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Introduction

Economic growth in China since the end of the 1970s has now outperformed every other long economic upswing in modern history. While the largest member countries of the Organisation for Economic Co-operation and Development (OECD) continue to struggle with the effects of the deepest recession since World War II, the People’s Republic of China (PRC) is still enjoying growth rates that are massive by comparison. With these trends, China is leaving behind its role as “workshop of the world” and preparing to become a global engine for innovation.

Of course, beyond these developments is a different China, one still battling with social problems similar to those faced by other developing or large emerging countries. Nevertheless, according to criteria for measuring growth in economic efficiency, China is still the most successful and dramatic case of catch-up development in the world. Even experienced researchers in economics or industrial sociology are surprised by the scale of industrial expansion in some areas of the country. This particularly applies to the Pearl River and Yangtze River deltas, which over the past thirty years have seen the construction of the largest industrial zones in global history. Often the most astonishing fact for Western observers is that the second largest economy in the world has emerged in a country dominated by an authoritarian party-state where the unrestricted rule of the Chinese Communist Party (CCP) prevails to this day.

The renaissance of the Middle Kingdom triggered strong interest in China and raised a number of questions: What social structure has developed during the course of China’s reform process, the length of which has now exceeded that of the Mao era (1949–78)? What have been the driving forces behind the country’s development? What paradoxical consequences have been brought about by this “economic miracle”? The new China debate is characterized by a broad spectrum of different positions ranging from suspicion of an emerging China to “Sinomania” (Anderson 2010a). Today’s enthusiasm about China’s dynamic economic growth, although intermittently qualified by reports on political repression in the PRC, is reminiscent of the writings of seventeenth- and eighteenth-century thinkers such as Leibniz, Voltaire, and Quesnay. These philosophers were exceedingly impressed by the prosperity of imperial China, attributing to it a more advanced level of civilization than Europe. Even their slightly more skeptical contemporaries (Montesquieu and Adam Smith, for instance) admired the country’s political regime and its wealth. However, in the nineteenth century, after parts of the country were colonized, there were dramatic shifts in attitude toward China, with the military, economic, and social backwardness of the crumbling empire coming to the fore. In the twentieth century, these antipathies escalated, culminating with the Maoist seizure of power. Today, though, admiration permeated by apprehension appears to be gaining the upper hand.

Research Interests

The progress of present-day China is, in many respects, reminiscent of other capitalist processes of catch-up development. In the country’s smog-choked cities, against a backdrop of rapidly growing “collections of commodities” (Marx 1986, 49), a chaotic climate of buying and selling prevails. Tireless expansionism and inventiveness joins forces with an attitude of national euphoria where anything seems possible. The establishment of new business ethics transformed the “acquisition principle” (Sombart 1921, 320) and competition into quasi unquestioned and irreversible economic guiding principles.

In actual fact, however, China’s unparalleled economic growth ought to silence every advocate of the free market. The Chinese economy is characterized by significant government intervention. In contrast to the transition countries of the former Eastern Bloc, in the PRC it was possible to avoid radical “big bang” liberalization, and, for a long time, there were no clearly defined private ownership rights. The sustained legacy of a bureaucratic command economy and the ruling party doubtless also require explanation.

A rich but controversial body of literature examining China’s process of transformation has emerged. We can, however, identify a series of key issues that have not yet been adequately analyzed or that remain contentious:

•  first, there is no plausible answer to the question regarding the main features of the socioeconomic system of the People’s Republic;

•  second, the question as to the key driving forces and dynamics of the country’s rapid development remains controversial;

•  third, more recent responses to the question about the paradoxes that are inherent in the growth process are also inconsistent.

There is an array of sophisticated insights and concepts to help us address these issues. As discuss below, I will link these concepts to a research framework, which in contrast to market- and/or business-centric approaches might be described as an extended analysis of capitalism. The aim of this framework is to contribute to a more in-depth understanding of the key features and growth dynamics of China’s political economy, the different courses it has taken, and its paradoxical lines of development.

In my approach, I distance myself from the following arguments, which I have presented in an exaggerated ideal typical way here. In a number of journalistic but also scientific articles, market-economy aspects of the Chinese economy are contrasted with its “communist” politics. On the one hand, a combination of new entrepreneurial spirit and economic development are shaping social change. On the other hand, the party-state—which, contrary to the findings of China research, is frequently treated as a monolithic unitary state where all threads converge in the Central Committee of the CCP—continues to exert influence on this process of change. According to this line of argument, China’s political system is seen as incompatible with the real demands of a market system. How can this perplexing juxtaposition be understood from a theoretical point of view? Is China’s process of modernization in any way even comparable to the Western paths of modernization?

Another line of argument refers back to China’s diverse civilizational roots, which, in the eyes of Western observers, enabled the country to relatively effectively combine market and party-state in a unique pairing. Critical China researchers have established that this culture-centric “China is China” perspective, which is reduced to Chinese traditions, is strictly speaking incompatible with a comparative social science angle (Kennedy 2011a). Even a postmodern perspective advanced in the media discourse really prevents any attempt to draw historical comparisons or make theoretical generalizations. This approach retells Chinese contemporary history as a chaotic, contingent process and disputes any kind of historical regularity. Consequently, wanting to make coherent statements about an incoherent reality where the fundamental constant is change seems like intellectual insanity.

And yet in China research and the areas of the economic and social sciences with a focus on China, a wide range of innovative perspectives have emerged. These have resulted in a much more convincing analysis of the processes of transformation based on far more than simply anecdotal evidence. There will be frequent reference to these approaches throughout the present work.

Undeniably, opinions on the current social structure in the PRC differ, in the advanced economic and social sciences as well as in the traditional field of China research. One of today’s most renowned economists, Douglass C. North, even argues: “Yet none of the standard models of economic and political theory can explain China” (North 2005). Prominent China researchers are critical of the lack of effort to propose theory-based generalizations about the development of China, its dynamics, and its paradoxes. Political scientist David Shambaugh, former publisher of the China Quarterly, a leading scholarly journal in its field, describes this problem as “pervasive myopia and failure to generalize about ‘China.’ The field is, in my view, far too micro-oriented in its foci…. China scholars today know ‘more and more about less and less’ and see research methodologies as an end in itself rather than as a means to generate broader observations…. The result has been an unfortunate losing of the forest for the trees. Having deconstructed China over the past two decades in such considerable detail, scholars should begin to put the pieces of China back together again and offer generalizations about ‘China’ writ large” (Shambaugh 2009a, 916).

In many respects, China research presents factors that have contributed to economic growth, for example, only to then qualify them with a series of other well-founded arguments. This phenomenon could be attributed to China’s continental scale and heterogeneity. However, it might also be explained by the excessive weight given to individual empirical positions, as argued by economic sociologists Fligstein and Zhang: “Given there is some empirical support for all these positions, this implies that the empirical work is probably based on a non-random or narrow sample…. This reflects the limits of empirical study and the lack of systematic, overarching theoretical thinking about what is happening” (Fligstein and Zhang 2011, 41).

In the light of this, highly promising analytical perspectives from political economy were recently applied for the first time in China research. The present analysis sets itself the challenge of systematically examining China’s growth dynamics through a political economy lens. Although the term capitalism crops up in more recent studies on China, it is not generally conceptualized in detail. Even where there are more in-depth descriptions of the concept, “capitalism” is repeatedly reduced to “market economy,” or the term is reserved for describing the behavior of individual social groups—the networks of overseas Chinese, other foreign investors, or the new private entrepreneurs in mainland China. But how should the state-owned enterprises (SOEs) and the political institutions of the party-state be depicted? Are we seeing the development of a “hybrid” capitalist-socialist transitional system in China? Do we have to subdivide the economy into capitalist private sectors and quasisocialist state sectors because public property is inherently noncapitalist? How does China’s social order differ from other forms of capitalism and catch-up processes? What advantages did this social order enjoy over other emerging nations?

To address these and the other related questions mentioned at the outset, in the following sections, I outline a practicable approach. I begin with a discussion of relevant research works and research needs.

State of the Art and Research Needs

My objective is to identify the key features of the new Chinese economy, its driving forces, and paradoxes. To do this, I combine a range of theoretical insights to create a flexible set of analytical tools.1 In order to do justice to the problems being addressed, I draw on empirical knowledge and innovative theoretical instruments that have so far rarely been associated with one another or interlinked across disciplines.

(1) Of central importance here is China research in the social sciences. A vast spectrum of academic literature, particularly from the Anglophone world with contributions from Chinese scholars, provides sound analysis. Research studies in this field depict different dimensions of the Chinese system.2 The interface between the social and economic sciences and sinology has also been the subject of some significant research work by a number of German academics over the last few decades.3

(2) A strand of theoretical analysis that has rarely been associated with the field of China research is comparative political economy (CPE). Comparative analysis of Western capitalisms in the field of political economy, conducted by political scientists and economic sociologists, has now achieved canonical status. However, the use of CPE approaches for countries outside the OECD is a relatively recent phenomenon. Up until the 2010s, analysis of this type with a focus on China was rare (see Ahrens and Jünemann 2006; Chu 2010; McNally 2007a; Wilson 2007a). An interesting component of this strand of analysis is that it results in observations that go beyond business-centered studies.4 These theories draw on insights that promote an understanding of the historical processes of business and market expansion in their wider institutional context. They invariably capture economic processes in terms of their relationship with the state and other noneconomic institutions. A valid point of departure to help us distinguish between the different varieties or variegations of capitalism is the reality of spatiotemporal inequalities in the regional subsystems of the global economy. The hypothesis that there are diverse types of capitalism that all develop their own characteristic features is an important basis for the present analysis.

Political economy approaches also give us an insight into the uneven geographies of crisis dynamics in national economies and the sociostructural conflicts of modern societies. These are manifested in tensions between market expansion and social integration (see R. Brenner 2006; Deutschmann 2009b; Dörre, Lessenich, and Rosa 2009; Streeck 2010a, 2010b). The assumption that the dynamics of capitalist social orders are unstable is paramount to this work. As there have been barely any studies of this kind in research on China (a country that regularly shows very rapid dynamics of change), the present work fills a gap in the literature. Contrary to the rampant Sinomania where GDP growth rates are prematurely extrapolated (Jacques 2009), I would like to examine the specific destabilization dynamics characteristic of the Chinese process of development.

(3) At the same time, there are also various instructive institutionalist concepts available that could be used to analyze gradual institutional change—to be understood in this context as socioeconomic and political change below the threshold of system change (see Mahoney and Thelen 2010; Streeck and Thelen 2005). These tools have only been applied to China’s process of transformation in a small number of isolated cases, however (see Tsai 2007; Young 2011). This applies to a similar extent to pertinent new research on the transformation of the state in an age of globalization, the concept of multilevel governance, and analysis on local statehood and other noneconomic institutions (Benz 2009; Brand 2006; N. Brenner 2004; Block 1994; Jessop 2007; Leibfried and Zürn 2006; Mackert 2006; Thompson et al. 1991). There is also a body of transformation research in former Stalinist countries (Eyal, Szelényi, and Townsley 2000; King and Szelényi 2005; Lane and Myant 2007) and various studies examining the processes of industrialization in the East Asian developmental states that refer to both similarities and striking differences between the different types of “Asian” capitalism (see Deyo 1993; Evans 1995; Hamilton and Biggart 1997; Pohlmann 2002; Wade 1990).

(4) The discipline of international political economy (IPE) provides us with insights that focus on the rise of China against a background of global economic restructuring and cross-regional and/or transnational institutions as well as regulatory and hegemonic structures. China’s ascent cannot be explained without referring to the country’s integration in the most important overarching macro process that took place in the latter part of the twentieth century, that is, liberal globalization.5 A global analytical perspective would therefore refer to the extraordinary importance of specific stakeholders and processes acting or occurring beyond or at least not exclusively within Chinese territory and significantly impacting the dynamics and character of China’s political economy. Neither the liberal success story of the marketization of China’s domestic economy (see Hung 2008) nor more state-centric approaches (see D. Yang 2004) give due credit to the unique circumstances of the East Asian growth region and the process of advanced transnationalization of the global economy.

(5) Further, theories from historical sociology furnish the debate on the concept of “multiple modernities” with important insights, to which CPE and IPE have not given adequate consideration. In order to understand the concept of China’s continuity in change, that is, the combination of path-dependent and path-shaping processes, we must take into account the concept of elements of modernization adapted from the West being reshaped by sociocultural and normative traditions (see Arnason 2003a, 2003b, 2005, 2008; Eisenstadt 2006; Knöbl 2007; Pomeranz 2000; Schwinn 2009). China’s “adaptive” institutions can be properly grasped only if we view them in the context of their longer-term historical development (see Gates 1996; Hamilton 2006a).

In summary, we can conclude that there is a rich body of literature on the subject. My primary goal for the present study, therefore, is to tackle the inadequate link between the different research traditions and disciplines by synthesizing some of their theoretical and empirical findings.6 My main aim here is to combine the questions developed at the start of this book within a research framework that I hope will help to lend coherence to China’s incoherent reality. I am also keen to enrich the critical CPE and IPE literature with more nuanced insights into the “special case” of China.

Drivers of Global Capitalism and Divergent National Outcomes: Theoretical and Methodological Approach

Because there is no readily available existing research framework that reflects my approach, I will outline a number of general considerations that I consider to be vital. In Chapter 1, I will expand on these considerations to create a research framework. This will be followed by a historical account of the reform process in Chapter 2 and an analysis of current lines of development in Chapter 3. Building on this, I will use my Conclusion to question the validity of the aforementioned considerations and to identify gaps and/or potential areas for future research.

The general point of departure for my analysis of capitalist developments comprises the three key actors that played a decisive role in shaping the historical development of modern societies: companies, governments, and the working classes. “The comparative capitalism literature causes us to focus on three main actors in society: the government, firms, and workers. It may not tell us what that relationship will be, but it does argue that all economic development projects have produced stable institutions built around those relationships” (Fligstein and Zhang 2011, 50).7 Consequently, beyond market- or company-centric theories of economic development, it is important for us to examine the social relationships between these groups of actors (which are inherently inhomogeneous and characterized by changing normative orientations), their structure, and relationships with other social groups as well as their historical evolution. With this contribution, I attempt to identify the institutional design or the competitive and cooperative relationships resulting from the interconnection between the three groups of actors. The complex interplay between companies, government actors, and the “subordinated” classes result in different forms of market activity, political regulation, and other types of coordination by social actors—in the world of work, for instance. Linked to this are also conflicts over guiding social principles and norms.

At the same time, these interactions always occur in social arenas that are, to a certain extent, already shaped and established. In other words, they arise under social conditions that have become independent from actors’ conscious actions and desires and that affect both their perceptions and their actions. This social structure, though created by historical actors, had become an independent entity fostering an institutionalized compulsion to act and, at the same time, unevenly distributed scope for action. My hypothesis is that, particularly since the 1980s, this structure/agency nexus has largely been shaped (not determined) by the drivers of global capitalist development. A link between the insights outlined in the previous section is the idea that the drivers and fundamental components of capitalism must be viewed as an overarching dimension of societal modernization. These components include a boundless and infinite imperative to maximize accumulation and profit, competition, a structural propensity for social tension and crisis, and a reliance on noneconomic institutions such as the state.

In contrast to far-reaching historical contingency assumptions, I propose first, that capitalism as an all-encompassing social order has sustainably structured the various paths to modernity in different continents over the last century, including China’s, even under Maoism. There are fundamental components of capitalism, without which it would be impossible to differentiate between different types of capitalism in the first place. In the context of global capitalist development, these various types should be viewed as different manifestations of common basic patterns, and in terms of the historical interrelations between the three groups of actors mentioned. At the same time, the overarching drivers and patterns of capitalism take on a specific form in different historical phases of capitalist development. These include the period of strong government interventionism that prevailed around the world from the 1930s or the period of liberalization that began in the 1970s, for instance.

Second, because the global drivers of capitalist development simultaneously encounter various historical development trajectories, I felt it was important to take into account the role of noneconomic institutions and historical traditions in order to understand the development of different types of capitalism. In this context, China research, for instance, emphasizes Sino-Marxism as well as the older Confucianist traditions, traditions of a strong state, and the reciprocal system of social networks and influential relationships (guanxi) that facilitate business and other dealings.8 Although it is true that historical and sociocultural traditions are reshaped by capitalist-driven processes of modernization (which calls into question the “China is China” argument mentioned above), global economic processes still develop unevenly because different local, national, and transregional areas provide different conditions for establishing capitalist social orders. These properties give rise to different forms of coordination of economic, political, and social processes and lend a political economy the distinctive character that develops over the course of history.

In light of all this, I therefore initially present a position that resembles convergence theory. According to this position, national capitalist development processes cannot reasonably be explored using comparative static analysis. Instead they must be approached as facets of a process of global capitalist socialization, that is, with reference to diverse driving forces or fundamental components that are universally inherent in capitalist development.

In a second step, however, this position is relativized because the overarching drivers of capitalism do not result in identical outcomes. The conflict between the main groups of social actors leads to different forms of coordination, for instance. These forms of coordination are based on completely different socioeconomic premises, each occupying a specific position in the global system, and so on. To enable me to describe the similarities and differences as well as the overall drivers and divergent outcomes of capitalist development, I draw on the concept of an international variegated capitalist world system (Jessop 2009; Streeck 2010a). I then incorporate a historical concept of institutions in my research framework that takes into account targeted human action beyond structuralism and intentionalism. To address the issues that are the crux of this study, I refrain from focusing exclusively on China’s national economy but also examine how it is integrated in other East Asian and global economic spaces.

In a third step, in light of deficits and desiderata of both comparative capitalism analysis and China research, there is scope for a more detailed analysis of capitalist social relations in China. This analysis includes the aforementioned inter- and/or transnational analytical focus and the idea that the research perspectives presented here are incompatible with culturalism. This school of thought sees historical continuity prevailing in China where “unity between past, present, and future has become second nature” (Weggel 1997, 122, my translation). I also draw on other recent CPE tools and concepts for instance. This allows me to examine different production regimes and the complementary cross effects between institutions, that is, the functional effects that occur between individual institutional spheres.

Furthermore, it is important to take account of the relationships between economic and noneconomic institutions on two additional levels:

(1) One problem with China and comparative capitalism research is the lack of proper analysis of the interplay between the economy and the state or companies and state institutions on different geographical and administrative levels and in informal networks. On the one hand, as I will demonstrate, market-centric approaches result in biased analysis of China’s reform. Thus, predictions of an abrupt transition from the “plan” to the “market” proved to be flawed in light of the adaptability of state developmental regulation. Despite the transfer of functions from government agencies to companies and the dismantling of binding plan targets in favor of more indicative planning and market-led allocation, China can hardly be described as a liberal market economy. On the other hand, state-centric approaches attribute China’s leadership with a degree of foresight and capacity to control that can in no way be reconciled with the anarchic reality of the Chinese reform process. This, albeit perhaps inadvertently, also correlates with the political leadership’s self-perception. It is possible that the legacy of elite-centric totalitarianism research has thereby contributed to a stark contrast between the state and the economy and, in a wider sense, also society where the government is understood as an external regime rather than a social actor (see Fewsmith 2008).

The present work maintains that in order to analyze economic dynamics, we need to refer back to the interdependencies and overlaps between the economy and the state, which, during the course of reform, created close alliances between private actors and (local) government elites. For this reason, capitalist development in China (and elsewhere) cannot be seen as synonymous with markets and private enterprises. In certain phases of capitalist development and with some forms of capitalism, strong political steering plays a particularly important role, which may largely be determined by the drivers of capitalism. Further, political actors can, in certain situations, resemble market actors—particularly when they only have to devote themselves to managing redistributive functions to a limited extent because, for instance, social rights and civil society space is restricted or the social balance of power permits this. In this context, China research refers to the “entrepreneurial” state, “local state corporatism,” and similar structures. In addition, the legal and de facto power of control over the means of production in China are diverging to the extent that legal owners are ceding control, partially or fully, to other actors. In contrast to hypotheses harnessing actors’ preferences to their institutional form (to the “public” state sphere or “private” market sphere, for instance), I present an alternative explanation. I propose that the embedding of political actors in a broader capitalist system, while not determining all the preferences of these actors—state institutions have different criteria for reproduction than companies, and they also have differing development mechanisms—does have a powerful impact on them.

Bearing this in mind, I will later pose the question whether and to what extent a public-private hybrid regime and novel state-capitalist forms constitute an overarching dimension of Chinese capitalism reflecting the drivers of global capitalism and specific national and regional characteristics.9 In a subsequent step, I explore the different mechanisms and strategies of state intervention and regulation in the Chinese system of multilevel governance, that is, the existence of many centers of power below the central government level, and of heterogeneous production regimes in the economy. Here I concentrate on the changing relationship between indicative or market-creating and imperative or market-restricting forms of political regulation. The objective of this approach is to examine the extent to which the new Chinese capitalism differs from coordinated or dependent varieties and other state-permeated forms of capitalism (see May, Nölke, and ten Brink 2013).

(2) A virtual absence of civil society and democratic conditions has led to the development of extremely unequal power relations in China. The workers have virtually no opportunity to participate. This has resulted in imperfect and fragmented coordination in the labor and employment systems. Any comprehensive analysis of the Chinese development process should incorporate this frequently neglected level of action. The last few decades have seen the emergence of an important body of literature on this. Drawing on, inter alia, corporatism research in industrial sociology, this literature examines the socioeconomic consequences of the relative powerlessness of the subordinate groups, as well as their sporadic empowerment (see Y. Cai 2010; A. Chan 2001; K. Chang, Lüthje, and Luo 2008; Friedman 2011; C. Lee 2007; Lüthje, Luo, and Zhang 2013; Perry and Selden 2003).

Finally, it is important to establish in this context whether the partystate generates sufficient social cohesion not only to foster a close alliance between the political and economic power elites but also to integrate the subordinated classes and to channel expectations of upward social mobility, or whether there is an indication of the limitations of China’s model of subordination and of social counter movements.

From a methodological perspective, my analysis is based largely on studies of secondary literature. In the empirical sections of the study, I also analyze specialized economic literature and statistics including from the National Bureau of Statistics of China. Additionally, I incorporate findings from the numerous research and conference trips I made to China during the period from 2008 to 2016, visits to private and state-owned (Chinese and foreign) companies, and discussions with Chinese academics. As a partner in a research project conducted by the Frankfurt Institute for Social Research (coordinated by Boy Lüthje and funded by the German Research Foundation, DFG), I was also able to participate in several interviews with company and labor union representatives and members of nongovernmental organizations (NGOs).

To provide a historical account of China’s socioeconomic dynamics, I use qualitative content analysis (see Hall 2008). Here, I combine empirical-historical analysis and theoretical generalizations in a way that “does not [seek] to identify statistical correlations between variables but rather attempts to find an explanation for unclear macro-phenomena by identifying the processes and interdependencies contributing to their occurrence” (Mayntz 2002, 13, my translation). In short, I reconstruct and systematize historical developments using a theory-based approach.

Main Hypotheses

To address the three research questions outlined at the beginning, I formulate the following hypotheses. These focus on the principal features of China’s socioeconomic system (1a and b), on the key dynamics shaping this system (2a, b, and c), and on the current, at times paradoxical, lines of development (3a and b).

(1a) China’s political economy is a competition-driven form of state-permeated capitalism with a heterogeneous internal structure. From the end of the 1970s onward, it was selectively integrated into global economic processes and consequently impacted by the phase-specific process of liberalization. Contemporary developments in China are therefore fundamentally based on the drivers of capitalism observed in other processes of modernization yet, in many respects, have also taken on their own distinctive form. As the somewhat cumbersome expression variegated state-permeated capitalism10 suggests, the party-state in China does not retreat from liberalization and marketization tendencies but has contributed and is continuing to contribute to the establishment of a new type of capitalism.

(1b) In this respect, the party-state itself is an integral part of Chinese capitalism and should be treated as such in our analysis. In order to acquire an understanding of China’s political economy, the importance of the drivers of capitalism in China’s public-private system of multilevel governance must therefore be borne in mind. Here, there is evidence of distinctive forms of capitalism, such as local state-permeated capitalism. This is defined by (local) state and private entrepreneurs and characterized by the coexistence of competition and planning as well as nonmarket institutions, which, at the same time, are themselves also subject to competition. Considerations stemming from state theory and CPE, of the actual cross effects of institutions that are built (at least at first glance) on less than solid foundations give us a clearer view of the aforementioned types of capitalism. Further assumptions, linked to the institutional basis and contextual conditions of market expansion, focus on other distinctive characteristics of the PRC. Examples of this are a less stringent interpretation of contracts in contrast to strictly enforceable rules in the West and the significance of informal networks and consultation between the political leadership, administration, companies, and party-run labor unions.

(2a) To respond in more detail to the question as to the causes, contexts, and repercussions of the country’s economic dynamics, I propose an interpretation of the modernization of China that does not see the turning point at the end of the 1970s as a complete break with the past, but rather as a gradual, albeit ultimately profound, process of restructuring. Contrary to the notion of a sudden leap from a command to a market economy, I believe that a transition took place from one form of national modernization in classical Maoism to a unique form of capitalist modernization. The aforementioned modernization under Mao already imitated capitalist mechanisms although market forms were largely not included (“protocapitalism”). After the 1970s, China’s key institutions were undergoing a process of change that led to a novel polycentric mixture of plan, market, and other forms of coordination. The subsequent market expansion was not exclusively funded by the new private sector. The figure of the risk-taking, rule-breaking entrepreneur, who, over time, increasingly became symbolic of expertise, moral authority, professionalism, and commercial success also maintained an important position in the state-owned enterprise sector and in government institutions.

(2b) Another factor that is of paramount importance when endeavoring to explain economic dynamics is the existence of favorable global economic circumstances. As well as a number of advantageous domestic institutional and sociostructural preconditions for growth in national income, a range of external factors come into play here. These include the dynamic East Asian economies, “patriotic” ethnic Chinese, and, in the second phase of reform beginning in the 1990s, the transfer of capital from the major OECD economies.

(2c) I also make the assumption that the relative continuity of the economic and political elites secured the reform process. According to economic criteria, this process was a success but the dynamics of the process were uneven and combined and driven by crisis rather than predictable planning. Yet the public-private power elite seen in various segments proved to be a contributing factor in maintaining the status quo. Here, capital valorization processes as key determinants of government policy initiated a series of bureaucratic restructuring measures. At the same time, China’s political system was reorganized to facilitate institutional learning. This was implemented via processes of institutional layering through, for example, new entrepreneurs circumventing formal rules. Up until the 2000s, we frequently heard assumptions (founded on theories of democracy) of a probable regime change in China. Counter to these opinions, on the whole, there is evidence of a continuity of power elites and the political system that have ensured a relatively stable reform path and fostered economic growth. According to a different hypothesis, a key basis for this is the segmentation of the working class and the segregation of the labor market.

