdong Provincial Administration for Industry and Commerce (GAIC) business process outsourcing of document scanning, and analyses the present situation and problems of government BPO in China.
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1 Introduction
Service outsourcing, as an important component of modern services industry, is closely related to information technology, with high added value, low consumption of natural resources, little environmental pollution, strong ability on creation of jobs (especially for college students employment), high international level features (and the features with high internationalization level). 

BPO (Information Business Process Outsourcing) emerged at the beginning of 1990s, and the BPO market is increasing rapidly in recent years. Gartner report predicts that by 2009 BPO market will reach 171.9 billion U.S. dollars (Gang Hong, 2007). In recent years, BPO in China is developing rapidly: some large banks, insurance companies and some government agencies outsource their business process to the BPO vendors. And now, government BPO has become an important trend in China. Government business process outsourcing enables government departments to be relieved from routine tasks, and concentrate on their core business of public management and public services, with lower costs, more advanced technology and less personnel demand.
2 Theoretic frame
Business process outsourcing is a relatively new outsourcing arrangement. It refers to an outsourcing relationship that a third party provider is responsible for performing an entire business function for the client organization. According to Millar (1994), a number of industries are considering business processing outsourcing; in particular, government, financial services (banks and insurance companies), healthcare, transportation, and logistics. Targeted services include hotlines, help desks, and call centers, claims management, and document processing.

Successful organizations in today’s increasingly competitive and constantly changing business world wisely pay their attention toward activities in their competitions by outsourcing many essential transactional, low-value-added activities and business processes. Business process outsourcing (BPO) enables them to hand off non-core rules-based processes in support functions such as finance and accounting, procurement, human resources, and other administrative areas to third-party providers with world-class process expertise.

The advantages of BPO are as follow:

· Reduce costs—reduce operating (SG&A) costs by outsourcing to service providers who can take advantage of labor arbitrage, better IT systems, and improved scale efficiencies

· Leverage best practices—improve the speed and quality of business processes, leveraging a provider’s expertise, best practices, and continuous quality improvement

· Focus on core competencies—focus management attention on strategic issues rather than low-value-added transactional activities

· Leverage technology—enrich and automate processes with best-in-class technology and tools

· Enhance controls—improve financial controls and regulatory compliance

· Increase flexibility—increase operational flexibility and scalability without tying up capital

· Increase transparency—enhance transparency of operations and access to information about customers, competitors, suppliers, and partners for better business decisions

Through outsourcing, the governments free themselves from concrete technical work, which makes them, focus on administration works and public services. Meanwhile, by providing services, professional outsourcing companies can make full use of their advantages on technology, financing, management, etc., and provide government services with higher quality. In this way, the government can save money, reduce staff, and increase service efficiency and efficacy.
Business Process Outsourcing can be broadly split into following levels:

· Basic Data entry

· Data processing & analysis

· Departmental outsourcing (HR, Accounting, Payroll)

· Customer interaction services

· Business Intelligence & Knowledge services

However, E-government outsourcing faces significant risks, including deficit budget risks, security risks, service failure risks, and the risks of losing quality control of service or management flexibility (Earl et al, 1996). As a result, control of the risks in outsourcing should be severe and emphasized, which involves cautious decisions making on outsourcing, the selection of suitable vendors, reinforcing the terms of the contracts, setting a reasonable duration for projects, appropriate restrictions on vendors’ speculation, and the strict business relationships management.

3 Cases study on document imaging BPO of GAIC

3.1 Background

The State Administration for Industry and Commerce (SAIC) is in charge of market supervision and administrative enforcement, as a state organ that manages millions of institutions and companies all over the country. During the daily work of SAIC, plenty of archives are being produced. What’s more, the number continues to increase. In daily work, tremendous amount of the original archives bring a great deal of inconvenience for work—high staff labor intensity, great difficulty in managing archives, frequent failure to fulfill the demands of customers and a lot of cases left to deal with. The SAIC also discovered the drawbacks in the former management of the archives. Therefore, up to the top leaders of SAIC, and down to leaders the local Administrations of Industry and Commerce are all try their best to improve this laggard situation, meanwhile, to achieve electronic management of the archives.

At present, the demands for scanning services are mainly from archives, government institutions, assurance companies and banks, etc. Considering the current situation we have learned, for government institutions, archives, the Motor Vehicle Administration Offices, Real Estate Bureau and other institutions, the construction of informationalization can’t be isolated from the management of historical archives, so scanning service is a long-term demand, and there will be a considerable number of scanning projects every year.
Take Shenzhen Municipal Administration for Industry and Commerce for example, it manages 130,000 registered enterprises in the special economic zone, each enterprise has archives in 20-30 volumes, with 30-40 pages per volume, and the total comes to 15 million pages. For many years, they have managed the enterprise archives using the traditional manual methods, and searched the archives artificially. Nowadays, with the rapid development of society and economy, and the market becoming increasingly active, the disadvantages of the traditional archives management are more and more evident. 
It is difficult for the traditional management methods to adapt to requirements of the modern office as follows:

· Inefficient and frequent inquiries, high labor intensity. When inquiring documents and archives, archivists often travel between front counter of the archives room and the archival repository, worse still, some enterprises have archives with several volumes, which are so heavy. To prevent loss, it is necessary to check the number before and after the inquiry.

· The security of the archives is not assured. Because of direct access to the original information, to prevent the destruction and alterations towards the original, it is necessary to send someone to accompany the inquiring person. Once an incident occurs, unnecessary loss may be unavoidable because it’s impossible to verify without backups.

· Difficult to archive. As a result of the alternation of the information (add or update), as well as the frequent inquiries for multi-volume archives at the same time, archiving errors are inevitable. Once it happens, it may be possible and necessary to collate the archives with more than 100,000 volumes once again, and then a large amount of manpower and resources will be involved. Frequent archiving made the staff engaged in the heavy manual work.

· Difficult to manage. As we know, some workers may only have rights to inquire part of the archives. However, because the archives are all archived in entire volumes, unauthorized inquiries can’t be forbidden easily. Plenty of paper documents can only be indexed and registered manually and the situation of the archives can’t be reflected, which lacks of a system for managing the records of output and input of the archives repository and the alternation of the archives.
Recognizing the disadvantages of the manual management mode, GAIC put on the agenda to achieve an electronic archives system. And the first job is document scanning.

3.2 The reason of business process outsourcing

Firstly, the document scanning is just a piece of routine work, not core business of the GAIC. Secondly, if they do these jobs themselves, they must employ almost 150 persons, and need invest a lot of equipments, which means a big budget. But the demand of document scanning is not stable, so the quantity of employers needed to do this job is not stable too, and it is very difficult for GAIC to do this job themselves. Thirdly, document scanning requires some expertise, new technologies and tools which GAIC don’t have. Finally, BPO can make the costs more predictable and better controlled.

BPO can bring a lot of advantages to GAIC, such as reduce costs, leverage best practices, focus on core competencies, and increase flexibility. So the leader of GAIC decided to outsource the document scanning to an outside BPO provider.

3.3 Why choose Founder Order

There were four reasons GAIC select Founder Order as its BPO vendor:

Firstly, Founder Order is one of the famous service providers in China; it has a lot of success experiences in services for government, banks and insurance companies. Secondly, Founder Order has been in corporation with GACI for many years. Thirdly, Founder Order introduced a new electronic archives management system in March 2000, this system upheld the virtues of Founder Order’s electronic archives management systems, and covered all aspects of the electronic management of archives, which provided an optimal system solution for GAIC. Finally, Founder Order can deliver local services to GAIC and its branches, and this is very important to the BPO project.

3.4 BPO performance

GAIC’s outsourcing document scanning to Founder Order was the first BPO project for Chinese government. Outsourcing the routine work to professional outsourcing service company can make full use of the advantages of its technology, manpower and management, which can save costs and manpower, achieve services with higher quality and flexibility as well.
As a service provider, the price per page scanning charges would not be higher than ￥0.2. The normal output of a scanning service provider, with 25 people in each group, is 16000-20000 pages per day (for scanning, 3000-4000 pages/day/person, for sorting, 1700 pages/day/person, for quarantining quality inspecting, 4000 pages/day/person, for collating, 1700 pages/day/person, for binding, 100 volumes/day/person). 
The number of enterprise households of Dongguan, Guangdong province is 328457, number of archives volumes is 799789 and number of archives pages reaches 8764375. The number of enterprise households of Caozhou, Guangdong province is 3432, number of archives volumes is 19263 and number of archives pages reaches 268365. The number of enterprise households of Shantou, Guangdong province is 33704, number of archives volumes is 124390 and number of archives pages reaches 2097819. The number of personnel engaged in GAIC’s BPO project in Founder Order is about 140, and the value of the equipment for this BPO project is more than 522,000 yuan.
Since 2000, Founder Order has implemented six projects—Shenzhen, Dongguan, Huizhou, Meizhou, Heyuan, Shanwei and Shantou, and two more projects of Chaozhou and Jieyang will be also implemented. It took Founder Order a year and a half to complete the scanning work of the archives with 10 million pages for Shenzhen Municipal Administration for Industry and Commerce. 

Table 1  Archives Amount of GAIC Branches

	Location
	Enterprise households
	Archives volumes
	Archives pages

	Dongguan
	328457
	799789
	8764375

	Caozhou
	3432
	19263
	268365

	Shantou
	33704
	124390
	2097819


In this BPO project, Founder Order developed “Electronic archives management system” for GAIC, and this system enabled GAIC to store all documents in digital files and preserve electronic archives as a scientific and advanced backup, in the meantime, collate all archives pages, normalize original of archives and resolve all the problems existed in archives management during daily work, which made archives management more effective and more powerful.
If GAIC had done all these above themselves, an exporter estimated, the cost of manpower, time and money would have been twice as much as Founder Order needed.

4 Conclusion 

Government business process outsourcing in China is still in the infant stage now and many problems still exist. However, some experience has been accumulated and some problems have been discovered from many practices.
We can extract from the case above that several problems are exposed in government BPO: (1) the government’s lack of the consciousness of BPO, and a lot of government agencies haven’t realized BPO is one of effective mechanisms to improve government efficiency; (2) government’s lack of experiences of effectively managing BPO through scientific mechanism, technological process and method; (3) the government BPO is still in the low-end, some middle-end BPO such as Departmental outsourcing (HR, Accounting, Payroll) and high-end BPO such as customer interaction services and business Intelligence & Knowledge services have not emerged in China.
However, people pay more and more attention to government BPO recently. A lot of government officers, managers of service providers and scholars pay more and more attention to government BPO. At the same time，how to explore the mode and management mechanism of government BPO fit for China on the basis of Chinese government reform practice, also requires further research in the future.
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Abstract  Franchising is a mature mode that was universally used in the process of market-oriented reforms for the developed countries’ municipal public utilities, but it is a new thing for China to apply this mode in developing its municipal public utilities. Some progress and effectiveness has been made in implementing franchise of municipal public utilities in China, however, there are many problems in some areas of this mode such as the relevant policies, the government’s behaviors and Franchisees’ behaviors. Therefore, improving the franchise of municipal public utilities in China depends on the transformation of the government functions and the deepening reforms in a series of areas such as approval, land and financing.
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1 Introduction
Franchising is used as a major mode in current reforms for China’s municipal public utilities. The introduction of this mode changed the old system of municipal public utilities in China that was characterized by exclusive investment, exclusive construction and exclusive management, and a new system gradually came into being that was characterized by the government’s unified planning and management, diversified investment, multimode-operation and social widening participation. It also made the administrative monopoly broken and promoted competition in the operation of China’s municipal public utilities. At the same time, it advanced the transformation of government functions, and the government’s supervisory abilities have been improved.

Although some progress and effectiveness has been made in implementing franchise of municipal public utilities in China, there are some questions in this mode at present needed to be theoretically explored and there are some request of improvement in the government’s policies and standardization in the participants’ behaviors in practice because of dysfunctions in both the government and investors. In this article some theoretical and practical issues in implementing franchise of municipal public utilities currently in China will be explored and on the basis of which some suggestions will be put forward.

2 The analysis of the defects in the government’s behaviors in the process of the implementation of franchise

Nowadays there have some defects in the government’s behaviors when franchising is implemented in China’s municipal public utilities, and the following defects are especially obvious.

2.1 Approval systems and procedures are not quite reasonable

Two-time approvals are requested in some local franchising projects before the start of the construction phase. The first approval is focus on project establishment and the implementing scheme, and it is generally made mainly by supervision departments but it also involves some other administrative departments respectively responsible for planning, land, construction, environment and finance. The second approval is made after the franchise agreement is signed, and the concerned procedures are conducted mainly by the franchisee (that is project corporate) and are approved by above administrative departments.

According to “The Administrative Permission of the People's Republic of China”, franchising projects should be regarded to be agreed by the government once they are brought forward by the government, and the administrative approval procedures are no longer requested. More importantly, there are some relatively obvious problems in this kind of approvals, which will have impacts on the successful implementation of the franchising projects. The notable influence is as follows:

Firstly, this kind of approvals is inefficient. In the light of “Decision of the State Council on Reforming the Investment System” issued in July 2004, non-government investment projects are subject to “approval and record” procedure instead of original “approval” system. With the “approval and record” system enterprises only need to submit an application report on the project to the government, and the procedures including the approval for project proposals, feasibility study report and project commencement report are not requested any longer. However, the law is not fully implemented in actual operation. Projects that should be subject to “approval and record” procedures are still dealt with by some administrative departments with “approval” system, or an “approval” system is adopted in a disguised way that is typical of changes not in substance but in the form.

Secondly, there is some uncertainty in results. After the successful bidder is determined, the investor only can first sign contract (that is franchising agreements) with the government. A formal contract can be signed only after the concerned approval procedures are finished by the bidder and the project corporate is set up. In other words, the bidder’s passing the examination is the essential prerequisite for signing a formal contract with the government. But there might be some conflicts between the referendum contract and the proposals put forward after the examination by the relevant government departments. If the conflicts are irreconcilable, a formal contract can not be signed. Consequentially, the implementation of the franchising project is halted and the cost already paid by the investor will go down the gurgler.

2.2 The pricing method and price adjustment method remain to be improved

The price of products or services of municipal public utilities is one of core issues in franchising agreements because it has a bearing on the interests of both investors and consumers. Pricing too low will directly harm the interests of investors, which will not help to attract non-state-owned capital and eventually might be harmful to consumers because of the fail in managing the project. On the other hand, pricing too high means the increasing risks of the government and the raising costs for keeping its words. A large number of the disputes between the Chinese government and foreign investors in many of BOT projects in 1990s were due to the excessively high price which brought about the governments’ being unable to keep their stipulations of an agreement.

In the generally adopted pricing mode at present that is estimating cost added fixed yield rate, the level of price is determined by both cost and the rate of return on investment. As far as cost is concerned, the method for estimating cost is often not quite reasonable because of lack of standards, which leads to distorted price. If the estimated cost is too low, investors might suffer losses and even the vicious price competition may be caused in the bidding. Furthermore, some local governments only put emphasis on price factors in the franchise bidding, and they usually choose the bidder whose price and cost are relative lower in order to reduce the financial burden of local government and the consumers’ burdens. Unfortunately, low price and low cost given by some bidders lack of scientific basis, and they are unable to be realized in the process of the implementation of franchise. This brought about the fact that the governments in turn need to provide subsidies for the franchisees or allow them to increase price in order to ensure the projects in working order and sustaining operation.

As far as the rate of return on investment is concerned, it reflects the level of capital gains for investors brought about by the equity capital of the project on the premise of the determined financing programs. Although the rate of return on investment is generally not directly prescribed in current agreements on the franchise of municipal public utilities, many issues in negotiation between the government and investors are focused on it because it determines the core benefits of investors. The government hopes the rate of return on investment to be as low as possible so that the price of public products can decrease, and investors wish the rate of return on investment to be as high as possible instead. The expected value of the rate of return on investment is mainly affected by the two factors without considering the negotiating skills of both parties. One of the factors is opportunity cost which is the return on investment in other fields instead of the projects of municipal public utilities. Another factor is risk discount which means higher risk on investment requesting the increasing rate of return on investment. When the governments introduce the projects in municipal public utilities into markets, they should take as various measures as possible to reduce risks in order to decrease the level of risk discount if they hope to reduce the investors’ requirements for the rate of return on investment so that the price of services or products can be lowered and benefits can be received by numerous consumers.

In addition to pricing, cost changes and price adjustment are also an important issue in implementing the franchising project in municipal public utilities. It is unavoidable that the cost increases with the raising price level in the process of the implementation of the franchising project because slight inflation is a normal state for the economic growth. Despite the franchisees can reduce some cost pressure by improving production technology and enhancing management level, there are much difference in the reducing degree and rate among different industries. If there is not a price adjustment mechanism established in advance, the investors’ interests and the sustaining operation stability of the project will be affected.

3 The government’s promises cannot be guaranteed

The halting of the franchising projects can often be attributed to the government’s breaking its promises. Because the operating period of all the projects in municipal public utilities is usually tens of years, the government’s breaking its promises will have great negative effect on the projects. The difficulty for the government in keeping its promises is tightly connected with its planning which lacks of rule of law and is not quite scientific and continuous. If the sufficient and exact estimations on the future changes of cities and economy are not made, the implementation of the franchising projects will be affected. Similarly, there will have conflicts between the projects and the planning if the franchising projects are implemented hurriedly with the government planning being not subject to strict verification.

Another is that the government’s planning is changed because of human factors. Generally speaking, the cycle of a franchising project is composed of twenty or thirty years, and the government’s current planning is a five-year one. Therefore, many of the government’s plans appear in one cycle of a project. With government alternation the planning may not be continuous and stable, and it even is changed greatly. The project, however, is still implemented by the original planning. This will result in resistance to the implementation of the franchising project.

If the franchisees on which the changes in the government’s planning have negative influence are the state-owned enterprises, the problems usually can be solved by subsidies provision or negotiation. On the contrary, if the franchisees are private enterprises or foreign-funded enterprises it can not be so easy to solve the problems by taking a subsidy policy, because subsidies beyond the reasonable amount may be suspected of breach of duty and the problems can not be solved by less subsidies. More importantly, the projects in municipal public utilities are so much important that their being shelved or halted will be harmful to the public’s interests. However, only the problems involving the losses suffered by the franchisees can be solved by taking a subsidy policy.

4 The coordination of government departments is poor

Unclear division of the functions of the government is an inherent disadvantage which has existed in the government’s management system in China for long time. And this disadvantage may lead to many problems occurring in a series of phases of the implementation of franchise. 

The department responsible for the negotiations on behalf of the government is not fixed or statutory in the bidding, negotiating or agreements signing stage. Sometimes it is the industrial supervision department, sometimes it is the comprehensive management department, and sometimes it is also a temporary management organization. This makes investors be not able to accurately judge whether the department they negotiate with is with legitimate qualifications and whether the promises made by the department can be kept.

In the stage of the execution of the agreements, once the problems occur there will be a phenomenon that each department can be involved in but does not have sufficient authority to solve the problems. As a result, the project is shelved and the franchisee suffered losses. It should be resolved through the coordination of the government departments when investors encounter the government’s inability to keep its promises and the concerned departments’ not fulfilling the functions. But the current separation of powers among the governments is very obvious, and each department is also usually entangled in administrative affairs within the scope of duties so it has no time to communicate and coordinate with other departments. Consequentially, investors have no better dispute settlement mechanism than resorting to judicial means. In fact the ill-defined duties, unclear division and difficulty in coordinating occur among various government departments and at all levels of the government, which makes investors be confronted with a lot of uncertainty. Therefore, even if the prior promises made by the government are good they will certainly not be fulfilled.

5 The analysis of the defects in the franchisees’ behaviors

The defects in the franchisees’ behaviors can also have great negative influence on the implementation of franchise of municipal public utilities. Some of these defects are as follows.

5.1 Vicious exit affects the operation of the project

The products and services of municipal public utilities are the prerequisite for people’s normal production and living, and the supply of them must conform to the basic principle of stability, continuity and security. However, some franchisees enter the infrastructure field with relative complex motives, and they have impacts on the stability, continuity and security of the product or service supply for the purpose of undue profits. This kind of investors’ behaviors can be summarized as vicious exit, which is exhibited to be the fact in practice that after the franchisee reaches the right of franchise of the project, it does not fulfill obligations requested of by the agreements but make huge profits by transferring the project to others with high price or transfer the project even disappear after obtaining unfair benefits in the early operation phase.

5.2 Monopoly hinders the implementation of franchise

The state-owned and monopolistic operating system has posed a very serious challenge to the supervision over franchise of municipal public utilities in China. Franchising is essentially an institutional arrangement which is used to define the concerned rights and duties on the supply of public products for both the government and the franchising enterprises. Therefore, introducing the state-owned monopolistic enterprises into this arrangement is an effective means to better supply the products and services of municipal public utilities, because it makes the supervision department’s disadvantageous status compared with the state-owned monopolistic enterprises changed and the productivity of these enterprises is stimulated to be increased. Additionally, in this institutional arrangement, although the original state-owned monopolistic enterprises are still market entities which are operating independently and the government can not make administrative intervention in their activities, these enterprises as the franchisees must be subject to the government’s supervision over the price and cost, the quality and security of products or services, and the maintenance of public facilities. Compared with the period when the franchise is not implemented, the pressure of the enterprises significantly increases and their exercising right of discretion is also subject to strict constraints, which may impede the implementation of franchise.

For the government supervision departments, the supervision over the enterprises’ operation will be a difficult issue if the franchisee of the project in municipal public utilities is the original stated-owned monopolistic enterprise. That is to say, when the supervision departments are faced with the stated-owned monopolistic enterprises which have a deeply governmental background, it is not easy for them to realize the protection of consumer interests and to promote the efficiency of the enterprises and fair competition in the way that an effective supervision is implemented on the price and cost, the quality and security of products or services, and the maintenance of public facilities.

5.3 The risks in the existing financing mode are not easily controlled
Mortgage and pledge are common project financing means in the market economy. However, it is still a new thing that these two financing modes are applied in the franchise of municipal public utilities in China. As a result, the laws and regulations concerned are not sound, and there are many restrictions in their application, and a cautious attitude has also been taken by the financial institutions. All of these brought about the inconvenience for the financing of franchising projects.

It is inevitable for investors to use loans financing, because the much investment and long payback period of the projects in municipal public utilities make it uneconomical from the perspective of profits that the projects are operated completely with the equity investment. Therefore, with the mortgage financing and pledge financing being constrained, the project corporate usually uses shareholder loans financing in which there are potential risks.

Firstly, if the shareholders of the project corporate have a strong strength, then it can obtain loans with its credit limit or other assets and equity mortgage and pledge. But there are some risks hidden in this mode because even the very strong shareholders in strength may be confronted with mismanagement, funds shortage and breaking of funds chain. On the one hand, the shareholders of the project corporate does not have statutory obligations to tell the government this negative information, on the other hand, there is no sufficient legal basis for making sure of whether the government can examine and supervise the finance and operation of the shareholders because it is only the supervisor of the project corporate. Thus, once the funds chain of the shareholders is broken, the project corporate as a subsidiary company will be negatively influenced.

Secondly, the loans received by the shareholders of the project corporate indicate that the corporate have no direct relationship with the loans, which not only makes the government be unable to examine the financial performance of the shareholders but also leads to difficulties for the government in supervising the financial performance and funds usage of the project corporate. This brought about an opportunity for the shareholders to improperly use or embezzle the loans. If the shareholders use their original credit limit and assets mortgage to obtain the loans for the franchising project, they can add the franchising projects having been acquired to their credit assets and physical assets chain. The newly added credit and assets can also be used to receive loans for other new projects. If above activity is ceaselessly repeated a project will be knotted with another one in loans. As a result, the financing risks and the use of loan funds of the franchising project will be out of control. For example, after the shareholder became a listed company its financial risks occurred, which had a direct impact on the operation of the project corporate which was responsible for the water supply project of a city. Consequentially, this project corporate required to raise the price of water or to increase government subsidies.

6 Conclusion: recommendations on policies

6.1 Making sure sciences and rule of law of the government’s planning

The legalized management is an important trait of the investment construction management of municipal infrastructure in the developed countries. All of activities including municipal infrastructure planning and design, project financing, investment construction and operation of the enterprise are legalized, and the rights and obligations of the related enterprises and residents are confirmed with the rules of law. The governments all attach great importance to the planning stage of the construction projects in France and German. As far as the construction of municipal infrastructure is concerned, the governments of the two countries generally shall make long-term planning with the period up to ten years, and the specific projects are submitted to the government and parliament for approval after they are proposed by the industry associations.

In the period of economic transformation in China, it is inevitable that there is much uncertainty when the government’s policies are formulated, and it is hard to avoid the adjustment of the government’s planning. But in any case, the seriousness and sciences of the government’s long-term planning should be strengthened in advance in order to minimize the possibility that the subsequent problems are solved with higher cost. Local governments should recognize explicitly the strategic thinking of and guidelines to the franchise of municipal public utilities and ensure the reforms of municipal public utilities being consistent with the overall municipal planning. At the same time, scientific estimation should be made on the supply and demands of municipal public utilities in the next five or fifteen years, and the preferred fields, projects and scopes of implementation of franchise should be planned by considering both the incremental and existing quantity. Also, the duties of each functional department on franchise should be clear so that the government’s behaviors can further be standardized.

6.2 Restructuring the approval processes

It is necessary for the project corporate to be subject to examination under the current implementation procedures of projects, the examination procedures for the project corporate, on the other hand, are not a very reasonable kind of system design if the request of simplifying procedures and reducing the project’s uncertainty is considered. Obviously, this causes a paradox which actually reflects the irrationality in the current implementation procedures of franchising projects. Only the paradox is resolved can the approval procedures of franchising projects not only be within the unity framework for the construction approval system of China’s investment projects but also make the investors’ cost and the uncertainty reduced as much as possible. 

The franchising projects of municipal public utilities should be examined in strict accordance with the prescripts of China’s “Decision of the State Council on Reforming the Investment System”. Meanwhile, in order to avoid uncertainty in the second examination it can be prescribed in local regulations that the results of examination made by the supervision departments concerned should not lead to substantive changes in the franchise agreements. In addition, the administrative departments can also be considered to be involved in the project bidding and evaluation of bid, which will reduce the possibility greatly that the results of examination in the period of signing franchise agreements are inconsistent with the outcome of approval in proposal stage. As a result, the franchisees’ interests are guaranteed and the smooth implementation of franchise is also ensured.

6.3 Establishing a dispute settlement mechanism

The investment and operation cycle of the projects of municipal public utilities is very long so it is impossible to consider all issues beforehand in the government’s promises and the franchising agreements. It is very natural that unexpected problems occur during the cycle of the project, which means that it is hard to avoid disputes. Therefore, settling disputes properly is the necessary guarantee for the normal operation of the project of municipal public utilities. 

The means to settle disputes occurring in the franchising process are considered to be an important content included in the franchise agreement when municipal public utilities are in the process of privatization in some countries. For instance, it is prescribed in Nepal that if disputes emerge between the government and the project corporate in the franchise agreement period, then they should respectively designate a representative to the other party in written form and negotiations are made between both representatives who are on behalf of their respective parties. If the disputes can not be settled in 30 days, they will be submitted to their respective Chief Officer for further consideration. If the Chief Officers of both parties are unable to reach reconciliation in 15 days or in a longer time agreed on by both parties, the disputes can be submitted by either party for arbitration. Generally, the arbitration committee is composed of three arbitrators, two of whom are respectively from both parties and another is designated by these two arbitrators. Arbitration has the ultimate legal effect.
The disputes are prevented with relatively comprehensive legislation in some of other countries. As an example, the relatively comprehensive regulations were established at the start of British reforms in order to reduce disputes, which was one of the main reasons why relatively less disputes occurred between the government and the franchisees in the process of privatization in British. The British government also established a monopoly and acquisition committee, the fairly exchanging officer and various industrial management offices so that an effective supervision could be taken. If there were conflicts and disputes between various industrial management offices and the enterprises supervised, they would be arbitrated by the monopoly and acquisition committee. The arbitral results would have the ultimate legal effect.
6.4 Preventing vicious exit

Reasonable restrictions are the key to preventing the franchisees from exiting viciously. For example, the government can require that the franchising project is unable to be transferred within a fixed period (generally should include the construction stage and the operation stability stage) at the early stage of franchise, and subsequently the shareholders which are qualified for operation and assume the responsibilities concerned can not be transferred. Any transfer must be approved beforehand by the government.

6.5 Supporting project financing

Good financing environment is the favorable condition for the rapid development of franchising projects in municipal public utilities. Because the financing mode of municipal public utilities should be adapted in the requirements of marketization after they are marketized, the support for both mortgage financing and pledge financing should be strengthened in order to reduce the risks of franchising projects. Of course, the measures should also be taken to prevent the financing risks of franchising projects.

Adopting limited resource project financing can effectively prevent the franchisees from abusing mortgage financing and pledge financing. Limited resource project financing, a kind of financing structure in which loans from banks are obtained with the assets and equity of the project itself as mortgage or pledge, is very suitable for the infrastructure projects which are characterized by much investment, long-term payback period and not high but very stable profits. In this financing mode the project corporate can obtain the loans from banks by mortgaging and pledging the project assets and its equity to banks after its shareholders’ share capital is injected. The prerequisite for using this financing mode is that the project corporate can make mortgage and pledge only for the purpose of the project construction and operation and the loan funds can not be embezzled, which, of course, requires continuous strict supervision over the finance and operation of the project corporate taken by the government. When banks exercise their rights as mortgagees and pledges they can not auction the project off to take back loans by treating those rights as usual creditor’s rights in mortgage and pledge. On the contrary, banks can only adopt the “intervention” and “substitution” mode so that the operation of the project may not be halted, and correspondingly the cash flows and the interests of creditors can be guaranteed. Moreover, banks must inform the government before they exercise their rights, and the government can first exercise its rights of “substitution” for the sake of guaranteeing the public interests.

Additionally, the establishment of the specific industry fund at low level and in small scale can be explored, and those small and medium high-tech enterprises with advanced technology and less accumulation are provided with financial aids by the specific industry fund in order that they can enter the franchising field.
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A Study on the Development of the Secondary Markets of GSSL 
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Abstract  A complete GSSL (government-subsidized student’s loan) market should be an orderly and open market system, which is consisting of the primary market and secondary markets. The primary market is the one that promotes GSSL to create a borrow-or-lend relationship, while the secondary market is the one that promotes GSSL creditors’ right transformation. In this article, the author considers that it is not only necessary to develop the secondary markets of the GSSL and has necessary conditions, and there are many manners of running for us to choose in China today. Sure enough, good security system should be built if the development of secondary markets of GSSL is going to be carried out in our country.
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1 Introduction
The core of financial activity is stimulation. North pointed out that institution built a kind of stimulation structure for people to exchange with each other on politics, society and economy. It not only included what people prohibited but also what was permitted under according condition. It was completely as same as a stimulating rule in a competitive sport team. That’s to say, developing the secondary markets is just to build a sound stimulating mechanism and promote the sustainable development of GSSL (government-subsidized student's loan) in China.             

2 The necessity of developing the secondary markets of GSSL in China 

According to the finance theory, the secondary market of GSSL is the one compared with the primary market. A complete GSSL market is an orderly and open market system that is consisting of primary market and secondary markets, as Figure 1 shows. In order to encourage the sustainable development of GSSL, it is a realistic choice for the finance development of Chinese education to develop the secondary markets of GSSL.
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Figure 1  Relationship between secondary markets and primary market of GSSL
2.1 Secondary market is an important means for banks to avoid the risk of mobility of GSSL in the future
In China, GSSL has been a kind of financial assistance with the strongest vigor and largest scale to college students. Till the first half-year of 2006, there are 2.3 million college students obtain GSSL of 1.909 trillion RMB. As the scale of higher education extends and relative institutions more and more perfect, the sum will increase continuously. However, the GSSL banks distribute mainly comes from inhabitant savings. Nowadays, under the circumstance of micro-economy, banks value loans highly rationally because of serious surplus of mobility and production capability. On the other hand, inhabitants have surplus savings. The combined action of the two factors causes sufficient fund in the bank system. But, as the capital market is perfecting and developing, channels for inhabitants to invest are increasing, saving reposition is inevitable, while banks will establish new channels to put capital in, therefore, it’s unavoidable for banks to face the risk of mobility. Only in secondary markets, by selling and buying GSSL contract and securitization, allowing creditor’s right and indebtedness to circulate and transfer freely, then prompting organization investors and individuals to enter GSSL market by selling and buying securities. By this way, the conflict between the finite loan capital of banks and infinite need for loan, and good fund communication is created.
2.2 Secondary market is an important path for GSSL to sustainable develop
The scale of higher education in China is largest in the world at present. Till the end of 2005, the gross enrollment rate of higher education in China has been 21 percent, the number of enrollment sums up to 23 million. After the cost sharing mechanism of higher education takes shape, the problem of poor college students gets sharp. As statistics show, the proportion of poor students in colleges to the total number is about 20 percent, the special poor part counts about 5 percent to 10 percent, a huge group of about 5 million students are involved. Yet, because the regional characteristics of economy and social development in China are extremely obvious, the difference between resource condition and social economic development level is rather large, the policies of “One China, Four Societies” and “One China, Four Worlds” are the reasons which cause the distinguished economic differences among college poor students, and show multi-level diverse subsidize demand. While without secondary markets, commercial banks can just only set similar sum, deadline, interest of loan and the condition to pay off considering of saving cost. Then poor students’ needs for loan are hard to be satisfied in full.
Meanwhile, under the situation of no secondary markets, taking the characteristic and cost of capital securitization into account, it requires the scale of loan combination based on securitization is rather large and the interest rate and deadline of loans must be same. It is difficult for banks to develop GSSL security extensively. Nevertheless, after developing secondary markets, besides distributing GSSL flexibly by itself according to different needs of financial assistance of poor students; banks can also purchase quite a lot all kinds of loans with same deadline and interest rate of other finance organization. By this means, they can combine all of these into a kind of loan combination with some scale. Thus, the sustainable development of GSSL is prompted by efficient operation on secondary markets. Just as Bruce Johnstone said, if the note of student aid loan can be sold to private capital holders, they can become a kind of capital with potential value for investment in the private capital market.
2.3 Secondary market is an important achievement of financial innovation in the field of fund collection in global higher education
Because of the existence of secondary markets, commercial banks finish student’s loan security and sell it to other main part for capital collection, such as policy-based banks, even foreign financial institutions. Thus, they can acquire credit funds or other assets with better mobility and are willing to provide loans for more students, on the other hand, it will increase new investment channel for huge inhabitant saving in China. In the United States, there are many finance enterprises that manage the secondary market for student’s loan, such as Salie Mae, a joint-stock company, which openly enters the market, especially run educational finance market in America. Now it controls $8.3 billion of student’s loan, the number increased 10 percent only in 2002, there are about 7 million loan lenders and it gains great benefits from the program.  Besides distributing loan to students directly, still more, it purchases the student’s loan distributed by other responsible organizations and packages the loan up to a capital combination, then makes securitization of capital and sells it to the investors.
3 The feasibility for China to establish secondary market 

According to the modern financial theory, the reason for financial intermediaries to exist and play an important role lies in two as follows: one is that as professional institutions, they are able to create and make full use of all kinds of financial tools to lower transaction cost. Another is they can find enough means to decrease information asymmetric phenomenon in the process of financial transaction. On the other hand, the development of secondary markets of GSSL can play the role of financial intermediary efficiently only under relative conditions. These conditions are not mature totally in China, but perfecting gradually. That is to say, it is rather feasible for China to develop secondary markets of GSSL. Author information should be followed by two 12-point blank lines.
3.1 GSSL in china is perfecting gradually
At the end of 20th century, cost-sharing system in higher education is carried out gradually in China. Students pay school fees according to some proportion of training cost. It not only eases the situation of shortage of running expenses of college, but also enables more students, even those from rural areas to study in colleges. Nevertheless, the cost sharing system in higher education brings huge number of poor students, especially poor students from countryside to universities. To them, under the situation of limited financial assistance, such as grant-in-aid, scholarship, work for colleges, study fees reduction, only by GSSL, they can invest higher education of nowadays by future expectable income and fulfill the dream of studying in universities of today by future income. As a result, GSSL can’t be replaced in the system of financial assistance for college students.
With attention and consideration of Chinese government, especially since the new system of risk compensation was carried out in 2004, the situation of GSSL operation has changed obviously. In overall, the operation of GSSL has spread all over our country. The practice in colleges subordinated to central departments goes well. The average proportion of students who obtain loan to the total number of students reaches to 14.6 percent. Students’ applications for loans are all nearly satisfied; the implementation in local colleges is also put forward progressively, the average proportion of students who obtain loan to the total number of students reaches 8 percent. Along with the enlarging scale, though there are some technical and specialized problems to be solved, the overall trend of GSSL is getting better day-by-day; its scale will also enlarge continuously. This set an appropriate market foundation for building secondary markets.
3.2 Chinese security market develops healthily and orderly
Nowadays, Chinese security market is more and more mature with the perfection of supervision, transparency and transaction condition. Security market with high efficiency is taking its shape. There is stock exchange market consisting of system STAO and NBT of stock exchange in Shanghai and Shenzhen. What are exchanged includes many kinds of securities, such as stocks, treasury bond, fund note, benefit bond and warrant, etc. Particularly since 2006, as the reform on share distribution goes on smoothly, stock market begins to accelerate, the quality of quoted companies promotes. Thus, the foundation for long-term development of security market is strengthened.

Experimental units for credit asset security of China started in 2005. National Development Bank and China Construction Bank distributes 4.177 billion Yuan of credit asset supportive stocks and 3.019 billion Yuan of private housing mortgage loan supportive stocks in bond markets of banks respectively. Since the experimental units are carried out, the operation of transaction system for market asset security of banks runs smoothly and can support larger scale of distribution transaction for asset supportive security. It is expected to reach the scale of 150 billion Yuan. And some security products, such as vehicle loan, student’s aid loan and credit card etc, will probably be put out one after another in 2006 after the first issue of the distribution transaction of 5.837 billion credit asset supportive security by development banks. The supervision authority will increase the organizations and fields to invest asset security gradually to make it go from markets of banks to outside transaction markets, and will support greatly in accounts clearing and trusteeship. Generally speaking, the health and orderly development of security market, the confidence of investors to participate in security investment create good exterior conditions for the development of secondary markets of GSSL.
3.3 Secondary market is an important achievement of financial innovation in the field of fund collection in global higher education
Because of the existence of secondary markets, commercial banks finish student’s loan securitization and sell it to other main part for capital collection, such as policy-based banks, even foreign financial institutions. Thus, they can acquire credit funds or other assets with better mobility and are willing to provide loans for more students, on the other hand it will increase new investment channel for huge inhabitant saving in China. In the United States, there are many finance enterprises to manage the secondary market for student’s loan, such as Salie Mae, a joint-stock company, which openly enters the market, especially runs educational finance market in America. Now it controls $8.3 billion of student’s loan, the number increased 10 percent only in 2002, there are about 7 million loan lenders and it gains great benefit from the program.  Besides distributing loan to students directly, still more, it purchases the student’s loan distributed by other responsible organizations and packages the loan up to a capital combination, then makes securitization of capital and sells it to the investors.
4 Operating secondary market of Chinese GSSL
4.1 Products design of secondary market of GSSL
On the view of products design, secondary markets of GSSL can be divided into two parts: non-security markets and securitization markets. The former refers to a traditional transaction way to transfer the creditor’s right of GSSL without securitization, the latter means that banks are responsible to distribute GSSL gather and recombined creditor’s right to students into loan contracts, and sell them to investors in the form of securities after strengthening the guarantee and credit of governmental or medium organizations.

No matter whether there is the participation of finance medium or not, by direst transfer to non-security of creditor’s right of GSSL, the mobility of banks asset is ensured, the creators or holders of loans are enable to obtain funds to invest. It is good to arouse the enthusiasm of banks to distribute GSSL to college students. However, the development of secondary markets of GSSL will be restrained on the transaction form of non-security. The reason is that the transaction way cannot disperse the risk of loans yet but transfer it. That means that the risk of loans transfers from banks to transferors. Although banks can transfer risks by this way, it’s hard for markets to expand. Thus, the efficiency of secondary markets of GSSL is not high with the running way of direst transaction. It’s difficult for them to develop. On the contrary, the security of GSSL can overcome the defects of direct transfer of non-security markets to the maximum extent. That’s because the distributing securities after securitization of GSSL is loan contract consisted of lots of or group of GSSL, while securities investors buy are just part of the contract. It just like investors purchase stocks distributed by Ltd, investors are merely part of those who buy shares of companies. So, the risk of investors is weakening greatly.

Compared with the way of non-security, it can not only transfer but also disperse risks. Because of its higher degree of standardization, the GSSL securities held by investors can be transferred more easily. Just as Modigliani pointed out that: the real meaning of financial innovation tide of asset security doesn’t lie in security distribution itself, but the financial tool changes traditional way of financial medium thoroughly. It builds a more efficient channel to collect funds between the lender and the borrower. Furthermore, it extends the credit chain of lender-financial medium organization-whoever has savings a longer one consisted of those who has savings, lenders, medium organizations, insurance organizations, investment organizations and plenty of medium or small investors.

4.2 The choice for securities of secondary market of GSSL
On the view of risk dispersal and convenient transaction, to choose a kind of loan security that is reasonable and can meet the needs of investors is the key link to develop secondary markets of GSSL. In this article, the author takes the operation principle of Stafford Loans on secondary markets. Combining with the psychological preference of Chinese investors, on choosing securities, we can choose pass-through, banks are responsible for loans sell or mortgage GSSL contract to secondary financial medium organizations, and then distribute GSSL securities after being guaranteed by secondary financial mediums established by government or society. Compared with bonds distributed by loan banks guaranteed by its asset, the benefit rate of pass-through is higher, its mobility better, the risk of investors relatively lower. Thus it is easier to be sold. As a result, it is wise to take pass-through as the main development mode. At the same time, as far as banks that distribute securities of GSSL are concerned, in order to improve the debt structure of long loan and short saving, they are inclined to pass-through. Therefore, it is helpful for banks responsible to distribute securities of GSSL to improve capital structure and strengthen capital mobility.

4.3 The choice for securities of secondary market of GSSL
Secondary market of GSSL is the sum of series of funds, the mobility of credit-debt relationship and the exchange of funds collection tools, it is a rather complex system in which every financial medium connects and restricts with each other. In terms of the internal request of the system, we can design the procedure of secondary markets of GSSL to embody the financial innovation of organization structure of secondary markets and in the process of fund mobility circles, just as Figure 2 indicates. The process of GSSL in this article briefly indicates how credit funds circle in the fund collection system consisted of primary market and secondary market.
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Figure 2  Designs of Procedures of Secondary Market of GSSL
We can know from Figure 2 that the main parts of secondary markets of GSSL include all kinds of financial medium, such as security investors, banks for distributing GSSL, guarantee organizations and security trans-actors, etc. They make up a complete and unified financial market of funds collection on higher education with main bodies (banks for distributing GSSL and students who lend loans) in the same grade market. In the financial market, banks that are responsible for distributing GSSL are ties of primary and secondary markets. Other main bodies have direct or indirect relationship of credit and debt with it. By this way, to develop secondary markets of GSSL by security, firstly, the distributing banks of primary markets sell or mortgage GSSL to secondary financial mediums with long-term and stable fund resource with the help of guarantee organizations. Secondly, the role of these financial mediums is to clarify GSSL they get according to dead line and interest rate to standard contracts, and then combine them to GSSL security with same time limit, interest rate and value. Thirdly, these financial mediums can sign contract with security trans-actors, requesting the latter to be sales agents or the sole agents to sell securities of GSSL for them. Its basic principle is as same as that in stock distribution. At last, security trans-actors sell the securities of GSSL to final investors, for example, organization investors and private investors through security markets. Security markets promote the mobility of securities of GSSL further, a united transaction market takes its shape among final investors, it can even attract final investors overseas to take part in to provide the convenience of cash transformation for the final investors to GSSL securities. When GSSL securities expire, secondary financial mediums are responsible for pay off. Therefore, what is corresponding with creditor’s right relationship and the mobility of GSSL securities is the reverse floating of funds. Through such a process design, funds circle in the funds collection system of GSSL comes true.
5 Conclusion 

Just as mentioned above, the sustainable development of GSSL must depend on a perfect primary market and an efficient secondary market. If there is no secondary market or the secondary market is with lower efficiency, it is tough for GSSL to develop sustainably, even it will wither. Furthermore, GSSL is a kind of long-term asset; it is too late when developing secondary market after the bank assets are quite enough. However, the development of secondary market of GSSL is a complex financial project. We need to demonstrate comprehensively from the view of education, economy, finance and legislation during the blending process of theory and practice. We also should build up a perfect security system to enable the project to be good to perfect cost sharing mechanism in higher education in the process of financial innovation.
Firstly, the primary market of GSSL should be further sound. Only does the primary market of GSSL develop to some extent, the secondary market has adequate products for financial business, each main part can get necessary mobility and scale benefit, then the sustainable development of GSSL is promoted.

