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Chma 8 Dynam1c Growth . . , L

: The Chmese economy has experlenced spectacular growth s1nce 1t:,
started econom1c reform and the open- door policy some 18 years ago. It'
chalked up an average annual growth rate of 9. 5% durmg 1978 95 andf
double d1g1t rates for four consecutlve years from 1992 to 1995. }
- When an economy grows at 7%, it w1ll double its GNP in aboutv
‘10years So it 1s not s1mp1e for a vast economy hke Chma to ach1eve such
h1gh growth for a sustamed perlod Japan d1d so 1n the 19603 and the four
NIEs of South Korea Ta1wan Hong Komg and Smgapore d1d the same
durmg much of the 197OS (IableJ.) Now as these econom1es have become
mature they have found 1t more dlfﬁcult to repeat such phenomenal growth

| Beyond the rise 1n GNP Chlna s hlgh economlc growth 1s also
reﬂected in other statlstlcs Thus 1n 1995 Chma produced 1. 3 b1111on tons "
of coal (the world's number one), 465 m1lhon tons of gram (number one), 94 ,
m1111on tons steel (second after J apan) 20 m1111on colour TV sets 9 3 m1lhon
refrlgerators and 1. 5 mllhon automoblles Of course, one needs always to_v
bear 1n m1nd that China is such a huge country w1th over 1.2 b11hon 1n_
populat10n that all its statlst1cal aggregates are 1nev1tably in Jumbo numbers. |
For example China is the world's largest food producer s1mply because

Chma has the world's largest number of mouths to feed!. o

| o | If one takes a look: at Chmas external economlc act1v1t1es (Wthh
1nvolve forelgn partners and hence more rellable economlc data), one would
ﬁnd equally 1mpress1ve results Thus Chma s exports 1n 1996 amounted toi,
US$ 151 b11110n about six tlmes h1gher than that of Ind1a This ranks,
Chma as the world's 11th largest exporter On the 1mport s1de Chma 1n"
1996 was a market for US$ 140 b1lhon worth of goods Ch1na S domestlc .
market today 1s actually more open than Japan s and South Korea 's at their
comparable stages of economic development 8

During the past few years, China has been the world's h1ghly

favoured destination for foreign investors, with the actual amount of total



forelgn investment rlsmg from US$11 b1111on in 1992 to US$28 b1111on 1n‘
1993 US$34 billion in 1994 and further to US$38 billion in 1995.*
Followmg the successful forelgn exchange reform in 1994 the Chlnese
Renminbi has since appremated some 6% in sp1te of the double digit 1nﬂat10n. |
This in turn has led to a sharp rlse in China's forelgn reserves, wh1ch stood
at the hefty US$ 100 bllhon at the end of 1996

Smce the Elghth Nat10nal People's Congress in March 1993 Chlna‘_‘
has ofﬁcrally become a "somahst market economy", which is conceptually
devoid of meamng or Just as contradlctory as the Journahstlc term "Redl
Cap1tal1sm - But such semant1cs are rather 1n31gn1f1cant What is a"
"soc1a11st market economy" for Chma 1ncreasmgly looks like a conventlonal |
mlxed economy, W1th government controllmg the big 1ndustr1es N

In fact by 1994 the prlces of over 90% of Chmas consumer goods |
80% of her raw materlals and 7 9% of her agrlcultural produce were no longer
| ﬁxed by the state, but’ set by market forces.® This, along w1th the rap1d ‘
dechne of the state sector, has actually rendered the Chmese economy moret
and more capltahstlc 1n operatlon 6 In the long run, Chma W1ll evolve 1tsf
own brand of "market somahsm" o - B |

In October 1995 the Flfth Plenary Sessmn of the 14th Centralf

Commlttee of the Chmese Communist Party (CCP) adopted the N1nth Five-
Year Plan (1996 2000) and the Long Term Vision of Ch1na S Econom1c and
Soc1al Development for 2010. It is env1saged that Chlnas real per capltaf
GNP by the year 2000 w1ll have duadrupled from the 1980 level desp1te the’;
add1t10n of another 300 m1ll1on more people. China would then have :
ellmmated poverty and satlsﬁed the bas1c needs of its people From 2000 to
20 10 Chma expects to double 1ts per caplta income so that in 15 years froml
now it would have' developed 1nto a moderately afﬂuent m1ddle 1ncome ’

economy.’



Is High Growth Sustamable‘? AT
It is clear that Ch1na has become the world's most successful
"trans1t10nal economy" in terms of both dynam1c growth and the reform ofits .
econom1c systems Indeed Chlna s econom1c reform has gone so far that the |
process cannot be reversed regardless of the ‘outcome of the post-Deng power
struggle | The next quest1on can then be posed Is China's dynam1c
econom1c growth sustamable" - ; . ( ; |
| To begm w1th 1t is not poss1ble for any economy to repeat a double
d1g1t rate of growth year after year w1thout gettmg overheated or runmng ,
1nto phys1cal and economlc bottlenecks But cons1der1ng the structural .
cond1t10ns of Ch1na s present economic growth one can eas1ly be opt1m1st1c -
about China's future growth potentlal o - '7 IR
Followmg four consecutlve years of double d1g1t rates of growth
durlng 1992 95, the Ch1nese economy has also become overheated w1th,,
1nﬂat10n(measured by the consumer pr1ce 1ndex) r1s1ng to 21. 7% a record .
high .in 1994 and then down to 14 8% in 1995 Smce the late 1995 Vice
Premier Zhu Ron.1 dubbed China's "econonrnc czars', was charged W1th the(i}
task of br1ng1ng down the rampant 1nﬂat1on Zhu 1ntroduced a number of
tough macroeconomic stabilization measures 1nclud1ng a credlt squeeze and
pr1ce re- control of certaln essent1al commod1t1es By m1d 1996, inflation
was brought down to 9.2% or. below the ofﬁc1al target of 10%, w1th only small
trade- off on economic growth -- - as, econom1c growth for the first half of 1996,
was stlll 9.8%.5 ; \ i
~ In common economlc parlance, the Chlnese economy has ach1eved a
"soft landlng" Nonetheless the Chmese economy has embodled certa1n
1nherent1y h1gh growth features Why‘? Sy \ o
‘ It may be remembered that even before the reform the Chlnese .'
economy could grow at a reasonable rate of 6% (dur1ng 1952 -7 8), desp1te all
1ts 1nherent soc1a11st economlc 1nefﬁc1enc1es and the d1sruptlons caused byg,v

