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When free does not really mean free

China Daily

Offering Internet services gratis in smart cities raises many

questions.

Free e-mail, free games and free access to many online services
when describing the Internet age it is hard to ignore its "for free"

aspect.

This strategy is being applied in the smart cities in the country as
well. Since the Ministry of Housing and Urban-Rural Development
published lists of 193 sample smart cities last year, one city after

another has published its plans for being smart.

When free does not really mean free

For example, guided by its plan to propel the construction of a
smart city, Shanghai is now making a greater effort to combine
information technology with industrialization and apply big data to
promote greater convenience for residents. And other cities are
trying to accelerate the smart process by providing online services
free. As one of the groundlaying infrastructures of a smart city, Wi-

Fi coverage is often on the "for free" list.

But an analysis of the origins of "for free" is needed to decide
whether it is proper to build smart cities providing free online
services. Digital products have a special cost structure: most of
the resources go into producing the first copy and hardly any more
are needed to reproduce the products; further, the Internet makes
it easy to distribute them. For example, it may take a long time
and considerable labor to compose a new song, but little time and

energy to copy it and offer online download sources.

That makes it possible for many companies to attract customers
by offering free digital products, which are often heavily subsidized.

Then having won the competition for customers, they make their

profits through advertisements or other channels. Typical examples
of this are video websites, where audiences can watch movies
free but have to watch advertisements too, or online games where

people play free but have to buy equipment to gain an advantage.

So it is clear that products are not truly free in such a "for free"
business mode. As early as 2004, Chris Anderson, editor-in-chief
of the US magazine Wired, had a long tail theory according to
which the future of business lies not in popular products at the
start of the demand curve, but in the long tail, which can be almost
indefinite. The strategy of attracting customers through subsidized
free products is adopted by increasingly more companies to derive

more profits.

Therefore it is not proper to unconditionally offer services and
products like Wi-Fi free of charge in building smart cities, which
will make no profit and lead to heavy subsidies from the public

purse.

When free does not really mean free

There are examples of cities in the United States that tried to
offer free Wi-Fi. In Philadelphia, EarthLink reached an agreement
with the municipal government in 2008, according to which they
would make the largest Wi-Fi net at that time and provide Wi-Fi
services to locals. However, the users never reached the expected
number and in 2008 EarthLink had to withdraw from the program,
as well as similar programs with Corpus Christi of Texas and
Milpitas of California. Its failure sent a warning that there are
many prerequisites when the "for free" mode is being employed in

building smart cities.

In Hong Kong, the government offers free Wi-Fi in 390 public

spaces, including government buildings and parks and leaves
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other areas to commercial service providers; a fair usage policy
has been introduced to make sure that users get convenient
access to Wi-Fi without disturbing others. Currently it has a ripe
market with abundant supply of cheap Wi-Fi services, which lay a

solid foundation for a smart city.

On the mainland an "upstream charging" mode has been adopted
in Jiading, Shanghai municipality, where commercial advertisers
pay for the cost in return for users automatically seeing their
advertisements when accessing Wi-Fi; free users are ensured
basic access, while paid users enjoy broader bandwidth. These
show how Wi-Fi should be introduced in a smart city. Wi-Fi, of
course, is only part of the overall plan of a smart city, which will
accumulate population, resources, intelligence and consumption

and will be a worthy test for local governments.

In the process, local governments need to first realize the need to

Small ups and downs expected

build more platforms to connect different groups and properly do
their job of connecting them,; it is also necessary to analyze the
interests of residents, service providers and competitors so as to

attain the maximum benefit for all.

The job will not be finished in a day. Therefore the government
should concentrate on building long-term effective mechanisms

for them to interact in a win-win way.

In details, its responsibilities include coding policies on matters
such as taxes or subsidies, overall designations such as dividing
cities into zones and granting them different features, and
supervision to make sure the rules are obeyed by all. That will not
only help smart cities, but will also deepen the reform transforming

the role of government.

