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Neoliberalism *with Chinese
Characteristics’

In December 1978, faced with the dual difficulties of political
uncertainty in the wake of Mao’s death in 1976 and several vears of
economic stagnation, the Chinese leadership under Deng Xiaop-
ing announced a programme of economic reform. We may never
know for sure whether Deng was all along a secret ‘capatalist
roader’ (as Mao had clumed durmg the Cultural Revolution) or
whether the reforms were simply a desperate move to ensure
China’s economic security and bolster its prestige in the face of the
rising tide of capitalist development in the rest of East and South-
East Asia. The reforms just happened to comncide—and it is very
hard to consider this as anything other than a conjunctural accl-
dent of world-historical significance—with the turn to neoliberal
solutions in Britain and the United States. The outcome in China
has been the construction of a particular kind of market economy
that increasingly incorporates neoliberal elements interdigitated
with authoritarian centralized control. Elsewhere, as in Chile,
South Korea, Tmiwan, and Singapore, the compatability between
authoritarianism and the capitalist market had already been clearly
established.

While egalitarianism as a long-term goal for China was not
abandoned, Deng argued that individual and local initiative had to
be unleashed in order to increase productivity and spark economic
growth. The corollary, that certain levels of nequality would
mevitably anse, was well understood as something that wouid need
to be tolerated. Under the slogan of yraobang—the concept of an
ideal society that provides well for all its citizens—Deng focused
on ‘four medernizations’ 1n agriculture, mdustry, education, and
science and defence. The reforms strove to bring market forces to
bear internally within the Chinese economy. The idea was to
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stimulate competition between state-owned firms and thereby
spark, it was hoped, mnnovation and growth. Market pricing was
introduced, but this was probably far less significant than the rapid
devolution of political-economic power to the regions and to the
localities. This last move proved particularly astute. Confrontation
with traditional power centres in Beijing was avoided and local
nitiatives could pioneer the way to a new social order. Innovations
that failed could simply be ignored. To supplement this effort,
China was also opened up, albeit under strict state supervision, to
foreign trade and foreign investment, thus ending China’s 1sclation
from the world market. Experimentation was nitially limited,
mainly to Guangdong province close to Hong Kong, conveniently
remote from Beijing. One aim of this opening to the outside was to
procure technology transfers (hence the emphasis on joint ven-
tures between foreign capital and Chinese partners). The other
was to gain enough foreign reserves to buy n the necessary means
to support a stronger internal dynamic of economic growth,’

These reforms would not have assumed the significance we now
accord to them, nor would China’s extraordinary subsequent eco-
nomic evolution have taken the path and registered the achieve-
ments 1t did, had there not been significant and seemingly
unreiated parallel shifts in the advanced capitalist world with
respect to how the world market worked. The gathering strength
of neoliberal policies on imnternational trade during the 1980s
opened up the whole world to transformative market and financial
forces. In so doing 1t opened up a space for China’s tumultuous
entry and incorporation into the world market in ways that would
not have been possible under the Bretton Woods system. The spec-
tacular emergence of China as a global economic power after 1980
was mn part an unintended consequence of the neoliberal turn in
the advanced capitalist world.

Internal Transformations

To put it this way in no way dimimshes the significance of the
tortuous path of the internal reform movement within China itself.
For what the Chinese had to learn {and to some degree are still
learning), among many other things, was that the market can do
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little to transform an economy without a parallel shift m class
relations, private property, and all the other insatutional arrange-
ments that typically ground a thriving capitalist economy. The
evolution along this path was both fitful and frequently marked by
tenstons and crises, in which impuises and even threats from out-
side certainly played themr part, Whether 1t was all a matter of
conscious though adaptive planning (‘groping the stones while
crossing the river’ as Deng called 1t} or the working out, behind the
backs of the party politicians, of an mexorable logic deriving from
the initial premises of Deng’s market reforms, will doubtless long
be debated ?

What can be said with precision, 1s that China, by not taking the
*shock therapy’ path of instant privarization later foisted on Russia
and central Europe by the IME, the World Bank, and the ‘Wash-
ington Consensus’ in the 1990s, managed to avert the economic
disasters that beset those countries. By taking its own peculiar path
towards ‘socialism with Chinese characteristics’ or, as some now
prefer to call 1it, ‘privatization with Chinese characteristics’, it
managed to construct a form of state-manipulated market econ-
omy that delivered spectacular economic growth (averaging close
to 10 per cent a year) and rising standards of hiving for a significant
proportion of the population for more than twenty years.’ But the
reforms also led to environmental degradation, social imequality,
and eventually something that looks uncomfortably Like the
reconstitution of capitalist class power.

It is hard to make sense of the details of this transformation
without a rough map of its general path. The politics are difficult
to fathom, masked as they are by the mysteries of power struggles
within a Communist Party determined to maintain its singular and
umtque hold on power. Key decisions ratified at party congresses
set the stage for each step on the reform trail. It 1s unlikely, how-
ever, that the party would have easily countenanced the active
reconstitution of capitalist class power in its mudst. Ft almost cer-
tainly embraced economic reforms in order to amass weaith and
upgrade its technological capacities so as to be better able to
manage nternal dissent, to better defend iself agamst external
aggression, and to project its power outwards onto its immediate
geopolitical sphere of interest tn a rapidly developing East and
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South-East Asia. Economic development was scen as a means to
these ends rather than as an end m itself. Furthermore, the actual
developmental path taken seems to fit with the aim of preventing
the formation of any coherent capitalist class power bloc within
China itself. Heavy reliance upon foreign direct investment {a
completely different economic development strategy to that taken
by Japan and South Korea) has kept the power of capitalist class
ownership offshore (Tabie 5.1}, making it somewhat easier, at least
in the Chinese case, for the state to control.” The barriers erected
to foreign portfolio investment effectively limit the powers of
international finance capital over the Chinese state. The reluctance
to permat forms of financial intermediation other than the state-
pwned banks—such as stock markets and capital markets—
deprives capital of one of its key weapons vis-a-vis state power.
The long-standing attempt to keep structures of state ownership
intact while liberating managerial autonomy likewise smacks of an
attempt to inhibit capitalist class formation.

But the party also had to face a number of awkward dilemmas.
The Chmese business diaspora provided key external links and
Hong Kong, reabsorbed into the Chinese polity in 1997, was
already structured along capitalistic lines. China had to comprom-
ise with both, as well as with the neoliberal rules of international
trade set up through the WTGC, which China joined 1n 2001. Polit-
ical demands for liberalization also began to emerge. Worker pro-
tests surfaced in 1986. A student movement, sympathetic to the
workers but also expressive of its own demands for greater free-
doms, climaxed i 1989. The tremendous tension n the political
realm that paralleled economic neoliberalization culminated in the
massacre of students in Tiananmen Square. Deng’s violent crack-
down, carricd out against the wishes of party reformers, clearly
indicated that neoliberalization m the economy was not to be
accompanied by any progress in the fields of human, civil, or
democratic rights. While Deng’s facuon repressed the political 1t
had to imtiate vet another wave of neoliberal reforms to survive.
Wang summarizes these as follows:

monetary policy became @ prime means of control; there was a significant
readjustment in the foreign currency exchange rate, moving towards a
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Table 5.1. Measures of capital mnflows: foreign loans, foreign direct
mvestments, and contractual alliances, 1979-2002

