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CHINA BUILDS A
MARKET CULTURE
Lowell Dittmer and Lance Gore

The triumph of political marketization in China is in many
respects paradoxical, resulting in hyper-growth for a period now
exceeding two decades within an ownership structure that re-
mains avowedly “socialist” and under an unabashedly Leninist
political regime. Both the economic success and indications of
strain, even resistance to that success seem to be indisputable,
begging the question of the stability of this strange hybrid and
whether it is premature even to talk of “market culture.” In view
of the relative chronological stability conventionally attributed
to the concept of culture, and the chronic instability and contro-
versy associated with the market, one may well ask whether we
are dealing with a conceptual oxymoron, two warring subcul-
tures, or indeed any set of phenomena clearly enough defined
for empirical analysis. The problem of definition is complicated
by the fact that the subjects of the analysis, while “crossing the
river by feeling for stones,” resolutely refuse to say what is on
the other side of the river, resulting in a transitional economy
without a designated destination (in stark contrast to the boldly
teleological Marxist paradigm). Thus at this point we may speak
confidently only of “marketization” as a dynamic but uncompleted
process. This essay is a pilot study in both its analytical and syn-
thetic dimensions, designed to explore the terrain and suggest
meaningful hypotheses for further empirical research.
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To begin by defining our central term, what is “market cul-
ture”? A market culture is one that is molded by, and function-
ally conducive to, a market economy. A “market economy,”
according to the classic definitions of its advent in Western cul-
ture, consists of one in which market values become relevant
not only to economic transactions but to all socio-political deci-
sions. All preferences are assumed to be commensurable, usu-
ally in monetary terms, and market players make rational choices
(given their preferences) to enhance pleasure and minimize pain.
As Polanyi puts it:

A market economy is an economic system controlled by markets alone:
order in the production and distribution of goods is entrusted to this self-
regulating mechanism. An economy of this kind derives from the expec-
tation that human beings behave in such a way as to achieve maximum
money gains. It assumes markets in which the supply of goods (including
services) available at a definite price, will be equal to the demand at this
price. It assumes the presence of money, which functions as purchasing
power in the hands of its owners. Production will then be controlled by
prices, for the profits of those who direct production will depend on
them; the distribution of the goods will also depend upon prices, for
prices form incomes, and it is with the help of those incomes that the
goods produced are distributed amongst the members of society. Under
these assumptions order in the production and distribution of goods is
ensured by prices alone. Self-regulation implies that all production is for
sale on the market and that all incomes derive from such sales. Accord-
ingly, there are markets for all elements of industry, not only for goods
(always including services) but also for labor, land, and money, their prices
being called respectively commodity prices, wages, rents, and interest.1

Despite the ideological ambivalence the Communist Party-
State has displayed about its completion, the Chinese case is an
excellent laboratory in which to study the growth of a market
economy. In most contemporary systems the market antedates
the political system and is more or less taken for granted, pre-
senting periodic crises or political opportunities that are typi-
cally dealt with in ad hoc fashion with no other political goal
than a return to economic equilibrium. To reconstruct the rea-
sons for its emergence thus involves delving into the economic
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history of the early 19th century, the 17th century, or even earlier.2

China and the other former “people’s republics” in Eastern Eu-
rope, in contrast, present an unusually clear case of a quite dif-
ferent type, whereby the state deliberately eradicated the market
as a social evil in the context of “continuing revolution” and is
now intent upon constructing it ab novo. However, unlike the
former Eastern Bloc countries, the reconstruction of a market
economy in China is presided over and administered by a com-
munist regime.

Clearly a market economy in this holistic sense is incom-
patible with “culture” as traditionally understood in terms of tran-
scendental values. But in the more value-free sense employed
by social scientists, according to which a culture “may be de-
fined as the totality of the mental and physical reactions and
activities that characterize the behavior of the individuals com-
posing a social group collectively and individually in relation to
their natural environment, to other groups, to members of the
group itself and of each individual to himself,”3  the two terms
would appear to be mutually inclusive, though any causal rela-
tions are left indeterminate. If we speak more specifically of po-
litical culture, adopting the most widely accepted definition of
that term as “beliefs, attitudes and values” about political ob-
jects,4  the impact of marketization on culture can be said to be
profound and pervasive. That impact may be seen in the elec-
toral mechanism (as a political metaphor for market choice), in
the formation of social classes and “interests” (interest groups,
interest articulation, aggregation, and representation), and on the
other side of the causal nexus, in the government’s role in defin-
ing property rights, regulating fiscal, monetary, and industrial
policy, the whole range of operations subsumed under “political
economy.” Of course, various factors make up a political culture,
including national (and cultural) history, the nation-state’s inter-
actions in the global arena, and the structure of relations among
kinship and ethno-religious groups and voluntary associations.
Because these political factors tend to be defined by the history
of the political unit of which citizens are born a part, political
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culture is conventionally defined in terms of national bound-
aries, whereas markets and their cultural impact transcend
boundaries. The generic impact of the market on political cul-
ture in this sense may be said to be cross-fertilizing and homog-
enizing, as the logic of competition presses firms, advertising
agencies, workers, and consumers to adapt similarly to the same
functional imperatives. This is of course what led Marx to expect
the industrial revolution to lead to an international proletarian
revolution. Although socialists were disappointed by the linger-
ing impact of political loyalties in the First World War, the fact
that markets have never outbid political identities when the lat-
ter were at risk does not mean they have had no political impact
at all. Indeed it is the force of that impact that has led the PRC
leadership to grow ambivalent about the social automaton they
have unleashed, welcoming the stimulus to economic growth and
technological innovation while deploring the “ill winds” (bu
zhengzhi feng) of cultural globalization (e.g., a youth and Bohe-
mian underground subculture, tax evasion, social dislocation,
crime and corruption). Whether these phenomena are inevitable
externalities of marketization is debatable, but in point is the fact
that the CCP causally associates the two.

Concisely put, our hypothesis is that the logic of market
expansion is replacing “politics” as an organizing principle of so-
cial life, treating political variables in rational, instrumental, mon-
etarily commensurable terms, despite politically powerful
opposition. And as the market displaces command planning, a
marketing culture, populated by modal personalities compatible
with the efficient functioning of markets, may be expected to
undermine and displace the culture of hierarchical
authoritarianism. At this juncture, this is still very much in pro-
cess, hardly a fait accompli. Much as Polanyi after the repeal of
the Speenhamland poor relief law in 1834 saw a “double move-
ment: the market expanded continuously but this movement was
met by a countermovement checking the expansion in definite
directions,”5  a dynamic has been unleashed whereby the pro-
cess of marketization has begun to reshape the foundations of
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Chinese political culture. The causal dynamics of this process
are somewhat obscured by the totalitarian legacy and bandwagon
mentality of Chinese politics. Thus the process cannot be con-
ceived as a dialectic between two clearly conceived and empiri-
cally distinct alternatives, as do those who juxtapose “civil society”
versus the Party-State. We argue rather that marketization was
politically driven and that, given the continuation of communist
rule and the legacy of a command economy, market develop-
ment has had to serve the interests of at least part of the cadre
class, the most powerful group in the Chinese political economy.
Contrary to the common assumption of a dichotomy between
market and command, hierarchically situated state actors in
China’s institutional setup have much to gain, at least in the short
run, by becoming market players. And by participating in market
exchange, they not only expand the market but also create the
incentives for further political marketization. Once it has gained
momentum, market development generates its own political
constituencies and reshapes power distribution and the trans-
action-cost structure in society to a point of no return. What this
gives rise to is a market culture of a very peculiar sort.