Maos poht1cal campalgns The reform has set free the latent dynamlc :



economlc and social forces to fuel further economic growth
" China's dynamlc economlc growth can be easily analyzed from both B
the demand and supply s1des In terms of technlcal explanatlon, Chmas
h1gh economic growth on the demand s1de stems from its high level of
domestlc 1nvestment bemg ‘matched by equally h1gh levels of domest1c,\l
savmgs Accordmg to the Asian Development Bank China's average gross N
domest1c 1nvestment during 1981-1990 was 30. 5% of its GDP wh11e 1tsh“:
average gross domestic savmgs 30.8%. In 1993 when China had 13. 4%”
record growth its gross domestic 1nvestment was 43.5% while its gross l‘
domestic savings was 41.5%, being among the highest in the world."® In _the
East ‘»A's:ianj NIEs, their past high growth was similarly due to their high.\ |
levels of sav1ngs and 1nvestment ‘. » SR | o
| Chma s enormous need for infrastructural investment like
transportatlon and communications, and ports and airports are well known
For 1nstance, Chma is planmng'to bu1ld 60 new a1rports and upgrade 25
ex1st1ng ones. Guangdong provmce alone has 6 new a1rports e1ther Just f
completed or under construction. k | ' B
Apart from 1nvestment Ch1na s future economlc growth can also be
boosted by rising consumptmn " With a moderately aﬁluent middle class of |
nearly 100 m1ll1on mamly in the urban areas mcludmg numerous small
towns Ch1na S appet1te for consumer goods is 31m11arly enormous In the
rural areas, mllhons of peasants are stlll cravmg for basic household;
consumer durables like TVs. |
V1ewed from the supply s1de Chmas economlc growth can also be ‘
sustamed on 1ts own by rising a labour force and mcreasmg product1v1ty’ j
As it has happened to J. apan and South Korea before product1v1ty growth is’
assoc1ated Wlth the shift of labour from low product1v1ty agr1culture to high-
product1v1ty manufacturmg In Chma, the rural sector 1s a huge reservmrv‘
of mllhons of underemployed labour (1 e Rural d1sgu1sed unemployment")

Hence the contlnumg dynamlc expans1on ‘of the townshlp and v1llage



enterpr1ses (TVEs) in recent years and their! contr1but1on to overall growth.! o
' One can therefore be Just1f1ably opt1m1st1c about the overall growth’:,
prospects of the Chmese economy over the medlum and long run. If the,’
h1gh growth of the East Asian economies can be of a general gurde the
Chmese economy should be able to grow at around 8% per year
Asa matter of fact, the Chinese economy is 1n ‘many, ways followmg
the past growth pattern of the East Asian NIEs. But unhke the NIEs,
Chma is a vast country with a huge resource base and a huge domestlc
market Chma v1rtually has a whole contment for 1tself to develop At{;’
present most growth has been concentrated on the coastal reglon and is yet
to spread out ’oo the vast 1nter1or Therefore 1t w1ll take a long tlme for Chma
to exhaust 1ts total development potent1al S S 4
. In the long run, the Chmese economy has to grow mamly on the bas1s-
of domestlc demand, quite unl1ke the smaller NIEs whose economic growth l
has to be mamly propelled by export growth or external demand Smce the
start of economic reform in 1978, Ch1na s exports. have been growmg at the_j
average annual rate of 17%. The world market simply cannot continue to
absorb such an onslaught of export goods. But it.is fortunate for-China that -
1ts sheer size and diversity would prov1de sufﬁment 1nternal dynamics to

generate 1ts own growth in the long run B

Overcommg Problems and Constramts L Lo . »
" The above favourable pro- growth scenario has to be quahﬁed by two:
con81derat1ons F1rst Chmas populatlon growth has been slowing down
con81derably ﬁ‘om the average annual rate of 1.5% durmg 1980-90 to 1.2%
durmg 1990 94 as a result of the successful lmplementatlon of its "one-child -
pohcy" Accordmgly, Ch1na s total fertlhty rate came down from 2.5 in 1980
to 1.9 1n 1994 Wthh 1is sl1ght1y below the replacement level of fert1l1ty
Th1s also means that Chma s populatmn growth is not Just slowing down in

growth but w1ll eventually reach Zero after a certain t1me Iag But before



th1s the populat1on w1ll be rap1dly agemg after the turn of th1s century' |
This will change the labour force structure and will pose an ult1mate‘
constralnt on the cont1nu1ng development of labour intensive 1ndustry in the
longer run. , R -