Amount {(US5$100 million) Percentage shares of

total capital inflows

Toral Foreign Actual Con-  Foreign Actual Con-
joans FDI tractual loans  FDI  tractual
milows alliances inflows alliances

1979-1982 124.57 10690 11.66 6.01 8582 936 482

1983 19.81 1065 636 280 5376 3210 1413
1984 2705 1286 IZ58  1.61 4754 4651 595
1985 46.45 26.88 1661 296 5787 3576  6.37
1986 7257 50.14 1874 3469 6909 2582  5.08
1987 84.52 5805 2314 333 6868 2738 394
1988 102.27 64.87 3194 546 6343 3123 534
1989 100.5% 62.86 3392 381 6249 3372 379
1990 102.89 6534 3487 268 6350 3389 260
1991 11555 68.88 4366 301 5961 3778 2.60
1992 192.03 79.11 11007 285 4120 5732 148
1993 389.60 111.89 27515 256 282 0.6 0.6

1994 432,13 92.67 33767 179 2144 7814 041
1995 481.33 103.27 37521 Z.85 2146 7795  0.59
1996 548.04 126.69 41726 409 2312 7614 075

1997 587.51 120.21 452.57 1473 2046 77.03 251
1998 579.36 110.00 454.63 1472 1899 7847  1.54
1959 526.6 102.12 403.19 1518 194 766 2.88
2000 594.5 100 407.1 1771 16.8 68.5 2.98
2001 4968 — 4688 184 — 944 37

2002 550.1 — 5274 213 — 959 3.87

Source; Huang, ‘Is China Plaving by the Rules?’

unified rate; exports and foreign trade came to be managed by mechan-
isms of competition and assumption of responsibility for profits or losses;
the ‘dual track’ pricing system was reduced In scope; the Shanghai
Pudong development zone was fully opened and the various regional
development zones were all put on track.”

After an ageing Deng toured the southern region in 1992 to see for
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himself what effect the opening to the outside was having on eco-
nomic development, he pronounced himself fully sausfied. “To get
rich is glorious’ he said, adding: ‘What does it matter if it 15 a
ginger cat or a black cat as long as 1t catches mice?” The whole of
China was opened up, though still under the watchful eye of the
party, to market forces and foreign capital. A democracy of con-
sumption was encouraged in urban areas to forestall social unrest.
Market-based economic growth then accelerated in ways that
sometimes seemed to be beyond party control.

When Deng iniuated the reform process in 1978, almost every-
thing of significance 1 China lay within the state sector. State-
owned enterprises (SOEs) dominated the leading sectors of the
economy. By most accounts these were reasonably profitable. They
offered not only security of employment to their workers but a
wide range of welfare and pension benefits (known as ‘the 1ron rice
bowl’ or the state’s guarantee of a liveiihood). There were in add-
ition a vanety of local state enterprises under provincial, city, or
local government control. The agrartan sector was organized
according to a commune system, and most accounts agree it was
lagging 1n productivity and badly in need of reform. Welfare
arrangements and sociai provision were internalized withun each of
these sectors, though unevenly. Rural dwellers were the least priv-
ileged and were kept separate from urban populations by way of a
restdency permit system which conferred many welfare benefits
and rights on the latter while denying them to the former. This
system also helped hold back any mass rural mugration to the cities.
Each secror was integrated into a regionally organized state plan-
ning system i which output targets were assigned and mnputs
allocated according to pian. State-owned banks largely existed as a
depository for savings and provided investment moneys outside of
the state budget.

The SOEs were long mamtained as the stable centrepieces of
state control of the economy. The security and benefits they con-
ferred on thewr workers, though whittled away over time, kept a
social safety net under a significant sector of the population for
many years. A more open market cconomy was created around
them by dissolving the agricuitural communes in favour of an
individualized ‘personal responsibility system’. Township and
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village enterprises {TVEs) were created out of the assers held by
the communes, and these became centres of entrepreneurialism,
flexible labour practices, and open marker competition. A wholly
private sector was permitted at first only in small-scale production,
trade, and service activities, with hmts {gradually relaxed over
time) on the employment of wage labour. Finally, foreign capial
flowed in, gathering momentum during the 1990s. Initially limited
to joint ventures and certain regions, it ultimately bore down
everywhere, though unevenly. The statc-owned banking system
expanded during the 1980s and gradually substituted for the cen-
tral state in providing lines of credit to the SOEs, the TVEs, and
the private sector. These different sectors did not evolve
mdependently of each other. The TVEs drew their initial finance
from the agrarian sector and provided markets for outputs or fur-
nished intermediate inputs to the SOEs. Foreign capital integrated
into the TVEs and the SOEs as time went on, and the private
sector became much more significant both directly {in the form of
owners) and mdirectly {in the form of stockholders). When the
SOLs became less profitable they received cheap credit from the
banks. As the market sector gained 1n strength and significance, so
the whole economy moved towards a neoliberal structure.”
Consider, then, how each distinctive sector evolved over nime. In
agriculture, peasants were given the right to use communal lands
under a ‘personal responsibility’ system in the early 1980s. Ini-
tially, they could sell surpiuses {over and above the commune tar-
get) at free market rather than state-controlled prices. By the end
of the 1980s the communes had been totally dissolved. Though the
peasants could not formally own the land, they could lease it and
rent it out, hire 1n labour, and sell their product at market prices
{the dual price system effectively collapsed). As a result, rural
mcomes increased at the astonishmg rate of 14 per cent annually
and output similarly surged between 1978 and 1984. Thereafter,
rural incomes stagnated and even fell in real terms {particularly
after 1995 all but a few select areas and lines of production. The
disparity between rural and urban incomes increased markedly.
Urban mcomes that averaged just $80 a year in 1985 soared to over
$1,000 1n 2004, while rural incomes rose from around $50 to
around $300 in the same period. Furthermore the loss of the
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collective social rights earlier established within the communes—
weak though they may have been—meant the peasants had to face
burdensome user charges for schools, medical care, and the like.
This was not the case for most permanent urban residents, who
were also favoured after 1995 when an urban real-estate law con-
ferred reai-estate ownership rights on urban residents, who could
then speculate on property values. The urban/rural differential m
real incomes 1s now, according to some estimates, greater than in
any other country in the world.’

Forced to seek work elsewhere, rural migrants—many of them
young women— have consequently flooded—illegally and without
the rights of residency—into the cities to form an immense labour
reserve {a ‘floating’ population of indeterminate legal status).
China 1s now ‘in the midst of the largest mass migration the world
has ever seen’ which ‘already dwarfs the migrations that reshaped
America and the modern Western world’. By official count, it has
‘114 million migrant workers who have left rural areas, temporarily
or for good, to work in cities’, and government experts ‘predict the
number will rise to 300 million by 2020, eventually ro 500 million’.
Shanghai alone ‘has 3 million migrant workers; by comparison, the
entire Irish migration to America from 1820 to 1930 1s thought to
have involved perhaps 4.5 million people’® This labour force is
vulnerable to super-exploitation and puts downward pressure on
the wages of urban residents. But urbanization 1s hard to stop, and
the rate of urbanization stands at something like 15 per cent per
vear. Given the lack of dynamism 1n the rural sector, it is now
widely accepted that whatever problems there are will be solved 1n
the cities or not at all. Remirtances back to the rural regions are
now a crucial element in the survival of rural populations. The dire
condition of the rural sector and the instability it is generating 1s
today one of the most serious problems facing the Chinese
government.’