Our main purpose in this essay is to show how the process
of marketization was set in motion and gained such seemingly
irresistable momentum. We begin with a conceptual analysis of
China’s distinctive hybrid, “socialist market” economy, its origins
and dynamics of change. We then turn to the legacy of command
planning in order to grasp the morally ambiguous, clandestine
origins of the market impulse in China. Since the legitimation of
markets in the early 1980s, their popularization has proceeded
through roughly two phases. In the first, discussed in the third
section, marketization coincided with the center’s decentraliza-
tion and devolution of authority to the basic production unit or
to local levels of government. The second phase, consisting of
the attempt beginning in 1993 to recentralize economic control
over the economy while continuing marketization, is covered in
the fourth section. We conclude with a discussion of the political
cultural implications of China’s socialist marketization.
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A Theory of Political Marketization

When institutional economists talk about choice between
forms of transaction (i.e., market vs. hierarchy), the assumed
objective is simple and straightforward, to maximize profit and
minimize transaction costs. However, when talking about such
choices in a communist context, something much bigger is at
stake. The market is not simply a place where people exchange
money for products, for a rudimentary market of this type ex-
isted even under the plan. According to Victor Nee’s theory of
market transition, the logic of marketization means embracing a
set of rules of the game that alters the nature of society as well
as the polity. 6  According to Robert Gilpin, the market as an or-
ganizing principle performs the following critical roles: (1) de-
termining relative prices in the exchange of goods and services,
(2) the centrality of competition as a determinant of behavior,
and (3) the importance of efficiency in determining the survival
of market players.7  By assuming these functions, marketization
diminishes the importance of the state hierarchy in resource al-
location and dispensing rewards in society. It threatens the com-
munist order by ushering in a different set of organizing
principles that are based on contractual relationships between
relative equals, by offering a new set of opportunities for re-
wards, and by draining resources from state command. There-
fore, all communist regimes are inclined to suppress the market
as a political imperative. Table 1 depicts the severity of market
suppression in pre-reform China: from 1952 to 1978, while the
population and total consumption increased 67.4 percent and
295.8 percent respectively, the total number of commercial es-
tablishments (retail store, restaurant or repair shops, etc.) de-
clined 72.4 percent (from 5.5 to 1.52 million); and the average
number of people served by each commercial establishment in-
creased from 104.4 to 6,332.5. But this raises the question of the
post-1978 reform epoch: Why did those in a political position to
stop a process that undermines their interests fail to do so?

We propose that, to answer this question, one must ulti-
mately reject the dichotomy of market vs. hierarchy. We argue
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rather that the “decisive push” towards marketization comes from
within the Party-state, and that, contrary to the conventional di-
chotomy between market and command, hierarchically “nested”
state actors—the most powerful group in the Chinese political
economy—found they had much to gain, in the short (and per-
haps even the long) run, by “plunging into the market” (xia hai).
Reinterpretations of Marxism-Leninism-Mao Zedong Thought
define markets as fully compatible with socialism in its early
stages (which may last over a century); market and plan are no
longer mutually exclusive. In the context of the relaxation of po-

Table 1

Market Suppression, 1952-1978 (million or million yuan)

1952 1978 Change

Population 574.87 962.59 67.4%
Gross social product (GSP)* 101,500 684,600 574.5%

Total consumption 47,700 188,800 295.8%

Commercial employment** 9.53 9.39 -1.5%

Commercial establishments 5.5 1.52 -72.4%
of which:                          Retail 4.2 1.05 -75.0%
                          Food & beverage 0.85 0.12 -85.9%
                              Other services 0.45 0.09 -80.0%

No. of persons served by
each commercial employee 60.32 102.51 -69.9%

No. of people served by each
commercial establishment 104.5 6,332.8 5960.1%
of which:                          Retail 136.9 9167.5 6596.5%
                          Food & beverage 674.3 80,215.8 11796.2%
                              Other services 1,277.5 106,954.4 8272.2%

Share of commerce in GSP 11.1% 6.4% -42.3%

* A statistical category used in the place of GDP in the pre-reform era. Roughly it is the
total output of industry, agriculture, commerce, construction and transportation; all in
current price. ** People employed in retail, food and beverage and other services such as
barbershop, shoe repair and so on.

Sources: calculated from Zhongguo guonei shichan tongji nianjian 1991 [China Domestic
Market Statistical Yearbook 1991], pp. 27, 30, 53 and 54.
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litical and ideological constraints wrought by the Dengist reforms,
cadres suddenly found it possible to orient production toward
either plan or market depending on the relative rewards avail-
able, positioning themselves as “insiders” in the politics of
marketization. The participation of state actors in market exchange
not only expanded the market but also created a self-sustaining
dynamic for further market expansion, in accord with the insti-
tutional dynamic of path dependency. The question is thus why
it was in the interest of the Party leadership to opt for
marketization in the first place.

The Party-state is no monolith; its cadre class consists of
groups with diverse orientations. The benefits of marketization
have always generated its advocates within the elite, even in the
pre-reform period. The failure of Mao’s “continuous revolution”
shifted the balance of power away from the ideologues in favor
of the pragmatists, and the post-Mao politics of post-mortem
succession also necessitated new directions in economic devel-
opment. The Dengist coalition pushed for market-oriented re-
forms as a way of building constituent support both within the
Party-state and among the populace at large. While local gov-
ernments and lower-level state actors prospered from initial
market participation, the central authorities also reaped the ben-
efits of the ensuing growth in both political and economic terms.
At a time when the regime’s radical ideals were being replaced
by developmental objectives as the new rallying cry, the more
marketized regions and sectors were delivering clearly superior
developmental results; anti-market ideologues were soon
marginalized in this dynamic. Policy and institutional choices
were both clearly in favor of the market.

Finally, rapid growth, especially along the coast, created a
dynamic and rapidly changing economy, the complexity of which
rendered it impractical to continue state planning. Changes in
the transaction cost structure of the economy (especially the in-
formation costs of monitoring and control) continued to erode
the capacity of state bureaucracies or the apparatus of the com-
mand economy to a point of no alternative to further
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marketization. When market returns were high, there was a syn-
ergy between the state (especially local governments) and en-
terprises to pursue market opportunities. Now, after two decades
of rapid growth, intensified competition has worn the profit
margins perilously thin and increased market risks to extraordi-
nary heights. The burdens to support and subsidize the state sec-
tor become increasingly unbearable, creating incentives for the
state to “let go of the small (state-owned enterprises)” in an at-
tempt to “marketize” its burdens. Under these circumstances, the
central government, responding to its diminished authority and
control due to prior decentralizing and marketizing reforms, has
attempted to regain its position not by resurrecting the plan but
by accommodating the market: it resorts to building up the regu-
latory and institutional infrastructure of a market economy in
order to reassert its authority and rein in the localities. In sum,
the dynamics of politics and economics conspire in support of
further marketization.

The Legacy of the Plan

Communism is organized around bureaucratic fiat. The
operation of the command economy, and hence the maintenance
of the vanguard party’s revolutionary or transformative goals,
its ideological visions, organizational cohesion, and the nature
of the political regime, were all conceived to depend on the party-
state’s monopoly of resources and rewards in society.8  Market
suppression in China had a whole theoretical-ideological edifice
built around it in the form of Mao’s “theory of continuous revo-
lution,” which deemed the market to be the embodiment of capi-
talism and endeavored to replace it with a new ethos and
economic system organized around the plan. Market suppres-
sion was particularly severe for farm products due largely to the
system of “unified purchase and marketing” (tonggou tongxiao) im-
posed on the peasantry, which is part of a Stalinist strategy of
forced industrialization in which the state forced transfer of ru-
ral surpluses to urban-industrial sectors through monopoly pur-
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chase of farm products at below-market prices. The theoretical
underpinning of the suppression of the factors markets was the
refusal in the official ideology to recognize the “means of pro-
duction” as commodities under socialism. As a matter of fact,
they were the primary subjects of state planning. Their exclusion
from the market was believed to have “liberated” the forces of
production and eliminated exploitation of workers by capital. The
suppression of financial markets was necessitated by the “mate-
rial balancing” methods of state planning, which in turn was based
on the ideological emphasis on “use value” over market value.
The labor market was regarded as the main institutional mecha-
nism of capitalist exploitation and the cause of the
“immiserization” of the proletariat (a main thesis of Karl Marx),
and was practically eliminated by the residential permit and job
assignment systems. Trading of property rights was virtually non-
existent because all property rights were owned by either the
state or the collectives, and were supposed to be administra-
tively allocated according to the needs of “socialized production,”
not to be allocated through the market in pursuit of profits.

