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Preface


Some people with ulterior motives have been spreading the idea that China poses a threat to the world, while it has to export 25 million pairs of shoes to buy one Airbus.

PEOPLE’S DAILY,
December 1995



China, Hong Kong, Taiwan, Inc. is an updated and expanded version of its Dutch precursor, published in Amsterdam in early 1996. It contains substantial new sections on the major external events of 1996, such as the crisis in the Taiwan Strait, Beijing’s rapidly advancing preparations for the imminent takeover of Hong Kong, and the unexpected détente in U.S.-China relations resulting from the Clinton administration’s shift in China policy from inconsistent zigzagging to comprehensive engagement.

Important domestic developments, such as the further slowdown in state enterprise reform, and the resurgence of Marxist ideology, socialist spiritual civilization, and nationalism, have also been addressed. Less attention has been paid to the succession to the late paramount leader, Deng Xiaoping, and the consequences of his recent death at the age of ninety-two. The current formal party and state hierarchies have been in power since 1989, more or less guided, at least in the years immediately following the Tiananmen crackdown, by the “invisible hand” of Deng Xiaoping. After his last public appearance in 1994, however, Deng’s influence receded into mere symbolism. President and party leader Jiang Zemin has assumed Deng’s ill-fitting mantle of power, and the important issue now is who will replace Li Peng, whose second constitutional term as premier of the State Council will end in March 1998.

This book portrays and analyzes China’s search for a new system, dealing with its transformation from a revolutionary Communist state obsessed with ideology and political struggle to a more conventional developing country, one that is trying to balance the key objectives of economic reform, social stability, and rapid growth. The Chinese people—one-fifth of all mankind—have undeniably made great strides toward eliminating poverty and backwardness and modernizing their economy. The implementation of measures designed to bring about this transition, however, has caused many contradictions to surface, leading to temporary reversals and undesirable phenomena, particularly all-pervasive corruption.

Since the early 1980s, extensive trade with and investment from Hong Kong—and, since the late 1980s, also Taiwan—as well as the contaminating influence of the social systems and lifestyles of these two “peripheral” Chinese territories, have played a major role in this transformation. In just twenty years, the Chinese people have evolved from “Mao-worshiping blue ants” to “nihilistic, ultra-individualistic, money-worshiping hedonists,” perhaps the newest breed of “economic animals,” as the Japanese were labeled at the peak of their industrial rise in the 1970s.

The relocation to the Chinese mainland of Hong Kong’s and Taiwan’s labor-intensive manufacturing bases, including their management skills and export know-how, has had a synergistic effect on the inexhaustible pool of cheap labor and emerging entrepreneurial talent in those areas. This has enabled the People’s Republic, in less than a decade, to relinquish its impoverished autarky and join the league of major trading powers.

China is now well on its way to becoming the latest “East Asian miracle,” as exemplified by Japan and the “four tigers” (South Korea, Taiwan, Hong Kong, and Singapore). One day, perhaps, it will assume the role of “mother of all tigers.”

On 1 July 1997 China will resume sovereignty over Hong Kong on the basis of the “one country-two systems” formula. Although in economic and financial terms the merger can hardly fail, it is nevertheless beset with political pitfalls. During their final years of colonial rule, the British felt compelled to introduce formal democratic structures that would bolster the rule of law in Hong Kong after the Communist takeover in 1997. China wanted to maintain the status quo and keep Hong Kong a plutocracy ruled primarily by bureaucrats, bankers, and businessmen and only marginally by elected politicians. Beijing successfully mobilized the big-business community to oppose both the British and the Hong Kong Chinese democratic forces. Chinese leaders have stressed repeatedly that Hong Kong should be an “economic city,” a subsidiary of “China, Inc.,” and not a political city from which democracy might spread to the mainland.

The question of reunification with Taiwan is far more complex. Taiwan is a rival, alternative Chinese (sub)nation with a fully elected political system and a strong independence movement. Moreover, unlike the expiring ninety-nine-year lease of Hong Kong, there is no deadline for the return of Taiwan, and the island enjoys the (conditional) support of the United States in opposing Chinese coercion. Nonetheless, with the impending takeover of Hong Kong, the resolution of the “Taiwan question” is moving to the top of China’s national agenda.

As in Hong Kong, Beijing has managed to sow discord between the government of Taiwan and the country’s capitalists. China’s strategy is to lure the Taiwanese business community into making ever-larger investments, at the same time undermining what remains of Taiwan’s international position with a policy of pressure and isolation. This policy has its ups and downs but is likely to become increasingly effective. China’s threat of military force, aimed at intimidating the independence movement and influencing Taiwan’s presidential elections in March 1996, backfired after the United States sent a naval task force to shield Taiwan from possible invasion from the mainland. Political reunification between China and Taiwan remains a long shot, but economically Taiwan is already part of “China, Inc.,” with approximately $20 billion in investment and $18 billion in indirect trade through Hong Kong, according to 1995 figures.

After the Hong Kong takeover, China’s leverage over Taiwan will increase substantially and Taipei may soon have to make major concessions to Beijing and agree to establish direct trade, shipping, and air links.

Following in the footsteps of “Japan, Inc.” and the “four tigers,” China has become a predominantly “economic” state and is perhaps on its way to becoming a “corporatist” state, in which state conglomerates run by central government bureaucrats will be the pillars of society. “China, Inc.” is also highly mercantilistic, building up its industries behind high protective trade barriers. Government officials and businessmen connive in stealing foreign intellectual property and pirating foreign trademarks. At the same time, China is piling up trade surpluses that may soon exceed those of Japan.

“China, Inc.” is far from cohesive and homogeneous, however. Economic reform has been incremental and piecemeal; its so-called “socialist market economy” is still a fragile halfway house. There has been no significant privatization yet, as has occurred in the former Soviet Union and Eastern Europe. The essence of Chinese reform has been in conserving the state sector and public ownership as the mainstay of the economy, while encouraging the emergence of other economic sectors, such as the collective sector with mixed ownership, the foreign investment sector including joint ventures, and the small private sector. The last three are the most dynamic and represent the lion’s share of China’s high economic growth, whereas the state sector is ailing beyond recovery. More than half of all state enterprises suffer losses, and many are beyond recovery. Declaring bankruptcy is out of the question, however, since massive layoffs and the absence of an adequate social safety net could lead to major social unrest.

Economic decision-making has been radically decentralized and delegated to local governments, although this devolution has been based on ad hoc experimentation and not on structured political or legislative reform. China exhibits some of the characteristics of a federation, yet constitutionally it remains a highly centralized state. The power of the central government to balance national and regional interests is limited indeed. Tax collection is extremely ineffective: fiscal revenue as a share of GNP is one of the lowest in the world. The big question is whether China can continue to exist as a unitary state with a strong central government that, in addition to dealing with matters of defense and foreign affairs, also conducts an effective monetary and fiscal policy.

China’s own liberal scholars, overseas Chinese, and Western sinologists have written extensively about concepts of governance based on democracy and human rights, as well as expounding more enlightened views of sovereignty based on interdependence, (con)federalism, and transnational-ism. The application of these concepts to China’s stagnant polity could dramatically improve the prospects both for a solution to the Taiwan question and for long-term stability in the ethnic border regions. China’s current leadership forcefully rejects these views, however, blaming the failure of progress in reunification with Taiwan on U.S. “hegemonism” and conspiracies, not on its own inability and unwillingness to reform its archaic, repressive political system.