Secondly, diversified guarantee system should be established. GSSL is a would-be public product, governmental departments have duty and it is necessary for them to play a leading role in the guarantee system. In the primary market of GSSL, the government should establish the credit guarantee system for GSSL to lower lending risk and strengthen the credit basic of secondary market. In secondary market, the government should establish the guarantee system for GSSL securities to upgrade credit and decrease business cost in secondary market. Once all the conditions are complete, the government leads commercial insurance organizations to guarantee system of GSSL actively. It is mainly to grant loan to students who are unable to get GSSL. Then they will form a diversified guarantee system of GSSL after guaranteeing according to market principle.
Finally, organize governmental organization running the development of secondary market of GSSL. In 1972, Student Loan Marketing Association was established in the United States. As a policy-based financial organization supporting students to apply for loans, its role is to buy student’s loan distributed by private organizations to enable more funds to flow into student’s loan market. The secondary market for student’ loan of Britain is operated by Student’s Loan Company which was established in 1990. It is a professional nonprofit and tax-free organization subordinated to the Department of Education and Employment of Britain. Boarding system is executed in it. For China, nowadays, we can first consider to establish companies subordinated to central and provincial GSSL management centers with the financial support of the Ministry of Finance. These companies will be regarded as the agents of market development for secondary market of GSSL. Then, we can organize insurance companies with governmental credit to provide mortgage for the financial products of the development of secondary market of GSSL, instead to provide mortgage for GSSL distributed by banks in primary market directly. In light of experiences in foreign countries, such kind of organizations should be managed according to the market principle to ensure the highly efficient operation of mortgage organizations.
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Abstract  Small and Medium Sized Enterprises (Hereinafter referred to as SMEs) are playing an extraordinarily important role in the market because of its flexible and prompt proactive behavior to the changeable market.
However, government agencies now confront the dilemma of how to improve the enabling environment for SMEs’ development and growth in terms of the related legislation and regulation. Moreover, It is essential for government to assess the policy impact to understand whether its decisions are effective or not, as well as its future role.  

This paper aims to address the gap of little communication between government and the other stakeholders during its policy formation and policy implementation and subsequently advice to create a dialogue channel for that on the basis of the focus group interviews conducted and completed by the authors early this year. 

This paper concludes that since there is a dialogue gap between government and businesses, the government agencies shall consider involving its stakeholder group into the whole policy process through more communication and dialogue. Meanwhile, as our previous research reflects, most of small sized businesses are vulnerable and easily neglected in the policy process, therefore, they should be cast more concerns by government in the future with the purpose to cultivate small businesses and their clusters.  
Key words
Relations, Dialogue, Consultation, Plicy formation
1 Introduction
1.1 The policy context

It is now the common perception that Small and Medium Sized Enterprises (Hereinafter referred to as SMEs) are playing important role in the local economy and international market. The policy maker paid lots of efforts on developing the enabling SME environment particularly in terms of the regulation and policy. In China, national policy in support of SME development was approved by the State Council in 2000, recognizing their potential contribution as job generators and in increasing social inclusion. As a result, all provinces, autonomous regions, municipal governments directly under the central government and ministries were urged to take “Effective measures to strengthen SME support especially high-tech SMEs and those innovative SMEs, can develop new products, improve products quality and fill gaps in the market.” The SME promotion law also intended to promote the improvement to the enabling SME environment to benefit SMEs and also to allow SMEs to exert influence on public policy. However, although government has demonstrated its determination of being responsive to business as well as creating an enabling business-friendly environment, the detailed regulations and polices by government actually impose both financial and administrative burdens to businesses and there is an obvious gap between policies makers and businesses.
This study tries to explore the relations between government and SMEs in policy formation and make clear whether businesses, especially small businesses have been involved into the policy-making cycle. Furthermore, there are several provided evidence-based solutions to the above-mentioned problems if it is proved that there is a gap between government policies and business indeed.
Regulation covers ‘the full range of legal instruments and decisions through which governments establish conditions on the behavior of citizens or enterprises’. In this study, regulation is used to define all legislation enacted by central government or local government and rules or policies prepared by government agencies.
1.2 Methodology and data sources

In this paper, the scope of policy has been defined as those that have impact on SMEs. The basic premise of exploring the relationship between policy makers and SMEs is firstly to conduct a panorama of the real situation and figure out the urgent needs of SMEs in policy making and then to assess what are the main barriers confronted by policy-maker. This reasoning assumption will enable better policies designed to match the needs of businesses and local economies. Under this circumstance, our focus group interview aims to assess both the sides of supply and demand in the process of policy making. The data on which the paper is drawn from the four focus groups’ interviews from demand side, mainly local small and medium sized enterprises and two focus groups’ interviews from government agencies as the supply side with the duration from March 2007 to April 2007. The results from focus group form part of andevidence-based’ approach to build up dialogue mechanism in the city. 
On the SMEs side, the evidence of the current demands for dialogue is based on the analysis of the main policy problems confronted by businesses, which are expressed by business owners.
The four focus groups’ interviews from business side were held covering four districts and counties of Chengdu administrative region with the interviewed businesses mainly from the sectors and fields of industry and manufacturing, construction and transportation, wholesale and retail as well as service. The chosen four focus groups of businesses are typical small enterprises (the definition of small enterprises can be read in Table 1) and diversified in terms of their geographical characteristics, which are from downtown area, suburbs and outskirts respectively. 

There are totally 42 businesses having been interviewed and a majority of interviewed enterprises (76%) were engaged in the sectors of manufacturing and construction, which corresponds to the proportional contribution of these sectors to total income generation in the city. Although all businesses have to comply with stipulated regulations and policies, there are more problems of compliance in manufacturing field and it seems that inspectors are more likely to visit manufacturing businesses. 

Table 1  Operational definition of small firms

	Sector
	Employees
	Assets
	Revenues

	Industry
	< 300
	40 000 000
	30 000 000

	1. Construction
	< 600
	40 000 000
	30 000 000

	2. Retail
	< 100
	
	30 000 000

	3. Wholesale
	< 100
	
	10 000 000

	4. Hotels & restaurants & postal services
	< 400
	
	30 000 000

	5. Services & transport
	< 500
	
	30 000 000


Source: from the published documents of the national government departments 

The key questions consulted in the focus group interview of the SMEs’ side and the reasons to raise the questions are covered as the following:
(1) What are the key issues or barriers to running or growing your business? 

The objective of raising this question is to get a panoramic view of the problems faced by businesses and understand whether the barrier of regulation and policy is their most headaches one in impeding their further development and growth. 
(2) What are the major regulatory or policy problems faced by business? 

The objective of involving this question into the interview is to assess the impact of the regulatory or policy, which comparatively have more influence. And furthermore, to what extent do these specific regulations or policies’ impact on business performance in terms of time and cost.
(3) What kinds of current existing mechanisms are available to involve the businesses into forming, monitoring and improving policies & regulations? 

(4) Have you ever been involved into government policy making as the representative of SMEs?    

(5) Are there any organization acting the role of representing SMEs in policy and regulation formation? If there are some, are you the member of them and which? 
On the government side 28 staff from various government agencies has been interviewed with the following main themes:

(1) What are the most important barriers to modernize the policy-making?

(2) What are the most important features of effective policy making? 
(3) What kind of measures having been adopted or being prepared to utilize to innovate to the current dialogue and consultation mechanisms during the policy formation?  

(4) How you understand the definition of the term “stakeholder” in the related policy formation? 

The underlying aim is to identify what are the major policy problems confronted by SMEs and whether there are any dialogue and consultation mechanisms existing between businesses and government policy formation. The paper presents some selective results both from the focus groups’ interviews of SME side as well as government side and concludes with the implications of identifying alternative approaches in the near future to improve the dialogue and consultation between government agencies and SMEs of Chengdu during the process of policy and regulation formation. 

2 Key findings from the focus groups’ interviews of both the SMEs side and government side

This section of the paper seeks to assess main problems faced by the SMEs and the current involvement of the SMEs into the government policy-making at Chengdu city. Before presenting evidence to investigate these questions, a brief description of the key barriers or problems of running business from the interviewed enterprises is presented in the following figure 1 for contextual purposes. 
The selective result from the focus group interviews of SMEs.
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Source: Author’s own calculation with the data

Figure 1  Key issues or barriers to running and growing business

The figure indicates that there are number of issues confronted by small and growing business. Among them, taxation and access to finance are identified as the main barriers to business growth. Apart from that, redundant administrative stipulations and red tapes, frequent administrative change and confusing regulatory requirements as well as inspection regimes have the biggest impact and generate the most complaints to the businesses. 
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 Source: Author’s own calculation with the data

Figure 2  The major regulatory or policy problems faced by the businesses

Figure 2 illustrates that there are number of issues faced by SMEs in terms of regulatory and policy problems. The figure can be easily translated into the substantial indication that there is a common perception of confronting redundant, confused and frequently changed regulations and policies. Another frequently complained issue from the businesses is the barrier of disintegrated or segregated administrative management, which refers to the fact that different government agencies administer the same area with discordant and even contradicted regulations and policies.   
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 Source: Author’s own calculation with the data
Figure 3  The current mechanisms of involving the businesses into policy and regulation formation

This part attempts to discover whether there are dialogue and communication between government and SMEs and the effectiveness of them. From analysis of the responses from the interviewed businesses, it is easy to find that only few of them had the experience of attending workshop arranged by the local government to present their comments or feedback on policies. Moreover, a majority of interviewed businesses (85%) regards that there is no any dialogue mechanism between government and SMEs currently in the course of policy formation.
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Source: Author’s own calculation with the data
Figure 4  Member of any organization that represents SMEs in policy formation

In figure 4, the interviewed businesses on the one hand complain that the organizations as chamber of commerce, enterprise confederation and the people’s congress could only represent large-scale businesses rather than SMEs. On the other hand, they demonstrate that they are keen in improving the dialogue and consultation mechanism between government with a series of suggestions and advices on that as the following: government agencies should consult SMEs widely in the phase of policy planning through the forms of government-organized survey, written consultation and workshop etc; government agencies ought to publicize the guidance notes and arrange training activities to the affected and potentially affected businesses while any new regulation or policy is enacted. 

The selective result from the focus group interview of government
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Source: Author’s own calculation with the data
Figure 5  The barriers to modernizing the policy making

Policy makers enumerate the current barriers to modernize the policy-making process as Figure 6 reflects: the most frequently mentioned barriers are lack of policy impact assessment system, lack of appropriate policy consultation channel and superficial or not enough participation and involvement of stakeholders in the course of policy formation and implementation.
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 Source: Author’s own calculation with the data
Figure 6  the important features of efficient policy formation

A number of features have been identified by the government staff about efficient policy formation and the qualities of inclusiveness, transparency, appropriateness and good knowledge are the most important reported by the interviewed government staff.

3 Conclusion
The relations between government and SMEs cover a broad spectrum of interactions at each stage of the policy making cycle: from policy design, through implementation to evaluation. OECD (Organization for Economic Co-operation and Development) concludes three kinds of relations between government and SMEs: firstly, information supplies, a one-way relation in which government produces and delivers information for use by business. It covers both “passive” accesses to information upon demand by business and ‘active’ measures by government to disseminate information to business. Secondly, consultation, a two-way relation in which business provides feedback to government. It is based on the prior definition by government of the issue on which business views are being sought and requires the provision of information. Thirdly, active participation, a relation based on partnership with government, in which business actively engage in the policy making process. It acknowledges a role for business in proposing policy options and shaping the policy dialogue, although the responsibility for the final decision or policy formulation rests with government. In reviewing the focus group data, on the SMEs side, the key issues raised by business is the redundant regulations, red tapes and inconsistent policies, which cause SMEs feel hard to understand and follow them. The confusing regulatory and policy requirements, repeated inspections and disintegrated administrative management make the government agencies act like a cop instead of a coach. Moreover, there are no existed mechanisms to channel SMEs opinions and feedback to policy markers, which infers that information from government to SMEs never, suffices. Therefore, their dialogue and information share are still in the preliminary stage, let alone the mature communication model of consultation and active participation based on partnership of stakeholders. This fact could be proved from the interview results of the government side either, which are enumerated as lack of policy-making evidence and few channels to involve the stakeholders into and consult with them. Furthermore, lack of regulatory impact assessment system constraint policy makers monitoring and evaluating the effectiveness of their completed polices and impeding them to conduct lesson-learned and continuous improvement activities. The above-mentioned points reach one simple condensed conclusion that the relation between government and SMEs is still at the preliminary stage of the policy formation cycle of design, implementation and evaluation.  

The implications of this study for local policy maker are to strengthen the relations between government and SMEs to improve the quality of policy, allowing government to tap wider sources of information, perspectives and potential solutions in order to meet the challenges of policy making under conditions of increasing complexity, policy interdependence pressures. It also conducive to respond to SMEs expectations so that their voices could be heard and their views considered. Meanwhile, the public trust could be strengthened either.

Obviously, poorly designed and inadequate measures for information, consultation and participation in policy making can undermine the relations between government and SMEs. The first step of successful policy making is to clearly define the objectives on the basis of the demands of target group and choose an appropriate tool. No single tool or approach will be suitable for every city or situation, a mix of tools will be required. The first priority for Chengdu government to improve the relations between government and SMEs in policy making is to provide sufficient information to SMEs proactively. For the ‘active’ provision of information, a range of products like annual reports, brochures, leaflets and direct delivery mechanisms like information centers, toll-free phone numbers or indirect mechanisms like media coverage, advertising, social organizations and intermediaries need to be utilized. Furthermore, different consultation tools shall be used to seek feedback on policy, like opinion polls and surveys or focus group, business panels, workshop are needed to be adopted. And the active participation tools as consensus conferences; SME juries are needed to be introduced.
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Abstract  Starting with the hypothesis of “Economic Man” of relevant interest groups in PPP mode, a conclusion that widespread existence of Rent-Seeking is come to. According to building non-cooperative Games Mode to open out the internal mechanism of PPP Rent-Seeking, conditions of Rent-Seeking occurrence and non-occurrence are gained, and based on the conditions prevention against Rent-Seeking is researched.
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1 Introduction
Public-Private-Partnerships which was established by an English man named Reyment was called PPP for short [1] PPP is a kind of cooperation mode that provides public products and services by founding a partnership between public departments and private departments. PPP, which takes double wins, supports public departments and private departments keeping long-term partnership to share investment income and to take on the investment risk and social responsibility[2][3].On obtaining the operating right，a private department obtains the monopolized operating right. Public projects, especially the foundational projects, have stable returns and low risks because of the base of government finance; therefore private departments are extremely willing to carry on such projects. The public choice theory scholars [4][5] believe that, the relevant personnel of public departments and the other economical individuals cannot be separated from the hypothesis of “Economic Man”. The government regulation economic scholars [6][7] believe that, since many government members are certain special interest groups' gainers, they may possibly serve for these interest groups. Rent seeking is a kind of benefit exchange process in the essence [8]. The combination between the demand of public department personnel individual wealth and the motivation of private department relevant personnel’s seeking their own benefit constitutes the intrinsic inevitability of renting and seeking.

A number of domestic scholars have researched PPP about its applicable scope [9]; questions existed in the implementation process [10], government’s responsibility [11], the legislation rules [12] and regulations and the system construction [13] and so on. Used the non-cooperative games mode, mechanism of rent seeking is analyzed, and based on it the strategies of preventing PPP rent seeking is put forward.
2 Setting up and working out Non-cooperative games mode

In rent-seeking economics, rent is used as extra profits or income gap because of government administrative intervention that leads to monopolies. Renting is established through a number of restrictions that limit access to the other competitors to cause certain production elements' supply flexibility insufficient and let persons in power gain unproductive profit environment and conditions so that the rent is formed. Renting and seeking are a process of two aspects. It is through renting and seeking that various interest groups participate to share rents and waste social resources. The rent in PPP is extra profit that is brought by persons in public department renting in cooperation between public department and private department.

There are a lot of interest groups take part in the action of rent-seeking in PPP.IFB (invition for bid) of PPP projects put in practice in the market according to the public department as demander of power and purchase and the private department as supplier. Under the condition that the power constraint mechanism is not perfect, the public department will use their powers to rent to restrict other economic entities participating in rental activities, which results in the artificial scarcity of supply. Under such circumstances, in order to obtain extra income, there would inevitably be a number of people to seize rent-seeking opportunity to strive for PPP projects. 
Rent is from public department's renting. There are three forms of the source of rent in PPP. Firstly, persons in public department rent actively. It means that, in order to induce the private department to bribe them their as conditions of gaining rents, some officials in public department use their powers to create rent artificially. Secondly, officials in public department rent passively. It means that some public officials are controlled by certain interest groups and as their tools of gaining special interest. Thirdly, public department rents with no intention. This paper studies in the former two cases referring to the PPP rent-seeking behavior. 
In perfect competition model, public department and private department achieve balance through market contest and game, but in the rent-seeking model, private departments go along seeking to have access to PPP projects. For private department, rent-seeking activities costs money, but some officials in public department obtain profits by renting. Conflict that is between profit and cost leads to a game of PPP project. This paper focuses on the non-cooperative game mode feature of the game and balanced outcome. 
The game process of public department and private department in PPP projects can be divided into two stages. The first stage is the stage of public department chooses. It means that in IFB of PPP projects public department decides whether to rent or not. If public department do not rent, some officials of public department will not get extra income except normal salary income. Suppose the extra income 0; the second stage is the stage of private department chooses. In the condition that public department rent, private department decides whether to seek or not. In the restriction of certain laws and surveillance and administration, renting and seeking have some risks, because once they are found, the two sides will be bound to be published or cracked down.
Game process is expressed as a rent-seeking Game tree as figure 1 (left side of brackets denotes extra income of public department, right bracket denotes extra income of private department): 
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Figure 1  Rent-seeking game tree

Where,

R1 means the possible extra income that public department will gain. When it does not rent R1=0;

R2 means the extra income that private department will gain if a rent seeking is achieved. When no rent-seeking occurs R2=0(R1 and R2 are all called rent);

C1 means when a rent-seeking is found, the punishment of public department endured;

C2 means when a rent-seeking is found, the punishment of private department endured (C1 and C2 are all called degree of punishment); 

P (0< P <1) means under a certain condition of economics and politics relevant departments' degree of surveillance, viz. the rate of rent-seeking activity is found.

Reversal inductive method is used to find Nash balance solution of the above game. First of all, establishing the incomes of public department and private department in case of rent-seeking activity is successful achieved. 
Suppose income of public department is W1, then:

W1=P*( R1(C1)+( 1(P)* R1
Suppose income of private department is W2, then:

W2= P*( R2(C2)+( 1(P)* R2
So, the game tree can be simplified as figure 2.
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Figure 2  Simplified Rent-Seeking Game Tree

When P*( R1(C1)+( 1(P)* R1>0,and P*( R2(C2)+( 1(P)* R2>0,
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Renting and seeking are profitable to public department and private department, so the outcome of Nash balance is (renting ,seeking);

When P*( R1(C1)+( 1(P)* R1>0,and P*( R2(C2)+( 1(P)* R2<0,viz.
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, some officials in public department will rent, but there will be no profit for private department to seek, as a result, private department will not seek. So Nash balance is (renting, not seeking); 

When P*( R1(C1)+( 1(P)* R1<0,and P*( R2(C2)+( 1(P)* R2>0, 
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,because of no profit, officials in public department will not rent, but private department is willing to seek owing to extra profit. So Nash balance is (not renting, seeking); 

When P*( R1(C1)+( 1(P)* R1<0,and  P*( R2(C2)+( 1(P)* R2<0,
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there are no profit for public department to rent and no profit for private department to seek. So Nash balance is (not renting, not seeking). 

When a rent-seeking behavior occurs, it must meet renting and seeking occurrence at the same time, or rent-seeking activity will not happen.

From what has been discussed, only when degree of surveillance P and degree of punishment C1、C2 meet:

{P*( R1(C1)+( 1(P)* R1>0 and P*( R2(C2)+( 1(P)* R2>0},

viz. when degree of surveillance P and degree of punishment C1、C2 meet:：
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{P*( R1(C1)+( 1(P)* R1<0,P*( R2(C2)+( 1(P)* R2<0},viz.
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3 Preventions on PPP rent-seeking

Right from the reasons and process of rent-seeking activity of PPP model, preventing the behavior of “renting” and ”seeking” should take actions on strengthening the surveillance (p) and the degree of punishment (C1, C2), and reducing the rent (R1, R2). So preventing PPP rent-seeking behavior should choose the following paths: on the one hand, according to renters and seekers are supposed as “Economic Men”, establishing effective supervision and restrain mechanism to increase the cost and risk of renting and seeking behavior, that is strengthening the degree of punishment and supervision; on the other, establishing dissipation mechanism of rent. Perfect the operation of PPP in order to increase the private department's cost in market bidding and decline the expectation of rent seeking.
Firstly, building supervision and restrain mechanism of renter(public department)and seeker(private department)

Accelerate the law system of PPP projects supervision and regulations and establishing effective supervision and restraining mechanism. Less than 10 years since PPP coming into being, there are some weaknesses in surveillance systems and regulations. Supervision laws that are fit for PPP should be built up and improved as soon as possible. Supervision programs and regulations in the whole procedure of PPP budget, bidding and projects acceptance should be perfected. The combination of internal and external supervision mechanism and the combination of specialized supervision and discipline inspection audit supervision should be established to strengthen the evaluation and check of PPP performance to avoid public departments using individual power to do illegal things. In the mean time, an information disclosure system and a whistleblowers protection system should be established. Regulations, policies and results of PPP should be published to publish so as to accept the broad supervision of the media and public. 

Improve the cooperation procedure of the public department and private department to reduce the rent opportunities of public department PPP. From a PPP project's plan to evaluating the competency of a private department and bidding, and to checking and accepting the project finally, a public and transparent procedure should be obeyed to reduce rent seeking.
Implementing effective punishment mechanisms and enhancing the deterrent strength to increase the cost of renting and seeking. The goal of punishment lies in increasing the risk of public department renting and private department seeking, causing the cost of renting and seeking larger to urge public departments and private departments lose more than they gain in PPP rent-seeking. As a result, they will give up renting and seeking. To increase the risk of renting, the boodlers should be severely punished according to laws to prevent renters to rent. The punishment against rents should include Party's discipline punishment, administrative punishment, financial punishment and criminal punishment. In addition, the private departments, which have sought, should also be punishment properly. Every economic group is forced to pursue their own reasonable benefit in a provided procedure to improve PPP's performance.

Secondly, build rent dissipation mechanism

Improve the mechanism of market competition further, and changing the market structure of PPP. A fair and open and impartial principle must be followed. The details of PPP projects' plan, the bidding procedure, check and acceptance standards and appeal approaches should be published to prevent illegal black-box operation so as to let private department compete. According to standardized market trades, promoting fair competition and undermining the adverse affects that sellers (public departments) as monopolies impact the PPP projects market.
Providers (private departments) market access policy and checkup qualification policy need to be established to strengthen the supervision of the bidders. A private department that wants to bid a PPP project has to satisfy some certain conditions. Qualification certificates access to PPP market should be granted the private departments that satisfy certain conditions. The discipline violations' private departments in PPP must be punished. Depending on the degree of violations, punishment can be used as follows: keeping the bad records in their qualification certificates, preventing them bidding in PPP projects within a certain time, withdrawing their qualification certificates. 

Increase the operational transparency of PPP. Especially, the bidding mechanism should be built or improved to increase effectiveness of the PPP. A scientific and reasonable bidding way and operation can help to reduce the opportunity of renting and increase the cost of seeking. So the rent in PPP can be eliminated or reduced.
Thirdly, strengthening public departments relevant persons moral

Educate public departments’ relevant person’s professional ethics, and cultivating their professionalism, sense of responsibility, dedication and honor. Advocating officials to keep uncorrupted in moral in order to enforce them to obey relevant PPP laws and regulations in performing their duties, and enforce them to eliminate the awareness of renting. Strengthening moral construction and calling for public department staff having a lofty dream, serving the people with heart and soul, and resisting corruption constantly. Use various means of media and education to assemble the strength of anti-rent-seeking. Promoting public department staff to pursue a higher level of need to abandon and resist rent-seeking behavior consciously.
4 Conclusion

Built a model of non-cooperative game model to research the mechanism of PPP rent-seeking, a conclusion can be come to as follows: whether the balanced game outcome that a public department and a private department game is renting and seeking depends on three variables. They are the degree of surveillance (P), the degree of punishment (C1, C2) and rent (R1, R2). When these three variables meet
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, rent-seeking behavior will not occur. In the end, from building supervision and restrain mechanism of renter (public department) and seeker (private department) to building rent dissipation mechanism and strengthening public departments relevant persons moral, the preventions avoiding the activity of PPP rent-seeking are gained.

The "black box" approach is adopted in this paper when studying the internal mechanism of PPP, so further study of the concrete ways in PPP is needed.
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Abstract  China Meteorological Bureau is one of the first pilot departments of public research institute reform in China. The reform of meteorological research institutes has walked in the forefront of China's public research institute reform. Its reform experience is of reference significance for deepening public research institute reform. From 2000 to the present, the classification reform of meteorological research institutes has gone through three stages and two evaluations, and achieved gratifying results. This paper analyzed the process, achievements and problems in deepening reform of meteorological research institutes, and discussed the enlightenment to public institute reform from meteorological research institute reform. The paper came to the conclusion that Making the position of public institutes well, strengthening management and providing policy support, cultivating high-level research ranks, and Handling the relationship between basic research and applied research properly, are the issues to which public research institutes should pay attention in deepening reform.
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1 Introduction
The comprehensive reform of China’s scientific and technological system began in 1985. In August 1999, the promulgation of “The decision of CPC Central Committee and the State Council on strengthening technological innovation, developing high-technology and accomplishing industrialization” marks a new beginning of the reform of science and technology system. One important aspect of this reform was the classification reform of the existing public research institutes.

China’s public research institutes have long been providing many important research achievements for accelerating China’s agricultural development, withstanding natural disasters, protecting ecological environment and medical and health insurance, and playing a great role in promoting China's sustainable economic and social development. But there are also many problems existing in public research institutes, such as duplication and fragmental distribution of organization, overstaffing, scattered inputs of the national science and technology investment, unclassified operation of market-oriented and public institutes and other issues. These issues need to be resolved through the deepening of reform. In April and December of 2000, the Office of the State Council transmitted two documents issued by Ministry of Science and Technology and other ministries, i.e. “Some suggestions of the implementation of deepening management system reform of research institutes” and “Some suggestions of the management of non-profit research institutes ”, further defined the reform ideas of public research institutes, and made a relatively explicit provisions of the direction of public research institute reform, relevant departments also introduced the supporting documents of reform. In August 2001, Ministry of Science and Technology convened a forum on public research institute reform in Beijing, and drew up a plan for the comprehensive reform of public research institutes. Thus the classification reform of public research institutes officially started. In November 2001, China Meteorological Bureau, Ministry of Water Conservancy and Power, Ministry of Land and Resources, National Forestry Bureau became the first pilot departments of public research institute reform. 

Meteorological science and technology plays an important role in national economic and social development. During the “Ninth Five-Year Plan”, the meteorological research and technological development have made remarkable progress, a lot of research achievements occurred in atmospheric science basic theory, weather satellite application, weather modification agriculture meteorology and other areas. However, China’s meteorological science and technology, from basic research, application research to technology development, still lags behind the world's advanced level considerably, there also exits many problems. With China's economy developing rapidly, meteorological science and technology work is faced with increasing demands and growing needs. There are many scientific problems to be solved and R&D tasks to be completed. Therefore, meteorological research institutes should open up the areas of scientific research, intensify research, technological development and research achievement transfer, provide powerful scientific and technological support for improving meteorological service level and quality. It is under this circumstance that meteorological research institutes started classification reform according to the policy “structural adjustment, mechanism transformation, system innovation, staff triage”. 

2 The three stages of meteorological research institute reform  

So far, the classification reform of meteorological research institutes has gone through three stages.

2.1 The preparation phase of reform
In 2000, the Chinese Academy of Meteorological Sciences and the Lanzhou Institute of Arid Meteorology has been identified as the pilot units of national public research institution reform by Ministry of Science and Technology. In November 2001, the overall program of classification reform of meteorological research institutes was approved by Ministry of Science and Technology, Ministry of Finance and other departments. China Meteorology Bureau formulated specific implementation program of the reform. In December 2001, meteorological research institute reform work conference was held, which marked the formal start of system reform of meteorological research institutes.
2.2 The implementation phase of reform

From 2002 to 2004, meteorological research institutes formally implemented the system reform. The major tasks of the reform were structural adjustment, the establishment of a new management system, and change of operating mechanism, and the triage and adjustments of personnel. 

(1) The national meteorological research institutes have undertaken structural adjustment and the national and provincial meteorological institutes have been established. Structural adjustment is the primary task of research institute reform. The Chinese Academy of Meteorological Sciences and eight professional meteorological institutes such as Beijing Institute of City Meteorology, Guangzhou Institute of Tropical Marine Meteorology, Shanghai Typhoon Institute (they are called “one academy and eight institutes” for short) are reserved as national non-profit public research institutions and become national meteorological innovation base undertaking basic research and applied research with prominent professional characteristics (Table1). Twenty provincial meteorological research institutes such as Tianjin Institute of Meteorological Science, etc. are changed into meteorological institutions and administrated by local provincial meteorological Bureau, become provincial meteorological innovation base undertaking applied technology development.
(2) To establish a new management system and change the operating mechanism. The management system and mechanism innovation is the core of the reform of research institutes. First, research institutes with different functions had different reform direction and implemented classification management, established corresponding management mode and operational mechanism. For example, “one academy and eight institutes” implement the operating mechanism of national non-profit research institutes. The non-research professional work of institutes was transferred to professional units and operated according to professional work mode. Secondly, the management mode and operation mechanism of “open, mobile, competition and collaboration” was established, for example, setting up open research fund, Strengthening the construction of open laboratory, promoting the opening and sharing of research bases, equipment and data, implementing director responsibility system, council decision-making system, academic committee advisory system, workers Congress monitoring system, project chief scientist responsibility system, new distribution system, the income distribution inclined to the talents and key posts, establishing reward system for staff making outstanding contribution.
(3) Reform personnel management system and establish high-quality management and research ranks. High-quality human resources are the personnel security of research institute reform. A series of reform measures have been taken. For instance, “one academy and eight institutes” openly recruited directors at home and abroad, implemented full appointment system, open recruitment and competition for posts, combined fixed posts with mobile posts, expanded the proportion of mobile staff (visiting scholar, visiting professors, postgraduate students) so as to increase the research ranks’ innovative vitality, tried personnel agent system, etc.
Table 1  National meteorological innovation base and their professional characteristics after reform
	Names of the institutes
	Research focus

	The Chinese Academy of Meteorological Science
	Climate and environment change, ecological environment and agricultural meteorology, disaster weather, numerical prediction, atmospheric sounding, weather modification

	Beijing Institute of City Meteorology
	City weather detection, prediction technology, urban ecological weather, city weather disaster

	Shanghai Typhoon Institute 
	Typhoon evolution pattern and related numerical prediction

	Wuhan Rainstorm Institute
	Analysis and assessment technology of rainstorm monitoring, rainstorm formation mechanism, rainstorm forecast and hazard law 

	Guangzhou Institute of Tropical Marine Meteorology
	Tropical atmospheric circulation and weather systems, the influence of air-sea interaction on China’s weather and climate, tropical weather forecasting technology 

	Urumqi Institute of Desert Meteorology 
	Desert meteorology, oasis meteorology, resources development and environmental remote sensing

	Shenyang Institute of Atmospheric Environment
	Ecological environment meteorology, air quality, atmospheric environmental resources development and utilization

	Chengdu Institute of Plateau Meteorology
	Plateau weather information collection, plateau weather climate change and disaster, ecological environment 

	Lanzhou Institute of Arid Meteorology
	Arid weather monitoring, arid climate forecast, drought, drought ecological environment 


2.3 Deepening reform stage 

On October 14, 2004, Ministry of Science and Technology, Ministry of Finance and Central Establishment Office organized jointly initial assessment, checked and accepted the achievement of meteorological research institute reform. Meteorological research institutes became the first department of non-profit research institutes through reform assessment and acceptance.

The assessment conclusion was that “one academy and eight institutes” basically completed Short-term reform tasks in their reform implementation programs and achieved more significant effect. From the second half of 2004, “one academy and eight institutes” entered the stage of deepening reform. After institutional adjustment, mechanism transformation and personnel system reform had been completed in the first phase of reform, the demands for “one academy and eight institutes” in this reform stage is as follow. 

(1) Define the position of research institutes further. The first position is to promote the researches in advantage research areas, facing international front and addressing the needs of the country, and to raise the level of scientific and technological innovation. The second position is to play the core and guiding role of professional institutes, facing regional center. 
(2) Improve the research conditions of research institutes. The research equipment, laboratory environment, field scientific experiment bases, research databases, intelligence information, and research funds of the institutes could meet research needs. 

(3) Upgrade the research capability of institutes particularly has the capacity of Organizing national scientific research and technological development projects, leading to organize professional scientific experiments.
(4) Promote high-level research outputs. To achieve scientific research and technological development results of international level, the research results will be applied in the larger scope.
(5) Strengthen the construction of personnel ranks. The leaders of the institutes have high-level ability of scientific research and management level. The institutes have innovation and R&D team with obvious professional characteristics and first class level in China. Young scientists grow rapidly and have strong potential for development. 
(6) Strengthen the supporting role in meteorological professional work. To provide a strong scientific and technological support for setting up multi-track, and research-oriented business in the accumulation of scientific research fruit, technology transformation, scientific and technological personnel training. 
(7) Play a core and radiation role in regional scientific and technological work.

(8) Further promote the openness and cooperation of institutes. 

3 The achievements in meteorological research institute reform 

The reform has achieved gratifying results in these years. The vitality of new type of meteorological science and technology innovation system appeared initially. These achievements laid the important science and technology foundation for China's meteorological cause development. Such a change obviously reflected in the enhancement of competitiveness and innovation capability of “one academy and eight institutes”. 
(1) The ability to undertake research projects has been improved significantly. In particular, the state projects bear by “one academy and eight institutes” increased. The capacity to undertake key research projects is the important performance of research institute competitiveness [1]. “One academy and eight institutes” are the national meteorological innovation bases facing international front and national demand and undertaking basic research and applied research. Thus, undertaking national research projects is an indicator measuring the competitiveness of these research institute competitiveness. The situation that research institutes undertake the basic research-oriented projects from National Natural Science Foundation directly reflects the capacity to take on basic research. After reform, the national research projects, including f projects from National Natural Science Foundation, have been growing significantly (table 2). This change reflects the upgrade of competitiveness of “one academy and eight institutes” from one side.
Table 2  The changes of research projects and funds of “one academy and eight institutes” 
before and after the reform
	
	The total number of projects
	National projects
	The number of foundation projects
	The total number of project funds (10000 yuan)
	Project funds per capita (10000 yuan)

	2001
	182
	42
	7
	3804.68
	4.1

	2002
	247
	58
	17
	4333.73
	13.3

	2003
	251
	104
	20
	4119.00
	13.6


(2) Rapid growth of research funds created good conditions for the research work of research institutes. Adequate research funds are the material foundation of innovation activities of research institutes, also one of the indexes evaluating the innovation capability of research institutes [2]. The total number of project funds and the project funds per capita of “one academy and eight institutes” has been increasing largely. The change of project funds in Guangzhou Institute of Tropical Marine Meteorology, one of “one academy and eight institutes”, also reflects this trend: the project funds increased from 821thousand yuan in 1999 to 10788 thousand yuan. 
(3) Research achievements have grown significantly. Publishing high quality papers is one of the important outputs of basic research, also one of the indexes evaluating the competitiveness of research institutes. The papers indexed by SCI, IE, ISTP and the papers published in core journals could be taken as the reference indexes of publishing high level papers. After the reform, these two indexes of “one academy and eight institutes” showed a notable improvement. In 2003, “one academy and eight institutes” published 72 papers indexed by SCI, IE, ISTP and 387 papers in core journals, increased 112% and 45% respectively compared with 2001.The change of papers published by Guangzhou Institute of Tropical Marine Meteorology before and after reform also reflected the characteristics (Figure 1).
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Figure 1  The papers published by Guangzhou institute of tropical marine 
    meteorology before and after reform
(4) The staff structures of meteorological Research institutes are more reasonable and strong research groups have been formed. Researchers are the basis of research institute development. The structure determines its function. Staff structure is the core internal structure and determines the innovative capability of research institute to a large extent. After the reform, an obvious change of research ranks in “one academy and eight institutes” is that the qualification structure, title structure, age structure have been improved significantly. A high quality research ranks mainly composed by young and middle-aged researchers has been formed. In 2003, compared with 2001, the research fellow in fixed-line staff increased from 47 to 80, 58.8% of which are below the age of 45. The researchers with doctorate increased from 34 to 96, accounting for 23% of the fixed posts. The researchers whose ages are below 45 increased from 61 .8% to 81.8% in fixed posts. The staff with master's degree and above increased from 20.6% to 50.3%. After the reform, fixed-line researchers in Guangzhou Institute of Tropical Marine Meteorology also showed this kind of structure change, i.e. the number and proportion of high education researchers increased and research ranks became younger.
Scientific cooperation is an inevitable choice in research activities under the background that modern science and technology are highly differentiated and highly integrated. Research team and group become important organization forms in contemporary research activities. Research team and group with reasonable structure, strength and good collaboration often play a key role in the scientific breakthrough. Therefore, this factor should be a crucial index evaluating the innovation capacity of research institutes. After the reform, “one academy and eight institutes” have formed a stronger research groups in the fields of numerical prediction, disaster weather, atmospheric chemistry, atmospheric pollution and ecological environment. These groups have laid an important foundation for enhancing the innovation capacity of “one academy and eight institutes” and achieving the goal of deepening reform.

(5) Strengthen the combination between research and professional work and promote the spread and transformation of research achievements. Meteorological department is typical social welfare sectors. Its core task is to provide meteorological services through a variety of meteorological professions to the public and community. The main objective of meteorological research institute reform is to provide scientific and technological support for improving meteorological profession application level and expanding service areas. Therefore, whether research results can be applied in meteorological professional work became an important index evaluating the effectiveness of research institute reform. In the process of reform, “one academy and eight institutes” promote the applications of research results in meteorological professional work, for example, conducting research facing meteorological professions, increasing targeted research, establishing joint meeting system between research institutes and professional sectors, researcher took park in weather discussion, research institutes cooperated with professional sectors in undertaking research projects, professional staff took on research in research institutes, etc. so that the exchanges and cooperation between researchers and professional staff were Strengthened and the application of many research achievements in professions have achieved good results.
(6) International exchanges and cooperation made significant progress. In order to achieve the goal of conducting research facing international front and obtaining research fruits with international level, meteorological research institutes must strengthen international exchanges and cooperation.
Along with the deepening of the reform, “one academy and eight institutes” have significantly improved their capacities to promote international exchange and cooperation. For instance, giving lectures abroad, inviting foreign experts to give lectures in China, participating in international conferences, hosting international conference, undertaking cooperative research with foreign research institutes and universities, are more frequent than those before the reform.

4 The enlightenment to public institute reform from meteorological research institute reform    

From meteorological research institutes reform, we can sum up some worthy experiences that public institutes can use of in deepening reform. 

4.1 Make the position of public institutes well

The first is the position of reform goal, that is, to establish the overall goal of reform and stage goal, this is the premise of reform. The second is location of discipline advantages and professional characteristics, that is, to clarify the advantage discipline fields and professional characteristics, which is the basis of classification reform and organization restructure. The institutes who were identified as national research institutes are those with obvious discipline advantages s and professional characteristics. The third is the position of discipline goal, that is, to identify the main research areas research and research direction of research institutes after reform. This is the basis of research institutes survival and development.
4.2 It is necessary to strengthen management and provide policy support for welfare-concerned research institute reform 
After establishing reform goal and identify discipline advantage, the first thing that research institute reform must do is to adjusted organizations. What followed is the changes of management system and operation mechanism, which is involved in a wide range, policy-oriented process. Therefore, the administrative departments of research institutes should define the reform ideas and evaluation criteria of reform so as to provide orientation for reform, timely formulate and implement relevant policies and measures so as to provide policy security policy for reform, timely help research institutes solve problems appearing in reform so as to guarantee the direction and effects of reform.
4.3 It is imperative to cultivate high-level research ranks for institute reform. 
Research ranks is the basis of research institute development and the personnel security of successful reform of research institutes. At present, the fact that public research institutes have few high-level research achievements is closely related to the defects of research ranks. 

A competitive research institute should have influential academic leaders, high-quality researchers and research teams or groups with obvious discipline advantages. Therefore, in public research institute reform, the training of academic leaders, the overall construction of researcher, the nurture of research team and research groups are the indispensable elements of research ranks construction.
4.4 Handle the relationship between basic research and applied research properly 

Local public research institutes are mainly engaged in applied research, while national public institutes shoulder dual tasks of basic research and applied research. Especially, if those national public institutes distributed in provinces want to plays a core and radiation role in regional science and technology work, they must study and solve related professional problems in local social development. To strengthen applied research becomes an urgent request of society for research institutes. The main outputs of basic research are high level papers, and applied research mainly aim at providing the results and products that can be applied in professional work and society. The national public institutes distributed in provinces have limited research force so that they couldn’t enter all fields of basic research and applied research. They should make choice in basic research and select some areas and direction with discipline advantages to make breakthrough. Particular attention should be paid to applied basic research that can provide knowledge support for related applied research and development. The allocation of resources should be focused on applied research which is closely related with social services and professional work, this orientation should be reflected in the evaluation system of deepening reform of public research institutes. Another way to deal with the relations between basic research and applied research properly is to strengthen the cooperation between public institutes and universities. Scientific and technological innovation system is composed by government departments, research institutes, universities and industry or application departments [3]. The composition of public institute innovation system is not limited to the department's science and technology resources, it should also include the scientific and technological resources in universities. Basic research is the advantage field of universities, while research institutes, which have more close relations with application departments in system and professions, have more facilities and advantages to take on applied research, and to transfer and promote research fruits. The optimal allocation of resources of both public institutes and universities will enable the two sides to achieve complement and reciprocity, is conducive to promoting public research. Therefore, administrative departments should make integrated design and give policy support for deepening public institute reform in the construction of national innovation system, regional innovation system and department innovation system.

5 Conclusion
The classification reform of meteorological research institutes has gone through seven years and three stages, and achieved notable achievements. As a result of the reform, the vitality of new type of meteorological science and technology innovation system appeared initially. The changes obviously reflected in the enhancement of competitiveness and innovation capability of “one academy and eight institutes”. In the process of deepening reform, public research institutes should make the position well, cultivate high-level research ranks, deal with the relationship between basic research and applied research properly, and the administrative departments should strengthen management and provide policy support for the reform.
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Abstract The project of “Return the farmland to the forest” in Xiaoxi National Natural Reserve in Hunan was gradually carried out since 2000. Given this context, a series of relevant policies are carried out to combine to the Eco-environment protection. However, local peasants, especially the peasants in main reserve areas are encountering with the existent predicaments of farmland loss, housing loss and the economic source loss etc. Aiming at adapting to the immigrants’ living requirements and building up the New Socialist Countryside, we should strengthen the administration construction and make more special policies to solve the living difficulty of the immigrations after Eco-migration for maintaining the social stability and economical development.
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1 Introduction
As a new style state policy, Eco-migration is inextricably linked with the national poverty reduction and other environmental policy. In the process of practice, the people after ecological migration become special vulnerable groups featured with "non-farm, non-employment, no minimal needs and no way to be rich" in the absence of subsequent management. To the point, their survival dilemma is attached more and more importance. To some extent, fruitful theories supported by experts from both home and abroad are applied to research the Eco-migration in Xiaoxi National Natural Reserve in Hunan Province, P.R. China. But it is still trapped the scholars into how to well allocate the migrations, especially Eco-migration in Natural Reserve, which requires the governmental decision-making sectors and academia strong cares. Aiming at assisting for the solution of Eco-migration in natural reserve, the paper takes the Hunan Xiao Xi National Natural Reserve as a typical example, puts forward some feasible suggestions for comprehensively building up a harmonious socialist new countryside.