When the cornmunes were dissolved their previous political and
administrative powers were turned over to newly created township
and village governments set up under the Constitution of Decem-
ber 1982, Later legisiation allowed these governments to take pos-
session of the communes’ industrial assets and restructure them as
TVEs. Liberated from central state control, local administrations
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typically took an entreprencurial stance. The initial surge m rural
incomes provided savings that could be ploughed back mto the
TVEs. Depending on location, joint ventures with foreign capital
{particularly from Hong Kong or through the Chinese business
diaspora) also flounished. TVEs were particularly active in rural
peripheries of large cittes, such as Shanghai and 1n the provincial
zones, such as Guangdong, that had been liberated for foreign
wnvestment, The TVEs became an incredible source of dynamism
in the economy during the first decade and a half of the reform
period. By 1995 they were employing 128 million people (see
Table 5.2). They centred grassroots expermentation, functioning
as proving grounds for reforms."” Whatever worked with the TVEs
could later become the basis of state policy. And what largely
worked was a surge of development in light industry producing
consumer goods for export, thus leading China down the export-
fed industrialization path. Only in 1987, however, did the state
finally commut to the 1dea that development should be export-led.

Accounts as to what these TVEs were abour vary greatly. Some

Tabie 5.2. Changing employment structure in China, 1980-2002
{millions)

1980 1990 1995 2000 2002

Total 423.6 647.5 680.7 720.9 7374
Urban 105.3 170.4 190.4 231.5 247.8
state 80.2 103.5 112.6 31.0 71.6
{SOLs) 67.0 73.0 76.4 439 353
collective 243 355 313 15.0 11.2
joint-owned 0 1.0 37 13.4 18.3
foreign 0 0.7 5.1 6.4 7.6
private 0.8 6.7 20.6 34 42.7
residual 0 23.1 16.9 81.6 496.4
Rural 318.4 477.1 490.3 489.3 489.6
TVEs 30.0 92.7 128.6 128.2 132.9
private 1.1 +.7 11.4 141
self~employed 14.9 30.3 29.2 247
farmers 288.4 368.4 3264 3204 317.9

Sonrce: Prasad, China’s Gromth and Tntegraton mnto the World Economy, 1able 8.1.
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cite evidence that they were private operations “in all but name’,
exploiting dirt-cheap rural or migrant labour—particularly young
women—and operating outsitde of all forms of regulation. The
TVEs often paid dismally low wages and offered no benefits and
no legal protections. But some TVEs provided limited welfare and
pension benefits as well as legal protections. In the chaos of transi-
tion, all manner of differences emerged, and these frequently had
marked local and regional manifestations.'!

During the 1980s 1t became clear that most of China’s phenom-
enal growth rate was being powered from outside the SOE sector.
In the revolutionary period the SOEs provided job security and
social protections for their workforces. But in 1983 SOLs were
allowed to hire ‘contract workers’ with no social protections and
limited tenure.” They were also granted greater managerial auton-
omy from state ownership. Managers could retain a certain propor-
tion of their profits and sell any surplus they produced over their
targets at free market prices. The latter were much higher than the
official prices, thus setting up an awkward and, 1t turned out,
short-lived dual pricing system. In spite of these incentives, the
SOEs did not flourish. Many of them fell into debt and had to be
supported either by the central government or by the state-owned
banks, which were encouraged to lend to them on favourable
terms. This later posed serous problems for the banks as the vol-
ume of non-performing loans to the SOEs grew exponentially.
Pressure for further reform of the SOE sector mounted. In 1993,
therefore, the state decided ‘to turn targeted large and medium
state enterprises mto limited liability or sharcholding compames’.
The former would have ‘two to fifty shareholders’ while the Iatter
would have ‘more than fifty shareholders and could offer public
issues’. A year ater a far more extensive programme of corporati-
zation was announced: all but the most important of the SOEs
were to be converted into ‘share-based co-operatives’ 1 which all
employees had the nominal right to purchase shares. Further
waves of privatization/ conversion of the SOEs occurred 1n the late
1990s so that, by 2002, SOEs accounted for only 14 per cent of
total manufacturing employment relative to the 40 per cent share
they had held in 1990. The most recent step has been to open both
the T'VEs and the SOEs to full foreign ownership."
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Foreign direct mvestment, for its part, met with very mixed
results in the 1980s. It was mitially channelled mto four special
economic zones in southern coastal regions. These zones ‘had the
initial objective of producing goods for export to earn foreign
exchange. They also acted as social and economic Iaboratories
where foreign technologies and managerial skills could be
observed. They offered a range of inducements to foreign inves-
tors, including tax holidays, early remittances of profits and better
infrastructure facilittes.”"” But initial attempts by foreign firms to
colomize the internal China market in areas such as automobiles
and manufactured goods did not do well. While Volkswagen and
Ford (barely) survived, General Motors failed 1n the early 1990s.
The only sectors where clear initial successes were recorded were
in those sectors exporting goods with high labour content. More
than two-thirds of the foreign direct investment that came in dur-
ing the early 1990s {and an even great percentage of the business
ventures that survived) was organized by the overseas Chinese
{particularly operating out of Hong Kong but also from Taiwan).
The weak legal protections for capiralist enterprises put a
premium on informal local relations and trust networks thart the
overseas Chinese were m a privileged position to exploit.”

Subsequently the Chinese government designated several ‘open
coastal cities’ as well as ‘open economic regions’ for foreign
investment (Figure 5.1). After 1995 it virtually opened the whole
country up to forergn direct investment of any type. The wave of
bankruptcies that hit some of the TVIEs in the manufacturing sec-
tor 1n 1997-8, spilling over into many of the SOEs in the mam
urban centres, proved a turning-point. Competitive pricing mech-
amisms then took over from the devolution of power from the
central state to the localities as the core process impelling the
restructuring of the economy. The effect was to severely damage, if
not destroy, many of the SOEs and create a vast wave of
unemployment. Reports of considerable labour unrest abounded
(see below) and the Chinese government was faced with the prob-
iem of absorbing vast labour surpluses if it was to survive.'® It
could not solely rely on an ever-expanding inflow of foreign direct
investment to solve the problem, important though this might be.

Since 1998, the Chinese have sought in part to confront this
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Figure 5.1 The geography of China’s opening to foreign mvestment in
the 1980s
Sonrce: Dicken, Global Shifi.

problem through debt-financed mvestments i huge mega-
projects to transform physical infrastructures. They are proposing
a far more ambitious project {costing at least $60 billion) than the
already huge Three Gorges Dam to divert water from the Yangtze
to the Yellow River. Astonishing rates of urbanization (no fewer
than forty-two cities have expanded beyond the 1 million popula-
tion mark smee 1992) required huge investments of fixed capatal.
New subway systems and highways are bemg built 1n major cities,
and 8,500 miles of new railroad are proposed to link the mterior to
the economically dynamic coastal zone, including a high-speed
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hnk between Shanghat and Beijing and a link into Tibet. The
Olympic Games are prompting heavy mvestment in Beijing,
‘China 15 also trying to build an interstate highway system more
extensive than America’s in just fifteen years, while praceically
every large caity s building or has just completed a big new airport.”
At last count, China had ‘more than 15,000 highway projects in the
works, which will add 162,000 kilometers of road to the country,
enough to circle the planet at the equator four times’.'” This effort
is far larger s foto than that which the United States undertook
during the 1950s and 1960s in constructing the mnterstate highway
system, and has the potential to absorb surpluses of capital and
labour for several years to come. It 1s, however, defiait-financed {in
classic Keynesian style). It also entails high nisks, since if the
investments do not return their value in due course, then a fiscal
crisis of the srate will quickly ensue.