Of greater 1mportance, Ch1na S pattern of growth in the longer termﬁ
will cr1t1cally depend on how China comes to gr1ps with a number of spec1f1c:
problems and constraints: - | o : |

Secondly, as can be seen from T ;_abl_e_ Chmas human resource |
development is among the Weakest in East Asia. Only 2% of the relevantx
age group in China i is rece1v1ng tertlary educatlon compared to 42% in Korea: :
and 45% in Ta1wan About two- th1rds of the 220 000 or so students sent
abroad for stud1es have not returned to China. Th1s will in time constram"f
the restructurmg and upgradmg of the Ch1nese economy ‘into more skill-
~1nten81ve and h1gher value-added act1v1t1es In short China's human’%l
resource gaps, in quant1tat1ve as well as in’ quahtatwe terms could well B

operate to moderate its long term growth potent1al

Unﬁmshed-Reform Constramts

In 1994 Chma carrled ofut a comprehens1ve package of econom1cu;f
reform. In the areas of taxation and forelgn exchange, the reform has been
quite succesSful Tax reform, aimed at umfymg the tax code and
snnphfymg the tax system and adm1n1strat10n came into effect on J anuary 1 ,
1994 NI I SR A Il_;vz;"t’w“ !

It seems strange that for such a b1g country as Chma the central
government all along did not have a nat1onW1de tax admmlstratlon w1th the}f
bulk of its tax collectlon delegated to local governments Thus the 1994 tax ..
reform by separatmg ‘the tax author1ty between central and local
‘governments marks a truly s1gn1ﬁcant move for Be131ng Henceforth a newf:':
revenue- sharmg arrangement between the central and local governments is ':’

to replace the complex contract based 1ntergovernmental revenue system R



historically called "tax farming".}* ' _ »
The exchange reform started on January 1 1994 w1th the un1f10at1on J
of the dual exchange rate system Wthh operated from 1986 to 1993 . With
the exchange reform, Chma entered into a managed float system W1th: _
part1a1 convert1b111ty of the renmmbz broadly on the current account Th1s;;j
paved the way for Chma to target full renmmbz convertlblhty (i.e. also free:
exchange on the cap1ta1 account) by the year 2000 Recently, there were”‘,
‘ofﬁc1a1 h1nts that Chma would step up the f1na1 process 1n order to support,\.d
its entry mto the World Trade Orgamzat1on (W TO) B - ”
However progress in respect of state- owned enterprlse (SOE) reform
and the f1nanc1a1 sector reform is st111 falhng short of targets Spec1f1ca11y |
for the reform of SOEs efforts were 1n1t1ally dlrected at 1mprov1ng thelr
efﬁmency by restructurmg the enterprlse governance mcludmg measures, to
deﬁne enterprlse rlghts under law to separate government superv1s1on from: :
enterpr1se management and SO on. ThlS culmmated in the promulgatmn on |
July 1 1994 of a new. Company Law wh1ch was supposed to prov1de the m
needed legal framework for the formatlon of "share holdlng companles",!
Wh1ch 1s the Chlnese way of pr1vat1zat10n T k Lo ,
However progress in corporatlzatron has been very slow Apart
from the handful of more eff1c1ent SOEs the majorlty of SOEs, are heavﬂy: |
debtrldden and cannot be eas1ly corporatlzed into shareholdmg companles L
unt11 they have gone through drast1c ﬁnanmal restructurmg and re-
capltahzatlon Furthermore mere corporatrzatlon itself, W1th the mam .
focus on ownershlp reform, cannot ensure the efﬁc1ency and proﬁtabrhty of : ‘
SOEs, wh1ch eventually have to g0, through a fundamental management |
reform 1n order to learn how to. behave hke true proﬁt-max1m1z1ng“_
| enterpnses In other words SOEs would ult1mately have to operate under-‘
real "hard budget constramts" “ Those hopelessly unproﬁtable SOEs would \,
have to be shut down Chlna passed a bankruptcy law as early as 1986 but

the government has been extremely reluctant to allow the a111ng SOEs to fold -



up for fear of soc1al 1nstab1l1ty
\ It should be remembered that the problem of reformlng SOEs in all )
trans1t10nal economles is enormously comphcated involving larger pol1t1cal_»_:
and soc1al issues. For Chlna, in partlcular, its large SOEs exist like "m1n1— :
welfare states" ' whose main obJectlve is not conﬁned to making proﬁts butm
also to take care of such soc1al respons1b111t1es as housmg, educatlon, health
care and other serv1ces for the1r ‘workers on behalf of local governments
Effective reform of SOEs must therefore start ‘with decouplmg thelr”"
productive from the1r non- product1ve social functlons This would- |
ult1mately enta1l "breakmg the slo called three irons -- iron rice bowl, iron
p031t1on and iron wages, wh1ch are deep rooted problems, pol1tlcally d1fﬁcult ,
to resolve. Thus pr1or to the prov1s1on of a new soc1al safety net or somal;
securlty reform any serious attempt to reform SOEs by subjecting them tof
the necessary "hard budget constramt" could run ‘the risk of throwmg out?
mllhons of redundant workers to the street with the spectre of social unrest
Beljmgs latest strategy of SOE reform 1nvolves‘ "Freemg smaller;i
SOEs first while 1mprov1ng larger ones",' the so called Zbua da ﬁng—xmo:_f
pohcy In av01d1ng the polltlcal I‘lSkS of tackhng the larger SOEs the‘ |
government 1s m a sense actually not d1rectly attackmg the SOE problem
In the meanwhlle a large number of SOEs report losses year after year In
the ﬁrst half of 1996 for mstance 49% of Ch1nas 1ndustr1al SOEs were |
reported to be 1n the red 16 Th1s means that the state banks had to help the |
alhng SOEs leadmg to the accunlulatlon of t00 many bad loans for the state
banks And the problem of bad debts hmders bankmg reform in Chlna
From the standpomt of macroeconom1c management bankmg reform ;
constltutes the ‘most vital component of the whole economlc reform package -
For the proper operat1on of a soc1ahst market economy Chlna needs an‘ |
effectlve ﬁnanc1al framework for the operat1on of 1ts monetary pohcy In
other words, the government must be able to use such key monetary:i