Successful deepening of economic reforms, along with preservation of political and social stability, depends on reform of the political system. The attempts at political reform made during the 1980s were repulsed by aged, orthodox Marxists with whom paramount leader and arbiter Deng Xiaoping reluctantly sided at critical moments. After the student rebellion in 1989 and the ensuing crackdown, political reform was postponed indefinitely. The current (transitional) regime is more concerned with recentralization, strengthening traditional ideological dictatorship, fostering xenophobic neonationalism and so-called “Asian values,” and curbing advocates of political change. The prospects for increased political freedom and some degree of democratization are uncertain, although individual freedom, especially in the economic sphere, has grown considerably in recent years. As prosperity increases, with per capita income predicted to reach $4,000 in major parts of the country by the year 2010, a new middle class may become the vanguard of democratic change, as was the case in Taiwan and South Korea in the late 1980s.

For the foreseeable future, however, Chinese politics seem to be fixed in their Marxist-Leninist ways, which are largely irrelevant to the great majority of the people. At the same time, leading academics are reinventing and reformulating China’s own pre-Communist and premodern Confucian uniqueness and “superiority.” China refuses to be lectured to by the United States, an “upstart” country still in its infancy, whose own internal social problems disqualify it from pontification. The (Soviet) Russian empire is gone, England, in China’s view, is in irreversible decline, France is only a “mini-superpower,” and Germany and Japan are just now reemerging. China, therefore, claims to have all the necessary ingredients to make it at least an equal of the United States and, in the long term, perhaps even “number one.”



Willem van Kemenade

Beijing, March 1997
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PART ONE

Anatomy of the
 Three Systems




CHAPTER 1

China: From Maoist Stalinism to
 “Market Socialism”


I favor a gradualist approach rather than shock therapy. China is like an aircraft carrier rather than a sports car and one has to work carefully to bring it along.

JAMES WOLFENSOHN,
president of the World Bank, September 1995



ON A SATURDAY morning in the fall of 1975, I was strolling with a fellow student from the Chinese Language Institute along Sun Yat-sen Boulevard in the center of Taipei, the “temporary capital” of the Nationalist Republic of China in Taiwan. Brian was a decommissioned officer of the recently “defeated” American army in Vietnam. Like me a graduate student of the University of Amsterdam, he had decided to stay in Asia, perhaps for the rest of his life, despite vague fears that Taiwan might eventually become the next Communist domino. We were supposed to have lunch at the officers’ mess of the MAAG, the American Military Assistance and Advisory Group.

On our way there, we ran into a man we had met the night before at a party given by foreign businessmen living in Taiwan. He recognized us and struck up a conversation. His name was Luke and he was a shoe manufacturer from the southern Netherlands, home of the once-flourishing Dutch shoe industry. Luke seemed completely bewildered. He lamented, “They told me I was going to China and I thought everything here was Communist and Russian, but now I see American soldiers and girlie bars. It’s beyond me.” Our host of the previous evening was the son of another European shoe manufacturer who had decided, like his American competitors a few years before, that the only way to survive was to move production to Taiwan, which was then well on its way to becoming the largest shoe manufacturer in the world. It was difficult to make it clear to Luke that there were two Chinas, a big one and a small one, and that the big one lay across the sea, 150 kilometers to the west, and that things were not very Russian there anymore.

Since 1976 lots of remarkable things have happened. American troops left Taiwan in the spring of 1979, after the termination of the U.S.-Taiwan defense treaty and the severing of diplomatic relations by President Jimmy Carter. The American military did not move to the Chinese mainland, but the Taiwanese shoe manufacturers did, taking their Western business relations with them. Girlie bars still exist in Taiwan, but there are notably fewer than there used to be, while South China is now teeming with them. The world center of shoe production is now located in the southeastern Chinese coastal provinces, largely owing to Taiwanese investments. At the beginning of 1994, Frank Kung, chairman of the Taiwan Footwear Manufacturers Association, reported that its 665 members had built more than 500 shoe factories in China.

It is astonishing to see how fast the international economic cycle has moved, and how drastically this has affected the Chinese Communist system, making China the newest low-wage country with the highest economic growth in the world. The growth rates speak for themselves: 12.8 percent in 1992, 13.5 percent in 1993, 11.8 percent in 1994, and 10.2 percent in 1995.

China’s brand of Communism now bears the hybrid name of “socialist market economy.” Owing to the continuous flow of investments since 1979—at first from Hong Kong, Japan, and the West, and in recent years especially from Taiwan and overseas Chinese communities worldwide—China has become a mosaic of variant systems. In many areas capitalism is already dominant and in others socialism still has the upper hand, but nearly everywhere the two are mixed.

The idea of the coexistence of two different social systems—socialism and capitalism—was tailored to fit China’s needs at the beginning of the 1980s by Deng Xiaoping, the “chief engineer of China’s reform,” to pave the way for China’s reunification with Taiwan. Since the date set for this continued to recede into the distance, however, just as the horizon does when one moves toward it, the “one country-two systems” concept was adopted instead as the standard formula for the reintegration of the British crown colony of Hong Kong in 1997. The formula was originally intended to emphasize the strict separation of socialism and capitalism and was meant in particular to protect socialism from capitalist contamination. Capitalists from Hong Kong and Taiwan have indeed transmitted the Midas touch to once-orthodox Communists, who now worship wealth just as fervently as they used to idolize Chairman Mao.

MAO’S “NEW CHINA” was a utopia in which a biblical egalitarianism—not of shared wealth but of shared poverty—was elevated, by means of extreme struggle and coercion, to the position of a pseudoreligion with Mao as the supreme deity. The basis of Mao’s legitimacy was his armed seizure of state power from the Japanese occupying forces and from the corrupt, bankrupt “dynasty” of Chiang Kai-shek’s Kuomintang (1928–49). In doing so, he acquired, just as the emperors of old had, the “mandate of heaven,” the divine right to govern the country until his death.

After “liberation” in 1949, China went through a period of peaceful reconstruction along Stalinist lines (1949–58) with Russian aid, but this did not agree with the conqueror’s tempestuous disposition. He thought that China could be propelled more quickly and effectively down the stream of human progress in a state of “permanent revolution.” This culminated in the destructive Great Leap Forward (1958–60) and the Cultural Revolution (1966–77), experiments aimed at whipping up hundreds of millions of Chinese into a frenzied mood of self-sacrifice that would lead to heroic economic achievements and to “new and greater victories.” Instead, the whole of China dissolved into ideological bedlam. The overwhelming majority of urban Chinese played along with the game of self-destruction. For some it was a matter of “feigned compliance” (kou-shi, xin-fei—yes with the mouth, no with the heart). A Chinese with a degree in international law from Columbia University once told me that for months he had run with the masses every morning to Tiananmen Square in the heart of Beijing to roar at the top of his lungs with the rest of the crowd, “Long live Chairman Mao! Long live Vice-Chairman Lin Biao!” “I said my prayers every day, but I kept my independence of mind,” he whispered to me with uncertain pride. Historians may in time refer to these episodes as the darkest moments in Chinese history.

At the time of Mao’s death in 1976, China was at an economic impasse, socially torn apart, and morally adrift. The arrest in October 1976 of Mao’s radical camarilla, the so-called Gang of Four, led by his maniacal widow, Jiang Qing, was the second “liberation,” delivering the Chinese from the most extreme forms of ideological conditioning. Chinese intellectuals have an uncanny, dialectical way of looking at the excesses of the Mao era as a blessing in disguise: if they had been less extreme, there would have been no need after Mao’s death to change course so radically. This about-face made Chinese Communism more heterodox and flexible even in the late 1970s, which is one of the reasons why it was immune to the Eastern European domino effect in 1989–91.