Rapid urbanization provides one way to absorb the massive
labour reserves that have converged on the cities from rural areas.
Dongguan, just north of Hong Kong, for example, has exploded
from a mere town to a city of 7 million mhabitants n a little over
twenty years. But ‘city officials are not content with a 23 per cent
annual economic growth rate. They are putting the finishing
touches on a vast, entirely new annex city that they hope will draw
300,000 engineers and researchers, the vanguard of a new China’'*
It 15 also the site of construction for what 1s slated to be the largest
shopping mall in the world (built by a Chinese billionaire, it has
seven zones modelied on Amsterdam, Paris, Rome, Venice, Egypt,
the Caribbean, and Califormia, each constructed with such close
attention to detail as to be indistinguishable, we are told, from the
real thing).

Such new tier aities are iocked in ferocious inter-urban competi-
tion. In the Pearl River delta, for example, each city is now trying
to capture as much business as possible ‘by outbuilding its neigh-
bors, often with duplicative results. Five iternational airports
were built in the ate 1990s 1n a 100—kilometer radius, and a similar
boom is starting for ports and bridges’.” Provinces and cities resist
Beijing’s efforts to remn in their investments, 1n part because they
have the power to fund their own projects by selling rights to
develop real estate.
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Cities have also become venues for frenzied real-estate develop-
ment and property speculation:

During the early o mid 1990s when a ‘casino mentality’ gripped the
country, banks and other financial insututions imprudently funded mas-
stve property developments throughout China. First class office spaces,
luxury villas, ostentatious town houses, and apartments sprang up over-
might, not only in major cities like Beijing, Shanghat, Shenzhen, but also
m many of the smaller provincial and coastal towns .. The so-called
‘Shanghai bubble’ transformed this once drab city 1nto one of the world’s
most glamorous metropolises. By the end of 1993, Shanghai boasted over
a thousand skyscrapers, some one hundred five-star hotels, about 13.5
million square feet of office space—five times the 2.7 million feet m
1994 and a ‘hot’ real estate market that was adding stock at a faster rate
than new York City . . . By late 1996 the bubble had burst; in large part
because of inefficient allocation of resources and overcapacity.?’

But the boom resumed even more vigorously in the late 1990s only
to be followed by rumours of overbuilding in key urban markets in
2004.%

Behind much of this lay the financial role of China’s largely
state-owned banking system. This sector expanded rapidly after
1985. By 1993, for example, the number of branches of state banks
had risen ‘from 60,785 to 143,796 and the number of employees
increased from 973,355 to 1,893,957. During the same period
deposits increased from 427.3 billion yuan (US$51.6) to 2.2 trillion
yuan while total loans increased from 590.5 billion yuan to 2.6
trillion yuan.’” By then the banks’ disbursements exceeded gov-
ernment budget expenditures by a factor of five. A lot of money
went to failing SOEs and the banks clearly *played a leading role in
creating “asset bubbles”, especially in the volatile real estate and
construction sectors’. Non-performing loans became a problem
and in the end the central government had to spend ‘almost as
much te clean up bad loans’ as the US did to rescue the savings
and loan mdustry m 1987 (the cost of that bail-out was ‘$123.8
billion in public funds and $29.1 billion 1n supplemental deposit
insurance premiums from financial msututions’). In 2003, for
example, China announced a complex transfer of $45 billion from
1ts foreign exchange reserves to two big government banks, and
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this was ‘the third largest batlout in the banking system 1n less than
six years”” Although the non-performing loan portfolio accounts
for perhaps 35 per cent of China’s GDP, this pales in comparison
with the overhang of US federal government and consumer debt
that stands at more than 300 per cent of GDP.*

In one key respect China evidently learned from Japan. The
modernization of education and science had to go hand in hand
with a defimitive strategy of research and development for both
military and civilian purposes. Chinese investment in these fields
has been significant. It now even offers its services as a commercial
satellite provider (much to the irritanion of the US). But from the
late 1990s on, foreign corporations began to transfer a significant
amount of their research and development activity into China.
Microsoft, Oracle, Motorola, Siemens, IBM, and Intel have all set
up research laboratories in China because of its ‘growing import-
ance and sophistication as a market for technology’ and its ‘large
reservoir of skilled but mexpensive scientists, and 1ts consumers,
still relatively poor but growing richer and cager for new technol-
ogy’.* More than 200 major foreign corporations, including such
gants as BP and General Motors, have now placed a significant
part of their research effort in China. These corporations often
complain at what they consider the illegal pirating of their tech-
nologies and designs by indigenous Chinese companies. But they
can do little about it given the reluctance of the Chinese govern-
ment to intervene and the power of the Chinese state to make
things difficult for them to operate in the world’s largest market if
they press too hard on such issues. And it is not only foreign
companies that have been active. Both Japan and South Korea have
mnvested in large-scale ‘research cities’ in China to position them-
selves to take advantage of highly skilled but low-cost labour. The
overall effect is to make China a much more attractive location for
high-tech sector activities,” Even Indian high-tech companies find
it cheaper to offshore some of their acoivities to China. An
indigenous high-tech sector has also taken off in a number of areas.
In Shenzhen, for example, ‘with dozens of sleek stone and glass
buildings that would not look out of place in Silicon Valley, the
expanding campus houses many of the 10,000 engincers working
to establish Huawei as China’s first international player in the
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communications equipment business’. Beginning in the late 1990s
‘Huawes invested heavily in establishing sales networks 1n Asia, the
Middle East and Russia; it now sells products in 40 countries, often
at prices as much as a third lower than its rivals’*’ And n personal
computer marketing and production Chinese corporations now
have a very active presence.

External Relations

Foreign trade accounted for only 7 per cent of China’s GNP
1978 bur by the early 1990s it had soared to 40 per cent and 1t has
stayed at that level ever since. China’s share of world trade quad-
rupled during the same period. By 2002, over 40 per cent of
China’s GDP was accounted for by foreign direct mnvestment (and
manufacturing accounted for half). By then China had become the
largest recipient of foreign direct investment in the developing
world, and multinationals were exploiting the China market profit-
ably. General Motors, which had lost on 115 failed venture in the
early 1990s, re-entered the market at the end of the decade and by
2003 was reporting far higher profits on its Chinese venture than
on its domestic US operations.*®

It seemed as if an export-led development strategy had suc-
ceceded brilliantly. But none of this had been planned in 1978.
Deng had signalled a departure from Mao’s policies of mternal
self-reliance, but the first openings towards the outside were ten-
tative and confined to special economic zones m Guangdong,. It
was not until 1987 thar the party, noting the success of the
Guangdong experiment, accepted that growth should be export-
led. And it was only after Deng’s ‘southern tour’ in 1992 that the
full force of the central government was put behind the opening
to foreign trade and foreign direct investment.” In 1994, for
example, the dual currency exchange rate (official and market)
was abolished by a 50 per cent devaluation of the official rate.
While the devaluation sparked something of an internal inflation-
ary crisis, it paved the way for massive growth in trade and of
capital mmflows that have now positioned China as the world’s
most dynamic and successful economy. What this betokens for the
future of neoliberalization, given the latter’s penchant for change
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through competifive uneven geographical developments, remains
to be seen.