1nstruments as money supply and mterest rates in a functmnmg ﬁnanc1al“



system for mamtammg macroeconomlc stabilization. ’
Pl‘lOl‘ to economlc reform Chma operated a mono- bank system |
Wthh smce 1984 had evolved into a two- t1er bankmg system The People S
Bank of Ch1na (PBC) operated as the country s central bank whlle pol1cy and |
commerc1a1 lendmg was ass1gned to the four spec1a11zed state banks -- the
Bank of Chma the Industr1al and Commercial Bank of Chma the People's |
' Constructmn Bank of Chma, and the Agrlcultural Bank of Ch1na The
annual credlt plan was the cornerstone of Chma s "monetary pohcy" |
; As economlc reform took hold and the role of the market expanded N
the shortcommgs of such an admmlstratlvely controlled annual cred1t plan |
both 1n 1ts formulatlon and 1mp1ementat10n became mcreasmgly apparent |
In fact the lack of a market- based monetary pohcy tool has been the root
cause of the violent ﬂuctuatmn of the Chmese economy prror to 1993 |
Hence the need for banking reform.
The main thrust of the banking reform 1ncludes (1) Settmg up.a .
_strong and 1ndependent central bank Whose prlmary respon31b111ty is to "
' mamtam monetary and exchange rate stab111ty and (2) Commerc1ahz1ng the
banklng system 1n which the four state owned spec1ahzed banks can operatejl
on a purely commerc1al bas1s 1eav1ng "pohcy 1end1ng" (1 e. loans of non-
commerc1al nature) to the three newly created "pohcy banks“ -- the State”
Development Bank the Export and Import Bank and the Agrlcultural
Development Bank , , . C .
‘ The passmg of the Central Bank Act in March 1994 prov1ded the,
legal bas1s for the PBC to operate as the country S central bank which is now l.,
supposed to have operat1ona1 autonomy for conductmg monetary pohcy 5
But doubt remams however, if the PBC has the real 1ndependence to operate |
as a true central bank It is even more doubtful 1f the spec1ahzed banks_k
have come near to operatmg like true commermal banks Th1s 1s because_,_.
most of the1r loans are st111 not based on commerc1al cr1ter1a and the 1nterest '

rates are st1ll not determmed by market forces A case 1n po1nt 1s the huge ,'

10



amount of non- performing:loansp(called "triangular debt") 'con:tractedl'by 3
SOEs "By some est1mates, abqut 70% of loans by state banks to bothm
1ndustr1al and other enterpr1ses, are 1rrecoverable" 17 In th1s Way, the )
economlc woes of the near- bankrupt SOEs translate 1nto a major problem for
the banks “ ' |
| As the cruc1al bankmg and SOE reforms (which are actually. ; i
1nterdependent), have fa1led to achieve important breakthroughs thev.
government's pr1me ob3ect1ve of estabhshmg a market-based macroeconomic 5
management system remams unfulﬁlled 18 Thls means that the Chmese
economy, w1thout the usual bu1lt-1n macroeconomlc stabilizers, will cont1nue :
to exper1ence v1olent ﬂuctuatlons But until the trans1t1on to a full market
economy is completed China W1ll cont1nue to suffer from the 1neff101ency of a,;;
partially-reformed economy ‘ h
Inst1tut10nal Constramts |
The maJor challenge faced by Ch1na today 1s s not Just to transform 1ts )
economic system but also to modermze 1ts 1nst1tut1onal structure Chma s"'."
ex1st1ng 1nst1tut1onal setup and pol1t1cal system were developed prlmarlly to
serve the socmhst economy based on central plannmg and dom1nated by the
CCP. They are clearly 1nappropr1ate for a market economy “
" L1beral detractors ‘would hastﬂy Jump to the conclusmn that for‘
polit1cal reform China must necessarlly call for a Western style of democracy "
This is clearly unwarranted in the East As1an trad1t1on wh1ch has followed
1nstead ‘the sequence of "development ﬁrst democratlzatmn later" :
Furthermore such drastlc pol1t1cal transformatlon as full democrat1zatlonl :
for a b1g and d1verse country hke Chlna is plamly unreahst1c at the present
stage it w1ll 31mply brmg more| chaos (luan) to Chlna, if the democracy‘ '
exper1ments 1n several As1an countries can serve as a gu1de Nor w1llf"'
pohtlcal democracy necessar1ly facﬂ1tate Chlnas present econom1c growthﬁ

and social progress. Tt is to be remembered that South Korea's 1ndustr1al ""

11



take off took place under a m111tary d1ctatorslup, Ta1wan s under mart1al law
and Hong Kong s under a colomal rule. ' o ‘