(3a) The restructuring of government institutions in the context of a reconfigured yet stable power elite and a rigid political environment contributed to a situation where the Chinese central government and its local counterparts were equipped with greater capacity than in other emerging countries to process the paradoxes of capitalist development. At the same time, however, the discrepancies in the country’s regional development and the multiscale government apparatus have created a social structure that is not free of conflict. The Chinese central government has only temporarily and partially succeeded in gaining control of the internal competition to attract business and investment. Associated with this are the high-risk growth and fiscal policies of the country’s subnational governments, and in the financial system and corporate sector. Hence, the steering capacity of the heterogeneous party-state cannot be hypostasized, and contradictory macroeconomic lines of development as well as limitations of political regulation can be discerned. I will therefore identify factors that have recently contributed to destabilization. In order to attenuate the effects of capitalist modernization, the Chinese central government has been pushing for a comprehensive restructuring of the economy and a reinforcement of domestic consumption. In normative terms, this is motivated by the objective of achieving a “harmonious society” (hexie shehui). As I will attempt to demonstrate, this endeavor is rather difficult to realize in practice, however, also under the Xi Jinping administration.

(3b) In addition to the paradoxical effects of market expansion and political macroregulation, the mechanisms of conflict resolution within the labor system are flawed. There are limitations to Chinese-style labor subordination, which puts the rule of the party-state under considerable strain.

The present work11 pursues two further objectives: first, my intention is to target readers with an interest in the social sciences and, at least to some degree, help them to decipher China’s path to a modernity, which is shaped by capitalism. My second aim is that the research framework developed here and some of the findings resulting from this study may also arouse interest in political economy considerations. For me, the optimal outcome would be for my account and explanations of the fundamental dynamics of China’s capitalist development to act as a preliminary work and an aid for further, more specialized empirical analyses of individual sectors of the economy or policy areas that could then substantiate more specific causalities.

At this juncture, I think it is important to comment on the limitations of this study. The present work does not examine all dimensions of China’s process of capitalist modernization. For example, it does not cover in any detail the emergence of a consumer society, the development of the welfare state, the evolution of new middle classes, or the agriculture issue. I also only sporadically refer to the valorization of the environment and the long-term costs of the exploitation of natural resources. The same applies to the colonization of the lifeworld and the development of gender relations. The study also tackles the global implications of the rise of China only to a limited degree and, with regard to the political system, only selectively discusses the role of the Chinese People’s Liberation Army (PLA) and the security apparatus. Finally, the role played by ideational orientation, motives for social upward mobility, and the question of normative integration and leadership legitimacy are also not adequately acknowledged.

Outline

In Chapter 1, I develop a research framework based on insights, gaps, and desiderata in China research and using theoretical tools from, inter alia, the fields of CPE and IPE. In order to avoid a state/market dualism, I combine insights from various disciplines and approaches that I feel benefit the analysis of China’s new capitalism. I refer here to the notion of a capitalist-driven modernity and an international variegated capitalist world system. To help me describe the unstable dynamics of China’s process of development, I draw on a global perspective, the notion of uneven, combined and interconnected development, and a concept of institutions that takes account of targeted human action. To operationalize the research framework, I introduce five dimensions of capitalist economies:

1.  unstable dynamics of markets and enterprises;

2.  types of industrial relations;

3.  the financial system;

4.  interaction between economic and political actors; and

5.  the integration of political economies in global economic structures.

On the basis of these five areas, the main part of the study examines the characteristics of China’s socioeconomic order and its dynamics. Against this backdrop, Chapter 2 reconstructs the historically relevant processes that, because of the effect of the drivers of capitalism, mean we can plausibly refer to a capitalist development in China. Here, I describe how the reform process led to a new mixture of market, state, and other coordination mechanisms.

The first section in this chapter summarizes the period from 1949 to 1978. Here, I attempt to already address the phenomenon of the relative continuity of power elites after 1978. To do so I refer to the mechanisms of protocapitalism in classical Maoism, a change in the country’s social structure, and the embedding of the crisis of Maoism in the global crisis of the 1970s. The latter triggered a global wave of liberalization across a broad spectrum of different political systems. To demonstrate that this also took effect in China, albeit not in the same form as in the Western world, for example, I refer, inter alia, to the role model function of the East Asian developmental states.

Applying the analytical strategy developed as part of my research framework, I use the second section in Chapter 2 to reconstruct the emergence of a variegated state-permeated capitalism from the end of the 1970s to the era of Hu Jintao and Wen Jiabao in the 2000s. First, I analyze the domestic dynamics and outline two distinct phases of the reform of the country’s corporate sectors, of the political system of multilevel governance, of industrial relations, and of the financial system.12

I then extend the analysis to incorporate external factors, including China’s integration into the global capitalist system, the evolution of an export-oriented growth model in coastal regions, the role of the overseas Chinese, and the East Asian economic region, as well as transnational production networks and the overaccumulation of capital in the North. I demonstrate how the Chinese economy benefited considerably from a combination of favorable circumstances and was able to accelerate its catch-up development so much more than other emerging economies.

Chapter 3 focuses on the current lines of development in Chinese capitalism. Although I refer back to various historical events at certain junctures in this chapter, the focus is on the period between 2008 (the start of the momentous global economic slump) and 2016. Following the assumption that my analysis must refer to the role of and interplay between three groups of actors, this chapter is divided into three sections. In the first, I discuss the corporate sector and examine socioeconomic dynamics. On the one hand, I address the issue of unity in diversity, that is, the public-private organization of the economy against the backdrop of heterogeneous business forms and production regimes. On the other hand, I analyze socioeconomic dynamics including the challenges presented by the growth slowdown in the 2010s.

Whether the government leadership has been able to meet these challenges and effect a rebalancing of the economy is the subject of the second section of this chapter. First, I further develop the themes of the state’s steering capacity, distinctive policy cycles, and the prevailing significance of the CCP introduced in Chapter 2. This is all the more relevant given the role that the leadership under Xi Jinping attributes to the party. Second, I highlight the limitations of political steering in competition-driven state-permeated capitalism.

In the third section of Chapter 3, I expand the analysis to include China’s restructured working class and the splintered system of industrial relations. My objective here is to illustrate the tension between the harmonious society proclaimed by the party-state leadership and the imminent limitations of the subjugation of the workers.

In the Conclusion, I summarize the key findings of the study and examine the implications for both political economy and China research.

The present work is an updated version of my book Chinas Kapitalismus: Entstehung, Verlauf, Paradoxien (China’s Capitalism: Emergence, Trajectory, and Paradoxes) published by Campus (Frankfurt am Main, 2013). The latter was awarded a translation prize by the Börsenverein des Deutschen Buchhandels (German Publishers and Booksellers Association) in the “International Humanities” category in 2016.

For the purposes of this translation, the original German book version has been slightly modified and shortened. Although I did not include in any detail theoretical developments in China studies since 2013, I have particularly updated Chapter 3 on China’s current lines of development using newer empirical work and statistical data.


CHAPTER 1
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Analyzing China’s Political Economy

In this chapter, I introduce an approach to analyzing China’s political economy on the basis of the current state of the art. I begin with a broad outline of the relevant discourse in China studies and insights, gaps, and desiderata. In the second part of the chapter, I outline my own research framework.

Insights, Gaps, and Desiderata in China Research

This section provides an overview of relevant traditions and discourse in China research over the past few decades. These yield substantive findings but, at the same time, also exhibit gaps and desiderata. Here I focus on studies from the social sciences and only refer in passing to authors in related disciplines.

In Western social sciences, for many years, the debate about the People’s Republic of China (PRC) mostly was part of the analysis of actually existing “socialist” systems. (A concise overview of the historical development of the relevant theories is provided by Stark and Nee 1989; Scharping 1988.) During the early Cold War era, China was primarily analyzed on the basis of theories of totalitarianism, whereas since the 1980s, institutionalist studies shaped the field.1

After World War II, approaches based on theories of totalitarianism dominated. These focused particularly on the communist ideology, on the importance of individual leaders, and on the concentration of power in the Maoist Communist Party (see, for example, Lewis 1963). China was viewed as the antithesis of Western-style liberal democracy. Reflecting this, economists depicted a stark contrast between a decentralized market economy and a centrally planned one. Their objective was to construct a clash of ideologies that was politically expedient during the Cold War era. In slightly simplified terms, the studies frequently culminated in the following elitecentric proposition: equipped with almost absolute power and having eliminated autonomous social spheres, a bureaucracy steered by a party apparatus was able to succeed in controlling Chinese society as it saw fit. However, because these assumptions threatened to hypostasize the one-party rule into a stable unchallenged regime and, to a large extent, ignored the CCP’s internal conflicts or social resistance, the hypotheses based on theories of totalitarianism tended to draw rather inaccurate conclusions (for a critical account, see Dreyer 1996, 7–21; see also Shue 1988; Walder 1986).2

In the 1980s, institutionalist approaches took on a certain appeal.3 These theories, which are in contrast to efficiency theory schemata, increasingly took recourse to the institutional contexts of political or economic behavior. In state socialist systems, change was found to be driven by forces beyond the control of the state. The focus here was on examining the charged relationship between state and society. The objective was to be able to define political conflicts and socioeconomic development trends (Xie 1993) or, for example, to pinpoint internal corporate negotiation processes in “communist” enterprises (Walder 1986) by refining overly simplified assumptions of the existence of fixed corporate despotism. Action taken by the state is thus seen within the context of state/society relations in order to shift the focus more toward the processes and conflicts that are inherent in state action (Derichs and Heberer 2008). Accordingly, China can be examined using similar instruments to those that have long since been widely applied to the analysis of Western societies or countries of the Global South.

From the 1990s to date, many different authors have published empirical studies that, in one form or other, picked up on these traditions. Also presented here are certain discourses that were instrumental in providing important insights but also exposed unresolved problems in research on China.

From Command to Market Economy: Discourses in Transformation Research

The transformation process in China has generally been described as a major shift from a command or planned to a market economy, with a distinction being made between liberal rationalist (Nee 1989; Sachs and Woo 1999) and institutionalist theories (Guthrie 2002; McMillan and Naughton 1996). Both approaches frequently refer to the debate that materialized after the collapse of the Eastern Bloc. This debate, which centered on the question of how to transform a command economy into a market economy, had both political and practical ramifications.

While neoliberal authors recommended that Eastern European transition economies take a “big bang” approach based on the premise that the new cannot evolve within the framework of the old, the selfsame authors declared China to be a special case that quite clearly did not follow these political recommendations. For this reason, China was able to grow only because the initial conditions there were more favorable than those in former Eastern Bloc countries. In terms of prospects, a slowdown in growth and considerable instability was expected in China (see, for example, Sachs and Woo 1999). In addition, the lack of clearly defined property rights and state bureaucracies’ interference in corporate processes were seen as the main obstacles preventing the smooth transition to an efficient market economy (D. Yang 2004, 11–12).

By way of contrast, institutionalist authors drew attention to innovative entrepreneurship that did not necessarily manifest itself in the form of abrupt privatization. These authors recommended linking the old with the new, proposing an institutional framework that fosters entrepreneurial risk and establishes trust. Taking into account socioeconomic points of view, authors focused on the effectiveness of existing institutions as well as on path dependencies that affect the development of new markets in China (Guthrie 2002, 8–11, 22–23). Other authors (Wank 1999; M. Yang 2002) referred to the tradition of frequently informal network relationships (guanxi).

Another slant on this can be found in comparative research on post-communist transition countries (see Pickles and Smith 1998). King and Szelényi, for example, employed a class theory method to develop three key models for the formation of new capitalist systems in former “state socialist” societies. The first model uses a capitalism-from-above approach, which is essentially the attempt by the former state and party elite, in Russia in particular, to create a market system based on neoliberal concepts and within the framework of large-scale privatization schemes. The second model described by King and Szelényi is capitalism from without, as seen in Hungary, for example, where foreign investors played a dominant role. The third model—capitalism from below—refers to a new indigenous corporate class that emerged even before 1989 and gradually increased its influence; this model was particularly pronounced in China. By the end of the 1970s, the technocratic staff, including managers, had reached a hegemonic position without ousting the old party officials; an alliance between these two class groups determined the country’s social development from that moment on. The gradual reforms and increasing openness toward direct foreign investors then led to the development of a new type of capitalism in the PRC (King and Szelényi 2005, 220–22; see Eyal, Szelényi, and Townsley 2000).

This undirected experimental dynamic from below also formed the basis for another debate that will now be briefly outlined.

Innovative Entrepreneurship and Marketization

In order to attempt to understand the paradox of unleashing market forces amid a communist-run country, market- or corporate-centered approaches describe the advent of a new entrepreneurship as the essential catalyst for change. The prerequisite for successful growth was and still is, first and foremost, the creative entrepreneur. Accordingly, creative entrepreneurship had found a new home—particularly in parts of rural China of the 1980s—and was rapidly spreading to the cities (see, for example, Yasheng Huang 2008).

In line with this, China’s rigid political system was seen as incompatible with the needs of a market system. China experienced two diametrically opposed development logics—political power and control logic versus economic growth and profit logic. With regard to the resultant development trends, either an inevitable democratization (Rowen 2007) or a collapse of the system (Pei 2006) has been and indeed continues to be predicted (for an overview of this, see Heberer and Senz 2009). In the case of democratization, this would lead to the development of a market economy with liberal characteristics akin to those found in other parts of the world. Especially in recent political economy studies, however, this forecast is justifiably challenged, as shown below.

The Debate over the Adaptive and Regulatory Capacity of the Party-State

A number of studies emphasize the need for a proactive central government and/or subnational political authorities in order to achieve a favorable growth path (see Heilmann 2008, 2009; A. Hu 2010; C. Lin 2006; Perry 2007; D. Yang 2004; Zheng 2010). The Chinese party and state elite is regarded as a pragmatically forward-thinking political power that—similar to the case in other developmental states in East Asia—acts as a driver of modernization.4 Seen from this perspective, the authoritarian system in China, which still leaves the elites with some freedom for debate, is regarded as a highly beneficial political driver of economic development. In addition, a relationship structure developed that triggered competition between the political authorities that were subordinate to the central government, boosting economic growth (Oi 1995; see also Montinola, Qian, and Weingast 1995). According to China researchers, the post-1970s party-state had the extraordinary ability to adapt to an ever-changing environment. In the unfolding reform process, moreover, orientation toward national sovereignty was of the utmost importance, as was state control over key areas of the economy and public infrastructure planning.

For this reason, the proposition that China was seeing the emergence of a type of “crony capitalism,” which, as in other developing and newly industrialized economies, encumbers economic growth, has been challenged. On balance, the political leadership’s capacity for learning and adapting in fact helps stabilize the system. Accordingly, party rule is expected to remain in place, albeit by merely “muddling through” more than anything else, even as the process of market expansion continues.

In the course of the present work, repeated reference will be made to these studies. However, I believe they tend to have shortcomings that imply the existence of market/state dualism. While the policy-centered approach indicates that the Chinese government has an astute capacity for foresight—something that does not appear congruent with the anarchic reality of the Chinese reform process—the market or corporate-centered approach (introduced above) is too one-sided in its description of the forces at play in the reform processes. Moreover, the continuing legacy of elite-centered research on totalitarianism may well reinforce the abrupt juxtaposition of state and economy, and, by extension, society, where the state still is largely seen as an external regime of control and not as an actor in society (see Lieberthal 1995, 292–304).

Before addressing this problem in more detail, however, allow me to touch on another discourse that explores the character of the Chinese economy.

China as a Socialist Market Economy and/or Hybrid Model

Until very recently, the prevailing system in China was seen as a form of socialism known as Maoism. In the early 1990s, once even the Chinese government began officially speaking of the transition to a socialist market economy, cracks appeared in this argument. With the party continuing to play a commanding role and areas of the economy remaining in state ownership, however, some authors continue to assume the foundation of the noncapitalist society to be relatively intact (N. Lin 1995; Robins 2010). This was in line with the official position of the Chinese government. Some authors even agree with the government’s belief that the policy of opening up and marketization are transitional stages toward more developed forms of a socialist society and democracy (see Itoh 2003; X. Li 2008).

However, even authors who employ theoretical tools that show a market socialist society to be conceivable in an ideal-typical scenario remain skeptical about these assumptions (Lippit 1997). One line of criticism is that in none of the existing Chinese business types do the workers have more democratic powers than those in capitalist systems. On no level of society, corporate or otherwise, are solidarity-oriented behavioral patterns of disproportionately greater significance in China than in other countries. Moreover, market allocation is not merely an appendage of a system governed mainly in the interests of needs-based production.

Or has a new hybrid form perhaps emerged in China? Does the economy have to be subdivided into capitalist private sectors and quasisocialist state sectors? Or should China be referred to as a “noncapitalist market economy”? According to Arrighi, a capitalist market economy differs from a noncapitalist market economy “in the greater power of capitalists to force their class interests onto others at the expense of national interests” (Arrighi 2008, 120, my translation). It is not the “presence of capitalist institutions and dispositions” that defines “the capitalist character of market-oriented development but the relationship between state power and capital” (Arrighi 2008, 412, my translation; see also Smith 1993). As long as the state is not subordinate to capitalist class interests, the market economy remains noncapitalist.

A stark juxtaposition between market economy and state economy or communist state is flawed, however. As state theorists have discovered, the term “national interest” used by Arrighi cannot be seen as an objective category. According to Arrighi, the state is an apparatus that is an expression of general social interests except when the capitalists impose their restricted interests onto market development. “What this inadequate definition does not take into account is the specific organizational approach taken by a capitalist state and definitions of state functions relating to the safeguarding of property and ownership rights, the reproduction of relations between workforce and capital as well as the preservation of accumulation” (Panitch 2009, 20, my translation). In contradiction with the expectation that the almost unstoppable market dynamics would undermine or even topple the bureaucratic balance of power, the bureaucracy has, to a certain extent, proven capable of reconciling market and plan during the reform process.

It is clearly difficult to establish a theoretical basis for the development of a capitalist economy within the framework of a “socialist” state and society. Consequently, it would appear that many authors are content with continuing to describe the development in China in reference to the transition factor alone, in other words, the hybrid transformation character that is not yet completely formed (see Meyer 2011; Hartmann 2006, 10; Taube 2001, 167–68). Without questioning the appropriateness of an approach that seeks to represent the complexity of linking various institutional forms in China, the term “hybrid” nonetheless appears to be an unfortunate expression to use. After all, every social entity is hybrid or, in other words, made up of different forms. In addition, the word “hybrid” does not reveal which institutional forms are more dynamic than other parts of the complex whole.

It was not until the 2000s that more authors began to use the term “capitalism” when describing China’s development, albeit often more fleetingly than systematically, as pointed out by McNally (McNally 2007c, 3–7). For example, the term is often found in the titles of studies without its being elaborated on in the work itself. Sometimes capitalism is merely equated with a market economy (Yasheng Huang 2008), or social phenomena such as Chinese overseas networks are analyzed as “capitalist” (Guthrie 2002). Within the framework of a restrictive definition of the term “private property,” authors tentatively speak of quasicapitalism and continue to see state property as having noncapitalist characteristics (Breslin 2007b, 79–80).

The main body of this work (Chapters 2 and 3) shows that it is plausible to systematically examine the Chinese economy and, by extension, Chinese society, using theories of capitalism. The political economy framework developed for this purpose is introduced below.

Researching China from a Political Economy Perspective

Although only limited to date, political economy studies with a focus on China have provided a framework for examining the country’s development. The following presents a contingency-sensitive research framework based on a synthesis of diverse theoretical approaches. Using this framework, the present work takes a holistic perspective—for “only in a panoramic view can one truly recognize the details” (Streeck 2009, 17).

Over the next few sections, I will first look at different aspects of research into capitalist dynamics, which have also been the subject of recent comparative capitalism research.

I will then outline the concept of capitalist-driven modernity, that is, the assumption that the path to modernity or modernities over the past one hundred years in various parts of the planet can be described as a process in which drivers of capitalism extensively shape the structure of social order. This will serve to introduce key characteristics of global capitalist socialization and its unstable dynamics.

Subsequently, I will present a few observations on the reality of historical institutional change and how this can impact the capacity to act on the part of social actors. I will also discuss the roles of sociocultural idiosyncrasies or past traditions and social structures that give a specific face to political economies and create various forms of coordination between economic, political and other societal actors.

Finally, five key dimensions of capitalist systems are outlined, which will largely provide the structure for the remainder of this work.

Varieties of Capitalism and Comparative Capitalisms

In order to move closer to a conceptualization of capitalism or of its different guises in the past, I will first refer to theories and concepts found in comparative political economy (CPE), in particular, but not restricted to, varieties of capitalism (VoC) theory, which has become well known in recent years.

VoC theory (Hall and Soskice 2001) includes a differentiation between liberal (US and UK) and coordinated market economies (Germany and Japan) and serves as a contrast to the notion of a (liberal) best-practice model.5 According to this theory, market economies are composed of a cluster of functionally coordinated subsystems. Production systems, corporate governance and financing, and corporate and industrial relations, as well as training and education initiatives are examined for their institutional complementarities. Functioning complementary relationships are seen as the source of comparatively long-term institutional stability and economic growth.6

In addition, a number of insights have been developed in the CPE field over the past years that are relevant for research on China (see Bohle and Greskovits 2009; Coates 2005; Hancké, Rhodes, and Thatcher 2007; Streeck 2010a). These include the following:

•  The knowledge that an in-depth examination must go beyond a strict market and enterprise focus. China’s dynamic economic development is not only a result of resurgent entrepreneurship in parts of the mainland or among the community of overseas Chinese but is also based on, and indeed very much defined by, action taken by state actors.

•  The realization that the role played by power relationships, the state, and state regulation cannot be neglected. This will be examined in further detail in the remainder of this chapter.

•  The identification of different types of capitalism that cannot be aligned with liberal market or coordinated market economies (LMEs/CMEs) (for examples that attempt to do this nonetheless, see Ahrens and Jünemann 2006; Wilson 2007a; Witt 2010). In critical confrontation with and yet emerging in parallel to the VoC approach, several other models have been employed to describe further (efficient) varieties of capitalism besides LMEs and CMEs that are not limited to the West. These include state-controlled, consensus-oriented, or Asian capitalism, for instance (Coates 2000, Boyer 2005, Amable 2003). Forms of state capitalism or state-permeated capitalism lend themselves particularly well for use as templates for comparative analysis (see Crouch 2005; Fligstein and Zhang 2011; May, Nölke, and ten Brink 2013; V. Schmidt 2000).

•  The recognition of the need for a dynamic, nonfunctionalist analysis of historical change that takes into account targeted human action. As illustrated below, this is of major importance, not least when examining the strategic reform projects of state and party elites.

•  A perception of institutional complementarities that goes beyond the VoC approach, where complementarity is seen as stemming from coherence or structural similarities among institutions. Höpner claims that this argument cannot be applied to every empirical case examined. Incoherent settings can also have productive consequences: “Complementarity can exist without coherence, and coherence without complementarity” (Höpner 2005, 356). Some authors thus use the concepts of positive and negative “externalities” (Streeck 2009, 93–146) or use the term “productive incoherence” to describe institutional side effects not originating from a coherent basis (Crouch, Schröder, and Voelzkow 2009).7

•  Finally, the knowledge that studies on national economies must include a transnational focus (Bohle and Greskovits 2009; Nölke and Vliegenthart 2009; ten Brink 2014b). In the case of China, this is particularly important—here, to stay with the complementarities theme, productive transnational “cross effects” have come about over the course of reform. China has been able to benefit more than any other country from the favorable global economic conditions and advantageous circumstances in East Asia.

Taking these insights as a starting point, a more comprehensive social theoretical basis for the study of capitalist systems will be developed below.

Capitalist-Driven Modernity

In the social sciences, the latest macrotheories draw largely on the concept of “modernity” or rather “multiple modernities,” with capitalism playing a lesser role. In contrast to this, in this work I argue that capitalism, as an all-encompassing social order, has sustainably and comprehensively shaped the numerous paths to modernity across several continents over the past hundred years.

Modernity is the result of a growth in human capacity for action and reflection and is characterized by a qualitatively higher degree of autonomy —or potential autonomy—than premodern or early modern societies. Modernity is a network of relations permeated by tendencies toward independence, essentially characterized by institutions for the accumulation of wealth and power, and then expanded to include dimensions such as the normative. In advanced social science theories, such a circumstance is usually gathered into a cluster of autonomous power sources including the juxtaposition of more or less independent institutions. Discussion over the diversity of modernity results in the assumption that different legacies of civilization and macroregional or national paths have come to shape the face of each individual form of modernity (see Arnason 2003a; Eisenstadt 2006; Knöbl 2007; overview: Schwinn 2009).

Studies have been conducted on the diverse dimensions of modernity that can be found in contingent combinations. The most common of these dimensions include the processes of secularization, individualization, pacification, democratization, economization, and bureaucratization. Consequently, the analytical framework developed here is clearly limited, the main focus being on processes of economization and bureaucratization, with only occasional reference to other modernization dynamics.

I argue that economization and bureaucratization processes, interpreted in the current work as driven by capitalist imperatives, are particularly important in this context. This argument is in opposition to broad contingency assumptions. The assumption here is that capitalist institutions are preeminent forms of association in modern societies. Recently, authors convincingly fleshed out this supposition by identifying various empirical characteristics of modern social orders as capitalist dimensions (Callinicos 2006; Deutschmann 2009b; Dörre, Lessenich, and Rosa 2009; Jessop 2007; Schimank 2009; Streeck 2010b).8

The following drivers and fundamentals of capitalism are vital to this study:

•  Profit orientation and a boundless and excessive imperative to accumulate9—combined with legitimate greed and mythical utopian promises—which, unlike traditional, subsistence-oriented societies, help to unleash innovation dynamics and directional dependencies of institutional change

•  The role of competition, logics of acceleration, and competitiveness in market and nonmarket social relationships, which threaten to permanently destabilize modern social orders because they prioritize competition over solidarity-oriented behavior

•  Structural differences between the strategic capacity for action among the actors, which results from inequality in terms of access to resources or class positions

•  The dependency on noneconomic institutions, including the modern state, which plays the predominant role (and also displays a structural interdependency with the economy)

•  A fundamental tension between market expansion and social coherence, which in turn affects the social, political, and ideological conflicts in modern societies

•  Finally, the drivers of capitalism including both characteristic expansion dynamics and an associated tendency among actors to subvert or bend the rules,10 as well as the potential to integrate and restructure noncapitalist or precapitalist structures

Against the backdrop of my assumption of a universal efficacy of drivers of capitalism as well as of their divergent outcomes, the aforementioned points will function as a “heuristic checklist” (Streeck 2010b, 10) to determine whether and to what extent these can be traced back to phenomena in recent Chinese history.11

In order to fend off any charges of reductionism, I would like to emphasize that this study is not an attempt to describe all modernization processes currently under way in China. At the same time, it does not support the argument that all noncapitalist forms of action or independent interpretations are eliminated in the processes of capitalist-driven modernization. A modern world predominated by capitalism does not indicate in any way that all noncapitalist autonomous social practices are lost. Rather, there is evidence of recombinations of institutions and ideas, making an examination of variances in modernization processes an absolute priority. However, historical cultural traditions and interpretations are reshaped through capitalist modernization processes. Notably, it is not only the musings of Marx or the hypotheses of his apostles, but also Weber who stresses the notion of capitalism as the “most fateful power in our modern life” (Weber 1991, 12, my translation).