The mnitial success of Deng’s strategy depended upon the Hong
Kong connection. As one of the first of Asia’s ‘tiger’ economies,
Hong Kong was already a significant centre of capitalist dyna-
mism. Unlike the other states in the region (Singapore, Taiwan,
and South Korea), which resorted to high levels of state planning,
Hong Kong had developed mn a more chaotic entrepreneurial way
without significant state guidance. It convenuently stood at the
centre of a Chmese business diaspora that already had significant
global connections. Hong Kong’s manufacturing had developed
along libour-intensive and low-value-added lines (textiles bemg m
the lead). But by the late 1970s 1t was suffering from severe foreign
competition and acute labour shortages. Guangdong, just across
the border i China, had all the cheap abour it the world. Deng’s
opening therefore came as a godsend. Hong Kong capital seized
the opportunity. It took advantage of its many hidden connections
across the border into China, 1ts function as an mtermediary for
whatever foreign trade China already had, and 1ts marketing net-
work into the global economy through which Chinese-made goods
could casily flow.

As late as the mud-1990s, some two-thirds of foregn direct
investment (FDI} in China came through Hong Kong And
although some of this was Hong Kong business expertise inter-
mediating for more diverse sources of foreign capital, there 15 no
question that the fortuitous fact of Hong Kong’s proximity was
critical to the developmental path that unfolded 1n China as a
whole. The provincial government’s economic development zone
in urban Shenzhen, for example, was unsuccessful 1n the early
1980s. What atrracted the Hong Kong capitalists were the newly
created TVEs in rural areas. Hong Kong capital provided the
machinery, the inputs, and the marketing while the TVEs did the
work. Once established, this style of operation could be emulated
by other foreign capralists (particularly Tanwanese, mainly around
Shanghai after it was opened up). The sources of FDI diversified
greatly during the 1990s as Japanese and South Korean as well as
US corporations began to use China as an offshore production
centre in a big way.
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By the mid-1990s, it became clear that China’s huge internal
market was becoming more and more attractive to foreign capital.
While only 10 per cent of the population may have possessed the
purchasing power of a nascent and growing middle class, 10 per
cent of more than a billion people constituted a huge internal
market. The competitive race was on to provide them with auto-
mobiles, mobile phones, DVDs, televisions, and washing
machines, as well as with shopping centres, mghways, and ‘luxury’
homes. Monthly car production rose gradually from around
20,000 in 1993 to just over 30,000 m 2001, but thereafter leapt
upwards to nearly 250,000 monthly by mid-2004. A flood of for-
eign mvestment—everything from Wal-Mart and McDonald’s to
computer chip production—poured into China in anticipation of
rapid future internal market growth, in spite of mstitutional
uncertainties, the uncertainties of state policy, and the evident
dangers of overcapacity.”

The heavy reliance on FDI makes China a special case, very
different from Japan or South Korea. Chmese capitalism 15 not
well integrated as a result. Inter-regional trade is rather weakly
developed, even though there have been massive investments in
new means of communication. Provinces such as Guangdong trade
far more with the outside world than they do with the rest of
China. Capital does not flow easily from one part of China to
another, in spite of a recent spate of merger activity and state-led
efforts to create regional alliances among different provinces.”'
Reliance on FDI will therefore diminish only to the extent that
resource allocation and capitalist interlinkages improve within
China itself.*

China’s external trading relations have mutated over time, but
particularly over the last four years. While accession to the WTO
in 2001 has had a lot to do with it, the sheer dynamism of Chinese
economtc growth and the shifting structures of international com-
petition have made a major realignment of trading relations inevit-
able. In the 1980s China’s position in global markets was mamly
through low-value-added production, selling cheap textiles, toys,
and plasuics in international markets in large volume. Maoist
policies had left China self-sufficient n energy and many raw
materials (it is one of the largest cotton producers in the world). It
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merely needed to import the machinery and the technology and
gain access to markets (with Hong Kong conveniently obliging). It
could use 1ts cheap labour to great competitive advantage. Hourly
wages in textile production in China in the late 1990s stood at 30
cents compared to Mexico’s and South Korea’s $2.75, Hong
Kong’s and Taiwanese levels hovering around $5, and the US’s
cost of more than $10.** Chinese production was, however, largely
subservient in the initial stages to the Taiwanese and Hong Kong
merchants, who commanded the access to global markets, took the
lion’s share of the trading profits, and mcreasingly achieved back-
ward integration mto production by buying out or investing in the
TVEs or SOILis. Production facilities employing as many as 40,000
workers are not uncommon 1n the Pearl River delta. Furthermore,
low rates of pay make capital-saving innovations possibie. Highly
productive US plants use expensive automated systems, but
‘Chimese factories reverse this process by taking capital out of the
production process and reintroducing a greater role for labor’. The
total capital required is typically reduced by one-third. “The com-
bmation of lower wages and less capital typically raises the return
on capital above the US factory levels.™

Incredible wage labour advantages of this sort mean that China
can compete against other low-cost locations such as Mexico,
Indonesta, Vietnam, and Thailand in low-value-added production
sectors {such as textiles). Mexico lost 200,000 jobs in just two years
as China (in spite of NAFTA) overtook it as the major supplier of
the US market in consumer goods. During the 1990s China began
to move up the value-added ladder of production and to compete
with South Korea, japan, Taiwan, Malaysia, and Singapore
spheres such as electronics and machine tools. This occurred in
part as corporations in those countries decided to move their pro-
duction offshore to take advantage of the large pool of low-cost and
highly skilled labourers being churned out by the Chinese uni-
versity system. Imitially, the biggest inflow came from Taiwan. As
many as 1 million Taiwanese entrepreneurs and engineers are now
thought to be living and working in China, taking a lot of produc-
tion capacity with them. The inflow from South Korea has also
been strong (sec Figure 4.4). Korean electronics corporations now
have substantial operations i China. In September 2003, for
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example, Samsung Electronics announced it was moving its entire
PC-making business to China, having previously invested $2.3
billion there, ‘creating 10 sales subsidiaries and 26 production
companies, employing a total of 42,000 people’” Japanese out-
sourcing of production to China contributed to the decline in
Japanese manufacturing employment from 15.7 million in 1992 to
13.1 million in 2001. Japanese companies also began to withdraw
from Malaysia, Thailand, and elsewhere 1 order to relocate m
China. They are now so heavily invested i China that *more than
half of China—Japan trade is conducted among Japanese com-
panies’ ** As happened in the US, corporations can do very well
while their home countries suffer. China has displaced more
manufacturing jobs from Japan, South Korea, Mexico, and else-
where than it has from the US. China’s spectacular growth both
internally as well as in its international trading position has corres-
ponded with long-lasting recession n Japan, and lagging growth,
stagnating exports, and periodic crises in the rest of East and
South-East Asm. The negative competitive effects on many
countries will likely deepen in time.”’