' At the same time, however a Marx1st Lemmst state is
fundamentally 1ncompat1ble w1th a funct1on1ng market system Market
forces operatmg on the1r own, only recogmze economlc S1gnals not the 80-.
called "Four Cardmal Pr1nc1p1es" of the CCP E1ther the free market
process of econom1c development would eventually undermme the Marx1st-.
Lemmst state or the ‘rigid Marx1st Lemmst system would res1st cruc1al
changes by g1v1ng Way to a half reformed market system W1th all its well
known 1neffc1enc1es, as mentloned earher Hence the CCP must adapt and
change . S R

’ Assummg that no ruling party is w1ll1ng to share ‘power on 1ts own
v011t1on the most form1dable challenge for the CCP 1s how to sk1llfully
manage 1nst1tut10nal changes w1thout los1ng total pohtlcal legltlmacy On
the one hand the CCP has to step up 1nst1tut10nal and poht1ca1 reform to
famhtate the development of the "soc1ahst market economy" but on the other
it has to-ensure that those changes would not undermme 1ts own rule
Adm1ttedly, this 1s a h1ghly dehcate busmess wh1ch w1ll test the true
statecraft of the future CCP leadershlp ‘ : v :

o F1rst of all for the CCP to retain power, 1t obv1ously has to renew.
1tself by attractmg more younger and better educated members This would
compromlse the Partys past emphas1s on the class background of workers
and peasants In the longer run, 1t has to transform 1tself into a modern
development or1ented p011t1cal orgamzatmn based on mer1tocracy rather
' than 1deolog1cal dogma An authorltarlan reg1me dommated by a ruhng
party w1th a modern and pragmatlc outlook can. st1ll foster econom1c
development but one w1th a r1g1d ideology cannot. o \

B It has now become clear that rap1d economic and soc1al changes in.
' Ch1na have already brought about -a decay i 1n the CCP's local organ1zat1ons,

espec1ally in the rural areas. Th1s is 1nev1table once the CCP lost 1ts

12




or1g1nal revolut1onary 1deolog1cal fervour amldst the spread of prosperlty
and materlahsm One poss1ble scenarlo for the future 1s that after the‘;
passmg of the old guard the CCP m1ght well spht 1nto fact1ons As Chlna,
becomes more developed and the populatlon better educated some CCP t
factlons may even assume new labels by calhng themselves soc1al democrats |
" For the hkely shape of | Chlnas future pol1t1cal system, scholars";
-foresee ‘the weakemng of the author1ty of the CCP along with the gradualtl
eros1on of the state's direct control over the economy and soc1ety In the -
longer run, while the CCP will continue to be an 1mportant 1nst1tut10n it 1s
not hkely to retain its domlnance over the overall p011t1cal system. Rather
the Party, the military, the prov1nc1al and mun1c1pal bureaucrac1es, the‘ |
people s assembhes and the central economic bureaucrac1es will all compete
in a largely peaceful manner for supremacy " "None of these 1nst1tut1ons is
hkely to emerge as a clear v1ctor, resultlng in a complex system of severalfj
overlapplng yet competlng centres of power with the relatlve power of each :
1nst1tut1on varymg over t1me and from place to place me e :
R Whatever is the more hkely scenar1o, pol1t1cal plurahzatlon 1s boundi‘
to follow economic development In the short run, however, the CCP cannot “
renounce 1ts Marxist doctrmels w1thout 1mmed1ately losmg 1ts ownl:
leg1t1macy, as happened in East Europe The CCP has to be extremely»
cautlous in its political reform, 1n1t1ally perhaps to be carr1ed out by"
1mprov1ng ‘the "system of government“ and separatmg the Party from the :
government which in turn will pave the way for the estabhshment of ai
professmnal c1V1l service. It should also reform its present cadre system
w1th professmnals and technocrats gradually replacing the old "somahst
bureaucrats ‘who are appointed by the Party S orgamzatlon department notil
by open recrultment based on compet1t1on The role played by technocrats )
in managmg successful econom1c development in the East As1an NIEs is well .
known to the Ch1nese leadershlp, wh1ch has also started to stress the‘

1mportance of c1v11 service reform.

l
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All these political reforms may weaken the CCP's monopoly of power.
But at the same time, the CCP is also buying time as the resultant )
1mprovement in admlmstratlve efficiency and government performance will
also help the CCP to stay in power. -The potent1al gam in popularlty for ther
party as a successful modermzer can offset the loss of its old legltlmacy ln |
the process a lot st1ll depends on whether or not the top leadersh1p possesses |
the pohtlcal sk1lls of the CCP in managmg those changes | o ,V

. For the immediate future however other 1nst1tut1onal changes

mvolvmg legal reform are more urgently needed All modern states have
clear rules and regulat1ons to set out the hm1ts of authorlty and to deﬁne the
general behavmur of market partlc1pants The absence of the rule of law is
the Weakest link of the Chmese p011t1cal system due to the Chlnese trad1t10n .
of "rule of man" Needless to say, a strong and transparent legal framework ‘\
can deﬁnltely promote business and forelgn 1nvestment by reducmg
transactmn costs 1n the form of rent-seekmg and corrupt1on act1v1t1es L

Smce economic reform, China has enacted over 160 new laws, over:
half of Wthh are related to commercial laws. But legal reform goes beyond‘
the sample process of law ‘making or setting up law courts It has to pave_
the way for an effect1ve legal 1nfrastructure w1th an 1ndependent Jud101ary’
(1 e. one that 1s free from the Party control) Furthermore, China, as a
prlmarlly Confuc1an state W1th no Greco-Roman legal trad1t1ons needs to
undertake greater efforts to foster the necessary "legal culture" R