Although it has often been noted that China’s progress to-
ward central planning was not as long or as thoroughgoing as
the Soviet or East European experience (e.g., the plan in China
never covered more than about 600 goods, only 200 of which
were managed in detail, whereas the plan in the USSR covered
over 60,000 items),9  it does not logically follow from this that
China’s efforts at market suppression were any less intense (see
Table 1). Paradoxically, the PRC may have been both more thor-
ough in the suppression of markets and less thoroughly plan-
rational than its fraternal socialist republics. The result of market
suppression was a “product” economy (as opposed to a com-
modity economy), in which prices were set by a central plan ac-
cording to the labor theory of value rather than the market logic
of supply and demand. As planning was far from comprehen-
sive, many products were also distributed through nonmarket
channels (e.g., the network of work units, or danwei). The center
of redistributive planning was the State Council, within which
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the State Planning Commission, the Ministry of Commerce, the
Ministry of Materials and Equipment, and the Ministry of Grain
all played key roles via their local branches. On the eve of re-
form, commerce was monopolized by the state via a three-tiered
distribution system of wholesale stations and a network of state-
owned retail stores and trading companies.10  The market was
not only tiered but segmented, not only regionally (kuaikuai) but
sectorally (tiaotiao); e.g., the Ministry of Commerce was prima-
rily responsible for urban markets, while rural markets were
under the jurisdiction of the rural supply and marketing coop-
eratives, or gongxiao hezuoshe.11  Producers did not produce for
market demand but to fulfill a plan quota, fighting against the
constraint of limited supplies. This created a “seller’s market,”
i.e., a systematic shortage of agricultural and consumer goods,
magnifying the importance of the hierarchically organized and
controlled danwei to supply individual needs and the need to
cultivate informal supply channels. This reinforced the traditional
cultural reliance on connections (guanxi) and informal networks
in pursuit of security, medicine, and other necessities not readily
available through official channels.

The attempt to root out the market was part and parcel of
the communist attempt to revolutionize Chinese political cul-
ture. Early in the 1950s, during “socialization of the means of pro-
duction,” the labor market, financial and property markets, and
national involvement in international markets were all re-
nounced,12  and during a series of mass criticism movements a
national obsession was fostered with eliminating the “tails” of
capitalism (i.e., spontaneous commercial tendencies, as in small
rural markets for the entail from private plots, or exchange in
kind “through the back door”). Many of the institutions conven-
tionally associated with markets, such as an acquisitive consumer
ethos, or a social stratification system geared to a commercially
defined meritocracy, were painstakingly uprooted to make way
for the ethos of planning and subordination of self to the collec-
tive interest as defined by the bureaucratic apparatus. As the new
regime consolidated its rule, the sense of emancipation and un-
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wonted equality that initially greeted the Revolution were re-
placed by a culture of pervasive conformity and institutionalized
dependency toward the cadre stratum. Mass support was tested
by the catastrophic failure of the Great Leap Forward, and fur-
ther shaken by the Great Proletarian Cultural Revolution, with
its pattern of frequent factional zig-zags in pursuit of slight ideo-
logical variations of the same collectivist ideals. The repeated
indoctrination of radical ideals during the latter half of the Cul-
tural Revolution reached a grand scale of absurdity, creating a
whole set of rituals and taboos, do’s and don’ts. One Cultural
Revolution slogan that Deng was fond of citing as a criticism of
the theoretical edifice of the “Gang of Four” was: “We prefer so-
cialist weeds to capitalist crops.”

The intellectual recognition that an economy based on com-
mand planning tended to develop certain shortcomings, such as
an increasing difficulty correlating supply and demand, flagging
work incentives or lagging innovation, that could most easily be
alleviated by resorting to the market mechanism dates back to
the period of painful reassessment that followed the debacle of
the Great Leap Forward, when economists such as Sun Yefang
revived interest in the “law of value.” This economic rethinking
found a receptive audience in such key political actors as Liu
Shaoqi, Chen Yun, and Deng Xiaoping, who on this basis were
willing to experiment with such expedients as rural free markets,
“fixing output quotas based on the individual household” and
san zi yi bao (three freedoms and one guarantee).13  Liu Shaoqi,
for example, supported introduction of a “double track labor sys-
tem” that introduced a labor market for part-time and tempo-
rary workers while “grandfathering” job tenure for the full-time
unionized work force, a “double-track school system” with both
vocational and academic tracks, the expanded use of profit as an
index of economic efficiency, the indexing of pay scales to pro-
ductivity, even consumer surveys, the stock market14  and indus-
trial “trust.”15  In the period after the failure of the Great Leap
when some of these expedients were adopted they gave rise to a
culture of post-revolutionary stratification, in which the urban
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proletariat was privileged over the rural peasantry, descendants
of the “five good” classes were privileged over descendants of
the “five black” classes, and cadres and soldiers were prized above
all.

The fact that the market option was available is not a suffi-
cient explanation for its political resuscitation when markets had
just been so strenuously suppressed. The political climate that
made their adoption possible was created by the widespread
sense in the aftermath of the Cultural Revolution and Mao’s de-
mise that the drive for socialist purity had reached a dead end,
that the incessant mass criticism of deviant tendencies led not
to consensus but recoiled upon itself in factional hairsplitting or
in a sense of obsessive conformity and psychological “deaden-
ing” (mamuhua).16  This subcurrent of revulsion was no less po-
litical and cultural than economic, and though it was not
unanimous it extended from the lowest political levels to the very
highest, certainly including those political cadres (led by Deng
Xiaoping) who had been publicly humiliated during the Cultural
Revolution and been sent down for reform through labor. These
veteran cadres, rehabilitated and reinstated by the thousands by
the CCP Organization Department under Hu Yaobang after the
downfall of the Gang of Four, formed the core of the “reform
faction” that split with Hua Guofeng’s “whateverist faction”
(fanshipai) in favor of greater doctrinal flexibility and pragma-
tism and supported the restoration of Deng Xiaoping to a lead-
ing position at the Third Plenum of the 11th Party Congress.

Once back in a position to set the agenda, the reform lead-
ership, with no policy blueprint other than a vague consensus on
the goal of “four modernizations,”17  was forced to adopt an in-
cremental approach, but was willing to allow bold experiments
by the localities and let the results guide their policies. The CCP
thus found itself being transformed from a vanguard party into
a “rearguard” party,18  which selected policy and institutional
choices while incorporating its political and ideological criteria
ex ante. As Andrew Watson’s analysis shows, market develop-
ment in the rural areas was initiated “accidentally” by post-Mao
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institutional reforms that allowed the peasantry to return to
household production and altered the practice of state purchase
of farm products (in particular, the state raised the purchasing
price). As a result of increased production incentives, rural out-
put surged. When the sluggish state marketing and distribution
system could no longer handle the increased volume, the state
changed its long-standing policy and allowed peasants to sell
part of their products on the free market (after fulfilling their
obligations to the state). As a result, “the rapid growth and ex-
tension of free marketing was almost inevitable. Market centers
were hastily established in villages and urban streets and both
individual peasants and collective units began to trade on
them.”19  As market institutions20  (especially the so-called
“wholesale markets” studied by Watson) developed, producers
of all ownership types began to re-orient their production to-
ward the market, and gradually became dependent on it for their
operations. Victor Nee also identified the same process by which
commercialization leads to specialization of the producers (in-
cluding the peasant households) and their increasing reliance on
the market as the dominant form of transaction.21

In urban areas, the reform leadership’s first expedient was
a reemphasis on workplace discipline (which Deng also stressed
in 1974-1975 during his short-lived first rehabilitation), where-
after they resorted to “material incentives” (wuzhi ciji). These pro-
vided the discretionary income from which consumerization
naturally flows, acquiring a self-sustaining momentum with
snowballing vested interests behind it. These vested interests
were personified in the myriad lower-level bureaucratic entre-
preneurs who stood to gain most from marketization, largely
because of the continuation of public property rights, which
undergirded their political power while giving them market ad-
vantage.22  The focus was on reshuffling the roles and decision-
making powers among state actors, rather than on creating a
new class of economic entrepreneurs outside the state. The mar-
ket and non-state actors were, in the earlier years of reform, a
“necessary evil” to be tolerated rather than indulged. These cad-
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res enthusiastically supported further expansion of the market,
generating the paradoxical dynamic of marketization within a
Leninist institutional framework.