The overlapping of noneconomic institutions or spheres with drivers of capitalism (e.g., housework, family, cultural phenomena, natural relations, social antagonisms and oppressive relationships, which are not directly the result of capitalism) can be expressed using the term capitalist-driven society. As overarching factors linking social, political, and economic processes with one another, the drivers of capitalism exercise a long-term effect on other dimensions of society, without being subject to them to the same extent when the tables are turned.12

In order to understand the overarching driving forces of capitalism and their specific national and/or regional manifestations, a multistep examination into the macro-, meso-, and microdynamics of the implementation and reproduction of such forces is required. The historical varieties of capitalism are viewed as multiple outcomes of a global overarching mode of association, which also demonstrates significant variation in the different historical phases of capitalism (such as the state-interventionism phase beginning in the 1930s or the liberalization phase from the 1970s onward). National economies do not simply converge to form a homogeneous economic unit. The global system comprises a network of different yet interlinked forms of capitalism characterized by continual adjustment and differentiation processes.

In order to avoid the dangers of economic functionalism, ahistorical equilibrium models, and political voluntarism, I have integrated the following assumptions and concepts into my analytical framework:

(1) I work under the assumption of the unstable dynamics of capitalist social orders, to which many theories of capitalism rightly attach great significance—Marx’s capital and circulation analysis, Rosa Luxemburg’s theory of accumulation, Schumpeter’s analysis of entrepreneurism, as well as Keynes’s or Polanyi’s theories, for example. The relevance of these theories is found in their insistence on the contradictions and conflicts of the capitalist development process and their structural susceptibility to social tensions and uncertainties.

Thus, the growing interdependencies between socioeconomic processes are just one aspect of the capitalist reproduction process. Even if the modern division of labor can be seen as the primary source of social solidarity and the basis of moral order (Durkheim 1988, 471), it will only develop its distinctive capitalist form as part of competition-driven accumulation, that is, the permanent competition between individual production units that creates an innovation dynamic rife with crises and conflicts. This is linked to the fact that capitalist modernity is an arena for social relationships where rationalization develops only in a particularist way (Adorno 1996, 231). This is precisely because the decisions taken by intentionally rational actors are often anchored in fiction or, in other words, based on unrealistic expectations (Beckert 2011). Thus, I argue for the transformation of China’s political economy to be linked with the unstable dynamics of capitalist development and the constant crisis-ridden and uncertain renewal of the system.

(2) To describe commonalities and differences between types of capitalism, I draw on the concept of an international variegated capitalist world system (see Jessop 2009; Streeck 2010a). Commonalities are based on the fact that the modern world market results from interaction between an incalculable number of different factors. The world market is thus a globally dynamic synergy of actions and exercises significant imperatives to act. The reproduction of the global economy as a whole embodies a process without a steering subject that results in innumerable unintended effects. Even when specific development paths form in a national context, they are subject to external adaptive pressure, which might be relativized through national or regional path-dependent tendencies toward inertia but which cannot be prevented altogether. The relatively simultaneous and universal nature of the great capitalist crises of the 1870s, 1930s, 1970s, and 2008–9, although occurring under different socioeconomic, political, and cultural conditions, points to this very correlation (R. Brenner 2006). This trend has grown stronger since the 1970s, as research into the transnationalization of value chains demonstrates (Gereffi, Humphrey, and Sturgeon 2005). The almost universal appearance of liberalization tendencies since the 1970s is also evidence of this.

At the same time, the differences between individual forms of capitalism have to be taken into account. Contrary to the hypothesis of the neoclassical model (for a critical account, see Kaldor 1972), global competition does not act as a force for harmony between the units of capital, leveling differences between companies, regions, and, ultimately, nations. This convergence hypothesis is based on untenable premises—such as the assumption of perfect competition and market transparency, homogeneous goods, and constant production technology and demand structures. It ignores the spatiotemporal development of companies, and the varying degrees to which institutions are embedded, as well as the reality of disparities in the development of capital due to differences in productivity levels. The expansion of capitalism thus brings about severe spatiotemporal disparities not only between but also within OECD and newly industrialized or developing countries. Global accumulation processes are implemented unevenly because the various national societies provide different conditions for the establishment and reproduction of capitalist production relationships (Block 2005).

(3) In terms of methodology, a transnational perspective is well suited to a study of this nature. Modern-day societies should not be viewed as separate entities but must be seen as a federal, overlapping nexus (Mann 1990). Capitalist-driven societies can be adequately analyzed only in the context of their integration in global economic, global political, and other intersocietal relationships. Limiting observations to national territory is insufficient. Instead, we need to examine how national, international, and transnational mechanisms overlap and engage with one another. As emphasized below, even advanced neo-institutionalist China research often fails to factor in global or macroregional economic conditions. The result is a one-sided explanation of the successful rise of the PRC, which is described as the result of inner-societal innovation and regulatory capacity (McMillan and Naughton 1996; see also the overview of China research by Perry 2007, which excludes international influences almost entirely).

(4) The unstable dynamics of capitalist social orders, specifically those in newly industrialized countries, can be explained by the notion of uneven, combined and interconnected development (Rosenberg 2006; Selwyn 2011; ten Brink 2014b). This refers, inter alia, to the combining of old and new, premodern and modern forms, and intra- and intersocietal developments, which lead to unexpected consequences, particularly in late-developing societies (Gerschenkron 1966). The fact that economic development from the late 1970s, specifically in China, would trigger such a true “leap forward,” beyond the level of development determined by modernization theory, could not really have been predicted. To help overcome its backwardness, the Chinese economy was able to profit from the development advances in dominant economies: through the transfer of technological and organizational expertise, or against the backdrop of the slowdown in growth in the old centers, fueled by foreign direct investment (FDI). Also, the selective adoption of elements of advanced countries led to a combination with autochthonous structures and historical traditions, resulting in a distinctive new type of society.

(5) I also use another research assumption from economic sociologists, who explain that the reproduction of capitalist markets and the companies operating on those markets rely on noneconomic preconditions and mechanisms of cooperation (Aspers and Beckert 2008). Modern societies are coconstituted through the interaction between market-mediated and nonmarket social relationships. As social and political institutions have some capacity to reduce market uncertainties, they need to be included in the analysis of socioeconomic development (Fligstein 2001).

Markets themselves are permeated by a series of nonmarket coordination mechanisms (see Lütz 2003; Thompson et al. 1991). In addition to market-based coordination, the economy is also made up of other governance types such as company hierarchies, networks, associations, and bureaucracy. The production and distribution of goods and services is not merely the product of competition and price mechanisms but is also facilitated by hierarchical regulatory mechanisms (Beckert, Diaz-Bone, and Ganßmann 2007). Trust also acts as a foundation for economic action. “Only after trust has been created, are the necessarily complex transactions possible. In particular, access to capital can be eased, as illustrated by the rotating credit associations among Chinese entrepreneurial families” (Deutschmann 2009b, 21, my translation). Moreover, as with any other form of societal embedding located between market and hierarchy, we must be careful not to underestimate power as a factor in market relationships. These include the network as a form of coordination and, extending on this, communities shaped by solidarity evolving over the course of history or clans. Because of the fact that the various types of coordination can be combined in a number of ways, we must assume that many different forms of capitalism exist (Bradach and Eccles 1991; Stark 1996).

(6) The modern state represents the most important nonmarket-based institution, and not only in China. In contrast to other organizational forms, the modern state can generally rely on support from the legitimate monopoly on the use of force. It should be noted that, unlike in precapitalist societies, where the economically dominant classes normally had to resort to direct force to appropriate surplus product, in capitalist systems free contractual relationships regulated by what is at least formally an independent authority are required in both production and market activity. The state, in defining property rights, creates the main prerequisites for market activity (Bidet 1991). Any economic analysis must therefore always include politics. Without a relatively autonomous political authority with a monopoly on the use of force, establishing successful capital accumulation will prove difficult in the long term. As an ensemble of contradictory relationships, the state guarantees integration and adaptation, making the continuation of capitalist socialization possible in the first place—“they include the pacification of social life (stressed by Elias), the overall rationalization of social rules and norms (central to Weber’s analyses of bureaucratization), and the institutionalization of controls needed to ensure the maintenance of legal order” (Arnason 2005, 33; see also Brand 2006; Jessop 2007; Leibfried and Zürn 2006; Mann 1998; Offe 2006). With regard to economic policy, moreover, it it possible to distinguish between market-creating, market-regulating, and market-restricting measures.

State power can be analyzed as the product of processes mediated by both institutions and discourse within shifting societal power constellations. The objective is therefore to disaggregate the state and examine the characteristics of local government apparatuses, for instance. At the same time, the reliance of the modern “tax state” on material income results in a link between political and economic institutions. Various approaches fail to take sufficient account of the close link between the state and the economy in capitalist-driven societies, and this applies not only to the case of China. State institutions may be based on reproduction criteria that differ from those of modern companies. The latter have to assert their financial strength and hence profitability, while the state has to assert its dominance toward the populace and other countries. Generally speaking, however, the state and the economy form a nexus characterized by structural interdependencies. The paradigm of structural interdependencies “insists … that state action always plays a major role in constituting economies, so that it is not useful to posit states as lying outside of the economic activity” (Block 1994, 696).13 Often seen as an “external” force, the government must therefore be viewed as a fundamental component of capitalist systems—despite the fact that state institutions have been able to achieve greater independence in the past than these hypotheses would initially lead us to believe.14 The overlapping areas of responsibility of the state and its sedimented institutional properties form distinct political systems—such as liberal democracy or, in the case of China, the party-state. In a capitalist system, the state does not necessarily have to follow representative democratic principles.

(7) The contradictory development dynamics of capitalist-driven societies should also be seen as the result of the struggle between market forces or processes of commodification and the desire for social security as well as legal, political, and social recognition that continually arises in the social lifeworlds of the subordinated. According to Polanyi, capitalist dynamics as anonymously linked trade systems (“satanic mills”) destroy permanent social connections and constitute a fundamental contradiction between capitalist development and the requirements for an intact lifeworld (Polanyi 2001). Should the market—in an expanded sense the production relationships—encroach on the foundations of social reproduction, this would inevitably trigger the mobilization of social forces of self-protection, either covert or open. In the capitalist-driven modern era, this self-protection is characteristically expressed as social and political struggles within (and about the politics of) the state and in attempts to institutionalize class conflict (Wright 1997).

Consequently, in contrast to a perception of political processes in nonliberal democratic societies exclusively as a result of functional problem solving dictated from above, the present work aims to illustrate how social power structures and class conflicts played a central role also in China’s past development. Class conflict, for example, could bring about market-limiting measures and improvements in labor and social standards. This illustrates the importance of examining mobilizing, societal actors here. In the case of China, a number of such phenomena can be identified. Arguments are being postulated, however, that, because of the fact that its values contradicted those of the Christian countries of Europe, Chinese history lacks the concepts of autonomy that would form the basis required for a struggle for “fair” wages or social security, for example.

As the next section shows, my research framework requires a definition of institutions that factors in the level of targeted human action over and above mere structuralism.15

Institutions, Historical Change, and the Sociocultural Embedding of Capitalism

The subsequent sections look at how I have approached the issue of the relationship between structure and action, on the one hand, and path-dependent and path-forming development processes, on the other hand. This is followed by an account of various concepts that will aid the examination of gradual institutional change and the introduction of historical and sociocultural traditions from China and East Asia, which I then integrate into my analysis in a nonculturalist manner.

STRUCTURES, STRATEGIC CAPACITIES, AND CHANGE

In societies where capitalism prevails, social actors are subject to external imperatives to act. Unlike orthodox liberal explanations, which postulate a balance of rational individual choices, such constraints result in practices that are not merely the result of intentional action. For this reason, relationships between structure and action (as well as their meaning) have to be looked at dialectically, as it were (Hay 2002). In addition, the different strategic capacities of social actors—the difference between Chinese migrant workers and influential entrepreneurs, for example—also have to be taken into account because such differences result in an uneven playing field for conscious or strategic intervention.

Human labor power is marked by its creative ability to recognize problems and find innovative ways of solving them. This creative ability is one of those phenomena that are difficult to capture in theory, let alone predict. Similarly, entrepreneurial innovations are difficult to comprehend rationally and, indeed, often come about as a result of spontaneous ideas, or even by chance, during search and learning processes (see Sauer and Lang 1999). Innovations require conditions that, in most cases, do not exist at the moment of innovation, which is why there is only a limited scope to calculate risks rationally. For societal dynamics under capitalism, it is important that not only the socially privileged but also the middle and lower social classes attempt to seize opportunities for advancement: “The exceptional level of commitment or motivation that capital valorization is based on can only be achieved with a strong focus on advancement” (Deutschmann 2009b, 47, my translation). Thus, to facilitate an examination of political economies, the actors’ normative orientation must be factored in. An analysis of social structures must always take into account actors’ options and strategies, as well as their motivation and perceptions:

In stressing the interdependence and co-evolution of … interrelated semiotic (cultural) and extra-semiotic (structural) moments in complexity reduction and their consequences for meaning-making and social structuration, [one can] avoid two complementary theoretical temptations. The first is seen in different forms of structuralism and social determinism, which reduce agents and actions to passive bearers of self-reproducing, self-transforming social structures…. The second temptation is the sociological imperialism of radical social constructivism, according to which social reality is reducible to participants’ meanings and understandings of their social world. (Jessop 2009, 8–9)

Unlike analyses where historical developments are ordered within the tight frame of reference to capitalist development logic, drivers of capitalism should generally be examined within the context of their historical change. In reality, structural dynamics and imperatives to act are shaped by social and political strategies, that is, strategies based on normative motivation, including the power elite’s strategic projects. The latter may possess the power to form structures. Drivers of capitalism must not be viewed in a functionalist light as they are embedded in social, political, and other sociocultural institutions and processes.

On the one hand, specific traditions and social structures give political economies distinctive foundations for economic action. In relation to the postcommunist regimes in Russia and Central Europe, for instance, Eyal, Szelényi, and Townsley refer to path dependencies that fuel the continued existence of what they refer to as “political capitalism.” This can also apply to China’s recent history:

Political capitalism is capitalism in the sense that it is oriented towards the rational acquisition of profits, but it is political because this happens under the tutelage of the state and/or in conditions of systematic political interference in the economic system. There are many reasons why managers who have become owners might feel more comfortable navigating a Weberian world of political capitalism rather than a world governed by the conditions of laissez-faire competition. As former socialist and post-communist managers, they know the rules of the game in a system in which economics and politics are interconnected. (Eyal, Szelényi, and Townsley 2000, 172)

With regard to institutional change, on the other hand, the creation of new paths is essential, as explained by Streeck:

Since institutions always require a modicum of good faith on the part of their constituents, the high social legitimacy under capitalism of creative cleverness in relation to social obligations must give rise to a typical conflict between rule makers and rule takers in which the latter permanently test the vigilance of the former. The result is a particular direction in the evolution of capitalist institutions, in the course of which these are continuously redesigned to anticipate and adapt to a systemic bad faith of interest-seeking rule takers…. The typical rule taker that capitalist institutions must reckon with as the normal case is a rule bender: He reads rules entrepreneurially, untiringly looking for ways of twisting them in his favor. (Streeck 2010b, 14–15)

Here, an understanding of path dependency and path shaping underlines the relevance of evolutionary mechanisms of variation and selection, as well as the partial preservation of institutions. From an institutionalist point of view, the evident relevance of the past’s ongoing effects on the present has long since played a role in China research (see McMillan and Naughton 1996). Nevertheless, any purported tendency toward stability in path-dependent processes ought to be called into question (Beyer 2006).

In line with this, a concept for understanding historical institutional change, which may make a valuable contribution to existing China research, is presented below.

GRADUAL INSTITUTIONAL CHANGE

More recent typologies of gradual institutional change (see Mahoney and Thelen 2010; Streeck and Thelen 2005) are helpful in facilitating an understanding of the astonishing changes that have taken place in China since the 1970s under the continued existence of party rule. Recently, these typologies have also been applied to China research (see Tsai 2006, 2007; X. Huang 2011; Young 2011).

Here, in order to factor in the transitional, adaptable, indeed, hard-fought historical character of institutions, rather than take a formalistic approach, institutions are seen as social regimes or Herrschaftsverbände (organizations of rule) à la Max Weber (Streeck and Thelen 2005). Specifically, social power structures and class conflicts are examined—past structures and struggles that led to the formation of institutions and present constellations that change the face of the institutions under the influence of the past (Mahoney and Thelen 2010, 7–8).

To avoid historical determinism, it is important to take into consideration the political processes behind the formation of institutions as well as the significance of social conflicts and compromises in relation to the transition to a new institutional form. Institutions adapt as a result of changes in the political coalitions on which they are founded. As a rule, such changes are incremental and cumulative; sometimes, however, they can be abrupt and intermittent. The addition of new elements can bring about significant change. Generally speaking, institutional change is associated with radical historical upheaval (war, revolutions, and severe crisis in society). There is also evidence, however, of institutional change that is based on continuous incremental change but that brings about transformational results nonetheless. Thus, far-reaching change can come from small endogenous changes, not from a one-off exogenous shock (see also Lawrence and Suddaby 2006).

When exploring social change in a historical context, it is important to move beyond the scope of static institutional reproduction to examine the ramifications for and feedback loops of institutions. Throughout their development, institutions may very well call themselves into question, thus embodying quite the opposite of path-dependent reproduction. While institutional reproduction refers to phenomena where the routine processes and organizational forms within institutions prevail even in the context of historical caesura—in the PRC, on the surface, this would appear to be the Communist Party—consequences for institutions that point to evolutionary change are evident time and again. And it is this very change that the CCP is subject to. Even if the main actors in the institutions pursue very specific, goal-oriented intentions over a long period of time, the character of the actors within the institutions, as well as between the institutions and their environment, can still be subject to change. This results in discrepancies between the original goals of an institution and its function in reality.

The question arises as to how global liberalization trends observed since the 1970s mask even supposedly stable institutional ensembles in nonliberal forms of capitalism. Against this background, Streeck and Thelen (2005) conceptualize several ideal-typical modes or mechanisms of change that attempt to interpret the gradual change undergone by central institutions in developed political economies. These are used in my study as heuristic tools.

The term displacement refers to the dissolution of existing institutions that can be regarded as incoherent and the replacement of those institutions by new ones, for instance, when their regulatory capacity has been undermined. This term also denotes the gradual incorporation of foreign elements into the institutional system of a political economy, for example, adapting Western social security insurance schemes for use in China. As a result, institutions that were once subordinate can become significantly more important. This fact is evident in the intrastate conflicts surrounding the advancement of certain ministries. The same also applies to external influences (for instance, the role played by Western corporate practices in China, as I attempt to demonstrate below).

For Streeck and Thelen, the term institutional layering describes processes that result in the—albeit often informal—formation of institutions, both alongside and in interaction with existing institutions. These processes also trigger change within the existing institutions. Unlike displacement, no entirely new institutions or rules are introduced here. Groups of actors with too little power to eradicate existing institutions will induce change in institutions from the sidelines, so to speak. As described in Chapter 2, in China, this role was adopted by quasiprivate enterprises (township and village enterprises or TVEs) that put pressure on the entire corporate sector to restructure. New components, or additional layers, are added to the existing system of institutions.

The term conversion, in contrast, denotes processes where the actors in an existing institution (the staff in a ministry, for instance) make an adjustment, and, from that point on, this institution serves a new purpose even if the habitual rules officially continue to exist for the time being. “Different from layering and drift, here institutions are not so much amended or allowed to decay as they are redirected to new goals, functions, or purposes” (Streeck and Thelen 2005, 26). Similarly, changes in the constellations of social actors can affect the purpose of an institution fundamentally. Here, the necessary pressure to adapt is created by involving new social groups—in the PRC, this happened, among other things, in the course of integrating entrepreneurs into the party and state apparatus, as I shall endeavor to demonstrate in the present work.

The phenomenon of drift is the erosion or dissolution of institutions, processes that are induced by what are often tentative deviations from generally accepted rules. Applied to the Federal Republic of Germany, we could interpret the relaxing of the collective bargaining system as drift—given that the institutions that set the tone continue to exist but protect fewer and fewer employees. Bearing this in mind, we should probably ask ourselves whether the gradual erosion of the strict system of registration for residents (hukou) in China might also be an example of this mechanism of institutional change.

Finally, the term exhaustion refers to the possibility of exhausting institutions to the point of collapse. In Chapter 2, I will examine whether the collapse of traditional Maoist political styles and institutions in the 1970s and 1980s might be an example of this.

It would appear that changes to the Chinese institutional system are affected by elements of all five of the aforementioned modes of change. The current work will now seek to ascertain whether certain modes of change have more of an impact than others.

CAPITALISM WITH “CHINESE CHARACTERISTICS”? THE ROLE OF HISTORICAL CULTURAL TRADITIONS

The drivers of capitalism are always mediated by normative and historical cultural traditions. Alongside older historical traditions such as the Confucian tradition and close interpersonal network of relationships (guanxi) this also includes Sino-Marxism. Sino-Marxism’s attempts from 1949 to imitate the Soviet-Marxist modernization model in fact considerably modified it, thus contributing to China’s distinctive path to modernity (see Arnason 2003b).

As mentioned, historical ideational, and social cultural traditions cause path dependencies that call global convergence processes into question. In the case of China, historians, historical sociologists, and anthropologists argue, for instance, that in order to explain its extraordinary economic dynamism, older Chinese and East Asian traditions of merchant capitalism must be taken into account (Pomeranz 2000; Hamilton 2006a). This comprises a rich tradition of merchant groups operating on the basis of familial ties, which coexisted for hundreds of years with the ruling “tributary” state class without ever achieving a dominant role, until they emerged in the course of the twentieth century, under the new “tributary power” of the CCP, as a motor for economic restructuring (Gates 1996). Other authors argue that the rise of capitalism in China draws from other cultural traditions—including, particularly, those of the overseas Chinese. These include family values, network-based relationships, and paternalistic authority structures. The spirit of Chinese capitalism is also described as Confucian (see Redding 1990; M. Yang 2002). Long dominated by a Weber-inspired notion, according to which the roots of China’s inability to modernize lay in the static traditional values of a culture shaped by Confucianism, the discussion now draws on opposite assumptions. Now it is precisely certain Confucian values such as diligence and thrift that are viewed as stimuli for economic growth. In a sense, then, a Confucian way of life is considered to be equivalent to the “Protestant ethic” (see Pohlmann 2002; Arnason 2003a).

In more recent historical sociological research, further arguments are propounded as to why favorable conditions for capitalist dynamics were to be found in China (and East Asia). In comparison to other regions of the world, there was a relative continuity in East Asian history, which derives from the comparative stability of Chinese culture (Arnason 2003a, 304–8). In contrast to the Indian, Islamic, or even the later Western world, what the East Asian historical region had in common during the premodern era was the more developed, more continuous existence of state structures promoting the protracted processes of nation building. “[In China] the result was … a more marked cultural unity than any other imperial order has achieved, and—in due course—an enduring ambition to transform this legacy into a full-fledged national identity” (Arnason 2008, 401). Finally, in comparison to other world regions, the premodern East Asian region was less affected by the influence of foreign powers. Even the colonialism of the nineteenth and (more so) the twentieth century was, for the most part, in spite of significant Western influence, an experience associated with Japanese imperialism. The relatively limited Western presence and military power allowed the region flexibility to more autonomously receive and adapt Western models.

Admittedly, far from the perspectives just outlined, research on China and Asia has long been influenced by approaches that could be described as culturalist (see Weggel 1997; Pye 1998; Jacques 2009). Abstracted in this way, Confucianism for instance is in danger of being essentialized (Dirlik 1997, 311). This reductionist “China-is-China-is-China” viewpoint (Dreyer 1996, 13) leaves no room for a comparative perspective. Rather, such approaches are frequently more concerned with emphasizing the uniqueness of China. According to Jacques, today’s China should be seen as a “civilizational-state,” which, unlike the Western nation-state, preserves within it an over two-thousand-year-old living tradition (Jacques 2009, chapter 2). Its most important moral point of reference is the desire for the unity of the Chinese people. While in the West the relationship between state and society is assumed to be constructed in such a way that the authority and legitimacy of a state essentially result from democratic processes, the Chinese “civilizational-state” acquires its legitimacy through its role as representative of Chinese civilization. The “Chinese,” according to Jacques, experience the state as the head of the family, whereas in Western societies state power is regularly viewed as intrusive and as such to be restricted.

Furthermore, in a culturalist perspective, premodern features of life are often seamlessly subsumed under modern concepts. Prematurely drawn parallels between the emperor and CCP leaders or between Confucianism and communism are in danger of lending too much weight to the power of tradition. There is a risk, then, of neglecting to take into account the fundamental crisis experienced by imperial China from the nineteenth century onward—triggered precisely by an increase in external influence—where many traditions, previously deemed sacrosanct, were called into question. Even if recourse was and is made to certain social cultural traditions, the priority was to tackle a radical modernization and thereby overcome traditional premodern forms (less successfully in the first half of the twentieth century, but in a sustained manner following the Maoist accession to power). Moreover, a fundamental shortcoming of culturalist approaches is a failure to embed the recent historical development of China (and East Asia) in the global capitalist order. “The problem with ‘Chineseness’ based explanations of Chinese capitalism is that they suppress the structural context within which this capitalism has arisen. Whatever resemblances it may have in particular to past practices, this capitalism has acquired an identity of its own only in the very recent past with the success of East and Southeast Asian societies, which has empowered the projection of this newfound identity upon the more remote past and its assertion against others, in particular Euro-American capitalism” (Dirlik 1997, 315–16).

Assumptions that only emphasize a continuity of cultural factors cannot sufficiently explain China’s transformation. In order not to encourage cultural determinism and exaggerated assumptions of inner-civilizational homogeneity, research must be done on the contradictory interaction between “cultures” that produced the interwoven forms of capitalist modernization.