Agam legal reform i 1s not W1thout its pohtlcal risk for the CCP Thel
end result of the legal reform could lead to the weakemng of the commumst
rule, as it means that the Party can no longer remam above the law The
chmax of legal reform w1ll be reached when the CCP agrees to wr1te a new.
const1tut1on for Chlna Wh1ch W1ll remove all its spe(:lal pr1v1leges All in all
pohtlcal and 1nst1tut1onal changes W1ll hasten the emergmg of some k1nd of

democracy in Chma '
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Soclal Constralnts _

" As China shares the mamstream East A31an cultural tradition of
Confumanlsm, it obvmusly also has 51m11ar 1nherent somal capab111ty to |
sustam economlc development as the other East A81an NIEs. For the
Chmese people 1n general there is no lack of such growth 1nduc1ng SOcial
traits as "Savlngs‘ ethics" "learmng eth1cs" and other s1m11ar behav1our
patterns that can foster economic growth 20 ‘ -

On the other hand China's rap1d economic growth in recent years
has glven r1se to negatlve soc1al external1t1es ) from rlslng soc1al
‘ expectatlons and w1despread lsoc1a1 envy to rlsrng crime. These
developments have worrled the Chinese leadershlp A sense of a general
"moral cr1s1s" is sweeplng Chlna To be sure, such a moral CI'lSlS is also
prevalent (or actually worse) 1n Russm and other Eastern European ‘
countries. How far does it represent a trans1t10nal phenomenon‘7 Will it go
away by 1tself once these former somahst countr1es have completed their
economlc and social trans1tlon‘? A N

Most Chma experts take the view that many of those negatlve somal
externa11t1es may create frictions in the economlc growth process, but they
will not on their own be serious enough to d1srupt the process The Chlnese
author1t1es understandably place a h1gh pr10r1ty on mamtamlng soc1al order
A on Wthh economlc growth and economic reform are dependent Tt is often
the case that the best way to deal w1th the by products of rap1d economic
growth is to contmue W1th rapld economlc growth Wthh w1ll generate more
resources to deal w1th social problems | | '

Take ‘the case of employment BetWeen 1978 and 1993'"011"1555"
labour force 1ncreased by 213 m1ll1on 75 % of whom were employed in’
manufacturmg and services. ThlS means that as a result of hlgh economlc
growth since the reform a maJorlty of all new entrants 1nto the labour force
found productive employment outside of agriculture. If the Chinese

economy were to grow at 8 % or 9 % a year, unemployment would be reduced.
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However, there are other critical problems which will create stramsi
in Chlnese soc1ety even w1th contmumg hlgh economic growth. First, the
leadersh1p must mob1hze all its 1nst1tut10nal resources to combat corrupt1on
Wthh 1s rampant in Chma today Econom1c reform in all transmonal.
econom1es generates opportumty for rent seekmg, proﬁteermg and open.
graft and corruptlon The problem is gettnLng so ser1ous that 1t threatens to
undermme the somal fabrlc of the country as well as the moral author1ty of
the CCP So far there has been much ofﬁc1al rhetorlc on the problem of__
corruptlon from the Chmese leaders who have yet to demonstrate a
determmed pol1t1cal w1ll to tackle th1s 1ssue The Chen Xltong aﬁ'alr 1s;
mamfestly more an outcome of a h1gh level power struggle than a dehberate
attempt by the leadersh1p to crack down on the W1despread corrupt pract1ces’
of1ts hlgh ofﬁcxals 2 ‘ S - .

More than a mere soc1a1 ev11 corruptlon is actually an anathema to‘
economlc growth by /increasing transaction costs and reducmg effc1ency;
Rampant corruptlon can also slow down trade and 1nvestment All the four
NIEs have made serious attempts to tackle the problem of ' corruptlon.f
Chma too must manage. thls problem properly before 1t can develop into
another NIE in future S , c i B

| Secondly, another macro soc1a1 issue w1th ser1ous economlc and
p011t1cal consequences is the growmg 1ncome dlspanty between the fast-
growmg coastal zones. and the backward 1nter1or provmces between urban
and rural areas, or between 1ndustr1a1 and agrlcultural sectors. The recent.
N1nth F1ve Year Plan 1996- 2000 has emphas1zed the need for a new
development strategy to narrow the var1ous developmental d1spar1t1es in.
Chma, 1ndlcat1ng that Bemng can no longer shrug off th1s problem

Underlymg these reg1ona1 development d1spar1t1es is deep rooted
mter-regmnal pol1t1cal r1valry on the one hand, and pol1t1cal tens1on between
the centre and provmces on the other Both can pose a. threat to Chmas

natmnal un1ty Some provmces have from t1me to t1me undertaken
Il
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.unllateral measures to protect thelr vested econom1c 1nterests by obstructlng ’
the 1nterﬂow of resources (e.g. 1nterprov1nc1al "trade wars"), ‘and this affects;
the efflc1ent operatlon of the Chmese economy as a s1ngle market 22 Sufﬁcen
it to say that Chma needs greater pohtlcal and economic 1ntegrat1on to boost |
its economlc growth and this in turn depends on 1ts ab111ty to ehmmate\.
Areglonal development d1spar1t1es | 1 ' ' |

Thlrdly, Chma has to step up soc1al secur1ty reform, whlch was::_
actually one of the unfulfilled key areas 1n Chlna s 1994 reform package As
pomted out earher the crucial SOE reform could not take off bas1cally due to;"'
the lack of a new soc1al safety net. Chmas old social security system is
‘based on the danwe1 (or Work un1t), wh1ch was developed for the hlghlyw
regulated soc1ety under Mao's time. But the reform has since eroded the“
danwei system before a new somal securlty system to suit the marketl
economy could be estabhshed 1A new somal secur1ty system is needed to

deal w1th such problems as labour moblhty, agemg populat1on and so on.