AFTER AN INTERVAL of more than two years, during which China was led by the Mao loyalist Hua Guofeng, Deng Xiaoping, the ultimate pragmatist twice purged by Mao for revisionism and right-wing deviationism, became the new leader of a reformist coalition. He redefined the basis of the regime’s legitimacy in practical terms as the transformation of China into a “rich and powerful” (fu-qiang) country. Reformers had pursued this objective since the middle of the nineteenth century but had been thwarted by a succession of foreign invasions, rebellions, revolutions, cultural despair, civil war, and twenty-seven years of dogmatic Communism. During the Deng era, China became a much richer and more powerful country. Hundreds of millions of Chinese rose above abject poverty and saw their standard of living triple in fifteen years, making up somewhat for the lost years under Mao.

From 1979 to 1995 the Chinese economy grew by an average of 9.9 percent annually, with the exception of a mere 4 percent in the catastrophic year of 1989. Economic freedom, pluralism, and efficiency have increased substantially. The share of the state sector in industrial production decreased in those years from 80 to approximately 40 percent. Rural industries with mixed ownership, joint ventures with foreign firms, and the private sector accounted for 60 percent. These enterprises, called “other than state-owned,” experienced a rate of growth of 15.8 percent in 1995 (27.9 percent in 1994). as opposed to only 9.5 percent in 1995 for state-owned enterprises (5.5 percent in 1994). Approximately 80 percent of all goods are now traded at market prices.*

Foreign investments climbed from $51 million in 1979 to a cumulative total of approximately $200 billion by the end of 1995, of which $161 billion has been utilized, making China the second-largest recipient of foreign investments in the world, after the United States, although utilized foreign investments amount to only $105 per capita, less than one-third that of Mexico and less than one-tenth that of Malaysia. Two-thirds of all investments come from Hong Kong* and Taiwan, 13 percent from Japan, and 13 percent from Europe and North America. There are currently around 260,000 foreign investment projects. China’s foreign trade grew from approximately $20.7 billion in 1978 to $280.9 billion in 1995 (with a trade surplus of $16.7 billion), making it the tenth-largest trading power in the world. In short, since the end of the Mao era China has been transformed from an impoverished, isolated, revolutionary country into a “conventional” developing country, playing an ever-increasing role in the world economy and international financial markets.

Although the per capita income of its immense population is still very low—$530 in 1994—owing in part to the repeated devaluations of the currency, the renminbi, according to the World Bank calculation method of “purchasing power parity” (PPP), China rose in 1993 to the position of third-largest economic power in the world, after the United States and Japan. According to the World Bank Atlas 1996, China’s per capita PPP income over the year 1994 amounted to $2,510. In the fall of 1996, however, the World Bank published a new report called Poverty in China: What Do the Figures Mean?, in which it substantially lowered the PPP figure to $1,800 and revised its calculation of the number of people living below the poverty line to 350 million, or one-third of the total population, rather than the 80 million, or 7 percent, that was the figure commonly used until then. All the euphoria about China as the next economic superpower, which had been uncritically accepted by part of the media and business sector since 1993, was now due for a fundamental reappraisal. Grand predictions that the Chinese economy would exceed the U.S. economy in size by the beginning of the next century have now been rejected, and according to new projections it will take about forty years for China to rival the United States, and then only in terms of the raw quantitative size of the economy.1

CHINA’S UNPRECEDENTED economic growth, its opening up, and its integration into the world economy contrast sharply with the situation in the former Soviet Union and some other centrally planned economies in Eastern Europe, where premature democratization has resulted in a political and sociopolitical implosion, as well as economic stagnation and decline. Nothing has been more responsible for China’s relative success than the controversial Chinese developmental model of “economic reforms without parallel reforms in the political system.” The chief architect of this strategy was Deng Xiaoping, a classic Leninist, or, if you will, an “enlightened despot,” who wanted to clear away the havoc wreaked by the Mao era as quickly as possible, but was averse to wild experimentation and great risk-taking in the style of Mao.

Deng, born in 1904, had never been party chairman, head of state, or premier, owing his authority instead to his seniority in the three branches of power: party, state, and army. The Chinese political pendulum swung back and forth in cycles, from ultraliberal to orthodox left, both undesirable extremes as far as Deng was concerned. He settled scores with them both again and again, sometimes heavy-handedly, sometimes more subtly. When there was room for experimentation, Deng was usually liberal, but when experiments backfired, he closed ranks with the conservatives. If the pace of reform accelerated out of control, he applied the brakes; if it stagnated, he shifted into high gear. China’s political spectrum was Deng’s FM-band, requiring constant and frequent modulation, with him turning the knobs.

Deng’s main objective was to maintain a broad coalition of interest groups in the state, party, army, security services, and provinces, which supported the main elements of his program of economic reform. No one was his equal in the art of political struggle (dou-zheng yi-shu). Mao had been a surrealist artist, dialectician, and polarizer; Deng was a superbureaucrat and tightrope walker. He occasionally had a firm grip on events, but more often than not just managed to maintain a delicate balance between opposing forces: economic and political, left and right, central and regional, civilian and military. He dismissed the personality cult, which he thought had been the main cause of Mao’s derailment, and in the mystical, traditional style of Chinese rulers, he operated chiefly behind the scenes.

Deng’s political blueprint, formulated already in 1975 when he replaced Premier Zhou Enlai, who was suffering from cancer, was called the “four modernizations”: agriculture, industry, science and technology, and defense. Deng vaguely promised modernization of the political system, i.e., some form of democratization, though this was opposed by aged hardline conservatives. Wei Jingsheng, the main figure in the Democracy Wall movement in the fall of 1978, criticized Deng Xiaoping for ignoring the need for a fifth modernization: democracy. He was sentenced to fifteen years. Deng acquired international prestige—just as the Soviet leader Mikhail Gorbachev did seven years later—through rapprochement with the West, culminating in the normalization of Sino-American relations under Jimmy Carter late in 1978 and the severing of diplomatic ties between Washington and Taipei.

In a historic plenum of 18–22 December 1978, the Party Central Committee resolved to shift the main task of the party from political struggle to economic development. After successful experiments in his home province of Sichuan under the leadership of one of his two “crown princes,” Zhao Ziyang, Deng liberated the peasants across the country from the serfdom imposed on them by the people’s communes of Mao. The subsequent burst of energy became the basis for the creation of new wealth. Although the land remained formally in the possession of the state, the new system of renting the land to families by means of renewable leases of fifteen years (meanwhile extended to thirty) amounted to de facto ownership. “On collective land we’re as sluggish as snails, on our own land as energetic as tigers” was a popular aphorism.

Starting in 1979, the Maoist-Stalinist economic model was drastically overhauled, resulting in a policy of “readjustment, restructuring, and decentralization.” The program was supervised by Chen Yun—an aging party stalwart who, like Deng, had been relegated to the sidelines for years by Mao’s capriciousness—who later became Deng’s chief rival. Agriculture became the top priority, followed by light industry, with heavy industry in last place. This definitive casting aside of the Soviet model gave China much better prospects for economic development than Russia, where the planned economy with its heavy (military) industry remained dominant and agriculture and the provision of consumer goods were of secondary importance. Foreign investments were welcomed with two objectives in mind: raising the level of exports and foreign currency revenues, and producing higher-quality goods for domestic consumption. To enable it to become more efficient and competitive, industry would have to be radically reformed.