Five Dimensions of Capitalism

To examine the proposition that the political economy of China can be understood within the scope of a broad analysis of capitalism, the research framework will now be set out more concretely on the basis of the ideas discussed so far. For this purpose, I distinguish five dimensions of capitalist systems in space and time.16 The different proportions of these basic ingredients found in all forms of capitalism give rise to different varieties of capitalism where the three key groups of actors (companies, state actors, and workers) each play an (unequal) role. Bearing this in mind, my intention here is to determine an overarching identity of capitalist driving forces and lines of action also and particularly with respect to the real historical diversity of different types of capitalism.17

THE HORIZONTAL AXIS OF CAPITALIST SOCIAL RELATIONS

The first dimension of capitalist systems concerns the unstable dynamics of markets and enterprises as well as the significance of competition-driven processes. In capitalist economies the competition between enterprises renders increased accumulation and innovation a necessity. This acts as a social sanctioning mechanism subjecting each individual capital to an imperative to accumulate with a failure to comply being punishable with the enterprise’s existence. In order not to let the concept of competition become too vague, it could be understood from an action theory perspective as the anticipation of a potential danger. In a field shaped by many actors, the potential exists for a competitor or new rival to participate in potential profits and/or to monopolize market segments. The relationship produces an imperative for continuous reinvestment and innovation of production processes, distribution networks, and so on.

Under conditions of competition-driven accumulation, the participating production units are coerced into selling in order to buy, buying in order to survive and reproduce, and ultimately to expand and innovate in order to at least maintain their economic position in relation to other production units (R. Brenner 2006). Under these conditions, it is necessary to produce goods for the market, rather than directly satisfy reproduction requirements and to accumulate capital, that is, to use the surplus product to expand production. The associated movement represents a specific feature of capitalism “because there is absolutely no way of measuring adequate valorization. [This] corresponds with the tendency to increase both the degree of valorization (i.e., increase in the profit rate …) as well as the size of capital to be valorized (i.e., the accumulation of the target profit, whether as investment in productive or in interest-bearing capital)” (Heinrich 2003, 314–15, my translation).

Moreover, capitalist market dynamics can be regulated only to a certain degree. At the same time, capitalist market economies are steered not only by market-based processes, but also through other coordination mechanisms: (company) hierarchies, networks or clans, associations, and state institutions. In this sense, the institutional preconditions and contexts under which the imperative to accumulate is effected determine the cooperative and competitive relations between enterprises. These can include different fractions of capital or business alliances, when specific interests of enterprises unite and become associated with one subjective interest.

THE VERTICAL AXIS OF CAPITALIST SOCIAL RELATIONS

The structure of labor relations, the associated forms of division of labor, as well as the emergence of corporatist industrial relations make up a further basic component of capitalism. The unstable dynamics of capitalist systems do not result solely from the horizontal relations between companies operating in markets. Social stratification and particularly the vertical “class polarization between those who possess wealth and those who do not and the structural social tension created by this” is a further “objective basic condition of capitalist dynamics” (Deutschmann 2009b, 38, my translation; see also Wright 1997). Capitalism as a social order rests on the particularistic appropriation of the goods produced, which, in turn, has no basis in any previously agreed social consensus.18 The dependency of (competing) blue-collar and white-collar workers on the demand for labor and the capital owners’ control over the means of utilizing labor power along with their right to appropriate the surplus product produced by the wage earners establish a specific character of dominance within the wage labor relation. This also limits the opportunities for participation in economic decision making, planning, and control processes with respect to production, distribution, and consumption.

Historically, institutional mechanisms have been established to try to moderate the polarization of the classes; these comprise diverse varieties of corporatism, that is, processes of coordination and negotiation between employers, workers, and the state. Associated with such mechanisms are prevailing, albeit contentious, norms and values (see Burawoy 1985; Wright 2000). On the other hand, class polarization can be a strong incentive for upward mobility and can foster the competition for innovation. This social tension translates into increased economic activity especially in a situation where the structural class-polarization appears to be individually surmountable (Deutschmann 2009b).

RELATIONSHIPS OF MONEY AND FINANCIAL SYSTEMS

Capitalist social orders rely on monetary and financial systems. Money mediates the exchange of goods. The circulation of industrial capital, for instance, gains its characteristic elasticity through the credit mechanism or the sale of shares. Money, however, not only mediates exchange processes, but can, in the form of financial capital, take on a life of its own (Marx 1986). Because the expansion of capital accumulation depends on credit, modern credit relationships include, in a sense, the commodification of the future. “Capitalism, in other words, is more dynamic than other economic systems because it has found ways to turn promises and expectations into presently available resources, enabling the economy at any point in time to invest and consume more than it has already produced. By creating binding obligations for individuals to devote long stretches of their future lives to working toward paying off their debts, the economy redeems the advances it continuously draws on its future production. While profit is the carrot of capitalist growth, debt is the stick” (Streeck 2010b, 25).

Additionally, in historical forms of capitalism, money, or money transformed into capital, is by no means restricted to playing an economic role; rather it embodies a source of utopian promise and can assume the function of representing the “unity” of society. “As already recognized by Simmel, money is the basis of modern, functionally differentiated association. Law, science, and politics are not possible without organizations; but organizations are not possible without money. And finally: by transforming personal dependencies into functional ones, money allows individuals to find themselves through their estrangement from the anonymity of money. Thus money is not only the basis of the organized social framework but also indirectly of the intimate one” (Deutschmann 2009b, 20, my translation).

Further, the level of state influence on the financial and banking sector becomes a central determinant of the depth of state penetration in the economy.

THE ECONOMY AND THE STATE

On the basis of the historical finding that companies and markets cannot provide continued self-regulation, that a market road to a market economy is not feasible (Polanyi 2001), and a strong state was an essential historical precondition for such a transformation and its stabilization, a central proposition of my work is that the party-state in China is not withdrawing from the tendency toward marketization, but instead is contributing to the constitution of a new form of capitalism. In this sense, the party-state must itself be understood as a central component of the new Chinese capitalism. Because the interactions between economic and political actors embody complex processes, which (not only in research on China) are discussed in very different ways, the fourth dimension of capitalist social orders will be introduced at greater length at this point. First, I will outline the basics of modern statehood, second, forms of state intervention and regulation, and, third, actions of political actors where they directly perform entrepreneurial functions. Here, I advocate going beyond abrupt juxtapositions of market and state and instead examining how economy and state are structurally linked and, to some extent, develop historically in a mutually constituting manner.

(1) The mutual dependency between state and economy can be taken as a central feature of capitalist societies. Economy and politics establish a nexus characterized by structural interdependencies (see Block 1994; Brand 2006; Hirsch 2005; Mann 1998; Offe 2006; V. Schmidt 2009). The state sanctions contractual relations, directs and/or coordinates infrastructure measures, and provides business enterprises with an educated labor force. Unlike nonhierarchical forms of regulation and decision making, the state, for its part, frequently “possesses the means for ultimately decisive intervention” (Mayntz 1996, 159, my translation), whether in the form of legal ratification or the final decision in cases of nonagreement. This is because only the state commands a monopoly on power that enables the creation and maintenance of the institutional fundaments that allow capitalist socialization in the first place. For this a functioning state requires (at least relative) independence from the social classes, associations, and so on, even if, in practice, state power is mediated by both societal institutions and discourse. Because state institutions represent an arena for social conflict, attempts are constantly made to instrumentalize them.

Certainly, it is not only the enterprises that are dependent on state institutions; conversely the existence of individual states depends on the successful activity of enterprises on its territory (and beyond). Political apparatuses are structurally dependent on successful accumulation within their territory, because this secures the basis of tax assessment. For this reason “the general and top political avoidance imperative is to forgo or prevent anything that could endanger economic prosperity. Positively formulated, the state must establish, maintain, or recreate a ‘healthy investment climate’ in order to prevent enterprises from making use of their ‘negative rights of ownership’—the right not to invest” (Schimank 2009, 259, my translation).

Overall, then, it is not so much a case of examining the whether but rather the how of state intervention. For this I can draw from Polanyi, who, analogously to his concept of the three “fictitious commodities”—labor power, land, and money (Polanyi 2001), identified three problems of coordination that could not be solved by markets alone, but first required the assistance of state structures. First, in the course of creating a system of industrial relations, social security, educational institutions, and migration control policies, the supply of and demand for labor as well as the conflict between capital and labor are regulated. Second, private control of capital and land remains subject to the state guaranteed freedom of contract, property laws, rights of use, and other regulations. Third, even money, or at least the quantity of money, is regulated to a certain degree by central banks and other regulatory authorities. Polanyi’s approach can be embellished with further coordination problems: for example, knowledge, a further fictitious commodity is coordinated to a large extent by nonmarket institutions such as universities or research institutes. Finally, to ensure continued market competition, coordination efforts such as antitrust and cartel laws are implemented (Block 2005).

(2) To be able to determine the importance of distinct political systems for the formation of different types of capitalism, different mechanisms and strategies of state intervention and coordination must be taken into account. These have increased since the late nineteenth century and include, for instance, market-creating, market-regulating, and market-restricting measures. More recent studies distinguish between market-mediated ex post coordination, hierarchically prescribed ex ante coordination, heterarchic coordination regulated by processes of self-organization mediated by networks, negotiation, and deliberation, as well as cooperation built on solidarity. State rulers do not usually limit themselves to the command hierarchy but, rather, combine forms of governance in a specific way (see Jessop 2007, 207–24, Brand 2006; V. Schmidt 2009). At the same time, we must take different territorial and administrative levels into account. To examine the local state and territorial levels below the central government, I draw on relevant literature from social-science-based geography (see N. Brenner 2004; N. Brenner and Heeg 1999; Harvey 1989).

For their economic policies, modern states have recourse to direct and indirect methods of influencing the national economy. Thus, in line with Keynesian demand policy, the state can take action to achieve economic effects by implementing (anticyclical) fiscal and monetary policy measures (Aoki, Murdock, and Okuno-Fujiwara 2005). Here, the state does not intervene in companies’ investment decisions and does not plan in the strict sense, but, rather, plays a regulatory role. Indicative planning, on the other hand, goes further. The state negotiates with investors over basic principles of growth and recommends desirable behavior for the private enterprises, without, however, significantly interfering in ownership structures. By contrast, imperative planning is legally binding; the state prescribes certain modes of mandatory behavior and, when necessary, intervenes in investment decisions.

Historically, the structural interdependencies between economy and state emerge in different ways, thus constituting different forms of capitalism. From the 1930s, political authorities played a particularly important role in the various versions of state dirigism; the Keynesian intervention state in the West, the developmental state in the East and also the South. In this context, the concept of state-controlled capitalism or state capitalism was used (for early works, see Castoriadis 1988; Harris 1978; Pollock 1975; Szelényi 1982). In the more recent comparative capitalism research, Vivien Schmidt attempts to use the concept of state capitalism to distinguish countries such as France from coordinated market economies such as Germany (V. Schmidt 2000). For the analysis of East European and Central Asian transition economies, among others, the category of “political capitalism” in Weber’s sense (Eyal, Szelényi, and Townsley 2000) or state capitalism as one of its variants is used (see also Schneider 2008; D. Lane and Myant 2007). Large emerging economies are, as already mentioned, also described as state-controlled or state-permeated forms of capitalism (Nölke et al. 2015).

Because, in terms of economic policy measures, a comparison of China with other East Asian countries suggests itself, I will critically draw on concepts of the developmental state. For the success of a developmental state, a particularly important question is whether the nation-state produces sufficient social coherence to create a close partnership between the local political and the corporate elites (see Gerschenkron 1966). For this it needs first to be equipped with an effective bureaucracy that obeys the rules, and within the state apparatus there must be evidence of bureaucratic rationality, that is, an appropriate distribution of power between ministries and/or between ministerial planning staffs (Evans 1995). Second, sufficient capacity to discipline the private corporate sectors is necessary. As Chibber explains, using India as an example, these corporate sectors do not automatically assume the role of a “national” bourgeoisie prioritizing the development of the nation over commercial considerations (Chibber 2003).

(3) Further, the state itself can act as an entrepreneur. With respect to the economic policies of modern states, state intervention along with state property need not represent a negation of capitalist mechanisms but can, in fact, function as one of many forms of particularistic control over economic and political power—in the form of state capital, for instance. In this way state entities can be subject to the accumulation and competition imperative (N. Lin 2011, 70).

In China, local state actors and local public-private alliances almost act as breeding grounds for the development of productive forces. Thus the “private” owner should not be identified as the only capitalist actor. It is not only individuals or a joint-stock company comprising one or more persons, but rather also state functionaries or authorities, particularly at the local level, who can operate as exclusive controlling owners. Alongside the classic private property, there are other forms of exclusive ownership, including state-owned enterprises (SOEs). The main characteristic of property in capitalism is the separation of those who operate the means of production in exchange for a wage from the control of this means of production. Referring exclusively to the (politically defined) legal position of ownership can distract from this fact (Tamás 2007). Some authors link capitalism and private property too closely, resulting in them positioning state sectors in modern national economies outside the capitalist system (Y. Huang 2008). In the case of China, an analysis that examines state property and state action more generally against the backdrop of the power of the drivers of capitalism would seem more fitting. Thus, in the context of China, McNally speaks of “state capitalism” (McNally 2011), Nan Lin describes China as “centrally managed capitalism” (N. Lin 2011), Jessop uses the term “coordinated market state capitalism” (Jessop 2009, 18), Fligstein and Zhang see similarities with the French “dirigism” model (Fligstein and Zhang 2011, 51–52; see also Pearson 2011, who also includes a comparison with Brazil), and a short time ago, I myself referred to a “liberal market state capitalism” (ten Brink 2010; see also Nee 2005; Nee and Opper 2007; Redding and Witt 2007; Kennedy 2011a).

THE INTER- AND TRANSNATIONAL INTEGRATION OF CAPITALIST SYSTEMS

The fifth dimension of capitalism in time and space is the integration of individual capitalist orders into global economic, international political, and other intersocietal relationships. In order to take this dimension into account, an analysis is required that explores the interaction of national, international, and transnational processes. This particularly applies to the analysis of economic instabilities and crises, the trajectories of which must ultimately also be examined in the context of the development of capitalism worldwide. Analyzing the changes in China in terms of their connection with transnational capitalist dynamics thus prevents a Sinocentric bias (Hart-Landsberg and Burkett 2006; Hamilton 2006a).

Here, as mentioned above, I follow newer concepts that refer to a variegated global capitalism. Varieties of capitalism cannot be effectively analyzed solely on the basis of methodological nationalism and using comparative statistics but rather should be seen as facets of a global capitalist socialization. This allows us to consider varying trajectories of capitalist development in an international, and by extension, intersocietal context (Rosenberg 2006; ten Brink 2012b). Unlike the global economic development phase following the major crisis in the 1930s—in which there was a balance between internationalization and nationalization tendencies—it must be assumed here that, since the 1970s, inter- and transnational integration has gained ground. The question then arises to what extent this has affected the development of China, a country that has a (potentially) extremely large domestic market and a government that, for a long time, had an interest in restricting or steering international influences.

Interim Conclusion

Finally, I will now reiterate the key points shaping the analysis that constitutes the main part of the present work. The following analytical strategy can be formulated to address the three key research questions: (1) the predominant features of China’s political economy, (2) the fundamental driving forces and dynamics of the reform process and the subsequent rapid growth, and (3) the current lines of development and paradoxes inherent in the growth path.

First, I have integrated drivers of capitalist development into my research framework. In the following, I will examine to what extent these driving forces came into play in China, and in what way, and to what extent they contributed and still contribute to the country’s modernization. Here, the analysis of links between state, economy, and other societal actors aims not only to provide insights into the structure of China’s political economy but also explanations for the relative consistency of the political status quo and indications of its potential for destabilization. I expect to identify plausible explanations by incorporating an analysis of close alliances between companies and government bodies as well as of the segmentation, segregation, and subordination of the working population.

My objective here is for my analysis to have a transnational focus because varieties of capitalist development do not unfold counter to the global market but rather with and within it. In other words, the trajectory of reform in China’s history can be adequately and convincingly described only by taking into account its integration in inter- and transnational processes, not least because the PRC was able to profit more than any other large country from favorable global economic circumstances.

Second, the strong assumption of universally applicable drivers of capitalism (manifested differently during different historical phases) has been relativized using approaches from action theory. My research framework has, to all intents and purposes, been historicized: capitalist dynamics in China encountered and continue to encounter preexisting social arenas and sociocultural traditions that lend the country’s political economy a distinctive form. These factors are studied in the main body of the present work and integrated into the notion of interrelated types of capitalist-driven modernization. With a view to the conflictual interplay characterized by power imbalances between the three key groups of actors (entrepreneurs, state actors, and workers), I will describe the dynamics and paradoxes of Chinese development.

Third, on the basis of these key assumptions, I have introduced a series of tools that serve the further analyses. In an attempt to gain an insight into the effectiveness of capitalist driving forces in specific institutions, I combine political economy analyses on the dynamic and crisis-ridden expansion of markets with empirical findings from China studies. This enables me to identify different and, in some cases, distinctive forms of politically integrated entrepreneurship, of competition also occurring in noneconomic institutions, and socioeconomic development trends. At the same time, going beyond a one-sided (neo-)Schumpeterian understanding of the individual entrepreneur’s capacity for innovation, I refer to underlying institutional and organizational conditions provided, inter alia, by the government.

The distinction between five different dimensions of capitalist systems is also useful for a systematic study of the drivers of capitalism in China. With regard to the five dimensions listed—the sphere of the “horizontal” competitive relationships between companies, the “vertical” axis of industrial relations, the interactions between economic and political actors, the financial system, and, finally, the sphere of transnational integration—I will seek to establish whether and how capitalist dynamics emerged at these levels in China and play a dominant role. I will also explore possible complementarities between these spheres and cross effects between institutions that improve economic efficiency.

The tools for examining gradual institutional change serve in particular to provide us with an insight into the significance of informal institutions and negotiation processes in China, the reforms of the party-state, and the phenomenon of circumventing formal regulations (for instance, with regard to comprehensive enterprise reforms).

The assumption of unequal and heterogenous, combined and interlinked developments in capitalist-driven modernization processes is useful for examining unstable dynamics in China. An attempt will be made to substantiate the idea that heterogeneous production regimes, business types, and state policies were not only beneficial for economic development but simultaneously triggered unintended, paradoxical consequences.

Findings from state theory prove invaluable in my analysis of political reform strategies in China’s multilevel system of governance and to explain the adaptive capacity of the party-state, and limitations of political steering. It is thus possible to distinguish between various forms of state intervention and regulation, for instance, market-creating, market-regulating, and market-restricting measures. In addition, based on the assumption of a differentiation between market and state actors in modern societies, using findings from recent China research, further specific features of the political in China’s political economy can be mapped out. These features include the behavior of political actors, in which the latter directly perform entrepreneurial functions, and the relevance of local pilot projects for accelerating the reform processes.

Finally, tools from sociology facilitate an analysis of China’s segmented industrial relations and the phenomenon of labor market segregation.

In the main body of the present work, I will be unable to provide a sufficiently in-depth analysis of capitalist development in China or a satisfactory examination of all the theoretical considerations introduced in this chapter. However, I also see my research framework as groundwork for further empirical research that, by focusing on the case of China, might contribute to an expanded version of a theory of capitalism.


CHAPTER 2

[image: Image]

From Mao to the Hu/Wen Era

The Origins and Trajectory of Capitalist-Driven Modernization

With the help of my research framework, I will now analyze the nature of Chinese modernization and assess to what extent and in what form drivers of capitalism can be determined in the areas examined. The focus of the present chapter is the period of reform from the 1980s into the 2000s. First, however, I will describe the background to the transition under Deng Xiaoping, that is, the key historical features of China’s political economy from the 1930s to the 1970s. In contrast to more nationally oriented accounts, already at this early juncture, I also describe international factors that had a significant impact on the development and transformation of the Maoist model.

Protocapitalism: The Historical Background to the Transition Under Deng

The beginning of the process of reform at the end of the 1970s saw the government of the PRC facing the almost herculean task of restructuring a country with a billion inhabitants without undermining its social stability. This huge challenge was further complicated by the severe social crisis faced by the party and state leadership in the aftermath of the Cultural Revolution. It was this very crisis that left the leadership no alternative but a precarious attempt at fundamental reform.

In the following section, I will summarize the key characteristics of the classical Maoist stage of development. Here I discuss continuities with Deng’s later restructuring, which is often prematurely referred to as the “new Chinese revolution” (Pei 1994). This section demonstrates that it is also essential to take into account external global economic and political developments as well as those within Chinese society. This approach allows a fruitful analysis of Maoism, which combined elements of Stalinism, Third World nationalism, and distinctive sociocultural traditions1 to form a national modernization strategy that, in fact, resembled protocapitalist development policies (on this, see Bian 2005; Dittmer 1987; Harris 1971, 1978; Karl 2010; Leys 1972; Lieberthal and Oksenberg 1988; Naughton 2007; Osterhammel 1989; Spence 1995; Unger 2007; Walder 1986, 2015).2

It is still a widely held view that in China under Mao, and indeed all other real socialist countries, either noncapitalist or postcapitalist imperatives were the key structural driving forces (see D. Lane 1976). Contrary to this opinion, the present work interprets China’s development trajectory as a path to modernity that was influenced by (global) capitalism from the outset. Like other underdeveloped countries classified as “capitalist,” the PRC was faced with the challenge of national advancement in the context of a globalizing capitalism.3

As discussed in more detail elsewhere (ten Brink 2014b, chapter 6), a global analytical perspective provides us with an understanding of the different types of “real existing” socialism and state-interventionist capitalism that prevailed during the postwar period (in developing countries, frequently in a protocapitalist form). These can be understood as different versions of a common phase of global capitalist development or modernization shaped by capitalism. Global economic and geopolitical interdependencies prevented genuinely autonomous socioeconomic development. After 1945, economic competition was overlaid by the arms race to a certain extent, which not only put the defense policy of the USSR under strain but also that of Mao’s China. Similarly, military-led movements that aimed to create an alternative non-capitalist form of social organization, that is, particularly the radical wings of the workers’ movement and, under Mao, also peasants’ movements, faced the problem of being dragged into the maelstrom of global capitalism and its power hierarchies when they assumed social and political control. The history of the Russian Revolution is, of course, an impressive example of this. Yet in China the legacy of underdevelopment came into play to an even greater extent than in Russia. The Maoists, whose primary objective was to effect radical social change, could not simply dismiss these circumstances. Bearing this in mind, the following chapter focuses predominantly on the regime’s actual practices and not primarily on its ideological self-definition.

Notwithstanding its (unattained) normative objectives, to a certain degree, classical Maoism was a radical version of instrumental reason (Horkheimer and Adorno), that is, of the attempt to improve the efficiency of the domination of nature and society. “The absurd Western images of Mao as some kind of utopian ruralist or twentieth-century peasant rebel have now been laid to rest: he was a super-industrializer and an empire-builder of the most ambitious kind” (Arnason 2008, 406). In contrast to using a private workforce, here Mao resorts to the “state workers” (and peasants) to obtain the surplus product required for the achievement of CCP ambitions. The existence of subordinated classes primarily facilitated the reproduction of the Chinese state class. In a sense, therefore, in Mao’s post-1949 China, capitalist relations of production were imitated on the basis of a very low level of development, although modern liberal relations of distribution, consumer trends, and styles of governance were replaced by a bureaucratic form of management. A combination of preindustrial and industrial traditions created a historically unique social formation. This system reached its limits, however, and was superseded by a new process of restructuring from the end of the 1970s.

Thus, in retrospect, the Maoist era constituted a kind of expedient transitional phase, which both restored national integration and created certain preconditions for the subsequent growth trend: “Maoism was not madness (although some of Mao’s actions were). In fact, it expressed a possible solution to the fundamental problem of the Chinese Revolution: how to make China strong and independent and how to retain the power of the Communists in a world dominated by Superpowers and where technological and economic development was rapidly advancing just across the China Sea” (Castells 2003, 325, my translation).

The fact that this brought in its wake considerable human suffering and repression confirms that the instrumentally rational dynamics of modernity (or modernities) are radically contradictory.

For an analysis of the reform process under Deng Xiaoping in the context of its historical continuity with China’s pre-1978 system, we first need to examine the development of ownership structures. In contrast to the narrow notion of private ownership we are familiar with from Western industrial societies, I will conduct an analysis of ownership based on actual power of disposition. This includes the capacity to have exclusive control over access to certain resources without being legally classified as a private owner.4 Here, China’s process of reform after 1978 can be seen as a move away from one type of class society to another, which was, as yet, not clearly defined.

The separation of state-owned property stipulated by law and the actual power of disposition of government decision makers over the means of production in 1950s China constituted a class society dominated by a state bureaucracy. In this context, the disposing state class was characterized by specialized knowledge and its power was justified with the teleological argument that it was expressing a higher cause in the interests of the majority. This separation resulted in different degrees of participation in political and/or economic decision making, and differences between those in managerial and subordinate positions, as well as differences in terms of access to information and to (frequently scarce) goods. As the exclusive controlling owners, the power elites under Mao claimed their right of disposal and control, which meant that social redistribution tended to be in their favor.

Prior to 1978, surplus labor was primarily not appropriated privately but in a manner mediated by the political administration. After 1949, the state bureaucracy certainly had no immediate interest in facilitating and guaranteeing private-sector profit maximization. Instead, the political elite were far more interested in maintaining their redistributive powers. First, the subordinate classes did not exercise their democratic right of disposition over the means of production and consumption. They were denied access to strategic resources, had virtually no decision-making authority, and were subservient to the state functionaries and the party’s auxiliary personnel. Second, the decisions of the bureaucracy were typically not subordinated to the material needs and normative expectations of the majority. The redistributive institutions diverted a considerable share of the country’s resources to industry to meet quantitative growth targets and to withstand the pressure of competition (also militarily) from abroad. Against this backdrop, national development targets evolved into the equivalent of a compulsion to accumulate. Not least owing to the absence (or rather exodus) of a strong bourgeoisie, to a certain extent, the Communist Party leadership became the executor of a “mission” that Marx had, in fact, assigned to the bourgeoisie.

While on free markets companies attempt to link the supply (of goods) to what they expect to be lucrative demand with the intention of increasing their profits in order to survive, incentives in state redistributive economies are inherently quite different. Here, supply is determined by redistributors as part of a macroeconomic plan and demand adjusted to this accordingly. The next step is then for the redistributors’ decisions to be implemented by (typically state-owned) enterprises. In China, in reality, this ideal-typical model constituted a “plan anarchy” comprising numerous particularistic disposing centers of power. I will attempt to substantiate this on the basis of the following excursus.

Excursus: The 1949 Revolution and Maoism

Historically, after 1927, the CCP evolved from a party representing the industrial working class and its struggles into a party of national modernization embedded in the peasantry.5 In circumstances of a permanent liberation struggle and civil war, in the 1930s, the party began to create a counterelite. War was the external prerequisite for the survival of this elite, which resulted in a “party in arms” (Osterhammel 1989, 344).