2 Review of the related foreign and domestic theories

2.1 Review of foreign theories

Eco-migration is also named as environmental emigration，American scientists Cowles first proposed the concept of "ecological migration" is the implementation of the purpose of immigration aiming at protecting the ecological environment. Subsequently, the environment is considered, besides polity, economy and society, as the fundamental factor causing massive population movements [1]. The well-known American sociologist, immigration scientist Michael M. Cernea puts forward some ideas in his representative book named "Migration and Development-the World Bank Immigration Policies and the Experience research" in which mainly emphasizes that non-voluntary migration is not a simple migration, but to damage the existent social order, break the balance between humanities and the natural ecological that results into the disintegration for production system, social network, social organization and community structure. In virtue of the negative social consequences and impacts by the mandatory relocation, all immigrants’ projects must be planned in simultaneity [2].
2.2 Review of domestic theories

Domestic expert Gegen Gaowa and Wuyun Batu defines that destroyed ecological environment give rise to the Eco-migration, which a kind of economical activity, in a result, the short-term or long-term survival benefits can be lost, what’s more, the living spots will be forced to change and the living way can be regulated [3]. Expert Fang Bing demonstrates that it is strategically significant for protecting ecological environment measures of Eco-migration. Comparing to the other protecting ecological environment measures, which is executed powerfully to realize its independent functions to protect ecological environment and support the other measures into practice [4]. Expert Hou Dongping explains the necessity; availability and efficiency of Eco-migration and the eco-migration is the most economic and effective, comparing to the other governing methods [7]. To accelerate the renewal of opinions and guarantee the capital devotion are proposed by Prof. Chi Yongming [8]. 
2.3 The administrative canton division and brief introduction of Xiaoxi National Natural Reserve in Hunan Province, P.R. China 

Xiaoxi National Natural Reserve (or XNNR) lies in Xiaoxi village, Yongshun County, Xiangxi, Hunan. It has a total area of 24,800 hectares, with a 6,133-ha core zone. XNNR is approved to be a national natural reserve in December 2000. It is among the few natural resource tanks that are free from the intrusion of Quaternary glaciers. XNNR is also a most complete and a biggest one of the original low-altitude evergreen broad-leaved in Subtropical area. Forest covering rate reaches 92.5%. The reserve has a rich preservation of species: for plants, 222 families, 974 genera and 2702 species, including 43 first- and second-class protected plants such as Davidia, Involucrata and Taxus as well as 36 first- and second-class protected animals.

Xiaoxi village has 19 administrative countries, 88 squads of villagers, 3,163 families, and 8,572 people in the whole village with 8429 people doing farm. There is a 387.47-ha paddy field, with 200-ha paddy field in core zone. For rare resources of animals and plants in the XNNR, it is not allowed to chop woods since 1990. Xiangxi carried out the policy of “recover the forest from farmland” in 2000, planning to be completed basically in 2006. According to Regulation for Natural Reserve in People’s Republic of China, the core zone forbids any access by any organization or individual. Since January 2005, the residents in the core zone all move out that place. There are 3,500 or so regular residents in the reserve distributed in five countries and nearby villages and towns. According to the 2001 Overall Planning for the Xiaoxi Ecological Traveling District, it is planned to move out 31 resident’s centers, involving 345 families and more than 1,300 people. What’s more, other 52 centers are listed as “reducing type” or “control type”. Now there are emigrations of 26 families moving to Maoping country. Those emigrations lose their former lands that they live by, so their ways of life and sources of income have to be changed. The average income falls from RMB 650 to 300.

3 Research method

This study used field investigation and advice method as a combination. Research data is obtained through a questionnaire survey conducted among National Nature Reserve in Hunan creek and the residents are of more than 18 years age. The contents of questionnaire consist of three parts: Firstly, the socio-economic characteristics of investigation targets include: gender, age, education level, place of residence, income level, etc. Secondly, the level of local residents’ satisfaction to current related policies in protected areas. Thirdly, comments and suggestions from local residents on the development of protected areas. Two forms of question design are adopted in this paper, including multiple-choice and questions& answers.

  The survey questionnaire was released in July 2006, the survey places was selected in a small creek Township village, including Yu Yang village, Mao Ping village, Jiao Xi village and Zhen Xi village, which are the five main immigrant villages, and a total number of 95 questionnaires were given out, 72 questionnaires were got back on the spot, the efficiency rate is 75.8%. What is more, the Excel software was used in Data processing. And also through interviews and observation records a lot of second-hand information is obtained and the authority of Creek Nature Reserves and the local government has provided relevant data too.
4 The investigation and analysis

4.1 The living dilemma of Eco-migration

From the collected questionnaires and interviews, the paper concludes the following difficulties:

4.1.1 Arable land is insufficient

These lands owned by the former local people are located in reserves, the areas of paddy fields and forests occupied by the former immigrant village please see table 1. 

Table 1  The areas of paddy fields and forests occupied by main immigrant villages

	Name
	Paddy Fields（Ha.）
	Forests (Ha.)

	Yu Yang Village
	39.48
	2676.6

	Jiao Xi Village
	25
	2600.5

	Xiao Xi village
	48.0
	2185

	Mao Ping Village
	42.6
	2932.6


(The data is from Xiao Xi Village Government, Yong Chun City)

The subsidiary standard provided by the Migration Management Bureau are 7000 RMB/ 7000 RMB/Acre for paddy field, 3000 RMB/Acre for dry land, among which 200 RMB should be deducted per 1000RMB, so the migration just can get ten or twenty thousands yuan, which can’t satisfy the fundamental living for the peasants, neglecting the increased agriculture outputs, land appreciation and rising prices. For peasants, the land loss means losing all the survival productive materials.                                                                                    

4.1.2 Poor housing 
In 2003, Xiangxi Town started to execute the migration and 26 doors underwent the removal, the average compensation is 8,000 yuan per household with 5,000-yuan bonus for relocation moved firstly. Although the distribution of housing land, the compensation for rebuilding a new house is much less that the real needed fees resulted in the lower housing living standard. At present, 83.1% peasants are suffering the trial simple shelters erected by plank and asbestos. 

4.1.3 Limited and instable economical sources 

Xiao Xi Village is a large poverty mountain with single economical structure, undeveloped forestry industry, backward commodity economical where the annual capita net income of farmers just reaches 650 yuan. Meanwhile, there are no support industries and the tourism is still at the primary stage. According to the data, the main economical sources from agricultural income and labor output separately account 47.2% and 25%. 

4.1.4 The inconvenient transportation

Xiao Xi Town located in the mountainous region in which villagers live separately. Currently, there is just a road connected to Xiaoxi Village with 15 Km lengths. Mao Ping Dock is an important gate to enter into the Xiao xi Natural Reserve for outside. The tickets of vehicle boat for Zheng Xi, Wang Cun, Feng Tan are 4 yuan to 10 yuan.

According to the investigation, the main allocated spot is 5.5 km far away for Maoping Village, it is still inconvenient. 

4.1.5 The low level of health security.
Due to the development of tourism, the villagers’ rubbish and unreasonable solution caused mild water pollution; and the environment has been damaged to a certain extent. As the Maoping Village located majority residents, it doesn’t implement the centralized garbage processing, even ash bins are not provided, so residents throw the living garbage at random During wind and rain time, garbage flows into the river along the creeks resulted in polluting the water. Although a considerable number of bins are located in seldom places, the efficiency is not high and the bins are placed unreasonably or damaged. Besides that, just only two part-time sanitation workers are in charge of the garbage and no specialized waste disposal stations there.

4.2 The reasons analysis 

4.2.1 Natural reasons  

Constrained by the mountainous climate, soil and other natural conditions, the area of plantation is insufficient and the productions are limited. In reserves, paddy just be plant in one season due to the climate influences, moreover, the output is low, which just can satisfy local people’s living. Meanwhile, other agricultural productions of potato and tobacco can’t be sailed out owing to the local peasants’ bad market economical consciousness, inconvenient transportation, in spite of the good qualities.

4.2.2 Social reasons

(1) Infrastructure building

To realize the people banishments of core area in nature reserve is accordant with China's laws and regulations for the management of a nature reserve. In order to protect the scarce resources, the policies of "demobilizing the people to return the mountain” and “returning the farmland to forest" are implemented by the Xiangxi Autonomous Prefecture, which leads up to the reduction of farmland. Preparation failed to accommodate to the allocation project due to the uncompleted corresponding infrastructures construction.
(2) Inappropriate managerial plan 

Table 2  The Number of Skill Training organized by Government

	No.
	Often
	Common
	Few
	None

	Percentage
	2.8％
	20.8％
	66.7％
	9.7％


（Data from the Questionnaire statistics）

From the table 2, we can conclude that there is extremely less. Local government neglect the immigration’s participation because of seldom training for tourism development, which will lead up to some obstacles for government’s performance.
Table 3  Immigrant’s Trust for Government  

	Extent
	Extremely trust
	Trust
	Don’t trust a little
	Don’t trust
	Don’t know

	Percentage
	7％
	34.9％
	18.6％
	31.4％
	8.1  ％


（Data from the Questionnaire statistics）

The table 3 exposes that the trust level of immigration for government is not high which dues to the government’s unreasonable management.
5 Conclusion: suggestions and countermeasures 

From the above analyses, the paper puts forward some adoptable suggestions:

5.1 Re-evaluation to the local reality

From the above analyses, the most convenient solution to the problem of eco-migration is to give a second estimation to the local reality and make a proper plot of the core regions. Since there is in our country no regulation on nature reserve confining the number of core regions, we can adopt the method of “core regions separated by jointed areas”. That is to say we plot several core regions within one nature reserve with jointed areas in between and following the principle of keeping the continuity of ecological environment when plotting the 3 regions of/in the nature reserve [7]. The core region will/should be managed on 2 levels. In the A-leveled core region, the right of using the land belongs to the nature reserve and any exploitation or production is prohibited; In the B-leveled core region, land is free to the inhabitants and they are not to move out.

5.2 Raising funds and ensuring its proper use

We should apply for the special funds from the central government and the province and meanwhile raise funds by various means, and get the funds integrated effectively. The source of funds is varied, including special allocation from the government, aid from well-off regions, shared bonus, as well as investment and donation from individuals. With the purpose of attaining an overall win, we may grant it together with other funds like the agriculture development funds. As to supervision, we should establish a comprehensive supervising system composed of financial supervising agency and the public, attach importance to the supervision by public opinion and expose the scandals like the withholding, diverting, and appropriation of the compensation for the land and punish the involved severely. We should send each item of funds to their due destiny, making sure the funds for aid is not appropriated as consuming capital.

5.3 Reinforcing administrative construction and policy making

To carry out an impartial, just, and open democratic election, build a leading group caring for people in all time, do real things for farmers positively, change the shortcomings of the government and managing department such as loafing at work, lack of power in managing and lagging in capital. According to the “important-first, trifle-last”, “easy-first, hard-last” and “critical-first, tiny-last” rules, treat the task of ecological emigration as a significant one in ecological building, doing it step by step as planned. Government provides beneficial policy and condition for emigration in aspects like loan, taxing and field, encourage and help them to work, help themselves and improve the capability of “blood-making”. After the residents in the reserve move out, we should let them enjoy the beneficial support policy continually like the compensation for commonweal forest. Meanwhile, government can refer to the regulation of favorable house-renting, let emigrants rent instead of buy a house with a high price by using resting houses, and then reduce the economy burden of land-missing peasants in the course of moving and settling.
5.4 Improving living condition and developing local economy

Increase the investment in the infrastructure construction, and better the water-supplying, electricity-supplying, communication and traffic condition. Guarantee basic living of ecological emigrants and set up a regulation that makes sure emigrants have the basic living conditions. First, government should raise special money so as to set up the fund to guarantee it. Second, social insurance businesses should lower the standard and design some more new insurance policy suitable for those ecological emigrants. Third, government may choose some money as the insurance premium from the subsidies given to the emigrants in the condition of their willing to insure. 

Natural reserve protects the original nature and also, we human beings. Human is a part of the nature. It can be a real natural reserve when and only when human being acts harmoniously with nature. Thus, we need to attract foreign enterprises and have them combined with local ones, help them get strong and increase the opportunities of employment. Invest thru multi-layer to solve problems of current economy development [8]. At the same time, to prevent radically from any economical activities that may do harm to natural resources. By that, we can protect the environment fundamentally and win happy lives for immigrants there. 
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Policy Process in China 
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Abstract As the reform of market economy further develops, great success has been achieved in state economic construction and democracy. In the meantime, because of the unbalance of the economic structure, the political structure changes greatly. Strong interest groups come to front with their status and interest, and gradually penetrate the public policy process. As things stand, they bring more negative impacts than positive ones to the public policy process, therefore rules and laws to regulate and induct strong interest groups in public policy process are necessary.
Key words
Public policy process, Strong interest groups (SIGs), Public policy participation
1 Introduction

During the process of reforming the system of planning economy, building and improving the system of market economy, the social transformation and the multilayer, lopsided development of economy structure lead to a great change to the social political structure in China. The former social interest pattern has changed and the interest groups have been disintegrated and reorganized. As the reform further deepened, all kinds of interest bodies come forth and become diversified and complicated. New society stratum and interest groups surface up, especially those SIGs characterized by their status and interest grow rapidly, which play a key role not only in the economic and political fields, but in the public policy process. They make up the deficiency of the traditional democratic institutions, reflect the characteristics of modern democratic diversified competition and promote the process of economy and democracy development. However, they cause the unbalance in the assignment of social interest, aggravate the social conflicts and lead to the puzzle of achieving social fairness, justice, and public policies commonality. It is a valuable topic to study how to regulate SIGs in public policy process and induct them to play a positive role in the economy and democracy development in China.
2 The formation, composing, and characters of SIG in China. 
Formed legally and well organized, SIG which aims to maximize its interest, with good group consciousness and smooth ways to express its interest, occupies plenty of social, political, economic and cultural resources, plays an active role in the social and political fields and takes temporarily the dominant position in the game against other interest groups. Generally speaking, it includes socially strong groups which share similar characters and remain unorganized. [1]

2.1 The formation and composing of SIG in China

The formation of SIGs in China directly links to the uncompleted system in the transformation period, including: (1) Policy monopoly industries and enterprises, which were formed in planned economy and are still working today. These industries and enterprises, such as electricity, telecommunication, railway, shipping, petroleum, monopolize politically major infrastructures and public service department with support from the administration policies and their traditional statues, background and resource predominance. It is necessary for the state to reinforce the control on the infrastructure industries; however those industries relying on the favorable rules and mechanism take much more benefits than what they should receive. Quite a part of those benefits, which should belong to the public, are occupied by departments whose members have higher income above the social average level. Those industries and enterprises exclude the competition from other interest groups and monopolize public resource forever for a sustained and steady profit. [2] They evolve gradually into special interest groups, characterizing for self-interest and exclusivity. They and what they do finally cause a bottleneck against the sustainable and steady development in China in long term. (2) The industries and enterprises, which obtained great benefits and keep them by group efforts when the supply fell behind the demand and when it was lack of constraints for economic activity as well as the relevant policies and systems in the uncompleted market mechanism, include civil water and gas suppliers, tobacco suppliers, finance and stock departments etc.[3] (3) some industries and official groups, which obtained market opportunities by making use of political advantages and social resource when the planned system and the market system stood together and powers swung in market during the process of the reform of market economy and social transformation, include power grid and highway departments. (4) Some groups, which suddenly get rich in the uncompleted and unregulated market, for example, some real estate developers, some entrepreneurs, business contractors, professional managers, agents, managers and engineers in foreign companies, some movie and sport stars, some business men from Taiwan. [4](5) As the knowledge economy develops, the importance of knowledge has been widely recognized in society. However, intellectuals cannot get an equivalent payment and opportunities, and then gradually divide into different groups. Especially, some intellectuals who are closer to the economic or political field become rich by commercializing knowledge or turning it into power. They form a steady monopoly in the intellectual circle and turn into a strong knowledge interest group, such as the intellective authorities at universities, senior management in IT industries etc..
2.2 Characters of SIGs in China

(1) Strong group consciousness. It is unanimous in a strong interest group that all the members should share common interest base and values. Members know they have much more power to affect public policies and to pursue group interests than individuals or smaller groups. With a strong desire for protecting their own interest, SIGs are exclusive from others’ participation. Members are united spontaneously, or even participate in the political activities such as public policy process and legislative process, to protect their shared interest and to maximize the groups interest. (For instance, they exclude other telecommunication operators from participating competition in order to hinder production factors transaction, and finally enforce their monopoly statue.)  (2) A long-term integrated organization and a developed framework. Industry association and business association are two familiar examples. The capital group mainly composed of entrepreneurs is a typical model and has Chinese National Federation of Business Unions as its representative. They have routine activities, such as an annual party and discussion meetings. It has a strong leadership and a good cooperation mechanism, such as real estate developer association and oil and gas association. (3) SIGs have the majority of the social wealth while they are minority of the society. They grasp abundant information through many formal and informal channels, such as some various business websites. They have good cultural and educational background. Most of the group members are intellective in their fields and even some are well educated and professional. What’s more, they have a tight link with the government. Some members work in the various People’s congresses, governments and political consultative conferences. Some democratic parties such as China Democratic National Construction Association are the sub-organization of some SIG. (4) having great influence. They can express their benefit demands by multiple means including not only reporting formally to various People’s congresses, governments and political consultative conferences but also some other informal ways such as propagandizing their views through their supported mediums.(e.g. Chinese Commercial Times ) [5]. Therefore, the impacts they cause to the social development and public policy process could not be neglected.  (5) Highly active political participation. SIGs have strong consciousness for rights and affect the public policy process in constituting, implementing, evaluating and adjusting by penetrating into the public policy process. SIGs which dominate, to a certain extent, the government decision for their group interests by expressing demands or pressing the government, show some potential political characters and will probably turn into political groups. [3] 
3 SIGs’ manipulation in public policy process
Public policy process is a process of balancing interests of various groups. The process, how social interests to be expressed, summarized and accepted in the policy process, is determined by the political system and structure. In this process, social interests are recognized and conveyed by people at various levels of the ruling party and the government, [5] and finally materialized in corresponding public policies. The ruling party and the government dominate the whole public policy process in which the public policy issues are recognized and raised. What social groups do in public policy process is to express their group interest demands and implement the policies, if there are, and feed back. However, as social stratums further divide, interests’ pattern diversifies and the civil society develops, social interest groups play more and more important roles in political fields. There is a great difference among the social interest groups’ influences in public policy process because they are various in terms of group powers and social resources. To make public policies fairly favorable to them and make their benefits over protected and expended, strong interest groups penetrate by all means or even dominate the public policy process so as to make the public policies temporarily deviate from the fair social values in some aspects. 
3.1 Setting up their own media to influence the public policy process publicly
SIGs are good at using public media to influence the public legally. Making use of newspapers, TV, broadcast, internet, conference press and news press or even setting up websites and publishing newspaper themselves (e.g. Chinese Commercial Times), they expend their influence, express their interest demands and make their own interest issues as public policy issues to catch the government’s concern. As Professor Qi Mingshan said, once the interest expression supported by public media becomes the public opinion, it will press the central policy making system and will get approved easily. To promote their public influences and create a favorable environment, some SIGs set up their professional interest expressing organizations and sometimes even publish fake messages. For example, some so-called “black mouths” are scolded by the public because they send fake message in stock market etc. [6]
3.2 Great influence is put to good use in the public policy process

Different interest groups do not share the equal right to express interests because the social and political systems develop slowly while the market system plays a more and more active role after the reform and opening. SIGs have great influences, for instance, some entrepreneurs can even manage to hold a press conference during the 16th National Congress of the Communist Party of China，[2]while those general interest groups which are vulnerable and less organized with a huge population have weak influences and do not share the equal right compared with the SIGs in the public policy process because of their little consciousness and poor skill and ability to raise their interest demands. SIGs use the following ways to exert their influence in the public policy process: Firstly, SIGs have some members who are representatives of various people’s congress and political consultative conference report their interest demands to policy makers and to the policy agenda through the formal and system-acceptable ways. Secondly, SIGs have some members who belong to democratic parties express their interest demands indirectly in the democratic parties’ proposals which can easily and preferentially attract the government’s concerns. Thirdly, SIGs express their interest demands stage by stage through industry association, business association and supervising department formally. SIGs have such great influence that their interest demands, some even excessive, unfair demands, could be satisfied in legal ways. Due to the great influence of the operators (SIG), some improper public policies such as rising railway ticket price during Spring Festival and installation fee for telephone and gas, could not be corrected until recently. 
3.3 Exerting their glorious social resource in the public policy process
Since interest group influence is a key factor that determines the balance of the public policy system, the public policy, which is the result of the groups influence competition, will change in accordance with various groups influence competition, but will always satisfy the interest demands of the dominant group. 
(1) Exerting Group Capital Resource to Manipulate the Public Policy Making. The public making process in fact is what all kinds of interest groups try to influence. In recent years, SIGs have more and more representatives in various people congresses and political consultative conference as their members and have more power in the public policy process. By making full use of the chance to participate in the important decision process, SIGs raise their favorable proposals, induct the policy making going toward their expected direction and make their interest demands absorbed by the political decision and the public policy. So we can always hear the SIGs’ voice in the decision process of some grand policies and laws. To give a good example, that SIGs put grit in the machine is one of the main reason why the policies or laws in terms of some grand social issues such as macroeconomic control on real estate market and supervisions on stock market are difficult, or even could not be, published or adjusted.[7] SIGs manage to get into the administration operation in order to obtain the material power，for example they have their people holding positions in the government permanently or temporarily and what’s more, they influence personnel arrangement, public investment and fiscal allocation in local governments. In fact, SIGs play an important role in the public policy process and what it can do in this process is much more than what those common social groups and vulnerable groups can. In order to accelerate their favorable policies coming out and hold back the unfavorable ones, they do their utmost to get closer to the government and build a good personal relationship with officials. Sometimes SIGs can even have their interest demands adopted directly by the government without any formal policy process that are generally required, so that they can save much time. SIGs penetrate the policy and rule making; for example, there are conflicts between some local rules that are manipulated by SIGs and the national laws and policies of land supervisions. SIGs strive after the juristic protection for their favorable policies and their illegal or unreasonable earnings through local legislation, department legislation and industry rules. [8] (Chenhao) Some SIGs can seize local governments to follow SIGs’ interest demands to make some decisions and policies which are away from public goals and even against the basic public principles. “As we see, many policies are no more made for state interests but for some SIGs’ obviously.” [8]
(2) Dominating the Implementation of Public Policy by Strong Economic Strength. In order to protect their earnings and maximize their benefits, relying on strong economic strength, SIGs form interest alliance to control the market and to resist unfavorable policies so that the policies become inefficient and the government authority is weakened. For instance, the macroeconomic policy to control the real estate price lost its power because of the resistance from the real estate developers group; the policy to unify the tax difference between foreign companies and local companies failed to be implemented due to the rejection of the foreign companies group; [9] the operation safety regulation for coal mine factories was interfered by some SIGs. Relying on strong economic strengths, SIGs penetrate the policy implementation as much as possible by allying with powerful people by bribing or other illegal ways, lobbying officials and buying off representatives in the government in order to accelerate the implementation of their favorable public polices, for example, some SIGs take the tax breaks policies as the legal bases for their group interests. Sometimes even without pressing or lobbying, only relying on their economic power, SIGs submit the local government to protect their interest excessively in the policy implementation [10], for example, when the land policy was implemented, some local government distorted its equity and justness itself because it helped land developers gain great benefit, quite more than normal and resulted in the loss of the peasants and residents who have to be relocated. Some SIGs provide some imbursement or illegal donation and propagandize their group beliefs in order to influence the policy implementation. In addition, some SIGs who undertake some administration functions will over implement their favorable polices while negatively implement or hold back unfavorable ones. In the meantime, paying high attention, SIGs supervise and evaluate the policy implementation, moreover, for long term interest, raise new policy proposals, influence the adjustment of policy implementation and penetrate the public policy process continuously.

(3) Interfering the Evaluation of Public Policy by Their Cultural Resource. With the advantage of comprehensive information channels and timely information including formal and informal ones, SIGs can foresee the tendency of policy development and the aims, regulated objects of new policies, and they can work out a countermeasure in advance. Furthermore, some members in SIGs who are well-educated and do well in analyzing，planning, propagandizing, lobbying and other special public relation skills, spread their favorable news or even send out some fake messages to confuse the public, transfer messages strategically to the policy making center and mislead the evaluation and adjustment of the policy implementation. For example, what the wealth possession survey told us which was published on the “Global Family Wealth Distribution” of United Nation University World Economy Development Institution [11], in fact provided by the “black hands” working for the SIGs, sent incorrect messages which ignored the facts and distorted the truth to the government so as to mislead the implementation evaluation for the social benefit distribution policy. SIGs pay high attention to build their brainpower. Some professionals like lawyers, economy analysts, policy researchers, are hired as their brainpower. They collect, analyze the information relevant to the groups, and then carry out a set of activities in the process of the policy making, implementation, evaluation and adjustment. 

4 The positive and negative effects of SIGs in public policy process (PPP)

The effects of SIGs in PPM reflect to diverse sides. On one hand, they are bridges of political communications and factors of social stabilization. On the other hand, they are also obstacles of political linking and roots of political turbulence.[12] They have made both positive and negative effects in PPM. So far, because of their penetration, they bring more negative effects than positive ones to Public Policy Process.

4.1 The positive effects of SIGs in PPP

First of all, the ways by which they express their demands for dispersed various and unordered interests are the bridges between government and interest groups as well as the important channels for government to understand public opinions so that it is helpful for the public policy implementation and public participation in PPM. Secondly, some SIGs can provide professional optional projects for policy making, provide technical services by means of their advantages in information and technology, fill up the information deficiency and technology limitation through the process of policy making, break through the limitations in policy making and finally make policies more scientific and logical. Thirdly, they give feedbacks to the department in charge of policy implementation, reduce the cost of policy making and feedback collecting, and contribute to promote the efficiency of PPM. Fourthly, they monitor the operation of PPM and restrict government departments during policy making and implementation and make up the system that social rights monitor government authority. This prevents the extremist and randomization in policy making, actualizes public’s participation in policy making, and improves democracy in policy making to some degree.

4.2 The negative effects of SIGs in PPP

Public policies balance the interest demands among different interest groups. This balance lies on the influences of those interest groups. Games among several groups with close power make a comparatively fair situation. However, the SIGs in China are too powerful, while the public society grows not healthy enough, and the vulnerable groups are so weak that SIGs manipulate the public policy process with less restricts against them. The manipulation makes public policies not fair in deed and leads to the problems that the public interest is damaged and the interest of vulnerable groups are ignored. As a result, the equity and justness of public policies are badly threatened. To sum up, the negative effects of SIGs in PPM should be paid more attention to.

(1) The SIGs’ strong influence overpowers the equality of public interest express. The strong interest demands of SIGs have overwhelmed the public interest express, especially the voice of vulnerable groups, and the PPM is usually manipulated by SIGs. Moreover, SIGs usually appear to be superiors, which make them confusing and hidden, leads to their unassailable demand for interests, makes public policies tools for maintaining their interests, departing from a basic value path of equity and justness, and going against the democracy and egalitarian. Minority participation of SIGs takes place of public participation, which brings negative effects to the constructions of democracy in China.

(2) By unusual approaches or exploiting an advantage of policies, SIGs, which is minority in the society, occupy majority wealth and then cause the unreasonable distribution of social wealth and resources. Furthermore, with tacit alliances inside or mutually, SIGs greed for interests, and plunder social wealth wantonly, which indeed accelerates the monopolization of social wealth, polarizes the society, sharpens social conflicts and finally impacts on social justice and stabilization. Fortunately, Chinese Communist Party and Chinese government have realized how crucial and serious it is. In order to construct a harmonious society, they take series of measures to maintain social equity and justice and to support vulnerable groups. However, more restrictions on SIGs are still necessary.

(3) Relying on the vast social resources, SIGs have actually become stressing groups. Firstly, SIGs keep up pressure on the government to assign a priority to their interest demands in policy making. Secondly, they ignore the seriousness and authority of public policies, resist the implementation of public policies and make government orders ineffective, which become restricting factors in the implementation of public policies. Thirdly, they control local government and affect the direction of local development to make their favorable policies with the price of sacrificing the interests of underplayed and the long term interests of social development. They counteract the repairing and adjusting functions of central government, influence the equity and rationality of decision-making of local government and weaken the authority of public policies and the confidence of validity of government, which should be attached importance to.

(4) SIGs try to get close to the policy-makers, strive for all opportunities to involve in the process of PPM or enter directly the decision making class of local government. They infuse the core of policy-makers with their favorable messages selected, mislead the process of PPM, legalize their lawless income, disturb the normal process of PPM badly and influence the equity and seriousness nature of laws and regulations heavily.
(5) With the advantages of the exclusionism and expansion for interests, the monopolistic position in economy and political influence, SIGs are able to maintain and enlarge their vested interest, enhance their monopolistic positions, plunder social fortune optionally, prevent other interest groups participating in competition, destroy the free competition order of market economy and make the fair competition pretentious. Consequently, development of technology, free flow and reasonable configure of market elements, solutions of public policy problems and implementations of public policy objectives are all blocked, which has become the bottleneck of Chinese long-term sustainable fast development. 
(6) In order to hunt for their own interest, SIGs try to bribe staffs related to policy making, disturb the normal policy making process, lead on corruption and undermine social ethos, increase the cost of social trade, reduce social economic profits. At the same time, SIGs’ seeking for their maximum profits bring on political frictions, which cause loss of political interest and waste of social value, between SIGs and the main body of public policy implementation or other interest groups. 

5 Avoiding SIGs from penetrating public policy process (PPP)

5.1 Insisting on putting the most people's interest on the first place in the PPP

Chinese Communist Party represents the most people’s interest, and People’s Government is the prolocutor of the most people’s fundamental interest. Always presenting the most people's interest and putting the most people's interest on the first place in the PPMP conforms to human’s development value, is the stand and start point of the Party’s reign and the government’s administration. To implement putting the most people's interest on the first place in PPM is to fully incarnate the public nature of public policy and to insist on presenting the most people’s interest actively. Chinese government is in charge of distributing social resources, standing in the core position in PPM. Social interest groups stand in the accessorial position during the intercommunion of policy, and the interest demands of social interest groups finally have to be achieved by public policy. All levels of officers’ constituting social development policies for the most people’s interest, adequately incarnating the most people’s fundamental interest in PPP and serving for public interest instead of minority of SIGs’, are the keys to protect the most people’s interest, the demands for limiting SIGs expansion and the guarantees to keeping regime stable and the Party’s reigning position. If the government functional departments do not present the people’s interests but groups’ or private’s interests and damage public interests in implementing public policies and line of duty, it must damage the credit and authority of government and damage the image of the Party and the government in people’s heart. Therefore, it is necessary to further enhance cadres’ education, incorruptness construction and anticorruption, effectively monitor PPP, prevent SIGs cahoots with power, prevent interest groups intervene too much that make policies lose shape, interest lose balance and public interest damaged, avoid public policies becoming into “elite” and the tools of wealthy and avoid government becoming prolocutor for SIGs.

5.2 Further perfecting Chinese political system and avoiding SIGs controlling public policy process by the aspect of system

It is necessary to perfect the system of People’s Congress and the Chinese People’s Political Consultative Conference and prevent SIGs from controlling public policy process in political system aspect, construct system for expressing interests, participating in decision-making and balancing interests, so as to enable SIGs’ to express their legal and proper interest demands and disable their unfair interest demands. Standardizing SIGs’ participating in PPMP relying on system, making sure the game rules in policy process and harmonizing the relationships between interest groups, is the fundamental approach to avoid SIGs’ controlling PPP.

On the guarantee of citizens' political rights, the system of People's Congress is a fundamental political system in China, which is the representative of the people and the legislative in China. It is required to fully exert the function of the system of People's Congress in PPMP, rationalize the structure of People's Congresses, increase the number of representatives from normal interest groups and vulnerable groups to guarantee their interest demands could be expressed, input into the core of PPM, proposed in the congress and satisfied by related policies. It is necessary to avoid the structure of the People’s Congress associated with wealthy and power, especially avoid the People’s Congress becoming the stage for minority of SIGs to scramble for interest. As the censorship and legislative for national policy, People’s Congress should get rid of the interference of SIGs during constituting national development plans of society and economy, budget implementation project or laws and regulations to guarantee the most people’s interest by layouts, laws and regulations. People’s Congress should be on guard against the members of SIGs, by using the identity of representatives, through a democratic form, to manipulate the enactment of law for the Group made illegal profits from procedures "legitimate" forms and political legitimacy. SIGs control the establishment of laws, layouts, guidelines and policies through the People’s Congress, enlist, consolidate and enlarge their lawless income, which is covert, harmful and deceptive. To reduce SIGs’ pressure on local governments, People’s Congress should enhance the monitor and examination of local government’s legislation, enhance the effect of People’s Congress and local people’s congress, avoid the monopolization orientation of government departments, and prevent SIGs from twisting public policy.[13]
The Chinese People's Political Consultative Conference (CPPCC), the top advisory body of the Chinese government, actively participates in the deliberation and administration of State affairs. Presenting for different interest groups, representatives of parties and groups express their wills and wishes and strive for their own interest. Their opinions contribute to the public policies. But, because of the underdevelopment of Chinese citizen society, most people are away from parties and groups, many people, especially vulnerable groups, have no interest in participating in politics. Therefore, the results of this deliberation are limited. As some scholars claim that someone’s absent from deliberation means no fair deliberation results. This absence provides spaces for SIGs to control PPP, making distribution of social resources unfair. Thus, it is necessary to perfect the system of political deliberation, properly accept opinions and extend the range of deliberation, making normal interest groups and vulnerable groups involved, so as to perfect the advisory body of the Chinese government.

5.3 Limiting SIGs’ influences in PPP by laws

Equity and justness are the basic core of laws and the soul of modern laws. As tools to benefit human, laws base on most people’s wills, maintain everyone’s equity rights and promote the welfare of most people and the development of society. They not only protect the legal income of social interest groups, but combat and deprive the illicitly acquired interests, which do not mean not to protect any SIG’s special interests. Laws are the effective means to avoid SIGs’ controlling PPP, maintain the normal run of social and economic environment, and ensure the implementation of public nature of public policies. Rolls’s theory of justice procedures indicates that results can not be proper without a proper process of results. Public policies with right content, process and results are the good methods to administrate society. It is necessary to improve the transparence of PPMP and the degree of equity, so as to ensure the justness of PPMP from the aspect of system design. It is also necessary to establish the legal system for interest groups to participate in PPMP, constitute related laws, make sure the game rules, limit interest demands and implementation by laws, avoid legalization of lawless income, cut off the illegal interest source, limit their special power of monopoly, block their infinite interest demands, lead SIGs participating PPMP legally, systematically and orderly, change the lawless status of no means to monitor SIGs’ entering PPMP.

5.4 Improving the ability of local government to unite social interest groups in PPP

(1) Maintaining the independence of local government. Government is the main body of PPP. Some local governments lose independence in PPMP. It is a necessary requirement to maintain high independence so as to combine PPP with local government’s public interest. The degree of government’s independence is directly related to the influences of social interest groups. As we have said above, the developments of interest groups are lopsided in China. Their influences in PPMP are diverse. Governments should discriminate the interest demands of social interest groups and avoid SIGs’ influence on PPMP and the administration of local governments. Local governments should improve their independence, maintain the function of making game rules and interceding conflicts of interests, be apart from various forms of special interest, avoid becoming prolocutor of SIGs and losing the symbolic significance as the fair representation. It is necessary to avoid alliances among SIGs, especially alliances between SIGs and corruption groups inside governments, which do great harm to the independence of local governments who may lose support from the people. We should also prevent local government itself into special interest groups [14]. If they have particular interests and openly or semi-openly seek for their own interests, it is impossible for them to maintain a fair attitude in safeguarding local public interests. Therefore, it is very important for officers to foster a soul for the public and enhance incorruptness construction.

(2) To fully exert local government’s function of guidance and unify in PPMP. “ Few people can be involved in PPP by democratic approaches, most people do not wish to or able to participate in PPMP, and democracy is actually limited”. Moreover, SIGs in China are highly organized. Under these situations, the leading function of government is very important to avoid SIGs’ controlling PPP. All levels of officers should actively listen to the public, understand people’s need and discover public problems, actively summarize most people’s needs for interests, and submit them into agenda. Local government should harmonize the conflicts among different interest groups, build up the fair play environment of social interest, and establish a fair and logical system to balance the interest groups, so as to achieve balance in interests by fair competitions and ensure the implementation of public policies.

(3) Improving the degree of social organization and guiding SIGs’ development

The balance among interest groups is an important political measuring value in political process. Political balancing process is actually interest balancing process. When every interest group develops well and achieves balance, the participating in PPP of interest groups indicates that the public are involved so that the equity and justness natures of public policy are showed. Meanwhile, the competition among interest groups with similar power is good for the implementation of PPP’s equity and justness, which can inhibit SIGs from creating “hidden agendas”, excessively influencing and even manipulating public policy. Thus, government should provide the organizational bases for the public to express their needs, enlarge the public society, encourage the development of social groups, raise the degree of social organization, approve the variety of interest groups and build up the power against SIGs. Moreover, SIGs are not only bridges between political communications and factors of social stabilization, but also obstacles of political linking and roots of political turbulence. They are important power to boost economy development and bottleneck to limit economy development as well. Government should give guidance to SIGs’ development, and evaluate them to contribute to the modernization construction [12].

6 Conclusion

In this paper, we have discussed strong interest groups and their penetration in public policy process in China. First, the formation and composing and characters of SIG (Strong Interest Groups) in China ought to be stated. It is the basis of our research. Then we focus on the manipulation in public policy process. There are three aspects: setting up their own media to influence the public policy process, great influence put to good use in the public policy process and exerting their glorious social resource in the public policy process (also PPP). And we examine the positive effects and negative ones of SIGs in PPP. Finally, to avoid the SIGs from penetrating PPP, we have developed at least four ways: one, insisting on putting the most people’s interest on the first place in the PPP; two, further perfecting Chinese political system and avoiding SIGs controlling PPP by the aspect of system; three, limiting SIGs’ influence in PPP by laws; four, improving the ability of local government to unite SIG in PPP. 

Generally speaking, the faster we figure out the proper ways to help SIGs participating the policy-making process, the more benefit we will gain, for we believe that the entering of the SIGs to policy-making process will finally achieve a great success in state economic construction and democracy. We need more and more concentration on the exploring road.
References
[1]
Guan Liping, Guan Fengli. Brief Analysis on Characteristics of Interest Groups in China Chengdu Municipal CPC Party School Journal 2005(12) (in Chinese)

[2]
Hu Heng. Prevention and Containment the “Special Interest Groups” China Report 2006(10) (in Chinese)

[3]
Cheng Hao. The Analysis on Diversified Development of China Interest Groups “Pragmatic” 2006(4) (in Chinese)

[4] Liu Weizhong. The Balanced Inquiry on Interest Groups Policy Participation “Theory” 2006(4) (in Chinese)

[5] Pan Xiuzhen. Dilemma in Public Policy Making Process Faced by Interest Groups in China “Xinjiang Social Science Forum” 2006(2) (in Chinese)

[6]
Cheng Hao. Chinese Society Interest Groups and the Rise of Legitimacy Research “Hubei social sciences” 2006(4) (in Chinese)

[7] Shi Xiaomei, Li Xiang. The Understanding and Control to Interest Groups “Economic and Technological Cooperation” 2006(6) (in Chinese)

[8]
Ning Guoliang, Lu Xiaocheng. Interest Groups’ Impact on the Implementation of Public Policy “Hunan Social Science” 2004(3) (in Chinese)

[9] Financial Times 2006-9-3
[10]
Yu Jingtao. China’s Interest Groups Analysis Look East 2004(6) (in Chinese)

[11]
UNU Institute for the Development of the World Economy, “The Global Distribution of Wealth in the Family”  

[12]
Song Yubo. The Political Functional Analysis on Western Countries’ Interest Groups “Pragmatic” 2004(7) (in Chinese)

[13]
Xu Linlin. Why People’s Congress Becomes “Official Meeting”? Xinhua Net 02:54:26
http://news. 163.com/06/1223/02/330CJJIQ000121EP.html 2006-12-23(in Chinese)

[14] Cheng Hao. Interest Groups and Local Government Shenzhen University Journal 2005(11) (in Chinese)

Firm, Market & Government
—Investigations from the Perspective of 
  Economic Adjustment Mechanism(
XIAO Zheng-zai 
Business School, Xiangtan University, Xiangtan, P.R. China, 411105
School of Economics and Management, Beijing Jiaotong University, Beijing, P.R. China, 100044
Abstract  Why does the mode of planned economy fail to achieve a lasting success ? The roots of the problem do not lie in the failure of the coordinative functions under the planned mechanism, but the failure of the incentive functions under this mechanism. In this article by using the unity of logic and history, we’ve studied the historical changing path of economic adjustment mechanism and reach the conclusions that the interests from the great comparative incentive superiority of market price mechanism bring on its substitution for the firm’s organizational mechanism , which is just the radical cause of adopting the mode of market-oriented economy ; besides , the interests from the comparative coordinative superiority cause its substitution for market price mechanism , which is the very roots of Marshal Conflicts ; the effective operation of market price mechanism should have the relevant prerequisites that are effectively offered only by using the government’s authoritative adjustment mechanism. Even so, market price mechanism is still likely to result in the adverse selection, which is solved only by the government’s authoritative adjustment mechanism.
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1 Introduction
“The Nature of the Firm” was delivered by R .H. Coase in 1937, in which the analytical mode of transaction cost based on economic study was first established more than 70 years ago. The connotation and extension about transaction cost, however, have not been defined explicitly. All the scholars based their definitions of transaction cost on their requirements for study. Though the definition given by Coase himself was not widely accepted, there is a great difference as to the viewpoint advanced by R .H. Coase, which firm and market can substitute for each other. This is the first original agent writing this article. 

According to the mode of marginal analysis, the new classical economics established modern micro economic theoretical system; nevertheless, it has created its three great hypothetical prerequisites with theoretical system such as the decreasing law of marginal effects, productive forces and remuneration to a scale. It is arguable whether these laws prove to have generality in practical use, which is the second original agent writing this article.

At present in the field of theory , the relevant economic problems are investigated by applying the mode of transaction cost analysis , and the related conclusion is drawn mainly in terms of the practical conditional restraint , yet the utmost enlightenment I obtained by studying dialectics is the explication concerning the approach formed theoretically , i.e. the approach based on the unity of logic and history , which has been the ultimate guiding principle under which I engage in thinking on theory . This is the real agent writing the article. I’ve recently written an article entitled “How to Perfect the Market Adjustment Mechanism of Real Estate in China”, in the part of which I wrote creatively, “What is the Rational Structure of Real Estate Market Coordinative Mechanism?”, I found it hard to explicitly demonstrate the issue using the proper length of an article and it is necessary for the relations between firm , market and government to be demonstrated first , which is the direct agent writing the article .

2 Investigation from the historical perspective 

If we merely accept the economic mode as the economic adjustment mechanism, studying it from the historical perspective, it in turn goes through the historical changes from the primitive communes’ mode, the slave holders’ manor mode, the feudal landlords’ rental mode to the market-oriented economy mode or the planned economy mode.

2.1 The characteristics of the primitive communes’ mode
In the period of the primitive society, the productive forces were low and its development was extremely slowly. The leading challenge with which human beings were confronted originated from living crises against nature, and the matter used for supporting the human’s life could be obtained from nature directly. Whether hunting industry, agriculture or animal husbandry, each had not passed the complicated highly-processed links. In the face of the powerful elements, only by using the production form of labor division and cooperation in a community could human defeat the nature and sustain its life and development. From this, we can learn that the coordinative function of the micro economic organization, as the basic economic mainstay, was able to release powerful productive energy, so was it even in the world of animals living in groups. But the production form of labor division and cooperation in an organization was likely to result in laziness, but it was not the real problem of this mode. There was an automatic mechanism that could prevent laziness and came from the huge incentive energy released by the mechanism of living crises from powerful elements, thus on the basis of it its distribution of matter could be used in the form of equalized distribution, from which the production mode of labor division and cooperation was able to improve the people’s ability to conquer and re-mould the nature to the greatest extent.

Therefore, the main features of economic adjustment mechanism under the mode of primitive communes are: using the mechanism of living crises to inspire the positive and creativity of laborers, from which laziness could be prevented; adopting equalized distributive way; relying on the human’s instinctive relations of labor division and cooperation; having the chieftain-like authoritative adjustment form.

2.2 The characteristics of slave holders’ manor mode 
With the improvement of production tools, productive forces were further improved and surplus products were produced, so the selfish nature of human appeared step by step. Motivated by the selfish nature, the primitive authoritative adjustment mechanism was spontaneously turned into the authoritative chieftain’s possession of surplus products. To protect the authoritative chieftain, states arose, which extended the function of authoritative adjustment mechanism and caused the evolution from the empirical model mechanism under the mode of primitive communes to the possessive mechanism of surplus products and the protective mechanism of private property rights.

From the above-stated comparative analysis of the two modes, they have these characteristics in common, i.e. the micro economic organizations under the two modes adopt the cooperative production form in a community and they take advantages of labor division and cooperation in the organizational mechanism.

As far as the different characteristics of the two modes are concerned, firstly their micro organizational adjustment mechanisms are different. Under the mode of primitive communes, the authoritative chieftain’s direction and demonstration exist in the coordination of relations between labor division and cooperation , which mainly depends on the human’s instinctive reaction mechanism ; under the mode of slave holders’ manors , similarly the human’s instinctive reaction mechanism exists in the coordination of relations between labor division and cooperation in an organization , which chiefly depends on the authoritative chieftain’s direction .

Secondly, allocation mechanisms in their micro organizations are different. The equalized allocation form is basically taken under the mode of primitive communes; under the mode of slave holders’ manors , slave holders possess not only a material means of production but also the rights of restricting slaves’ personal freedom , and are possessed of the important rights to make slaves live and die, so it is its allocation mode that slave holders possess the whole surplus products, while slaves can only be entitled to have the necessities that maintain the rest of their lives. However, allocation mechanism is beneficial to the accumulation of surplus products, which makes some people, spare time to set going the improvement of production tools and the production of spiritual and cultural products, pushing forward the development of productive forces and promoting further subdivision of social labor division.