On 20 October 1984 the Party Central Committee decided to “debureaucratize” state enterprises, in other words, to release them from the bureaucratic tyranny of central government ministries with their command economy orientation. Central planning would no longer be mandatory but would become “general and flexible.” Party secretaries and cells were henceforth to limit themselves to ideological work and to leave the management side to engineers and economists. The enterprises themselves were supposed to choose new, flexible, diversified forms of organization, to be self-supporting, and to hand over only a percentage of their profits to the state in the form of taxes. The transition to a new system of industrial organization was supposed to take five years.

Parallel to these developments was to be the emergence of a “planned commodity economy,” with state-controlled prices for strategic goods such as steel, raw materials, and grain, and market-determined prices for nearly all daily necessities. The new series of urban industrial reforms proved to be much more problematic than the simple agricultural reforms of the first phase. Restoring to the peasants the freedom to resume family farming on privately “owned” plots of land resulted in a revival of the work ethic and the creation of new wealth. Granting party bureaucrats the freedom to deviate from the plan during an uncertain transition, taking place in the context of a weak and still-evolving legal system, opened up the (back)door to all kinds of corruption—the theft of state funds, the proliferation of investments in nonessential “prestige projects,” and a boom in the import of luxury goods—ultimately resulting in dwindling reserves of foreign currency and growing budget deficits. This was followed by drastic cutbacks and a two-year moratorium on further economic reforms.

THE LIBERAL WING of the party, with General Secretary Hu Yaobang and Premier Zhao Ziyang as its patrons, concluded that political reforms were necessary to clear the path of obstacles to further economic reforms. The first plan for political reforms instigated by Deng Xiaoping had run aground already in 1980 (see Chapter 9). It was Deng himself who reopened the debate on political reforms in the summer of 1986. For several months the corridors of power reverberated with proposals for reform: investing the rubber-stamp parliament, the National People’s Congress, with real power; changing the “democratic parties,”* relics of the Kuomintang era, from Communist satellites into real participants; transforming their umbrella organization, the Chinese People’s Political Consultative Conference, into a kind of senate; and allowing some freedom of the press.


	the Democratic League;


	the Revolutionary Committee of the Kuomintang, a postwar splinter faction of Chiang Kai-shek’s Kuomintang;


	the Chinese National Construction Association;


	Jiusan (the Third of September) Society;


	the Association for the Promotion of Democracy;


	the Peasant and Workers Democratic party;


	Zhi Gong Dang (the Party for Public Well-being);


	the Taiwan Democratic Self-Government League, an organization of pro-Communist Taiwanese who already lived on or had fled to the mainland before 1949 and who advocate an autonomous Taiwan under Chinese sovereignty.




China’s most liberal newspaper, the World Economic Herald of Shanghai, reintroduced Wei Jingsheng’s theme of the “fifth modernization”—democracy—and many speculated that Wei, who had by then served seven years of his fifteen-year sentence, would soon be released.

The Central Committee was expected to tackle the problem of political reform at a plenary session in September of that year, but it limited itself to issuing “guiding principles for the furthering of a socialist society with advanced culture and ideology.” These were aimed at combating the “spiritual pollution and bourgeois decadence” resulting from increasing prosperity and Western influence. Political reforms would not be dealt with until the Thirteenth Party Congress in 1987. Frustrated because political reforms were not forthcoming, and inspired by the first free elections, which took place in Taiwan at the beginning of December, students participated in the first great wave of demonstrations for democracy sweeping across China.

The driving force behind these demonstrations was the astrophysicist Fang Lizhi, the “Chinese Sakharov,” who, in a series of lectures, had called upon China’s traditionally docile intellectuals to form an independent class pressing for social innovation. A coalition of elderly orthodox Marxist ideologues, Stalinists, and generals seized the opportunity presented by this bold challenge to stem the tide of political reform from the outset. The liberal party leader Hu Yaobang was accused of lenience toward the advancing wave of “bourgeois liberalism” and was promptly deposed. Deng Xiaoping himself took charge of a purge of prominent, rightist bourgeois-liberal intellectuals, but after three months he considered the threat from the right negligible and called again for vigilance in the face of danger from the left.

The political struggle continued off and on until a cease-fire was called at the Thirteenth Party Congress in October 1987. Hu’s successor as party leader, Zhao Ziyang, managed to stem the antibourgeois tide in the political-ideological realm; Zhao’s successor as premier, Li Peng, forcefully put the brakes on further economic reforms. Even after formally relinquishing the premiership to Li in April 1988, Zhao, as general secretary of the party, continued to take a strong interest in the economy. With Deng Xiaoping’s blessing, Zhao resolved on a new series of price reforms, which miscarried during Beijing’s hot summer of 1988, leading to galloping inflation, hoarding, a run on the banks, demonstrations, and price riots.

The same coalition that had brought down Hu Yaobang a year and a half earlier now plotted an all-out assault on Zhao. Deng Xiaoping, who was actually at a loss as to how to handle the country’s economic predicament and had no clear-cut economic philosophy other than his determination to make China rich and powerful, abandoned Zhao to his fate. The conservatives upbraided Zhao for not having a systematic, coherent plan for price reform and for leaving everything to haphazard experimentation. Supported by the conservative elders, Li Peng announced a drastic austerity program, ruling that there should be no more significant price reforms and postponing general price liberalization for five years. This in fact sealed the fate of Zhao, who was still party leader only in name. Deng Xiaoping was swept along once again by the conservative tide, admitting to foreign visitors that “rash action was an invitation to the left [conservative Marxists] to attack.” A new and much more ominous trial of strength was in the making, however, between the “leftist” orthodox Marxists on the one hand and the “rightist” liberal reformists on the other.

IN 1989 all of these crisis factors—internal and external, political and economic—combined to bring about a catastrophe. The year began with a rebellion of intellectuals under the leadership of the astrophysicist Fang Lizhi, who, in tune with American pressure for the improvement of human rights, launched a movement to grant amnesty to political prisoners in general and to Wei Jingsheng in particular. The continued shrinking of the economy—owing to the austerity program, inflation (approximately 30 percent), and corruption—further contributed to the nationwide malaise. The biggest problem in the half-reformed Chinese economy was the inevitable conflict between the two systems: the stagnating state sector with its central planning as contrasted with the dynamic, pluralistic market sector consisting of township and village enterprises, joint ventures with foreign firms, and newly emerging private enterprises. The most pernicious aspect of the two parallel economies was the so-called “two-track price structure,” which was abused by party officials on an ever-increasing scale to buy goods at low state prices and sell them at high market prices.

Public indignation at this was the catalyst of the protests that erupted in April. The large-scale demonstrations were triggered by the untimely death of Hu Yaobang, whom Deng Xiaoping had blamed for the earlier student protests in late 1986. The regime, driven into a corner, was not in the mood for dialogue, and the rebels could not be persuaded to back down. They made a grave error, however, in occupying the capital’s main square and disrupting the historic Sino-Soviet summit between Mikhail Gorbachev and Deng Xiaoping in mid-May 1989. The enraged, humiliated regime resolved to teach the agitators a lesson. Armageddon was approaching.

Zhao Ziyang, who resisted using military means to solve the crisis, was suddenly dismissed—just as his predecessor Hu Yaobang had been—and on the night of 3–4 June hundreds of tanks and heavily armed soldiers spread death and destruction in the main streets of Beijing. The actual number of dead will probably never be known, as the Chinese government has never honored its promise to publish a list of casualties, under the pretext of wanting to spare the feelings of the next of kin (see Chapter 11 for a detailed treatment of this episode).