The party derived its legitimacy from various sources: the successful resistance to Japanese imperialism, in particular, gave it both an anticolonialist aura and that of a national force (Selden 1993, 5). A generation of intellectuals was attracted to the party because of its consistent opposition to colonialism and its promise to provide an alternative to imperialism/capitalism. Further, compared with the policies of the Guomindang, to broad swathes of the rural population, the proposition of progressive agrarian reforms appeared to be a welcome development.

The successful national liberation of China in 1949 embodied an anticolonial revolution. Nevertheless, Mao’s assumption of power did not equate to a “socialist” revolution although it was accompanied by peasant revolts and social movements in some cities prior to 1949 (Spence 1995, 575–615). Rather than a revolution where the masses strive, through their own efforts, to bring about a fundamental reorganization of society, this revolution mostly stemmed from military actions originating in rural regions. It was effectively based on the creation of a counterstate:

A revolution can break the monopoly of the state’s power by destroying the legitimacy of its rule, so that coercion cannot be exercised to repress the movement against it…. Alternatively, a revolution can pit an insurgent violence against the coercive apparatus of the state, overwhelming it in a quick knock-out blow, without having secured any general legitimacy. This was the Russian pattern, possible only against a weak opponent. Finally, a revolution can break the state’s monopoly of power, not by depriving it from the outset of legitimacy, nor rapidly undoing its capacity for violence, but by subtracting enough territory from it to erect a counter-state, able in time to erode its possession of force and consent alike. This was the Chinese pattern. (Anderson 2010b, 64; see also Osterhammel 1989, 343–47)

The struggle between two collective actors with quasi-state structures—the CCP and the Guomindang—over the succession of the Chinese Empire was ultimately not won by the Guomindang with its superior military power, but by the CCP with its greater legitimacy. The result was less a democratization of power or even a partial dissolution of domination per se but more a transfer of power to a group of military actors and CCP leaders who declared themselves representatives of the socialist construction yet effectively commanded a development dictatorship in an undeveloped agrarian country.

The revolution represented liberation from foreign imperial powers and the reactionary nationalist Guomindang. In the long term, it created a degree of nationwide unity that was unprecedented over the last century. The Communist Party forged ahead with a land reform in which it broke the hold of the “parasitical landlord families” (Osterhammel 1989, 357); the CCP succeeded in halting inflation and, for the first time, reestablished a central state authority that maintained order across China.6

From then on, the CCP established a bureaucratic party-state. The party’s leading staff regarded Marxism-Leninism as an ideology of national modernization and ruthlessly forged ahead with this latter objective using various means. “Inasmuch as the CCP came to power through a popular, anti-imperialist revolution, the very essence of the legitimacy of the communist state was not Marxism but nationalism” (Zhao 2004, 209).7 Of course, the CCP’s nationalism was not solely a result of a national ethos: it was also an attempt to adapt, dictated by external circumstances, to survive in a world that was dominated by far more developed countries.8

In contrast to ruling parties in postcolonial Africa and the Middle East, for example, the CCP drew on a rich tradition of statist ideas. “The Maoists never paid much attention to the liberal and democratic elements in the teachings of Marx and Engels, such as those dealing with free development of the individual and the relationship between the individual and the state. In fact, it can be argued that Mao drew more inspiration about governance from Chinese classics such as Shi Ji (Historical Memoirs, by Sima Qian) [from around 145 BC to around 90 BC] and Zizhi Tongjian (Compendium on Governance, by Sima Guang) [1019 AD to 1090 AD], which he reread dozens of times” (Lam 2006, 260).9

Similar to other developing countries at the time, which were partially established on a foundation of “socialist” principles, partially on the basis of “capitalist” norms, this new society displayed features that were far more reminiscent of the primitive accumulation of capital discussed by Marx than socialist or communist ideals. These included the separation of manual and mental labor, a subsumption under state capital, highly pronounced hierarchies in the workplace and in everyday life, and the suppression of opposition, as well as patriarchal family structures, nationalism, and censorship of the arts and sciences.

The key institutions of the Maoist era such as work units (danwei) which isolated the industrial labor force, people’s communes (renmin gongshe) that enforced rural self-sufficiency, job allocations (fenpei) that rendered intellectuals dependent upon state favor, labor insurance (laobao) that bestowed generous welfare benefits upon permanent workers at state-owned enterprises while leaving the majority of the workforce unprotected, personnel dossiers (dang’an) which marked citizens with “good” or “bad” political records, household registrations (hukou) that separated urban and rural dwellers, class labels (jieji chengfen) that categorized people into “five kinds of red” (hong wulei) and “five kinds of black” (hei wulei)—all served to divide society and foster subservience to the state. (Perry 2007, 11)

In order to challenge the established perception of what has been dubbed “anti-bureaucratism,” Whyte distinguishes between two distinct aspects of bureaucratization. On the one hand, he sees the term as referring to a process by which more and more elements of social life come to be governed by large hierarchical organizations (Whyte 1989). On the other hand, he draws on the finding that these organizations approximate the ideal type of bureaucratic organization based on legal-rational authority and formal rules and procedures rather than charismatic or other traditional types of authority. Because Mao and his supporters predominantly attempted to stave off this latter form of bureaucratization but effectively advocated charismatic instead of legal-rational relations, yet still overall wanted to increase state regulation of societal relationships, with the exception of the Cultural Revolution years, we cannot really describe Maoism as essentially antibureaucratic. At the same time, the Maoist concept of antibureaucratism was also the expression of an interelite conflict. The notion of a “class war” against, inter alia, “bureaucratic excesses” that formed the backbone of political campaigns was mainly devoted to attempting to oppose the old political and economic intellectual elites who still possessed cultural capital after 1949 (Andreas 2009; see also Selden 1993, 7–13). Consequently, collectivist ethics and efforts to level class differences targeted technocratic and/or bureaucratic groups.10 However, this “Red-over-expert power structure … in which incumbent managers and specialists were relegated to subordinate technical positions” (Andreas 2009, 269) became less important over time. Following the peak of this interelite conflict, the Cultural Revolution, the Maoist and technocratic elites converged under Deng Xiaoping and became the new ruling elite (Andreas 2009, 269–76; also see Walder 2015).11

A final feature of Maoism I would like to outline here is the link between nationalism and a rural populism that led to Mao’s voluntarism, that is, the attempt to “leap over” the country’s material backwardness by appealing to the morality of the people (Lieberthal 1995, 62–70). In contrast to the USSR, the party-state had neither a proletarian nor a liberal legacy to deal with.

Consistent with the absence of the class structure postulated in Marx’s writings, and with the role of the intelligentsia, free from loyalty to a particular class … Maoism is essentially “voluntarist”: that is, the aims of the leadership are seen as feasible provided they work hard, rather than provided the objective situation permits. The role of theory is thus changed from that suggested in Marx; for Mao theory is a somewhat eclectically selected element in public relations work, in the propaganda necessary to change consciousness, rather than itself a more or less accurate analysis of reality to guide practice. (Harris 1971, 174; see also Harris 1986, 170–86)

Voluntarism and its counterpart, the Mao cult, advocated hierarchical decision-making methods as well as the valorization of intuitive actions of the country’s leaders. The prevailing institutionalized voluntarism found expression in the plethora of production campaigns that were conducted like military offensives, a fact reflected in the language used by the CCP (“production brigade,” “grain front,” etc.). Linked to this was a tradition of “socialist education” where the “educator” guided the masses who, conversely, were infantilized. This, in turn, eliminated the party cadres’ individual sense of responsibility to a great extent. Under the overriding premise of acting “in the interests of the masses,” these cadres were able to discard their moral scruples (Saich 2004, 219–20).12

Between Command Economy and “Plan Anarchy”: Key Features of the Chinese Economy from the 1930s to the 1970s

To counter the myths that misrepresented the Maoist model of development as the brainchild of an insane dictator, an antibureaucratic idyll of farmers’ communes, and similar, Naughton refers to China’s GDP growth rates, which, compared to India, for instance, were relatively high (Naughton 2007, 140; see also Karl 2010). The average annual growth in GDP between 1952 and 1978 was around 6 percent. Industrial output increased by an average of 11.5 percent per annum between 1952 and 1978 (Naughton 2007, 56). Even as early as 1954, China had an investment rate of 26 percent of GDP, which is rather high compared to other developing countries. Particularly in the years of the Great Leap Forward and the Cultural Revolution, however, there were substantial economic downturns.13

During the course of its national modernization efforts, the CCP was able to build on the remnants of the prewar era (Bian 2005), including the industry that burgeoned in the early twentieth century in colonial treaty ports such as Shanghai, Tianjin, or Qingdao. Although this “enclave industrialization” was, for the most part, externally initiated and under foreign control to begin with, indigenous enterprises rapidly caught up (Hamilton 2006a). By the 1930s, Chinese-owned companies were producing two-thirds of the country’s industrial output (Naughton 2007, 44). In addition, we saw the emergence of large-scale Japanese government-sponsored industrial projects in Manchuria. Thanks to their qualitative importance (heavy industry), these projects played a far more significant role than their 14 percent share of total industrial output in 1933 might suggest.14

From an industrial policy perspective, the precursor of the practice of substantial state intervention and the political power of disposition over companies can be found in the Guomindang government. The relocation of industrial production inland from Shanghai during the Japanese invasion and World War II, for instance, was organized by the Guomindang Planning Commission (Bian 2005, chapters 2 and 3). In the early 1940s, state-owned enterprises in the territories that were not under Japanese occupation accounted for 70 percent of China’s capital. The CCP described the ruling powers at the time—almost in subconscious anticipation of their later impact—as “bureaucratic capitalists” (Au 2009).15

There was also evidence of path dependencies in terms of the organization of labor:

The emergence of the Maoist system in the 1950s was itself the result of path-dependent development based on industrial arrangements that arose during the Republican era under the Nationalist government. In the 1920s and 1930s, a newly established legal framework for industrial relations, along with state-corporatist tendencies, heavy-handed state intervention, and paternalistic practices to curb a high labor turnover rate among skilled workers helped lay down the preconditions for the socialist workplace (danwei) system. (A. Chan and Unger 2009, 6–7; see also Bian 2005, 167–79)

Certain conditions for industrial development were therefore already in place in the form of state ownership and authoritarian collectivism. Following the Japanese occupation, the ruling CCP gradually developed these conditions further—“institutional and ideological evolution, not revolution, explains the basic structure of state-owned enterprise and its ideology in post-1949 China” (Bian 2005, 213). After 1949, the state-controlled economic sectors were largely taken over by the CCP.16 Because large parts of (heavy) industry had already been nationalized by the Guomindang government, the subsequent expropriation policy implemented in the country’s urban centers could be concentrated on light industry. Now the CCP, which at this juncture had already split internally into separate factions, assumed the role of the national power elite as a form of substitute bourgeoisie (Ersatzbourgeoisie). In addition, many senior members of staff from the pre-Maoist Planning Commission continued to be employed under the rule of the Communist Party.

Overall, however, after 1949, China’s new elite was primarily faced with a myriad of unfavorable legacies. The years from 1937 to 1945 left the country with a desolate economic infrastructure, a financial crisis that manifested itself as hyperinflation, and an exhausted population subjected not only to fierce Japanese aggression but also repression under the Guomindang. The economy was also heavily balkanized.17 The decades of Chinese Nationalist rule, of the Japanese occupation of parts of the country, of war, and ultimately civil war meant that the victorious CCP was confronted with an economy that was on the verge of collapse (Herrmann-Pillath 1995, 54–59).

In the first few years following the anticolonial revolution and the victory over the Guomindang, China attempted to imitate Soviet development models (Gey 1985, 15–22). Global economic crises and world war had discredited Western capitalist development policies whereas, at the time, the USSR had the highest growth rates of all major economies. This was commented on retrospectively by Justin Yifu Lin, a former Chinese chief economist and senior vice president of the World Bank: “The collapse of the New York Stock Exchange [in 1929] … triggered a ten-year depression accompanied by enormous mass unemployment throughout the entire Western world. Apparently completely unfazed by this, the Soviet Union under Stalin picked this of all times to fully commit itself to transitioning from a poor agricultural country into a serious industrial and military power. There was therefore great fascination about Communism’s ability to do exactly as it promised” (J. Lin 2009, 56, my translation; see also Osterhammel 1989, 364–69).

China’s pragmatic alignment with the Soviet Union was nevertheless adapted to the country’s somewhat different conditions. It would therefore appear to be more accurate to refer to a distinctive form of Maoist industrialization based “to a certain extent, on a war communism mobilization regime with an emphasis on moral incentives,” characterized by dramatic changes in direction, each of which embodied different styles to foster national development (Gey 1985, 29, my translation; see also Dittmer 1987, 12–61).18

Following the period of economic recovery from 1949 to 1952 and a subsequent land reform (“New Democratic Politics”), the first Five Year Plan comprising a series of command economy adjustments was implemented between 1953 and 1957. In 1955–56, China was effectively a mixed economy. Only after this did we see the start of the top-down creation of collective production units in rural areas that later entered the history books as people’s communes. From then on, in the cities, companies became government-steered production plants, while the decision making took place in sector-specific ministries. Thus, individual business considerations were to be replaced by a focus on the national economy.19

Following a failed national campaign (the Hundred Flowers Movement), the Great Leap Forward20 was announced in 1958. This was aimed at increasing the party’s influence and accelerating industrialization but ultimately resulted in a withdrawal of human and material resources from agriculture, which culminated in a catastrophic, primarily rural, famine, further exacerbated by natural disaster. As a consequence, within the apparatus of power, the group in allegiance with Liu Shaoqi grew in strength. In contrast to the voluntarist policy of the mass lines, this group emphasized material incentives, profit as a measure of success, and the expansion of markets. This policy was later described as a version of the Soviet Union’s “New Economic Policy.” The group backed agricultural development and, within companies, supported the managers over the party committees. After a new growth phase, the Cultural Revolution from 1966 to 1976—with its power struggles between the different factions of the CCP and accompanying mass unrest and military mutinies—ultimately heralded a period of political instability and economic paralysis (see Leys 1972; Dittmer 1987, 77–107; Unger 2007; Walder 2015).

Because of their importance as prerequisites for the subsequent reform policy under Deng, I will now provide a more detailed description of the emphasis on industrial upgrading (1) and the structure of the Maoist command economy (2):

(1) Central to the Maoist developmental state was, in the main, a “Big Push” development strategy, which prioritized the expansion of heavy industry (including arms production) at the cost of consumption (J. Lin 2009, 82; Saich 2004, 241). The country’s profitable production plants provided the central state with considerable resources, which this fiscal authority, in turn, used to advance further industrialization.21

As in other developing countries, this was accompanied by a transfer of the surplus product from rural areas to the cities or rather to industry, which became a catalyst for social conflict (Aoki 2011, 19). Naughton refers to a key crisis mechanism that prevailed during this period of industrialization: “Every time the system really began to accelerate, it ran into fundamental problems. The economy would overshoot and hit its head on the ceiling. What was this “ceiling”? The ceiling was the inability of agriculture to rapidly generate adequate food surpluses, combined with the weak capacity of the system to generate productive employment for its abundant labor” (Naughton 2007, 79).

Land reforms and collectivization resulted in relatively egalitarian income distribution in the countryside (at the lowest level), which, at the same time, was juxtaposed with a privileged cadre group that had amassed all political power. The urban-rural divide was consolidated with the establishment of the hukou system in the 1960s: a strict system of household registration that ascribed people with a rural or urban residency status.22

As in the countryside, the CCP also promoted social homogenization in the cities. This was, however, in contrast with the privileges of the party cadres.23 The emerging danwei system, which involved the creation of an urban work and life unit encompassing place of employment, hospital, school, administration, and cultural services, at the same time also guaranteed bonuses for sections of the industrial working class. However, the significance of the danwei could not be reduced to an instrument of control: it also had economic, political, and social functions including a paternalistic role (acting as a type of substitute family), and, in addition, it provided identity (Heberer 2008, 94–98).24 At the same time, the All-China Federation of Trade Unions (ACFTU) was ascribed the role of an arm of the party within companies. The ACFTU was subordinate to the national goal of development of productive forces: “The general direction was definitively established in a 1948 report by Chen Yun in which he proclaimed a policy of ‘developing production, making the economy prosper, caring for both public and private, benefiting labor and capital’ for trade unions in liberated areas…. In order to do this, union leadership exhorted the working class to distinguish between ‘short term’ and ‘long term’ interests, i.e. to sacrifice immediate economic and political advancement for the good of the nation” (Friedman 2011, 48).

In 1950–51 and 1956–57, for example, labor disputes and worker discontent resulted in factions of the ACFTU distancing themselves from this position politically. However, these disputes were suppressed by the party and state leadership as “economistic” or “syndicalist” tendencies.25

Some authors have compared the industrial system during this period with the authoritarian structures of the twentieth-century war economies in the capitalist West: “Individuals were asked to sacrifice for the common national cause during speed-up-production mass mobilization campaigns that swept the nation one after another” (A. Chan and Unger 2009, 7; see also Walder 1986, 85–122). The country’s limited material development combined with Mao’s collectivist practices created a factory regime that can be referred to as a type of “bureaucratic despotism” (Burawoy 1985, 12). In terms of ensuring particular levels of performance, as in the early capitalist period of “market despotism,” coercion predominated over consensus. This resulted in workplace conflicts, even before the Cultural Revolution (Unger 2007).

However, certain segments of the working class profited from the focus on industrial development: in key sectors, the industrial labor force in state-owned enterprises26 in particular benefited from social security systems, unlike workers in the collective enterprises (C. Lee and Selden 2007).27 Anita Chan thus sees similarities between the Chinese danwei work unit system and the lifetime guarantee of employment in Japan’s bureaucratic-paternalistic postwar system (A. Chan 2006, 93).28

(2) To a large extent, the structure of the command economy was based on China’s regionalized national economy. After 1949, there was frequent friction between the provinces and/or between the provinces and the central state. In the 1950s, the central state leadership deemed it feasible to make the country’s individual regions into autonomous economies (“running on their own steam” as it were).29 This position in favor of a regional autonomy was also fed by fears of serious geopolitical clashes on China’s external borders as well as by the Maoist voluntarist tradition of making a virtue of necessity. The ultimate result of all this was a plan anarchy.

On the one hand, we had the state’s attempt, using the tool of “material balance planning” (Naughton 2007, 61), to issue commands assigning specific production targets to companies and allocating resources and goods among the different economic entities. Within the national planning organization, the allocation of planning responsibilities among the various sectoral ministries was fundamental, and the Coal Ministry (and indeed other sectoral ministries) had its own planning office. In order to ensure coordination both between the sectoral ministries and the provinces and to draw up a national plan (based on the orchestration of regional and national plans), the State Planning Commission, which was under formal control of the Chinese State Council, was assigned a key role (Lieberthal and Oksenberg 1988, 63–72, 137–45). Consequently, prices lost the function of regulating supply and demand. Furthermore, the monetary and financial system served primarily to develop the command economy, not to finance private investment (Jinglian Wu 2005, 217–19).

On the other hand, unlike the USSR but, to some extent, similar to its Eastern European vassal states, the planning system in China was less centralized and less tightly controlled, however (see Lieberthal and Oksenberg 1988; Lyons 1990).30 What Kornai referred to as “plan bargaining,” which prevailed in the countries of the Eastern Bloc, was a particularly apt description of the system in China (Kornai 1992, 121–24), where it evolved into competition between state-owned enterprises, (sectoral) ministries, subnational power elites, and collective enterprises, and within the army. Among themselves and in the struggle for the support of the higher-level authorities, these actors bargained over investment resources. Here, the fulfillment of planning targets was not always the decisive factor, but political maneuvers, bribery, and lobbying representatives of specific branches of industry were of equal importance.31 In China’s command economy, planners were not the only ones determining production, distribution, or consumption.

A vital component of the Maoist planning system, therefore, was the central-state efforts to coordinate the main subnational units, that is, the provinces. In reality, however, this resulted in a checkered history of decentralization and recentralization implemented in an attempt to get a grip on the macroeconomic losses of control (Lyons 1990, 40). From this, a regime emerged that essentially constituted a combination of local/regional and national planning. During this period, the command economy was therefore simultaneously controlled in both a “cellular” and “centralized” manner (Herrmann-Pillath 1995, 112).32

Two parallel systems existed. Roughly described, the key components of these systems are: a national ministerial planning organization, which supervised the centrally controlled economic units within the provinces, and a regional provincial planning organization, which, with the exception of the above-mentioned centrally controlled economic units, incorporated all other areas of responsibility in its plan. This planning logic was also flanked by other economic units with overlapping jurisdictions:

Abstracting from the sub-branches and tiers within each ministerial and provincial branch, there are four types of planned agents: provincial, provincial/central, central/provincial and central…. The two mixed cases are those subject to dual leadership, with either the province or the centre (i.e. a ministry) predominant. In the case of a provincial/central enterprise, the province is responsible for the production and financial plans, and the enterprise is accommodated in provincial balances. In operating its provincial/central enterprises, a province must comply with national plans and, in particular, must ensure any required “exports” from the province. The relevant ministries provide “guidance and support” and may supply some key inputs. In the case of a central/provincial … enterprise, a branch ministry is responsible for the production and financial plans, for providing most inputs and for distributing outputs. The province in which the enterprise is located handles political and ideological work, arranges “co-operative assistance” and supplies of locally controlled inputs, and receives in return a fixed share of the output or the right to have materials worked up after completion of ministry orders. (Lyons 1990, 41–43)

In the second half of the 1970s, only ten thousand enterprises were central or “central/provincial.” Both the overwhelming majority of state-owned enterprises (over seventy thousand) and the even larger number of collective enterprises were controlled by regional or local institutions.33 Many provinces therefore had considerable room for maneuver and a level of financial leeway that should not be underestimated. While the development of a heavy industry core and the distribution of important industrial goods were still centrally controlled in the 1950s, over time, the central power apparatus delegated the authority for numerous industrial enterprises to regional governments. Consequently, the Maoist era was characterized by a disparate economy, which also applied to the situation in the provinces themselves:

It was possible for a company to be located in a specific city and for it to be assigned to the municipal authorities and yet for that company to actually manufacture goods for a second enterprise which, although situated in the very same city, was in fact under the jurisdiction of the provincial authorities. Neither company had the power to directly decide their own supply relationships but both were required to first seek approval for their respective plans from the relevant—but different—administrative bodies. This of course had an impact on production. Where necessary, the manufactured goods still had to be delivered to the state supply office, which also maintained a branch in the city. It was possible for the input requirements of the second company to first need to be processed by the entire hierarchy of the State Bureau of Material Reserve until the enterprise possibly—but certainly not as a matter of course—was allocated the product by the local office of the State Bureau of Material Reserve, which, in turn, was produced by the other company located in the very same city. (Herrmann-Pillath 1995, 113–14, my translation)

This system of local and regional state ownership rights and the principle of different jurisdictions—according to which a company could be assigned to a subnational authority and yet functionally still be under the control of the central government—differed from the ideal type of command economy. Complex processes of negotiation between the different units resulted in economic plans with roughly formulated targets that generally gave the companies a certain degree of leeway in terms of their production decisions. The conflicting interests at different levels within the government apparatus could be understood as an expression of a “quasi market” in which those responsible were trapped in permanent barter activities and procurement efforts, although prices were still officially fixed and in fact only performed a limited allocative function (Herrmann-Pillath 1995, 116).

Accordingly, national planning also manifested itself as a competitive process—as a plan anarchy that was reflected in discrepancies between the central and regional plans as well as higher-level plan targets and the political considerations of local authorities and managers. The administrative command center’s attempt to unite a multitude of partially competing economic subunits using an overarching accumulation strategy failed (Lyons 1990, 53).

In order to establish a more detailed explanation of the radical change at the end of the 1970s, we now need to outline the main reasons for the turnaround under Deng.

The Crisis After the Crisis: The Erosion of Maoism in the 1970s

In the mid-1970s, it appeared that the nation was gradually recovering from the trauma of the Cultural Revolution. However, the escalating political conflicts within the party leadership from 1975–76 onward expressed social tensions that had only temporarily faded into the background. They reflected a weakening of Maoist self-definition, development policies, and the systems of the danwei and the rural people’s communes that had underpinned the daily and working life of the population (Dittmer 1987, 207–9).

The reorientation of certain sections of the power elite from the late 1970s was an expression of this predicament. However, Deng Xiaoping’s policies did not represent a complete break with the country’s economic history. Deng belonged to a camp within the CCP that advocated a pragmatic economic policy, unlike Mao’s model. In the 1950s, a fierce debate erupted between this right-leaning wing of the party supporting Liu Shaoqi and the left-leaning, or more precisely, voluntarist wing allied with Mao about the pace at which agriculture was to be collectivized.34 While Maoist voluntarism primarily (if not at all times) relied on the rural population and the party, the pragmatism of Liu and others developed a popularity among industrial workers and intellectuals that should not be underestimated. The Great Leap Forward campaign from 1958 and the establishment of people’s communes could therefore be implemented only in the face of significant internal party resistance (Kosta 1985). After 1961, on the instruction of Liu Shaoqi, aspects of collectivization were temporarily reversed, which meant, for instance, that plots of land were made available for private use. The agricultural policy implemented in the province of Anhui in 1962–63 created foundations for the subsequent strategy of land leasing.

China has never had a monolithic unified development model. This is another reason why it is inaccurate to describe the post-1978 reform period as a genuine break with the past. Deng himself, like Mao, attached great importance to national development. Communist policies and the CCP were vehicles for creating a prosperous and powerful China in a competitive global environment. Similarly, the wing of the party with an allegiance to Deng also saw the CCP as having an undeniably essential role as an instrument of modernization. The internal factions within the CCP were therefore ultimately proponents of different responses to one and the same national development issue. In this respect, the gradual change in party ideology after 1978 comprising a transformation of the CCP from a “class-based” to a “people’s” party was belated recognition of the nationalistic development policies targeting the entire “people.”35

To answer the question as to why the wing of the party with allegiance to Deng was able to prevail, it is essential that we first acquire an understanding of the severe crisis of the 1970s and the weakening of Maoist institutions and that second, we consider global economic and political processes of restructuring.

CHARACTERISTICS OF THE CRISIS

The slowdown in industrial growth between 1970 and 1979 marked a crisis in the success of the Maoist development process in China’s urban centers. Similarly, the rural population’s standard of living also stagnated (Selden 1993, 60). From the 1970s, the combination of slow industrial growth, the crisis in agriculture, supply shortages, and the resultant political and social discontent constituted a somewhat volatile set of circumstances (Lieberthal 1995, 297).36

The crisis among the country’s political leadership linked to this situation was, however, not yet sufficient to bring about significant change. After Mao’s death in 1976, the coalition of market-oriented reformers in the party and the rural periphery allied with Deng Xiaoping—based, inter alia, on a technocratic intellectual class—faced “Maoism without Mao” under Hua Guofeng (chairman of the Communist Party from 1976). The latter in particular insisted on reviving the command economy using traditional Soviet methods (D. Yang 1996, 441). Only the rise in social opposition created sufficient impetus to tip the balance of power within the political leadership in favor of the reformers.

