¥ " f%g\%' :

ECONOMIC REFORM, INDUSTRIAL
UPGRADING AND DEVELOPMENT OF
TOURISM IN CHINA

Research Center for Regional Resources
Indonesia Institute of Sciences
2009



Economic Reform, Industrial Upgrading,
and Development of Tourism in China

Paulus Rudolf Yuniarto
Rita Pawestri
Syaiful Hakam

Research Center fo Regional Resources
INDONESIAN INSTITUE OF SCIENCES

2009



©2009 Indonesian Institute of Sciences (LIPI)
Research Center for Regional Resources (PSDR)*

Cataloging-in-Publication Data

China: Economic Reform, Industrial Upgrading, and Developme.nt
of Tourism/Paulus Rudolf Yuniarto, Saiful Hakam, dan Rita

Pawestri Setyaningsih. - Jakarta: LIPI Press, 2009.
ix+171hlm,; 14,8 x21 cm

ISBN 978-979-799-580-5
1. Economic reform

2. Industry
3. Tourism development 4. China
338.9
Editor : Halina Novicka
Copyeditor Sarwendah Puspita Dewi
Layouter : Paulus Rudolf Yuniarto
Cover Designer: Susanto
Publisher : LIPI Press, Member of IKAPI
* Researc_h Center for Regional Resources (PSDR)

Im}onesmn Institute of Sciences

Widya Graha 2&3 floor

Jalan Jenderg) Gatot Subroto 10, Jakarta 12710

Phone : 021-5265152

Fax, : 021-526515;



Preface and Acknowledgments

This book describes the idea of the development of Chinese
tourism based on the idea of the changing industrial structure
and the emergence of the tourism industry in China. Tourism is
now a global phenomenon, in China it is set to become the crucial
industry in many national and local economies. However, the
development of tourism in China basically was influenced by the
changing industrial structure as the start of the role of the
increasing importance of tourism in China. Explanation from the
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relation between economic development and the emergence of
the service sector as an impact from further growth of the
Chinese economic system. Tourism in this context is our
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with the topic has developed with the apparent burgeoning of a
symbiotic relationship between the two.
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ABSTRACT

Tourism which has various attractions: historical, environmental
and natural, recreational, ethnic and cultural has become very
important as a cure for the problems of unemployment and a
spur to economic growth. The emergence of the tourist industry
in China as presented in this book cannot be separated from the
notion of the changing Chinese industria] structure and the start
of the role of the increasing position of tourism in China and

travel as a modern experience that has brought a market
expansion. China, like other countries which wishes to develop a
tourism industry,

emphasizes its cultural uniqueness, historical
heritage, and ecotourism as the main s

However, the promotion of tourism i
of traditional culture,

attractions in tourism

ources of tourist attraction.
n China, not only of the ideas
but also of modern aspects as important




neighbouring countries in this sector. To study tourism in China
is, therefore, very significant in order to be able to understand
comprehensively the Chinese experience of tourism. This will be
very useful in adding alternatives in developing the tourism
industry in Indonesia.
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Chapter 1

INTRODUCTION:
Chinese Economic Reform, Industrial
Upgrading, and Tourism

Paulus Rudolf Yuniarto

Without reform there will be no way out for China. If reform is not

carried out today,
It will have to be carried out in the future, but that will only

prolong China’s backwardness.
--- Zhao Ziyang

1.1  Background

China has been experiencing high economic growth
under a process of economic reform for thirty years (Ma, 200; Ya
Shi, 2007; Jiang Wei, 2007). Implementation of the market
economy has increased economic growth of most regions within
China. Such achievement has been a result of the economic
development under the market economy system. During 1979~
2005 the average GDP of China has grown at 9.6% annually. The
per capita income has also increased tenfold from that in 1985
which in 2003 accounted for RMB 9,073. Even, whep many Asiar;
countries were hit by the economic crisis, Ching could maintain
its rapid economic growth (Setyaningsih, 2007. 1). Impact from
this fact can be seen in the tourist situation, that is, twenty years
ago, Chinese citizens did not have the money o the political
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freedom to travel easily within China much less beyond its
borderst. Now that China is reaping the benefits of its economic
integration with the rest of the world, Chinese citizens are
increasingly curious about what lies beyond and they have the
money to indulge in outbound tourism to Asia, Africa, Europe,
and the Americas.

This Chapter describes the development of Chinese
tourism based on the fact of a changing industrial structure and
the emergence of a tourism industry. Tourism is now a
Phenomenon in China, set to become an important industry and
already crucial to many national and local economies. This can be
explained by two factors: the changing industrial structure and
the emergence of tourism which brought to wider
comprehension the relationship between economic development
and the emergence of the service sector as an impact of the

! Chinese economic reform is the milestone for Chinese market
eCoflomics while keeping socialist theory and doctrine. The system
basically emphasizes that the market has a fundamental role related to
¢ regulation of economic resources under state control. The state
créates some conditions so that all economic sectors can participate in
© Competitive free market based on equal opportunities. A marlfet
economy (also called a free market economy or a free enterprise
€conomy) can be defined as ‘an economic system in which the
Production and distribution of goods and services takes place through
€ mechanism of free markets guided by a free price system
(Ch}na.org,m, 2003). In a market economy, businesses and consumers
decide what they will purchase and produce, not the government. The
Producer can decide what to produce, how much, what to charge
customers for those goods, what to pay employees, etc. These decisions
M a free-market economy are influenced by the pressures of
competition, supply, and demand. Deng Xiaoping is credited with bemg
@ leader who initiated the change of policies regarding travel a“d
tourism in Ching (Xiao, 2005). He brought a period of political calm an
Opened the country to international trade and tourism. )



further growth of the Chinese economic system. Tourism in this
context is our interpretation and presentation of a success story
of the market economy system in China which has contributed to
the rapid economic growth and the economic development of
society. Our concern with the topic has developed due to the

apparent burgeoning of a symbiotic relationship between the
two.