WHEREAS AT THE BEGINNING of the Deng era the focus of Chinese politics shifted from class struggle to economic development, after the turning point of 1989 it shifted from economic development to repressive stability. This time China lapsed for approximately two years into an ideological Ice Age of repression, stagnation, and paranoia over the prospect of a possible domino effect following the collapse of the Eastern European Communist regimes and the death throes of the Soviet Union. For nearly two years ultraorthodox octogenarians maneuvered tirelessly to recondition an unruly populace, spouting Stalinist-Maoist drivel on such subjects as political study, “ideological meditation” and self-criticism, flag-waving ceremonies and weekly visits to the graves of revolutionary veterans, and worn-out hardship slogans from the 1950s. It seemed to be the last stand of Chinese conservatism. Systematic attempts were made to curtail the collective sector and to eliminate the private sector altogether by denying them bank loans and raw materials. Deng’s rival gerontocrats even launched an offensive against the “special economic zones” (SEZs) in the south, which they labeled “colonial enclaves.”

The specter of a “leftist restoration” persisted until the dissolution of the Soviet Union and the fall of Gorbachev late in 1991. Shortly thereafter Deng Xiaoping rose from his perpetually rumored deathbed and issued his ultimate decree as ideological chief justice: his verdict blamed the fall of the Soviet Union not on the inherent flaws of Communism but on Gorbachev’s failure to reform the economy. The best guarantee for the survival of the Communist regime in China was to redefine the role of the party in stimulating strong economic growth and in preserving order and stability, which meant a new wave of economic reforms combined with tight maintenance of the political status quo.

As the national media in Beijing had been firmly in the hands of leftist ideologues since 1989, Deng was unable to promulgate his “political testament” in the capital. The situation was similar to that in 1965, when Mao was plotting the Cultural Revolution. At that time, Beijing, including the media, was in the hands of “liberal” revisionists and Mao had no power base there. He turned to Shanghai, then the headquarters of the radical wing of the party, as the point from which to launch his appeals for ultraleft agitation. In 1992 the tables were turned, however. Beijing was the bulwark of the orthodox left and Shanghai was just beginning to recover its prewar status as the most cosmopolitan and innovative city in China.

IN THE MAOIST STYLE of a “direct appeal to the people,” Deng traveled in January 1992 to Shanghai and the special economic zones in the deep south, armed with the slogan “Be More Bold in Reform.” He now made a new contribution to the theory behind the convergence and mutual osmosis of socialism and capitalism which went beyond the “one country-two systems” model, in which the two systems were intended to remain separate. From now on, the two systems would be permitted to mingle and borrow from each other. Deng decreed that the planned economy was not necessarily the monopoly of socialism, because capitalist economies also practiced planning. Neither was the market an exclusively capitalist phenomenon, because socialism could also permit the existence of markets. All economic methods that furthered the productive forces and national and individual wealth—“the three benefits”—would be permitted from now on. More experimentation was encouraged, as well as the creative implementation of decrees from the central government. Deng’s pronouncements in 1992 were a sequel to his earlier “imperial antiegalitarian edict” of 1985, in which he proclaimed that some individuals would be allowed to get rich more quickly than others, as would some parts of the country before the nation as a whole.2

Later on, party leader Hu Yaobang, Deng’s liberal protégé, reportedly paraphrased this concept in the ideologically controversial slogan “To Get Rich Is Glorious.” This became the motto of the Deng reforms and was often attributed to Deng Xiaoping himself, although Chinese sources have never quoted him as saying it or endorsing it. During the mid-1980s this get-rich-quick philosophy had already led to the emergence of the first Chinese nouveaux riches, who were advertised for a time as “role models for Dengism.” At that time, wan-hu—the family of ten thousand yuan—meant rich. In 1992–93 a new jingle came into fashion which stated the new “norms” of prosperity:


Ten thousand yuan now won’t get you anywhere,

With one hundred thousand you’ll have nothing to spare,

One million’s no riches but your worries are past,

When you’ve made your ten million real wealth comes at last!



After Deng’s “southern” whirlwind tour, “getting rich quick” became the national rage, taking on epidemic proportions. Xiahai, which means plunging into the sea of moneymaking by whatever means possible, was the catchword of 1992. Street peddling had been rampant in Chinese cities since the late 1980s, but now most of the main streets have become door-to-door bazaars.

Wheeler-dealers who make a lavish display of their newly acquired wealth, regardless of the methods used to amass it, have become the new winners in China. Honest officials and intellectuals—a shrinking minority—who have to subsist on 500 yuan ($60) a month, are again the losers. During the Mao era, they made up the “stinking ninth” category (the lowest class in that “classless” society) for ideological reasons. Now they are at the bottom again because of their lack of wealth.

Government agencies and research institutes have been deserted by their staff, who have plunged into that sea of irregular commerce in increasing numbers. The official media have campaigned intensively against “mammonism” (the cult of Mammon, the god of money), nihilism, hedonism, and ultraindividualism, which are the new social evils (one of the old social evils is ordinary corruption). The behavior of party and government officials is anything but exemplary, however. If there is one good indicator of top-ranking leaders’ expectations for the future, it is surely the advice they give to their own children. Nearly all of these “red princes” have become entrepreneurs who use their fathers’ political clout to fill their own purses.

One of the worst aspects of mammonism (bai-jin zhu-yi) is luan shou-fei, the random imposition of levies by local government bodies. Low-ranking officials demand money for routine services such as stamping forms, which used to be free of charge. Maintenance and repairs of water pipes or telephones are no longer carried out without the payment of a bribe in addition to the service fee. In some of the smaller cities, the Public Utilities Company turns off the gas and electricity if “special levies” are not paid on time. A train ticket is not to be had without a bribe or a tip, as well as a service fee. A booking and service fee is added to the price of airplane tickets, even if you go to the airport to book it yourself. Airports charge an airport tax, an airport maintenance tax, and a service fee for no service. Foreigners are charged 50 to 100 percent more than the Chinese for the same “services.” In the city of Yichang on the Yangtze River, near the place where the huge Three Gorges Dam will be built, I was once presented with a bill for an airport tax amounting to 20 yuan ($2.40), even though I was traveling by train to Wuhan. The official in charge remarked casually, “Didn’t you know that we’re building an airport?” A senior official of the World Bank later called my attention to the fact that the Yichang airport was opened in 1996. He explained that special levies for airport construction are common throughout China. Without such levies, much of the infrastructure could not have been developed because the tax base is too narrow and tax collection inadequate.

Pulling the wool over people’s eyes, or, as the Chinese say, “The butcher hangs a sheep’s head in the window but he sells dog meat,” is another variation on the Mammon theme. Every year thousands of people die from taking “fake” medicine and drinking “counterfeit” hard liquor (in French cognac bottles). In 1994, in a district in the province of Hubei, 20 percent of the cotton harvest was lost because the district government had issued a decree that required everyone to buy a certain brand of substandard pesticide, which was produced by a company owned by the local party secretary. An unexpected upshot of this was a surrealistic tragicomedy. A peasant sent a letter of thanks to the party secretary because his wife, after a violent quarrel, had tried to commit suicide by drinking the stuff, but had survived because it was a harmless imitation. A milkman in a village near Beijing went from door to door with his cow, calling out, “I milk while you watch so you can see it’s real milk, and I don’t water it down like my competitors do!”

The counterfeiting of Western brand-name products—Philips laser discs, Gucci bags, Benetton shirts, and so on—by state and military enterprises, as well as by small, private, pirate companies, is a large source of domestic and export income.