Resource Constramts ,
Ch1na is adm1tted1y a huge country w1th a vast and d1verse naturalz
resource base. But Ch1na also has a huge populatlon of 1. 2 b1ll1on |
Contmumg economlc growth in future W1ll certalnly stretch China's natural
resources to the 11m1ts, g1v1ng rise to acute supply and demand 1mbalances |
Agrlculture is now worrymg the Chlnese leadershlp, as a result of awy

2.6% drop in gram product1on in 1994 Is Chma "startmg to lose thei
capac1ty to feed 1tself’ as recently warned by the Amencan env1ronmental1st
Lester Brown"23 There are at present no concrete 31gns that China 1sf
headlng for a full blown food crlsls Followmg Brown S recent sensatlonalf
statement Chmese spemahsts “have recently re assessed “China's
agr1cultural resource base and 1ts technologlcal foundat1on and they havel
concluded that Chma by and large ‘will be able to feed 1tself 2 However the s

Chmese government ‘still has cause for real concern over the current state of |
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Chmese agrlculture not least because of rising peasant dlscontent S

As Chma is the world's largest prodhcer of gram it is correct to say

that China' s food problem can also become a world food problem If China
were to 1mport 5 % of 1ts consumptlon needs, th1s would amount to the totalv
gram trade of the EU and a 10% 1mport would serlously dlsrupt the world "
grain market! In other words China must mamtam its h1gh level of food“
self-sufﬁc1ency, as 1t 1s 51mp1y too b1g to spec1ahze in manufactured exports?
and to 1mport food as in the case of Japan or the NIEs. _
‘ Chmese agr1cu1ture really faces a number of dauntlng challenges :
Chma 's 1 2 b1111on populat1on will increase by a further 200 m1111on by 20 10
and some 300 m11110n by 2025 With cont1nu1ng urban1zat1on, r1s1ng ‘per-
caplta 1ncome and hence changes 1n food consumptlon patterns, Chma will
have to 1ncrease 1ts grain productlon from its present level of 450 million.
tons to well over. 600 m1ll1on tons by 2020 1The 1ncreased productlon has to.
be done w1th no substant1al increase but ‘more likely a decline in arable
land.26 - ‘ ‘ , v ‘
" ,. For an effect1ve long term solutlon of the agr1cultural problem _
however the government has to properly manage agr1cultural development
am1dst rapld 1ndustr1al growth -- the agrlcultural sector 1s set to dechne once
1ndustr1ahzat1on gets under ‘way. There should be a balanced agricultural
development strategy which w1ll not squeeze farmers too. hard and too fast
| whilst promotmg agr1cultural product1v1ty by steppmg up- technologmal;
progress. . . . T I T .
Chmas present consumpt1on of energy on per- caplta bas1s is still

very low, e.g. its per-cap1ta energy use for 1994 was only 647 kg (oil
equivalent), compared to 3,825 kg for Japan and 3,000 kg for South Korea.
Also, _Chmas total energy demand grew at the annual rate of only 5.5%
durmg 1980 90 Whlch is 31gn1ficantly below its GDP growth.” However
further econom1c growth in future w1ll certamly ra1se China's overall energy

consumptlon level W1th ser1ous 1mpl1cat10ns for the world _energy market-v
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because of Chma S huge demand potent1a1 éhinals Share 1n world prim’ary"z
energy demand w111 1ncrease from 8. 9% for 1993 to 10 9% for 2000
' By compar1son Chma s energy sector is g1v1ng out an early warmng
sngnal even though energy is less 1mportant than agrlculture in soc1o-"
econom1c terms | o
Desplte be1ng the world‘s| sixth largest oil producer (146 mllhon tons't
in 1994 or 5% of the world's oil output), Ch1na has become a net 1mporter of
oil s1nce 1993 Ch1na may have to 1mport 50 million tons of crude 011 a year'k

by 2000 Beyond 2000 the situation w1ll depend on Chlna S 1nvestment 1n}

oil and gas exp101tat10n

Slmllarly, China's dynamic economic growth is already exertmg
pressure on Chmas existing water and land resources as well as on 1ts:':

env1ronment Chmese themselves w1ll mamly bear the costs of pollutlon as

only about 20% of industrial waste and 15% of sewage ﬂowmg 1nto Chma s

rivers is treated But there is also con31derable cross-border pollutlon due ‘

to Chlnas heavy reliance on coal for most of its ‘energy needs In many ':

parts of Ch1na, airborne levels of sulphur d10x1de in w1nter have exceeded

‘World Health Organlzat1on guldehnes L

Accordmgly, the Chmese government has started to pay serlous
attent1on to the env1ronmental issue. But 1ts 1nvestment in pollutlong
control is only a small fractlon of government expendlture and enforcement:
is lax espemally in the rural areas.  In the long run, ‘China's economic
development is much like a race, whereby new resources have to be qulcklyi

created to manage the by-products of development as pollutlon

fMuddhng Through"