During the 1980s, the market acted like a giant magnet
drawing people into a headlong “plunge into the sea of com-
merce” (xiahai). Commerce became not only a profession but a
fashion, and the popular jingle of the day was “(of then China’s
one billion people) nine hundred million are in commerce, with
another hundred about to commence.”23  As mentioned before,
a market consists of its participants; the nation-wide rush to the
marketplace created a tremendous momentum that expanded
the market and raised the level of marketization.24  By the late
1980s and early 1990s, the sidewalks of Chinese cities were
thronging with not only small peddlers who came from the coun-
tryside but also moonlighting urban factory workers, school
teachers, and cadres from all kinds of state units, the most suc-
cessful of whom either came from or quickly sought to affiliate
with the cadre class.25  Table 2 depicts a complete reversal of the

Table 2

Market Development, 1978–1996 (million and million yuan)

1978 1996 Change

Population 962.59 1223.89 27.1%

GDP 684,600 6,859,380 902.0%

Total consumption* 188,800 4,019,597 2029.0%

Commercial employment 9.39 52.74 461.7%

Commercial establishments 1.52 18.58 1122.4%

No. of persons served by
each commercial establishment 6,332.8 65.9 -99.0%

No. of persons served by each
commercial employee 102.5 23.2 -77.4%

Share of commerce in GDP 7.3% 8.4% 15.1%

Source: calculated from State Statistical Bureau: Zhongguo shichang tongji nianjian 1997
[Market statistical Yearbook of China 1997] (Beijing: Zhongguo tongji chubanshe, 1998),
pp. 14, 20, 73.
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trend identified in Table 1: between 1978-1996, the population
increased by 27 percent, but the number of commercial estab-
lishments grew by 1,122 percent. As a result, the average num-
ber of people served by each commercial establishment dropped
from 6,332.8 to 65.9. Figure 1 shows the rapid growth of retail
sales by ownership category. By far the fastest growing sector
was individual ownership, but beginning from a minuscule base
it did not overtake state-owned units as first in total sales until
1995.

This commercial craze was fueled by the extraordinarily
high market profit margins created by the pent-up demand in
the pre-reform shortage economy, as well as by the enormous
gaps between state-set prices and market-determined ones. In
the early 1980s, the free market price for farm products was con-
sistently 40 percent or more above the state procurement price.
Figure 1 shows the average margins of return of all state-owned
industrial enterprises between 1978-1997. Note the much higher

Figure 1
Average Margins of Return of All SOEs

(tax+profit/total assets)

Source: calculated from State Statistical Bureau, China Statistical Yearbook (Beijing: Zhongguo
tongji chubanshe), various issue
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profit margins during the 1980s; presumably the returns in
nonstate sectors were even higher as these sectors were less
constrained by state price controls than the state sector. The
adoption of an incrementalist, “dualist and leading sector” ap-
proach (i.e., introducing market reform first where conditions
are favorable, while allowing nonmarket patterns to persist in
nonleading sectors) again had both an intellectual and a political
rationale. The intellectual background is that the early reform-
ers, like the economic theorists behind the Soviet NEP or the
eastern European reforms of the 1960s and 1970s, were still com-
mitted in principle to socialism and presumed the market could
be confined to a supplementary role, to fill in the “cracks” in the
plan (Liu Shaoqi’s metaphor), or as the bird in Chen Yun’s social-
ist cage, these were not theorists of “transitology.” The market
then expanded so vigorously because the “cracks” were so large.
We submit that this was an artifact of China’s peculiar combina-
tion of thorough market suppression and incomplete planning.
The political reason for “socialism with Chinese characteristics”
is that even after the fall of Hua Guofeng and the so-called “small
gang of four,” the elite remained divided concerning the pace
and extent of reform between the more radical reform wing led
by Hu Yaobang and Zhao Ziyang and the more cautious and ideo-
logically conservative bloc under Chen Yun and Deng Liqun, which
continued to consider China’s “golden 1950s” a worthy model
for stable and rapid (yet ideologically correct) development.26  Deng
Xiaoping played a “swing” role in this rivalry, depending largely on
his sense of the macro political-economic balance. Policy consen-
sus was ephemeral and dependent on the ever oscillating economic
conjuncture and its political side effects.27  The lurches from left to
right were painful, but policy reactions to contain them were swift
and vigorous, motivated by memories of Mao’s costly political
divagations in the late 1950s and early 1960s. The overall con-
sensus supported “stability,” albeit punctuated by Deng’s occa-
sional interventions on behalf of accelerated growth. Though this
“crossing-the-river-by-feeling-for-stepping-stones” approach
has won subsequent plaudits and been invidiously contrasted
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to the “big bang” or shock therapy approach recommended by
such renowned economists as Sachs or Aslund and adopted by
the former socialist regimes in eastern Europe and the Russian
Republic, it was by no means a self-conscious decision from the
outset to proceed in such a distinctive manner. This approach
has led to the triumph of political marketization primarily be-
cause, at any given point along the decision-making path, com-
pared to other directions, marketizing reforms delivered the best
growth results and built up such a strong cadre constituency
within the state.

Decentralization and Bureaucratic Marketization

That marketization coincided with decentralization and
devolution to lower levels of government and to production unit
management has been fairly well established. The shift was made
easier by the structural characteristics of the pre-reform com-
mand economy: China’s was a relatively decentralized system
with structural fragmentation and incomplete planning, large
numbers of small and medium-sized enterprises, and a dispro-
portionately large rural sector. In other words, unlike their coun-
terparts in the former Soviet Union, local governments, State
Owned Enterprises (SOEs) and other state actors faced fewer
formal institutional constraints when redirecting production for
the market.28

The reorientation towards the market was initiated by the
decentralization reforms that were intended primarily to em-
power and increase the autonomy of lower state actors in enter-
prises and local governments. The typical scheme of reforming
the incentive structure of state actors in the economy was to re-
duce their planned task assignment and allow them to engage in
market exchange after fulfilling their plan obligations. However,
coming out of the shortage economy of the Maoist era, the mar-
ket enjoyed a considerable advantage over the plan in reward-
ing economic entrepreneurship. The enormous price gaps
between the free market and state planned procurement prices
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for goods and services led to rapid draining of resources from
the planning channels into the open market.29  As a People’s Daily
commentator lamented in January, 1982, “state plans for purchas-
ing fast-selling, scarce goods were not being fulfilled, in part be-
cause of contention between factories rushing to production sites
to procure raw materials, shopworkers traveling directly to rural
areas to buy up goods, and even some foreign trade departments
participating in the melee, all without any concern for whether
or not the local purchase task for state commerce had been com-
pleted.”30  By the mid-1980s, the typical estimate was that enter-
prises carrying out planned production could only obtain from
the state planning channels an 80 per cent quota of the material
supplies required to fulfill their planned task; only 80 per cent of
this quota could be translated into actual orders at the annual
trade conference (dinghuo huiyi, literally “ordering conference”)
for materials, and only 80 per cent of the ordered materials ac-
tually were delivered. In other words, enterprises were frequently
forced to secure their material supply from the market at much
higher prices and sell to the state the finished products at the
planned price. Naturally, this caused widespread resentment and
shirking in plan implementation. In addition, state and non-state
actors alike rushed in a speculative craze to take advantage of
the dual price structure by extracting resources from the plan-
ning channels (using their power of office and various guanxi)
and selling them in the market to generate a profit. Soon it be-
came apparent that the state plan was no match for the market;
the government repeatedly had to raise its within-plan supply
and procurement prices, which eventually converged with mar-
ket prices to make the plan superfluous.31