The years from 1976 up until the Chinese democracy movement in 1978–79—the call for, among other things, the Fifth Modernization, in other words, democratization—and isolated worker protests in 1980 was a period of diverse social protest (Spence 1995, 774–83; Wenten 2011, 33–34). The root causes of the change in political direction can, therefore, be identified using a conflict model where the farmers and the working class forced the power elite to change course (Bernstein 1999, 204–5; Heberer 2008, 37–40). The April Fifth Movement (Tiananmen Incident) in 1976—mass protests triggered by the death of the beacon of hope, Premier Zhou Enlai—already illustrated this. The protests that took place during what was dubbed the Beijing Spring convinced the wing of the party allied with Deng Xiaoping that a change of course was a matter of urgency (Eifler 2007, 102–7; Xie 1993, 323). The rural population played a particularly active role in this. Food shortages coinciding with a crisis of confidence in the CCP consequently forced the party and the state apparatus under its control to authorize spontaneous land distribution. This paved the way for a return to family-centered methods of farming.

At the end of 1978, there was finally a breakthrough on the political level: during the Plenary Session of the Eleventh CCP Central Committee, Deng and his allies established themselves as the new ruling group. One year later saw the tentative, and, to a great extent, still unfocused, implementation of modified economic policy concepts. In order to overcome the resistance from the senior cadres within the party and the army (in Beijing, but also and particularly in the northern provinces), the group in allegiance with Deng endeavored to win the support of the subnational governments. The prospect of fiscal decentralization gave many local leaders hope that their existing room for maneuver would be expanded. In addition, productivity increases in the provinces of Anhui and Sichuan were linked to the reforms, bolstering the institutional strength of the reformers (Goldman and MacFarquhar 1999a, 7–8).37

As a look at global trends of this era reveals, it is no coincidence that the group of leaders allied with Deng Xiaoping advocating “institutionalized revisionism” (Dittmer 1987, 266) favored a partial liberalization route and, a little later, the controlled policy of opening up—although they still classified this as an increase in the efficiency of the command economy.

THE GLOBAL REFORM MOVEMENT OF THE 1970S AND NEW DEVELOPMENT POLICY MODELS

The Chinese leadership’s change of direction coincided with an unprecedented global economic situation—characterized by the end of a long period of growth after 1945 and the transition to the neoliberal phase of global capitalism. The propensity toward state-controlled economies that had prevailed from the 1930s had run its course (Altvater and Mahnkopf 1996; R. Brenner 2006; Harris 1986; ten Brink 2014b).

Worldwide, the changes observed in the 1970s—the end of the “economic miracle,” the crisis of Western Fordism, and a tendency toward stagnation on the “periphery”—created ideal conditions for neoliberal discourse. This also applied to developing and newly industrialized countries. If the West believed that Keynesianism had failed, then certain versions of development theory and Stalinist command methods would also be perceived as doomed in many less developed countries. Instead, Third World elites increasingly considered more liberal development models to be a viable alternative (Hurtienne 1988; Chibber 2003). Elites who, to a greater or lesser extent, had followed a policy of state planning and “import substitution” (Fröbel, Heinrichs, and Kreye 1988) now attempted to liberalize the economy, facilitate deeper integration into the global market, and increase the country’s focus on exports.38 Here, reference could be made to various positive role models: particularly in East Asia, there were a number of export-oriented economies, primarily Japan and what later became known as the “Tiger states,” on a successful growth path that served as the basis for creating a new development policy model.

Against this backdrop, socialist planning concepts were also increasingly beset by crisis. Since the 1930s, to an extent, the Eastern Bloc countries and China had represented the most extreme form of state intervention.39 However, the pace of their economic development continued to be influenced by the tempo of the global economy and the balance of power within the system of states. In the national context, the state-capitalist period that commenced in the 1930s permitted the model of catch-up industrialization with import substitution to embark on a relatively efficient catch-up process. With the increasing integration of the global market from the 1960s, this strategy reached its limits, however. Over the course of time, China’s autarkic ambitions lost momentum. The development of the forces of production, which was accompanied by close links between companies and individual states during the first half of the twentieth century, now evolved into a trend toward surpassing national economies. Endeavors in state socialist countries to circumvent the accompanying new international division of labor, as it transpires, increasingly hampered the efficient accumulation of capital. More recent research shows that the failure to adapt to the internationalization of capital flows is one of the key causes of the demise of these regimes (see Dale 2004; Haynes 2002). A flawed technology transfer as a result of isolation from the global market is one example of the dilemma created by an economy geared toward self-sufficiency. The closer a sector moved toward global product development, as was the case with the microelectronics sector, for instance, the more apparent the deficiencies of the model became. Here, the transition from Fordist to post-Fordist forms of production and employment was the least efficient.

The crisis of state interventionism and of command economies also hit the most populous Asian countries. For instance, even the power elites in India, who in the immediate postindependence period were still proposing to implement economic policy through development plans (the Bombay Plan), declared the end of Nehruvian socialism and, against a backdrop of economic stagnation, began to search for alternative accumulation strategies (Chibber 2003, 248–53).

Ultimately, the PRC underwent a similar development (Harris 1986, 163–69). As well as the inefficiencies in the state-controlled economy, the erratic foreign economic relations that prevailed during the Mao era were subject to criticism, particularly because global economic integration had effectively already become more relevant.40 The model of successful development exemplified by some East Asian economies, particularly Japan’s, which stimulated a wave of industrialization in East Asia, became a template here, which, of course still had to be given its own national form. Deng expressed this at the National Congress of the CCP in 1982: “[We should] learn from foreign countries and draw on their experience. But the mechanical copying and application of foreign experiences and models will get us nowhere” (quoted in Hartig 2008, 43). Making an implicit reference to the adoption of Soviet industrialization strategies, which had been fraught with problems, Deng pointed out that China had already “learnt many lessons in this respect.”

Particularly the economic dynamism of the neighboring countries was a role model for China, although it did not really admit to this (Goldman and MacFarquhar 1999a, 5). The proximity of Japan, whose economy was still in tatters around 1945 as a result of World War II and yet from the 1950s broke numerous growth records and in addition to competitive export industries also managed to create a modern consumer society, caused Mao’s achievements to pale in comparison. In China’s historical vassal states, growth was virtually unstoppable: “By the late 70s, South Korea had industrialized at a break-neck pace under Park Chung Hee and, most galling of all, the GMD [Guomindang] regime in Taiwan was not far behind. The pressure of this setting on the PRC was inescapable” (Anderson 2010b, 79). Although the city-state of Singapore could not really be compared with China, developments under the state capitalist, de facto one-party rule of Lee Kuan Yew after 1955 and the changes in political ideology from socialism to anticommunism and ultimately Confucianism suggested a possible path to economic modernization (E. Lee 1997, 54–71). Further, the economic stagnation in other state socialist countries weakened arguments in the Chinese party-state for blocking a transition.

A further development provided the pragmatic factions within the Communist Party leadership with the opportunity to drive the reforms forward and open up the economy: geopolitically, the position the People’s Republic found itself in after the Cultural Revolution made it easier for the country to change direction and move away from the Soviet Marxist path. From the early 1970s, diplomatic relations with the United States were resumed, and a bilateral strategic partnership was formed, which, from 1978, resulted in stronger foreign trade relations. It is also important to bear in mind that this gradual integration of China took place at the beginning of a global economic period of extensive free trade, which was accompanied by an increase in global economic activity. In this respect, the ramifications of the international crises occurring during the 1970s created favorable circumstances for the PRC, which prevailed over the coming decades. It was only in this context and in combination with the relocation of commodity and production chains toward East Asia and an increase in demand for consumer goods from the North that the country’s growth was able to succeed.

EXCURSUS: THE EAST ASIAN DEVELOPMENTAL STATE AS A ROLE MODEL

In fall 1978, Deng Xiaoping visited Japan. Impressed by the country’s level of development, he conceded: “I understand what modernisation is at last” (quoted in D. Guo 2009, 12). In the PRC, Japan, and other East Asian “late developers” in particular were (and still are) seen as role models, although this was initially virtually unacknowledged.

In analyses of East Asian capitalisms, the focus of attention (not only of the Chinese government) is the (authoritarian) developmental state (see Deyo 1993; Evans 1995; Wade 1990). However, we can really speak of an “East Asian capitalism” only at a high level of abstraction (Amable 2003, 102–4). Country analyses refer to stark differences between the various forms of capitalism in East Asia, despite the fact that virtually all the countries underwent a process of state-led, export-oriented industrialization. However, certain parallels cannot be denied, primarily as a result of similar historical experiences and similar geopolitical and global economic conditions.

A key catalyst for state dirigiste industrialization outside Japan were conditions of profound social crisis in the aftermath of World War II. This enabled the state bureaucracies to establish legitimate rule—a prerequisite for which was the submission of the traditional, now disorganized, ruling classes similar to the subservience of the subordinate groups—and to formulate and implement economic development strategies (Hamilton and Biggart 1997). Later, by focusing on external markets, various countries occupied trade niches in a comparable way, if at different points in time, and also achieved success in the field of export of more sophisticated industrial goods. As well as profiting from the expansion of world trade, this undoubtedly also benefited from the geopolitical order of the Cold War. The geopolitical architecture of the Cold War—particularly the inclusion of Japan, Taiwan, South Korea, Hong Kong, and Singapore in the U.S.-dominated bloc—created a type of safety net and made it easier for these countries to integrate into the global market well into the 1970s. The economic growth of East Asia resulted in close intraregional economic ties, which developed into an inner hierarchy with Japan at the helm.

From the 1970s, certain segments of China’s power elite became increasingly aware of the success of these regimes and the extent of the state’s regulatory capacity also in more market-based economies. This was the case despite the fact that mainland China was distinct from its development policy role models in various ways.

Interim Conclusion

This work represents an attempt to elucidate an interpretation of the modernization of China where the transition that took place from the 1970s is not seen as a complete break with the past but rather a gradual, if ultimately comprehensive, process of restructuring.

Contrary to the assumption of a transition from a command to a market economy, which is perceived as a systemic break, the transition that actually took place was from one form of national modernization, already imitating capitalist mechanisms—although this did not primarily draw on market forms (protocapitalism)—to a distinctive new variety of capitalist-driven modernization. Contrary to popular belief, the Maoist economy had a polycentric structure and created uncontrollable internal dynamics. At the same time, as opposed to the myth of cooperation and planning, the system was repeatedly fueled by irrationalities (plan anarchy). Just as in capitalist economies, where anonymous markets are not the sole factors determining which goods are to be produced and how they are to be manufactured, in China’s command economy, planners were not the only ones controlling production, distribution, or consumption. The Maoist period of the PRC was characterized by fragmented, anarchic attempts at coordination rather than comprehensive, forward-thinking, calculated steering and yet still served as a suitable foundation for later market reforms and for the drivers of capitalism to increase their impact. However, comparatively speaking, the country’s attempt at national development was an overall success according to quantitative economic efficiency criteria.

We can therefore not assume a sudden transition from plan to market. In reality, China’s social institutions underwent a process of change that culminated in a distinctive mixture of plan, market, and other forms of coordination. Old and new, internal and external traditions came together to form a unique synthesis of social change. Both the decentralized system (in comparison with the Soviet Union) and the lower level of industrialization created favorable conditions for gradual institutional changes. At the same time, this change was based on the emergence of a modern social structure: land reform and Maoist economic policies had disposed of China’s relatively unproductive, quasi-feudal system. The average level of education of the overall population was comparatively high.41

The root causes behind the transition under Deng were the deep social crisis after the Cultural Revolution and the gradual exhaustion of Maoist institutions and self-definition. The reality of a ruling system that exhibited characteristics of an intermittently random and contradictory complex of power with overlapping spheres of responsibility and whose government had been repeatedly shaken to its foundations since 1949 led segments of the power elite to the conclusion that they needed to explore new avenues. From a sociostructural perspective, this was facilitated by the convergence of Maoist collectivist and technocratic elites: “The new CCP leadership … insisted they were not abandoning egalitarian Communist ideals, only the destructive approach of class levelling. In the future, everyone would get rich, but some would get rich first” (Andreas 2009, 274; see also King and Szelényi 2005, 220–22).

It is also necessary—as assumed in my research framework with reference to an extended analysis of capitalism and to the power of the drivers of global capitalist development—to embed the global organic crises of the 1970s in this process. China’s path to liberalization is indeed part of a profound global change, although the country’s restructuring or, more precisely, the transformation of the relationship between policy and economy was quite distinctive.

The ambitious attempt, linked to China’s historical heritage, of national development with a transregional impact after Mao ultimately, paradoxically, combined aspects that had previously been ascribed to competing projects of the modern age—marketization and the party-state. This combination advanced a process during which Sino-Marxism fostered a transformation into a new variety of capitalist-driven modernity. The following chapters focus on the developments that China’s new ruling class set in motion from the late 1970s onward in order to secure their position of power by implementing gradual reforms, molecular processes of change, and model experiments.

The Emergence of State-Permeated Capitalism (1): Two Phases of Reform

With my historical account of China’s modernization process from an extended political economy perspective, I aim to prove that a key driving force behind the transformation of China’s economic and political institutions was the dynamics of a boundless and excessive process of accumulation. My analysis examines the role of competition in market-based and nonmarket-based types of coordination and presents a detailed account of how crisis-ridden market dynamics advanced the transformation of the state and, conversely, how state reregulation became a determinant of market expansion.

As described in the previous section of this chapter, China’s economic and political transition was triggered by the various crises in the 1970s. The trend toward the decentralization of economic decision making that was accelerated by this process by no means represented any form of targeted policy implemented by the party leadership under Deng. It would be far more accurate to see it as a result of a crisis-induced form of restructuring, which, over the course of time, led to permanent tensions between the process of market expansion and the problems of social integration. This was accompanied by external shocks such as the radical changes between 1989 and 1991 or the Asian financial crisis.

Although political decision makers implemented certain shifts in focus—from promoting the development of the country’s interior to favoring that of the coastal regions, for instance—initially, the transformation was certainly not a planned process, neither in an imperative sense nor in accordance with gradual reforms. What was, in retrospect, a reform process characterized by gradual change should not blind us to the fact that by no means did the CCP carry out well-engineered political and institutional reforms, particularly during the first phase of reform. This is especially valid considering that the term “gradualism” suggests calm and forward-looking steering capacity. In reality, the reform decades were permanently accompanied by social conflict, which, in turn, had an impact on how these reforms were implemented in practice. At times, there were also various internal ideological clashes between the power elites.42 Different factions within the apparatus of power demanded that the right “line” be toed. To a certain extent, reform years (1979, 1984, and 1987–88, for instance) were thwarted by antireform policies (in 1981–82, 1986, and from 1989 to 1991, for example). If at all, the course of events was defined by a transformation that had been characterized by successful experiments, that is, those that resulted in economic growth, in accordance with Deng’s maxim “to cross the river by feeling the stones.”43

The Four Modernizations, called for from the 1970s in the fields of agriculture, industry, science and technology, and national defense, functioned only as general cardinal principles and remained open to interpretation and local adaptations. Consequently, written political decisions cannot really contribute to an adequate understanding of the process of reform:

Party policies, usually in the form of “Document No. 1 of Year 19XX,” consisted mainly of vague statements. … If the documents had been taken seriously, no reform would have happened. The famous Resolution of the 1978 Third Plenum of the Eleventh Central Committee, for example, did not mention institutional reform in the agricultural sector. Rather, it reaffirmed that the production team “should remain unchanged” …—only for the whole commune system to be completely dismantled immediately afterwards. Like many other reform “policies,” the document itself was as remarkable for what it did not say as for what it did, as it was open to interpretations, negotiations and reversals. (Z. Zhu 2007, 1504)

The key institutional innovations were not inaugurated in the chambers of the Politburo but introduced by countless nameless local actors, frequently in the form of informal strategies that circumvented the rules.44 The unintended consequences of the policy of opening up were also of fundamental importance: for example, the state leadership under Deng Xiaoping actually regarded the creation of a series of Special Economic Zones as just a limited experiment. However, over the course of time, the party and government leadership developed the ability to harness the benefits of positive local experiences nationwide. The majority of the pivotal reform initiatives were first tested in the form of pilot projects in local trial runs before they were rolled out across the country.

The following section focuses on the key developments of the reform period that, in China research, is usually subdivided into two phases. Because the process of reform achieved its first successes in the agricultural sector, that is, higher growth rates, profits, and productivity gains, I will begin with the reform of rural areas. Next I will present the institutional change in the urban commercial sector, with particular reference to the interplay between economic and political actors. Finally, by describing the restructuring of the state apparatus, the transformations of the financial market, and industrial relations I outline other institutional spheres that I presented in Chapter 1 as key dimensions of capitalist social orders.

As described above, China’s pre-1980s economy was structured in the form of a national sectoral and regional system. While, in the sectoral system, the national ministries, which maintained branch offices in the relevant regional authorities, were at the top of the hierarchy, the regional system had a decentralized structure. Here, the relevant regional authorities were entrusted with the regulation of state-owned enterprises and other economic units. The coexistence of these two systems resulted in an unstable relationship between them and disputes over issues concerning the national chain of command (plan anarchy).

The administrative reforms implemented from 1979 onward resulted in a shift in power toward local authorities. The group allied with Deng was partly able to prevail over the conservative forces supporting Hua Guofeng because it “[bought] support from local cadres by granting them more control over resources as well as positions in the bureaucracy, enabling the cadres to participate in the economic success of the enterprises in their area of responsibility without having to bear the corresponding risk in the event of economic losses (caused by the reform)” (Krug 1993, 72; see also Shirk 1993, 208).45

During the first phase of reform from 1978, the extent of the central state’s influence declined, but the second phase of reform, from the 1990s onward, in contrast, was characterized by extensive attempts to create more freedom to act for the central state. Overall, the processes of capital utilization became more important determinants of state policy than previously.

Reform of the Agricultural Sector, Market Expansion, and the Rise of Township and Village Enterprises

Between 1978 and 1984, China’s collective agricultural production units were effectively replaced by small-scale family farms. The “household responsibility system” allowed the long-term leasing of land, which was, over time, increased to fifty (and later seventy) years.46 This, in turn, provided individuals with an opportunity to produce autonomously: “With the elimination of the workpoint system in most units after 1982, the household replaced the collective as the primary agricultural production, income-generating, and distribution unit” (Selden and Lu 1993, 192–93). A downward transfer of authority from the old “production teams” (typically thirty to forty households) to individual households marked a trend toward informal privatization that required tough physical labor from the farmers.

The local CCP decision makers were heavily involved in the restructuring, despite the fact that local party cadres repeatedly opposed it for fear of losing power (Shirk 1989, 341–42). In the meantime, the central government eased the sales conditions for farmers: “Procurement targets were stabilized and slightly reduced; procurement prices were raised; and, most importantly, prices for farm deliveries above the procurement target were raised dramatically. …In order to pay for the policies, planners in 1979 had to reduce investment, double grain imports in three years, and chop back the ambitious technology import program” (Naughton 2007, 89).

After the share that had to be transferred to the authorities had been deducted, the crop surpluses that exceeded the plan targets could be sold at a profit in newly emerging markets. By 1983, this system had been adopted throughout China, almost without exception. In 1984, boosted by increased use of synthetic fertilizers, the grain production output was one-third higher than in 1978. This represented a breakthrough in terms of eliminating food shortages.47

Overall, the hours of labor required to cultivate grain decreased, and many farmers used the additional time to diversify their crops or to work outside the agricultural sector. The result was social differentiation of the farmers. After the people’s communes collapsed and consequently ceased to attract investment, the resources that were freed up were channeled into rural small and medium-sized enterprises (SMEs). The rise of collectively owned enterprises (COEs), or, to be more precise, township and village enterprises (TVEs) began at the time. These enjoyed a golden age up until 1996 and played a catalytic role in the elimination of the plan anarchy. They operated outside the national plans and, in the 1980s, became an engine for growth in the coastal provinces of Jiangsu and Zhejiang, for example (Naughton 2007, 271–93; Saich 2004, 251–53; Shirk 1989, 355). Their influence also extended to urban areas, where they presented considerable competition for state-owned enterprises. The number of people employed by TVEs grew from 28 million to 135 million between 1978 and 1996, and TVE managers were frequently the heads of village or township administrations.

The key reasons for the rapid growth of TVEs until the mid-1990s were:

•  an exceptionally high labor supply and the commensurate low wages that are correlated with labor-intensive production;

•  remarkably high profitability—profit rates of 30 percent were the norm in the 1980s, a phase where TVEs often filled demand niches;

•  a supportive institutional framework, that is, local village governments, initially the de facto owners of many TVEs, who were also their enthusiastic proponents. This still continued during the second phase of reform when the TVEs formally became private enterprises. This situation ensured that rural enterprises paid very low taxes and, indeed, were frequently also exempt from national taxation. Local governments acted as investors funding the development of production infrastructures. In addition, a certain proportion of Chinese rural household savings, which skyrocketed during the 1980s, was invested in TVEs, partly via informal credit institutions (Cho 2005, 38);

•  a revival of traditions of merchant capitalism in the coastal provinces of Jiangsu and Zhejiang, for instance;

•  competition linked to the country’s regionalized structure: although, to a certain extent, individual townships operated miniature command economies, ultimately they still competed with thousands of other villages to become attractive business locations. This competition also fostered hard “budget constraints” (Kornai 1992): in contrast to the higher levels of government, the village governments did not really have the option of introducing safeguards in the interests of their companies. For example, they very rarely had access to sufficient funds to sustain local enterprises in the event of an economic crisis (Montinola, Qian, and Weingast 1995, 68).

•  international factors: in coastal provinces such as Guangdong or Fujian, foreign direct investment or FDI (initially, largely from overseas Chinese from and via Hong Kong) stimulated the growth of TVEs and the emergence of tens of thousands of producers of consumer goods.

From the 1980s, this entailed an evolutionary transformation with adaptive institutions taking center stage: de facto private companies were established in the guise of collective enterprises (COEs and TVEs). Prior to 1988, it was prohibited to run a private company with more than eight employees. One solution enabling the establishment of larger private enterprises was to register the company as a COE or TVE.48 The rule-breaking practice of “wearing a red hat” (dai hong maozi), which was a commonly used phrase in everyday language, demonstrates an informal adaptive institutionalization that gradually altered the institutional framework of company management (see ten Brink 2011a). The success of this practice of creating de facto private companies was increasingly accepted by both the local political authorities, which had an interest in local economic development, and by proreform leaders within the national power elite (Tsai 2006, 2007; see also Holbig 2004).

These processes of layering formal institutions with innovative informal practices resulted in an institutional conversion: the party leadership responded with an official change in their attitude toward the private sector and institutional adjustments. As early as 1988, the State Council implemented a reform of company law with the new Private Enterprise Law and “a subsequent constitutional amendment acknowledged the private sector as a supplement to the socialist public sector” (W. Chen 2007, 60). From then on, we increasingly saw the creation of legitimate private companies (Walder 1995, 268).

The new enterprises soon presented serious competition for the SOEs as described by Naughton in his summary of the first phase of reform: “Entry of new firms combined with adoption of market prices on the margin led to enhanced competition and began to get state-sector managers accustomed to responding to the marketplace. Gradual price decontrol was essential. Competition eroded initially high profit margins for state firms and induced the government, as owner of the firms, to become more concerned with profitability…. The economy gradually grew out of the plan” (Naughton 2007, 97).

Overall, the reform measures initially restricted the capabilities of the political authorities to directly siphon off the newly created surplus product. Command economy mechanisms were replaced by market mechanisms, and this redefined the relationship between political and economic actors: the way was paved for an “entrepreneurial” society where not only SOEs operated but also private and other “collective” enterprises. Unlike black markets in other command economies, market-regulated sectors grew out of the plan (see Naughton 1995).

The second phase of reform, from the 1990s, saw another transformation of TVEs. Growing problems acquiring investment loans from the credit institutions increased the pressure to restructure: “In a nutshell, TVEs … could develop speedily in particular once they received support by local governments to get access to credit. This privileged position was lost in the first credit crunch in the early Nineties…. This resulted in a strong pressure for restructuring. The most famous case is the so-called “Sunan model” [an industrial model primarily controlled by local political actors] which was silently and stepwisely dismantled after the crunch” (Herrmann-Pillath 2009, 129).

Additionally, especially after 1996, a more competitive environment put the TVEs under pressure and reduced their profit and growth rates. Larger urban enterprises in particular were now increasingly operating in the fields that were once dominated by the TVEs. A significant wave of TVE privatization followed.

As the section on the transformation of industrial relations below shows, this trend toward privatization was promoted by granting formally private enterprises more leeway in terms of the regulation and remuneration of employees than SOEs or COEs. At the same time, even following privatization, the managers of the TVEs were frequently still able to retain their positions of power (for an account of insider privatization, see H. Li and Rozelle 2003).

The Transformation of Urban Centers and Industrial Sectors

In contrast to the agricultural sector, the process of restructuring in the urban sectors had to overcome more significant hurdles. Unlike agriculture, which was only marginally mechanized, the organization of industrial production was regulated by more complex dependencies that made it more difficult to introduce market mechanisms (Saich 2004, 253–63; Shirk 1989, 332–40). The transformation can be divided into two phases: the phase from 1979 to 1993 and the phase after 1993.

THE FIRST PHASE

Against a backdrop of growing competition created by rural non-state-owned companies, the first phase of the transformation, commencing in 1979, is characterized by limited opportunities for private economic activity and free product marketing as well as decentralization through the transfer of economic power to the local political level. The new concepts followed on from previous reform initiatives within the party.49

At the company level, distinctive new performance incentives advanced the transformation of industry. However, curtailing the economic planning system did not immediately result in the company management having more decision-making authority. Generally speaking, it was initially the local governments that were able to expand their powers of intervention. Although the grip of the central state authorities was loosened, close ties between local political authorities and companies guaranteed a high level of nonmarket allocation, despite the fact that these alliances were in competition with other alliances (Nee and Su 1996, 116–24; Nee 2005). Local governments became the holders of residual interests, even if they were not directly involved in business activities themselves. This meant that they were entitled to shares of ownership and profit. Up until 1992, local governments were able to substantially increase the proportion of industrial output under their control. At the same time, between 1985 and 1992, the share of locally controlled foreign investment, which had, in many cases, previously been handled by the central government ministries, increased dramatically (Montinola, Qian, and Weingast 1995, 62).