( by ZHOU Xianghong )

ily

Solid economic fundamentals mean worries about yuan

fluctuations are unfounded

The yuan's exchange rate has witnessed a cumulative 3 percent
depreciation in recent months, due to the overlapping influence
of the quantitative easing withdrawal by the US Federal Reserve,
China's ongoing economic structural adjustment and its economic

deceleration

Against this backdrop, the decision of the People's Bank of China
on March 15 to expand the range of the yuan's daily fluctuation
against the dollar to 2 percent from 1 percent has further
reinforced market expectations for its continuous depreciation.

Worries have also grown that if the yuan is on a long-term
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depreciation trajectory, it will have an undesirable influence on

China's economy.

Such worries are unnecessary. The depreciation of a country's
currency, especially drastic depreciation, usually follows a
continuous imbalance in the country's foreign exchange supply
and demand relations, and such an imbalance is caused by
the obvious worsening of its economic fundamentals. China's
economic fundamentals have not deteriorated, the economic
slowdown it is experiencing is the result of the structural
adjustments it is undergoing. China's steady foreign trade
growth and its basic balance of international payments mean the
conditions are not right for a continuous and drastic depreciation

of the yuan in the future. And, while the dollar is strengthening,

there is little possibility of China maintaining continuous high-
speed economic growth momentum and its trade surplus is

unlikely to further expand.

Small ups and downs expected

The recent depreciation of the yuan can be viewed as a kind of
adjustment of its nearly 28-percent rise against the dollar since
China launched reform of the yuan's exchange rate regime in
2006. Currently, China's economic conditions for the yuan's
supply and demand are basically in a balanced state and there
is no factor that may result in either a drastic appreciation or

depreciation. Two-way fluctuations can be expected in the future.

Like two sides of a coin, the yuan's continuous devaluation
brings China both favorable and unfavorable effects. A weak
yuan can help China boost its exports and squeeze some "hot
money" from the real estate market, which will help promote the
healthy development of the housing market. At the same time,
depreciation will change past expectations for the yuan's one-
way appreciation and deter the arbitrage activities of speculative
international capital that could have a huge impact on China's

economic and financial structure.

However, a weaker yuan will also push production costs higher for
those industries highly dependent on imports, especially imports
of bulk raw materials, sapping their margins. The exchange
rate losses resulting from a weaker yuan will also increase for
sectors that excessively rely on overseas borrowing or financing.
Continuous depreciation of the yuan will also mean higher costs

for Chinese on trips abroad or studying overseas.

If the recent depreciation is regarded as the yuan's long-term
trend, it would spark the exodus of hot money from China and
cause foreign direct investment to drop drastically, followed by the

escape of some domestic funds. This would result in shrinking

liquidity in the inter-bank market and falling property prices, thus
creating shockwaves in the markets for stocks, bonds and other

financial products, as well as the funds-intensive housing market.

However, in the context of the current economic situation, the
recent depreciation of the yuan is unlikely to become a definite
long-term tendency. But its short-term depreciation in the context
of the US economy and the dollar gaining strength will possibly
turn into a long-term expectation if China's economy continues to

slow.

China should try to prevent the formation of long-term market
expectations for a weak yuan, because such kind of expectation,
once formed, is difficult to reverse. With the change of its foreign
trade environment, China's funds outstanding for foreign exchange
will surely decrease, which will drain its overflowing "pool of
liquidity". That will further aggravate pressures for the yuan's

deprecation and worries over China's economy.

China's central bank should strengthen the yuan's fluctuation
management and actively measure the "spillover effect" of the
US' monetary policy adjustments. It should also keep a close
eye on the influences of the yuan's depreciation and possible
chain reactions to reasonably guide market expectations. At the
same time, it should work to realize regular two-way fluctuation
of the yuan through the tools of price and quantity and moderate

intervention in its exchange rate market.

( by SHI Jianxun)
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