Each of the above constramts presents a formldable challenge to" the'
Chinese leadershlp, and they all can 1n varymg degree operate to moderate ‘
China's long term growth capablhty It is not certaln as to how the Chmese'

leadershlp will exactly respond to the above problems and constramts or’
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how long it will take 1t to overcome those problems. Many Chma experts
take the view that Chma could somehow be able to "muddle through "

The point is that China's dynamic economic growth can be slowed but
cannot be stifled. Given continuing peace and /‘stab‘ility, ‘China will
ultimately rea.lize its major economic developmerrt objectives, certaihly by
the first quarter of the 21st cehtury if not by 2015 By then‘ Chiua will
clearly be a mlddle -income economy in terms of its per- caplta income but its
total GDP w111 make it the world's largest economy

It i 1s therefore 1mportant for all mternatlonal orgamzatlons bo start
engaging Chma now on all important global| and reglonal issues. Smgapore:
and many other Asian countries support Ch1na s b1d to join the World Trade;’

Orgamzatlon so China will learn to play by global rules

20




138

Téble 1 China and the Other Asia Pacific Economies

PPP REE
. GNP extxm: ¢ Mfg t Export
‘Area |Populatio| per- ?;?P , :: l‘;{(,n;f GDP
(1,000} n 1993 | capita | Real GDP growth (%) Annual Export Growth Ratio,:
sqm) | (million)| 1994 | P°*" R total “f * 505
(US$) Capita exports | ° %)
1995 , 1993 .| °
U8 | oeoTTa70 1980 570 T ToE0 TS50 |
70 | so | go | 1994 [1995]1996] 4 90 94 -
China 9,561 1,178.4 539 3,100 52 58 9.5 11.8 102 99 87 114 14.3 89 216
Japan 378 124.5 34,630 24,140 109 50 4.1 07 08 33 790 50 0.4° 97 8.6
“. |S. Korea 99 441 8260 11,900 86 95 97 83 82 6.7 235 13.7 7.4 93 250
Taiwan 36 20.9 11,600 13200 9.2 97 171 65 64 55 28.5 - - 93 385
Hong Kong - 1 58 21,650 23,900 100 93 71 55 50 5.1 9.7 154 15.3 93  150.7
Singapore 1 2.8 22,500 22,600 88 85 64 101 82 70 42 121 161 80  134.4
Brunei 6 0.3 [21,000] NA NA NA NA NA NA NA NA NA NA -~ NA  NA
Indonesia 1,905 187.2 880 380 39 76 55 74 75 15 72 53 2.1 53- 233
Malaysia 330 190 3,480 10,400 65 178 52 85 92 85 48 115 . 178 65  73.1
Philipines 300 64.8 950 2,800 51 63 09 43 55 59 60 29 102 76 205
Thailand 513 58.1 2,410 8000 84 72 176 85 88 65 10.3 143 = 216 72 295
Vietnam 332 71.3 200 . - - - - - 85 9.0 - 75  12.7T i -
Source: World Deve]opment Report 1996 and earlier years; for Taiwan, The Statistical Yearboo]: of tIJe Repub[zc of Cbma 1.996 _
and ADB, Asian Development Outlook 1996 and 1997. , S R [82b] \EC.doc .
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Table 2 China and Other Asia Pacific Economics: Social Indicators

income countries -

Gl:f ”I‘otalj | Lifé » m]i::ii.::itty Population Adult o
caI;)ifa, fertility expecicancy rate, 1994 | per doctor, | illiteracy Percent of age gr(!up in male v . Human Development
rate, at birth e enrolled education 1993 :
1994 1994 (%) | (vears) 1994 (pe.g 1000 1993 ~ (A) 1995 | - o : s (1992)
US$ , = ) births) . -
\ : P R N Ranking in
| Primary | Secondary ‘| Teritiary | Indéx* developing
. - - L Do : 3 world
China. 530 1.9 69 . 30 1,060 19 120 60 4 0644 34
Japan 34,630 15 79 . 4 609 5 = 102 95 .. 30 0929 NA-
South Korea 8,260 1.8 T 12 950 5 100 93 48  0.859 4
Taiwan 11,604 15 - 74 - 5 807 8 . 102 - ° 95 5 - .
Hong Kong 21,650 12 . 78 - 5 919 8 e D 21 0875 2
Singapore | 22010 - 18 - . 75 " 5 720 L9 - 20 0836 10
Brunei 21,000 - R R S . - e T e .
Indonesia 80 27 63 . 13 4,910 16 116 .48 ¢ 10 0586 41
Malaysia 3,480 34 . M1 . 12 2,410 17 93. 56 . - 0.794 17
Philippines- - 950 .38 65 40 . 6700 o T S 26 0.621 38
Thailand - 2,410 . ‘2.0 69 - 36 4,420 .6 98 38 -19  0.798 16
|vietnam - 200 - 31 - 66 42 2300 6 el - 2 0514 51
Averageoflow- .. 380 = 33 . 63 58 - 5630 3¢ 1120 o 55 - - .
mcome countries = - : . S , T - P A S S
Average of middle- 2520 28 . 67 . 40 1,73,0] - 1050 - 65 - . - 0

® Human Development Index combines life expectancy, educational attamment and mcome mdlcators L
" to give a composite measure of human development. o7
Sources World Development Report 1996; Asian Development Bank, Key Indicators of Developmg'Aszan and Pacific Countries 1 995;
Human Development Report 1994; and Taiwan Statzstzca] Data Book 1995; and national sources.
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