The reform of state-owned enterprises can be subdivided into three stages from 1983 to roughly 1993. During the first stage, the central government increased the authority of SOEs, and the separation of sectoral ministries and companies was gradually driven forward. This meant that a share of the companies’ profits could be retained and reinvested as that company saw fit. As part of enterprise reforms, in a second stage, the “management responsibility system” was introduced for managers, and a new definition of an enterprise as a relatively independent producer with autonomous management was codified.50 Thus, the separation of government property and managers’ power of disposition could be accelerated.

A third stage saw additional restructuring of SOE corporate governance, by, inter alia, further loosening the government’s grip on management. In the 1980s, the majority of SOEs were still subject to a fixed plan for the lion’s share of their production. However, by the early 1990s, they were able to use more and more of their capacity for the production of goods to be sold on the market. This resulted in a two-pronged price system where command economy price setting and market-regulated prices coexisted. As a rule, goods had both a (frequently low) price set by the state and a (normally higher) market price.

The juxtaposition of the two price systems was reflected in how the financial revenues were distributed. Whereas in the past, these revenues had to be transferred to the government, initially, the local political authorities in particular now agreed to collect only a predetermined share of the profit—thus tacitly limiting their rights of disposal over the relevant company. This allocation of the rights of disposal and control increased operational autonomy: the management, previously obliged to fulfill public production targets, now became more focused on maximizing company profits (Nee and Su 1996). SOEs now had to pay taxes of around 50 percent of their surplus. The profit that remained with the company acted as an incentive for higher industrial growth. The management had the power of disposition over “internal resource allocation, the residual profit from market production, and also the right to capital utilization. The latter included the right to make investments as well as the right to transfer capital” (Krug 1993, 202, my translation).

SOE managers were increasingly motivated to act in a more market-oriented fashion. After 1984, they successively replaced the CCP functionaries as company decision makers. State Council directives further relaxed the regulation of corporate industrial relations—the system of the “iron rice bowl,” for instance, which entailed life employment for industrial workers—by transferring authority to plant managers to dismiss staff and, at the same time, to reward employees with promotions or bonuses.

However, overall, these developments did not result in the “transition from redistributive to market coordination [shifting] sources of power and privilege to favor direct producers relative to redistributors” (Nee 1989, 663) as liberal theories had anticipated. This was because, ultimately, it was also the forces of “redistributive” power, that is, state actors, who knew how to make the most of the new opportunities offered by the market (Szélenyi and Kostello 1996).

This situation explains why the political decision makers relinquished some of their control over the wealth created. First, against a backdrop of years of instability and hardship, a large number of local political leaders were already inclined toward testing new approaches to development. Second, changes in tax legislation introduced in the 1980s offered greater financial flexibility. This compensated for possible losses incurred during the course of local economic reforms: local governments were able to profit substantially, increasing their income through levying taxes such as land transfer fees when industrial parks were developed or land was leased. The relative loss of influence was offset by growth in tax revenue. Third, the consequences of transferring decision-making powers to the managers exerted significant pressure to move toward further marketization, which even the antireform cadres were not really able to oppose. Fourth, informal, and later formal, privatization provided many political actors with an opportunity to increase their own personal wealth. Fifth, the dynamic growth in local political economies improved the financial levying potential of the central state, which, overall, contributed to a weakening of antireform factions (Wank 1999, 228).

CRISIS-INDUCED TRANSITION TO THE SECOND PHASE OF RESTRUCTURING

In the 1980s, the tendency toward decentralization resulted in macroeconomic targets being repeatedly undermined by overlaps in areas of responsibility and divergent local interests. At the same time, central government policies were not consistently implemented. This resulted in an implementation gap, that is, a discrepancy between the objectives set by the central government and their implementation at the subnational level. The increase in the decision-making powers of the provinces as well as the cities and districts led to a complex conflict between the implementation of targets and local variations.

Far from creating a stable configuration, the first phase of transformation led to a social crisis that was signaled by economic destabilization as early as 1988. In addition, the removal of further price controls resulted in inflation. In 1989, around three million TVEs went bankrupt or were taken over by other TVEs while a large number of SOEs, on the other hand, were subsidized (Montinola, Qian, and Weingast 1995, 68). The crisis culminated in the Tiananmen Square protests of 1989, which was far more than a student movement and signified a serious threat to social integration, particularly in China’s urban centers. In retrospect, the 1988–89 period can be “seen as a crisis in the relations of production, which almost brought about regime change because of its impact on the accumulation regime (early signs of hyperinflation in 1988) and which, with the 1989 civic movement, also jeopardized social consensus” (Herrmann-Pillath 2001, 196–97, my translation). The Tiananmen intermezzo51 led to a conservative rollback between 1989 and 1991 that was eventually brought to an end by the party’s reform wing in early 1992.52 On the one hand, the brutal suppression of the protest boosted the determination of the regime to use everything within their powers to avoid a collapse on a par with that of the Eastern Bloc. At the same time, however, after a period of stagnation, there was a growing perception that the reform process had to be driven forward by hook or by crook, even if it meant the regime paying with its own demise. The transition to a market economy had now become an explicit objective of the reformers.

THE SECOND PHASE

From the 1980s, indicators such as business competitiveness and profitability successively replaced the fulfillment of the plan as criteria for success. At the same time, significant demand for modern consumer goods had developed. The CCP responded to this at its Fourteenth National Congress, in October 1992, by expressing an official commitment to a “socialist market economy.” Combined with Deng Xiaoping’s famous visit to the flourishing southern coastal regions (nan xun), which set the agenda for the National Congress, this can be seen as symbolizing the start of the second phase of transformation.

Admittedly, economic development still had its own unexpected dynamics. From the central government’s perspective, the first phase of reform resulted in a quickly growing, if regionally splintered, economy. Because the Beijing state leadership was reluctant to give decentralization a radical new organizational framework, its relationship with the local and regional authorities was frequently based on agreements that were negotiated individually. Further, while the domestic economy remained fragmented, at the same time, the coastal regions became increasingly transnationalized (Herrmann-Pillath 1995).

I will now outline key factors in the second phase of transformation: (1) a new level of corporate restructuring, culminating in the privatization of SOEs and a successive increase in non-state-run enterprises; (2) the de facto end of the two-tier pricing system53 and an increase in regional competition to attract business and investment; (3) an increase in the rate of investment; and (4) the establishment of (local) public-private growth regimes that were often based on close interpersonal alliances. Additional factors included the restructuring of the political system and reform of the financial system and of industrial relations and social policy.

(1) Corporate restructuring. In 1978, the local and central government SOEs produced 77 percent of total industrial output. COEs, nominally in the hands of the workers, but in real terms actually under the jurisdiction of the local governments and party cadres, accounted for the remaining 23 percent of industrial output. By 1996, the SOEs were producing only 33 percent of total industrial output. Collectively owned enterprises (primarily the TVEs) accounted for 36 percent, private firms (particularly smaller businesses) produced 19 percent, and foreign-invested enterprises (FIEs) achieved 12 percent (Naughton 2007, 300; Nee 2005, 66).

During the second phase of reform, the private sector grew more rapidly than all other sectors. The Company Law of the People’s Republic of China, which entered into effect in 1994, and the replacement of direct party and state controls with more autonomous company boards were a milestone on the path toward a more market-oriented industrial structure, which led to the creation of new private enterprises and a decline in the number of SOEs (Jinglian Wu 2005, 198–204). The step toward de facto privatization, which the government had prevented up until that point, now became possible for certain areas of the economy.54

Previously, increased competition, not only created by the entry of TVEs and privately owned enterprises (POEs), but more and more frequently also by international investors, resulted in a drop in profit margins, particularly for the local SOEs (Naughton 2007, 304–5; Nee 2005, 68; see also Gallagher and Ma 2011; D. Yang 2004), whose debt levels had also risen. At this point, the government’s economic policy strategists developed a plan to address the situation that went down in the annals of history as “grasping the large, releasing the small” (zhuada fangxiao). From 1995 to 2000, three-quarters of all local SOEs had been subject to restructuring measures ranging from rationalization to formal privatization. At the same time, this process showed considerable regional differences, and/or more comprehensive restructuring measures were carried out only with a time delay (Oi and Han 2011; Zeng and Tsai 2011). Between 1995 and 2006, the number of SOEs was halved (J. Chen and Wang 2010, 44) with thirty to forty million employees laid off (Andreas 2009, 251; Y. Cai 2011, 84–87).

The remaining state-owned enterprises obtained the right to sell company shares. The increase in joint-stock corporations after 1994 thus had the greatest impact on the SOEs themselves. At the same time, from 1995 onward, the majority of SOEs were ultimately transformed into tax-paying companies, which meant that their corporate budgets were separated from the public budget. The board and management of the companies that had restructured to become joint-stock corporations were frequently recruited from among the previous management staff.

However, by no means did this result in a transition to a liberal market economy. Because companies continued to be closely linked to government actors and to rely on government assistance for their reproduction, the state authorities maintained a key role, particularly at the local level. Further, the government pursued a strategy of privatizing smaller SOEs while maintaining control over state-owned enterprises that were categorized as strategically important. As part of this concept, in 2003, control of the largest SOEs was transferred to a new organization, the State Asset Supervision and Administration Commission (SASAC). This commission was founded by consolidating an enterprises working committee from within the CCP’s Central Committee, parts of the Ministry of Finance, and the Bureau for State-Owned Enterprises of the State Economic and Trade Commission (SETC): “[SASAC] was designated as the agency responsible for exercising the central government’s rights of ownership of nonfinancial firms. Subsequently, during 2004 and 2005, local SASACs were set up at the provincial and municipal level as well” (Naughton 2007, 303).

(2) Regional competition to attract business and investment. Regarding the effectiveness of capitalist driving forces in the PRC, the increasing competition on expanding markets during the process of reform appears to have dictated the pace. This competition stimulated economic growth. Through targeted industrial and fiscal policies, subnational governments used their relative autonomy to attract (domestic and foreign) investment and compete with other regions.

During the first phase of reform, domestic competition displayed strong protectionist characteristics (Shirk 1993, 185–87; Wedeman 2011), but this was tackled relatively successfully during the second phase.55 Instead, we saw the development of economic competition between the regions to attract industry and investment projects. As the following example illustrates, this applied (and applies) in particular to municipal and township governments:

Worried that Xiqiao [a township within the Nanhai district of the city of Foshan, in the province of Guangdong] might lose its standing in the national textile market, they [the township leaders] keep a watchful eye on the major centres elsewhere in China that produce chemical-fibre cloth. In 1995 a group of township officials led by the township head took an investigative trip to the textile centres in Zhejiang, Xiqiao’s major competitors, and returned with warnings that these were gaining on Xiqiao. Anxious for Xiqiao to strengthen its competitive edge, the township authorities decided to subsidize purchases by Xiqiao factory owners of a new generation of looms that cost some Y120,000 apiece. The Xiqiao government now provides a low-interest soft loan of Y20,000 for each new machine. In this and other programs to provide support to the private sector, the township administration (similar to the village governments) generally favours the more prosperous, larger entrepreneurs, feeling that they have the best chance of expanding local production against outside competition. (Unger and Chan 1999, 65)

The increase in competition during the course of economic and political decentralization and selective liberalization of the trade and investment regime—particularly in the coastal regions, less so in the western and northeastern provinces—was described by economists in the mid-1990s using the model of “market-preserving federalism” (Montinola, Qian, and Weingast 1995). According to some experts at the time, from then on, particularly in terms of the decentralized delegation of authority over economic, fiscal, and financial policy, the People’s Republic of China essentially had more of a “federal” structure. Although local governments often had extensive control over the local economy, companies were still subject to hard budget constraints (Montinola, Qian, and Weingast 1995; see also Zheng 2007). Despite the fact that the central state occasionally intervened in local economies’ monetary and regulatory affairs, they largely confined their interventions to the prevention of protectionist measures, however. Below the central government level, there were now virtually no constraints that could reduce the powerful incentives to improve competitiveness. However, as will be shown, this finding should not be overextended, as has been revealed by recent recentralization efforts, in particular.56

(3) Increase in the rate of investment. During the second phase of reform, growth was increasingly stimulated by a rise in the rate of investment: “In essence, China subordinated most institutional issues to the quest for a high and adequate investment effort…. The leadership was alarmed at the under-investment of the early 1990s. … As a result, they focused institutional development on measures that would strengthen the government and restore its ability to lead investment programs” (Naughton 2009, 11).

Investment-driven growth was based, first and foremost, on infrastructure modernization: “As late as 1990–1992, China was investing only 4 percent of GDP on physical infrastructure (narrowly defined as transport, communications and electricity). The extra-ordinary saver and investor we know today only emerged after the mid-1990s, after almost 20 years of successful reforms” (Naughton 2009, 11). The construction of the Three Gorges Dam was just one of many such infrastructure projects.

The following steps contributed to a higher propensity to invest among both private and state actors: a reform of the tax system increased the central government’s resource base; the retention of after tax profits increased SOEs’ willingness to invest; a few, primarily state-owned, enterprises were subject to pressure of competition in key infrastructure sectors (telecommunications, power, and aviation, for instance) and therefore compelled to invest constantly;57 establishment of new actors in the financial sector, such as the policy banks, systematically channeled resources into the infrastructure sector; and, the competition-driven propensity to invest of local governments and businesses also made a significant contribution to ensuring that profits were reinvested. The expansion of investment came at a price, however: regular overheating of the economy.

(4) Public-private growth alliances and guanxi networks. During the second phase of reform, the development of public-private alliances between government institutions and companies as well as close interpersonal networks (guanxi) became cornerstones of the new Chinese capitalism. To illustrate their relevance and particularly the development of an “entrepreneurial state” (including the founding of companies by government actors)58 requires an examination of the broader institutional framework within which these actors develop and use their entrepreneurial resources. In China studies, the term “local state corporatism” is used to describe this development (see Duckett 2001; Holbig 2004; Howell 2006; Oi 1995; Walder 1995).

As already intimated, over the course of the reforms, the subnational political units frequently adopted the role of a local developmental state. In addition to the functions linked to this role—promoting market reforms and local development, primarily indirectly via subsidies and the creation of infrastructures, and so on—some state authorities intervened directly in the economy. The entrepreneurial state at local level founded companies and/or subjected state-owned or collective companies to restructuring measures and thus played a central part in the country’s economic growth. Here, in some instances, individual state institutions and local government officials were not acting in pursuance of a broader local government project but rather in the interests of generating personal profit: “Indeed this activity is best termed “entrepreneurial” because it involves individual departments investing directly, to generate income, in businesses that operate in a market environment. In these cases, individual departments invest their own finance in businesses, which therefore differ from traditional state enterprises that receive budgetary funding as designated in state plans. Moreover, they do so to employ some of their own staff and to generate profits for themselves rather than for local or central government” (Duckett 2001, 28).

In order to explain why, in the Chinese context, it was not only private businesspeople who assumed an entrepreneurial role, but also local governments, I combine several arguments. First, as mentioned above, informal (and later formal) privatization provided many political decision makers and public officials with an opportunity to increase their own personal wealth. For this reason, the TVEs, for instance, which were de jure collective enterprises, were run like private businesses. As typified by the “wearing a red hat” phenomenon, profitability considerations served as incentives for investment and innovation activity, particularly in the lower echelons of government: “the private incentives are larger as one moves down the hierarchy of government, to the point where in many rural townships and villages local officials have something functionally equivalent to an ‘equity share’ in public firms that ties their personal and family income directly to the growth and prosperity of local industry” (Walder 1995, 292).

Second, an increase in market mechanisms and competitive imperatives increased competition to attract business and investment among local governments (Naughton 1995). The presence of a large number of competing government bodies at different levels removed an important basis for the assumption that soft budget constraints persist in state-controlled economies (see Kornai 1992). These soft budget constraints usually result in paralysis of economic activities: “The analysis of soft budget constraints usually proceeds as if there is only one owner in the economy, ‘the state,’ although in fact [in China] there potentially are as many owners of public enterprises as there are government jurisdictions” (Walder 1995, 268; my emphasis). There was, therefore, an extremely large number of competing companies and subnational governments, all of which were striving to improve the economic performance in their territory. Here, government officials often substituted entrepreneurial activity. Additionally, at the lowest administrative levels, another assumption of the theory of soft budget constraints was relativized: unlike the higher echelons of government, which had to manage an unimaginable number of companies, there were fewer businesses to be regulated at the lower levels of the hierarchy. This increased the likelihood of efficient corporate management running a profitable company. In the early 1990s, the central government’s ministries and bureaus were still responsible for the management of around four thousand SOEs in a wide range of sectors. The average number of companies the provincial and municipal governments had to manage was considerably lower (Walder 1995, 273–76). At the district level, the corresponding figure was only thirty companies on average, while in villages and townships, it was just four.59

Third, within the public-private networks of probusiness government officials and their partly private, partly parastatal business partners there were further incentives for the local governments to promote entrepreneurial activity. This included the leasing of land to companies that promised to generate good profits, particularly in China’s coastal regions.60 As a result of the reform of the tax system, there was also an increase in local revenues, particularly through business taxation and other extrabudgetary items (Oi 1995, 1137–41). On the one hand, the likelihood of being able to access resources from the higher level regional authorities decreased, particularly as a result of central government public sector cuts. This meant that, from that point on, local economic areas were subject to hard budget constraints in this field, too (Burawoy 1996, 1107; see also Walder 1995, 280, 292).61 On the other hand, local governments systematically invested their own resources into promoting the development of their territory. In this context, Burawoy refers to significant differences between development in China and in Russia:

In China regional and local governments strategize how to generate more resources from below whereas in Russia they strategize how to extract resources from above…. Social ownership is a decentralized property relation but not yet privatized. Managers cannot freely dispose the capital they use but they may control income flows, use of capital, and production…. The local state, can both monitor enterprise managers and apply sanctions for malfeasance. Indicative planning can actually work quite effectively at this level. Even where enterprises are nominally private they are dependent upon public enterprises, often in the urban areas, for orders and supplies, and on the local government for loans, subsidies, licenses and so forth. The distinction between social and private ownership loses its significance. In Russia, on the other hand, property relations have been privatized so that the state lost control over local resources. (Burawoy 1996, 1108; my emphasis)

Overall, it can be said that the lower subnational levels not only contributed to economic efficiency and/or profit increases but also created close alliances with parastatal and increasingly private companies for this purpose. A situation arose in which the economic behavior of “government” decision makers as well as managers of SOEs or COEs could be viewed as analogous to “private” actors.

The public-private regimes were and are still based on close interpersonal and frequently informal relationships (guanxi) between companies, local government officials, and party cadres. This is illustrated by the following example:

According to Ms. A [proprietor of the furniture company AB Furniture], the rapid growth of AB Furniture in the late 1980s endeared her to top government officials in the township where AB was located. Therefore, starting with strong political contacts at the local level, Ms. A became a representative in D city’s PCC and a member of one of D city’s district-level People’s Congresses in 1993. In 1996 Ms. A moved up a further step and became a representative in the D City People’s Congress. Finally, in 1998 Ms. A was invited to serve on the D City Quality Inspection Association…. Despite Ms. A’s refusal to acknowledge direct links between AB Furniture’s development and her political activities, … her political standing has yielded a standing in China’s political system for AB Furniture. AB thus enjoys greater respect from government officials and the bureaucracy works faster, better, and with less trouble…. Specifically, AB Furniture has benefited in the following rather direct ways from Ms. A’s political guanxi networks. First, the granting of official awards, such as the “famous brand name” award on the provincial level, has generated free advertising and public relations for AB Furniture…. Second, Ms. A’s political status has made it easier for AB to access credit, especially in the early 1990s as it was very difficult for privately run enterprises … to take out big loans. Third, Ms. A’s political stature facilitated access to crucial market information…. Finally, Ms. A’s position on the D City Quality Inspection Association gives her indirect influence over the implementation of government policies in the furniture sector. (McNally, Guo, and Hu 2007, 9–10)

The entrepreneurs’ networking gave them access to political support, from the district municipal authorities, for instance. In addition, the companies were also privy to information regarding planned political reforms. A study by He provides a somewhat less sober summary of this situation: “In some coastal cities [in the 1990s] job advertisements appeared that openly stated employers’ preferences for applicants with connections in governmental agencies! … Companies attempting to comply with normal standards of business conduct will often realize that they are participating in an environment of unfair competition” (Q. He 2006, 158, my translation).

The findings of empirical studies conducted in Xiamen (province of Fujian) support the assumption that close connections exist between private companies and political decision makers, referred to as “backstage bosses” (houtai laoban) (Wank 1996, 821). In Xiamen, cooperation between the municipal government and private companies developed and expanded to such an extent that the municipal authorities urged the local governments in the surrounding areas to favor companies from Xiamen in terms of taxation and other concessions (Wank 1999, 217).

The Political System during the Process of Market Expansion: Decentralization and Recentralization

The assumption of China’s state-permeated capitalism developed within my research framework requires a more detailed examination of the continuities and changes within the political system of the PRC and the reciprocal relationships between politics and the economy. What began as a process of trial and error at the start of the reforms evolved, over the last few decades, into systematic state capitalist advancement and regulation of market processes.

Over the course of the reforms, government interventions were initially increasingly transferred to the subnational political levels, that is, decentralized to local government authorities. While the extent of the central state’s influence declined during the first phase of reform, the second phase of reform was characterized by political efforts to provide the central state with more room to maneuver. Predictions of an erosion of the state in the medium term (see Goldman and MacFarquhar 1999a) were not borne out. In actual fact, following a period of instability, it was precisely the partial erosion of the state during the first phase of reform that lent the central government and the rule of the CCP new legitimacy. Overall, the state management successfully created internal unity and was able to weather times of crisis.

Why were China’s political decision makers in a position to be able to do this? Although the present work primarily attributes this to the favorable domestic and international economic conditions, at this juncture it would still appear useful to briefly outline certain additional political reasons why the CCP, unlike the Communist Party of the Soviet Union (CPSU), was able to safeguard and, in fact, during the second phase of reform, even expand its power, despite all the difficulties it faced.

Because large segments of the power elite acknowledged the need to reform Maoism and modify its guiding ideology and practice, it was possible to create a relatively high level of political-ideological homogeneity at an early stage despite the centrifugal forces at work within the power bloc.62 As mentioned above, from a sociological perspective, this homogeneity was based on the recomposition of a technocratic class comprising former Maoists, bureaucrats, and intellectuals, which was expressed by Deng as the need to be “red” and to be “expert.” Notably, from the 1980s, this homogeneity guaranteed the triumph of the “red engineers” (Andreas 2009). In 2002, all nine members of the Standing Committee of the Politburo were engineers.63 The relative homogeneity and autonomy of the political class created scope for initiating and implementing new policies—although many of the reform measures triggered fierce ideological controversy. One difference between China and other transition and emerging countries was, therefore, the homogeneity of the country’s political decision makers (D. Yang 2004, 295–96).

At the same time, the power elite developed the capacity to create an authoritarian model of legitimation. One illustration of this is how the party and state leadership handled the collapse of the Eastern Bloc and particularly the dissolution of the USSR: a factional dispute about the reasons for the collapse rapidly erupted within the elite, which was partly played out in the semipublic arena of specialist journals. The conflict comprised two opposing groups: first, a hegemonial group in alliance with Deng, who interpreted the analysis of the collapse as an instruction to continue the reform path, and second, a marginalized group supporting the “left-leaning” and/or “Maoist” wing of the party. The latter blamed the collapse of the USSR on Gorbachev’s “revisionism” and feared that, should China continue along its reform path, it would see similarly destabilizing results. However, the reformists who dominated the discourse referred to a phase of economic stagnation under Brezhnev, which, from a structural perspective, condemned Gorbachev’s reform path from the very outset (Wilson 2007b, 275; see also Shambaugh 2009b, 42–48, 54–67). According to the reformists, the overextension of Soviet military power led to economic exhaustion. In summary, the Deng group, which was effectively oriented toward excessive and boundless accumulation of capital, asserted that the gradual reform path must be codified. This argument had also been used to legitimize the violent suppression of the protest movement in 1989.64

In the years that followed, the modernized avant-garde thinking under Deng merged almost seamlessly with meritocratic principles of promoting the “best and the brightest,” traditional Confucian virtues, and also liberal traditions. A belief in progress ensued that was reminiscent of the heydays of modern industrial capitalism in Europe and the United States at the end of the nineteenth century, and, simultaneously, took advantage of the benefits of economic planning and entrepreneurial creativity.

In the following sections, I will describe a number of structural political reforms supporting the establishment of variegated state-permeated capitalism, particularly those implemented during the second phase of reform from the 1990s. Two examples are the government’s fiscal policy and the restructuring of state institutions.

DECENTRALIZATION AND RECENTRALIZATION OF THE BUDGETARY SYSTEM

Up until the early 1980s, the subnational political authorities, that is, principally the provinces, were still transferring a significant share of their revenue to the central government, which, in turn, redistributed these funds based on a system of prioritization. A reform of the financial constitution granted the provinces the right to retain the lion’s share of their revenue. Only a marginal share of their tax revenues was still transferred to Beijing. This presented the poorer provinces in particular with a serious challenge as they had previously profited from the system of financial equalization. In 1993, the subnational authorities accounted for 78 percent of state revenue (see Table 1).

Until 1993, the central state’s revenue plummeted. This was primarily due to decreasing transfers from the lower-level regional authorities and also a drop in income from the state-owned sectors of the economy. By then, the central government’s share of total revenues was as low as 22 percent. Poor organization exacerbated the government’s dilemma: although it had a monopoly over taxation, Beijing still lacked a uniform national tax administration system. For tax collection, the central government remained dependent on the local administrative units and the provinces, the latter acting as “intermediaries” between the local authorities and the central government.

The minister of Finance at the time, Liu Zhongli, bluntly described the ensuing central government fears—“when the [central] government does not have money, its words no longer count” (quoted in D. Yang 2004, 72). A fundamental financial reform was designed to remedy the situation. This aimed at changing the ratio of national to subnational revenues as well as increasing tax receipts. The whole budget planning cycle was reformed, from formulation to decision-making powers, from implementation to bookkeeping and accounting systems. The central government endeavored to counteract fears of a united front, particularly of antireform provincial governments: “the central leadership marshaled its organizational and other resources and adopted a divide-and-rule strategy vis-à-vis local officials. A special working group … travelled 17 provinces one by one to hammer out the base revenue figures for each province and readjust the fiscal relations between the central government and the provinces” (D. Yang 2004, 72).

Table 1. Division of State Revenue



	
	Central government

	Local governments




	1980

	24.5%

	75.5%




	1990

	33.8%

	66.2%




	1993

	22.0%

	78.0%




	2000

	52.2%

	47.8%




	2009

	52.4%

	47.6%




	2010

	51.1%

	48.9%





Source: NBS 2011, table 8–3.