Decentralization through fiscal and enterprise contracting
undermined the plan from another direction as well. Under the
contracting system, localities and enterprises had incentives in
the intense intrastate bargaining process to reduce the scope of
the central plan governing their economic activities in order to
increase their discretionary power over resources. Because of
the huge initial market returns, these newly autonomous state
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actors invariably became market players despite the statist ten-
dencies in their market behavior. Yet another facet of state actors
turning into market players is the remarkable array of “revenue-
generating” (chuangshou) business ventures started by party-state
bureaucracies, the various shiye (nonprofit, usually governmen-
tal) units and the People’s Liberation Army units. They started
businesses, often using their power of office and other state or
communal resources under their control, to generate additional
incomes for the members of their work units.32  Although sys-
tematic data are impossible to come by, the typical estimate by
some Chinese authorities is that over 50 per cent of the total
monthly income of cadres is generated by such forms of “moon-
lighting.”33  Those outlets that had previously served as distribu-
tion centers of the Ministry of Trade or Commerce evolved into
independent distributors or retailers, with their own warehouses,
trucks, and so forth contracting independently with manufactur-
ers or other wholesalers. Factories that previously could only
distribute through the Ministry distribution networks were now
free to distribute their goods directly through any channel they
chose, possibly reserving a small portion for government use or
distribution, especially in the case of products with national se-
curity need.34  For examples, by 1993, the Ministry of Railways
system (the ministry and its subordinate regional bureaus and
sections) had started 46,000 second line businesses35  that were
independent accounting units. At the end of 1992, the ministries
of postal services, telecommunication and transportation had
between them 129,000 similar enterprises.36  In 1992, 10 per cent
of all new companies nation-wide were started by organizations
in the Communist Party and the government, and in Liaoning
Province alone, party-state organizations (dangzhen jiguan) started
3,590 new business ventures.37  At the end of 1994, the state-run
trade unions across the country owned 130,000 businesses.38  The
financial departments and even the tax bureaus in many locali-
ties generated an extra income through making short-term loans
to cash starving enterprises using state’s money flowing through
their offices.39  Almost every danwei was involved in several lines
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of businesses and ran its own secret budget (xiaojinku). Many kept
several accounting books to deal with different authorities. The im-
portance of non-wage income is of course not restricted to the cadre
class. In 1995, wage income as a percentage of the total income for
all Shanghai residents declined from 59.3 per cent the previous year
to 56.1 per cent; the largest item in the non-wage income is listed
as “other incomes from their work units.”40  This “second-lining”
is perhaps the most striking feature of the Chinese political
economy in the reform era, and it is the participation of these
state actors in market exchange that removed many political
obstacles to greatly quickening the pace of marketization.41

Illustrative of the marketization of state actors is the trans-
formation of the material departments of the government and
its subordinate firms, which formerly comprised the hard core
of state planning. Before 1996, all important production materi-
als, coal, steel, wood, cement, oil, machinery and equipment, and
so forth, were in short supply. The brief period of re-centraliza-
tion after Mao’s death in 1976 saw the number of materials un-
der central planning increase from 217 in 1970 to 837 (of which
256 were the so-called first-category materials directly controlled
by the State Planning Commission; the rest were allocated by
the various ministries).42  Reforms in the sector not only allowed
enterprises in material production and trading the opportunity
to pursue the enormous profits created by the gap between the
planned price and market price of materials, but also reoriented
the well established state-owned distribution channels to serve
the market. In fact, once decentralized and reoriented, state-
owned commercial firms and distribution networks have become
part and parcel of China’s emerging market. By 1987, the num-
ber of first-category materials were reduced to 27,43  and all state-
owned material firms were performing dual roles: profit making
as well as carrying out the plan. As might be expected, extra-
plan business dealings increased rapidly: from 55.1 per cent in
1987 to 83 per cent in 1991. From 1980 to 1990, all domestic pro-
duction of materials that fell under plan reduced: coal from 57.9
per cent to 40.7 per cent, steel products from 74.3 per cent to 41.5



30 East Asia / Fall 2001

per cent, timber from 80.9 per cent to 21.8 per cent, cement from 35
per cent to 11.8 per cent.44  The rest of the output was sold by the
producer on the market (except a small portion distributed under
local government plans). In 1988, the SPC allowed certain produc-
ers of materials under direct state plan to sell at market price as
long as the state preserved the right to allocate them. By 1990, 30
per cent of steel and 50 per cent non-ferrous metal produced un-
der state directive plan were sold at the market price. With the profit
generated on the market, many state-owned material firms became
essentially businesses. Some branched into tourism, real estate,
and other sectors, formed joint ventures with foreign capital, and
provided direct services for other firms. In 1992, for example, there
were 80 material service companies for foreign investment projects
at the prefecture level or above that were owned by the material
departments at various levels of the government. The marketing
and distribution systems of the government’s material departments
are now open to clients of all sorts, including collective and pri-
vate dealers. The state-owned specialized materials marketing
network of distributors (wangdian) used to implement plan only,
to allocate materials according to plan directives, but they are
now refurbished to serve market demand. By 1990, there were
40,000 of such specialized distributors nationwide with a sale of
202.9 billion yuan,45  and market sales amounted to 80 per cent
of the total of all state-owned material trading firms. Market sale
of coal was 45 per cent of the total, steel was 72 per cent, copper
81 per cent, aluminum 63 per cent, timber 78 per cent, cement 66
per cent, rubber 79 per cent, heavy trucks 82 per cent.46  By 1995,
the ratio of market sales approached 100 per cent.

Governments at regional and local levels gradually adopted
pro-market policies in the early to mid 1980s.47  The two main
benefits of the market to local governments were faster economic
growth and an expanded revenue base. In addition, as mentioned
above, with the rapid shrinking of state planned supply, many
localities had to rely on the market to supply the material input
for their firms to carry on their normal production. Initially, most
provinces were suspicious of the market; they were still trapped
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in the leftist thinking of the Maoist era. However, with decen-
tralization and the shift of the CCP’s emphasis from ideological
purification to economic development, localities were pitched
against one another in a contest to deliver the best development
results. When a few bold provinces, such as Guangdong, Anhui
(under Wan Li) and Sichuan (under Zhao Ziyang), took the lead
in pro-market reforms and delivered tangible results, others fol-
lowed suit. As Montinola, Qian, and Weingast’s analysis shows,
China’s de facto economic federalism created by decentraliza-
tion not only allowed the market to flourish in the interstices but
forced anti-market local governments to adopt pro-market poli-
cies.48  For example, in its report at a conference on urban re-
form organized by the State Commission on Reforming the
Economic System in 1991, Suzhou municipal government listed
the benefits of promoting the market as: a) to secure factor in-
put of production, as the planning channels could no longer sup-
ply these with any adequacy; b) promotion of the sale of local
products when the central government’s planning authorities no
longer guaranteed their purchase; c) to promote industries: for
example, by building the specialized silk market, the traditional
silk industry renowned in this region was revived;49  d) to ensure
social stability by economic prosperity brought about by bris-
tling market activities; e) to promote enterprise reform (chang-
ing their operational mechanisms) by their participation in market
exchanges; f) to break the rigidity of the administrative tiao-kuai
structure in which enterprises were trapped.50

To promote market development, many localities hastened
to build the infrastructure for market activities. If the earlier de-
velopment of these markets was characterized by spontaneity,
later market centers were creations of the local governments,
who would often clear out a piece of land, erect a structure, fur-
nish transport, utility services and police patrol, and then begin
to rent out spaces, from which they could collect taxes and fees.
Creating market centers as new growth poles in the local
economy has become a popular strategy for local economic de-
velopment, a strategy commonly referred to as zhengfu datan, qiye



32 East Asia / Fall 2001

changxi (the government sets the stage, the enterprises put on
the show). Many “whole-sale markets” are established by local
governments as a way to expand their organizational grip over
the flourishing private traders.51  State-promotion, therefore, has
characterized the pattern of market development in China since
1980. In a more extreme case, in 1993 the municipal government
of Zhengzhou, the capital city of Henan province52  situated on
the cross-road of two main railways and aspiring to become one
of the country’s main hubs of commodity distribution, ordered
all government employees and SOE workers to set up peddler’s
stands at the “weekend fair” organized by the government in the
central square. The objective, according to the government, was
to create an atmosphere of “big city, big commerce” and improve
the city’s image as a center of commerce.