China’s dramatic growth has, on the other hand, made it more
dependent upon foreign sources of raw materials and energy. In
2003 China took ‘30 per cent of the world’s coal production, 36 per
cent of the world’s steel and 55 per cent of the worid’s cement® ™ It
went from relanive self-sufficiency in 1990 to being the second
largest importer of oil after the US in 2003. Its energy companies
sought stakes in Caspian Basin oil and opened negotiations with
Saudi Arabia to securc access to Middle Eastern oil supplies. Its
energy mnterests in the Sudan as well as in Iran have created ten-
ston with the US in both arenas. It competed with Japan over
access to Russian oil. Its imports from Australia quadrupled in the
1990s as it sought new sources of metals. In its desperate need for
strategic metals such as copper, tin, iron ore, platinum, and alu-
minium it scurried to cut deals with Chile, Brazil, Indonesa,
Malaysia, and many other countries. It sought agricultural and
timber 1mports from everywhere {massive purchases of soy beans
from Brazil and Argentina helped breathe new life into those econ-
omies), and Chinese demand for scrap metal became so enormous
as to raise prices all over the globe. Even US manufacturing has
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benefited from the Chinese demand for earth-moving equipment
{Caterpillar) and turbimes (GE). Asian exports to China have also
grown at startling rates. China 1s now the primary export destin-
ation for South Korea and rivals the US in Japan’s export market.
The rapidity of the reorientation of trade relations s best illus-
trated by the case of Tarwan. China overtook the US as the prime
destmation of Taiwanese exports (mainly of intermediate manu-
facturing goods) m 2001, but by the end of 2004 Taiwan was
exporting twice as much to China as to the US."

China effectively dominates the whole of East and South-East
Asia as a regional hegemon with enormous global mfluence, It 1s
not above reasserting its imperial traditions n the region and
beyond. When confronted by Argentina’s worries about cheap
Chinese 1mports destroying the vestiges of its indigenous textile,
shoe, and leather industries that began to revive m 2004, the
Chinese advice was simply to let such industries die and concen-
trate on bemng a raw materal and agricultural commodity producer
for the booming China market. It was not lost on the Argentines
that this was exactly how Britain had approached its Indian empire
in the nineteenth century. Nevertheless, the massive infrastruc-
tural mmvestments under way in China have entramed much of the
global economy. Conversely, China’s siower growth i 2004 has
been

roiling commedity and financial markets everywhere, Nickel prices have
plunged from 15-year highs, copper has tumbled from 8-year highs. The
currencies of commodity-driven economies like Australia, Canada and
New Zealand have also suffered. And markets in Asia’s other export-
driven ccononues have trembled amid concern that China might buy
fewer semiconductors from Taiwan and fewer steel rods from South
Korea as well as less Thar rubber, Vietnamese rice and Malaysian tin. ™

As mvariably happens with the dynamics of successful capital
accumulation, there comes a point at which mnternally accumulated
surpluses require external outlets. One path has been to fund the
US debt and thereby keep the market for Chinese products buoy-
ant while keeping the yuan conveniently pegged to the value of the
dollar. But Chinese trading companies have long been active glob-
ally, and they expanded their scope and range markedly from the
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mid-1990s on. Chinese businesses also invest overseas to secure
their position in foreign markets. Chinese television sets are now
being assembled in Hungary to assure access to the European mar-
ket and in North Carolina to assure access to the US. A Chinese
auto company plans to assemble cars and eventually build a factory
in Malaysia. Chinese companies are even investing in Pacific
region tourism to meet their own surging demand.”

But in one respect the Chinese depart glaringly from the neolib-
eral template. China has massive labour surpluses, and if it is to
achieve social and political stability it must either absorb or vio-
lently repress that surplus. It can do the former only by debt-
financing infrastructural and fixed-capital formation projects on a
massive scale (fixed-capital investment increased by 25 per cent in
2003). The danger lurks of a severe crisis of over-accumulation of
fixed capital (particularly in the built environment). Abundant
signs exist of excess production capacity (for example mn auto-
mobile production and electronics) and a boom and bust cycle in
urban investments has already occurred. But all of this requires
that the Chinese state depart from neoliberal orthodoxy and act
like a2 Keynesian state. This requires that it maintain capital and
exchange rate controls. These are inconsistent with the global rules
of the IMF, the WTO, and the US Treasury. While China is
exempt from these rules as a transitional condition for WTO
membership, it cannot remain so in perpetuity. The enforcement
of capital flow controls is becoming increasingly difficult as Chi-
nese yuan seep across a highly porous border via Hong Kong and
Taiwan nto the global economy. It 1s worthwhile recalling that one
of the conditions that broke up the whole Keynesian post-war
Bretton Woods system was the formauion of a eurodollar market as
US dollars escaped the discipline of its own monetary authorities.”
The Chinese are already well on their way to replicating that
problem, and their Keynestanism is correspondingly threatened.

The Chinese banking system, which is at the heart of the cur-
rent deficit financing, cannot currently withstand integration into
the global financial system because as much as half its loan port-
folio 1s non-performing. Fortunately, the Chinese have a balance of
payments surplus that can be applied, as we have already seen, to
wiping the banks’ slates clean. But it is at this point that the other
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shoe is liable to drop, because the only way the Chinese can afford
this 1s by piling up balance of payments surpluses against the US,
A peculiar symbiosis emerges, in which China, along with Japan,
Tamwan, and other Asian central banks, fund the US debt so that
the US can convensently consume their surplus output. But this
renders the US vuinerable to the whims of Asian central bankers,
Conversely, Chinese economic dynamism is held hostage to US
fiscal and monetary policy. The US 15 also currently behaving in a
Keynesian fashion—running up enormous federal deficits and
consumer debt while insisting that everyone else must obey neolib-
eral rules. This is not a sustainable posinion, and there are now
many influential voices in the US suggesting that it 1s steering
right into the hurricane of a major finanemal crisis.* For China, this
would entail switching from a politics of labour absorption to a
politics of overt repression. Whether or not such a tactic can suc-
ceed, as 1t did in Tiananmen Square in 1989, will depend crucially
upon the balance of class forces and how the Communist Party
positions itself in relation to those forces.™

Towards a Reconstitution of Class Power?

On 9 June 2004 a certain Mr Wang purchased a $900,000 Maybech
uitra-luxury sedan from Daimler Chrysler in Beijing. The market
m luxury cars of this sort is, apparently, quite brisk. The inference
is that ‘a few Chinese families have accumulated extraordinary
wealth’ # Further down the car status-ranking, China is now the
largest market in the world for Mercedes-Benz cars. Somebody,
somewhere and somehow, 1s getting very rich.