1.1.1 The Changing Industrial Structure of China

Since the establishment of the People’s Republic of China
in 1949, China’s industrial structures have experienced at least
three growth phases. The first development phase took place
between the 1950’s and the end of the 1970’s, China changed its
economic perspective with the development of industrialization,
The background and characteristics of China's economy adopted
the Marxist doctrines as the guiding principles of their economic
system (Garnaut, 2004: 1). After the establishment of the
People's Republic of China (PRC) in 1949, China underwent a
fundamental change in its political and economic system. The
new system was based on Marxist-Leninist philosophy and its
economic doctrines were borrowed from the former USSR and

other Communist countries in Eastern Europe. The sluggish
economic growth and the damage ca struggle

used by the political
of the ‘Great Leap Forward’ (1958-1960) and the ‘Cultural
Revolution’ (1966-1976) created serious problems in China in
the late 1970s. This was a new experiment for China and jts
implementation was marked by serious economic setbacks and
great social turmoil, particularly during

€ Ppreviously
mentioned Great Leap Forward and the Cultura] Revolution,



The second phase started from 1979 and ended in the
early 1990s, this period was marked by the start of economic
reform (gaige kaifang). The Chinese Government led by the
Communist Party, executed economic reform and political
openness to the external world. These policies started with the
implementation of the restructuring of industrial management so
that the Chinese started to enter the middle phase of
industrialization. This awareness changed the economic and
political thoughts for people and the Chinese Government. They
planned to use ‘shock therapy’ as a solution to their problems but
instead of using this radical policy, China followed the ‘trial and
error’ approach in the correction. Starting in 1979, China began a
series of ‘trial and error’ economic reforms. This gradual change
in policy is the first characteristic of China’s economic reform;
The second characteristic is that rural reform came before urban
reform in the early stage of economic transformation.

The third is China's ‘open door’ policy. The government
opened most coastal cities to foreign investment. This shows the
coexistence of socialism and capitalism. The third phase started
from the early 1990s. In this phase the Chinese developed a
Policy of a socialist market economics system and this policy has
the possibility of not stopping until 2020. China in this phase will
enter the next stage which is to put into effect the service
industries in line with increasing industrialization in China.

China has made significant progress in its market
economy transformation after more than 10 years of reform.
According to a report from the Chinese Ministry of Commerce, 69
Per cent of China's economy is market based, well above the
internationally recognized minimum level of 60 per cent
required for market economy status (Fuchun, 2004). Statistically,
the changing industrial structure in China is clearly understood
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after 50 years. The proportions among three industries
(agriculture, manufacturing, and service industries) in China
have experienced drastic changes. Between the early 1950’s and
2002 the Chinese agricultural proportion decreased from 45.4%
to 14.5%. Meanwhile, industrial proportion went up from 34.4%
to 51,8%, while the proportion of service industries went up
from 20.2% to 33.7%
(http://indonesian.cri.cn/1/2005/02/05/1@23813.htm).

Meanwhile,
reform in 1978 a3
modern society,

during the 30 years since China opened to
nd the development process of China as a

the Chinese have developed a changing
economic system from a centralized economy to a socialist

market one. The result of this change is that Chinese economic
expansion has been nonstop with the growth level of 99 every
year systematically and continuously. In 2003, the Chinese
domestic economy reached 1.4 billion USD, after the US, Japan,
Germany, England, and France, the Chinese ‘domestic economy
was number 6 in world economic ranking, Until 2003, the
domestic Chinese economy had reached USD 1000
(http://indonesian.cri.cn/chinaabc/chapter3/chapter30201.htm
).

In the 10th Chine

se Five Year Plan, the Chinese
Government began industri

al upgrading as an effort to increase

dern industries, impr

oving the value
industries,



appearance of degradation in cost percentages in the
manufacturing sector, and an increase of foreign investment
proportion by ownership by wholly overseas-owned investment
(PSDR LIP], 2007; Ya Shi, 2007).

According to Jiang Wei (2007: 6), since 2006 foreign
investment proportion in the manufacturing sector decreased by
60% of the total project compared with the previous year. There
was no investment project which significantly permeated high
use energy. Investment in the high technological industrial sector
increased by 3.8% compared with 2005. However, although the
total type of joint venture foreign investment proportion was
slimmer, the total value of investments increased significantly.
Though there was a decrease in foreign investment in the service
sector in 2006, experts estimate foreign investment in the sector
will increase in line with the government industrial development
policy. As a whole, this characteristic indicates a changing
industrial structure in the Chinese economy. The government flO
longer wants to simply increase the amount, but also the quz.ahty
and efficiency of foreign investment in the service sector (Jiang
Wei, 2007: 6).

Since 2000, China has revised the industrial list, products,
and technology which were developed by the government frc->m
526 to become 28 focus programs (Ma, 2004: 69). In the service
sector which has developed since 1978, economic grow:h
became quite significant. In the 1980s growth equal to 124 %,
reached 41% of the national GDP. In the 10th Chinese Five Year
Plan, economic and industrial restructuring became two
important matters on the agenda. In industrial restructuring, t.he
government targets some aspects, covering: reorganising
industrial acceleration and transformation, jmprovement of t':he
structure of bureaucracy and actively developing the serVICZ