Marketization and the Reimposition of Central Control

The most important role played by the central state during
the early phase of reform was to remove institutional impedi-
ments to marketization. There were two main obstacles to the
opening of the market: the vested interests supporting state plan-
ning, which precludes marketization by demanding a state mo-
nopoly of resources; and Maoist ideology, which regards the
market as the breeding ground of capitalism. As the plan faded
into the background in the context of the dynamic discussed
above, the removal of ideological obstacles became crucial, for
“mind emancipation” under communist game rules could only
be initiated from the top. As early as the 1950s and early 1960s,
Chen Yun and others advocated a limited role for the market in
the socialist economy. Chen envisioned a “bird-cage economy”
in which the state plan laid the framework within which the
“birds,” that is, enterprises, can have limited space (the market)
to hop up and down. The revival of the market early in the re-
form era had much to do with Chen’s return to the center stage
of economic policy-making in the late 1970’s. The Twelfth Party
Congress of 1982 hit upon a scheme in which “the plan is pri-
mary, the market is supplementary” (jihua weizhu, shichang weifu).
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Two years later, the Third Plenum of the Twelfth Party Congress,
in which the “Resolution on Reforming the Economic System”
was passed, further developed the scheme into “a planned com-
modity economy” model,53  and made it an important task of re-
form to establish a national market system. The Thirteenth Party
Congress of 1987 not only continued the “planned commodity
economy” formulation but also attempted to reconcile it with
the Marxist theoretical edifice by proposing a theory of “pre-
liminary stage of socialism,” which was expected to last for at
least a hundred years in China. During this stage, according to
the theory, because of the low level of economic development,
market forces and even private property rights have to be per-
mitted and harnessed to promote the forces of production. Dur-
ing the post-Tiananmen conservative backlash (1989 – 1991), a
new tune, “the internal unification of the plan and the market,”
was played across the land. Although coined by Deng himself, it
was, in fact, used by central planners and other conservatives as
a disguised retreat from the market-oriented reforms back to
renewed emphasis on state planning, which resulted in a new
cycle of re-centralization.54  The decisive breakthrough came with
Deng’s famous southern tour of early 1992, when he renounced
the traditional ideological dichotomy that equated socialism with
state planning and capitalism with the market. That finally cleared
the way for the CCP’s Fourteenth Party Congress late in that year
to adopt a “socialist market economy” as the target model of eco-
nomic reforms.

 Yet beginning with the attempt to reign in the inflation pre-
cipitated by Deng’s southern voyage and achieve a “soft land-
ing,” partly motivated by the CCP analysis of the collapse of
socialism in Europe, the leadership began to place higher prior-
ity on the need for central control of the chaotic forces of re-
form. Particularly since the 15th Party Congress in late 1997, the
central government has asserted leadership even as the pace of
marketization has accelerated. If hitherto the zeal among local
state actors for marketizing reforms was revenue-driven, now
the central government seemed to be motivated by the oppor-
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tunity to build the institutional infrastructure of a market
economy as a way of recovering some of the regulatory and rev-
enue power dissipated to the localities during earlier decentrali-
zation reforms. This reassertion of central leadership is in part a
response to the changed macro-economic environment faced
by bureaucratic actors in the marketplace. On the one hand, the
persistent and ever-expanding budget deficit forced the central
government to take drastic actions; on the other hand, as dimin-
ishing returns to bureaucratic entrepreneurship have altered the
incentives of cadre participation in market exchange, the state
begins to see incentives to retreat from the marketplace.

Bureaucratic entrepreneurship has been a potent force in
driving China’s spectacular growth;55  but it is effective only if
the marketplace is characterized by shortage. Under shortage,
marketized state actors are extremely effective in building pro-
duction facilities to meet the still crude and unsophisticated de-
mand. However, state actors’ capacity to mobilize resources, plus
their inherent propensity to protect “their own enterprises” dur-
ing any downturn, inevitably lead to overproduction and inten-
sified competition, which in turn drives down or even wipes out
profit margins.56  When the market is no longer profitable for
state actors, the enterprises they have built become liabilities,
for it is the state which must support and subsidize these loss-
making firms and their workers, a proposition that is increas-
ingly unsustainable given the mounting central budget deficit. In
addition, broad participation by state actors in market exchange
creates abundant opportunities for corruption, rent seeking, and
market distortions. During the high-growth years when every-
body benefits from the expanding economic pie, this malaise is
tolerated or ignored; however, once hard times hit, such devi-
ance becomes a politically explosive issue, a point well-illustrated
by the crisis that brought down the Suharto regime in Indonesia.
In other words, economic slowdown increases both the political
and economic liabilities of the Party-State, which has hitherto
been too broadly engaged in the economy. Economically, the state
budget has to support an ever-expanding number of state cad-
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res. Politically, corruption among cadres has become endemic
and seriously threatens the legitimacy of the state. Downsizing
the state is therefore a natural course of action to reduce the
political and economic liability. Thus the underlying causes of
China’s liberalizing and marketizing reforms in recent years are
very similar to those in other developing countries.57  Table 3
describes the deficit situation during the two decades since 1978.
This should also be considered in the context of declining state
revenue as a proportion of the GDP (Table 4) and the manifold
increase of administrative expenditure as a percentage of the state
budget.

To reduce state liabilities, the central government has in
recent years adopted three reform measures that are significantly
speeding up the process of marketization. The first is adminis-
trative reform, aimed at restructuring the state machine to suit a
market economy and, during the process, greatly reduce the num-
ber of state cadres and shrink the scope of state participation in
the economy; the second is SOE reform, which follows a strat-
egy of “grasping the big ones and letting go of the small ones”
(zhuada fangxiao), and the third is to further improve the politi-
cal, legal, and insitutional environment of private businesses. By
the time a buyer’s market emerged around 1996, marketization
and decentralization had thrown the state planning apparatuses
into complete disarray. Like Humpty-Dumpty, no amount of ef-
fort could reassemble them to reassert central planning. Illus-
trative of the futility of the attempts to reinstate some planning
control was the humiliating failure of the post-Tiananmen round
of re-centralization. Thus instead of a return to central planning,
the central government has attempted to regain its position by
building up the institutional infrastructure (fiscal, legal as well as
regulatory) of a market economy, and pushed to dismantle the
state’s microeconomic management apparatus built for the com-
mand economy as a way to weaken localism and correct market
distortions. Despite a period of cultural “blooming” in the after-
math of the 15th Congress (particularly during Sino-American
summitry in 1997-1998), the leadership has also reemphasized
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that downloading economic responsibility does not entail relax-
ing political control (“bourgeois liberalization”).

In March 1998, Zhu Rongji’s new government launched an
ambitious reform drive to overhaul state institutions. The target
was to cut both the personnel and institutions of the govern-
ment by one half in three years. By October 1998, most indus-
trial ministries of the State Council had been abolished, their
macro-economic regulatory functions repackaged into the new
MITI-like super-ministry, State Economic and Trade Commis-

Table 3

State Budget Deficit (100 million yuan)

Year GDP State Revenue* Revenue/GDP Budget Balance
1978 3624.1 1132.26 31.2% 10.17

1979 4038.2 1146.38 28.4% -135.41
1980 4517.8 1159.93 25.7% -68.9

1981 4860.3 1175.79 24.2% 37.81

1982 5301.8 1212.33 22.9% -17.65
1983 5957.4 1366.95 22.9% -42.57

1984 7206.7 1642.86 22.8% -58.16

1985 8989.1 2004.82 22.3% 0.57
1986 10201.4 2122.01 20.8% -82.91

1987 11954.5 2199.35 18.4% -62.83

1988 14922.3 2357.24 15.8% -133.97
1989 16917.8 2664.9 15.8% -158.88

1990 18598.4 2937.1 15.8% -146.49

1991 21662.5 3149.48 14.5% -237.14
1992 26651.9 3483.37 13.1% -258.83

1993 34560.5 4348.95 12.6% -293.35

1994 46670 5218.1 11.2% -574.52
1995 57494.9 6242.2 10.9% -581.53

1996 66850.5 7407.99 11.1% -529.56

1997 73452.5 8651.14 11.8% -582.42

*Debt not included.
Source: State Statistical Bureau: China Statistical Yearbook 1998, pp. 55, 269 and Market
Statistical Yearbook of China 1998, p. 32.
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Table 4
Profit Rate as Percentage of Production Cost of