Though China may have one of the world’s fastest-growing
economies it has also become one of 1ts most unequal societies
(Figure 5.2). The benefits of growth ‘have been bestowed mainly
on urban residents and government and party officials. In the past
five years, the income divide between the urban rich and the rural
poor has widened so sharply that some studies now compare
Chma’s social cleavage unfavourably with Africa’s poorest
nations.”* Social inequality was never eradicated in the revolution-
ary era. The differentiation between town and country was even
written mto law. But with reform, writes Wang, ‘this structural
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inequality quickly transformed itself into disparities m income
among different classes, social strata, and regions, leading rapidly
to soctal polarization’.”’ Formal measures of social inequality, such
as the Gim coefficient, confirm that China has travelled the path
from one of the poorest and most egalitarian societies to chronic
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inequality, all in the space of twenty years (see Figure 5.2). The gap
between rural and urban incomes (ossified by the residential per-
mit system) has been increasing rapidly. While affluent urban
dwellers drive BMWs, rural farmers are lucky to eat meat once 2
week. Even more emphatic has been the increasing mequality
mithin both the rural and the urban sectors. Regional inequalities
have also deepened, with some of the southern coastal zone cities
surging ahead while the iterior and the ‘rust belt” of the northern
region have either failed to take off or floundered badly.*

Mere increases n social inequality constitute an uncertain indi-
cator of the reconstitution of class power. The evidence on this last
point is largely anecdotal and by no means secure. We can, how-
ever, proceed inferentially by looking first at the situation ar the
bottom of the social fadder. ‘In 1978 there were 120 million work-
ers in China. By 2000 there were 270 million. Adding the 70 mil-
lion peasants that have moved to the cities and found long-term
wage work, China’s working class now numbers approximately 350
million.” Of these ‘more than 100 million’ are now employed in the
non-state sectors and are officially categorized as wage labourers.™
A large proportion of those employed in what is left of the state
sector (both SOEs and TVEs) in effect have the status of wage
labourers also. There has, therefore, been a whoiesale process of
proletarmanization going on in China, marked by the stages of pri-
vatization and the steps taken to impose greater flexibility on the
labour market (including the shedding of welfare and pension
obligations on the part of public enterprises). The government has
‘gutted’ services as well. According to China Labor Watch, ‘Rural
governments get almost no support from wealthier areas. They tax
local farmers and impose endless fees to finance schools, hospitals,
road building, even the police.” Poverty is intensifying among those
left behind even as growth roars ahead at 9 per cent. Between 1998
and 2002, 27 million workers were let go from SOFEs as their num-
bers fell from 262,000 to 159,000, Even more surprising, the net
loss of manufacturing jobs in China over the past decade or so has
been around 15 million.™ In so far as neoliberalism requires a large,
easily exploited, and relatively powerless labour force, then China
certainly qualifies as a neoliberal economy, albeit ‘with Chinese
characteristics’.
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The accumulation of wealth at the other end of the social scale is
a1 more complicated story. It seems to have proceeded 1n part via a
combination of corruption, hidden ruses, and overt appropriation
of rights and assets that were once held in common. As local gov-
ernments transferred shares of enterprises to management as part
of their restructuring strategy, so many managers ‘have overnight
come to hold shares worth tens of millions of yuan through various
means, forming a new group of tycoons’. When SOLs were
restructured into joint stock corporations ‘the managers were
given significant portions of the shares’ and sometimes received a
yearly salary one hundred times that of their average worker.” The
chief managers of the Tsingtao Brewery, which became a stock-
holding company 1n 1993, not only came to own a large slice of the
shares of a lucrative business {that 18 augmenting its national pres-
ence and oligopolistic power through takeovers of many local
breweries) but also pay themselves handsomely as managers. The
privileged relationships between party members, government offi-
cials, and private entreprencurs and the banks have also played an
important role. Managers of newly privatized businesses who have
recetved a certain number of shares may berrow from banks (or
from friends) to buy up the remaining shares from the workers
(sometimes coercively, by threatening layoffs for example). Since a
large number of bank loans are non-performing, the new owners
either run the companies into the ground (asset-stripping for per-
sonal gain along the way) or find ways to renege on their debts
without declaring bankruptcy (bankruptcy law is not well
developed in China). When the state takes $45 billion of foreign
exchange earned off the backs of highly exploited Iabour and bails
out the banks to cover their non-earning loans then 1t may well be
redistributing wealth from the lower to the upper classes rather
than writing off bad investments. Unscrupulous managers can
gain control over newly privatized corporations and therr assets all
too easily and use them for their own personal enrichment.

Indigenous capitai is also playing an increasingly important role
in wealth creation. Having benefited from more than twenty years
of technology transfer through joint ventures, biessed with access
to farge pools of skilled labour and managera! skills and above all
harnessing the ‘amimal spirits’ of entrepreneurial ambition, many
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Chinese firms have now positioned themselves to compete with
foreign rivais not only in the domestic market but also in the inter-
national arena. And this no longer occurs only n the low-value-
added sectors. What is now the eighth-ranked computer maker in
the world, for example, was set up 1n 1984 by a group of Chinese
scientists backed by government funds. By the late 1990s it had
transformed itself from a distributor to a maker and held the larg-
est share of the Chinese market. Lenovo, as it is now called, is
currently locked in fierce competition with major players, and has
now taken over IBM’s personal computer line to gan better access
to the global market. The deal (which, incidentally, threatens Tai-
wan’s position i the computer business) enables IBM to build a
firmer bridge into the Chinese software market at the same time as
it builds a huge Chinese-based company in the computer ndustry
with a global reach.”” While the state may hold shares in companes
like Lenovo, therr managerial autonomy guarantees an ownership
and reward system that permits increasing concentrations of
executive officer wealth on a par with that found elsewhere around
the worid.

Real-estate development, particularly in and around the large
crties and 1n the export development zones, appears to be another
privileged path towards amassing immense wealth 1n a few hands.
Since peasant cultivators did not hold title to the land, they could
easily be dispossessed and the land converted to lucrative urban
uses, leaving the cultivators with no rural base for a livelihood and
forcing them off the land and into the labour market. The compen-
sation offered to the farmers s usually a small fraction of the value
of the land then passed on to developers by government officiais.
As many as 70 million farmers may have lost their land n this way
over the past decade. Commune leaders, for example, frequently
asserted de facto property rights over communal land and assets in
negotiations with foreign mvestors or developers. These rights
were later confirmed as belonging to them as individuals, in effect
enclosing the commons to the benefit of the few. In the confusion
of transition, writes Wang, ‘a significant amount of national prop-
erty “legally” and illegally was transferred to the personal cco-
nomic advantage of a small minority’.*® Speculanion 1 land and
property markets, particularly 1n urban areas, became rife even in
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the absence of clear systems of property rights. So serious had the
ioss of arable land become that the central government had to puta
moratorium on conversions n 1998 until more rational land-use
planning could be implemented. But a ot of the damage had
already been done. Valuable land had been assembled, and devel-
opers {utilizing privileged relationships with the banks) had gone
to work, accumulating rmmense wealth in a few hands. Even on a
small scale, much more money was to be made in real-estate ven-
tures than mn production.®® The fact that the $900,000 car was
purchased by someone who had made his money 1n real estate 1s
significant.

Speculation in asset values, often using credit granted on
favourable terms, has also played its part. This has been particu-
Iarly marked in urban reali estate in and around the large cities such
as Beijing, Shanghai, Shenzhen, Dongguang, and the like. The
gains, which have been huge for certain brief periods of boom,
typically belong to the speculator, and the losses during the crashes
are largely borne by the banks. In all of these arenas, including that
hidden zone of corruption that is beyond measure, the appropri-
ation of assets, often by key party leaders or government officials,
has transformed them from agents of state power to independent
and extremely wealthy businessmen well able to protect their new-
found wealth, if necessary by spiriting it out of the country via
Hong Kong.