Thirdly, the two modes have different incentive mechanisms. Under the mode of primitive communes the drive to the laborers’ positiveness and creativity primarily arises from living crises caused by the powerful elements; under the mode of slaveholders’ manors their incentive mechanisms chiefly depend on the mandatory and violent mechanisms, in which the slaves’ laziness can be prevented.

Fourthly, under the mode of slave holders’ manors the primitive authoritative adjustment mechanisms have been extended to the government’s authoritative adjustment mechanisms and the primitive authority has been extended to the authority of the state. The allocation mechanism under the mode of slaveholders’ manors depends on its inevitable dependence on the state’s authority for protecting it. Thus the state’s authoritative adjustment mechanism in the first place adjusts the distributive relations between the slave holders and slaves; in the second place it adjusts the distributive relations among the slave holders; furthermore it has the function of directly undertaking the public engineering construction and defense against outside world. The civil engineering is not appropriate for adopting micro organizational adjustment mechanisms, or rather, not appropriate for adopting the allocation mechanisms under the mode of slaveholders’ manors.

2.3 The characteristics of the feudal landlords’ rental mode 
At the last stage of slave society, in the wake of the improvement of production tools agriculture and animal husbandry developed faster. The varieties of agriculture and animal husbandry and the soil of agriculture had been greatly improved. In this case the economic adjustment mechanisms under the mode of slaveholders’ manors became shackles hindering further development of productive forces. On one hand the advantages of labor division and cooperation under the mode of slave holders’ manors greatly decreased, on the other hand the allocation mechanisms under the mode of slave holders’ manors badly obstructed the improvement of slaves’ positiveness and creativity in production, which caused the emergence of household production mode with practical feasibility and inevitability, consequently the transition from the mode of slave holders’ manors to the rental mode of the feudal landlords became an inevitable choice in history .

So far as the mode of slave holders’ manors is relatively concerned, the characteristics of the feudal landlords’ rental mode are as follows: firstly, the ways and functions of the states’ authorities or governments’ authoritative adjustment mechanisms under the two modes have not any difference in nature, however , they have different adjusted objects . Under the feudal landlords’ rental mode the government’s basic function is to protect private property rights, and the objects adjusted by its government’s authoritative adjustment mechanism being the economically rental relations between the feudal landlords and the small farmers and the distributive relations between the feudal landlords. So the difference of the economic adjustment mechanisms under the two modes does not mainly lie in their different governments’ adjustment mechanisms, but their different micro organizational adjustment mechanisms in nature.

Secondly, they have different structure of property rights or realized ways of property rights. The economic relations between slaveholders and serfs mainly depend on the coordination from the authoritative adjustment mechanism under the mode of slaveholders’ manors. In the eyes of manors’ owners, slaves do not have any difference from material production tools; therefore, their economic adjustment mechanisms have inequality of rights in nature and form. Under the feudal landlords’ rental mode the economic relations between the feudal landlords and the small farmers are fixed in the form of contracts. Both modes at least have formal equality and volunteer of contractual signature in the contractual rights, which is helpful to boost laborers’ productive positiveness. 

Thirdly, they have different micro economic organizational modes. Under the feudal landlords’ rental mode, the household modes are used in the micro economic organizations. But under the mode of household production, the relations between division of labor and cooperation inside the household organization are comparatively simple, determined by the production features of agriculture and animal husbandry, which depend on the dependence of its relations between labor division and cooperation on the coordination of habitual experience and do not need special persons’ direction and adjustment, saving the coordinating and adjusting cost from inside an organization.

Fourthly, they have different drive mechanisms. Inside the household organizations under the feudal landlords’ rental mode, the positiveness and creativity of family members are driven chiefly through the consanguineous and affable ties. The driven effects of this drive mechanism are fundamentally equal to the ones produced under the way of Robinson-typed production, avoiding laziness inside the organizations, greatly liberating productive forces and promoting the increase of productivity.

2.4 The characteristics of market-oriented economic mode 
With the invention of the steam engines and the improvement of production tools, the gradual transition from agricultural economy to industrial economy, gradually replaces the whole economy in machine economy and technological economy and the transition from small-scale peasant economy to market-oriented economy gives rise to the mode of market-oriented economy that gradually replaces the landlords’ rental mode.

Relatively speaking, the small-scale peasant economy, having fewer production links and simpler relations between labor division and cooperation, can essentially rely on coordination with habitual experience, but machine economy and technological economy have much more complicated production links, which the production of a complete product needs to go through the production links that are much more than that of the small-scale peasant economy, more importantly, the varieties and specifications of their products are dozens of times, hundreds of times, thousands of times or even tens of thousands of times as many as the small-scale peasant economy’s, which results in its impossible taking self-reliant household production mode thus. So on the premise of the economic-man’s practical hypotheses, the mode of market-oriented economy will inevitably replace that of feudal landlords’ lease. So far as the mode of feudal landlords’ lease is concerned, the mode of market-oriented economy has the following characteristics.

Firstly, the adjustment mechanisms of economic relations inside its micro economic organization have changed in nature. Any real economic adjustment mechanism holds two major basic functions, one is the coordinative function of relations between labor division and cooperation, the other is the incentive function as the allocation mechanism. The difference between the 2 economic modes does not consist in the different basic functions of their adjustment mechanisms, but the different realized ways of their functions. Under the mode of market-oriented economy, the firm organization as the adjustment mechanism of economic relations inside a micro economic organization similarly has two important functions. In the case of the coordinative function, a firm coordinates the relations between labor division and cooperation inside its organization mainly through the authorities of its hierarchies’ leadership and system, but as far as its incentive function is concerned, a firm realizes the drive to its staff primarily by the level wages, supervisory mechanism and co-extrusive pressure mechanism.

Secondly, its incentive mechanism has changed radically. Under the feudal landlords’ rental mode, the agriculture and animal husbandry, having a absolutely great quota in GNP, comparatively speaking, bear fewer strains, a high substitution of products’ function, fewer productive links in the process of reproduction from raw materials’ processing to final consumer goods and a lower technical content in their productive links, causing the simpler relations between labor division and cooperation in agriculture and animal husbandry. Thus the self-reliant productive mode is taken in the mode of micro-organization, at the same time the manors’ mode is bound to be involved in the transition to the tenant-peasant-typed household productive mode under the system of feudal landlords’ lease in order to fully gain the superiority of “high-energy incentive” of Robinson’s productive manner.

With the transition from agriculture and animal husbandry to industry, the productive forces have rapidly advanced. The most important characteristics are: the final consumer goods has various kinds and specifications; products of all kinds, which hold a high productive and technical content, have a low functional substitution for one another; the process from the production of raw materials to the final consumer goods passes through hundreds of or even thousands of productive procedures, in which the technical connection among all the production links is very strong, the superiority of labor division and cooperation was greatly improved . In this background, the household mode can no longer be taken in a micro economic organization that will inevitably use the firm’s organizational mechanism with superiority of labor division and cooperation. However, the firm’s organization mechanism has incentive inferiority formed in it, for this it is necessary for consumer goods to be divided in the chain of the whole productive process according to the technical correlation about productive procedures. A single firm organization is simply responsible for the products’ manufacture of a productive chain, from solving the coordinative problems concerning the relations of labor division and cooperation in the chain , in this way developing the coordinative superiority of the firm’s organizational mechanism ; then the market mechanism solving the coordinative problems of labor-dividing and cooperative relations between all the chains and between the different products; from exerting the “high-energy incentive” superiority of market price mechanism. Thus it can be seen under the mode of market-oriented economy that the incentive mechanism adopts not only the internal firm’s organizational incentive mechanism but also the incentive to the firm organization by using the market price mechanism.

Thirdly, the function of the government’s authoritative adjustment mechanism has obtained a bigger extension. Under the modes of slave holders’ manors and feudal landlords’ lease, the government’s authoritative adjustment mechanism has three major functions: the first is to protect the property rights of slave holders or feudal landlords. Under this premise, it deals with the distributive relations between slave holders and slaves or between feudal landlords and tenant peasants; the second is to adjust the distributive relations between slave holders or between feudal landlords with the help of tax system; the third is to undertake the large-scale public engineering construction that can not be taken on by the micro organizations.

Under the mode of market-oriented economy, the solution to the labor-dividing and cooperative relations and distributive relations between micro economic organizations is mainly dependent on market price mechanism. However, market price mechanism should effectively operate under certain preconditions, which can only be given by the government’s authoritative adjustment mechanism, otherwise it is directly undertaken.

3 The nature of the firm 
“The Contractual Theory of the Firm”, written by R .H. Coase, is recognized as the beginning of the theoretical research into modern enterprises. In his article, Coase first pointed out that there were two different mechanisms of resources allocation, i.e. the firm’s organizational mechanism and market price mechanism, from which Coase came to the conclusion that firms are the substitution of market price mechanism. Enlightened by Coase’s point of view, many theses with high originality appeared, “The Team Theory”, written by A. Alchian and H. Demsetz; “The Contractual Theory”, written by Steven N. S. Cheung; “The Capital Structure Theory”, written by M. Jensen and W. Meckling and “The Theory of Agency”, written by E. Fame and the like. At present the products concerning the theoretical research into firms are fundamentally based on the conclusion drawn under the restraint of practical conditions. The approach of historical longitudinal comparison will be adopted to study the nature of the firm in the following.

3.1 The historical longitudinal comparative analysis
“The Animal World” is my favorite TV program, from which I can obtain much enlightenment. As far as the nature of the firm is concerned, why do some animals adopt a way of life in groups while others in solitude? The scene that the lions hunted a buffalo deeply impressed me. To begin with, a group of lions had ambushed on the spot that the buffaloes would certainly pass through, and then one of the lions was made to isolate one of the buffaloes from the herd and drive it to the prearranged ambush. Once the buffalo fell into the trap of ambush, the group of lions swiftly and violently attacked it together and killed it. The main reason why the lions could succeed in hunting a buffalo several times bigger than himself or herself lies in their perfect labor division and cooperation. Now here is a question: what is the scale of the lions’ group decided? Although there is a chieftain in a group of lions or among all the groups of lions, there is not conscious organizational management and “transaction” and labor division and cooperation of the groups of lions are completely based on their instinct, there is not “transaction cost” understood in the article written by Coase or in the economics of new system. Could we infer from this that there are still some other factors deciding the scale of a firm?

Undoubtedly, firms can be regarded as micro-economic organizations that on the whole go through, studied from the historical perspective, the different forms, including the primitive communes, the slave holders’ manors, the household organizations under feudal landlords’ rental system, and so on. So when we look into the nature of the firm, first of all we should consider it a micro economic organization and then explore the common nature of modern enterprises.

As far as the primitive communal organization is concerned, we can equally accept it as the organization of the lions’ group on the whole. So in the first place, the micro economic organization arises as a coordinative mechanism of relations between labor division and cooperation; in the second place , it is a distributive mechanism , and just as the organization oh the lions’ group it basically adopts the equalized distributive mechanism while its incentive mechanism or mechanism of living crises is formed outside the distributive and organizational mechanisms ; in the third place , it is a mechanism of authoritative leadership , possessing the absolute authoritative leadership of a chieftain .

Analyzed from the perspective of the organization of slaveholders’ manors, as far as the primitive communes are comparatively concerned, it shows two important changes. One is the radical change of the distributive mechanism inside it. Inside the manors’ organization, the slave holders possess material means of production and the power of controlling slaves’ personal freedom, so it is decided that they are in possession of all the surplus products, and supplying slaves with the articles needed in everyday life is just like oiling machines; the other is that its incentive mechanism is similarly formed the distributive mechanism outside, but the formed the organizational mechanism inside, primarily depends on the mandatory and violent tools in forming it.

Studying the household organization under the feudal landlords’ rental system, as far as the manors’ organization is relatively concerned, the productive forces were further improved, the technical content of the agricultural and animal husbandry was comparatively lower, the productive links of the products in agriculture and animal husbandry were by contrast fewer, thus as far as the manors’ organization with a low standard of productive forces is comparatively concerned, the labor-dividing and cooperative superiority of production in its agriculture and animal husbandry are greatly reduced. Therefore the coordinative function of the household organizations is not distinct, which is the first trait; the second is that the household organization basically takes the equalized distributive form; the third is that the incentive mechanism of the household organizations mainly rests on the mechanism of consanguinity and affinity; the fourth is that the parental authoritative leadership exists in the household organizations similarly.

3.2 The firm the coordinative mechanism of relations between labor division and cooperation 
Radically speaking, what mode the micro economic organization adopts throughout history rests with developing standard of productive forces. With the modern machine economy and technical economy, it is necessary for the micro economic organization to put the mode of modern enterprises to use.

To further analyse the features of the firm’s organization based on the steps, we can temporarily make the following assumptions: (a) assuming that the transaction cost decided by Coase, the private transaction cost is naught; (b) assuming that lazy behavior does not exist inside the firm organization and the firm is regarded as the system in which the conflict of interests does not exist. Could we draw the conclusion that the micro economic organization will still use the household production mode under the above-mentioned assumed prerequisites? The answer is ‘No’. We cannot imagine the towers of the World Trade Center and the Oriental Pearl in Shanghai were built under the household mode. Nor can we imagine an aircraft carrier was built under the household mode and fridges and TV sets were manufactured by using the household production mode, instead of relying on a certain coordinative mechanism of the labor-dividing and cooperative relations with authoritative characteristics. For one thing if a product has more complicated productive technique and a higher technical content, the technical relevance between its production procedures is closer, which even needs exerting a certain authoritative coordinative mechanism or cannot even use the household production mode, the scale of its micro economic organization being larger, for another if all the productive factors needed in the process of producing products have a greater cooperative effect on this product’s production or several products’ production , the household production mode employs the lower energy produced by the cooperative effect. Furthermore, as the coordinative mechanism, the more perfect its communicative system of information is, the greater the scale of its labor-dividing and cooperative superiority is, the larger the scale of its micro economic organization is. The scale of its micro economic organization will become larger and larger with the development of technology of computer management information system. So if the micro organization is simply accepted as the coordinative mechanism of relations between labor division and cooperation, the micro economic mode will completely rest with the intrinsic contact of the productive technology representing developing standard of productive forces. It is because the content of the productive technology in handicraft, which has fewer production procedures of products , is lower and the technical correlation between its production procedures is lower that decides on its indistinct interests of the labor-dividing and cooperative superiority , thus it possibly takes Robinson’s production mode . In other words, the lower the productive technical content of a product is, the fewer its production procedures are and the lower the technical connection between the production procedures is, and the more likely the household production mode will be adopted. In accordance with “The Contractual Theory of the Firm”, advanced by Steven N. S. Cheung, the micro organization can take different contractual forms according to the divisibility between the productive procedures, including the piecework wage form, the timework wage form and other pay forms, but we think this is the problem of the drive mechanism, not the problem of the coordinative mechanism. More importantly the divisibility and correlation between the productive procedures are the standards deciding how the whole economic system should be divided into relatively independent micro systems, which determines the research approach of standards that the micro economic organization is divided.

3.3 The firm a allocation mechanism or a incentive mechanism 
Now let’s get rid of the second assumed prerequisite and not take the influence of market mechanism into account. Under the modern economic mode studying the firm from the inside of the micro organization, we cannot depend only on the mechanism of living crises outside the organization but also the mandatory violent mechanism or the mechanism of consanguinity and affinity inside it , which is used as the incentive means . Studied from the realities, the means that can be used as the firm’s incentive mechanism falls into three groups: the first is the authoritative supervisory mechanism; the second is the co-extrusive pressure mechanism; the third is the allocation mechanism. Therefore if the firm is taken as an incentive mechanism, the principal problem solved by the firm organization is how to perfect the three above-mentioned mechanisms and how to systematically integrate the three mechanisms to achieve the greatest incentive effect.

Generally speaking, the supervisory mechanism adopts a branch-level pagoda-shaped management form. If we assume that each production section should be arranged a supervisor and each supervisor of the upper-level section has a management range of two lower-level section, when the firm becomes a production section, it needs only one supervisor. Furthermore, assuming that its marginal supervising cost is 1; when it is composed of two production sections, its marginal supervising cost is 3/2; when it is composed of four production sections, its marginal supervising cost is 7/4 ; extrapolating from this , the marginal supervising cost increases as the firm’s scale becomes larger. As for the co-extrusive pressure mechanism, it is concerned with the firm’s cultural construction. The design for the allocation mechanism is concerned with the problem of measurability as to performance. Generally, the higher a staff’s rank is, the lower the measurability of his or her performance is, the lower the incentive strength form the allocation mechanism is, the higher the “low-energy incentive” cost caused from this is.

3.4 The influence of market-oriented economy on the firm’s nature 
Now, let’s give up the first assumption and put the firm into the market, studying the change of the firm’s nature.

First, market-oriented economy strengthens the firm’s specialized function. Market-oriented economy is not only the result of social labor division, but, in turn, advances the further subdivision of social labor division. The stronger the exchange function of market mechanism is, the lower the cost of market transaction is, which can advance specialization of the firm’s production more possibly. The firm organization makes full use of the superiority of the specialized labor division more possibly, at the same time constantly advances the firm’s transversal expansion of a single product in batches.

Second, market-oriented economy causes the extension of the firm’s coordinative function. In the first place it causes the functional extension of the coordinative mechanism inside the firm. Under the self-sufficient production mode, the reproductive links of the micro organization only include production and consumption links; under the mode of market-oriented economy, the firm’s reproductive links add two other links: supply and sale. The original consumption link is turned into allocation link and the consumption link is placed outside the firm organization, which causes a greater extension of the coordinative function of the relations between labor division and cooperation inside the firm organization. The coordinative function is concerned with the coordination between all the procedures of the production link. The coordination between the four links, including supply, production, sale and allocation, and the coordination between the procedures inside all the links, thus causes complication of the coordinative mechanism and strengthening of the coordinative function, increasing the coordinating cost inside it. In the second place, the coordinative function is created outside the firm. The realization of the coordinative function of market mechanism can only depend on the realization of the coordinative mechanism between firms and between firms and consumers, including information communicative mechanism among the firm and its outside, credit mechanism, advertising reputation mechanism, compact mechanism, and so on, thus creating the operational cost of the coordinative mechanism outside the firm. The greatest difference between the external coordinative mechanism and the internal coordinative mechanism is that the realization of the internal coordinative mechanism depends on the technical authority and administrative authority, and the external coordinative mechanism inevitably follows the voluntary and equal principles of both sides.

Third, market-oriented economy creates market demand function. On the one hand, under the self-sufficient production mode, producers completely base the arrangement of their products’ production on their demand structure; under the mode of market-oriented economy, the firm can only arrange its production according to market demand that decides its production structure; on the other hand, producers can tap the potential demand of market to lead market demand, which decides the innovation and improvement of productive techniques. Products’ varieties become an important function of the firm’s organization.

Fourth, the risk prevention function and risk dispersing function take shape. Under the self-reliant production mode, the risk of producers mainly comes from the natural risk; while under the mode of market-oriented economy, the firm’s risk mainly comes from the market risk. Because the market risk has a great feature formed by human factor, it cannot be resolved with the help of insurance mechanism or risk prevention. Moreover, to relieve it risk dispersing mechanisms can only be established inside the firm organization, thus leads to transversal expansion or mixed expansion of the products’ varieties and district distribution, and bring about the firm’s forecast about market demand and its creation of decision-making mechanism. 

4 What is market mechanism 
Based on the interpretation of the traditional economics, there is the law of diminishing marginal returns to scale in the firm. Derived from the marginal paradigm, the firm will get long-term balance when it is in the scale—MR=LMC=SMC=LAC=SAC. It will get the best efficiency of resources allocation to scale on the equilibrium point, thus achieve Pareto Optimality. Therefore, from the perspective of traditional economics, market mechanism has been interpreted as resources allocation mechanism and is considered helpful to achieve the best resources allocation under the complete market based on competitive mechanism. But we believe this interpretation is equivocal, and the further interpretation to it is arguable. In the light of further interpretation based on the new classical economics and the new welfare economics, we should owe the changing locus of the marginal returns to scale from increase to decrease or the changing locus of the marginal cost from decrease to increase to the changing locus from increase to decrease, which exists in the cooperative and coordinative effect of productive factors. We feel this interpretation was not in line with the real world. Our first evidence comes from the real world. Why could the large-scale manor-typed production mode be adopted in slave society with a history of about 2000 years and the household production mode under the feudal landlords’ rental system is adopted again in feudal society with a history of more than 2000 years after that? If we merely consider the state-owned firms under the mode of planned economy as the coordinative mechanism of relations between division of labor and cooperation, as far as its coordinative manner is concerned, we can entirely take all the state-operated firms in a country as a micro united organizational system. From this we have the following question: why is the mode of planned economy not able to achieve a lasting success? It is believed that the radical cause does not lie in the failure of the planned mechanism’s coordinative function, but the failure of this mechanism’s incentive function. In other words, the functional cost of the planned coordinative mechanism under the mode of planned economy is much lower than that of the market price mechanism under the mode of market-oriented economy, which can be proved from the following facts. For example, under the mode of market-oriented economy, the huge market-based transaction costs, including advertising cost, cost of signing and executing contracts, cost of protecting property rights, cost of managing market order, functional cost of sale institutions and supply institutions and functional cost of securities and capital market, etc. can not arise during functioning of the planned coordinative mechanism under the mode of planned economy. In other words, if we simply take the firm’s organizational mechanism and market price mechanism as the coordinative mechanism of relations between division of labor and cooperation and the resources allocation mechanism. All the costs caused during functioning of the firm organization, if market price mechanism is adopted, will create. In addition, other huge transaction costs exist in market price mechanism. Therefore, from this perspective the functional cost of market price mechanism will always be far greater than the coordinative cost of the firm’s organizational mechanism, which is the superiority of the firm’s organizational mechanism.

So studying merely from the perspective of resources allocation, there is only a substitution of the firm’s organizational mechanism for market price mechanism and there is not an opposite substitution (a substitution of market price mechanism for the firm’s organizational mechanism), or from this perspective, there is not a sound reason for market price mechanism to exist, which is the very fundamental agent that market-based competition can possibly bring on monopoly, i.e. the industries with a higher technical content and a higher technical relevance between the reproductive links have more powerful coordinative superiority of the firm organization, being more likely to cause monopoly, which is just the root of Marshal’s Conflict.

What is the nature of market then? Radically speaking, the nature of market is allocation mechanism, or rather; market price allocation mechanism is a “high-energy incentive” mechanism.

Comparatively speaking, the firm’s organizational allocation mechanism with a certain administrative authoritative feature enjoys less striving information content, thus leads to the moral hazard behavior and adverse selection behavior .The incentive strength of its allocation mechanism is relatively lower, which creates “low-energy incentive” cost. So the firm’s organizational mechanism needs to adopt the authoritative supervisory mechanism and co-extrusive pressure mechanism to remedy it. Generally, the higher the staff’s rank of the firm is, the lower the striving information content of its allocation mechanism is, the more likely it adopts the moral hazard and adverse selection behaviors, the higher the “low-energy incentive” cost created by it is. The larger the firm’s scale is, the higher the marginal “low-energy incentive” cost is created by it, which is just the inferiority of the firm’s organizational mechanism.

Superficially speaking, the market price results from the game between supply and demand; actually speaking, it results from the consecutive game of all the market participants and it doesn’t result from the game between supply and demand. Under the fully competitive environment, no single market participant can have much impact on forming the market price. So full-market price, which has a full information content, mirrors the information of all the market participants, thus causing market price mechanism to have “high-energy incentive” effect, leading to substitution of market price mechanism to the firm’s organization mechanism.

Under market price mechanism, the firm will sell its products and gain its total income in accordance with market price, bearing the consumption and cost of all the resource losses created in producing products. Therefore, market price mechanism is a proportional mechanism based on total income and total cost. Under the proportional mechanism of income and cost, the private income is equal to the social income and the private cost is equal to the social cost, bringing about great competitive pressure to the firm, which is just the nature of “Coase Law” summarized by Stigler.

Under the effect of market price mechanism, the firm should at least guarantee its income compensates for its actual cost to maintain its survival, in this way maintaining its possession of all the productive factors of the simple reproduction. Those firms that cannot guarantee to compensate for their actual cost with their income will withdraw from the market one by one because of bankruptcy, which is just the viewpoint of evolutionary economics. The keen competitive pressure from market will force the firm into constantly launching technical innovation to achieve the enhancement of resources’ productivity. Furthermore, under the assumed preconditions that the access and withdrawal cost in some industries and regions are zero, the function of over-surplus profit rate will achieve the uniform development of economy in industries and regions.

It is the social profit brought by the “high-energy incentive” superiority of market price mechanism that is far higher than the increment cost after the coordinative cost of the firm’s organizational mechanism is taken off from the market-based transaction cost, and it is the benefit of the comparative superiority that causes the substitution of market price mechanism for the firm’s organizational mechanism, which is the radical reason for the mode of market-oriented economy to exist. So the firm’s scale is decided by the equilibrium between the comparative coordinative superiority of the firm’s organizational mechanism and the comparative incentive superiority of market price mechanism.

5 The government’s authoritative adjustment mechanism 
Under the environment of modern technological economy, the mode of market-oriented economy should still be taken because the comparative incentive superiority of market price mechanism, which brings about the rapid development of market-oriented economy. This mode surpasses the comparative coordinative superiority of the firm’s organizational mechanism when the firm’s scale extends to a certain point. With the development of technical economy, the productive technology becomes more and more complicated; the technical relevance between the productive links becomes closer and closer; the technical content of products becomes higher and higher; the comparative coordinative superiority of the firm’s organizational mechanism will become greater and greater, advancing constant expansion of the firm’s scale. The superiority of market price mechanism, therefore, is not absolute or universal, but we can still conclude that even in the high-tech industries market price mechanism also has great comparative incentive superiority. Because of this we should allow market price mechanism to fully release its “high-energy incentive” energy.

However, the effective operation of market price mechanism must have relevant prerequisites, which are effectively offered only by adopting the government’s authoritative adjustment mechanism .The first prerequisite is the clear definition and mandatory protection of private property rights, without this prerequisite market price will lose the platform by which it develops its relative superiority, thus won’t be able to release its “high-energy incentive” effect. But the definition and protection of property rights should be based on cost, the large part of which has the feature of fixed cost and the great effect to scale; its effect to scale can be released only by using the government’s authoritative mechanism.

The second prerequisite is that market price should have full information content. If the market of a certain product has numerous producers and demanders and the demanders enjoy the full information on product’s quality, function and value, its price has a full demand information content; moreover, the striving information on suppliers in the product’s price will be embodied in the product’s price through competition among suppliers, consequently the price will have a full supply information content. Under the above-mentioned prerequisite, its market price has a full information content concerning the suppliers’ striving and the demanders’ evaluation of the product’s value. Here is a problem: not all the products’ prices conform to the above-mentioned conditions in the actual market. The most typical problem is that the products’ prices of the market monopolized by the suppliers and the pharmaceutical market do not have the full information content of this kind. As far as such markets as power transmission and distribution, postal services, telecommunication and petrochemical, which are monopolized by the suppliers, are concerned, because of the suppliers’ monopoly, the markets’ prices do not reflect the suppliers’ energetic information, so its market price mechanism is not able to develop its “high-energy incentive” superiority; as far as the pharmaceutical market is concerned, the function of medical products is to cure diseases, and people valuate their physical health and lives very seriously, which brings about a high valuation on medical products ; besides , the demand for medical products completely depends on the doctors’ preference , while the consumers’ preference doesn’t have an effect on it at all, which often makes manufacturers take expensive strategy and other marketing means , so this market price likewise does not have a full energetic information content. It is the very root that drug prices have remained high in our country. Therefore, for the market price without full information content, the government should exercise authoritative means to force the firm into disclosing its detailed energetic cost information, and exercise its market reputation mechanism and public pressure mechanism to remedy the incentive lack of its price mechanism.

The above-stated prerequisites are given only by the government’s authoritative adjustment mechanism, but even the market price with full information content cannot solve all the problems in economic relations, either. As market price mechanism cannot replace the firm’s organizational mechanism, market price mechanism cannot solve the following problems, or the market failure problems that can be solved and eased only by the government’s authoritative adjustment mechanism.

First, there is a natural endowment difference between regions, more importantly; there is labor-dividing and cooperative effect, regional economies of scale and economies of scope, which created the fact that the early development of regional economies becomes more and more imbalanced. When and only when the scale of economic development in the developed regions goes beyond the scale of economy under the current technical constraints and the economy of scale and the economy of scope are caused to be uneconomical, the firms in the developed areas will extend their investment to the backward areas, quickening the development of the backward areas, achieving the balanced development between the regions.

Second, if we assume labor payment is totally used as simple reproduction and expanded reproduction of physical capital, the allocation of income decides the demand proportion of two major categories of products; in addition, the supply proportion of two major categories of products is restricted by the current technical constraints; so when the demand proportion of categories decided by allocation income is not in agreement with the supply proportion of categories decided by technical constraints , it is likely to bring about economic crisis . The roots of economic crisis, therefore, are not just the lack of effective demand, but because of the wide gap between the demand proportion, decided by income allocation mechanism, and the supply proportion, decided by the current technical constraints, which is a difficult problem effectively solved by market price allocation mechanism and should be resolved by the government’s authoritative adjustment mechanism.

Third, because the productive mode, productive cycle, congenital endowment and acquired difference of human capital lead to the inequality of social income allocation, the problem should be solved by authoritative allocation mechanism. In the first place, personal productivity and ability to work make a big difference because of the different congenital endowment and acquired environment. When he or she cannot obtain the basic life support depending on his or her efforts by market price mechanism, other measures can be taken. In the second place, under the environment of market-oriented economy, the investment of human capital is taken on entirely by the individual and family, which will cause the lack of human capital’s investment because of the restraint of its financial power, making the efficiency of human capital fail to be fully released. In the third place, the human capital has a long productive cycle. Under the environment of market-oriented economy the free mobility between the investment of human capital and the investment of nonhuman capital is limited, which similarly leads to the lack of investment of human capital.

Fourth, the root of structural unemployment is human capital with features of a long productive cycle. Under the environment without perfect information, the production of human capital lags behind the demand for development of the hi-tech industries, that is, pure market price mechanism has a slow adjustment pace. The key to solve the problem is the sound forecast of information demand for talents. But the information products, which are difficult to be produced and allocated according to market price mechanism, have the nature of public goods, solved only by authoritative allocation mechanism.

6 Conclusion
Based on a study of the history of economic mode for the path of historical transition of economic adjustment mechanism and its transitional locus in the future we can draw the following conclusion: basically, the nature and way of economic adjustment mechanism rest with productive forces, especially the developing standard of scientific productive technology. The transitional locus of productive forces’ standard should positively be the aligned from low to middle then to high, which decides : (a) the transitional path of the actual assumed prerequisite of economic-man’s behavior is: self-interested man of non-material interests → self-interested man of material interests → self-interested man of non-material interests (in the future) ; (b) the transitional locus of labor-dividing and cooperative superiority is : high → low → high , or , distinct → indistinct → distinct ; (c) the transitional locus of coordinative mechanism as labor-dividing and cooperative relations is : automatic coordination (indistinctive coordination) → authoritative coordination (violent authoritative coordination) → automatic coordination (empirical coordination) → coexistence of authoritative coordination and automatic coordination (firm , market and government) → automatic coordination (in the future) ; (d) the transitional locus of allocation basis or property structure is : physiological demand (non-surplus product) → possessing all the surplus products with exclusive rights to the material means of production and producers → possessing the surplus products with physical capital → dividing the surplus products with respective physical capital and human capital → respectively obtaining their demands (in the future) ; (e) the transitional locus of incentive mechanism is : the outside of micro-organization (living crisis) → the inside of micro-organization (mandatory violent mechanism → mechanism of consanguinity and affinity) → the inside and the outside of micro-organization (firm and market) → the outside of micro-organization (in the future) ; (f) the transitional locus about the way of allocation is : way of equalized allocation → way of unequalized  allocation → way of equalized allocation → way of unequalized allocation → way of equalized allocation (in the future) ; (g) every organizational mechanism has its authoritative leadership ; (h) the transitional locus of the scale of micro economic organization is : big → small → big .

Based on a study from historical perspective, the creation of micro economic organization is based on the coordinative function of relations between division of labor and cooperation in the organization. Here from we can infer, as far as the firm like the micro-economic organization is concerned, that the transaction cost is not the only factor that decides the firm’s scale, i.e. firstly the firm is a kind of coordinative mechanism concerning relations between labor division and cooperation. From this perspective, there are only the increasing laws of marginal returns to scale, which is just the root of Marshal’s Conflict. Secondly, the firm is a kind of incentive mechanism, but incentive mechanism comes from the outside of micro-organization. Only when the behavior of economic man is based on the actually assumed prerequisite of self-interest man of material interests, can allocation mechanism release incentive energy. The amount of its incentive energy is directly proportional to the information content of allocation mechanism. However, allocation mechanism is not the only incentive mechanism, likewise there being other incentive mechanisms.

Studied from the perspective of comparative superiority, market price mechanism is a kind of allocation mechanism, and “high-energy incentive” allocation mechanism at that. It is the benefit from the comparative superiority that causes the substitution of market price mechanism for the firm’s organizational mechanism, thus achieves the productive efficiency of resources. Analyzed from the perspective of coordinative mechanism, market price mechanism has comparative inferiority, thus leads to the substitution of the firm’s organizational mechanism for market price mechanism. In this way the firm’s organizational mechanism achieves the allocation efficiency of resources.

The effective operation of market price mechanism must have relevant prerequisites. Only by adopting the government’s authoritative adjustment mechanism can the prerequisites have effect, or be directly undertaken. But even so market price mechanism is still likely to cause market-based adverse selection, or market failure, which is adjusted only by the government’s authoritative adjustment mechanism.

As far as the incentive energy of allocation mechanism is concerned, the incentive energy of market price mechanism is far greater than the firm’s organizational mechanism, and the firm’s organizational mechanism is greater than the government’s adjustment mechanism, which is the very root that the mode of planned economy cannot obtain a lasting success. So the government’s authoritative adjustment mechanism should guarantee the preconditions of the effective operation of market price mechanism as full as possible. Although there is a high cost in providing the prerequisites, the benefit from the comparative incentive superiority of market price mechanism is far enough to compensate for the cost.
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A Discussion on Tax Policy for Encouraging Independent 
Innovation in Chinese Enterprises 
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Abstract  Tax policy is a kind of macroscopic tool in adjusting and controlling economy. How the government adopts the tax means to encourage technological innovation has the important meaning for economic development in the country. Firstly, this paper summarizes the newly promulgated preferential policy on corporate income tax for encouraging technological innovation. Secondly, this paper analyzes the main problems of technological tax preferential policy in our country. Lastly, this paper puts forward some suggestions on tax policy for encouraging independent innovation, mainly including: actively boosting the change from production type value-added tax to consumption type value-added tax; increasing the tax preferential to technological personnel in high-tech enterprise; expanding the coverage of tax preferential policy; encouraging venture investment; promoting the development of small and medium-sized technological enterprises, etc.
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1 Introduction
As an important macroscopic tool of government, tax policy plays an important role in driving the advance of science and technology and improving the capability of independent innovation. Most countries are applying tax policy to encourage their independent innovation. Our country has adopted a series of tax policy to support independent innovation since late 1980’s. However, the time that our country brings forward the strategy of building a country based on innovation is comparatively late, therefore, China is short of theory and experience in this respect and the implement effect of our tax policy is not ideal. Therefore, it is necessary and urgent for us to analyze the present tax policy for supporting independent innovation and perfect it.

2 Newly promulgated preferential policy on corporate income tax for encouraging technological innovation
Ministry of Finance and State Administration of Taxation newly promulgated preferential policy on corporate income tax for encouraging technological innovation in 2006. The innovation points of new policy are as follows.

2.1 The new policy further broadens the scope of preferential object

The new policy broke the restriction of “industrial enterprise” which had been emphasized since 1996. From 2006, all enterprise (domestic or foreign capital), scientific research institution, college and university, which has integrated financial accounting system and practices auditing and paying tax, their technological innovation expenditure (used for developing new product, new technique and new techniques, for short “the three new”) can be deducted before paying tax according to regulation. The new policy has listed scientific research institutions, universities and colleges into preferential range. Domestic-funded enterprises have realized indiscrimination treatment and have been in the same starting line with foreign-funded enterprises.

2.2 The pretax deducting proportion of technological innovation expenditure increases

In the new policy, technological innovation expenditure is pretax deducted according to 1.5 times in the year. The part, which is not enough to counteract in the year, can be carried forward and deducted within 5 years hereafter.

2.3 Preferential content increases
In the new policy, concerning employee education fund that was extracted and was actually used, the part of it that did not exceed 2.5% of gross payroll can be pretax deducted.
2.4 Accelerate depreciation policy has changed

There was industrial restriction in the old policy on accelerate depreciation. The new policy applies accelerate depreciation to the apparatus and equipment used for R&D of all enterprise. Concerning the apparatus and equipment which were newly bought for R&D after January 1, 2006, if its unit value was under 300,000 yuan, the value can be numbered in cost in one time or several times and pretax deducted, extracting depreciation no longer. If its unit value exceeded 300,000 yuan, it can adopt accelerate depreciation. Once the concrete depreciation method is ascertained, it can not change at will.
2.5 The tax holiday of high-tech enterprise starts from the first profitable year

In old policy, tax holiday of newborn high-tech enterprise starts from the year when put into production. New policy stipulated: since January 1, 2006, high-tech enterprise that newly originates in national high-tech industrial zone is exempted from corporate income tax for 2 years from the first profitable year. When tax holiday expires, its income tax rate will be 15%. If enterprise has deficit in initial stage, the deficit can be carried forward year after year. Its profitable year starts from the year when it has profit after offsets its deficit. This new policy can encourage newborn enterprise to increase R&D input in its initial stage.

3 The problems of tax policy for encouraging independent innovation in our country
The current tax incentives in science and technology have brought important effect in promoting enterprise independent innovation, but there still exists some problems that need prompt solution.
3.1 The legislation level of tax policy supporting independent innovation is not high
The manifestation of tax policy stimulating independent innovation is various, but the tax incentives represented by legal form are not many. As figure 1 shows, of all the tax policies supporting science and technology advancement and independent innovation, promulgated by Ministry of Finance or by State Administration of Taxation account for more than 50%, promulgated by State Council account for more than 40%, and that, represented by formal law form account for less than 10%.

That is, more than 90% of the tax incentive policies exist in documents or notices promulgated by State Council, Ministry of Finance and State Administration of Taxation. Such legislation arrangement not only damages the integrity and authority of tax laws, but also is harmful for tax policy to act on its function of encouraging independent innovation.
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Figure 1  Manifestation of tax policy encouraging independent innovation
3.2 The preferential link supporting by tax incentives is unreasonable
It can be seen from table 1, the current science and technology tax incentives mainly support the two links of independent innovation: production input and achievement application. Tax policy is inclined to give benefit to those high-tech enterprises who have already formed their scientific and technological strength. However, the R&D process, which needs support most and which situation is most difficult, is short of tax supporting. When in their initial stages, most high-tech enterprises almost have no profit; therefore, cannot enjoy reduction and exemption on corporate income tax. And after several years, when the industrialization of innovation achievement realizes its economic benefit and profit, it has exceeded the time limit of tax incentives. As a result, some enterprises can not enjoy tax incentives actually.

Table 1  Preferential links of tax policy supporting independent innovation
	Preferential links
	Quantity
	Proportion

	Production input link
	Capital goods / Labor
	27
	25.66%

	
	Fixed investments
	2
	

	R&D link
	R&D expenditure deduction
	9
	14.16%

	
	Accelerate depreciation / Renewal of equipment
	3
	

	
	Pretax deduction of R&D personnel salary
	3
	

	
	Risk fund
	1
	

	Application link
	Technological achievement exchange & industrialization
	14
	13.27%

	
	Promoting the combination of enterprise, school and institute
	1
	

	Serve link
	Bank support Credit guarantee
	2
	2.65%

	
	Agency
	1
	

	Education & training
	Education / Scientific popularization
	8
	8.85%

	
	Publication
	2
	

	Consume link
	2
	1.77%

	Income tax preference and other links
	38
	33.64%

	Total
	113
	100%


3.3 The preferential mode of tax policy supporting independent innovation is unreasonable
The preferential mode of tax policy supporting independent innovation can be divided into two kinds: direct preferential and indirect preferential. It can be seen from table 2 and figure 2, of all the tax policies supporting independent innovation, direct preferential account for 62.83%, indirect preferential account for 35.4% and risk investment account for 1.77%. 

Direct preferential have the merit of transparent and incentive, however, the preferential objects are those enterprises who had already obtained the income of technological innovation, therefore, those enterprises that are in process of technological innovation perhaps can not enjoy this tax preferential. The encouraging effect which this overdue preferential has on enterprise is not obvious. At present, developed countries mostly adopt indirect preferential. Indirect preferential can form the mechanism of “government guide market and market guide enterprise”. However, the indirect tax preferential which our country adopted is comparatively little.

Table 2  The distribution of preferential mode of tax policy supporting independent innovation

	Preferential mode
	Quantity
	Proportion

	Direct preferential
	Exempt levy
	47
	62.83%

	
	Reduce levy
	13
	

	
	Preferential tax rate
	11
	

	Indirect preferential
	Pretax deduct / Investment counteract
	17
	35.40%

	
	Levy previously and drawback afterwards / Levy as well as drawback
	11
	

	
	Carry down deficit
	7
	

	
	Accelerate depreciation
	5
	

	Risk investment
	Long-term bond
	1
	1.77%

	
	Risk investment
	1
	

	Total
	113
	100%
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Figure 2  The proportion of preferential mode

4 Suggestion on tax policy for encouraging independent innovation

Our country has basically established the tax policy system for encouraging independent innovation, but still has a few problems remaining to be improved and perfected further.

4.1 Actively boosting the change from production type value-added tax to consumption type value-added tax
Current production type value-added tax stipulates that, when enterprise purchases fixed assets, the value-added tax contained in fixed assets cannot be deducted. Therefore, product cost contains the income tax of depreciation of fixed assets; this brings about repeating levy, aggravates the purchase cost of fixed assets, and restrains enterprise’s enthusiasm of technological transformation and equipment renewal.

Especially for high-tech enterprises, their organic formation of capital is high and R&D input is big. Their production equipments and instruments contain more technology, have high cost value and are renewed quickly. But their raw material consumption is relatively less; therefore income deduction of value-added tax is relatively less. This aggravates the tax burden of high-tech enterprises and restrains their enthusiasm of technological innovation. According to investigation, the value-added tax burden of high-tech enterprise is twice that of general manufacture enterprise.

Enterprise’s independent innovation requires purchasing necessary equipments and instruments, and building R&D experiment field, so it needs investment. Our country should actively boost the change from production type value-added tax to consumption type value-added tax. Starting from July 1, 2004, our country has pushed the transformation of value-added tax in 8 industries in Northeast China. This reformation drives enterprises to carry through technical transformation, adjust product mix and boost up core competition. Northeast China experimental unit should be generalized to the whole nation. If there are some restrictions in the process, we can practice value-added tax transformation in high-tech enterprises firstly.

4.2 Increasing the tax preferential to technological personnel in high-tech enterprise

The cultivation of high-tech personnel spends long time and more money.  Enterprises always use high salary to attract high-tech talented person to work for them. But current tax policy has not given individual income tax preferential to high-tech talented person. The “technology investment” of high-tech talented person has not received tax preferential too.

Moreover, the gross payroll of domestic capital enterprise is pretax deducted according to a quota. Especially for the domestic capital high-tech enterprises, their salary payout is big and greatly exceeds the deduction quota. This aggravates their tax burden, thereby restrains the enthusiasm of raising wage for employee and is harmful for attracting high-tech talented person to join in enterprise.

Our country should enlarge the preferential range of individual income tax of R&D personnel and the tax-free range of rewards of technological achievement. The reward of stock right awarded to technological personnel should be tax-free. The pretax deducted salary quota of high-tech enterprise should be raised. If condition permitting, the gross payroll of high-tech enterprise should be all deducted.

4.3 Expanding the coverage of tax preferential policy
The current technological tax preferential is mainly enjoyed by foreign-funded enterprises and high-tech enterprises in national high-tech development zone. Those enterprises outside the zone can not enjoy tax preferential. The coverage of tax preferential policy should be expanded. As long as the enterprise is engaged in R&D, no matter it is within the zone or outside the zone, and no matter it is domestic capital or foreign capital, it can enjoy the technological tax preferential policy.

4.4 Practicing tax preferential policy for encouraging venture investment
Venture investment enterprise can enjoy the same tax preferential policy of high-tech enterprise. When venture investment enterprise invests in high-tech enterprise and uses the after-tax profit to re-invest in this enterprise or establishes new high-tech enterprise, the income tax that it had already paid should be returned to it.