There are many reasons for the overwhelming preoccupation of the present-day Chinese with money, an obsession that was already obvious in the pre-Communist culture and is also conspicuous in Taiwan and even more so in Hong Kong. One explanation is that the Chinese lack the restraining influence of highly organized religion, which Muslims and Christians have to varying degrees. Evidence of a more pronounced materialism among the Chinese is only empirical and subjective, but is nevertheless highly illustrative of the situation in contemporary China and East Asia. As Western students at the Chinese Language Institute in Taiwan during the 1970s, we joked about it, saying, “Where other races have a heart, the Chinese have an abacus.”

The Chinese character for wealth (Fu) is omnipresent on doors and walls. Instead of “Happy New Year,” the Chinese wish one another “wealth” (kung-hsi fa-tsai/gongxi facai), and at receptions they present one another with red envelopes containing money (hung-pao/hongbao). During the Mao era, this was all bourgeois heresy, but during the 1980s this practice was revived and now thrives as never before. The well-publicized motto of the Deng era is “To Get Rich Is Glorious.” In 1982, when China and Great Britain entered into negotiations concerning the future of Hong Kong, the Chinese insisted that discussions be limited to “maintaining the stability and prosperity of Hong Kong”—not its freedom or international status. One of the most popular puns in China nowadays is wang qian kan, which can mean either “looking ahead” or “looking for money” (the pronunciation and the tones are the same; only the middle character is different).

I once asked a government official to give me a detailed list of the historical causes of mammonism. He obliged me with the following:


	It could be seen as a reaction to the extreme poverty of the prewar and war periods and the excessive egalitarianism of the Mao era.


	The government’s sudden change in attitude is also to blame. Before, nothing was permitted, and now—economically speaking—anything goes, so you just mess around until you get into trouble or until laws and rules are enforced.


	There is uncertainty about what the post-Deng era holds in store: a reversal of economic freedoms, chaos, or worse.


	The state no longer offers any protection and is no longer concerned about the underprivileged. Pensions and social security benefits are still in their infancy. If you lose your job or become ill, or if your child enters university, you have to shoulder the expenses yourself, drawing on your own limited resources. So grab what you can while it’s there for the taking.


	Although China is on its way to becoming a market economy, it is still weak and unstructured. Neither a market ethic nor a market culture exists yet. There is a serious shortage of modern businessmen, economists, notaries, accountants, and lawyers. Management consultants and headhunters are still nonexistent.


	It is nearly impossible to curb corrupt party cadres who will be made idle by the transformation to a market economy. Political reforms have not yet begun, and there is a lack of direction. The party rejects the Western model but has no alternative of its own. The reformist wing of the party is serious about introducing new methods of modern governance and the rule of law, but the party and the government consider themselves above the law.




“LAW-BLINDNESS” (fa-mang) is a typically Chinese trait, rooted in a moralistic culture lacking a strong legalistic tradition. Because of the absence of Western colonialism—with the exception of a couple of coastal enclaves—the Western concept of the rule of law has taken root to a lesser extent in China than in the former European colonies of Asia. The result is that most Chinese live not according to a fixed set of rules but according to the improvised demands of their struggle for a better life. Modern civic spirit, public morals, and identification with the public interest and the good of society are scarce.3 China rejects the Western doctrine of “separation of powers” (executive, legislative, and judiciary) as a “bourgeois concept,” preferring instead its own separation of powers—state, party, army, police, and regional power centers—which, in a way, are all states within the state.

During the last decade, much has been done by means of new legislation to introduce (yet again) the rule of law. During the late imperial era and the first decade of the Kuomintang (1928–37), there was growing legal security, but this was completely done away with by Mao. The legal profession was abolished in 1957, and it was reinstated only in 1980, at which time China was left with a mere thousand lawyers. In the meantime, their numbers have increased to eighty-two thousand (still far too few), but the legal profession remains sorely in need of rules and discipline.4 During a recent visit to the southwestern city of Chongqing, I met the assistant director of an investment zone, who had eight titles on his business card, including “part-time lawyer.” When I asked him about this, he said, “Yes, I studied a little bit of law.”

The police force is grossly understaffed and woefully underpaid. In the interest of keeping the peace, the police fraternize with the underworld, whose bosses they consult about who will be prosecuted for which crimes. To generate some extra income for themselves, traffic policemen engage in automobile trading, repairs, car-washing, smuggling, and even theft. The vice squad runs nightclubs and brothels, arguing that this way the permits remain in the “trustworthy” hands of their own people, who keep prostitution discreet and unobtrusive.

Collusion between the government and secret societies, a historical phenomenon in China, is rearing its ugly head again, especially in South China. The minister of public security, Tao Siju, shocked the population of Hong Kong in 1993 with the remark that some “triads” (criminal brotherhoods) are patriotic and therefore welcome to work for national causes. In the city of Wenzhou in the coastal province of Zhejiang, where many of the overseas Chinese in Europe come from, secret societies run underground factories that forge passports and other identification papers.5 Their activities extend all the way to Holland, France, and Italy. Late in 1993 in the city of Jiamusi, not far from the border with the Russian Far East, 136 prosecutors, judges, and senior policemen—59.4 percent of all employees in this sector—were purged, reprimanded, or transferred [!] because of their connections with organized crime. Crime has not yet contaminated all of society, as it has in Russia, but many Chinese fear that it will come to this.

In parts of southern Hunan Province, the judicial apparatus was found in 1996 to be almost completely corrupt. In five cities and districts in the prefecture of Huaihua, 270 of the 515 hotels, restaurants, and dance halls were owned and run by party and government officials, many of them judges, prosecutors, and police chiefs. They compete with each other by providing a variety of sex services. Some officials, the head of the Land Registry Office in particular, make approval for land deals contingent on all members of the relevant departments wining, dining, and whoring in their hotels at public expense. Everyone seems to be corrupt and to have a lot to hide. The threat “If you turn me in, I’ll turn you in” is their best protection. Since many of the merrymakers are high-ranking law enforcement officials, the establishments in question are protected from China’s recurring anti-vice and anticrime campaigns. Other hotel owners without official positions take the poetic view “If monks [law enforcement officers] are allowed to indulge [in vices of the flesh], why aren’t we?” In this way, the sex industry—with its endless supply of wandering teenage girls from the rural areas—proliferates.

The public is outraged not only by the corruption of social morals but particularly by the sanctimonious profiteering of these once-puritanical Communists. Prostitution, officially illegal, is the permanent target of widely publicized, though hypocritical, extermination campaigns, but the sex dens owned by well-connected officials remain above the law.

The state has for many years taken an ambivalent attitude toward the proliferation of dance halls, karaoke bars, saunas, and nightclubs. Because of their vulnerability to police harassment, these are one of the few categories of businesses that usually pay their taxes faithfully. The nightlife establishments owned by officials, however, use their power—including threats and blackmail—to scare away the tax collectors. As a result, the private bosses in the amusement sector tell the tax collector, “If you don’t collect the taxes of this or that (corrupt) police chief or judge, I won’t pay you either.” Tax collection is in a state of chaos; the falsification of tax receipts is rampant. These tax-evading senior officials spend their lives running their hotels and restaurants, securing supplies, and scheming day and night to make more money. They continue to receive their salaries and bonuses every month, while completely neglecting their public duties, and no one criticizes them or does anything about it. All this was reported, not in an anti-China tabloid published in Hong Kong, but in the China Discipline Inspection and Supervision Daily, the official limited-circulation newspaper of the powerful Central Commission for Discipline Inspection of the Communist party, set up in 1987 to fight corruption.6

NATIONWIDE CAMPAIGNS against endemic corruption have been waged since 1983, when President Li Xiannian used caricatures of Santa Claus-like figures at the beginning of the first anticorruption campaign. He warned the Chinese people that “some bigwigs among us have been hit by the sugarcoated bullets [tang-yi bao-dan] of the bourgeoisie.”