SOEs in Major Industries
Year 1996
Light Industry -0.27%
Heavy Industry   2.71%
Coal Mining and Dressing   3.05
Petroleum and Natural Gas Extraction 12.16
Ferrous Metals Mining and Dressing -2.84
Nonferrous Metals Mining and Dressing   3.69
Non-mining Minerals Mining and Dressing -1.52
Other Minerals Mining and Dressing   1.01
Logging and Transport of Timber and Bamboo   1.94
Food Processing -4.48
Food Production -1.79
Beverage Production   3.61
Tobacco Processing 22.66
Textile Industry -7.05
Garments and Other Fiber Products -1.07
Leather Furs Down and Related Products -7.06
Timber, Bamboo, Palm Fiber and Straw Products -6.20
Furniture Manufacturing -1.63
Paper making and Paper Products   0.66
Printing and Record Medium Reproduction   2.81
Cultural Educational and Sports Goods -0.22
Petroleum Processing and Coking Products   2.62
Raw Chemical Materials and Chemical Products   2.20
Medical and Pharmaceutical Products   2.29
Chemical Fiber -2.75
Rubber Products -0.13
Plastic Products -1.50
Nonmetal Mineral Products -4.50
Smelting and Pressing of Ferrous Metals   2.08
Smelting and Pressing of Nonferrous Metals -0.75
Metal Products -3.15
Ordinary Machinery Manufacturing -1.91
Special Purpose Equipment Manufacturing -2.59
Transport Equipment Manufacturing   0.55
Electric Equipment Manufacturing -0.29
Electronic and Telecommunications Equipment   3.25
Instruments Meters Cultural and Office Machinery -6.12
Other Manufacturing -4.13
Electric Power steam and Hot Water Production and Supply   7.96
Gas Production and Supply -8.53
Tap Water Production and Supply   9.27

Source: China Statistical Yearbook, 1997, p. 441.
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sion, and the SOEs attached to them reassigned to the localities
or become independent operations. The size of the personnel of
the State Council was reduced by 47 per cent. Reforms at the
local level are expected to follow the same blueprint. Three ways
have been designed to marketize the industrial ministries (bumen)
at both the central and local levels: 1) to turn them into business
entities (corporations, enterprise groups, holding companies etc.)
that are stripped of their government administrative functions;
2) to turn them into semi-official trade associations or business
councils (hangye zonghui), and 3) to turn them into macro-regu-
latory agencies. The bumen-turned enterprise groups or holding
companies can incorporate non-state enterprises. The trade as-
sociations and business councils draw their membership from
the whole industry regardless of the ownership classification. And
the macro-regulatory agencies are supposed to treat all firms,
state-owned, collective, foreign invested and private and so on,
as equals under the same market rules of competition.

A major part of state budget expenditure has hitherto been
claimed by the so-called shiye danwei. These nonprofit enterprises
used to include all of the many professions considered part of
the service sector of the economy, such as schools, universities,
research institutes, agencies of public administration, the health
care profession, banks, the legal system and other professional
services. Under socialism these were subsidized by the state, and
most of the people working in shiye danwei were classified as
state cadres who lived off the state payroll. The reform of the
shiye danwei involves pushing them to become independent busi-
ness entities, thereby also expanding China’s service sector (di
san chanye, or tertiary industry). According to the reform plan,
shiye danwei are classified into three types according to their cur-
rent financial conditions. The first consists of those that gener-
ate regular revenues; they are to be treated as enterprises and
expelled from the state ranks. The second type consists of those
that would face considerable difficulties if completely disconnected
from the state budget; they are to retain contracts with the govern-
ment for a fixed amount of state subsidy and will be granted more
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autonomy to develop their own revenue sources. The third are
those that must remain completely dependent on the state bud-
get; the reform plan for them is to put them on an endowment
system with their initial funding endowed by the state.58

The zhuada fangxiao strategy (grasp the big enterprises, drop
the small ones) of SOE reform similarly reflects the general trend
of shrinking the scope of the state and expanding the scope of
the market. This should also be understood in the context of
mounting fiscal pressure on the state. Table 4 shows that the re-
turns of SOEs were negative in many industries. Figure 1 indi-
cates that since 1996 the state sector as a whole has registered
net losses in ever-larger amounts. As a result, as soon as the 15th

Party Congress put forward the reform line of “grasping the big
ones, letting go of the small ones,” local governments were in a
selling frenzy to get rid of their loss-making SOEs. The change
of attitude among the localities was so dramatic that the central
government had to step in to curtail the fire sale.59  SOE reform
has also stripped SOE workers of their privileges of state sector
employment, privileges the state finds itself no longer able to
pay. Workers now have to contribute to the housing fund, their
medical care, pension plans and other insurance; not only their
life employment tenure is history, tens of millions of them have
been “laid off” (xiagang) and relegated to the vicissitudes of the mar-
ketplace. In effect, labor, even in the privileged state sector, has been
marketized, notwithstanding all the CCP’s Marxist principles.

Finally, after the 1987 “theory of the preliminary stage of
socialism” removed the ideological obstacles to private owner-
ship, a 1999 amendment to the State Constitution has granted
private businesses equal legal status with the state and collec-
tive sectors in China’s market economy. To the state, the benefits
of a vigorous private sector are manifold: it generates employ-
ment when the state needs it the most to head off social unrest;
it provides a new growth engine when bureaucratic entrepre-
neurship is faltering; its ups and downs do not increase the po-
litical and economic liability of the state the way the state and
collective sectors do due to massive state involvement in these



40 East Asia / Fall 2001

sectors. The labor-intensive tertiary sector, particularly retail or
repair shops and restaurants, was first to take advantage of this
license. By 1996 the retail sector consisted of about 9.2 million
very small (one- and two-person) retail shops, of which about
7.8 million were privately owned, about 1.2 million collectively
owned enterprises (averaging six employees per venture and
accounting for 28 percent of sales), and some 290,000 state-
owned enterprises, mostly department stores, accounting for 41
percent of sales. The wholesale distribution system, in contrast,
remains predominantly government-run; it consists of ware-
houses segmented into regional, county, and township units, each
level supplying the ones below according to decisions made at
the top (foreign companies are barred from entry).60

Conclusions

China’s political marketization, the crown jewel in its highly
successful “reform and opening” policy, which since Tiananmen
has provided the new basis of the regime’s legitimacy, turns out
upon closer analysis to be more shrewd improvisation than strat-
egy. True, the theoretical rationale for marketization was prefab-
ricated in the wake of the disastrous Maoist efforts to
subordinate planning to revolutionary revitalization in the Great
Leap Forward and Cultural Revolution experiments. After dis-
crediting its economic stewardship in utopian crusades, the Party-
State reverted to this policy repertoire under the name of “reform
and opening up” in order to raise living standards and regain
popular trust. We have noted that some see market development
as a package deal, like a cruise ship (not a taxicab), from which
one cannot easily disembark;61  while others see it as an institu-
tional artifact painstakingly constructed by and on behalf of a
constituency of political interests. No doubt in the Chinese case
it has been both. In the eyes of the leading reformers it seems to
have been the former; they used the image of a package deal to
carve out a realm of autonomy and protect the still fragile mar-
ket from its formidable opponents. Yet no one really knew (or
could say?) what was in the package, what was on the other
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side of the river everyone was crossing. To the bureaucratic
entrepreneurs who operationalized the reforms, on the other
hand, this was a policy windfall to be creatively construed
and exploited to the utmost, in both their own and the na-
tional interest. This new class is what has given the market its
elemental thrust while at the same time making it so difficult to
regulate or steer in any centrally determined direction. Thus hi-
erarchy and market melded seamlessly together, minimizing bu-
reaucratic interference while tapping the financial and
entrepreneurial resources of the state. Accelerated GDP growth
provided reinforcement and momentum, as marketization ad-
vanced from 5 percent in the early 1980s to more than 60 per-
cent at the turn of the millennium, according to a careful and
comprehensive recent Chinese analysis, making its most rapid
progress in commmodities markets while lagging somewhat in
markets for factors of production (including financial and tech-
nology markets).62