4.5 Promoting the development of small and medium-sized technological enterprises
Our country should utilize tax preferential policy to support the development of small and medium-sized technological enterprises (SMTEs). The income tax rate of SMTEs should be appropriately lessened. The venture investment organization, which invests in SMTEs, can be exempted from business tax. 

5 Conclusion
In order to promote technology innovation, many countries adopt fiscal measures to inspire enterprises to increase their R&D expenditure. Tax incentives are one of the main means. Practicing tax policy for encouraging independent innovation is the important approach to enhance the capability of independent innovation and boost the construction of innovation type country. Our country has basically established the tax policy system for encouraging independent innovation, but still has some problems remaining to be improved and perfected further, such as the legislation level of tax policy supporting independent innovation is not high, the preferential mode and the preferential link supporting by tax incentives is unreasonable, etc. The suggestions on perfecting tax preferential policy for supporting independent innovation are as follows: boosting value-added tax transformation, increasing tax preferential to technological personnel, expanding the coverage of tax preferential policy, encouraging venture investment and promoting the development of small and medium-sized technological enterprises, etc.
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Abstract  Nowadays almost every city gets into one model, and many urban problems continue to emerge, so lots of scholars become strongly worried about urban metamorphism. As a main role in urban construction and development, it is a huge challenge for the city government how to run the most important problem in a complex situation, and how to construct and develop the city. This article will research the basic functions of city government basing on the analysis about essence of city.
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1 Introduction
By the quick steps of globalization and China’s urbanization, the developing strength of city almost represents a country’s competitive power. In view of experiences of different countries, the city government plays a very important role in urban developing process. Following with the deep government reform of China, the city government also continues to look for the proper role in new conditions. However, many urban problems emerge continually, lots of cities sink into metamorphism predicament, at the same time, and the big metropolises spread limitlessly, all these phenomenon doubts people who care about urban development, and adds more difficulties to the complicated problems on the functions of city government. This article will research the basic functions of city government basing on the analysis about essence of city in order to put forward a new thinking angle on the system reform of city government.

2 Essence of city

What’s the city? There are many different definitions in different discipline, which all try to cover all the elements of a city. We have to admit it’s a pretty difficult task to make out a right and proper definition of city, because city is not a stable thing without any changes. Since a city came into being, it has stayed in a changing condition, and a city is also a very complicated system, as a famous urban scholar said, in fact, the word “city” concludes many things, we should not actually use this word “city”, and we are only able to use a phrase ”human living place ”. Thus, what on earth is essence of city?

The famous urban historicist Luis Monpht said, if we only research that perpetual buildings within the city walls, we wouldn’t touch any essence of city, if we want to distinguish city, we have to go back to its history. Watching on the thousands of years of urban history, however the city’s physical conditions change, the number of urban population increases or decreases, the urban planning reforms, and people’s living style changes, there’s one thing never change, it’s human to promote the development of city, and human is the main power of city. Thus, another question follows, why human creates city and habituate there?

On contrast to countryside, the characteristics of city are very obvious. First, the artificial mark is the typical feature of urban ecology, in a word, city is an artificial society, but countryside is basically a natural condition. Human centralism, positive culture value of human competing with nature, and humanistic feature of emphasizing on reason and creation are all strongly showed in urban culture. Second, city is a society filled with business, however, countryside is a totally agricultural condition. The quiet and orderly rural living picture, and the separated and closed culture situation with little relationship are made of rural society, meanwhile, in city there’s obviously open and concentrative environment where people depend with each other, and are pushed to develop forward by a quick living speed and a big competitive pressure. Third, centralism and difference are other characteristics of city contrast to country, city is a society full of citizens who come from different places, have different careers, stay in different classes and play different roles. This makes city be a wonderful place where various cultures meet and mix. But country is a cradle for peasants, where the member structure is so simple that the singleness of culture seems greatly notable.

On contrast to country, creation, opening and concentration of city meet better the living and developing needs of “social human”. It is in the progress of city being created and reconstructed, human get his development and evolution, fulfill the conversion from “natural human” to “social human”. So we could consider the essence of city is a kind of concentrative habitation and a producing and living environment, which is created by human to meet his subsisting and developing needs.
3 The basic function of city

Knowing about the essence of city can help to distinguish the basic function of city. To research the functions of city should base on the essence of city, concern the main body, human, and realize city should meet the subsisting and developing needs of human. Only if these can be caught, we would insist on the key that city serves human, we should be able to avoid city going against human’s needs and urban metamorphism.

Human’s needs consist of living and developing needs. For living needs, a city should have function to insure human can bear and propagate and live safely with enough foods, clothes, houses and communication. While, developing needs is relatively complicated. First, to accomplish human’s development a city should supply people chances of working, education and creation, so a city should have function to produce and educate. Second, urban is the home of human’s spirits where people can get amusement, respects and happiness, especially, they would get value agreements between each other. Thus, a city should have the function to amuse people, initiate good thoughts, and create healthy culture. Third, it’s necessary for human’s advanced development to arrange all elements of city and make them orderly, so a city must also have a function to protect the public interests and coordinate things from all aspects. Finally, urban is a open system. And for people’s healthy development, a city has to communicate fluently and cooperate closely with outside in order to absorb nutrition, to serve and affect outside. Therefore, these demand a city to also have a function to communicate with outside.

The functions of city were not like these today when they came into being, in the long historic river, they became complicated from simple, in a high level from the low, and they developed following with human’s development. Nowadays, in the progress of globalization and information the new contents are put into the definition of city, and the function system of city would be better and more complete. But however the outside changes, the basic functions of city are relatively stable, in other words, the essence of city doesn’t change, so to summarize the city functions from the essence of city we can believe that in order to meet the living and developing needs of human a city should have functions to supply houses, jobs, education, amusement, cultural agreements, orderly management and communication with outside. Only if these functions work well, a city can have a power of concentration to inside, while a power of attraction to outside. And only if these, the other advantageous functions can get chances to develop, so that the characteristics and the core competitive power of a city can get to emerge.
4 Conclusion: Functions of the city government

Among all kinds of organizations in human society, the government is a main power to build city’s functions, especially the city government. Government’s functions point the role the governments play in the progress of social development and the responsibilities the governments have to perform. The city government must develop the city’s functions to the most basing on the rules and characteristics of city’s functions. Though the comparative analyses of the functions between city and city government above, I summarize the functions of a city government into five roles it should play.
4.1 A wise planner of city government

The first function of a city government is to play a good role to plan the development of the city. Today the market economy has made a rapid progress in China, if a city government wants to do a wise planner, its core function is to make reasonably the city developing tragedy, the economic developing plan and the industry policy and put well them into effect. 

The city developing tragedy is a blueprint of city’s future which is the most important and overall plan. Every city’s developing tragedy must have its own characteristic that should not go into the same model. Not only an international metropolis or a district central city but also a remote small town should all put themselves into the backgrounds of national and global development. The city government would lead all aspects to make a foresight and practicable tragedy, and this tragedy should absorb the reasonable advice from various fields and classes, be fit for the rule of city development, and conform to the trend of the whole country’s tragedy and globalization progress. Then for the government the next step is to scientifically plan the social and economic development of city in order to take this tragedy well into effect. In this step, to initiate all power cannot be overlooked.

Today, industry is the key of city’s competitive power. In a deep extent city’s development depends on the economic strength of industries, so the industry plan must be emphasized in a city plan. City governments should master clearly the rule of development of world industries, examine city’s position in world industry structure and try to join in the industry chain of the world. City governments should try to initiate all resources in order to exploit the advantageous industry, especially, to cultivate high-class industry in the industry chain of the world. City governments would attach importance to grasp the great historic chance of rebuilding world industry so as to accomplish a rapid progress.
4.2 An effective supplier of public product and service

To have more effective and complete public product and service which are fitter for people’s needs is an important characteristic of city comparing with countryside. City government is just the main supplier these product and service. Among them, the perfect city facilities, convenient market system and plenty education resource are the most important.

The basic facilities are hardware system of city functions and basement of citizen’s living. City government should stress greatly on plan on it and use reasonably resource and folk money to build efficiently and equally basic facilities for citizens.

In the market-economy, market is important obviously for not only city but citizens. City government must not join in micro market, but should have necessary functions to supply the public service on market cultivation and completion. In China, city governments should try their best to lead all aspects to build optimistically and reliably all kinds of markets of productive elements, especially, such as property right market, finance market, bond market and productive service market.

Education has a basic and leading use for the development of city society and economy, and it is the most important public product which city governments must supply. At knowledge economy times, people have to continue to enhance their ability if they want development, so city governments should not save their energy to provide enough education resource for their citizens in order to make them meet the step of society. Here the education of career technique should be stressed among the tasks of city government.
4.3 A powerful protector of public order

The city society is a typical organization of group living, people can’t avoid to affect each other in city livings. If citizens want to live happily and conveniently and city wants a healthy development, it must not be overlooked to build a stable and good public order. The public order of city includes market order, security order, administration order, moral order, natural environment order and etc.. City government should grasp the characteristics and rules in each field, and formulate equal, reasonable and feasible order regulations with foresight. At the same time city government should use various methods to protect strongly the public order of city, such as propaganda, education, building example, praise and law method.

Of course, nowadays the society changes greatly, which demands a higher quality of city government as the protector of public order. An acute analysis ability and capability to handle with public order crisis are demanded for city governments because the Internet and media supervision make public protection complicated. Otherwise, international power joins in city management, especially the international companies have joined in city politics, economy, and culture, which needs city government have good ability to deal with the stuff on city.

4.4 A initiator of good views and protector of city culture with features

Civilization in city is better than that in countryside. City is a perfect spirit cradle, and people look after the comfortable state of mind. City is the main base where all kinds of mental products are produced, scattered, applied and stored, where various facilities of culture and technology are concentrated. Therefore, a good city culture will create a strong concentration power and initiate a great feeling of agreement among citizens.

With the development of social economy, the old social order has been broken out, but the new one hasn’t come into being for the while, which is prone to cause many bad views and conducts. City government should change only stressing physical civilization to attaching importance to both physical and mental civilization, and government should try to apply feasibly methods on law, administration, education and public opinion to strength the construction of mental civilization through many kinds of ways, such as broadcast, television, newspaper, magazine and internet, so as to conduct and help citizens to live happily and strength the civilization consciousness of citizens, at the same time, to improve the cultural environment of city.

In addition to initiating the good citizen spirit, which is fit for modern civilization, to protect city culture with local features is also an important task of city governments. Today in China almost all city become into the same model. However, the special culture of city would be the important factor in competition among cities. A good humanity environment with local features will make cities more absorptive and competitive. At the same step of globalization, it will have a great meaning to transmit historic traditions and protect city culture with special features.
4.5 A positive promoter to communicate with outside

A city is an open system which needs to absorb intuition from outside.  Whether the functions of city would work well depends on the communication between the city system and outside in a deep degree. To promote cooperation between city ant countryside, other cities, foreign companies and organizations is a very necessary function of city government. City governments should build communication stages; in other words, construct the transport system which is made of roads, railways, seaports, airports and internet. To improve market systems is the other step, city government should work to make the relationship among city, countryside and another cities through markets and capitals, and plan to divide a part of industries to the country in order to help the country develop by technological cooperation, information communication and education. At the same time, government should be open to win international companies and organizations to the city, provide convenient service for them, and promote the cooperation between the local companies and international ones. In addition, government should also do away with the separation among the city governments, and build various communicating channels among cities or city unions so as to look after a close economic cooperation in a bigger district.
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Abstract   In the construction market, together-conspired bidding, as an illegal activity, is paid much attention by governmental supervision department. Based on the “replication dynamics” ideas, the paper establishes asymmetric evolutionary game model of together-conspired bidding using evolutionary game theory, and obtains its evolutionary stable strategy under the present governmental supervision that surround-bidder and accompanying-bidder’s proportion is periodic fluctuation of the center stability, explains the reason why together-conspired bidding is difficult to be prevented effectively. In order to find the decisive factor of the evolutionary drift, further investigation shows that the evolutionary drift is converged to the different evolutionary stable properties when evolution conditions change, such as the supervision target, supervision strength and so on. Through the analysis to the punishment extent on surround-bidder and accompanying-bidder, the paper arrives at the conclusion that the strength of punishment and execution on the surround-bidder can effectively control together-conspired bidding, which provides the theoretical basis to governmental supervision department for the management and research work on together-conspired bidding in the construction market.
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1 Introduction
To the together-conspired bidding, No. 32 in The Tendering and Bidding Law of the People’s Republic of China clearly states that the bidders do not collude the bid with each other, push aside other bidders to fair competition and damage tender or the other bidder's legal rights and interests. For a long time, governmental supervision department has paid much attention to together-conspired bidding which is an illegal activity, and has been promoting relevant management measures in laws, regulations, policies, economic relationship and so on. But together-conspired bidding is unable to be forbidden and the amount of involved money is increasing, and the involved scope is becoming more and more extensive, which is turning to a great crux in the construction market. Together-conspired bidding not only violate original intention to select and accept superior tender in the construction market, but also disturb to improve the construction market to a great extent, effect the market mechanisms on the normal role, or another serious problem such as breed corruption, sometimes most harmful to the interests of the nation. So the research on together-conspired bidding is not discontinuous at all. [1-2]
Evolutionary game theory is an integrated theory that is based on the game theory and the “replication dynamics” ideas of organism evolutionary. It makes a satisfactory explanation to the some important phenomenon in the process of the organism evolutionary, and acquires an outstanding achievement on the analysis of social habit, standard, institution formed spontaneously and influencing factors. Evolutionary game theory is becoming a new area of economics. Construction market is one full of great complex and much asymmetric information, where many influence mutually. As any player in the construction market, who is too hard to be perfect rationality, so evolutionary game theory can be applied to analyze together-conspired bidding, whose result will be more consistent with the real condition, and can usefully direct government supervision department to make policies, purify environment, and decrease the existence conditions of together-conspired bidding.

2 Member behavior describe

Together-conspired bidding is a collective behavior, its member is composed of bidders who participate in together-conspired bidding, here, we call together-conspired bidding’s sponsor is surround-bidder and together-conspired bidding’s participant is accompanying-bidder.

Bidders’ driving force for together-conspired bidding comes from enhancing price through together-conspired bidding and getting extra profit. Accompanying-bidding may result from various situation; we do consider the size of comparative profit through the comprehensive analysis of the normal bidders based on self-strength, the bidding environment and accompany bidding income. Because there is possible to be penalized, together-conspired bidders should undertake certain risk. Thereby, expected income comes down. So, together-conspired bidding is carried on the balance point that the players find between the benefice and risk. 

There are the two cases in the game that form an alliance in view of collective benefit. 

Firstly, if accompanying-bidder’s number is 
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, just enough, namely together conspired bidding will fail on being short of anyone.

Secondly, if accompanying-bidder’s number 
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 is more than the minimum limit of accompanying-bidders, even if being short of some or more players, which has no effect on the performance of together-conspired bidding, that is to say, together-conspired bidding will continue, though lacking accompanying-bidder 
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, as long as that other accompanying-bidders take part in together-conspired bidding.

During the course of inviting bidding and tender, it is not realistic to accurately find out how many accompanying-bidders is needed and there is usually only to know its main area. Through analysis, we know that the accurate number of accompanying-bidder is dispensable(this has no influence on the result). Therefore, we suppose the number 
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 of accompanying-bidder is more than the minimum limit of accompanying-bidders.
3 Evolutionary game of together-conspired bidding
This paper simplifies the “together-conspired bidding” problem into a strategic game between surround-bidder and any accompanying-bidder
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. Here, we suppose accompanying-bidder doesn’t take part in together-conspired bidding when surround-bidder has not take an action on together-conspired bidding, then the behavior of together-conspired bidding is not existed in the construction market, so additional income on both sides is 0; then, when surround-bidder schemes for together-conspired bidding and accompanying-bidder actively attaches to this action, surround-bidder’s additional income is
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and accompanying-bidder’s compensation is 
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, so the total amount paid surround-bidder for the alliance with 
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[image: image37.wmf]1

n

i

i

G

=

å

, for the sake of simplifying the formula, we suppose the amount of payment every accompanying-bidder acquires is the same,. the total amount is 
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; when the illegal action is found out in any link, surround-bidder’s loss is 
[image: image39.wmf]F

, accompanying-bidder’s loss is
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, which includes various of quantized non-economic punishment. [1] . As shown in table 1 is together conspired bidding payoff.

Table 1  Together-conspired bidding payoff matrix
	surround-bidder
	accompanying-bidder 
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Where
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is surround-bidder’s proportion in the construction market, then 
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 is accompanying-bidder’s proportion in the construction market, then
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 expresses the evolutionary dynamics of together-conspired bidding behavior.

When surround-bidder schemes for together-conspired bidding, whose expected income is
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When surround-bidder gives up together-conspired bidding, whose expected income is
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Surround-bidders’ average expected income is 
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When accompanying-bidder participates in together-conspired bidding, whose expected income is
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When accompanying-bidder does not participate in together-conspired bidding, whose expected income is
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Accompanying-bidders’ average expected income is
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Surround-bidder’s differential equation in the replication dynamics:
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Accompanying-bidders’ differential equation in the replication dynamics:
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Therefore, evolutionary game of together-conspired bidding may be described by equation（1）,（2）, which consists of a system. When replication dynamics equation is 0, balanced state of the relatively stable can be reached. Accordingly, there are five balance points
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defined in the evolutionary system of together-conspired bidding. These are 
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According to this analysis method of replication dynamics phase graph, in the replication dynamics equation of together-conspired bidders, when
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4 Condition analysis
4.1 Condition analysis at present

In the current construction market, the government realizes the hazard of together-conspired bidding, so is engaged in supervision on it through coming on policy and law, for example, strengthen the bidder’s prequalification, punish surround-bidder and so forth. But together-conspired bidding failed to be prohibited. Analysis as follows:

When 
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, it means the government takes the control and punishment on together-conspired bidding, and participants have their own correspond benefit, evolutionary system and stable property as Fig2, the only evolutionary stable property is 
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, which is the pattern of center stable and periodic circulation, when together-conspired bidding is under the current condition and penalize system. What we see is that together-conspired bidding is unable to be forbidden, and surround-bidder is alternating with accompanying-bidder that becomes periodic circulation in the construction market.
4.2 Changing condition analysis

The evolutionary drift of together-conspired bidding keeps stable drift under the present condition, only change the evolutionary system if it is to break the evolution stabilization and change the direction and property of evolution. Following, it is discussed respectively that the influence to the direction and property of evolutionary system when several parameters change, in order to find out the real reason for the problem, propose the solution, decrease social resources waste and purify construction market environment.

Analysis as follows:

（1）If other conditions are fixed, When 
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（0，0）is evolutionary stable property, that is to say, the game finally converges to non-together-conspired bidding and non-accompanying-bidding whatever the initial condition of players on both sides.
（2）If other conditions are fixed, When
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, only together-conspired bidder is punished, but accompanying-bidder is no, Which means accompanying-bidder always gains stable income and there is no risk in the process of together-conspired bidding.

Here, there are also 4 balance points
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（0，0）is evolutionary stable property, that is to say, the game is finally that all bidders want to be accompanying-bidding, not together-conspired bidding after the long evolutionary period.
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（3）If other conditions are fixed, When
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, accompanying-bidder’s punishment is equal to his income, that is to say, accompanying-bidder’s income is nothing.

Here, there are also 4 balance points
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（0，1）is evolutionary stable property, that is to say, the game is finally that all bidders refuse to be accompanying-bidding after the long evolutionary period.
（4）If other conditions are fixed, When
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4.3 Analysis result

Through analysis, we can know the together-conspired bidding becomes a kind of periodic behavior under the present evolutionary environment, which will continuously appear, if this condition can be controlled effectively, it should change the present market environment, that is, the evolutionary environment. Through changing evolutionary condition, the evolutionary environment gets change and is simulated, gets the conclusion:  
（1）The drift and stability of dynamic evolutionary of together-conspired bidding depend on the their extra profit. When surround-bidder’s extra profit is 0, it is finally the evolutionary direction that surround-bidder and accompanying-bidder gradually disappear in the construction market and the market is purified. Whereas, when surround-bidder’s extra profit is equal to or more than accompanying-bidder, the proportion of surround-bidder to accompanying-bidder in the market is stable after the long evolutionary period, which will keep disorder in the construction market.

(2) There are two ways can be used in order that surround-bidder’s extra profit is 0. Firstly, intensify the power of punishment. Because it is valid that only if the power of punishment is larger than a certain degree that makes surround-bidder lost interest in the extra profit. Secondly, increase the number of bidder. Increasing the cost of together-conspired bidding can reduce surround-bidder’s income, so it can also control together-conspired bidding. However, increasing the number of bidder can control the occurrence of together-conspired bidding, with regard to some powerful bidders, who have money and relation, it can take effect only through the quite great number of bidders, which is a kind of great waste on the human, the material resources and the financial resources, not the best choice, maybe the fundamental method to avoid the together-conspired bidding is only to strengthen the punishment and execution, decrease the expected income, truly that there are laws to go by , strict law to be enforced.  
(3) Through the analysis to accompany-bidder, if the surround-bidder, no the accompany-bidder, is punished, that is to say, the loss of accompany-bidder is 0, the evolutionary drift is that the whole market only owns the accompany-bidder; when the accompany-bidder’s punishment is equal to or more than its income, that is to say, there is no income in the together-conspired bidding, the evolutionary drift is that the whole market only owns the surround bidder. As the together-conspired bidding is a kind of multi-player game, that is, when there is only the surround bidder or the accompany-bidder, the together-conspired bidding may not take place. So, the whole market will go to the right path. However, the evolutionary speed is quite later than the one that the surround bidder is punished.

(4) Through the analysis to different punishment effect between the surround bidder and the accompany bidder, we can know that the surround bidder or the accompany bidder will disappear in the market by means of strengthen the punishment to the surround bidder; the punishment without power only can make the fixed proportion of the surround bidder to the accompany-bidder transfer to the periodic proportion, but has no effect on inhabit the illegal activity at all. And the evolutionary result of the punishment to accompany-bidder is relatively poor, which cannot be the main method to control the together-conspired bidding, but carried out as the supplementary means.

5 Conclusion
Take the example of together-conspired bidding in the construction market, the paper explains the application of evolutionary game in the construction market, argues the evolutionary drift of together-conspired bidding in the present. It concludes that it is critical to carry out the punishment to surround bidder, and the punishment extent directly influences the occurrence and evolutionary direction, when the punishment loss exceeds the highest limitation of expected income that the surround bidder can endure, the surround bidder will choose to quit the together-conspired bidding. The paper is aimed at offering a new analysis way to governmental supervision department for the management and research work on together-conspired bidding in the construction market. 
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Discussion on Government Regulation in the Domestic 
Product Oil Market
—Based on the Interest Relationship Analysis 
  of the Fluctuant Product Oil Market
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Abstract The thesis is based on the analysis of the interest appealing and the relationship between the interest groups that the petroleum enterprises and consumers, during the product oil market fluctuates. After defined the benefit structure is non-balanced between the petroleum enterprises and consumers, dissected the current government regulation in domestic product oil market, and pointed out the problem in the market. The author reckoned that the government should not only redistribute the interest in the market but enter the market to control it and then make it stables. It’s necessary to reanalyze the regulation and improve what is imperfect, just as the interest expression mechanism and the basic idea of government and so on. Finally, make the benefit consummated by mechanism, and then balanced the relationship of the interest groups. After that, the interest groups can bargain in response to market conditions, and assign benefit in the harmonious circumstances.
Key words
Product oil market, Government regulation, Interest relationship

1 Introduction
In recent years, the price of product oil has undulated all the time. Since March 31, 2004 to January 14, 2007, the state has adjusted the price of product oil eleven times, rising nine times and reducing two, and the pricing mechanism has been modified for three times in eight years. The fluctuations of inland product oil market have impacted many interest groups, particularly petroleum enterprises and consumers, for the product oil has become more and more necessary in our daily life. The oil business, which is in the monopolistic position, and the large groups of consumers are chasing for their own maximal interests. The government, who is the master in the entire market, has the duty to solve the problem of competing interests, stabilize the market and equalize the distribution of interests. What the government’s duty is guaranteeing the market to develop evenly.

2 The interests’ analysis of the interest groups in domestic product oil market 
Petroleum enterprises and consumers, as the major interest groups in the product oil market, have a direct interest relationship. However, the rivalry of interests is inevitable. The premise of government controls is to definitude the correlation among interest groups interests. 

2.1 The benefit analysis of petroleum enterprises 

As the main interest groups in the product oil market, petroleum enterprises’ characteristics include: (1) at a monopoly position; oil industry is monopolized at home; (2) refinery part of the petroleum enterprises’ price is inverse; at present, the oil price mechanism of China is linking up with the international market. That is, according to the change in international oil price, to adjust the domestic oil price, which has led to the product oil’s price of a refinery is cheaper than that of the crude oil.

Under such circumstance, the refinery and marketing parts of inland oil corporations are so short of enthusiasm that results in oil supply shortage. However, although the internal product oil market fluctuates, the three major petroleum enterprises have gotten substantial interest with over 30 billion Yuan in 2006 each. And they have insisted the oil price should continue increase. Due to the present status, oil enterprises are at monopoly position. They have abilities to bargain with the government. Therefore, in the fluctuation of the product oil market, the petroleum enterprises will not yield easily and try to obtain maximum benefits through lobbying and struggle.

2.2 The benefit analysis of consumer groups 

First, the characteristics of consumer groups are mainly in the following three points: ①Large scale; at present, the number of consumer groups, we can see, is very large which includes tens thousands of private cars, city buses and taxies inland. ②Groups scattered; that not only refers to the regions dispersed, but also emphasizes the communication difficulties among consumers. ③The vulnerable groups in political activities; the large consumer groups in the political activities should have played a pivotal role. However, because of scattered groups and individual differences, they prefer passing the buck to one another. Finally they can’t reach an agreement. Which leading to the power of the group is weak and political activities lost a pivotal position.  

Second, according to the small survey by author in Xindu District of Chengdu City, we can analyze consumers’ attitude to the product oil market fluctuations: ①Rational consumption; the survey show that consumers’ consumption idea is now becoming more rational, rather than pursuit of low prices blind. ②Oil price fluctuant impacts on consumers; survey results showed that 81.8% of consumers are influenced. ③Government control is on higher requirements; although the survey shows that 54.6% of investigative consumers think the current control is proper, 73.3% of them think it still needs improvement.

So we can analyze synthetically the interests appealing of the consumers as follows: ①They hope break away from the passive consumption situation; The consumers want to cast off this situation that they can only accepted it passively whether the oil price undulates, and reap their benefits. ②Longing for the oil enterprises to focus on their social functions more; they hope that state-owned enterprises can no longer profit oriented but can sacrifice profit targets and carry out some essential public functions When necessary, under the government's direction and command. ③The expectations of the government's regulation; in the monopoly market, consumers can only look forward to an effective government there, who control of the market for the community to seek public interest.

2.3 The non-equilibrium analysis between petroleum enterprise and consumers in the interests game 

In the product oil market, aside from the government who plays the role of regulation, the main interest groups are petroleum enterprises and consumers, which influence each other. After definitizing their respective features and benefits, we can see the process of interests’ game between the two groups is unbalanced.

First, the capacity between petroleum enterprises and consumers is unbalanced.

In the energy sector, petroleum enterprise is state-owned at the monopoly status. And it gets not only 10 billion profits each year, but also owns 10 million staff at least, which is a close unity pursuing the common goals and common interests. However, the consumers, who are scattered everywhere, have the same preferences, but individual differences in income, pursuing different purposes. It is visible that petroleum enterprises have the tremendous strength to oppose with consumers in the pursuit process of the interests. Whether in human and material resources or groups of cohesion, petroleum enterprises have more advantages than individual consumers. So in the product oil market, the capacity between the interest groups is non-balanced.

Second, the obvious imbalance between petroleum enterprises and consumers is in resources, right and so on.

Not only oil resources but also strong social resources petroleum enterprises have. And in political participation it plays a pivotal role. But consumers in the product oil market are relatively decentralized. No matter how product oil market fluctuated, consumers will not get what like the kind of oil profits and subsidies. Evidently, in the resources and rights, consumers are almost non-existent possession. Therefore, the two groups are obvious imbalance.

Third, the game channels are unbalanced between petroleum enterprises and consumers. 
Petroleum enterprises-to-consumer game is variety of means. It can adjust the price on the base of the official median retail price, or influence government decision-making through various media. The possibility of the game is decided by petroleum enterprises. But the means of game to consumers is very limited, absolutely in a passive position, and to some extent is depended on enterprises.

3 The current government regulation in domestic product oil market 

3.1 The necessity of government regulation in domestic product oil market 
The government regulation aims at the stability of the society, resolving social conflicts, and building a harmonious society. In the market, the government regulation often stabilizes the market after the market failed, and balances the market development. When the market has problems, it makes government regulation particularly important, and must be implemented.

However, the present market has these problems such as interests distributed unbalanced and the non-equilibrium between petroleum enterprise and consumers in the interests’ game. It shows there is an irreconcilable issue in market, which requires the intervention of other departments. Therefore, the government needs to intervene and implements the government regulation.

3.2 The current situation of government regulation in domestic product oil market

The current government regulations in domestic product oil market conclude the three main aspects: ①Price mechanisms; the retail price is managed by the State Development and Reform Commission in domestic product oil market, which designs the corresponding price mechanisms. ②Special oil gain levy; since March 26, 2006, the State has decided to collect the proportion of the oil gain in particular from petroleum enterprise which exploited domestic crude oil and sold price exceeds a certain level (40 U.S. dollars per barrel) ③Financial subsidies to refinery part of the petroleum enterprises.

3.3 The issue of government regulation in domestic product oil market 

Under the regulation of government, there are serious problems like the interests of balance, which means the government control has more or less problems.

Firstly, interest groups affect the government regulation excessively. In the domestic product oil market, the relevant regulation unavoidably influenced by the oil enterprises the special interest groups. Characterization of interest groups is certainly the interest of crowd community; it is a special interest that differs from the public interest. Many scholars have come to this conclusion: Only when interest groups are very active and form a situation of mutual checks and balances among the various interest groups, interest groups are a form of democracy in the decision-making process, or the existence of interest groups is contrary to democracy. However, the enterprise would like to pursue its own interests. Therefore, to face such problems, the government must consider two issues: One is how to maintain the transcendence and fairness with the pressure from the interests group. The other is how to standardize the interest expression of the interest groups. 

Secondly, the consumers lack the way to interest expression. In the past two years, with the fluctuation in product oil market, for all consumers are gradually becoming aware of this problem, they could not change it. ①They are unable to express their interests. The whole community comes to a consensus that petroleum enterprises could not confronted. According to this, there are no relevant channels to express, and the expression of interests would be ignored, resulting in the expression of interests channels stopped. ②There is no way to express. No relevant channels cause to the consumers can only to express their own interests through the media or other way of laws. ③They expressed invalidly. Even consumers expressed their interests though other channels, its strength is also neglected, and the benefits are often ignored.

Finally, the balance mechanism to the interests in the market is not perfect, which is not based on the balance of interests. 

At first, the pricing mechanism; China's current pricing mechanism is based on international prices. It made the changes of the internal prices of product oil lags behind changes of the international oil prices. In the end, whether this pricing mechanism can truly reflect the domestic oil market supply-demand relationship is another problem. Meanwhile, petroleum enterprises are also short of incentive and restraint function. 
What’s more, the legislative mechanism; So far, China has not yet to complete a "petroleum law" or "nature gas law". The government’s regulations, which lack transparency and stability, rely mainly on the policy documents and administrative procedures for examination and approval. 
Third, the financial mechanism; to oil enterprises, state taxes and subsidies are both carried out. But for consumers, no matter how the level of oil prices goes, the mechanism is not balanced. Even if do not use cars, consumers also must pay maintenance fee and other fixed costs, which did not approach the balanced situation pay for how much we used.

4 The reform means of government regulation in domestic product oil market
4.1 An established mechanism for the interests expression 

Now in the society of diverse interests, only by establishing a mechanism for interests expression can constitute the mutual game platform of the main interest body, which is a good way to accommodate and resolve conflicts. When conflicts and contradictions arise, the publics can express their interests to the government to ease up the conflict and contradiction greatest and get time to resolve. 

China's current mechanism for expressing interest is relatively simple form, even useless. In the modern information society, we should make full use of all resources to enable the communication take place fully, and serve the people truly. In author’s opinion, that can be seen in the following several aspects: 

First, improve the petition system to ensure smooth communication channels; improving the petition, which the current interests expression mechanism in China. Overcome some defects in the original design and during its operation, and maintain the channels of interest expression unblocked.

Second, make the consumers know clearly how they consumed through setting up a public hearing system; by use the hearing system which widely used in other place is put into product oil market, the correlative government departments, large-scale, the experts and consumer representatives participate jointly in the decision-making of the pricing of petroleum products to prevent monopoly enterprises from rent-seeking and becoming dictator. 

Third,  the introduction of E-government. This can maintain communication with public; since 2003 government began to build up E-government vigorously and easily for the public supervision. In the product oil market, the government should also establish a corresponding portal and create a feedback board, which specialized in opening the management for the product oil market for the publics to get the interest expression can uninhibited contacted. 

4.2 Perfect balanced mechanisms 

Government management for the market is mainly manifested in the establishment of market mechanisms. In product oil market, the established mechanisms have some problems that did not counterpoise different interest groups well.

First, the product oil pricing mechanism issue; whether how the product oil pricing mechanism reformed, it can be summed up to equilibrate the following relationship: the government and the market, enterprises and the enterprises, business interests and the interests of consumers. We can truly set up the interests’ balanceable mechanism at the foundation of these relationships. 

Secondly, the legislative machinery; the regulation of oil and gas has been in the form of the norm and rules, such as "product oil market regulations." This situation does not suite the development of industries and reform, meanwhile results in the enterprises’ behavior are not standardized and the quality and quantity of oil products supply are not guaranteed. Moreover, consumers don’t have the arms used to contend with business, and lack the legal protection of their own forces. Therefore, it is very important to establish relevant laws and regulations.

Finally, the financial mechanism; after implemented the Special oil gain levy and financial subsidies, it counterpoises interests of the upstream, middle and lower reaches of the enterprise. It should also implement a fair balance mechanism to consumers to make all types of consumers pay for how often they use vehicles that means completely implement balanced mechanism of use more, pay more, and use less pay less. Therefore, imposing the fuel tax is the effective approach to balance the internal interests of the consumers. 

4.3 Change basic idea of the government regulation

In China, the traditional idea reckons national interests are more important than the collective interest, and collective interests exceed personal interests. Particularly, protecting the individual interests is being excluded. Consumers emerged as a single, but petroleum enterprises represent national interests and the collective interests. So in the traditional concept, the interests of operator are more protected than the interests of consumers. 

In different stages of development, different economic, market, technological environment, the concept of the government regulation mode is so different. However, in product oil market now, the government should give up the traditional concept, which consider state-owned enterprises more, and shift to protect the benefit of consumer groups. Today with the developments of product oil market, the petroleum enterprise has grown relatively mature, but consumers are week when they faced the strong petroleum enterprise. When the economic and social developed to a certain stage, the government regulation should shift from a single function that only control the economy to the social stability functions.

Therefore, to the government regulation in the product oil market, firstly we must change the concept of the government regulation; the government should transfer into caring for the personal consumer’s interests and improving the status and influence of the consumers in market from managing state-owned enterprises to stimulate economic development and to gradually form a scale of the national economy. Finally the interests of both distributions gradually balanced. Secondly, the focus of government regulation should take economic construction as the core slowly shifts to the social harmony. When the economic constructions develop to a certain extent, the unbalance will take place and the various social contradictions will come out. In this case, it is particular important to solve the interest conflict. The government regulation should focus more energy to the community to equilibrate the interests among various groups, so that the social benefits will be distributed equally and society become harmonious and stable. 
5 Conclusion
The thesis is based on the analysis of the interest appealing and the relationship between the interest groups that the petroleum enterprises and consumers, during the product oil market fluctuates. After defined the benefit structure, it dissected the current government regulation in domestic product oil market, and pointed out the problem in the market. It gets the following conclusions:

First, the relationship between petroleum enterprise and consumers is non-balanced in the interests’ game;

Throughout the product oil market, not only in status but also political activities, petroleum enterprise is strong than the consumers. The process of the whole interests’ game is non-balanced.

Second, the defects of government control in the domestic product oil market are analyzed in the view of interest relationship; 

Based on the analysis of interests’ relationship, the main flaw of government regulation in the domestic oil products market is affected by interest groups excessively, which resulted in losing the abilities to make the optimal decisions. However, the customers lack interest expressed mechanism, interest game is short of infrastructure; at last, the interest balanced mechanisms are not perfect, which leads to the imbalanced distribution of interest in the market.
Finally, the recommendation to government regulation in domestic product oil market.

Establish a mechanism for the interests’ expression, and then government can fully receive various interest groups’ suggestions and make the best decisions ultimately. Another way is perfecting balanced mechanisms, which can ensure different   interest groups’ benefit. The last way is changing basic idea of the government regulation, should focus more energy to the social benefits distributed equally than the economic interest, and promote the harmonious development of the society
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The Study on Wealth Effect in Shareholder Structure Reform
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Abstract The shareholder structure is a special problem in China. Based on the samples of 952 listed companies reformed, this paper studied the price violation of listed companies in shareholder structure reform. The shareholder structure reform can be divided into seven categories of consideration scheme. This paper applied event-study method to study on the shareholders’ wealth effect. The results showed that all reformed companies except stock-shrunk companies could obtain significant increase in wealth.
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1 Introduction
As the shareholder structure reform is a unique phenomenon in Chinese stock market, and the time of shareholder structure reform is not long, less research result related on this area. Some scholars analyzed the level of consideration from the angle of positive analysis. Yang Jianping &Li Xiaoli(2006) believed that solving the stock right splitting problems of turning non-circulating stock into circulating stock , non-circulating stock holders must pay certain consideration as the cost of getting circulation right in order to coordinate with the benefit between the two sides . The height of consideration influences not only investors’ benefit but also stock right splitting reform. The variety of consideration provides investor with much more marketing chances [1]. Gao Minghua(2006) thought that the substance of split-share structure reform is an imposed system innovation. During the process of this innovation, how to obtain fine renovation effect and to change the loss of participators through consideration becomes a key factor of innovation. Consideration issue is the core matter of split-share structure reform. Researching and mastering relevant theory and practice of consideration is an important way to protect the investor benefit and promote the stable development of stock market [2]. Fan Xin (2006) summarized consideration modes appeared in Share Structure Reform into three types and proved that consideration modes of share adjustment were completely equivalent to each other .It can conclude that all kinds of consideration modes can be unified as anyone of them, and comparison between different simple or even complex consideration modes can be made [3]. Ding Zhiguo, Su Zhi &Du Xiaoyu(2006) starting from the principles of economics theories, this paper stated that the final aim of shareholder structure reform is to resolve the systematic problem in the term of low allocating efficiency and agent default in China stock markets. In our opinion, listed companies should find out a rational consideration ratios basing on fair policy principle. According to arbitrage theory, they set up Rational Consideration Formula in equilibrium market. Empirical analysis on 118 corporations carrying out the reform shows that, because of unilateralism in calculating principle of consideration ratios, some firms have made unreasonable consideration schema [4].

There have been a lot of discussions about shareholder structure reform during Chinese academia, but they focus mainly on factors affecting shareholder structure reform and the level of consideration. To most of shareholders, what the shareholder structure reform will bring to their wealth is what they are most concerned. So which kind of impact does the consideration form of shareholder structure reform bring to the wealth of the shareholder? This article performs positive study on companies of various consideration types, to pursue the effect that different consideration form acting on the wealth of shareholders.
2 Data sources and sample selection

2.1 Data sources

The following data were collected from Xin Wangtongdaxin Stock Analysis Transaction System (TDXW) and tidied:

2.1.1 Daily return rate and daily synthesis return rate (the specific selection of return type is determined by the markets of Shanghai and Shenzhen) during 90 transaction days before shareholder structure reform executive day and 30 days after it of all companies which executed the shareholder structure reform before Dec 31, 2006.

2.1.2 In order to filter the samples, the author dug out the date of annual reporting, executive day of shareholder structure reform and the date of dividend-paying with allotment from TDXW.

2.1.3 In order to do the classified research, the author also collected the consideration scheme and the level of consideration in shareholder structure reform from TDXW.
2.2 Sample selection

This paper selected all the companies that had taken shareholder structure reform before December 31, 2006 as samples and classified them according to the notified consideration forms. Samples satisfying the following standards were retained, or eliminated.

2.2.1The small and medium-sized companies during the two groups of experimental ones were not included in the study.

2.2.2 Company whose executive day was before December 31, 2006. The database only includes data before February 20, 2007. In order to get the data 30 days after executive day, the author eliminates the sample whose executive day happen after December 31, 2006, and at last there are 952 samples. They can be seen from table 1. 

Table 1  Distribution of consideration types in reform
	Consideration type
	number
	percentage（%）

	C1
	842
	88.45

	C2
	46
	4.83

	C3
	19
	2.00

	C4
	15
	1.58

	C5
	13
	1.37

	C6
	11
	1.16

	C7
	6
	0.63

	Total
	952
	100.00


3 Research method

This research utilized event-study method [5] to weigh the market response of shareholder structure reform companies to the price of stock. On the calculation of the abnormal return rate, we chose the market model that transformed from CAPM. 

Firstly, utilize the daily return during the periods that begins from 90 days before shareholder structure reform date and 11 days before it to calculate 952 companies’
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The N is the number of sample companies.

Thirdly, calculate the Cumulative Average Return during the window period (41 days) according to the following formula:
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Fourthly, test whether there is remarkable difference between CAR and 0 or not. If CAR>0 and the result of the test is obvious, it means that the shareholders’ wealth increased; if CAR<0 and the result of the test is obvious ，it means that the stockholders’ wealth decreased; when the relationship between CAR and 0 is not obvious, the wealth of shareholders do not change.
4 Positive result and analysis 
4.1 CAR of every type of consideration scheme
At first, divide 952 sample firms into 7 groups based on the type of consideration; then, do the T test of 0 to AAR and CAR during [-10，30]. In order to understand well the change of each kind of consideration’s CAR, we draw 3 time sequence figures to perform the difference.  
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Figure 1  CAR of C1 and C2

According to the Figure 1, CAR increased firstly and then dropped. Most of shareholders can obtain increasing wealth from the shareholder structure reform, except the companies which utilized the stock-shrunk consideration scheme. It should be noticed that the CAR of stock-shrunk companies was only -3.95% during [-10, 30].

According to CAR time sequence figure of pure stock-paid and T test, every CAR was larger than zero; the shareholder could obtain the wealth increased. Before executive day, the market had a good expectation, as the executive day coming, the price of stock rise stably, especially on the executive day.

The shapes of C1 and C2 are similar. Compared with pure stock-paid companies, CAR’s fluctuation of stock-paid and cash dividend companies became larger after the executive day.
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Figure 2  CAR of C3 and C4

The CAR of stock-paid and repurchase firms arrived at 13.60% during [-10，30], which was 3.34% higher than that of stock-paid and warrant companies, but repurchase was risky and new things to investors which requires a high level of supervision. The shareholder would be affected by a series of uncertain factors that lead to the fluctuation of CAR.

It can be seen from the Figure1 that the CAR of stock-paid and warrant firms was lower than the other consideration companies. Chinese stock market is not mature, the implementation of warrant is difficult and risky, and the investors are not familiar with warrant. All these factors lead to the situation that stockholders do not have a stable expectation.
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Figure 3  CAR of C5,C6 and C7

It should be noticed on the Figure 3 that all CAR test results of stock-paid and permutations before executive day were not obvious, but after that all test results were remarkably negative. It means that the shareholders of this type companies can obtain the income rising only on the executive day, in the other days they could not obtain the stable abnormal return.
During the 41 days, the CAR of cash dividend companies equaled to 23.68%, which also proved that these companies’ shareholders’ wealth increase. According to the figures, the shape of dividend-paid companies and that of stock-paid ones were getting very similar, except that the CAR of cash dividend companies was higher than that of stock-paid ones. Cash dividend benefits investors a lot, and this form of valuable consideration is easy for shareholders to understand, also with great expectation, so the investors in China need present compensation—the paid dividend.