In the summer of 1993, however, president and party leader Jiang Zemin used remarkably ominous language when he “declared war” on corruption, which he described as a virus threatening the survival of both party and state.

National anticorruption campaigns are generally conducted by means of moralistic slogans, ritualistic self-criticism, threats, and, to a lesser extent, legal and institutional sanctions. Petty and middling swindlers at the provincial and municipal levels are regularly rounded up and given heavy sentences—sometimes even the death sentence—as a deterrent measure, but the upper echelons are generally above the law. One of the reasons for the downfall in early 1987 of Hu Yaobang, liberal leader of the Communist party, was his demand that the children of various doddering top leaders be charged with corruption.7 At last, in 1995 President Jiang Zemin spectacularly extended the target of the anticorruption campaign to include the very top of the party and its commercial princes. During the spring of 1995, several major corruption scandals dramatically confirmed the impression among most Chinese that large portions of their government and the Communist party are in the hands of an all-powerful syndicate of freebooting racketeers.

The most shocking case at the top provincial level occurred in the impoverished southeastern province of Guizhou, where the wife of the governor held the post of “vice-chair of the Discipline Inspection Commission,” the very organ in charge of fighting corruption. In 1992 she set up the Guizhou International Trust and Investment Corporation and installed herself as chief executive. She attracted Hong Kong investors for her “development projects,” but the money was used by her son in real estate and securities speculation in Shanghai and Shenzhen. Approximately 300 million yuan in state funds was lost. In January 1995 the “first lady” was convicted and executed.

In the realm of national politics, the offensive was launched in February 1995 with the arrest of Zhou Beifang, one of the most extravagant wastrels among the so-called “red princes”—the scions of the Communist aristocracy who have inherited power, privilege, and “supralegal” status from their fathers. Zhou Beifang was the son of Zhou Guanwu, chairman of Shougang (Capital Steel), a giant diversified steel and financial conglomerate in Beijing. Upon the young Zhou’s arrest, the old Zhou, Deng Xiaoping’s personal friend, was immediately forced into “early” retirement, early because he was only seventy-seven years old at the time. Shougang had a history of rampant corruption for which its party secretary had already been executed in 1992. The young Zhou—head of Shougang Holdings in Hong Kong, the international investment arm of the conglomerate—engaged in Nick Leeson-style futures speculation, but unlike the rogue trader at Barings who used fiduciary resources, Zhou utilized “extrabudgetary” state funds held by senior officials and their relatives. One of Zhou’s senior business associates was Deng Zhifang—the son of Deng Xiaoping—who headed Shougang Concord in Shanghai. Shougang Holdings was intimately linked with Hong Kong-backed real estate projects in Beijing, for which top-level officials in the city government had received substantial kickbacks.

Shougang also had links with the largest Ponzi scheme* in the country, involving the Xinxing Industrial Corporation in Wuxi in the coastal province of Jiangsu. Xinxing was headed by Deng Bin, a femme fatale who used powerful political and judicial connections, bribes, and sex to persuade local bosses all over the country to turn over their slush funds to her for record dividends. She badly overextended herself, however, and in mid-1994 the scam was exposed. Deng Bin was sentenced to death and executed. Zhou had also run up heavy losses on the Hong Kong stock exchange, which by the end of 1994 could no longer be covered up. Both scandals were intimately connected with the Beijing city government, whose top leaders had invested tens of millions of yuan of embezzled money in a number of schemes. On 4 April Vice-mayor Wang Baosen of Beijing shot himself, shortly after authorities had begun investigating him for the embezzlement of $37 million. Wang’s case was only the tip of the iceberg with respect to financial irregularities and abuse of power for which the municipal authorities were notorious.

Zhou Beifang was married to the daughter of another vice-mayor, Zhang Baifa, who had long been accused of corrupt practices in connection with construction projects. The mayor at that time, Li Qiyan, who has since been demoted to the position of party secretary to the ministry of labor, was also an accomplice in the Xinxing scam. But president and general secretary Jiang Zemin chose to make his bold move only against “Big Number One,” the first secretary of Beijing’s municipal party apparatus, Chen Xitong. Only weeks after the suicide (or gang murder?) of his deputy, Chen was forced to resign as party secretary. In September he was also dismissed from the Politburo and the Central Committee and accused of “serious mistakes,” including failing to restrain the criminal Wang Baosen, pursuing a “dissolute and extravagant” lifestyle, abusing power, and seeking illegal interests on behalf of his friends and relatives. In the end, no criminal charges were filed against Chen and most of his accomplices returned to work. One of his mistresses reportedly fled to Hong Kong with a portion of Chen’s ill-gotten wealth.8 The case against Chen was obviously political. The suicide of Vice-mayor Wang presented President Jiang with a golden opportunity to single out Chen and to use his corruption as an excuse to get rid of a headstrong “local” rival who had challenged the national leadership more than once. The ouster of Chen had stretched Jiang’s power to the limit, and he was forced to back off from a full-scale purge of the “Beijing mafia” in order to prevent rivalry among the elite from degenerating into open warfare, which would have jeopardized stability in the capital and possibly in the whole of the country.

Another allegedly corrupt senior official, Jiang Chunyun, was nevertheless promoted to vice-premier in March 1995, though with an unprecedented number of votes against him—more than one-third of the 2,752 votes in the National People’s Congress. Jiang’s wife was one of the key figures in the big “Tai-an Scandal” in the province of Shandong, where he had been governor and party secretary. The psychological process by which the Chinese have become oblivious to the moral aspects of corruption cannot be expressed in a more down-to-earth way than in this wry remark made by Jiang himself during an anticorruption conference: “Corruption is like manure: the longer you smell it, the less it seems to stink.” It is chiefly the olfactory organs of Communist officials, however, that no longer work. Ordinary people are overwhelmed by the stench but usually don’t dare to report it for fear of retribution. The Chinese have so little faith in the social justice of the current regime and the fairness of the present-day society that, according to an opinion poll, 64.3 percent of the people questioned believed that an honest person would always be the loser.9

The newspaper for intellectuals, Guangming Ribao (Radiant Daily), once pinpointed the reason for the endemic corruption in government as the exceptionally low salaries of party and government officials: “This results in a serious loss of mental balance. When they look at the nouveaux riches, who radiate self-confidence and luxuriate in their custom-made Western suits and leather shoes, spending money as if it grew on trees, they feel their empty purses and are overcome by a feeling of humiliation and depression. Many cadres begin to idolize money because of this shocking loss of self-respect.”10

“The only effective way of dealing with corruption is supervision of the governing apparatus by an independent People’s Congress (parliament) and a free(r) press,” said Professor Yuan Hongbing, an activist fighting for improvement of the legal system who was arrested again in March 1994. According to one political-risk report, China now vies with Indonesia for first place as the most corrupt country in Asia.11 On a scale of one to ten, in which ten corresponds to a very serious corruption problem exerting an extremely negative influence on the business climate, China scored over eight. There are, however, no families like those of Ferdinand Marcos in the Philippines or Suharto in Indonesia, who openly defy the public by handing out licenses and granting monopolies to their relatives. This can be attributed in part to the Chinese tradition of secluding themselves behind walls. The privileged life of the Communist elite takes place “discreetly” behind the high walls of Zhongnanhai, the Chinese Kremlin, and many other walled compounds, where no outsider is permitted, with the exception of foreign VIPs and some journalists. This discretion and reluctance to show off wealth is also the result of decades of Communist restraint under the motto “Hard Work and Plain Living” (jianku pusu) during the guerrilla war.