Our point has been that the impact of marketization on
politics has been to establish a market culture. Though it is hard
to say too much about its exact content this early in the transi-
tion, so far the major impact on Chinese political culture seems
to have been a massive divertissement of popular interest away
from politics to the ever widening range of commodities and
services to be procured (or sold) in the market, thereby forming
the basis for a more autonomous civil society that may ultimately
result in a more pluralist and self-critical polity. Yet China’s route
of marketization without privatization, melding hierarchy and
market, not only smoothed the barriers to rapid reform, but ar-
guably made it more difficult to define a distinct and self-
bounded market culture. This socialist market with Chinese
characteristics gives rise to a hybrid culture characterized by ex-
tensive interpenetration and informal networking or “connections”
between government and society, rather than the sharp disjunction
between public and private with well-defined hedges against con-
flict of interest that has characterized Western market cultures. Com-
plicating the situation is that China adopted a market culture before
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developing a civic culture or any clear conception of the public in-
terest. The attempt to institutionalize legal norms, for example, has
been under suspicion on both sides of the market divide: entrepre-
neurs believe the legal bureaucracy to be purely an agent of the
Party-State principal (as signaled by the shift from “rule of law” to
“rule through law”), and they protect themselves accordingly with
different sets of books, secret budgets (xiaojinku), and what not;
while the leadership believes its legal minions to be thoroughly
corruptible via bribes and payoffs (apparently quite accurately).
The result has been a vigorous but cutthroat market culture strug-
gling for autonomy not only from the government but also from
normative regulation. Thus according to recently published fig-
ures, more than half of the 4 billion or so business contracts
formed each year are fraudulent, and some two-thirds of China’s
SOEs “cook” their books. Corruption consumes 13 to 17 percent
of China’s annual GDP, tax evasion robs the government of some
50 percent of its earmarked revenue, 40 percent of all commodi-
ties sold are counterfeit, and (according to conservative esti-
mates) the underground economy makes up 20 percent of GDP.63

The authorities have attempted to crack down on the rising tide
of crime and corruption by waging since 1983 a series of “strike
hard” (yan da) campaigns, meting out Draconian punishments
including the liberal application of capital punishment (no fewer
than 68 crimes may warrant capital punishment, including ac-
cepting a bribe of more than US$12,000, and each “strike hard”
results in several thousand executions, more than the total of
the rest of the world combined). Yet these campaigns seem to
have had no appreciable deterrent effect.

Emerging markets typically have difficulty establishing a
credible normative regime, not only in China or the former So-
viet republics but on the 19th and early 20th century American
frontier as well. Hegel predicted more than 180 years ago (cor-
roborated by subsequent social scientific research) that the im-
pact of marketization would be the dialectical creation of civil
society, consisting of lineage networks and “corporations” (by
which he meant voluntary communities, as economic corpora-
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tions did not yet exist), and the construction of a state of law
(Rechtsstaat) to regulate the chaotic market.64  Assuming that
China’s market culture follows this pattern, what political up-
shot may we anticipate as it matures? To dispose first of facile
projections, if the Party-State succeeds in maintaining its hege-
mony, as it shows every sign of intending and being able to do,
any prospect of an untrammeled free market leading directly to
political pluralism should be taken with a grain of salt. Like the
Meiji oligarchs, the PRC leadership has been willing to divest
itself of liabilities by downloading economic responsibility, but
this has coincided with a tightening of political, ideological, and
security constraints. These are designed to ensure that contin-
ued expansion of a market autonomy will have no political rami-
fications: market players will be granted functional autonomy
only conditional upon institutional warranties of continued po-
litical loyalty. Within this bounded sphere of competence, mar-
ket players have been quick to express and pursue their interests
(including not only their own and their families’, but those of the
units of which they are a part). Given the government’s inclina-
tion to place relative priority on political/ideological conformity
in establishing a normative regime, and its institutionalized incli-
nation to protect its investment in successful entrepreneurs, the
inference seems safe that there will continue to be ample room for
market players to continue to pursue their (apolitical) interests au-
tonomously. Market culture will thus continue to expand and take
root. Under these rules of the game, however, the political im-
pact is likely to be subtle, perhaps even counterintuitive. Just as
the CCP leadership seems safe in concluding there is no automatic
connection between marketization and democratization, for ex-
ample, marketization is quite compatible with hyper-nationalism.
While we have argued that the inherent thrust of marketization is
toward international cultural homogenization, market downturns
or dysfunctionalities (such as poverty or mass unemployment)
have in the past sometimes had explosive foreign policy conse-
quences. It should not be forgotten that both Nazi Germany and
Showa Japan were market economies.
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If the political impact of China’s adoption of market cul-
ture seems at least for the foreseeable future to be limited to the
functionally relevant needs of the largest market players and
sectors (and particularly open-ended with regard to foreign
policy), are there perhaps more specific features of China’s evolv-
ing market culture whose monitoring might prove useful for those
interested in China’s future political evolution? We would sug-
gest at least three indicators bear close scrutiny. One will be ex-
actly how much autonomy the market is finally able to claim,
given the ongoing tug-of-war between security and propaganda
hierarchies on the one hand and entrepreneurs, intellectuals,
consumers, and their bureaucratic patrons on the other. It seems
likely that the point of no return in this determination will be
property rights: will the government privatize, and in what pre-
cise way? Property is most accurately conceived as a bundle of
rights, and if these rights are downloaded it will be interesting to
see in what mix, to whom, and with what qualifications. The an-
swer will affect the overall balance between society and the state
and the ultimate prospects for democratization. The trend line
over the course of the reform era has clearly been toward down-
loading more and more property rights, first because the users
do not otherwise take responsibility for or properly maintain
property they do not own, and second because the government
has not been able to manage these assets profitably and thus
finds it expedient to divest itself of liabilities. But as noted above,
privatization involves a subtle confidence game between gov-
ernment and the private sector in which the latter promises the
former to respect its political strictures in exchange for the au-
tonomy to ignore them. A second factor will be to what extent
the market can be regulated and equilibrated to preclude mar-
ket failure. The government has been sensitive to the need to
perform this newly conceived task effectively, has upgraded its
personnel training and recruitment policies toward that end, and
its overall record has been impressive. In the mid-1990s, the gov-
ernment used financial reform to pull the economy out of its infla-
tionary binge and tame the business cycle, and in the late 1990s it
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used fiscal policy to pull it out of the deflationary spiral that ensued.
Its achievements in bureaucratic downsizing, SOE and housing re-
form, albeit incomplete, have surpassed even those of the preced-
ing Deng Xiaoping regime.65  To be sure, much remains to be done:
factor markets and the wholesale sector are still relatively
unmarketized, and inadequate transportation infrastructure, regional
trade barriers, and overcapacity in various areas of commodity
manufacture indicate that national markets are insufficiently in-
tegrated. Third, to what extent can the negative externalities of
marketization be contained, such as large and apparently unjus-
tified income inequalities, unemployment, and cadre corruption?
An emergent externality that has proved particularly galling to the
authorities is the use of China’s small but rapidly expanding com-
puter network—in itself a prized harbinger of the nation’s leap into
high-tech—by free-riding political and sectarian dissidents, who
have used it to coordinate their resistance. It is in this third area
that the government’s record has hitherto been perhaps least
reassuring, and its increasing attempts since 1998 to muzzle the
press and implement a security crackdown on internal dissent
and visiting foreign scholars indicates inter alia that the leaders
are acutely sensitive to their vulnerability. True, the balance between
eliminating negative externalities and throttling the market is in-
herently a delicate one—human rights considerations aside.

Upon successful answers to these questions will depend
the overall credibility of the market institution, which will surely
affect its future popularity and capacity to embrace other areas
of life—such as politics. To the extent that the government en-
counters difficulties in any of these areas, market development
will tend to stall and the leadership is likely to retreat and resort
to coercive and/or preceptoral techniques to contain dissent,
boost the economy and maintain the political status quo. Yet the
short-lived post-Tiananmen retrenchment indicated that barring
a totally unanticipated complete market collapse, the leadership
cannot go “home” again. The bottom line is the market’s indis-
putable success at boosting GDP growth and raising living stan-
dards, which despite all “externalities” has given it greater
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credibility than the Party’s ideological promises. It is a tribute to
this performance that the government now defines its legitimacy
in terms of its ability to manage the market. And despite the ideo-
logical incongruence involved, there are political advantages
(aside from the market’s economically superior performance) in
the shift from plan to market. As in bourgeois democracies, the
market serves as a useful, seemingly neutral cushion to diffuse
dissent. To the extent that it succeeds, the leadership can claim
credit and fight the business sector for a share of the profits. The
risk is on the downside: market systems, being highly mobile
and exposed to myriad stimuli, tend to be politically efferves-
cent, while one-party dictatorships tend to lack the requisite cir-
culation of elites to absorb protest and adapt quickly (as most
recently demonstrated in the Asian Financial Crisis). Should
China’s socialist market fail, the future of “people’s democratic
dictatorship” becomes an increasingly bald calculus of coercive
power versus quasi-revolutionary “turmoil.”
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