Learning from Figure3, after the executive day CAR was lower than zero that indicated that the shareholders can not obtain the stable wealth from shareholder structure reform. Stock-shrunk consideration scheme is complex, and it is difficult to be understood and calculated by the investors, most of shareholder is even reluctant to accept it.
4.2 The CAR of different consideration types in indifferent intervals

This paper researches on the CAR of each consideration type in different intervals. They are [-10，-1]，[-5，5]，[1，10]，[6，15]，[11，20]，[16，25]，[21，30] and[-1，0]. Considering that 10 days may be too long on response to the stock market, we do the crossing selection every 5 days. If the tendencies before and after 5 days are opposite, the obvious result cannot be gained during 10 days, but the overlapping selection can avoid that possibility. The interval of [-1，0] can weigh the short-term market reaction, so it is considered into the research scope.
Table 2  CAR of different consideration types in different intervals1
	interval

category
	[-10，-1]
	[-5，5]
	[1，10]
	[6，15]
	[11，20]
	[16，25]
	[21，30]
	[-1，0]

	C1
	0.07＊＊＊
	0.14＊＊＊
	0.13＊＊＊
	0.13＊＊＊
	0.13＊＊＊
	0.13＊＊＊
	0.13＊＊＊
	0.15＊＊＊

	C2
	0.08＊＊＊
	0.13＊＊＊
	0.11＊＊＊
	0.11＊＊＊
	0.10＊＊＊
	0.09＊＊＊
	0.09＊＊＊
	0.14＊＊＊

	C3
	0.17＊＊＊
	0.13＊＊＊
	0.14＊＊＊
	0.14＊＊＊
	0.14＊＊＊
	0.11＊＊＊
	0.14＊＊＊
	0.14＊＊＊

	C4
	0.06＊＊＊
	0.06＊＊＊
	0.06＊＊＊
	0.05＊＊＊
	0.06＊＊＊
	0.07＊＊＊
	0.07＊＊＊
	0.07＊＊

	C5
	0.04＊＊
	0.14＊＊＊
	0.12＊＊＊
	0.11＊＊＊
	0.11＊＊＊
	0.10＊＊＊
	0.12＊＊＊
	0.19＊＊

	C6
	0.06＊＊＊
	0.21＊＊＊
	0.22＊＊＊
	0.22＊＊＊
	0.23＊＊＊
	0.22＊＊＊
	0.24＊＊＊
	0.27＊＊

	C7
	0.06＊＊
	-0.05
	-0.06
	-0.09＊＊＊
	-0.07＊＊＊
	-0.09＊＊＊
	-0.04＊＊＊
	0.04


In order to understand CAR of each kind consideration change clearly in [-1, 0]. we draw up a three dimensional figure to perform the difference.
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Figure 4  CAR of different consideration type in [-1, 0]
It can be seen from Figure 4 that the cash dividend obtained the most CAR which reached 26.53%; the second was stock-paid and permutation, 18.82%; stock-shrunk obtained the least, only 3.93% in [-1, 0].
5 Conclusion 
After studying the wealth effect of shareholders during the shareholder structure reform based on sample of 952 shareholder structure reform Chinese listed companies, we discovered as followings:

(1) In statistics, the shareholder structure reform (except stock-shrunk) has a positive and obvious effect on the price of share. The consideration of stock-paid can bring the obvious wealth to the shareholders and the reaction 30days after the offering days is stronger than 10days before it. 

(2) On the executive day, the shareholder of cash dividend can obtain more CAR than other consideration type, while stock-shrunk companies obtain the least CAR. In the shareholder structure reform, the simple consideration scheme can be understood clearly by shareholders to form the coherent and stable anticipation.

(3) The least change of CAR after executive date happened on the pure stock-paid companies and stockholders obtain the remarkable abnormal return in the [-10, 30], the scheme of pure stock-paid would meet the stockholders’ benefit and increase their confidence.
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On the Balance of the Government’s Ethical Function 
and the Market Efficiency in Context of the 
Development of Private Economy 
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Abstract Under the impact of the market economy wave, the private economy has quickly prospered in China. The market economy itself has the inevitable shortcomings, in particular, its duality determined by great diversity and multilevel of private economy. Correctly handling with the ethical function of the government and the market efficiency is particularly important in this circumstance. This paper analyzes the connotation of the ethical function of government, demonstrates that only by a correct understanding of the relations between the market and the government, can we get to the balance of the ethical function of government and the market efficiency. So we must implement the bidirectional reconstruction of government functions, prevent the government’s role from dislocation, overrun or absence, encourage the development of the private economy, and accelerate the institutional innovation of local government.
Key words
Private economy, Ethical functions of government, Market efficiency, Balance
1 Introduction
The development of the private economy is one of the most important aspects in China's economic reform, which has made China's tremendous economic and social changes in the nearly past 30 years. In recent years, China has successively promulgated a series of policies to lower the market access threshold of private capital and to encourage private investment. Large-scale private investments become more and more active in China, especially in the southeast coastal areas. The report to the 16th CPC National Congress clearly pointed out, “All investors at home or from overseas should be encouraged to carry out business activities in China's development. All legitimate income, from work or not, should be protected.” and “it is necessary to encourage, support and guide the development of the non-public sectors of the economy.” This series of decisions will provide a broader space to the development of private economy in the new stage; the new location of private economy will also greatly encourage its enthusiasm and creativity. It can be predicted that China will go into another spring of the development of private economy. 

Since reform and opening up, particularly over the past 10 years, China's private economy has made great strides in development; it has played an important role in the promotion of economic growth, expanding employment and active market. Private economy has also made a positive contribution for the release and development of the productive forces in China, for building a well-off society in an all-round way and creating a new situation in building socialism with Chinese characteristics. By the innovation of management, technology and institution, the private economy gives full play to “all sources of social wealth”, such as work, knowledge, technology, management and capital. It has combined the advanced productivity and the dynamic management mechanism and shown a very high operating efficiency and an extreme competition in the socialist market economic system.

For example, Wenzhou City, one of the most active regions in economic construction since the reform and opening up, attributed to its rapid economic development of the private economy. Since the private economy played a decisive role in Wenzhou’s development, the “Wenzhou Model” has almost become a synonym for the private economy. According to the information sheets, the private economy is the major sector in Wenzhou’s economic development; it accounts for over 80% of the local GDP. In Wenzhou, 80% of the urban markets and rural towns, 60% of the infrastructure construction projects are invested and operated by private economy. Private investment in rural towns’ construction has been more than 10 billion Yuan. In 2004, the city's private enterprises employing nearly three million practitioners, accounting 65% of the total; the state-owned units accounted for only 7.9% in all 62,123 corporate units in the city, and the remaining are non-state-owned units. In 2004, the private economy provided nearly 14 billion Yuan revenue, accounting for 75% of the city's total fiscal revenue, exported products worth 4.5 billion U.S. dollars, accounting for 98% of the total, and invested about 34.8 billion Yuan in fixed assets, accounting for 68.5% of the total. [1]
The key to the extraordinary vitality of private economy lies in the tremendous motivation of pursuit of self-interest. Since we have chosen the socialist market economy system as the goal of economic reform and the development of private economic were encouraged, the pursuit of self-interest must be considered as a proper behavior. If we remain “no selfishness, but only dedication” as a creed, the engine of private economy will be discarded and the market will be unable to operate. However, in the background of development of the private economic, the various interest groups are more active, interests of the society divide more apparent and relations of people become more complex and pluralistic, so the various society conflicts will continue to increase and intensify.

Although the market is so far the most efficient means in the distribution of social resources and market economic system is also the basic model of our socio-economic activities, however, the market economic system inevitably has some flaws，especially  its duality determined by the great diversity and multilevel of private economy. The pure market mechanism will bring ethical shortcomings and we can not overcome these flaws only by the market itself. As we can see, since the reform and opening up, China has got great achievements in the economic development, but the disorder in that field is also widely exists. For example, we can frequently find shoddy, jerry-building and rough manufacture in the production area, fraudulent deception, spurious advertising and contract breaching in the circulation area, tax evasion, corruption and Bribery in the distribution area, and so on.

These lawbreaking phenomena constitute severe challenges to the government’s economic functions. Analyzing these phenomena can we find a common ground that although the problems occurred in the economic area, they are also ethical ones. Therefore, the governments can no longer focus only on the economy area, but also to explore and solve the problems from an ethical point of view. 

James Buchanan, founder of the school of public choice, had noted: “we are giving the market a totally inappropriate task if we want to get a moral preference from it” [2]. Thus, it is necessary for the society to take certain ethical measures to regulate the consequences of market. As the official representative of the society, the government is the most important intermediate link between economic development and ethical status. The basic requirement for a moral government is to promote social justice and fairness, it mast take justice as the primary value of the society. The government must adhere to its citizens equality before the law, must ensure the security contacts of citizens between. It should not only prevent any individuals and groups from being injured by others, but also avoid the harm to citizens by the government itself. In a sense, the government's responsibility to actualize justice is more important than to seek the maximum of economic development. 

The government, with its legitimacy rests on its public nature, is not an individual but an authorized agent to exercise the sovereignty of the people. The legitimacy of government’s functions lies in safeguarding and guaranteeing the social order constituted by all equal citizens within the scope of authorization. Specific to say, the government’s foremost functions can be understood to supply and safeguard the certain economic order.
2 The connotation of the ethical function of government

“Once the labor product was regard as a commodity, it includes the nature of fetishism. So the commodity production is inseparable from fetishism,” [3] wrote Karl Marx in his “Das Kapital”. In the history of mankind, the original commodity exchange, together with the private ownership, buried the primal community. It made public morality fallen from the “peak” status of primal public ownership. The rise of modern capitalism makes market as an “omnipotent hand”. Everything was drowned in the tide of money worship, and all spirit products including the moral are entering the market and becoming commodities. Thus, the history of development of commodity production has been accompanied with fetishism and the impact to traditional morality. Especially in a developing economic system, people have to get more material products at the expense of others’ sacrifice, and to pursue the economic interests without the consideration of morality. This situation is getting further deteriorated with the rapid development of science and industrialization. The vast wealth greatly stimulates people's cravings and people thirst for gaining wealth with unprecedented power. Commodity rules the entire society and develops hypocritical and inhuman values between people. In a socialist market economy, implementation of the economic functions of government must also adapt to the market environment, guarantee that individuals can adapt to the most fundamental rules of the market—the principle of self-interest-driven. From the perspective of market operation, this principle is the inevitable performance of market mechanism; from the perspective of individuals, all producers and producers also must follow it. In order to maximize proceeds from market, everyone would count the cost and income and take economic benefits as the main criteria of exchange. Under such circumstances, the government and the morality of the government’s functions have become a very important theoretical and practical issue. What is the ethical function of government and how to perform it? To answer this question is of a very important theoretical and practical significance. It can not only improve and perfect the functions of socialist government, but also promote economic system reform and the building of political civilization. Seeking social equality and justice is an important goal of governance, as well as one of the most important conditions to maintain political domination. Thus, we regard it as the government's “ethical function.”
People establish a government for the purpose of a rational and just social life, therefore, the government’s basic significance is to create and protect “public welfare” (“public interest”) for the people. This is the fundamental standard to scale whether a political system is moral or not. According this view, all thoughts and actions detrimental to the public welfare or public interest are immoral and should therefore be condemned and admonished. The chief mean to protect the public welfare is to create an equal and harmonious social environment, and such environment is also dependent on just and moral government.

As long as the government is moral, it can intervene in people’s socio-economic activities according to the requirements of the public welfare and all individuals must obey it on the scope of law. Then how could a government be considered as an impartial and moral one?

John Rawls, a famous American political scientist and moralist, analyzes the ethical functions of government from the perspective of institutional justice. He believes that the “institutional justice” refers to the justice of the basic social structure, namely, the fundamental system to distribute basic rights and obligations between people. This is different from personal justice that is one’s personal political obligations. The institutional justice was designed to protect the “public good”, or “public boon” as Aristotle said. To achieve the institutional justice, we must adhere to two basic principles of justice as follows. First, the principle of equality, stated as “each person is to have an equal right to the most extensive basic liberty compatible with a similar liberty for others”, calls for equality in the distribution of fundamental rights and obligations. Second, the difference principle, insist that “social and economic inequalities are to be arranged so that they are both (a) reasonably expected to be to everyone’s advantage, and (b) attached to positions and offices open to all”. Obviously, there are contradictions between these two principles; he therefore proposes that “these principles art to be arranged in a serial order with the first principle prior to the second. This ordering means that a departure from the institutions of equal liberty required by the first principle cannot be justified by, or compensated for, by greater social and economic advantages.”[4] In this way, the contradictions are resolved in theory.

Rawls made a series of norms for the government to achieve the “institutional justice” in real life, the main ones being: Constitutional maintenance for “public good”, equal political participation, the principles of “rule of law” and “value compensation to political liberty”, and so on. He said: “Since the constitution is the foundation of the social structure, the highest-order system of rules that regulates and controls other institutions, everyone has the same access to the political procedure that it set up. When the principle of participation is satisfied, all have the common status of equal citizen.”[5] The equal participation reflects for: equal representation system, formally equal access to public service for all citizens, constitutional protection to the procedure of purely majority ruling and freedom of expression, assembly, thought and conscience. But even if these conditions are all met, it still cannot completely protect the real equal participation. According to Rawls's view, the main shortcoming of current constitutional government is that it doesn’t guarantee the fair distribution of political freedom by judiciary. “The democratic political process is at best regulated rivalry; it does not even in theory have the desirable properties that price theory ascribes to truly competitive markets. Moreover, the effects of injustices in the political system are much more grave and long lasting than market imperfections. Political power rapidly accumulates and becomes unequal; and making use of the coercive apparatus of the state and its law, those who gain the advantage can often assure themselves of a favored position”[6], he wrote.

Thus, Rawls stressed that the institutional justice must be rebuilt and the morality of government must be practiced. This requires the government to intervene the citizens’ equal participation, "to take compensatory steps to protect the value of fairness". The government should provide regular fees to encourage free and open discussion, should allocate certain revenue to the political parties so that they can avoid domination from private interest groups, should establish a fair competition system of government service and public power. And all of these measures should be legalized.

Evidently, Rawls reposes the moral sustenance of safeguarding the “public good” in the consummation of the political system and the functions of the government. Only the government itself was moral and just, can it demands for civil obedience. In addition, the government is not just a "night watchman"; instead, it needs to intervene in social life effectively in order to achieve the social justice. He considers justice as not only a moral code by which the citizens treat their personal relationship, but also a universal norm to construct a perfect relationship between the government and the citizens and between all citizens. In short, he advocates that there must be transforms from personal morality to governmental morality and from the internal moral justice to external institutional justice.
3 Get to the balance of the ethical function of government and the market efficiency

The imbalance development of productive forces determines the multilevel and diverseness in economic relations and forms of ownership in China. State-owned economy must be domination in the important field related to the national economy and the people's livelihood; and private economy should be an indispensable form in the field of people’s daily life in the current conditions. With the relatively rapid development of market economic, the role of private economy as a supplementary is becoming particularly important. Thus, in the background of the development of private economic, the government seems to be in a dilemma. The government try to make full use of the interest-directed mechanism of private economy in guiding people to pursue the wealth, so as to continuously improve and develop the productive forces; on the contrary, it also try to promote equality in people, so as to control the interests division and the gap between rich and poor in a relatively small range. Chinese government has also noted the problem and has proposed the principle as "giving priority to efficiency, giving consideration to equity". With the development of private economy, our society has undergone a process of expanding “non-equalization”. On one hand, our social wealth has rapidly grown and the people's living standards have been greatly improved; on the other hand, the unbalanced development of the society has also become more and more prominent. 

To achieve the "common prosperity" principle of socialism, the government must call for a scientific outlook on comprehensive, harmonious and sustainable development and persist in development for the people, by the people and to the benefit of the people. So we must seek a balance between the “efficiency” of market economy and “morality” of social equity and justice, ensure that the government's public policies are not only beneficial to the private economy to play its advantages of high efficiency better, but also make the wealth caused by development of the private economy more equitably shared by the people. Then, in the context of the development of the private economy, how can the government balance its ethical function and the market efficiency?

3.1 A correct understanding of the relations between the market and government

Paul Samuelson believes that the market does not necessarily lead to a formal or equal income distribution in a society, "Even the most efficient market system may also bring great inequality."[7] That is to say, there are often contradictories between equality and efficiency in a market economy. Moreover, excessive income disparities will also impact on the social stability. Therefore, the government must formulate the income policies to consist with its strategic goals. One hand, in order to prevent the polarization, the government must regulate the inter-industrial, inter-enterprise and even inter-personal income gaps through its distribution policies and tax policies, such as income taxes, property taxes, inheritance taxes and so on; the other hand, it also must try to increase incomes of poverty levels by its redistribution policies such as direct transfer payment, so as to consummate its functions on regulating the social distribution.

In the process of constructing the market economy system, the government should play its role to remedy and correct market failures, but its functions should not be deified. In many instances, the government also may not be able to solve those problems that cannot be solved by the market mechanism. Both in theory and in practice, there are no simple rules by which can the government replace the market and solve market failures. It should be recognized that the government may also be of failure. Currently, arbitrary development of the market is neither in line with China's national conditions nor conducive to strengthening China’s competitiveness in the world. Therefore, the most pressing task of our government is to develop and guide the market with legal and administrative means and a variety of economic policies, so as to create a favorable environment for the market and expand the role of the market. What is even more important is that the government’s functions of correcting market failures can’t be overestimated and exaggerated. Since the market mechanism is the basic mean to allocate resources, the government should interact with it and serve for it. We must constantly adjust the relationship between the market mechanism and macro-control means in accordance with social change and economic development, so that we can achieve an effective combination of these two.

3.2 A bidirectional reconstruction of government functions and preventing them from dislocation, overrun or absence

A bidirectional reconstruction of government functions means to change the way and the field of government’s modest intervention in the economy. Such a reconstruction is not just simply weakening the government’s economic functions, but a bidirectional adjustment of the government’s role from or absence. Through that, the government's intervention can be modest, flexible and selected in the market economy. Therefore, this reconstruction includes two aspects: first, the government must clarify its existing economic functions, restrict and weaken its impertinent intervention on the micro-field of market, return some of the powers and functions to the market, enterprises and society, so as to keep away from dislocation and overrun; second, the government must strengthen, expand and even increase some of its functions, which the government should enter to but still absent now, and really do something in certain areas such as the public goods provision and environmental protection. Transformation from a limited government to an effective government can both avoid the “vacuum” functions of the government and prevent the government failure. Only by a series of complex dynamic processes in which the government constantly adjusted, reshaped, and even reinvented itself, can such a bidirectional reconstruction be actualized. So, it calls for our government to formulate a long-term macro-control strategy to achieve this grand goal under the precondition of social stability.

3.3 Encourage the development of the private economy and accelerate the institutional innovation of local government

The government should effectively protect the legitimate rights and interests of the private economy and insure private enterprises’ “national” status. We must actively expedite the opening up of infrastructure constructions to the private economy. Private enterprises should be allowed to enter the construction and operation of energy services (such as supply of power, water, gas and heat), traffic constructions (such as public transport, roads, railway, highway, port and airport) and environmental protection (such as sewage treatment, garbage disposal, afforestation prevention and desertification prevention) and so on. The private capital should also be encouraged to enter the areas of education, culture, health, tourism, sports and other service industries. In short, it is of great importance to promote to open the investment of new service areas and to create a fair-play environment both to the private economy and the state-owned economy. 

The development of private economy calls for a further system innovation in private enterprises. In this process, the institutional innovation of local governments plays a very crucial role—the most important thing to the development of regional economy is to create a developmental mechanism in which the private enterprises can adapt to the market system. Only in a good institutional environment, can the enterprisers exert their competences and abilities best, and can various systematic arrangements conducive to management innovation and technology advancement be coming into forth, including more R&D input, equity incentive system, product-study-research combination, and so on. Local governments do not need to operate all of these themselves. As an institution supplier, the government has tremendous advantages. Therefore, as long as the government can speed up its own reforming, it will be able to provide a good environment of system innovation for all enterprises. It can be expected that the institutional innovating competition among all local governments will be a great motivation for China's accelerating market-oriented reform.

In order to optimize their policies, the local governments should organize and integrate various innovation concepts, promote positive and effective institutional innovation in the aspect of their macro-control functions. Thus, they must regulate the market; eliminate the restrictions and barriers remained by planned-economy system that impede the developments of market economy and private economy; create a just, fair and open competition environment for all; let the market play a dominant role in the allocation of resources for innovation. At the same time, the private property rights must be cleared, so the private enterprises can operate independently to achieve unity between enjoying benefits and taking risks, innovation and investment, and decision-making and profit-gaining.
4 Conclusion
In line with the requirements of releasing and developing the productive forces, the government must strongly encourage and promote the development of the private economy. In order to realize the fundamental essence of socialism, the government must also take measures to achieve common prosperity and ensure social justice. In short, to find a balance between the two is a very important fundamental task for the government in determining “what are its correct functions in the context of the development of the private economy”.
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Abstract  The reform of urban public transport has been an important component of marketization reform system of public utilities, and the optimization of government functions is the key to improve the reform efficiency. The present paper analyses the optimization modes of government functions in marketization reform of public utilities from the selection of marketization mode, legislation improvement, supervision enhancement and other aspects.
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1 Introduction
In the times of economic globalization, the worldwide marketization of public utilities proves one objective law that, under the background of market economy, marketized operation is an efficient approach to the orderly development of public utilities. Urban public transport is an important component of urban public utilities, the significance of marketization reform on which has been affirmed by all circles. On one hand, it may help to raise and transfer social resources as well as to widen financing channels of public transport industry for the construction of urban public transport, to meet people’s increasing demands for convenient and rapid transport in the process of urbanization, and to provide private enterprises with development opportunities; on the other hand, to introduce market mechanism into the field of urban public transport will help to resolve such long-standing problems as poor management, low operation efficiency and severe resource waste, to optimize traffic environment and to facilitate social harmony. Furthermore, the reform of urban public transport will alleviate management pressure of the government, optimize government functions, enhance administration efficiency, and further improve production and life of urban residents. 

The government plays a vital role in the process of promoting marketizaion of urban public utilities, and efficient government behaviors may enhance the efficiency of marketization reform to a great extent. Therefore, the optimization of government functions becomes increasingly important.

2 Selection of the government on marketization mode of urban public transport

(1) Planning is an important function of macro-economic control of the government, and the common practice for urban public transport planning in China is unified planning of the government, which may optimize transport network in an all-around way and is convenient for industrial management of the government. However, under the background of marketization development, completely unified planning of the government and enterprises restricted into operations and production cannot adapt to market development already. Thereby, that the government transfers some functions to operation departments has been the inevitable trend. Besides, public participation is also the direction of planning development. Different cities and regions should select different distribution modes of planning functions according to their specific development backgrounds, to enhance the activity as well as to ensure the orderly development of the market. 
(2) For building an effective and competitive mechanism, it is necessary to use finite regulation to ensure effective competition. As for urban public transport, the market means the passenger capacity. And thus, the government has to break up administrative monopoly, import competitive mechanism and establish an effective and competitive market, in order to improve economic efficiency of urban public transport. The reform of urban public utilities in Britain fully proves that competition is the basic approach to improving the efficiency of urban public utilities.
(3) At present, the modes taken for the marketization of urban public transport in China mainly include franchise operation (including BOT, TOT, BOO, etc.), PPP, contract, and others. With respect to public transport, foreign experiences may be used for reference, and the above-mentioned modes may be adopted according to specific situations. 

3 Intensifying and perfecting legislation, and enhancing the support of the government 
For marketization reform, in consideration of the duality of public use and benefits of urban public transport, the policy should be defined objectively and practically in the process of legislation.
Firstly, formulation and improvement of laws and regulations. Only a market environment with clear property rights, defined authority and responsibility and that individual interests are efficiently guaranteed by laws and regulations, can private departments have power to set foot in service field. Seen from foreign experiences, that legal system is regarded as the principle of the reform of public utilities and legislation is taken as the guide and law-based administration may reduce the blindness of the reform, and Britain may be a typical example. For China, a country with a weaker legal system, it is necessary to use laws and regulations to define rights and obligations of all parties. In the industry of public transport, associated traffic and parking regulations should be formulated and standardized, in order to avoid traffic jam caused by random parking of vehicles; the competitive bidding system should be established to ensure that there are laws and regulations for bidding and tendering activities relating to public transport to follow; bus using and maintenance system should be perfected to ensure normal running of public transport. 

Secondly, issuance of preferential policies of the government. A small step of the government means a large step of the enterprise, and thus effective policies of the government are vital to the development of enterprises. Under the background of marketization of public utilities, the government should provide more support for private departments to invest in public utilities. The governments of all levels should support the development of urban public utilities, regarding it as a public welfare undertaking closely related to vital interest of the people, and provides more preferential policies concerning urban planning, land used for public transport facilities and public transport facilities. For instance, in Germany, financial law on urban transport is issued, according to which, urban public transport obtains financial assistance of the government. In China, the following measures may be followed: building concessionary and preferential credit system for the privatization of public utilities, and moderately low interest for loans, extending credit period and providing subsidized loans to encourage private enterprises to acquire municipal public infrastructures and enterprises; within the range of national taxation policies, moderately reducing or remitting taxes at stated periods; persisting in major policy of public transport priority, putting public transport at an important position with priority, restricting public transport with selectivity, limiting car speed, increasing parking fee rate and gasoline tax, increasing self-driving vehicle cost, and encouraging the public to use public transport facilities. Anyhow, each city and region should formulate proper traffic policies.

Additionally, the government should keep the stability and sustainability of related regulations and policies. Generally, urban public utilities have a large amount of investment and long operating cycle, and then, if the government issues an order but abolishes it later or breaches the contract, the investor may suffer serious losses and the construction and operation of infrastructures as well as the interests of the public may be harmed. Therefore, while formulating relevant regulations and policies, the government should take all factors concerned into account and make a thorough and scientific decision. Once regulations and policies are issued, its stability should be kept as best as possible after being implemented. 

4 Optimizing government functions, and enhancing government supervision
The notion of an almighty government is extreme, and that of an almighty market is another. In particular, in the field of public utilities, it is infeasible to depend on market regulation only. After marketization reform of urban public utilities being implemented, the effective supervision of the government becomes an emphasis. The role that the government plays in urban public utilities should be supervisor and server rather than the traditional commander. Accordingly, after the marketization of urban public utilities, the government should convert its traditional role as a commander and intensify the supervision on public utilities. To enhance government supervision means allocating resources rationally, ensuring the sustainability of production and operation of the enterprises, encouraging and protecting fair market competition and paying attention to both fairness and efficiency. The fairness without efficiency is just the low-level equalitarianism of famishing together, while the efficiency without fairness is just the short-term bubble efficiency without stability. Under the background of marketization, government supervision is mainly embodied in the following aspects:

Firstly, establishing independent supervision organization. The supervision organization with defined responsibilities has not been established in present China. Now, the supervision on municipal public utilities is mainly in the charge of various departments of the government. However, due to the overlapping of functions of different departments, the problems like shuffling off duties and contending for interest occur, which reduces the efficiency of government supervision. Thereby, for marketization reform, it is cried for establishing independent supervision organization. For example, in Germany, public transport associations between the government and public transport companies as well as among federal states, megalopolises, metropolises, and the cities implementing regional cooperation of public transport are established and take charge of specific affairs concerning public transport, entrusted by urban governments. In China, it is feasible to establish transportation commissions in each city, and the key is to intensify centralized leadership of municipal governments and to build the system of urban transport industry management under the unified command of the Party Central Committee. Currently, in consideration of decentralized management, a high-level decision-making organization is required to formulate unified strategy of urban transport development and carry out centralized management and direction on urban transport construction. Additionally, the supervision organization should consciously fulfill supervision responsibilities, build self-accountability system, and accept more extensive supervision of the society and the public.

Secondly, choosing effective supervision measures for modernization. In the past, the government as the investor and manager of the enterprise usually intervenes and manages the enterprise too much. After the marketization of public transport, the government needs to change direct administration for supervision by regulations. Moreover, there have not been relevant laws and regulations that may be used for reference in China, which caused some generally-existing problems, such as abuse of authority, speculation and profiteering, damaging others’ interest, and so on. Therefore, as for the management of public transport industry, municipal government should, with legal means as the center and administrative means as the subsidiary, take advantages of the publicity, standardization and stability of legal means, industry, revenue allocation, price, taxation and credit policies in economic means as well as of the immediacy of administrative means to provide equal competition conditions and opportunities for private enterprises and high-efficiency, high-quality services for the public.

Thirdly, defining key issues for supervision. Government supervision on urban public transport mainly includes market entering and quitting, Price supervision, service quality and safety supervision.
The first is market entering and quitting supervision. Market entering means that the government chooses the most excellent enterprise and grants it special management right in the way of competitive public bidding in order to guarantee that all qualified enterprises can take part in this industry and form a competitive market. Besides, the government shall eliminate a series of obstacles set up by former enterprises to prevent entry of new enterprises in order to lower the gate and reduce cost for new enterprises entering the industry. For example, enterprises, no matter if they have invested in the public transport industry and are provided with experiences or not, are allowed to enter this industry. Market quitting means that the government is entitled to demand current enterprises, which have not fulfilled the special management contract or manage in breach of laws, retreat from this field in any time at any place. In addition, the government can establish related supervision and management policies to prevent urban public transport enterprises quitting market due to little income and attraction of more beneficial investment at will so as to avoid chaos and instability in the market.
The second is the price supervision, as the key in the government supervision. The fare should be approved and supervised by the department of commodity prices. Reformation and adjustment of urban public transport fare should not only meet demands of market economy, but also reflect relationship of supply and demand in the market and induce optimized distribution of resource in order to protect due income of investors and long-term benefits of consumers consequentially. However, traditionally, the fare is offered and determined by the government. It always has a problem that the price is too low, which leads to low-efficient and inflexible operation of governmental investment. Therefore, the government shall perfect the price hearing system for public utility and ensure consumers’ right to know about determined price information and take part in determining price according to regulations of “Price Law”. The government shall not only supervise price by the price hearing system, but also check and demonstrate price through price hearing organization composed by related departments, experts and representatives from all walks of life in the society in order to determine reasonable price after hearing opinions from all aspects. Meanwhile, the public transport department shall initiatively work with the price management department to enhance governmental monitoring, check and supervision on price; to fully bring social supervision and press’ public opinion into play; to regulate administrative fee for public transport in accordance with laws. Besides, the annual auditing system shall be realized based on the hearing system and changes of market in order to adjust price in time and establish favorable business environment.

The price discrimination can be carried out for some routes according to urban traffic situation and economic environment in order to satisfy basic requirement of living for residents with income at middle-lower levels and realize cost keeping and little income earning for enterprises. Price gradient shall be realized by implementing economic price within the scope of baseline number and reasonable price increment exceeding the baseline number. For example, to implement price gradient for some routes of Wuhan public transport, usually, the ticket price shall be 1 yuan (for buses without air conditioners) within 15 stops, and 1.5 yuan for stops more than 15, which is relatively reasonable to determine price according to distance of route.

In addition, convenience shall be offered to charge of public transport by fully making use of modern technologies. For the public transport, the automatic coin-operated payment system presents many problems such as pay deficiency and false coins, which affects drivers badly. For example, the fare for public buses is 1.2 yuan in Wuhan, which is essentially low. However, people always pay 1 yuan and drivers often let if pass for saving time. Thus, the fare is factually 1 yuan. How does the public bus company not suffer severe economic loss? Therefore, after the marketization of public transport, use of IC card shall be promoted according to specific situation of every city. Advantages of IC card are obvious since you are convenient to take it and have no need to care about changes and paper can be saved as well. In particular, the card can record times and directions of residents’ rides, which is helpful for management departments distributing resources reasonably and governments handling loss situation of enterprises due to policies or operations in order to establish proper policies for public transport. For cities with subways, it is better to install automatic facilities for passengers from entering stop, buying tickets, getting on the train and coming out from the stop, which can reduce management cost greatly and offer convenience for passengers. And Nanjing is a good example.

Price supervision generally restricts on maximum and minimum prices. As for national ways of price determination, there are mainly English type (namely compound price determination as the maximum price based on fixed cost and variable cost) and American type (cost with return on investment), active intervention type (price competition, one of types of active intervention, that the bidder with lowest price win the bidding and the advantage lies in the introduction of competition), reactive intervention type (it applies to the case that three aspects, appropriate competition, small enterprises and price hearing meeting, keep in balance) and others. Facing so many ways, our government shall choose a proper one according to target for policies of price supervision based on specific situation and industries. 

The third is service quality and safety supervision, as the basic responsibility of government supervision. Safe, convenient, rapid and comfortable urban public transport system is the demand of the residents as well as the important guarantee of normal running of the city. With reference to the experiences on urban public transport of developed countries, the improvement of service and safety of urban public transport in China may be carried out from the following aspects:

With respect to service quality of public transport: firstly, the government should formulate monitoring standards on service quality in time and check and assess quality of products and services of the enterprise by means of regular inspection, random check and others, publicizing inspection results to the public and invoking economic sanctions on the enterprises providing low-quality, insufficient public transport. Secondly, on-schedule rate of bus running should be guaranteed. As for each bus, responsibility system should be fulfilled to guarantee its own on-schedule rate and avoid arriving at the stop together and man-made unbalanced transport capacity. Running timetable of each line should be set at each bus stop, so that the passengers may hold running time of each bus and control traveling time for reducing the blindness of catching buses. And at the time for starting stated in timetable, the bus should run out of the stop on time. Thirdly, satisfaction degree of the public should be guaranteed, which is mainly embodied in standardization and details of bus stop board, rationality of crew change time of buses, length of waiting, rationality of line setting, and so on. Finally, waiting and riding environment should be guaranteed. Through improving bus running level, smoothness of bus running, stop reporting quality, in-bus sanitation, bus neatness, bus speed and others, the passengers are provided with safe and comfortable feeling. Bus corridor should be built, for the convenience of waiting buses on rainy days and bus-waiting environment improved. In addition, the attitudes, words and acts of the drivers should be improved. Here, I would like to suggest bus drivers in Wuhan that the bad attitude may badly impress passengers and operation rate of public transport may be affected consequently.

As for the safety of public transport, the enterprise should establish and strictly implement safety reporting system and emergency support system, to protect stable and safe operation of public transport. The government of Hong Kong has strict requirements for service quality of public utilities enterprises, and Operating Agreement on Hong Kong metro is strictly carried out. Besides, both the driver and the public should comply with traffic regulations. In all cities of China, the problems, such as running the red light, jaywalking, and so on, widely exist. So the government should intensify safety supervision to reduce traffic accidents and ensure traveling safety of the public.

5 Conclusion

Seen from the above analysis, the effective implementation of marketization reform of public utilities involves many levels and aspects. In this paper, the analysis is mainly on the selection of marketization mode, legislation improvement and supervision enhancement, especially on how the government acts as the supervisor (rather than commander). And thus, with respect to China in transformation period, the success of marketization reform of urban public utilities directly depends on the depth and width of the optimization of government functions.
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Abstract  Along with the deepening of economic reform, government reform has increasingly become the aspirations of society. Government institution change is the nature of government transform, and it needs to be analyzed on framework of institution change, revealed the causes and process of it. Motivation of government transformation stems from the conflict between the imbalance institutions and the path dependence of government bureaucracy. On this basis, it gets the framework of a model on government reform, and studied the mechanism of the reform, put forward two proposals at the last.
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1 Introduction
As the transition of the developing countries, China is experiencing the government and the economic institution transformation. Compared to economic reform, government reform has remained relatively stagnant, and fell into "double jeopardy", that is, a cyclical expansion of institutional reform and the transformation of government functions is not in place. Thus, the economic reforms have had a serious impediment, some scholars pointed out that the current government's own contradictions have become the focal point of all conflicting, various economic and social contradictions are intertwined, which has compelled the government reform prospects, [1] "restructuring" is put forward in this context. By changing the government management point, changing management functions of the government, changing the government's management style and changing government management institution, it establish a quick, efficient, limited, clean and learning, service-type government which could reflect the market needs of the economy and is the rule of law. This article believes that effectiveness of the government is the key, which can be seen as the nature and the core of government transformation.
Although there is no definitive definition of government transformation in the academics, it includes two important factors: one is the target mode; the other is major features, such as from "dictatorship government" to "democratic government," from" rule-based government "to the" service-oriented government "[2], among which also includes the characteristics of efficiency, equity, power and democracy. The experience of many countries shows that an effective government plays a decisive role in a country's economic development, particularly in the government-led developing countries. It is an important guarantee which supports economic institution. The economic disparity between countries largely depends on the differences in the institutions. Institutional Economics think that an effective institution can promote economic growth in the institution, and thus result a conclusions that institution is changing in the direction towards efficiency, it is a valid hypothesis by North, Xalatan, Sukejiro, (Yao Yang, 2003) and others[3]. Thomas, North (1994) [4] pointed out that in a balanced state, the structure of property rights (and their implementation) and the specific set of political rules (and their implementation) are in the same line, one change would lead to the other change, too. In other words, the transformation of the government and economic transformation should cooperate together.
This paper thinks that our institution is changing and all-round, including not only the economic structure changes, but also political, administrative, social and cultural aspects of reform. But we not truly grasp the law of reform happened in the field of government administrative. Although the analytical target of institution changes theoretical mainly concentrated on the market economy, through the analysis of rational acts of individual or collective can reach an impact on the rules. The writer believes that the transformation of the government is fit for the basic analytical framework, the paper attempts to revealed the institution law of transformation of the government from the point of Institutional Economics.
2 The transformation of the government is in essence the government institution changes

As said by the new economic institution, institution is important to state and government which is key to a country's political, economic and social changes. Due to a lack of access to legal constraints and other institutionalized opportunities in the community, it resulted in the long-term economic stagnation at present day in developing country. In short, the institution led to a shortage of developing countries in the political, economic and social life of the lower level of standardization. 
A school institution pointed out that social changes are due to various factors which lead to changes in the rules, that is the institution changes. North (1994) [4] thought that: the institution is rules which is artificially set to determine the relationship between people, its main role is to reduce uncertainty by establishing a relatively stable structure. He called initiator or dominant force of institution changes as "Action Group", while those who implemented changes in the force is "secondary Action Group", and these actions were in line with economic groups assumptions. 
According to the way of cost-benefit analysis and balanced analysis by Thomas and North (1998) [5], introduce the theory of transaction costs, he building a basic model framework of institution changes, namely : change the relative prices -equilibrium institution→  primary act sub-groups emerge → acts groups with the necessary institution installations → balanced institution reproduction.
This paper believe that the essence of the transformation of the government is changing institution, the government transformation is restructuring the government institution, and its essence is the government's various institutions and the corresponding changes in the organizational structure. The government transition process is a process whose institution arrangement transited from balance to non-balanced by various institutional arrangements. These changes in the institution including : ① the government institutional itself reform, including streamlining the government, that is, the change of structure of the institution to improve the internal efficiency; ② the scope of govern the economy, mainly referring to the relationship between the government and the market in the process of economic development, that is the institution of the optimal; ③ the ways and decision-making technologies of government, such as the examination and approval institution, E-government, that is the institution's ability to upgrade tool. The process of changing the institution is a negative process of the initial state of constant, and it also the pattern of interests for the process of constant adjustment. Government transition can be thought that on one hand, it re-positioning the relationship between government and external economic, namely, the external distribution pattern changes; on the other, based on it, in order to improve internal efficiency and effectiveness of the internal, change the distribution pattern . Therefore, it can be thought that the government restructuring is a institution changes, and changes in non-Pareto.
3 Government transformation mechanism model
On one hand, high-efficiency, high performance government can promote the main market’s efficiency and effectiveness, on the other, provided government with a guarantee for participating in international competition and cooperation. The transformation of the government is a institution change, which bound to be accompanied by re-adjustment of the pattern of interests and the distribution. Li Daokui (2003) [6]  put forward that the transformation of government is the essence of economic transformation, it have initiators of the reform and reform targets, they are politicians and bureaucracy respectively, so the key question of government restructuring is their encouragement and cooperation.
3.1 The motives of government's transformation 
B. Guy Peters (2001) [7] pointed out that: government's reform is a continuous process, and almost certainly yes, as long as the government exist, the process will never stop. For different countries in transition, there are different among transformation style, speed, effect and even direction. In China, government and the country have dual tasks: reform and development. So the way of institution transformation is different from other countries. From the above analysis of this paper, it believes that "What is the internal and external motive of the government institution changes?"  it is an issue that should be clearly understood when government is in transition. Especially for the countries which shoulder the heavy responsibility of the transition.
Firstly, theory of institution changes tells us that the premise of institution changes is that institution should be in a non-equilibrium state, non-equilibrium state means instability. A balanced institution has a two-tier nature (Zhang Xu Kun, 1993) [8]: on the one hand, any two of the existing institution does not exclusive, but mutually complementary coordination at the state (the appropriate mode); on the other hand, balanced institution is not balanced volume but acts balanced, it signals any individual or group no longer has motivation and behavior of changing the existing institution, because they can not obtain more benefits (the agreeable nature) by changing. A necessary condition for a balanced institution is simultaneously meeting these two conditions; otherwise the institution will be at the non-balanced.
Secondly, government inefficient which led by path-dependence is the motive of pursuing highly efficient government. Due to path-dependence inside the government and rigid institution, unreasonable size of government, inefficient of government officials, when dealing with the direction among market, private sector and state-owned enterprises, the transaction costs and institution cost are raised, thus reducing the economic performance. These problems can be divided into two areas, that is: inside and outside: from the internal situation, the government is inefficient, ineffective in decision and government cost remains high; From the outside, the government failures still remains a serious problem, the policy invalid and ineffective implementation, local government departments corruption leading to the overall forms of corruption -- government (business) captured [9], then the mechanisms corrupted [10], and others.
3.2 The main mechanism and model of institution changes in government restructuring
The government institution changes involve the entire internal stakeholders, including politicians, policy makers at all levels of government, civil servants at various levels in government department, main economic in external environment and so on. There is no doubt that the government transited toward more effective directions. It undoubtedly has a positive role in changing the whole economic position and influence. However, the cost during reform process has not evenly shared, that is, not every person or department before or after the reform got or cost the same money, which lead to the different between the outcome of institution changes and their respective projected result. So based on personal rational choice, they will choose different strategies for action. According to different cost of reform, this paper divided relative main reformer into reform sponsors, reform actor and a person who is being implemented. Next, we will analyze the three groups and their mutual relationship (See figure 1).
3.2.1 Sponsors of reform

Sponsors of reform are the highest decision-maker in a country-- statesman (Group). On one hand, they have absolute authority, on the other hand, they also focus on the long-term development to see the current institution, besides, they are the representative of public opinion, the external economies watched the institution-balanced all the time; finally, they are sensible and rational. When the group found non-equilibrium institution, they will now make the following judgment: whether there can be room for improvement in the current institution, if any, conducted within the framework of institution; And if not, will have to consider inter-institutional institution changes. Lin Yifu (1994) [10]  has divided institution changes, for sponsor group of reform in government, they find that non-equilibrium institution and improvement room and method is a induced regime change; But the following reform will occur within the government, according to the principle of bureaucratic structure, the reforms will change the institution is mandatory.
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Figure 1  Transition mechanism model of government transformation
3.2.2 Reform enforcement

Reform actor is the group which made up of government officials who have decision-making powers in the middle of government, such as the leadership at all levels of government and the main responsible people, they have the principal-agent relationship with sponsors group of the reform in government. This group is the implementation of reform, their objective function is to maximize their own interests, which include political and economic interests of the two. Their situations in reform are ambivalent. Because of the requirement of bureaucratic institution, they must obey the mission of their superiors and entrusted to increase its evaluation, but had to face the possible reduction of its own interests, such as streamlining or restructured organization will cause some departments to be a preparation cause or has been revoked. The group is in a dilemma, and when in the face of the government reform policy, they will rely on the information asymmetry and the agency relationship, often occurring in a variety of tools and sponsors of the reform groups Game to achieve its minimum commitment, in order to reduce the cost of reform and maximize their own interests. It can be said that the group is a backbone of government institution changes, and it will become distorted decision-making, it is also the most different from changing the economic institution.
3.2.3 People who are being reformed

The majority of government officials are the targets of reform, as well as reform of the biggest cost-bearers. The objective function of this group is to bear the cost of reform, as short-term to maintain the current status. Changes within the government institution is mainly reflected in its working methods and efficiency, as well as changing the government agencies themselves, for government officials, these results of the reform process are bad, because they are the Chief Executive directly, their behavior function will change, they feel the impact of reform most directly. Therefore, they are more willing to survive in the original small environment which is lee risk. However, as this group was the largest, but its forces are generally more dispersed, though they have common interests, it is not a cause of common actions.
3.3 The difficulties in the government's transformation-multi-agency relationship

From the above analysis, we can see from the surface, the highest decision-making groups play a key role in the governments’ restructuring decision, but they faced with the dual agency relationship and the cost constraints from reform, making this role can not really act. 
For china, the country's highest decision-makers (Group) has stronger control in the country's political and economic life, on the other hand, they give the country's political, economic and social development a long-term strategic thinking, so they often become the initiator of the reform. We see the produce of many reform thought come from their observation and thinking to the country. In economics, theory of economic effectiveness is based on a series of goods which is preferences, and the country's highest political, as a decision-makers, institution people, their effectiveness is based on the national interests and fit for altruistic preferences, social welfare function is born within their personal effectiveness function.
The civil service system is a bureaucracy, and it fit for the bureaucratic system concept of organizational structure. In the transition process, they become the real target of reform and enforcement. Their actions constitute an implementation process of government reform, but the reforms touch to its own interests and it hindered bureaucracy reform. Therefore, bureaucracy is characterized by mixture between institution of government power and resistance paradoxical; multiple agents constitute the political reform of the government's main predicament. When the main external economic institution pursuit interests which is over the institution of government demands, it have the need of government reform. However, because the economic entities have no right to engage in bureaucratic reform directly, it lead to the pursuit of potential profit motive can only rely on the politicians to realize aspirations. Economic entities and the government itself is agency relationship, because of a series of agent problems, bureaucracy cannot be able to complete the task of clients. Compared to the economic organization's agents, at this time the agency has its specificity and complexity, reflected in that the client is actually all economic entities, and each one of the main economic forces are weak, if not jointly commissioned, commissioned, the right is just nominal. But the collective action of the paradoxes by Olson (1995) [11] told us that the common interests can not automatically lead to common action, so that this entrust can not be truly uses, and the real power of government reform can not play the role of incentives. Government restructuring has been bogged down, and then walk or not to place the state. Therefore, we should be more abstract in understanding the process.
Entrepreneurs, politicians, bureaucracy and bureaucracy constitute a multi-agency chain, transferring is going on  in this restructuring, distorted information, internal control and the joint strategy of resistance and so on may appear, from this point, the process of transformation government is a complicated one.
4 Conclusion
As for the analysis on causes, process and the difficulties of government transformation, this paper claims that if we want to promote China's government transfer to efficient government, it should be supplemented with some supporting institution building.
4.1 Develop the non-governmental organizations 
Various social organizations, civil associations and industry associations play an important role in the development of market economy and the social structure’s improvement. In the process of changing the institution, they are also the main demands in changing the institution, which can be understood as representatives of such "group". Non-governmental organizations can play role in providing information, motivation and feedback supervision. To this end, firstly should under the party's political leadership, steadily promoting social affairs separate, gradually achieving social leaders - on-demand, activities independence, self-financing and other aspects of reform, and enhance social organizations’ degree of autonomy. Secondly, we have to comply with a reality of changing in the interests of the objective, establishing an equal consultation and dialogue mechanism between the government and civil society organizations. Government and civil society organizations are not a simple subject to the management and comply, control and being controlled, but the relationship of consultation and cooperation. Third, it is necessary to separate political and social, making it as an important task in government reform. The key to separate political and social in china is that all levels of government should start from the interests of the department and industry interests, transfer nonprofit, social service functions to nongovernmental organizations qualified. We should establish a balance between government and civil society organizations, and provide incentive and logistical support to institution changes.
4.2 Introducing administrative accountability 
The existence of multi-agency relationship increase government restructuring costs, this should be supervised by people, enforce the legal of law supervisor and increase administrative information transparency Accountability institution has been highly watched and it makes a better supervisor effect. However, we see that in reality, the Chief Executive is also exchanging to another indocility which has high mobility, and government agencies often rely on the path resulting from the actions of government officials in bureaucratic institution, officials of the supervision and management is very difficult to ensure continuity. Ordinary officials often serve more stable, and the general accountability of the officials will be easier to promote the impartiality and efficiency of bureaucracy, and is operational. Therefore, we should develop specific and detailed rules to protect decision makers in the government and the people's right to know make sure that the citizens will really have accountability. Through extensive public participation to implement the administrative accountability institution, using specific rules of procedure to protect the citizens to report the importance, increasing openness of government’s auditing major projects, opening the tendering process and process of project to the public; Through specific rules and  asking and scolding manner of various organizations, general officials can scold about citizens and the organization in which occasion, through which channels, in response to what form and so on.
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Abstract  Microfinance, in most developing countries, achieves a low default rate on loans to the poverty group that are considered as high risk clients by conventional financial institutions. This paper adopts both comparative and classification analysis methods for an in-depth research on the clients as well as the lending mechanism that the microfinance institution in this study has been using. The results of these analyses validate some of the existing explanations of how the microfinance institutions (MFIs) succeed in achieving low default rates. Factors that contribute to the low default rate on one hand, but might, on the other hand, deviate from the mission of microfinance are also brought to the attentions of readers.
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1 Introduction

According to World Bank’s “microfinance handbook”, microfinance is a kind of financial services, provided to low-income groups and individual operators by credit institutions. It was born in the 1970s’ in Bangladesh, in order to meet the demand of credit of poverty group. Primary microfinance activities include the followings: (1) small loans, typically serving for the lack of working capital; (2) informal appraisal of borrowers and investments; (3) collateral substitutes, such as group guarantees or compulsory savings; (4) access to recurrent and larger loans, based on repayment performance; (5) streamlined loan disbursement and monitoring; and (6) security savings products [1].