During his last visit to China in late 1993, Milton Friedman described corruption as “manifestations of the market in a decaying planned economy.”12 Another popular view is that corruption cannot be all bad because it lubricates a machine that has become rusty and rickety after so many years of central planning. It can be—and often is—carried to extremes, however. The overriding factor here is best expressed by Lord Acton’s pronouncement “Power tends to corrupt, and absolute power corrupts absolutely.”

IN SPITE of the negative aspects, as amply reported in China’s own official media, the positive balance of the “turning point of 1992” is incontestable. It was the third “liberation” from the remaining bureaucratic shackles that state and party control still had on the enterprising Chinese. The new surge of economic growth generated a mood of euphoria during the years 1992–93, both inside and outside China. Stimulated by optimistic reports from the World Bank, the International Monetary Fund (IMF), and the Economist, the worldwide “China Gold Rush” reached fabulous proportions. The boardrooms of multinational corporations and banks, government offices, the media, universities, and publishing houses all switched to “high China alert.” The time was right for opening that legendary Chinese market, of which the Western business world had dreamed for more than a hundred years and which had now reached 1.2 billion in number. But behind that growth rate of 12 to 13 percent lurked immense problems that threatened to disturb, delay, and possibly derail China’s transformation into an open market.

The lingering crisis in the state sector is chronic and, like cancer, incurable, though not necessarily fatal in the short run. Since the first important party conference on industrial reform, the third plenum of 1984, piecemeal reform has been introduced in state-owned enterprises: production based on quotas and contracts (instead of government orders based on the current Five-Year Plan), the recruitment of foreign managers, the issuing of bonds and (since 1990) shares, the formation of conglomerates in which the strong “adopt” the weak, and so on. However, reforms have fallen far short of their stated goal of “industrial Darwinism,” whereby the strong survive and the weak perish. Fear of massive unemployment and social unrest has kept the weak alive through subsidies, loans, and other stopgap measures. The Bankruptcy Law was enacted in November 1988, but actual implementation of this “weed killer” among the loss-taking state enterprises had to await the introduction of basic social legislation, and this was not attempted until 1992.

At the Fourteenth Party Congress in late 1992, the new hybrid economy was redefined as a “socialist market economy,” an oxymoron that can be bent to suit one’s purpose. If the breakthrough to the market economy gets bogged down in endless, ambivalent bungling, then the emphasis will remain on the adjective “socialist,” whereas if the breakthrough becomes a reality, it will simply be shortened to “market economy.” In that case, however, it will continue for a long time to be a market based on networks of “special relations” instead of on supply and demand.

In November 1993 a historic third plenum—this time of the Fourteenth Central Party Committee—was held which issued a systematic but still incomplete blueprint for the recovery of the state sector. Privatization of large state enterprises was still anathema, as these industries form the economic basis of the party’s monopoly on political power. “Corporatization” became the catchword, meaning the transformation of large state enterprises into limited-liability companies with the state acting only as owner and largest shareholder, and no longer as operational manager. A change in ownership and property rights would have led to the emergence of a new bourgeoisie.13 “This would constitute a fundamental threat to the socialist system,” the People’s Daily commented on the blueprint. However, things were not permitted to go beyond issuing additional shares on China’s two stock exchanges in Shenzhen and the born-again national financial center of Shanghai, over-the-counter share-trading in an increasing number of large cities, and, for the chosen few, a listing on Hong Kong’s international stock exchange. Initially, the state was meant to keep approximately 60 percent of the shares in its own hands. Flexibility is increasing, though, and this sometimes allows for state holdings as low as 30 percent.

The euphoria over this flagship of capitalism—issues of shares—was short-lived, however. In 1994 China’s stock market sank into such a malaise that the issue of new stock was suspended for an indefinite period. In one year the index on the stock exchanges in Shenzhen and Shanghai plummeted by 60 to 70 percent, partly because of oversupply and weak regulation and partly because of the frequent issue of government bonds and treasury bills, a less risky form of investment for China’s small-time investors. Even the shares issued on the Hong Kong stock exchange by Chinese state enterprises—in 1993 still the object of wild profiteering—had lost their luster by 1994 and were not even fully subscribed.

IN 1994–95 the reform process faced a tremendous dilemma. If the state sector did not reform itself radically, it could not become competitive. If it did succeed in reforming itself radically, bankruptcies and social upheavals would ensue, and it would not be competitive for a long time to come. How could a chaotic, high-growth economy catering to quantity be turned into a modern and efficient economy based on quality?

As the minister in charge of the State Planning Commission, Chen Jinhua, said at the annual session of the National People’s Congress in March 1996, the quality of economic growth and the economic returns achieved in the country are not satisfactory because of low technology and the high consumption of energy and raw materials. “Rapid development will not be sustainable if it relies solely on high consumption of resources when the scale of the Chinese economy keeps growing,” the minister added.

If the state sector embarks on large-scale privatization, a period of high unemployment and social instability will be unavoidable and a growing middle class of entrepreneurs, stockbrokers, accountants, consultants, corporate lawyers, and headhunters will make the Communist party even more irrelevant than it is today. The golden mean is piecemeal experimentation based on local conditions, and if the repercussions cannot be dealt with, then backtracking is called for. This is in fact the most apt description of the Chinese model of economic reform.

Reliable figures on the number of loss-taking state enterprises are hard to come by, but in 1996 the official figure was slightly over 40 percent. According to a multitude of unofficial figures, though, large numbers of enterprises that were actually in the red reported profits. Under capitalism, companies face “hard-budget” constraints. If they stay in the red for too long, they are mercilessly declared bankrupt. Under socialism, the practice of a “soft budget” still applies, though it is rapidly losing favor, which means that loss-taking companies can no longer count on limitless borrowing. The government lurches forward on its unsteady course, weaving back and forth: its priority is stability, but because of all its zigzagging, it inadvertently relinquishes control over the monetary instruments at its disposal to fight inflation.

The companies in the worst difficulty produce goods for which there is no longer any market, continuing to churn out their outdated and unwanted products because it would be too risky to fire their workers, whom they pay with subsidies, bank loans, or so-called “triangular” loans from other companies, entangling themselves in “chain debts.” Many of these enterprises no longer receive raw materials and have had their power supplies cut off, forcing them in many cases to stop production. Yet they are not legally bankrupt because they continue to obtain money from one source or another to pay at least partial wages to their workers, who no longer work but are nevertheless not “unemployed.” Some enterprises pay their workers in goods—socks or bicycle bells, for example—which they then sell on the street, providing them with substitute wages.

According to Chinese economists, approximately one-third of all the 100 million workers employed in the state sector are superfluous. Other state enterprises suffer losses not because they are hopelessly antiquated and useless, but because the government can no longer afford to pay for the old Communist practice of the “iron rice bowl,” or cradle-to-grave care, including housing, schools, health care, and so on. Enterprises of this sort can still save themselves if they manage to turn over their dormitories, schools
















	

	

	

	












































	Soviet Union/Russia
	108.3



	United States
	44.9



	United Kingdom
	22.3



	France
	20.2



	China
	12.2
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