A surging consumer culture has emerged in the mamn urban
centres, to which the mncreasing inequalities add their particular
features, such as gated and protected communities of high-income
housing {(with names like Beverly Hills) for the rich, and spectacu-
lar privileged consumption zones, restaurants and mightclubs,
shopping malls, and theme parks in many cities. Postmodern cul-
ture has arrived in Shanghai, big time. All of the trappings of
Westernization are there to be found, mcluding transformations n
social relations that have young women trading on their sexuality
and good looks at every turn and cultural mstitations (ranging
from Miss World beauty pageants to blockbuster art exhibits)
forming at an astonishing rate to creatc exaggerated versions,
even to the point of parody, of New York, London, or Paris. What
is now called ‘the rice bowl of youth’ takes over as everyone
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speculates on the desires of others in the Darwinian struggle for
position. The gender consequences of this have been marked. ‘In
the coastal cities, women encounter the extremes of greater
opportunities to earn unprecedented levels of income and profes-
sional employment, and, on the other hand, relatively low wages in
manufacturing or low-status service sector jobs In restaurants,
domestic service, and prostitution. '

The other source for amassing wealth arises out of the super-
exploitation of labour power, particulariy of young women
mugrants from rural areas. Wage leveis in China are extremely low,
and conditions of labour are sufficiently unregulated, despotic, and
exploitative to put to shame the descriptions that Marx assembled
long ago in his devastating account of factery and domestic labour
conditions 1 Britamn in the early stages of the Industrial Revolu-
tion there. Even more invidious is the non-payment of wages and
pension obligations. Lee reports that,

n the hearr of the NE rustbelt, Shenyang, between 19962001, 22.196 of
employed workers experienced wage arrears, 26.4% of retirees experi-
enced pension arrears. Nauonwide, the total number of workers who
were owed unpaid wages mereased from 2.6 million in 1993 to 14 million
in 2000. The problem 1s not restricted to old and bankrupt industrial
bases with retirecs and Inid off workers. Government surveys showed
72.5% of the country’s nearly 100 million migrant workers were owed
wages. The total amount of owed pay was cstimated to be about $12
billion (or about 100 billion yuan). 70% of these are in the construction
trade.’

Much of the capital accumulated by private and foreign firms
comes from unpaid labour. The result has been the eruption of
fierce labour protests in many areas. While Chinese workers seem
prepared to accept the long hours, the appalling working condi-
tions, and the low wages as part of the price of modernization and
economic growth, the non-payment of wages and of pensions is
something else. Petitions and complaints to the central govern-
ment on this score have mounted in recent years, and the failure of
the government to respond adequately has led to direct action.” In
the north-eastern city of Liaoyang more than 30,000 workers from
some twenty factories protested for several days in 2002 1n what
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was the ‘largest demonstration of 1ts kind since the Tiananmen
crackdown’. In Jiamasu, in northern China, where about 80 per
cent of the town’s population was unemployed and living on less
than $20 week after a textile factory empioying 14,000 suddeniy
closed, direct action erupted after months of unanswered petitions.
‘On some days retirees biocked all traffic on the main highway into
town, squatting in rows on the pavement. On other days, thou-
sands of laid off textile workers sat on railway tracks, disrupting
service. In late December, workers from an ailing pulp mill lay like
frozen soidiers on Jiamasu’s only runway, preventing pianes from
landing.”® Police data show that ‘some three million took part in
protests’ in 2003. Until recently, conflicts of this sort have been
successfully managed by keeping them isolated, fragmented,
unorganized, and certainly under-reported. But recent accounts
suggest that more widespread conflicts are erupting. In Anhw
province, for example, ‘about 10,000 textile workers and retirees
recently protested decreases in pension payments, the lack of med-
ical insurance and compensation for mjuries’. In Dongguan, Stella
International Led, a Taiwanese-owned shoe manufacturer employ-
ing 42,000 peopie *faced strikes this spring that turned violent. At
one point more than 500 rampaging workers sacked company facil-
ities and severely injured a Stella executive, leading police to enter
the factory and round up ringleaders.”

All manner of protests, ‘many of them violent, have broken out
with Increasing frequency across the country in recent months’.
Riots and protests have also erupted all over China over the land
serzures occurring in rural areas. Whether or not this will all give
rise to a mass movement is hard to predict. But the party 1s clearly
fearful of the potential breakdown in order and is mobilizig party
and police powers to forestall the proliferation of any general social
movement that may anse, Lee’s conclusions as to the nature of
political subjectivity are here of interest. Both state and migrant
workers, she sugpests, reject the term working class and refuse
‘class as the discursive frame to constitute their collective expen-
ence’. Nor do they see themselves as ‘the contractual, juridical, and
abstract labour subject normally assumed in theories of capitalist
modermity’, bearing individual legal rights. They typically appeal
instead to the traditional Maoist notion of the masses constituted
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by ‘workers, the peasantry, the intelligentsia and the national bour-~
geoisic whose mterests were harmonious with each other and also
with the state’ In this way workers ‘can make moral claims for
state protection, reinforcing the leadership and responsibility of
the state to those 1t rules’.” The aim of any mass movement,
therefore, would be to make the central state live up to its revo-
lutionary mandate against foreign capitalists, private interests, and
local authorities.

Whether or not the Chinese state 1s currently able or willing to
live up to such moral claims and thereby retain its legitimacy is by
no means certain. In rising to the defence of a worker brought to
trial for leading a violent factory walk-out, a prominent lawyer
observed that before the revolution ‘the Communist Party stood
alongside the workers m their fight against capitalist exploitation,
whereas today the Communist Party is fighting shoulder to shoul-
der with the cold-blooded capitalists in thewr struggie against the
workers”.®" While there are several aspects of Communist Party
policy that were designed to frustrate capitalist class formation,
the party has also acceded to the massive proletarianization of
China’s workforce, the breaking of the ‘iron rice bowl’, the eviscer-
ation of social protections, the imposition of user fees, the creation
of a flexible labour market regime, and the privatization of assets
formerly held in common. It has created a social system where
capitalist enterprises can both form and function freely. In so doing
it has achieved rapid growth and alleviated the poverty of many,
bur it has also embraced great concentrations of wealth in the
upper echelons of society. Moreover, business membership within
the party has been growing (up from 13.1 per cent in 1993 to 19.8
per cent by 2000). Ir is, however, hard to tell whether this reflects
an influx of capitalist entreprencurs or the fact that many party
members have used their privileges to become capitalists by dubi-
ous means. In any case what this signals is the growing integration
of party and business elites in ways that are all too common in the
US. The links between workers and the party organization have,
on the other hand, become strained.” Whether this internal rrans-
formation of party structure will consolidate the ascendance of the
same sort of technocratic elite that led the Mexican PRI towards
total neoliberalization remains to be seen. But it cannot be ruled
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out cither that ‘the masses’ will seek a restoration of their own
unique form of class power. For the party is now lined up against
them and is plainly prepared to use its monopoly of violence to
quell dissent, throw peasants off the land, and suppress the rising
demands not only for democratization but also for a modicum of
distributive justice. China, we may conclude, has definitely moved
towards neoliberalization and the reconstitunion of class power,
albeit ‘with distinctly Chinese characteristics’. The authoritarian-
ism, the appeal to nationalism, and the revival of certain stramns of
imperialism suggest, however, that China may be moving, though
from a quite different direction, towards a confluence with the
neoconservative tide now running strongly in the US. That does
not bode well for the furure.
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