Since its first step, microfinance has received warmly welcome from poverty group, and quickly spread to the developing countries as an effective way to solve poverty. Previously, the poor were considered as unreliable, and commercial banks usually didn’t like to provide loans for low-income group, considering the higher operation cost and risk. Microfinance brings in market mechanism, by operated by financial institutions according to the market rules. Compared to the traditional discount loan from government, microfinance has shown great advantage on repayment rate [2].

Data shows that microfinance programs in China have claimed average repayment rate of above 90%. The group lending mechanism is often considered to be the key to such a success. The creation of joint liability is relied on inducing sanctions which help to discipline borrowers. The sanctions may be fairly subtle, induced by peer pressure from fellow villagers rather than by the direct actions of the programs. The sanctions may involve, for example, the loss of an errant borrower’s reputation in the community, social isolation, restrictions on access to inputs necessary for business, or, in rare cases, the use of physical force [3].
Some scholars considered joint-liability contract just as one of the several important factors leading to high repayment rate. Complementary mechanisms include innovative features like weekly repayment schedules, progressive increases in loan sizes, and a focus on female clients [4]. Collateral requirements play an important part in achieving the high repayment rate. In urban, a borrower’s home or business is typically required as collateral [5]. In addition, research shows that poor people value financial services. They want more of credits, get worried when they don’t have any, but are often frustrated when they do get them. They know that managing money is important, and that managing money well gives them a better chance to manage their lives and livelihoods well [6]. Some projects were still success at the macroeconomic crisis situation. The main factors are as following: Micro-enterprise could adjust the amortizable amount according to their cash flow model; most of them engaged in the production elements of the domestic trading with little influence from Import and Export; the rural sectors were impacted little by the currency crisis, and at the same term, urban sectors were also impacted by drought with little degree, so the risks of banks are diversified [7].
2 Analyses of the contributing factors to the low default rate

2.1 Analysis of the trades
The loan receivers in this case study are in middle sized inland city where the microfinance institution has been operating for three and half years. The majority of these microfinance receivers are engaged in retail, service, and manufacturing trades. These trades are all labor-intensive and create a lot of employments. Another fact is that these three trades have been very steadily growing locally. Most of the loan receivers who are engaged in retail business are buying and selling very basic means of subsistence and low-grade consumables, such as simple dress, daily food, low cost building material, cheap home appliance and other small commodities. The following figure
 demonstrate the distribution of the trades and commodities.
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         Figure 1  Distribution of Trades               Figure 2  Distribution of Commodities

Interviews with some business operators and local residents reveal that gaining profits from running these businesses mainly rely on high-intensive and overtime work and there is a stable demand among local residents for these commodities and services. These two factors apparently contribute to the low default rate.

2.2 Analysis of the guarantee mechanism

The microfinance institution in this study requires their clients to possess some qualifications. Firstly, a client must have a stable business operating in local area for more than one year. The microfinance institution believes this will ensure that client has already gained the basic skills required for operating a business and has a stable target market. Secondly, group lending and counter-guarantee mechanisms are used. Table 1 indicates that very few applicants were granted group lending and the amount granted was also very small. The conclusion can be easily come that repayment rate is not related to the group lending mechanism.

Table 1  Group lending statistics

	Year
	2003
	2004
	2005
	2006

	No. of loans granted
	4
	1
	5
	3

	Amount granted
	RMB47,500
	RMB32,000
	RMB350,000
	RMB193,000

	Group lendings/Total lendings
	10.00%
	1.55%
	3.68%
	1.88%

	Group lending amount/total lending amount
	8.15%
	1.67%
	5.14%
	2.01%


2.3 Analysis of repayment model

Compared with traditional loans, the innovation of repayment pattern that MFIs have adopted is much shorter installment repayment. That means the borrowers can choose weekly or fortnightly repayment. The microfinance institution in this study also takes two repayment models: bullet repayment or installment and installment all are monthly.
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Figure 3  Installment and Bullet Repayment
2.4 Analysis of the rate

The rates of the MFI’s loan are primarily constituted of interest charged by commercial banks and guarantee fees as well as application fee. The guarantee fee is charged lump sum when contact is signed. The loan amount, duration and repayment model all have significant impact on the guarantee fee.
Guarantee fee=Amount*(Duration*Guarantee Rate +Application Fee)

Table 2  Guarantee fees

	Amount of guarantee
	Rate for bullet repayment
	Rate for installment

	<RMB30,000
	0.75%
	1.50%

	RMB30,000-40,000
	0.65%
	1.30%

	RMB40,000-50,000
	0.60%
	1.20%

	RMB50,000
	0.55%
	1.10%


Table 3  Application fees

	
	Rate

	New clients
	1%

	Old clients
	0.70%


The current commercial loan rate is 6.39％. The rate of this MFI is between 13.69% to 25.39% on loans of different sizes and durations. But researches found the higher rates have a positive contribution the low default rate. Past experience shows that the government's rate-discount loan often causes to "rent-seeking" behavior and the loans often times couldn’t reach the real target group [8]. Some of those loan receivers belonging to the target group who actually get the loans treat the loan as poverty relief fund, intentionally or unintentionally. Some of the loan receivers use the loan for consumption instead of production. They do not feel obliged to repay. Those who are not really underprivileged economically and socially would be able to get rate-discount loans. Thus the high rate loans automatically reach the target group. According to the “capacity theory" from Amartya Sen, the poor but capable people are more courageous to borrow money at a high rate and the possibility of repayment is higher too. In other words, people who are willing to get loans at high rate are the most capable among poverty group, and capacity is the most important factor that ensures repayment.
2.5 Analysis of gender
Most of the researches on microfinance found that female micro-loan receivers tend to have much higher repayment rate than male. They believed that females are much more conservative, diligent, and creditworthy than males and the businesses they operate are associated with low risk. However, in this study, we find that the female proportion has been always less than 40%. The proportion of the loan amount is also less than 40%. Accordingly, the gender of loan receivers has little contribution to the high repayment rate.

Table 4  The composition of male and female loan receivers

	Year
	2003
	2004
	2005
	2006

	Number of male
	70
	165
	337
	341

	Number of female
	30
	93
	179
	191

	Ratio of female
	30.00%
	36.05%
	34.69%
	35.90%

	Loan amount to male(RMB)
	395,500
	1,219,500
	4,559,000
	6,334,800

	Loan amount to female(RMB)
	187,500
	696,000
	2,247,500
	3,279,000

	Ratio of female’s amount
	32.16%
	36.34%
	33.02%
	34.11%


2.6 Analysis of progressive increases in loan sizes
To grant larger size loans to those applicants who have good record of paying back in time is a common practice of financial institutions of all the kinds and so do MFIs. Chart 4 shows that loan amount of old clients in subsequent loans rises steadily. The progressive loan amount increasing plays a positive role to the high repayment rate.
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Figure 4  Average loan amount of old clients in each round

3 Conclusion
This case study reveals that the factors that contribute to the high repayment rate are not group lending mechanism and gender differentiation, but the measures used by conventional banking industry, ie, counter-guarantee, higher rate，sophisticated applicants selection, flexible repayment models and incentives for larger loans to those who repay in time.

The analysis of the data collected from this study and interviews with both loan receivers and local residents also found some issues that need to pay attentions.

Both the total amount and average amount loans rise continuously since it’s the operation of this MFI in this study. The average amount has risen to RMB 24,508 in 2007, while the figure was just RMB 5,830 in 2003. The annual growth rate is 43.2%. The higher the loan size the less likely for the real poor people to be eligible to get loans.

The revenue of this MFI is mainly from guarantee fee. With the more and more clients and the increase of both amount per loan and duration, the revenue of this MFI has risen from RMB 37,825 in 2003 to RMB 652,202 in 2006. The average guarantee fee per loan has risen from RMB 378 in 2003 to RMB 2,787 in 2007, a growth of 109.4%. It is also less like for the poverty group to be able to get loans.

The average amount per loan increases very rapidly and the loan receivers are gradually becoming no longer poor. The major reason for most of those loan receivers who are still getting loans form this MFI, instead of from conventional commercial bank where they are already eligible to apply, is that borrowing from the MFI is easy and quick. They do not want to spend time and efforts, sometimes, money, to deal with banks. The “no-longer poor” is becoming the major clients of this MFI.
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Abstract  As the internal customers of public sectors, the staff’s satisfaction will influence entire service’s quality of external customer (the public) to a large extent. Taking broad-sense customer-orientation as a staring point, based on its illustration of the relationship between staff’s satisfaction and internal service’s quality of public sectors, this article tries to explore how to dig out the internal quality problems in practice in order to improve them and find a way to enhance staff’s satisfaction.
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1 Introduction
Since 1990s, the producers’ society has been gradually transformed into customers’ society around the world. At present, the public sectors of our country are also changing from economic development-oriented to social service-oriented and entering the stage of creating customers who are taking customer-oriented of public products and service. The customers’ satisfaction and loyalty have become the greatest mission and consideration in public sectors’ operation. 
As to customers in public sectors, besides the end-users of public products and service – social public (external customers), they should include relative customers, who are participants of providing public products and service – staff of public sectors (internal customers). In activities of public sectors, internal customers should be given the priority for feeling satisfied over external customers. Many researches have clearly shown that the relationship between internal satisfaction and organization is a value chain[1]. It cannot be imagined that public sectors which cannot satisfy their internal customers can provide satisfying public products and services to external customer. Then, how to make staff satisfied, continually keep and reinforce it? The essential way is to improve and enhance internal service’s quality in public sectors. 

2 Definition of internal customers of public sectors                   

Gronroos (1981) first defined the staff as internal customers. Parasuraman (1995) took individuals or commercial organizations purchasing products and service out of the organization as external customers, and employees in the organization as internal customers. From the view of total quality management, Michael and Stan (1998) pointed out that customers were a group, which included both external customers and internal customers – organization’s employees. The difference between them was that they served for different organizations’ objects. Based on the above-mentioned scholars’ view, we present our concept of internal customers in public sectors: staff of public sectors is both participants to provide public products and service, and internal customers that are needed to be served by public sectors. As the end-users of public products and service, social public are external customers of public sectors. 
3 Connotation of the quality of internal service in public sectors 
As to the connotation of internal service’s quality, the definition which was presented by American scholar Heskett (1944) is the most representative. He defined internal service’s quality as mutual attitudes among staff in the organizations and manners of service, measured by staff’s cognition of the organization, jobs and colleagues. Combined with previous definitions of internal customers, we further define that internal service’s quality of public sectors is the quality of various services provided by public sectors to their staff. Here “various services” involve all the services provided by public sectors as a dynamic body besides the attitudes of inter-employees and their manners of mutual service that Heskett has mentioned. We have more findings when making further analysis by taking the conception of “customer perceived value": the estimation of specific internal service’s quality of public sectors is based on the gaps between the expected income and the actual income of the sector. 

4 Relationship between staff’s satisfactory degree and internal service’s quality in public sectors 
Our researches on this relationship are based on existing scholars’ researches on staff’s satisfaction and service’s quality. Schlesinger found even early in 1980’s that internal service’s quality was an important factor which affected and decided the satisfaction of staff and customers. Heskett and others (1994) developed the famous model of service profit chain, which demonstrated that internal service’s quality, staff’s satisfaction / productivity, staff’s loyalty, value provided to customers, and final satisfaction and durability of customers were closely related. Ruyter (1997) established a relatively complete integration model of customers’ satisfaction and internal service’s quality. In addition, Dr. Ning Zhi and Dr. Yang Naiding verified the remarkable relationship between staff’s satisfaction and internal service’s quality by taking series of statistical methods and approaches. It can be inferred by numbers of cases that internal service’s quality of public sectors, as the representative organizations to provide public products and service, will have direct influence on staff’s satisfaction and even staff’s faith, capability and efficiency. And the influence on public sectors will expand to the whole public area and even the whole society by the conductive role of value chain.  

All these require that public sectors to rethink about human resource management and regard staff as internal customers, reinforce the conception that treating internal customers as “God”, and practice human-oriented view in order to achieve continuous satisfaction of staff and improve the working efficiency of public sectors by enhancing internal service’s quality through various channels. In this way the quality of external customers (the public) can be improved, and an interacted benign cycle of harmoniously developed relationship among internal customers’ satisfaction, external customers’ satisfaction and public sectors can be achieved. 
5 Dimensions of internal service’s quality affecting staff’s satisfaction in public sectors 
The extraction and identification of dimensions of internal service’s quality which affect staff’s satisfaction of public sectors are based on internal service’s quality evaluation model (Internal SERVQUAL), and combined with relative characteristics of public sectors.
5.1 General introduction of internal service’s quality evaluation model              

Hallowell and other scholars (1996) demonstrated that internal service’s quality had considerable influence on staff’s satisfaction. They induced 8 dimensions to evaluate internal service’s quality affecting staff’ satisfaction and formed the internal service’s quality table (Internal SERVQUAL) accordingly. The table is measured by individual’s actual feeling of one’s organization, jobs and colleagues, which is shown in table 1
Table 1  Attributes of internal SERVQUAL
	Attributes
	Definitions

	Facility
	If the organization can provide facilities when the staff are offering service.

	Policies and Procedures 
	If policies and procedures of organization can provide convenience when the staff serve customers.

	Team Work
	If necessary team work exists among the staff and inter-departments.

	Management Support
	If the managers assist or baffle the staff to provide service to customers.

	Target Identification
	If the target of the staff accords with the managers’. 

	Efficient Training
	If the staff can receive necessary training on time.

	Communication
	If efficiency communication exists between the staff and inter-departments.

	Encourage and Praise
	If the staff will be encouraged or praised with well performance.


5.2 Analysis associated with relevant characteristics of public sectors                
Derived from empirical researches, Internal SERVQUAL table is authoritative. However, with the general organizations as the main objects, when choosing dimensions of internal service quality, it should analyze by combing relevant characteristics of public sectors.    

First, after comparing the common nature in government organizations, public enterprises, public projects and non-government public institutions, we summarized the basic characteristics as following: ①"non-profit" and "commonweal" are the basic principles of the activities of public sectors and common good is the value orientation of the public sectors. ②the resources mastered and operated by public sectors originate from the taxation of all citizens or public resources shared by all. ③the rights of public sectors are public authorities endowed by the people. ④the basic function of public sectors is to provide public products and service.      

Second, all the above-mentioned basic characteristics of public sectors regulate their characteristics in human resource management as flowering: ①the political and ethical quality of the human resource of public sectors should be over the average level of general human resource. ②public sectors should divide responsibilities and rights reasonably due to the complex structure of human administration. ③state government should establish specific laws and regulations to regulate the staff’s behavior of public sectors to ensure the rights are executed reasonably according to the law.   
Basic characteristics of the above two aspects of public sectors determine the quality of internal service as following: First, providing qualified internal service should pay attention to the staff’s satisfaction without violating the behavior principle and value orientation of public sectors. Second, the acquisition and use of internal service resources should be reasonable and legal. 
Third, providing qualified internal service involving rights awarded and executed should represent the will of the people. Forth, the guiding and shaping of the staff’s political and esthetic quality is necessary for public sectors when providing qualified internal service. These are fundamentals to achieve internal staff’s satisfaction on the premise that public sectors guarantee to abide by basic principles of serving social public and achieve the value oriented common good.  
In addition, current broad view of customer-oriented requires public sectors to make relative coordination and reform on service idea, organization form, and internal management system and so on, in order to meet the customers’ demand and serve the customers more efficiently. 
5.3 Identification of dimensions of internal service quality   
Combined with the basic design of Internal SERVQUAL table, eleven dimensions to evaluate the factors influencing internal service’s quality of public sectors are identified and illustrated as table 2 based on the analysis of the above points. The table is measured by the gap between staff’s expected income provided by public sectors and their actual income. 
Table 2  Dimensions of internal service quality of public sectors

	Dimensions
	Illustration

	Concept Shaping
	If the staff’s political quality, faith and responsibility of serving the public can be guided and shaped.

	Identity Granting
	If the staff are granted the “organization’s citizenship” and their deserved “relevant rights” [1]. If the staff have the sense of fairness. 

	Organization Form
	If the staff are helped to be empowered moderate and challenge the responsibly and positions.

	Policies and Procedures
	If the staff are provided convenience to serve customers[2] and helped to achieve fairness in the organizations. 

	Communication and Response
	If efficient communication and timely responses that can help the staff be in a stable psychological situation are provided to the inter-departments and the staff. 

	Team Work
	If necessary and harmonious team work are provided to the inter-departments and the staff.

	Award and Punishment
	If awards are granted to the staff for their good performance and punishments for bad performance

	Management Support
	If the managers assist or hinder the staff to serve the customers.

	Facilities
	If the organizations provide (both visible and invisible) facilities when the staff offer service

	Target Identification
	If the work objects of the staff, managers and organizations are in perfect accord. 

	Training and Career Planning
	If the staff receive necessary and timely training and opportunity to make career development plan.


The identification of these dimensions offers basic reference criteria to evaluate internal service quality of public sectors in practice. Public sectors can diagnose the specific characters of internal service quality which can influence the staff’s satisfaction guided by these 11 dimensions. 

6 Exploration of the path to enhance staff’s satisfaction in public sectors
Theoretical argument of staff’s satisfaction of public sectors based on internal service’s quality has been illustrated though previous statements. However, how to put it into practice? Researches on staff’s satisfaction and internal service’s quality both at home and abroad are empirical, during the process of which, the major method and approach is survey questionnaire. Data and data-based analysis are most practical and convincing through questionnaire’s designing, distributing and calling back. Survey questionnaire is also an effective method during the practical process in public sectors. Herein, we will take exploration on the path to the improvement of internal service’s quality that influences staff’s satisfaction in public sectors. The path focuses on survey questionnaire designing, distributing, calling back and analyzing.    

6.1 Designing Kanuo model to evaluate internal service’s quality influencing staff’s satisfaction in public sectors     

The survey questionnaire is designed based on Kanuo model which is shown in figure 1. 
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Figure 1  Kanuo model

Kanuo divided the service factors provided by the organizations into three types: must be requirement, one dimensional requirement and attractive requirement. The three types of factors have different influences on the customers’ satisfaction. Must be requirement (M) is the basic requirement of the customers receiving service provided by the organizations. If these requirements are not met, customers will be very dissatisfied. On the contrary, if these requirements are met, the customers will not be more satisfied. One dimensional requirement (O) refers to a direct proportion relationship between the status of customers’ satisfaction and the extent of customer’s satisfaction. Customers will feel increasingly satisfied when the service quality provided by the organization exceeds the customers’ expectation, and vice versa. Attractive requirement (A) refers to the requirement that is not expressed and expected by the customers but will have strong positive effect on customers’ satisfaction. If such kind of requirement is met, the customers’ satisfaction will be enhanced super proportionally. On the contrary, customers’ satisfaction will not drop noticeably if the requirement is not met.  

In practice, public sectors can take 11 dimensions of internal service’s quality we have identified to evaluate staff’s satisfaction of public sectors as a framework, and fractionize further into specific factors of internal service’s quality in survey questionnaires. The design of questionnaire is presented from both positive and negative aspects in order to understand the staff’s opinion according to certain factor, because the questionnaire consists of positive and negative questions. Positive questions are to measure staff’s responses when one factor exists; negative questions are to measure staff’s responses when one factor does not exist. There are five answers to Kanuo survey questionnaire: “I like it”, “it must be like this”, “I don’t care”, “I can bear it”, and “I hate it”. Both positive and negative questions have the same answers. Take “award and punishment activities” as an example, when the dimension is divided into prize factor and demotion factor, the questions for prize factor can be designed as in table 3.

Table 3  Example of Survey Questionnaire

	Positive Questions 
How do you feel when getting prize for good performance?
	1. I like it. 2. It must be like this. 3. I don’t care. 4. I can bear it. 5. I hate it.

	Negative Questions 
How do you feel when failing to get prize for good performance?
	1. I like it. 2. It must be like this. 3. I don’t care. 4. I can bear it. 5. I hate it.


6.2 Identifying targets in survey questionnaire and conducting survey questionnaire  

Inquirers can identify the targets of questionnaire according to different goals. If one public sector planes to make diagnosis of internal service’s quality to know and improve the staff’s satisfaction, the questionnaires can be distributed to the staff of different levels and positions. What is worth mentioning is to ensure sufficient attention paid to the number of questionnaires distributed. If too many questionnaires will make the statistics too complex, while too few will make them lack of reliability.  
6.3 Calling back questionnaires and analyzing results
It’s the key step of the whole path in our exploration. When questionnaires are called back and the effective ones are chosen, there are three steps in the analysis of the results:       
The First step is to fill in Kanuo evaluation form the informants’ answers to positive and negative question aiming at a certain internal service quality to obtain everyone’s requirements’ classification of each factor, as shown in table 4.
Table 4  Kanuo Evaluation Form

	Requirements of internal service quality
	Negative Question

	
	I like it.
	It must be like this.
	I don’t care.
	I can bear it.
	I hate it.

	Positive Question
	I like it
	Q
	A
	A
	A
	O

	
	It must be like this.
	R
	I
	I
	I
	M

	
	I don’t care.
	R
	I
	I
	I
	M

	
	I can bear it.
	R
	I
	I
	I
	M

	
	I hate it.
	R
	R
	R
	R
	Q


The catalog Q of classification in Kanuo evaluation form means questioned results. Generally speaking, the staff’s answers will not be in this catalog, unless the question is asked unreasonably, or the staff does not understand the question well. The catalog I means the staff feel indifferent to the improvement of the factor, and are not willing to pay more cost on it. The catalog R means the staff not only do not need such a factor, and even disgust it. Taking prize factor as an example, if some staff said "I like it" for positive questions, but "I hate it" for negative questions, this factor regarding internal service’s quality will be classed to the catalog O which is one dimension requirement as shown in the above mentioned table.
The second step is to fill requirements classification results in Kanuo statistic table. When each internal service’s quality of Kanuo requirements’ classification data are obtained, all inquiry results can be sorted in order to find out status of the whole staff’s requirements’ classification of each factor. The most simple and effective method of requirements’ classification is to calculate frequency of each factor appeared in different requirements’ types. We still take prize as an example, as shown in table 5.
Table 5  Kanuo Statistic Table of Requirements’ Classification Result

	No.
	Factors of Internal service’s quality
	A
	O
	M
	I
	R
	Q
	Total
	Catalog

	1
	Prize
	10.3
	52.1
	33.4
	2.3
	0.3
	1.6
	100%
	O

	2
	
	
	
	
	
	
	
	100%
	

	…
	
	
	
	
	
	
	
	100%
	

	n
	
	
	
	
	
	
	
	100%
	


(Note: Omit data in the catalog I, R, Q when classifying)
The above figures indicate, 52.1% of all answers fall in the catalog O, whose proportion is much more than those fall in the catalog A and M. Therefore it can be concluded that “prize” as a factor of internal service quality is one dimension requirement to all the staff investigated. The same principle can be applied in analysis on other factors, so we can obtain all the staff’s requirements’ classification of internal service’s quality factors. 
The third step is to screen and select the key improvement factors by using sensitivity analysis method. The classification of all the staff’s requirements of internal service’s quality cannot entirely accurately describe the sequence of improvement factors. Herein the introduction of sensitivity analysis of staff’s satisfaction as a key improvement factor of screening can be used to identify which factors will be more beneficial to enhance staff’s satisfaction when public sectors make improvement in practice. 
Sensitivity analysis are measured by satisfaction influence (SI) and dissatisfaction influence (DSI). The measurement formula is:

SI=(A+O)/(A+O+M+I)

DSI=(-1)*(O+M)/(A+O+M+I)

Extent of satisfaction influence indicates, if certain internal service’s factor has been improved, the intensity of staff’s satisfaction will be highly increased. Extent of dissatisfaction influence indicates, how much influence it will have on the decrease of staff’s satisfaction if certain internal service’s factor does not satisfy staff’s requirements. Invalid data of the catalog Q and R should be removed before screening, and then data of the catalog A, O, M, I in statistic result table of Kanuo requirements’ classification will be filled in formula to calculate. Thus the value of SI and DSI of each factor of internal service’s quality can be obtained and the sequence of all SI and DSI will be educed.
Accordingly, public sectors will know the priorities of sequence, from which they will make practical improvements on factors of internal service’s quality orderly, and enhance staff’s satisfaction with appropriate policies. 

7 Conclusion
In current trends of public sectors’ rebuilding and “customer-centered” with service-oriented, the receivers of good service’s quality provided by public sectors are no longer only external customers (the public), but also internal customers of public sectors, whose satisfaction plays a more and more important role due to its direct influence on the quality of public service provided and to the satisfaction of the public. Therefore, public sectors should diagnose the internal service’s quality through effective ways, find out and improve the problems, so as to enhance staff’s satisfaction. 

In this paper dimensions of internal service’s quality affecting staff’s satisfaction of public sectors are constructed. Based on this structure, this article makes a preliminary exploration on the practice of improving internal service’s quality in public sectors, and finds the path to enhance staff’s satisfaction. And all these may be served as a reference operation guide for management of internal service’s quality and staff’s satisfaction of public sectors.
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Abstract  After comparing FDI environment from many respects, I draw the conclusion that Shanghai’s and Wuhan’s governments haven’t done well enough in constructing FDI environment. Even Shanghai is relatively poorer in terms of its government efficiency. Both cities can rapidly improve FDI investment environment by improving their government efficiency, and relatively speaking, Shanghai will even benefit more.
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1 Introduction
We know that FDI is very important for local economy development. FDI will flow to the regions with satisfying investment environment. So constructing wonderful investment environment is essential duty for China’s local government. Shanghai is the most prosperous metropolis in east China, and east China is the most advanced area of China. Wuhan is the representative city in middle China. And Middle China Development is an important project for the central government. So, attracting FDI inflow is very important for the two areas’ economic development, and constructing good enough FDI environment is so important for Shanghai’s and Wuhan’s government, who hold responsibilities for their regions’ economic development.

Here, comparing government efficiency for constructing FDI environment in Shanghai and Wuhan is meaningful in that we can draw some conclusion for their government to help promoting FDI inflow thus help local economy development.

2 Comparisons
Government efficiency in constructing good enough FDI environment is represented in many respects. Here I will explore the problem from several respects. 

2.1 Relation between government efficiency and overall FDI environment 

Government efficiency is an important part in the whole FDI environment, but it’s not the whole problem. FDI environment consists of many issues, such as local economy scale, infrastructure, talents, geography and son on. We can just list government efficiency as one independent factor, but we should also know that government efficiency also influence all other factors named above. Government efficiency will influence economy scale, infrastructure construction, talent pooling and so on. So we just can’t divide all these factors so clearly. We can say, government efficiency is shown by GDP, infrastructure, talents and many other indexes, and all these are combined to form FDI environment. So here I will compare Shanghai’s and Wuhan’s FDI environment from several respects which are representing many sides of the economy and society. And from the comparison, we can judge the government efficiency for constructing good FDI environment in Shanghai and Wuhan. 

2.2 Comparison by macro-economy Data

Macro-economy data here play two roles: (1) They embody the overall economy development, and more developed an economy is, more able it is to attract FDI inflow, so they can tell us how attractive a place is to FDI inflow; (2) They embody government efficiency there, because more efficient a government is, more developed an economy is. So here by comparing macro-economy data in Shanghai and Wuhan, we will have a primary impression about their government efficiency and FDI environment.
In 2006, World Bank once studied 120 cities in China about their government, investment environment and society harmony and offered relative report.
 From the report we can learn a lot about Shanghai’s and Wuhan’s government efficiency. Here I will cite the information from the World Bank report and other source to analyze the problem. Table 1 will show us the relative data in 2004.

Table 1  Macro-economy data comparison
	
	Population (Million)
	GDP (100 Million RMB￥)
	GDP/P

(RMB￥)
	FDI/P

(US$)
	Foreign-invested Enterprise Production Percentage in GDP

	Shanghai

	13.6
	8073
	59360
	362
	53%

	Wuhan

	7.85
	1882
	23974
	29
	13%


Figure 1 will illustrate the difference of macro-economy data in Shanghai and Wuhan. Settling Wuhan’s data as 1, and we can calculate Shanghai’s correspondent data (in fact it means the times by which Shanghai’s data lager than Wuhan’s ).
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Figure 1  Comparison of Macro-economy Data in Shanghai and Wuhan

We can see Shanghai is superior to Wuhan in every macro-economy respects. And figure 2 will continues to illustrate the GDP gap between Shanghai and Wuhan from 2000 to 2006.

Macro-economy data (including GDP) are influenced by many factors, among which government efficiency plays some role. We can’t just say government efficiency wholly determines economy scale and efficiency, thus determines FDI inflow, but we just say it influences partly. 

2.3 Comparison by FDI data

FDI data will directly tell us the actual achievement the two cities have gained all these years. Government efficiency counts a lot in FDI inflow. So from one respect, we can judge government efficiency.

FDI inflow is influenced by government efficiency and macro-economy condition, which influence each other. We can say from the whole FDI inflow tendency, Shanghai is much better than Wuhan. But among all factors influencing macro-economy condition and FDI inflow, which attribute more and function better? The above-mentioned World Bank report gives us some reference. 
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Figure 2  Comparison of GDP (100 Million RMB￥) in Shanghai and Wuhan
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Figure 3  Comparison of FDI inflow (100 Million US$) in Shanghai and Wuhan
2.4 World bank report data

World Bank Report No.37759-CN compared 120 cities in China to study their FDI investment environment.
 It’s a handy and reliable reference for us to judge and compare the government efficiency concerning FDI environment of. World Bank’s survey concerning government efficiency estimates some index including taxes, enterprises’ expense on traveling and entertainment (which will be used to judge government corruption), days to deal with government, days to clear customs, and so on. Table 2,3,4 and 5 will show us the information of Shanghai’s and Wuhan’s government efficiency from the World Bank Report.

Table 2  Ranking of investment environment according to survey on foreign-invested enterprises

	Ranking in

120 Cities
	City
	Expected TFP

Adding Value
	Lower Limit of 95%

Confidence Interval
	Upper Limit of 95%

Confidence Interval
	Standard

Deviation

	17
	Shanghai
	0.060
	0.042
	0.079
	0.010

	59
	Wuhan
	0.214
	0.191
	0.237
	0.012


Surprisingly, even Shanghai is the most famous city of China, and it has so great economic advantage, its investment environment ranking can’t enter top 10 in China. And Wuhan obviously is a middle city in middle city, very common and not so good in investment environment compared with all other 119 cities from all over China.

Table 3  Ranking of government environment according to survey on foreign-invested enterprises

	Ranking in

120 Cities
	City
	Expected TFP

Adding Value
	Lower Limit of 95%

Confidence Interval
	Upper Limit of 95%

Confidence Interval
	Standard

Deviation

	26
	Shanghai
	0.055
	0.048
	0.063
	0.004

	73
	Wuhan
	0.110
	0.094
	0.125
	0.008


Table 3 even warns us more. Government efficiency rankings of Shanghai’s and Wuhan’s are even worse than their whole investment environment rankings. Shanghai’s relative rankings drop from 17 tp 26, and Wuhan’s from 59 to 73. It tells us that the two cities’ environment advantages are mainly from other factors, such as geography, central government policy, economic scale, intelligent pooling and so on. In fact, the two cities’ governments restrain their FDI inflow compared with all other factors.

Table 4  Comparison of overall government efficiency

	Ranking in

120 Cities
	City
	Expected TFP

Adding Value
	Lower Limit of 95%

Confidence Interval
	Upper Limit of 95%

Confidence Interval
	Standard

Deviation

	77
	Shanghai
	0.172
	0.144
	0.2
	0.014

	78
	Wuhan
	0.172
	0.144
	0.21
	0.019


From table 4, we can see even Shanghai is so good in so many other respects concerning FDI environment, its government efficiency doesn’t have too much advantage. In this point, Shanghai is just one position ahead of Wuhan. In fact, both cities are not good enough. Among 120 cities from all over China (excluding Tibetan) representing south-eastern China (containing Shanghai), regions around Bohai Sea, north-eastern China, middle China (containing Wuhan), south-western China and north-western China, Shanghai and Wuhan just fall back side by side behind more than 60% of all 120 cities. And some cities are chosen from the most backward area of China! Neither Shanghai nor Wuhan could enter top 20. table 3 will goes further to show us the details.

Table 5  Comparison of government efficiency in detail

	Government Efficiency Detail
	Shanghai
	Wuhan

	Ranking Among Its Own Area’s Cities

(Shanghai in South-eastern China, Wuhan in Middle China)
	28/32
	15/29

	Tax Burden(%)
	5.3
	6.9

	Enterprise’s Entertainment Expense (%)
	1.3
	1.6

	Days to Deal With Government
	60.0
	87.4

	Private-owned SMB Getting Bank Loan (%)
	18.0
	57.1

	Expectation of Getting Loan for Abnormal Payment (%)
	2.3
	5.3

	Days to Clear Customs for Import and Export
	8.7
	12.2

	Output Loss due to Shortage of Electricity and Transportation (%)
	2.2
	1.9

	Supernumerary Rate (Meaning Inadequate labor Competence) (%)
	1.6
	4.8

	Confidence on Judicial Court (%)
	45
	63

	Percentage of Labor With at least Junior College Education (%)
	23
	36

	Private-owned Enterprise (%)
	92
	74


From table 5 we can learn a lot. The report has told us that south-eastern China in a whole is the best area in FDI investment environment and government efficiency, and regions around Bohai Sea is the second, and the middle China is the third. But among the cities of south-eastern China, Shanghai only locates at 88% position. 88% of all cities have done better than Shanghai in terms of government efficiency, while Wuhan are behind 51% of her sisters. Absolutely speaking, Shanghai government is superior to Wuhan with a bit of advantage here, but relatively speaking, Shanghai government doesn’t do good enough, even we can say, it’s poorer than Wuhan’s, because it doesn’t take enough advantage of Shanghai’s superior location. And Shanghai government doesn’t pay enough attention to private-owned SMB (which surely concerns foreign-invested SMB). In Shanghai, private-owned SMB get only 18% of all bank loan, and in Wuhan private-owned SMB can get 57.1%. It seems that Shanghai doesn’t attach enough importance to SMB (including foreign-invested ones). When Shanghai are better than Wuhan in many places, it doesn’t do enough well here. SMB is an important portion of the whole economy. Fully-developed SMB can offer huge job-openings, can activate the whole economy, can support the large companies, can motivate entrepreneurial spirit, and so on. In a word, SMB is important. Just emphasizing on large enterprises will cause huge opportunity cost and reduce the energy of economy. 

3 Conclusion

All above data and analysis will help us draw the conclusion about government efficiency for constructing good FDI environment in Shanghai and Wuhan. We can learn that:

Neither Shanghai’s nor Wuhan’s government efficiency is good enough for constructing satisfying enough FDI environment. Shanghai really has obtained a lot of FDI inflow, but it seems that FDI flow in because of many other reasons, such as, China’s rapid economic development and great market, and low cost of land and labor, and Shanghai’s special location, etc. Shanghai’s government should have done better but it’s not good enough. And Wuhan’s government is no better. But relatively speaking, Shanghai’s government should be criticized more because Shanghai has so great superiority in terms of its economic, intelligent and geographic advantages. If Both governments improve their efficiency, both cities will attract more FDI, and Shanghai will even attract more! 

To improve government efficiency, Shanghai’s and Wuhan’s government should:

(1) Simplifying enterprise registering procedure and other Formalities.

(2) Enhancing Transparency of permitting land use.

(3) Eliminating the complicated and heavy urban administrative fee, strictly checking the relative regulations. 

(4) Improving efficiency of Clearing Customs.

(5) Encouraging the development of SMB (Small and Middle Business).

(6) Offering better protection of law, and establishing reliable credit institution.  
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Abstract  In the past 20 years, the supplies of products to the market were gradually moving from enterprises directly controlled by government to the private ones in many countries. In order to adapt to this change, governments constantly adopted new regulatory measures. Regulation can be led by government or special agency which focuses on regulation. The regulation instruments are mainly in the three forms: cost of service regulation, price cap regulation, and sliding scale regulation.
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1 Introduction
We will introduce the regulation and its characteristics.

Regulation refers to the sum of structure, rules, systems and mechanism. On the one hand, these rules involve social, political, economic and other aspects of human behaviors; on the other hand, these rules play the role of restraint and encouragement in human behaviors. Regulation consists of three elements, namely regulations, the implementation mechanism and punishment mechanism. And regulations can be divided into formal regulations (the Constitution, laws, rules, regulations, etc.) and informal regulations (practices, norms and criteria, etc.) (Li Yuxiao, 2002) [1]. Regulation has the following characteristics: 1) group (regulation is the mechanism to restrain and encourage human behaviors, so it must reflect the groups’ requirements); 2) coordination (in a certain group, there must be individual contradictions in this group. These contradictions must be coordinated by regulation, which should be based on the common interests); 3) variability (with the development of the productive forces, groups’ requirements will change, and the regulation will also change with the environment. In this regard, regulation has a certain degree of undulatory property).

2 The government regulation in privatization process

Since Margaret Thatcher implemented privatization in the United Kingdom in 1979, a privatization tendency has started in the whole world [2]. In the major developed countries of the West, the supplies of some products and services were gradually moving from state-owned enterprises to private ones. The market structures of these industries may be totally competitive or high monopolistic, or between the two. The privatization process always occurs with the formation of monopolistic structures. In order to protect the customers’ interests, governments need to regulate the possible monopolistic phenomena with effective measures to prevent the abuse of monopoly. Even when the degree of competition in the market is relatively high, the government still should employ effective competition policies to prevent enterprises from damaging the interests of customers by forming cartels or other similar means. In addition, competitive policies can be used to regulate the work conditions, products quality, environmental protection, healthy and safety and the like at the international level. Actually, in the privatization process of North America and Europe, the government regulation is conducted synchronously. “The border of the government’s management” has not been cut down in 1970s, but its structure and direction have undergone some changes. 

This pattern also can be found in developing countries. Izaguirre & Rao（2000）found that 80% of the low-income countries had policies related to privatization (except Latin American countries, and the ultimate effects of these policies are very limited). In 1990s, many Asian and African countries seldom sold their state-owned assets, and the economic activities were controlled by them very firmly. In many countries, privatization still remains in words rather than practice. As an exception, in transition countries of the Central and Eastern Europe, government controls on economy started to change gradually. But because of the socialist nature of these countries before their upheavals, their changes had special features rather than universal significance. These transition countries considered the privatization mainly from the political perspective. The privatization process was an attempt to increase the difficulty in restoring socialism from the economic foundation. 

In the past 20 years, the supplies of products to the market in many countries were gradually moving from the enterprises directly controlled by governments to the private ones. In order to adapt to this change, governments constantly adopted new regulation measures. The “visible hand” —government regulation has increasingly become useful supplement for the “invisible hand”—market regulation mechanism. Governments began to directly shift the focus of supplying goods and services to the market to improving the welfare of the entire society by effective regulation. 

3 The challenges that face the government regulation

The government regulation can take many forms, such as the health and safety legislation regulation, food safety and environmental conditions regulation, specific-sectors regulation. Recently, with the acceleration of the privatization process of some sectors, the regulation standards within sectors have been enhanced. These sectors were controlled by governments in the past (such as electricity, telecommunication, postal services, rail and water sectors, so there was no competition or lack of competition within these sectors). Generally, these regulations are still guided by governments, but under some new conditions, the related regulatory agencies that focus on the sector control comes into being. No matter how precise the regulation structure is, all the regulatory agencies may be faced with two basic challenges. 

The first challenge is the asymmetric information. The regulatory authority needs to adopt effective ways to obtain the information about the regulated enterprises, such as the cost and revenue, capital investment, customer demands and the cost of capital injection; moreover, the regulatory authority must foresee the possible impacts caused by the regulated enterprises according to the changes of the market conditions (such as major macroeconomic events). But in many cases, the information obtained by the regulatory authority is incomplete because most enterprises have their own “internal information” under the operating environment, which the regulatory authority lacks. Therefore the “asymmetric information” phenomenon appears in economics.

The second challenge is how to regulate the state-owned enterprises reasonably. In principle, the government has more information about the regulation of state-owned enterprises than that of the private ones. Thus, the regulation should be more efficient. Because of the existence of government regulation, the performance of state-owned enterprises is better than that of private ones. However, the utilization of resources is low in state-owned enterprises (Martin & Parker, 1997) [3]. The reason is that the private enterprises are urged to improve the operational efficiency by the competition pressure and strict regulatory environment; but there are principal-agent problems in state-owned enterprises, and smaller competition pressure and more relaxed regulatory environment objectively result in the low operational efficiency. When the government has the ownership of the enterprise, it is both the owner of the enterprise and the supervisor of the assets, which results in the potential conflict between goals and functions. For example, the government wants to inspect the environmental pollution caused by a water company in order to let the company make some improvements on the water treatment (such as the introduction of new water treatment equipment), which may lead to the rise of water price and urge the government to finance the project by tax revenue. Thus both of the two ways may pass the additional cost on to the taxpayers and the consumers. Moreover, the regulatory intervention by the government in the employment system of some industries may have negative impacts and ultimately lead to industries’ resentment to the government. Based on the above reasons, the government regulation of state-owned enterprises will inevitably encounter many obstacles. In addition, politicians have often been accused of concentrating on short-term interests to gain political capital without taking account of the bleak economic outlook and long-term economic costs. 

4 The regulatory structure and instrument of government

Regulatory structure is an organization form adopted by the regulatory authority. And the regulation can be guided by government or the special agency (such as the Federal Communications Commission of the United States) which focusing on regulation. The latter which is loosely connected with politics is called “independent regulation”. Its characteristic is to avoid frequent political interventions but still to insist on the pubic accountability, which can reduce the “regulatory risk”. “Independent regulation” can effectively reduce the regulatory cost and bring more investments. 

Regulatory instrument is a series of measures adopted by the regulatory authority to achieve effective regulation. Particularly, what those regulatory authorities that focus on economic interests consider most are the issues about the pricing, profit and service quality of enterprises. Though various regulatory instruments are different in forms, but there are mainly the following three forms: cost of service regulation, price cap regulation and sliding scale regulation. 

The cost of service regulation is related to the identification of the operation cost (wages, fuel costs, etc.) and the capital cost (financing interest, debt interest and gain and loss of capital in the stock market). The regulatory authority always reckons the expected profits and enterprises’ gains of the capital cost in the cost of service to obtain the total revenue, then to determine the expected output of products and further to determine the product prices. In the use of “rate of return regulation”, this pricing way is often taken as a reference. “Rate of return regulation” has been widely adopted and used by the United States and other countries for a long time. Usually, if the actual return is greater than the projected profits, and the reason is that the actual cost is lower than the expected one or the sales are high, the enterprise will actively reduce the product prices in order to make the actual return in line with the projected profits. Although the cost of service regulation is relatively simple in structure, it prevents operation cost and the capital cost from declining because these costs have been passed on to the consumers. Furthermore, the excessive investment caused by the extremely low cost of service will make the asset basis of the expected return change (actually expand). 

The price cap regulation focuses on the income regulation (but not the profit regulation), and profit is just a subsidiary variables (or residual). In the use of projected costs, the efficiency variable X is newly added to it (X-efficiency variable is the data calculated by the comparison between the growth of the industry output and that of the overall economic output. The calculation of X originates from the comparison between the growth rate of an enterprise and its market performance and the growth rate of the domestic and foreign fellow-traders and their market performances). Meanwhile, the growth of the overall economic output is reflected by the price inflation and the consumer price index (CPI). In the regulated sectors, any actual growth that is higher or lower than the expected economic growth will be reflected by the price adjustment variable X. The price ceiling formula is CPI±X, and the result is that an enterprise reduces its product price by lowering the cost in order to make its performance superior to the market performance and to attract more consumers to earn higher profits. Because it is expected that the product prices will be excessively high in domestic market, Britain is wild about the adoption of price cap regulation. This regulatory form is adopted by more and more countries, including some developing countries which began to restrain the privatization tendency in their telecommunication and electricity sectors by this form.

The sliding scale regulation includes the cost of service regulation and price cap regulation mentioned above but it is more efficient. In the sliding scale regulation, the price ceiling is determined by the calculation of profits. Once the market price exceeds this level, the price will be cut down to a reasonable level according to the proportion of exceeding profits. The distribution of efficiency between producer and consumer in this mode is more efficient than that in the pure price cap mode (Burns et al., 1995) [4]. Moreover, in this mode, the industries like water and electricity which can easily produce excess profits will not keep the excess profits for a long time. The reasonable regulation system can calmly deal with the discordant voices of different opinions and views from all parties. If the government begins to levy high taxes on the excess profits, the managers of enterprises will not urgently cut their costs. If the regulatory authority starts to levy high taxes on excess profits, the whole regulation modes will completely turn into the cost of service regulation. 

5 Conclusion

Based on the above basic definition, the three conventional forms of regulation will be elaborated from the perspective of price and profit. But in practice, the specific operating conditions of various countries are very complicated and not exactly the same. However, it is the same (also very important) that all the three kinds of regulation require symmetrical information. Only when the information is rich will the corporate cost and revenue, the consumer demands, the asset basis and the true cost of the capital operation be accuracy and reasonable. 

However, even in those countries with a high degree of market, it is not easy to obtain symmetrical information. The decision made by the regulatory authority often encounters great resistance. For example, in America, the disputes arising from the regulatory system had to be solved by legal means, and the regulatory authority and the regulated side had a dramatic controversy in the court; in the UK, the price cap regulation triggered the hostility and hatred between the regulatory authority and the regulated industries, and consumers complained about the high profits of some industries, the high salaries of the managers and the “trap”. 

In the developing countries, the regulatory authorities have limited capacities, the three different regulation forms encountered difficulties respectively. Although the UK has been at pains to promote the price cap regulation to which it gave priority to the outside world, and many developing countries have taken a long time to implement this regulation, it still cannot work well in those countries. Even in the UK, the implementation of this regulation is also faced with great resistance. The regulation capacity is closely related to the available resources that are obtained by the government by effective regulation. In developing countries, it is difficult for the staff in regulatory authorities to become the regulatory personnel who are good at guiding the market direction and adjusting the market development. Firstly, the lower wage level can not attract talented people; secondly, the regulatory authority is independent nominally but in fact suffered from a lot of government interventions. If the “political capture” happens, the rationality of the regulatory measures needs further discussion and will cause suspicions of the market investors. Especially when the executives of the regulatory authority are appointed by administration, the investors will have more reasons to doubt the whole regulation system and the market output cause by it. When the executives attempt to capitalize the information asymmetrically in order to maximize their interests, any regulation and regulatory system will be more like a game, particularly in developing countries. If the government lacks the tradition of good governance, there is no independent media and judicial institutions in the society, and there is a huge information gap between regulatory authority and the social audiences, this regulation system whose nature is a game will not be implemented successfully. 
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Abstract  Any regulatory policy is formed by two interacting forces—the interest groups who are the demanders for the policy and the government who is the policy supplier. In most researches, people pay too much attentions to the interest groups，but neglect the behaviors of the government. Directing at this weakness, this paper integrates the two forces of demander and supplier together and erects a comprehensive model, through which we find out the decision of regulatory policy is determined by the government comparison between the utilities of equality and the net gains (or loss)of the interest groups.
Key words
Regulation, Interest groups, Government, Utility, Net gains (or Loss)
1 Introduction
Among theorists, there are always two divergent opinions on the decision-making of regulatory policies. One theory emphasizes the empirical character and believes that the political competition among the interest groups determines the policy direction. Therefore, the government itself has no substantial influence on it but only passively accepts the competitive result. Whereas, following with the normative characteristic, another theory believes that the regulatory policy is the main embodiment of the government objective. Originally, the theory only makes the assumption that the government pursuits the objective of public interest maximization, but do not give any explanation on it. For remedying this logical defect, the later theory borrows the concept of competition among interest groups and suggests that how many resources each group willing to input in the policy competition is decided by the comparison of their gains or loss in the two cases of market failure and government regulation. In the end, the group who inputs the largest amount of resources (generally, this group is also the one who receives the most gains from the regulation or the most loss from market failure) will win the competition and the policy will be beneficial for them. For the gains of the winner group exceeding the loss of the loser group, according to the Caltor-Hix compensating criterion, the regulation must be Paretro-improvement. So, in the late period the normative theory and the empirical theory have joined with each other to a large extend. The government objective of pursuing the public interest maximization is entirely hided behind the concept of competition among interest groups. The normative theory insists that the result of the political competition always be accord with the public interest. But the empirical theory disagrees to that and believes that the public interest is satisfied only when the political market is fully competitive.
So it is easy to see, in the modern research of regulatory behaviors, both of the normative theory and the empirical theory pay too much attentions to the behavior characteristic of interest groups which are the policy demanders, but neglect the function of the single supplier-the government. For remedying this defect, this paper tries returning to Stigler’s standard economics framework. Through a comprehensive model, we make a deep analysis on the decision-making of regulatory policies from the interaction of the demanders and the single supplier.
2 A decision-making model

For simplifying the analysis, we first make some assumptions: (1) a given regulatory policy always has different income-allocation effects on different groups. According to this, we divide the public into two parts — the benefited group and the suffered group. (2) The government pursuits the political support maximization. How much these two groups support the government is decided by the utility they get from the policy. More utility generates more support, so the objective of political support maximization equals that of the social welfare maximization. (3) The amount of social resources is given and the regulatory policy only reallocates these resources among different groups. (4) The utility values different groups get from the regulatory policy are decided by two factors: one is the amount of resources each group originally keeps without the regulatory policy or their initial endowments. The other one is the net gains or loss each group gets from the regulatory policy. Furthermore, the comparative endowments between the benefited and suffered groups also have effect on their original utilities. So we choose the variable of initial-comparative-endowment as a factor to show the equality of the resources allocation. (5) With a given group, the net gains of loss caused by the regulatory policy are shared equally by its members. (6) We regard the resources reallocation caused by the regulatory policy as government collecting taxes from the suffered groups and then subsidizing the collections to the benefited groups. 

With the above assumptions, we express the decision-making model as the following: 
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In equation (1), we use the capital letter 
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The first order condition of the government objective 
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In equation (2), 
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 is the sum of the marginal utilities from equality caused by changing the regulation intense t. The latter part of equation (2) 
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is the sum of the marginal utilities from the net gains or loss caused by changing the regulation intense t. Then, we can draw the first conclusion.

Theory Ⅰ: From equation (2), we can see that the government who pursuits the objective of social utilities (or the political support) maximization will set the tax rate t at the premium level which satisfies the condition that the social marginal utilities from equality just offset those from the net gains or loss. 

For the total resources transferred from the suffered group to the benefited group can be calculated by
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Theory Ⅱ: When the sum of the marginal utilities of the benefited group and the lost group derived from the equality is zero, the optimal regulatory tax rate 
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From figure (1), we can get 
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Figure 1  Actual tax rate 
[image: image201.wmf]t

 and 
[image: image202.wmf]m

t



[image: image203.wmf]ï

ï

þ

ï

ï

ý

ü

ï

ï

î

ï

ï

í

ì

>

¶

¶

=

¶

¶

×

-

=

¶

¶

>

¶

¶

×

-

=

¶

¶

×

=

¶

¶

0

)

(

1

0

)

(

1

2

2

t

tB

t

T

n

N

t

l

t

tB

n

n

N

t

T

n

t

g

                        (8)

Now, based on equation (8), we discuss the characters of equation (2):

<ⅰ> If the following equation corrects
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Theory Ⅲ: If strengthening the regulation improves social equality-utility (
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, for improving social utility the government will decrease the regulatory tax rate 
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Theory Ⅳ: If strengthening the regulation decreases social equality-utility (
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Now, still discuss the characters of equation (2)

<ⅲ> If the equation of 
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, for improving social utilities the government will therefore strengthen the regulation and increase the regulatory tax rate
[image: image225.wmf]t

.

Theory Ⅴ: If strengthening regulation increases social equality-utility (
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, for improving social utilities the government should decrease the regulation and reduce the regulatory tax rate
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Theory Ⅵ: If strengthening the regulation reduces the social equality-utility (
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3 Conclusion

From the analysis above, we can see at any given allocation point, what kind of regulatory policy is formed depends on the equality-utility and the groups’ regulatory utility derived from the net gains or loss. When the social resources are distributed extremely unfair, the wealthy occupies the most resources and the poor only gets little. According to the principle of marginal-utility-decreasing, marginal utility of the wealthy whether from equality or from the regulatory net gains or loss is comparatively low to that of the poor. So to some extend, taxing from the wealthy and subsidizing the collection to the poor is prone to improve the welfare of the whole society and the government will therefore adopt this tax scheme. Conversely, if the unfair distribution of resource is not severe and the marginal utility of each interest group is similar, the functions will be limited for the government reallocating the resources among different groups. Furthermore, in the latter case, both of the difficulties for government comparing the marginal utility of each group and the uncertainty of fulfilling the regulatory policy will increase, which may enforce the government to keep the original resource allocation unchanged.

Finally, the amount of transferred resources by regulatory policy is at the same level of a Cartel’s revenue only when the tax rate 
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 reaches its maximum level. But this case takes place accidentally. In most cases, the revenue an interest group deriving from the regulatory policy is less than that from organizing a Cartel. So the industry in which Cartel is easy to form and keep has little motives to pursue regulatory policies. That means regulatory policy is often generated in the competitive industries but not monopoly ones, which is accord to the conclusion of Ponser’s (1971).
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Abstract  The proprietor of private enterprises have been a new-rising stratum since China’s society reformed & opened, and, with the improvement of economy status, which makes them show the need of interest-seeking & expressing in politics. Based on recent research on political participation actuality of proprietor’s stratum of private enterprises in China, and under contemporary political system, this paper deeply explored that how Chinese government managers confront with political participation of private enterpriser owners. In order to make this situation more systematic and structural, the paper, at the final part, also brings forward useful suggestion to realize the positive interaction and development between both of them.
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1 Introduction
With the development of china’s reform & opening, the social stratum conditions have taken place the great changes in our country. Before the reform and opening up, the structure of China’s social stratum was relatively simple. This included the working class, the present class and the intellectual class. However, after the reform & opening, due to profound changes in the field of economy, the structure of China’s social stratum could be divided into 10 parts. Accordingly, under the circumstances of our country’s special social structure and economic policy, the proprietor’s stratum of private enterprises could be defined as a special stratum which newly polarizes from structure of stratum, and, could also be recognized as a product that individual economy develops to a certain stage.

During the period of 20 years of the reform & opening, for the producing, developing and growing of private economy and private enterprise owners, the CPC (Communist Party of China) and the masses have experienced a changing process of thought which is from objection to recognition, support and promotion. What’s more, the proprietor’s stratum of private enterprises has also experienced three different stages, which are from “supplement of useful and needful” to “important part of socialist market economy” to “builders of the socialist undertaking with Chinese characteristics”. Therefore, transformations in society bring new great changes in social stratum. Being a product of china’s reform & opening, the proprietor’s stratum of private enterprises refer to the one who have certain amount of private capital or fixed assets and invest to gain the profit. With its rapid development, these private enterprises have made important contribution to the field of economy and society in our country. Specifically speaking, not only do they create tremendous social wealth and make contribution to the development of economy for our country, but also they tackle the problem of labor force utilization and safeguard the stability of society.

2 The research on political participation actuality of private enterprise owners 

With continuous enhancement and intensifying of economic status and capabilities, It’s necessary for the proprietor’s stratum of private enterprises to show need of interest-seeking & expressing in politics. As a result, from the aspect of political participation of proprietor’s stratum of private enterprises, this paper deeply explored that how Chinese government managers confront with political participation of private enterpriser owners. And, in order to make this situation more systematic and structural, the paper, at the final part, also brings forward useful suggestion to realize the positive interaction and development between both of them.

2.1 Analysis from the perspective of political culture on political participation of private enterprise owners 

Since ancient times, Chinese governors have always been carrying out the policy of emphasizing agriculture while restraining commerce. Meanwhile, they also have had an attitude of denying and neglecting on commerce. Therefore, a negative value judgment has deeply rooted in historical of Chinese political culture. When referring to private economy, people always instinctively associate it with the word of “capitalist”, “exploitation”, etc. In modern society, in spite of the enhancement of economic status on the private enterprise owners, yet, if this environment of political culture couldn’t be changed, the political and social status of the private enterprise owners are still lack of a corresponding cultural support. The above-mentioned point is worth noticing. In another word, even system allowed private enterprise owners to participate in politics; they may also be blocked by some intangible barriers because of the resistance of political culture environment. 

In the domestic theory field, there appeared to be some dispute on the political legitimacy of private economy and private enterprise owners. The focus of the argument mainly centralized below: in one hand, whether the private economy exists exploitation phenomenon or not, in the other hand, whether they can find the compatibility between this phenomenon and socialistic nature or not. By checking in practice, all these arguments which include different research conclusions become more and more convergent. For example, Dong Ming (2002) brought his idea in his book of 《The Proprietor’s Stratum of Private Enterprises in Politic Pattern》, which considered that when the relationship between private economy and socialism is synchronous, its spatial economic development will increase with the enhancement of its productivity level of development.

Although rational argumentation has provided theory basis for policy and system arrangement, yet, it also couldn’t change our cognition. Therefore, we should bestow some corresponding political culture support. So long as we own this corresponding cultural foundation and cultural environment, and provide the system a better soft developing environment and space, the more people’s opinion could be completely changed, the more political culture identification could be accepted.

2.2 Analysis from the perspective of psychological needs and behaviors on political participation of private enterprise owners 

As we should analyze and study purchasing psychology of customers in marketing sales, selling goods well, providing service duly and meet various need of customers are the ultimate goal. As a result, it is also important to study psychological activities and behaviors for the private enterprise owners. After analyzing and studying their psychological activities, we could discover some potential rules and locate its interest demanding, which could help government managers to macro-control and guide becomingly.

As to the research on desire of political participation, the study of Li Baoliang (2003) revealed that the expressions of their political willing and enthusiasms of their political participation are not increasing with the enhancement of its economic capabilities, while, it shows the law of diminishing marginal utility. That is to say, when economic capabilities of private enterprise owners reach a certain extent and obtain some political arrangement, their political demands and performances have come to be flat, or even decline. We call this phenomenon as “inverted U curve”. This phenomenon violates general rules (the more of economic capabilities, the stronger of political participation desire) that people stick to. All reasons for these are that the requirement of positive political participation comes from choice results of rational economic man. Likewise, this counter-logic phenomenon is also decided by rational selection.

Desire of political participation is tightly linked to motivation of political participation. Most of researchers held the view that when the utilitarian or instrumental political participation is in dominant position, well then, common-welfare political participation will be in subordinate position, and it will appear to be a trend of growing. However, the main aim of political participation for private enterprise owners is to adapt the demands of politics and to build a social space which benefits to individual development. Furthermore, another aim is to protect and extend its own interests. As the “Utilitarian Choice Theory” said: nearly all life styles and behaviors, in fact, are results of interest comparison and selection in political life. In a word, people who don’t instinctively want to participate in politics and don’t have inherent right of political participation; they just believe that political participation could bring them benefits or keep them from hurts. Professor Hua Zhengxue made (Abraham H. Maslow) Maslow’s hierarchy of needs theory as framework and analyzed their motivation of political participation. He reckoned that the political participation motivation of the private enterprise owners could be divided into five levels: ①Developing economy & Strengthening economic capabilities, ②Safeguarding right & Maintaining security, ③ Closing to organization & Returning to society, ④Enhancing status & Gaining respect, ⑤Achieving career & Self- Actualization. He also regarded the motivation of private enterprise owners as four aspects of transformations: Firstly, the upgrade from economic participation level to political participation level; Secondly, the conversion of perspective from individual interest attention to overall interest; thirdly, the overall progression from fluctuating to projecting; lastly, the stratum disenchantment from perception to rational. 

From current research of literature, we could easily find that the research on desire and psychological behavior of private enterprise owners are still relatively small. All that encourages people to go further research and master its essence, which is significant for private enterprise owners to establish incentive and constrained mechanism.

2.3 Analysis from the perspective of manners and realization patterns on political participation of private enterprise owners 

In recent, political participation of the private enterprise owners is still limited, but the ways of participation has become increasingly diversified and come into being this situation: coexistence of direct and indirect participation, concurrence of legal and illegal participation.

(1) Arranged political participation—Through recommending by some party & government department and organization, few excellent private enterprise owners which are in position of organization of NPC (National People's Congress), CPPCC (National Committee of the Chinese People's Political Consultative Conference) and NFIC (National Federation of Industry and Commerce), participate some correlative political and social activities. It’s well known that this so-called political participation field is definitely authorized as the higher level, as a result, most of them eagerly participate in it.

(2) Unarranged & Volunteered political participation—Main forms listed below: (1) Participation in CCP (Chinese Communist Party). In celebration of founding of CCP’s 80th anniversary, comrade Jiang Zemin pointed that “most of private enterprise owners are great labors; they are the builders of socialist undertaking with Chinese characteristics; some excellent members could take part in the CCP”. It is the first time that the political status of private enterprise owners is cleared defined after founding of PRC, and, a series of important policies indicate that this stratum supported by CCP will fully play its active function. Till the end year of 2002, the proportion of party members in private enterprise owners occupied for 30%, which are far more than the proportion of party members in other organizations. All these facts proved that whether private enterprise owners could take part in the party has come to be an end; (2) Participation in other democratic parties. The result of sampling survey of the 5th national private enterprises activity revealed that the proportion of private enterprise owners who participate in other democratic parties occupied 5.7% of the total number. Actually, with a trend of increasing, we could find its existing in other 8 democratic parties; (3) Active involvement of politics in grass-root level; (4) Participating of establishing different organizations, maintaining its interest and extending its effect; (5) Political participation by means of electing the “labor exemplar”.

(3) Unwonted & illegal indirect participation in party and government system—Main forms listed below: Firstly, having been elected the people’s representative by bribing electors; Secondly, having been elected the national civil servant by bribing some people’s representatives; Lastly, it still exists these corruption phenomena that some party and government personnel “lean on a moneybags” to seek personal gain and to abuse of power; furthermore, few private enterprise owners “find backup” to collude between business & government and to lasso government personnel.

From the aspect of the participants, political participation can be divided into individual participation and organizational participation. Whereas, the political participation form of private enterprise owners in our country is mainly individual participation form, and it is still in the scattered and unorganized stage. Well, during the current political participation of private enterprise owners, political organization, political system, political arrangement and political mobilization are still leading participation forms. Besides, other (such as, unsystematic form, etc.) forms should also be paid attention to, otherwise, this phenomenon could intensify the emergence of illegal participation and pecuniary politics. Consequently, we should as much as possible to increase the channels of political participation and bring the legitimate participation expectation into correct steps in the reforming of political system.

3 The countermeasures on realizing the ordered development of political participation for private enterprise owners

From the above three aspects analysis of private enterprise owners, we believe that it is a very crucial problem for Chinese government managers and decision-makers to establish the mechanism of systemic political participation. At present, the party and the government have put forward the policy of “expanding citizen’s orderly political participation”, so we should take necessary measure to realize the orderly development of political participation for private enterprise owners.

3.1 For the sake of positive development, providing private economy and private enterprise owners with convenient political environment and corresponding political & cultural support from the aspect of policy orientation

If those referred problems couldn’t be well solved, the effect of political participation must be affected. Hence, we should get down to changing people’s traditional conception, eliminating so-called “psychological gap” between private enterprise and the socialism and creating a better soft environment, which genuinely make the private enterprise owners emerge into our country’s political system and well play its important role. 

To be a ruler, they should recognize current social development formation and take active action to guide and regulate them from the aspect of policy. However, Institutional lag is bound to incur lots of problems, so these urge us to strengthen the building of cultural and systemic environment, and, to give private enterprise owners a platform of political-seeking & interests-expressing, which may enable them to express political desire reasonably and smoothly.

Anyway, the participation that we just discussed is the limited participation. Because this limited participation could benefit the development of society and economy. Meanwhile, not only do we affirm its positive meaning, but we also should intensify criterion of its behaviors as well. That is to say, in order to ensure political participation and system establishment to be healthy and secure, we should, in one hand, protect profits of most social vulnerable groups from attacking of dominant private enterprise groups, and, advocate the fair principle; in the other hand, we should prevent other stratums from harming of dominant alliance between private capital and dominant stratums, and, maintain the establishment of democratic politics.

3.2 Establishing organized interest expression & communication mechanism, bringing it into correct institutional track

With the rapid development of market economy, our country is likely to form the situation of “citizen society”. According to the research of politics, our country’s framework is unitary form that makes the state and society have no obvious boundary, and, highly integrates the state and society. However, the development of market economy will inevitably compel the separation of the state and society, and appear to be more social autonomous organization formation.  Nevertheless, this series of autonomous organizations makes up of the so-called “citizen society”. Our country has gradually come into being the sprout of social autonomous organization. And different kinds of civil rights-safeguarding activities show that we need a centralized interests-expressing mechanism to solve current problems between government and citizens. Seen from this aspect, the social autonomous organization could ease pressures of the government to a certain extent, and encourage the government to macro-control and guide well. Take community management as an example, being an intermediary medium, community organization could effectively settle problems of community health-caring which correlate to civil immediate interests are public affairs. Therefore, through this intermediary organization, on one hand, it could accurately convey citizen’s public interests and integrate their individual interests; on the other hand, it could enable the government to constitute policy effectively and to solve the problem of institutional lag. In this way, this organization will gradually form a better circular and continuous feedback system that plays an important role in intermediary communicating. 

There is no doubt that the civil organization in private enterprise owners is also a kind of autonomous organization. By right of this new interests-expressing mechanism, it could make the emergence of new modality in political participation, and make the founding of “citizen society” at the same time. Based on the analysis of David Easton’s political theory, in one aspect, it is convenient for proprietor’s stratum of private enterprises to express their interest –seeking, in another aspect, the government could also understand their interests preference by this mechanism, so as to reflect their requirement in the implement of public policy. Thanks to the establishment of this organization, not only does it could benefit internal integration and order regulation of all lines of industry, and establish a kind of fair, legal, ordered and competitive market order; but also it could benefit formation of quasi-institutional and organizational expressing channels for political participation of private enterprise owners, and find a better solution for problems of validity and leveling of political participation.

3.3 Extending the proportion of private enterprise owners enter in NPC and CPPCC on the foundation of current political system framework; Innovating & perfecting the political absorption mechanism on the foundation of institutional democratic channels

American professor Samuel P. Huntington held the views that the prerequisite of politics stability is the party system which could absorb new social forces in modernization. He also pointed that the capacity of adopting and extending political participation for different types of parties are likely to change with the time, and the key issue is that institutional procedures of the new group, to a certain extent, are absorbed by system. Seen from evolving history of different parties, whether the governing party could provide suitable political participation channels for those new potential political forces and absorb representatives into its own system, which is very crucial for long-term governance.

Under current political system, If we could organically absorb reasonable political participation requirement of private enterprise owners, Not only does it helps to be healthy development, smooth relationship-coordination and contradiction-settlement, but also it helps to promote their political participation ordered and systemic, all that will urge them to own a sense of ascription and responsibility to maintain stability of the entire society.

Since political participation of the private enterprise owners is fully integrated into our country’s political framework, its political participation has gradually returned to normal, and its political participation ways has also become more diversified with modern social and political principles. Therefore, in the modernization process of our country, establishing diversified absorption mechanism in current political system and providing effective and suitable channels for political participation of private enterprise owners, which are the best way to realize stability of society and identification of politics.

4 Conclusion
Through the above research, we could draw the following conclusions. First and foremost, the government managers should provide the corresponding political and cultural support on the policy orientation; Second, the government managers should establish the organized mechanism of interests expression & communication and make it into systematic channels; The last but not the least, the government managers also should perfect political absorption mechanism and institutional innovation. 
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Abstract  This paper deals with the relationship between GFR (government finance revenue) and productions of three industries. The econometric analysis’ hypothesis is that GFR is proportionate to the growth of industry production. And the econometric analysis is based on EViews estimation, and the economic data is Chengdu’s GFR and industry during 1995-2005 periods. EViews estimations tell us that GFR has the highest elasticity with secondary industry, which reach above 0.9; and both secondary industry and tertiary industry contribute above 90% to the growth of GFR; and via Douglas function, Manufacture sector and tertiary industry produce GFR in increasing scale economy pattern. All the results indicate that Chengdu is in excellent growth period. It is certain that manufacture industry and service industry will still be Chengdu’s backbone should be emphasized. However, three sectors, agriculture, manufacture and service, will jointly responsible to the steady growth of GFR, which in turn will contribute to the prosperousness and harmonization of Chengdu.
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1 Ratio and Linearity of GDP to GFR

1.1 Ratio analyses in absolute values

Government Financial Revenue (GFR) is a key index in the sustainable growth potential of urban areas. Careful analysis on this index will give us clear picture of today and help us prophet future development. The following table describes Chengdu’s government financial revenue and the production of three industries, the first industry (farming-related industry) I, the second industry (manufacture-related industry) II, and the tertiary industry (service industry) III. 

To simple the discussion, the following assumption is made: GFR is derived from GDP that includes primary industry, secondary industry, and tertiary industry, and GFR is proportional to GDP, or branch of GDP. And based on the assumption, it is possible to make ratio analysis of government finance revenue. The analysis is based on the case of Chengdu.

Table 1 Chengdu’s GFR and gross production of three industries, 1995-2005

	
	GFR(RMB in 10-thousand)
	I(RMB in 10-thousand)
	II(RMB in 10-thousand)
	III(RMB in 10-thousand)

	1995
	528933
	941089
	2462805
	3068738

	1996
	654185
	1051228
	2913114
	3758357

	1997
	772534
	1089434
	3248582
	4416872

	1998
	894140
	1118116
	3549095
	4951660

	1999
	1047867
	1121532
	3837886
	5489641

	2000
	1186106
	1163651
	4221275
	6183003

	2001
	1453175
	1184869
	4902971
	7132704

	2002
	1819760
	1254993
	5585906
	8046739

	2003
	2161256
	1370525
	6524538
	9157669

	2004
	2747200
	1682481
	8055886
	10572296

	2005
	3657817
	1820448
	10065045
	11822111


Economically, GFR and will grow with Gross Domestic Production (GDP
). Suppose the two indexes have linear relation, where GDP is the independent variable. Applying EViews estimation, we can get the result of linear regression. 
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The above E-view estimation has R-squared of 0.888096, t-statistic of 17.94008. That means the estimation is good at predicting GFR, and it has very high confidence level. 

During the 10 year period, averagely the ratio of GFR to GDP is about 0.104249. This ratio is comparatively lower compared to the same ratio of China as a whole during the same period, 1995-2004, which is 0.144950
.

From economic meaning, GFR has positive correlation with I, II, and III respectively, and it is possible that GFR and I, GFR and II, GFR and III have positive linear relationships respectively. However, if these linear relationships exist and the degree of linearity need to be analyzed by correlation values, which are present at the following table 2.

Table 2  Correlations of GFR, I, II, III
	
	GFR
	I
	II
	III

	GFR
	1.000000
	0.981389
	0.999388
	0.980005

	I
	0.981389
	1.000000
	0.985397
	0.956325

	II
	0.999388
	0.985397
	1.000000
	0.982487

	III
	0.980005
	0.956325
	0.982487
	1.000000


From the above table we get the following correlation value, rGFR,I=0.981389,  rGFR,II=0.999388, rGFR,III=0.980005, and it is clear that rGFR,III <rGFR,I < rGFR,II. This implies that the degree of linearity of GFR and II is greater than that of GFR and I, which in turn has greater linearity than that of GFR and III. Ignoring the small differences in linearity, all the three, I, and II, and III have positive linearity with GFR. Economically, GFR increase with the increase of I, and with the increase of II, and with the increase of III. 

1.2 Visual observation on the linearity of GFR, I, II, III
By direct observation, we can see the linearity of GFR, I, II, and III in Excel.
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Figure 1  1995-2005 GFR and I, II, III, Chengdu
By observation, it is clear that II and III have the similar growth pattern go along with GFR, while I is comparatively constant, and the absolute values of I are much less than that of II or III. Compared to III, II is much lower, although their figures are in similar pattern. Based on the assumption in this paper that the different industries’ contribution to the growth of GFR is positively proportionately with their capacity respectively, it is easy to conclude that III has the greatest contribution to the growth of GFR, and II is the second contributor, and I has much less contribution to the growth of GFR.   

2 EViews estimation on the relationship of GDPII+III’s to GFR
2.1 EViews estimation on the ratio of GDPII+III to GFR
From the above analysis, II and III contribute most on the magnitude of GFR. Quantitatively, we can demonstrate that II and III’s contribution on GFR based on information in table 1. Applying EViews estimation, we get
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Compared to equation (1) and (2), we get a general form of linear regression equation: 
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Where Cc is the ratio of GFR to GDPc, which is inversely proportional to the contribution of GDPc to GFR. To find the contribution of GDP components to GFR, We define contribution index, CI, the inverse number of coefficient Cc, as the contribution factor of GDP components to GFR. 
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Economically, CII+II+III is the index correspondent to 100 percentage contribution to GFR, CIII+III is the index correspondent to (II+III)’s percentage contribution to GFR. According to this definition, the (II+III)’s percentage contribution to GFR is found as the ratio of CIII+III to CII+II+III. 
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Now we get a very important conclusion: II and III contribute 90.86 percent of GFR. We could ignore I’s contribution in analyzing the growth rate of GFR.

2.2 EViews estimation on the elasticity of GFR to (II+III) 

Since we know that II and III contribute 90.86 percent of GFR, and I’s contribution to GFR could be ignored, we may further to ask this question: What is the elasticity of GFR to (II+III)? Further more, other things being equal, what is the elasticity of GFR to II alone? And what is the elasticity of GFR to III alone? Through EViews estimation, we get
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With R-squared of 0.998857, t-statistic of (-8.764069). This means that the estimation is very good at predicting the growth rate of GFR, and it has very high confidence level. Mathematically, (5) tell us the elasticity of GFR to II, and the elasticity of GFR to III. 


[image: image247.wmf]917240

.

0

=

¶

¶

=

II

II

GFR

GFR

II

d

                        (7)

and 
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From (6) and (7), we could explain that when II increase one percent, GFR would increase about 0.92 percent; and when III increase one percent, GFR would increase about 0.49 percent. It is clear that 
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, which say that GFR has much higher elasticity on II than on III. Qualitatively, this means secondary industry has more positive influence to the growth rate of GFR than tertiary industry does.  

2.3 Douglas function analysis

Applying the basic form of Douglas function, 
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, we could observe clearer the jointed elasticity of II+III to GFR. (5) could be rewritten as
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where the jointed elasticity
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. That is to say, one percentage of increase in II and one percentage increase in III would bring about 1.417 percentage increase in GFR. GFR here is treated as production, II and III are treated as factors. And this is a production of GFR with increasing scale efficiency. Mathematically
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Based above analysis, it is clear to say that Chengdu’s GFR growth rate is higher than the GDP’s growth rate, which means the degree of market economy is promoted, and which is good news of Chengdu. Theoretically we could not expect that the growth rate of GFR is higher than the rate of weighted average tax rate. However, the GFR’s growth rate is higher than GDP’s growth rate is good news of Chengdu, not only means that the degree of market economy is promoted, but also means Chengdu’s public service could be better with more public money.   

3 On Industry Policy 

3.1 Ratio analyses on percentage dimension

As we know, the levy of agricultural tax had already been stopped since January 1, 2006, and I has less than 10 percent contribution on GFR during 1995-2005 period, based on equation (5). Accordingly, it is clear that II and III are key contributing factors in the growth of GFR. 

We have already discussed the relationship of GFR and I, II, III in previous parts based on data in table 1, which contains absolute values. However, if we observe the relationships in another angle, we would understand more. For example, the ratios of I, II, III, GFR to GDP could give us other scenarios, and it is easy to do so.

Table 3  The Structure of I, II, III, and GFR 1995-2005

	Year
	Ratio of I/GDP (%)
	Ratio of II/GDP (%)
	Ratio of III/GDP (%)
	Ratio of GFR/GDP (%)

	1995
	14.5
	38.0
	47.5
	7.4

	1996
	13.6
	37.7
	48.7
	7.5

	1997
	12.4
	37.1
	50.5
	7.7

	1998
	11.6
	36.9
	51.5
	8.1

	1999
	10.7
	36.8
	52.5
	8.8

	2000
	10.1
	36.5
	53.4
	9.2

	2001
	9.0
	37.1
	53.9
	9.7

	2002
	8.4
	37.5
	54.0
	10.9

	2003
	8.0
	38.3
	53.7
	11.6

	2004
	8.3
	39.7
	52.0
	12.6

	2005
	7.7
	42.4
	49.9
	15.4


Three features appear in table 3. Firstly, the percentages of II and III are comparatively constant, about 40 percent and 50 percent respectively. Secondly, the percentage of I to GDP  dropped continually, almost halved from 1995-2005. Thirdly, the ratio of GFR/GDP was almost doubled during 1995-2005 period. 

Considering growth of GFR, both II and III are very important. GFR’s elasticity over II is greater than GFR’s elasticity over III, which may mean that the average tax rate of II is greater than that of III, and II’s average contribution to GFR may higher than that of II. On the other hand, III’s contribution to GFR is also very significant because of its significant percentage in GDP.      

3.2 Policy on the balanced development of industries

Since GFR is the very foundation of local government operation and financial base of harmonized society, Chengdu’s industry policy should frame balanced strategy on development I, II, and III as a whole.  

Agriculture sector (I) is very important in Chengdu’s development. Firstly, Chengdu’s agricultural population is about 5.44 millions, 49.7% of total population (10.82 millions) at the end of 2005
, and agricultural development is still a big issue in Chengdu. Secondly, Chengdu has many tourist attraction sites, which need agricultural products to support its development. Thirdly, agricultural industry still has growth potential, both is production innovation and environmental protection.

Secondary industry is growing rapidly in Chengdu, as the on-going trend of transferring manufacture industry from coastal cities to inner land. The transferring trend is good news to Chengdu, and secondary industry is facing a very valuable chance to leap forward. Firstly, manufacture will be a much bigger employment channel in urban area, compared to that in High-tech industry. Secondly, Chengdu has very good foundation of S&T education, which will give manufacture industry sustainable support. Thirdly, based on previous analysis, secondary industry will continue be the main contributor to the growth of GFR, which in turn is key foundation for the building of prosperous and harmonized society. 

Tertiary industry is the biggest industry and growing rapidly in Chengdu. Chengdu has five advantages to develop service industry. Firstly, Chengdu has rich culture and tourist resource, which is the unique condition to develop tourist industry. Secondly, Chengdu is traditional a commercial city with a rich commercial environment and good market atmosphere. Thirdly, Chengdu is a city with mild climate with a warm winter and not too hot summer, which attract many people to come and do business and live in Chengdu. Fourthly, Chengdu is innovative city blending tradition and science together, and make it a adventurous land. Lastly, based on previous analysis, tertiary industry is the biggest industry judged by the percentage of GDP, and main contributor to the growth of GFR during 1995-2005 periods, which suggests that tertiary industry will continue to have a prosperous future in Chengdu.

According to my understanding, GFR is the most important economic index in urban growth. And from previous analysis we know that, manufacture and tertiary industry should be emphasized in Chengu’s strategic development to ensure the growth of GFR. However, Chengdu, as the political, cultural, science and commercial center of southwest China, should have balanced economy to make a harmonized society, which requires the agriculture, manufacture and tertiary industry develop simultaneously with their different features. The features of balanced development of agriculture, manufacture, tertiary industry could be illustrated in the following table.
Table 4  Balance features of three industries

	Industry
	GFR contribution
	Employment
	Strong points
	S&T involved
	GDP contribution pattern

	I
(agriculture)
	Small fraction
	Farming population
	Environment beatification
	Important
	Tend to decrease

	II (manufacture)
	Big contributor
	New employment creation
	Backbone of industry
	Vital
	Increasing pattern

	III
(service)
	Big contributor
	New employment creation
	Cultural industry
	Important
	Increasing


At present period, development of the primary industry, secondary industry and tertiary industry should base on their respective strong points and different features, which are stated in the above table. And only by so doing can we keep sustainable GFR and GDP growth pattern. 

Data Resources

[1]
Chengdu Statistic Yearbook 2006, China Statistics Publishing House, 2006.

[2]
Chengdu Eleventh Five-Year Planning on Economic and Social Development, Feb. 18, 2006   

[3]
Statistics Net on China Economic Data. 

[4]
Chengdu Net of Statistics Information.

[5]
Chengdu Statistic Yearbook 2002-2005, China Statistics Publishing House, 2002-2005.
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Figure 4  Organization chart of a virtual COAT




















Figure 1  Three major areas of mutual Concern





Figure 3  EURATEX – EU technology platform [7]





Figure 2  A holistic model for integrating the development of human resources











� This confusion around the nature of a PPP has recently resurfaced within the Government of Quebec.  In order to distance itself from the financial fiasco created by the of the Université du Québec à Montréal’s (UQAM) Ilot Voyageur project which was negotiated as an agreement between public (UQAM) and private (Busac) partners, at the company’s urging, the Minister of Finances and President of the Conseil du trésor, Monique Jérôme-Forget, contended that a Request for Tenders was a necessary component of PPPs.  However, the Agence des PPP du Québec (APPPQ) defines a PPP as “a long-term contract under which a public body allows a private-sector enterprise to participate, with or without a financial contribution, in designing, constructing and operating a public work.  The objective of such a project may be to provide a public service”, making no implicit or explicit reference to the Tendering process.  � HYPERLINK "http://www.ppp.gouv.qc.ca/index.asp?page=question_1_en&lang=en" ��http://www.ppp.gouv.qc.ca/index.asp?page=question_1_en&lang=en� (Last viewed May 17, 2007).  It is worth noting that between 2003 and 2006 the Sous-secrétariat à la modernisation of the Secrétariat of the Conseil du trésor, as well as the APPPQ itself, received special dispensation on several occasions to circumvent the Tendering process.[10, 11]


� Though the terminology varies depending on the source, a consensus appears to exist regarding what constitutes a “facet" of a project:  a defined portion of the project that can be undertaken by a public or private stakeholder.  For example, the Canadian Council for Public-Private Partnerships employs the following categories for facets: Design, Build, Operate, Maintain, Own, Finance.  We will use here the terminology of the Government of Quebec.


� The controversy erupted when, in November of 2006, a feature story by La Facture, broadcast on Radio-Canada, demonstrated the rough manner in which the negotiations between proponents and the owners of the farmland (upon which they would install the wind power equipment) unfolded:  the proponents’ representatives arrived unannounced at the farmers’ homes and made on-the-spot “take it or leave it” offers.  No negotiation was possible, concerning either the royalties or the terms of the option contract.  Farmers were thus obligated to sign an option contract without knowing the real market value of the royalties in order to keep the proponents from instead going to their next-door neighbors.  On top of all this, the story revealed that the proposed royalties were much lower than those given to Ontario farmers in the Kingston region for a similar project.  The story’s revelations set off the eerie feeling that, at the very least, the farmers were taken advantage of by a much more powerful Goliath.  An intense media debate (for examples, see: 22 23 24) followed to the point where, several weeks later, the Quebec government opted to enact a plan which provides a framework for the development of wind power in the province.25


� For example, in the Québec case, public bodies use the sinking fund accounting standard for capital expenditures, while private firms instead use the straight�line standard.


� The British experience in P3s is highly influential in Québec. The President of the Treasury Board, Monique Jérôme-Forget even went to London (England) to meet with government officials and private sector representatives involved in P3s to learn more about them.


( This Research was supported by Beijing Natural Science Foundation, No.9073015.


( Meteorological soft science project of China Meteorological Bureau.


( Supported by Social Science Foundation of Hunan Province (06ZC59).


1 Note：***、** represent on the level of 0.01, 0.05 are remarkable respectively. The INT and CAT is short for interval, category respectively. 


� All data is up to April 2007.


[1] Including both individual rights and position rights granted by organization. 


[2] To take conception of “customer” is because that objects which staff provide service to include not only public as external customers outside public sectors, but also internal customers in public sectors sometimes, such as inter-service and cooperation between sectors.


( The study is supported by Social Science “Dan Gui Project” of Huazhong Normal University (No. 06DG008).


� World Bank, China, Government, Investment Environment and Harmonious Society: Improve of 120 Chinese Cities’ Competency. Oct 8, 2006


� World Bank, China, Government, Investment Environment and Harmonious Society: Improve of 120 Chinese Cities’ Competency. Oct 8, 2006


� The information is composed from the data in the website of Statistical Information of Wuhan, http://www.whtj.gov.cn/


� The relative data are composed from two websites, Shanghai Statistics, http://www.stats-sh.gov.cn, and Statistical Information of Wuhan, http://www.whtj.gov.cn/


� World Bank, China, Government, Investment Environment and Harmonious Society: Improve of 120 Chinese Cities’ Competency. Oct 8, 2006


( This research was supported by the Foundation of Education Department in Hebei province under Grant sz050220 and the Foundation of Science and Technology Department in Hebei province under Grant 06457212D-4.





� The data in the following table is drawn from 2005 Chengdu Annual Statistics, China Statistics Publishing House, July, 2005.


� According to the writer, GDP here, in fact, means Gross Local Production.


� The number is sorted and calculated based on the data in 2005 Chengdu Annual Statistics, China Statistics Publishing House, June, 2006. 


� The data in table 3 is drawn from 2005 Chengdu Annual Statistics, China Statistics Publishing House, June, 2006. And it is necessary to pointed that the data in table 3 is not precisely compatible with the data in table 1. However, the problem of incompatibility here does not damage the discussion on industry policy in this paper.


� The data is drawn from 2005 Chengdu Annual Statistics, China Statistics Publishing House, June, 2006. 
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Figure 3  Dynamic evolutionary process of （1）
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Figure 5  Dynamic evolutionary process of （3）
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Figure 6  Dynamic evolutionary process of （4）
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Figure 4  Dynamic evolutionary process of （2）
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Figure 1  Replication dynamics phase and 
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Figure 2  Dynamic evolutionary process 
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