The upshot was that following years of fiscal leanness, the central state was able to increase its revenues again. By the year 2000, the central government commanded over 50 percent of total state revenue again (see Table 1). Between 1994 and 2009, the local governments’ share of total government revenue had fallen to around 47 percent. The 50/50 ratio between central and local authorities stabilized, although tax policy remained contested terrain (Shiyu Li and Lin 2011, 529; see also Wong 2009).

Although the introduction of budgetary management by department meant that fees and duties that had previously been disregarded were integrated into the official budget, extrabudgetary posts continued to account for a considerable share of state revenues (and expenditures), particularly at subnational levels (see Saich 2004, 168–70; NBS 2010, table 8–10). These included certain fees and duties, subsidies, and SOE spending on training and social services, as well as income from leasing land (Wong 2007, 15).65 Overall, the assumptions of authors who saw China as being on its way to becoming a lean state were relativized not least by these large extrabudgetary items (see Steinherr 2008, 833). Strictly speaking, public finances also include the extra-budgetary items of state-owned enterprises and banks, particularly at the local level.

The recentralization of revenues was not accompanied by the recentralization of expenditures, however. Quite the contrary in fact: the tendency toward decentralization in this area prevailed, through an intergovernmental fiscal transfer system (Duan and Zhan 2011, 59). Over the course of history, an increase in the disparity between central state spending and that of the subnational authorities can be determined: in the 1960s, the central government’s share of expenditures still outweighed the local governments’, and by the 1970s, the levels of spending by the two authorities were roughly equal, but, by the mid-1980s, there had been a trend reversal. In 1990, subnational spending was twice as high as that of the central government, and in 2007 it was three times higher (Shiyu Li and Lin 2011, 529). This meant that, in the 2000s, local governments controlled two-thirds of total public spending (see Table 2).

Table 2. Division of State Spending



	
	Central government

	Local governments




	1980

	54.3%

	45.7%




	1990

	32.6%

	67.4%




	1993

	28.3%

	71.7%




	2000

	34.7%

	65.3%




	2009

	20.0%

	80.0%




	2010

	17.8%

	82.2%





Source: NBS 2011, table 8–4.

By international standards, China’s spending has, to a large extent, been decentralized:

By comparison, sub-national governments account on average for only 14 percent of total budgetary expenditures in developing countries, and 32 percent in developed countries. This decentralisation is even more notable because China is virtually unique among countries in the world in assigning responsibilities to local governments for providing vital social services such as social security, basic education, health care and public safety. Cities at the third and fourth tiers account for all expenditures for social security: pensions, unemployment insurance, and other income support and welfare schemes. Counties and townships (fourth and fifth tiers) are together responsible for providing basic education and public health for the rural populace; these two tiers account for 70 percent of budgetary expenditures on education, and 55–60 percent of expenditures on health. (Wong 2007, 17)

In general, the high degree of decentralization of the budgetary system has become permanent. The division into five basic tiers of government—central government, the provinces, prefectures, counties, and townships—gave rise to a decentralized structure. This situation is in line with the assumption that local government spending was largely responsible for advancing the country’s economic growth.

At the same time, entrepreneurial activities of state actors were also promoted by the fact that the majority of public bodies were (and still are) only partially financed from the public budget: “On average, budget allocations account for roughly one-half of their total funding, and they raise the other half from fees and ‘other incomes.’ The budgetary portion varies across sectors and types of institution, though none is 100 percent budget-financed, not even the police or fire departments” (Wong 2009, 94). In some regions, they even charged fees for police services, thus insidiously commercializing public services.

MEETING THE CHALLENGES OF MARKET COMPETITION: BUREAUCRATIC RESTRUCTURING OF THE (CENTRAL) STATE

During the second phase of reform, a whole series of restructuring measures were undertaken with the objective of dealing with the effects of capitalist modernization and developing an effective crisis management strategy (for a detailed account, see Heilmann 2004; D. Yang 2004; Saich 2004). This strengthened the central government apparatus with the result that it was able to regulate the market expansion that took place in the 2000s to a greater extent than governments in other newly industrialized countries.

In the late 1990s, there was an increase in the number of restructuring measures commissioned by the central government.66 The Asian financial crisis had provided the final impetus for this development (D. Yang 2004, 63), bringing significant revenue losses and an increase in corruption in its wake; there was a rise in goods smuggling by members of the military and police force from 1997 onward, for instance (see D. Yang 2004, 110–49).67 In order to avert the looming crisis of legitimacy, the state leadership acted swiftly, with its anticorruption campaign ultimately evolving into a campaign for the restructuring of public authorities.68

The central government took the opportunity presented by the economic destabilization and associated corruption to undertake comprehensive restructuring. This was in keeping with the trend toward economization and marketization.

In 1998, under Zhu Rongji and Jiang Zemin, the number of central government ministries was reduced from forty to twenty-nine (and subsequently twenty-seven), and their administrative apparatus was cut by half. The restructuring plan particularly had an impact on the successor authorities of the industrial sectoral ministries. The Ministries of the Coal Industry, Machine Building, and the Chemical Industry were incorporated into the State Economic and Trade Commission (SETC) (D. Yang 2004, 37–41). The official end of the system of sectoral ministries strengthened the Chinese delegation’s position during negotiations on its entry into the World Trade Organization (WTO).

In 1998, the government also launched an administrative reform process across the entire public service, which, by mid-2002, had resulted in substantial cuts in the number of staff. Even the lower level authorities were strongly encouraged to rationalize.

In 2003, now under the Hu Jintao and Wen Jiabao administration, there was another wave of restructuring. The government decided to put a previous proposal into practice by establishing an agency resembling Japan’s MITI (Ministry of International Trade and Industry, known today as METI). Departments of the SETC and the State Development Planning Commission (SDPC) were merged to create a center for controlling and organizing industrial development in the form of a restructured National Development and Reform Commission (NDRC).

From 2003, the largest SOEs were covered by the new State Asset Supervision and Administration Commission (SASAC). The SASAC, which was not really a traditional planning authority (to which companies pay money), primarily controlled the oil, metallurgy, energy, and defense industries, as well as telecommunications. Unlike in the past, enterprises were now left to their own devices in terms of their operational business, and they faced competition from other companies as a result. Moreover, state authorities assumed a steering function in the process of privatization: empirical studies show that, in 60 percent of cases, government authorities initiated the privatization of SOEs. Even if managers initiated the process, this still required the approval of (primarily local) government bodies (Oi and Han 2011, 28).

In addition, the Ministry of Commerce (MOFCOM), which had been reorganized in 2003 by merging various governmental agencies for foreign and domestic trade, played a key role in the process of market expansion, in helping to overcome internal trade barriers that distorted competition, and in establishing a single domestic market (D. Yang 2004, 62–63). MOFCOM exemplifies the internal and external foundations of gradual change in Chinese government institutions. Its institutional precursors in particular played the role of an intragovernmental avant-garde driving the development of export-driven growth and transferring the high hopes for successful integration into the world market to other state authorities (Chin 2007).69

Finally, significant steps were taken toward the development of an auditing authority. The National Audit Office (NAO), established in 1983, a ministerial authority (with local offices), was upgraded. It now audited government authorities more effectively and was also authorized to impose sanctions where necessary. This form of “horizontal accountability” (D. Yang 2004, 259) suggests that modern bookkeeping and accountability can also be implemented in nonliberal contexts.

The aforementioned ministries and commissions as well as other committees, agencies, and bodies with special status that were responsible for economic regulation were under the control of the State Council. This meant that central ministries and commissions were covered by the departments of the State Council, each of which was coordinated by a vice premier.

REDEFINING THE RELATIONSHIP BETWEEN THE STATE AND THE PARTY

From the mid-1980s, both government and party leadership advocated a stricter separation of the state and the party. In this context, Heberer argues that, to a certain extent, China was undergoing a transition from a “traditional” to a “rational” bureaucracy (in a Weberian sense) (Heberer 2008, 72–76).

As a result, China’s political system had a dual structure where (from an ideal-typical perspective) the party establishes the policy objectives that the government’s administrative bodies are then required to implement.70 In other words, there is a distinction between the executive authorities (the state) and the supervisory or control apparatus (the party).

In the 1990s, decision-making authority in economic policy was effectively transferred to government agencies, and many former parallel structures were dissolved or reorganized. “The party apparatus responsible for economic affairs was … cut to around five hundred thousand positions, which, compared with China’s almost forty million government officials … is not a particularly high number” (Heilmann 2004, 92, my translation). The CCP also partially withdrew from the legislative process and daily administrative activities. To some extent, the increasing importance of the National People’s Congress at the provincial level (and the levels below that) reflected a process of social pluralization and a certain degree of local autonomy associated with the economic regionalization of the country. Consequently, the CCP could increasingly be referred to as a “reactively constitutive” party, which secured its survival in an authoritarian, consultative manner (Hartig 2008, 29; Saich 2004, 183–212).71

However, the notion that the cadres,72 government bodies, and state-owned enterprises might exert too much autonomy was not accepted: thus, party control was maintained through the heads of government authorities or through the directors of SOEs remaining members of party committees, for example. The latter had the power of veto, sometimes the authority to issue directives, and, finally, the capacity to report to higher authorities or to publicly discredit any behavior classified as detrimental. Further, since the 1990s, a series of measures have been implemented to address a crisis in the influence of the party (see Shambaugh 2009b, 38, 161–70; Brodsgaard and Zheng 2004; Zheng 2010).

On balance, this resulted in a process, not at all remarkable in the history of capitalist-driven modernizations, of rationalization and mechanization of state action. During the course of the reforms, the dominance of the administration that emerged arguably created a higher level of conformity than the inconsistent inspections and appeals to revolutionary morale during the period of primitive accumulation of capital under Mao.

EXCURSUS: CHINESE LAW AND REGULATION OF THE ECONOMY

After 1949, the importance of a legal system was disparaged. Although the CCP’s leading role in both government and society was enshrined in the constitution, the party itself was founded and established its legitimacy prelegally. It justified its claim to power by referring to its privileged knowledge about the path of the historical process leading to communism. The dual structure comprising the party and state apparatus still reflects this situation to this day, although what is now the fourth Constitution of the People’s Republic of China, adopted in 1982, played down the significance of the party (Saich 2004, 122).

With China’s reform and its new policy of openness, the legal system was adapted significantly. Analogous to the gradual valorization of rational-bureaucratic authority, more formalized procedural rules were introduced —following internationally recognized legal principles (Pissler 2009, 1423; see also Bu 2009). The discussion on and drafting of a comprehensive code of law, initiated in 1979 and completed in 1986, was accompanied by the expansion of law faculties. Numerous provisions concerning implementation were adopted, particularly with respect to economic issues (Spence 1995, 824–25).

The development of the legal system primarily served to facilitate the efficient regulation of the economy. The history of the last decades is reflected in the retrospectively enshrined legislative amendments, as a result of the change in focus of the country’s economic policy (Tsai 2006, 136). Consequently, along with labor law, commercial law, the development of which frequently drew on models from other countries and guidance from foreign advisors, is the most modern field of Chinese law.

In light of the comprehensive reforms, a Company Law was passed in 1993 and then revised twice by 2007, a Contract Law was adopted by the National People’s Congress in 1999, the constitution was amended to guarantee private ownership in 2004, and, in 2007, ownership rights (Property Law) were codified, private property was recognized and protected, and compensation was guaranteed in the event of expropriation. The codification of property law dominated the debate on civil law for many years (Bu 2009, 126–52).

In addition, the Labor Law was modified and expanded several times to regulate industrial relations, and in 2010, a new Social Insurance Law was adopted:

The imperative of accumulation has to be balanced with one of legitimation, or the creation of consent among the subordinated classes, and of some means of conflict resolution so that stability can be maintained for accumulation to proceed on a peaceful and expanded basis. More fundamentally, the enforcement of labour contract[s] requires the promulgation of the National Labour Law and institutionalization of a bureaucratic apparatus of regulating labour relations. This brings us to the strategy of “rule by law,” that is the attempt to channel conflicts into the bureaucratic and judicial apparatus controlled by the Chinese state. Unfolding concomitantly with economic reform in the past 30 years, Chinese legal reform entails a remarkable and momentous increase in law-making activities by the central authority and the professionalization of the judiciary and the legal workforce. (Friedman and Lee 2010, 515)

At the same time, the central government endeavored to combat corruption, demonstrated by its efforts to establish administrative jurisdiction and new criminal offences (Heberer 2008, 112–19). The anticorruption measures (which went as far as the death penalty for senior officials) of course also had the symbolic function of responding to popular discontent and presenting the state as a champion in successfully combating individual criminal machinations. In order to be able to enforce the new laws and decrees and to monitor compliance, the number of employees working for the judiciary was increased dramatically, to over ten million. Linked to this, a new legal culture has developed: young Chinese people in particular no longer shy away from lawsuits and legal action in a bid to exercise their rights.

There is still evidence of considerable differences between the Chinese system and that of developed capitalist democracies. In the latter, from an ideal-typical perspective, the law embodies autonomous terrain where legal dogmatics and mechanisms can develop independently and where, at most, mediated intervention by political and/or economic decision makers is possible. Conversely, in China, historical elements of “socialist legality” are evident: further, the preamble of the constitution reflects the autocratic rule of the CCP, which, in principle, allows a political instrumentalization of the law. The Supreme People’s Court (there are also courts at the provincial, district, and county levels) is the highest judicial body.73 However, when it comes to interpreting the law, it is not the Supreme Court but rather the Standing Committee of the National People’s Congress that is authoritative. One fundamental difference between the Chinese and liberal democratic legal systems is the absence of a body with the power to resolve conflicts between public authorities (like the Federal Constitutional Court in West Germany). Although the constitution guarantees the independence of the courts, they are permanently subject to political interference (see Kroymann 2009, 17–19, 31–32).74

This leads us to the following conclusion regarding the nature of the Chinese legal system: it is questionable whether the idiosyncrasies mentioned above “continue to justify us referring to an area of ‘socialist legality’ since influences from continental European law and common law are now at least equally evident in Chinese law” (Pissler 2009, 1424). At the same time, China’s legal norms are frequently vague and are generally less stringent and more open to interpretation than in Europe, for instance. This makes it possible to avoid sensitive issues using vaguely formulated regulations and to solve these problems with ad hoc political decisions. The (still prevailing) configuration where the party-state strives to rule the country with the aid of the law (yifa zhiguo) with the objective of efficiently regulating the economy but is not aspiring to the rule of law itself—this would be applied irrespective of the government’s view—can be seen as another specific feature of Chinese society during the phase of capitalist modernization.75

Transformation of the Financial System

A comprehensive analysis of the financial system would go beyond the scope of this work (see Allen et al. 2012; Gruin 2016; IMF 2011; Lardy 1998; V. Shih 2008; Walter and Howie 2011; Jinglian Wu 2005, 217–53). At this juncture, therefore, I will provide only a brief history of the crisis-driven restructuring measures implemented in the financial sector and an overview of the key institutions. I will highlight the main features of China’s financial system and raise the question as to the compatibility of this system with the needs of the “real economy.”

Because of the strategic role of the state, the situation in the financial sector worked against the advent of a liberal model. The logic of a finance-driven accumulation regime has not taken hold in China although the development of stock markets, bond markets, and real estate markets as well as an increase in consumer credit have all created the necessary preconditions. Even in the late 2000s, financing through bank loans exceeded financing through the capital markets. To a certain extent, government steering enabled money to be efficiently exchanged, but it also generated specific problems. At the same time, the financial system was supplemented by an informal and nonstandard credit regime.

During the first phase of reform, market expansion forces brought about considerable change in the financial sector. The end of the people’s communes and the emergence of agricultural markets and TVEs increased the level of financial transactions and the demand for credit. This also applied to urban enterprises that were becoming increasingly independent. Political decision makers were therefore forced to adjust, all the more so because of the sudden rise in informal credit relationships. In the 1980s, this was followed by a reform of the former state banking complex and the central bank (People’s Bank of China, PBOC), and the establishment of bond markets (from 1987) and stock markets (from 1990), as well as the revival of Rural Credit Cooperatives (Jinglian Wu 2005, 219–22). Credit-financed investment increasingly prevailed over direct investment from the government. The associated interest payments heightened pressure on companies, which, it was assumed, would make them more aware of the consequences of their investment decisions and, from a business perspective, make them more focused on profitability. The key decision makers were able to benefit from, inter alia, experience on Hong Kong’s financial market, where the PBOC and its subsidiaries had already been active for many years prior to 1978. Chinese financial market actors had already accessed Western knowledge of financial markets and become familiar with modern standards in the finance sector—“even before economic reforms in 1978, China’s bankers had a very good understanding of how capitalism functioned” (Tobin 2011, 707).

The banking reforms carried out in the 1980s promoted industrial development. As a result, loans were brokered (frequently informally) between the local branches of banks and enterprises as well as the relevant local authorities. The decentralization of the country’s economy led to a decentralization of the financial system. Local government influence over the allocation of credits increased: “Ex ante, the local governments were directly involved in the credit-plan formulation and might impose loans on specialized banks. Ex post, the local governments had the authority to decide whether the enterprise should pay back the loan” (Montinola, Qian, and Weingast 1995, 67; see also Honohan 2008). The exertion of influence over the local branches of the PBOC even occasionally undermined the overarching functions of a central bank (D. Yang 2004, 81–82).

Also starting during the first phase of reform, China’s long-term land leasing system evolved into a form of “enclosure movement,” where land was centralized in favor of influential political and economic actors (Q. He 2006, 76–79). A primary market in land use rights subject to political control was supplemented by a secondary land market where third parties with land use rights were able to trade. As noted in a number of studies, there are parallels between the strategy of using partial land marketization as a driver for capitalist development and the enclosure movements in early modern England or the expropriation of ancestral lands in the United States (Walker and Buck 2008, 45).76 Further, the process of dismantling the danwei system, which included the sale of property, was accompanied by the emergence of a real estate market that also attracted capital from overseas Chinese. Many of the wealthiest Chinese owe their fortunes to property trading.

The transformation of the financial sector was characterized by increased competition. This competition between the local actors and locations to restructure the credit regime in an innovative way, particularly pronounced on the capital markets, was exploited by the central government through integrating the competition between the regions into a distinctive policy cycle. The latter could and still can be described as a mechanism of experimental innovation. This was sustained by pilot projects, normally in local test runs conducted in the Special Economic Zones, for instance. If successful, these projects were then rolled out by the government nationwide: “Stock market history in China overall is marked by a series of experimental schemes. Most important are the repackaging of SOEs into listed shareholding companies (early 1990s), selected transfers of legal person shares to new owners (1992), Hong Kong listings of SOEs (1993), the creation of ‘national champions’ (from the second half of the 1990s), and several attempts at reducing the holdings of state shares (1999, 2001, and 2005)” (Heilmann 2008, 18).

Although the competition-driven course of reform was shaped by central government institutions and state-affiliated groups, in no way was this steered by an almighty master plan, however. Moreover, crises in the banking and capital market sectors regularly created an unanticipated pressure to restructure (Gruin 2016):

•  In the late 1980s and 1990s, many state-owned banks were on the brink of bankruptcy, and the number of nonperforming loans reached massive dimensions; the banks were then bailed out, recapitalized, and restructured (Walter and Howie 2011, 25–27, 46).

•  In 1993–94, economic instability and speculative booms forced the government to carry out adjustments, such as the creation of policy banks (intended to help relieve the four biggest state banks of some of the burden of financing government projects) and asset management companies acting as government liquidating companies (Jinglian Wu 2005, 222).

•  The Asian financial crisis and the insolvency of an important investment bank (GITIC) brought even more far-reaching adjustments in their wake (Jessop and Sum 2006, 204–5; D. Yang 2004, 81–94). At the end of 1998, the PBOC was further centralized to enable it to carry out the functions of a central bank more effectively. The government also established various national regulatory authorities, such as the China Securities Regulatory Commission (1993) and the China Insurance Regulatory Commission (1998), as well as the forerunner of the China Banking Regulatory Commission (CBRC), which was not created until 2003 (Jinglian Wu 2005, 228–29). The banks also tightened their lending criteria. Because the Asian financial crisis was partly attributed to tensions associated with the liberalization of the financial sector, the Chinese government also took action in the area of capital market access and monetary policy. The general opinion was that the global trend toward liberalization had to be kept in check through state intervention.

Another factor impacted the course of reform: conflicts between rival factions and authorities. A “generalist faction,” backed by the provincial authorities and aiming to stimulate local development by decentralizing lending, regularly had to face a “technocratic faction,” aspiring toward an efficient centralization of the financial sector (V. Shih 2008). At the same time, there were frequent (power) struggles between the various relevant central authorities, between the Ministry of Finance and the PBOC, for instance.

THREE SEGMENTS OF THE FINANCIAL SYSTEM

For a long time, unlike more liberalized monetary systems, China’s financial system was not characterized by a strict focus on interest revenue. It financed loss-making SOEs and their social security systems, for instance (Herr and Tober 1999). Lending was also rationed. As part of its credit plan, the PBOC set the banks’ lending and deposit rates and the maximum credit volume (Herr 2002, 40). Yet the state-owned banks repeatedly exceeded the prescribed credit quota. Ultimately, in 1998, the credit plan was replaced by a “credit recommendation,” which gave the commercial banks more leeway without impacting substantially on the political authority of the central bank.

Over the course of the reforms, diverse financial institutions, such as commercial banks or insurance companies, and various financial markets (money, bond, and stock markets and other informal credit relationships) evolved in China. Alongside FDI, government budgets, bank loans, and the stock markets, another important source of investment financing is equity financing (Allen et al. 2012). This highlights the structure of the financial system, which can be crudely divided into three segments.

(1) The government-controlled banking system plays a key role. According to official data, in the 2000s, three-quarters of investment was financed by bank loans and shares, while other bonds accounted for just under 15 percent.77 Bank credits became the preferred source of financing particularly for state-owned and large enterprises.

The banking system comprises a broad range of state-owned commercial banks and state-affiliated city banks, as well as local banks and credit cooperatives. At the core of the system is the People’s Bank of China, which determines monetary policy, controls the exchange rate, and grants credit to the commercial banks.

The four biggest banks, which all operate as state-owned publicly listed commercial banks, descended from subdivisions of the former state banking complex (V. Shih 2008, 31). These four banks dominated the credit system: “The Big Four state-owned commercial banks are still the most important part of the entire financial system, accounting for 53% of total banking system assets in 2005” (Naughton 2007, 456). The largest of these four banks, the Industrial and Commercial Bank of China (ICBC), concentrates on lending and deposit taking in the cities. The Agricultural Bank of China (ABC) has the same functions in the countryside. The China Construction Bank (CCB) specializes in financing real estate and infrastructure projects. The Bank of China (BOC) handles foreign trade and foreign-exchange transactions. The Big Four—since 2007 referred to as the Big Five because the four biggest banks were joined by the Bank of Communications (BoCom)—are among the biggest financial institutions in the world.

As well as the Big Five, there are also a number of significant policy banks that were set up in 1994: the China Development Bank, the Agricultural Development Bank of China, and the Export-Import Bank of China. These took over certain responsibilities related to financing government projects from the Big Four (although the latter were not fully relieved of this responsibility; see V. Shih 2008, 32). This also applies to international projects: the China Development Bank and the Export-Import Bank of China (since 2007 via the China-Africa Development Fund, for instance) played a key role in supporting and financing (also private) FDI.

Further, since the 1980s, the banks that have thrived have increasingly almost exclusively been those originating from regional power structures and with close links to subnational governments and enterprises. In the 2000s, these banks were frequently listed. More than a dozen transregional banks (joint-stock commercial banks such as the China Everbright Bank [Pang 2005, 57–86]), over 115 city banks, the establishment of a very large postal savings bank, and thousands of (both urban and rural) credit cooperatives all increased competition in the banking sector. In addition, private banks were permitted in the 2000s, and foreign financial market actors were also able to increase their influence. The opening up of the market to foreign banks, which was negotiated as part of China’s WTO accession process (Lardy 2002, 133), resulted in a rise in foreign investment in Chinese financial institutions.

However, competition was restricted by the fact that banks were allowed to enter only into interest rate competition, that is, to charge different interest rates for loans and deposits, to a limited extent (G. Yeung 2009, 291). National policies also restricted the impact of foreign investors. Investment required approval from the regulatory authorities, which was granted strategically and with a view to stemming conflicts of interest: shareholdings in banks were not to exceed 20 percent (for individual investors) or 25 percent (for joint investors) (Hansakul 2007, 4).

Another group of key actors were the Chinese sovereign wealth funds. Because the central bank did not generate very high returns on interest by holding foreign government securities, the high foreign exchange reserves were invested in the form of sovereign wealth funds, which utilized a wider investment spectrum (Lim 2010, 681–82). The Central Huijin sovereign wealth fund was one of the driving forces behind China’s financial reforms and became the investment arm of the China Investment Corporation (CIC). In 2007, the CIC took over Central Huijin.78

(2) The capital markets were (and still are) also determined by state or state-affiliated actors whose investment behavior is not fundamentally different to that of private financial market actors. Admittedly, Western financial experts regularly claim that the Chinese capital markets are inefficient owing to pronounced insider trading dominated by government actors and a tendency toward speculative bubbles (see Walter and Howie 2011; IMF 2011). However, whether there is any evidence of actual qualitative differences between Chinese and Western insider trading or speculative bubbles seems to be questionable, not least in light of the series of Western financial scandals and the global financial crisis of 2008.

The development of capital markets was initiated by local actors. The cities of Shanghai and Shenzhen had already begun to invest in establishing stock markets in the late 1980s, in other words prior to formal central government consent (Naughton 2007, 467–68). The original intention was only for the capital markets to increase opportunities for capital procurement. However, trade in securities was also permitted in the second phase of reform.

Despite their more limited significance compared to the banking sector, the mainland Chinese stock markets have caught up with the largest in Asia (Tokyo and Hong Kong).79 The stock markets were (and still are) characterized by two path dependencies, however: a substantial proportion of the shares were not tradable, and largely SOEs were listed. The majority of the companies listed on the stock exchange were still under state control, and state institutions remained the largest shareholders (the Huijin state fund, for instance). However, by 2010, the proportion of tradable shares had been increased to around 50 percent. Over the 2000s, it has also become easier for non-state-owned enterprises to organize stock market flotation, and a number of joint ventures were also listed (in Shenzhen, for instance). Deep-rooted integration in the global financial markets still has to occur, however.

As well as the stock markets, the bond and/or investment markets also play an important role. In the mid-2000s, Chinese government securities and bonds primarily traded on the bond markets accounted for approximately 20 percent of the country’s GDP. In addition, the policy banks issued securities and/or bonds totaling a further 10 percent of GDP. The market for corporate bonds remains relatively underdeveloped (Allen et al. 2012, 24–25).

Finally, the real estate market continued to grow in the 2000s leading to the emergence of large-scale mortgage lending in which the banks participated. “Not surprisingly, bank loans are the most important source of real estate financing” (Allen et al. 2012, 29; Honohan 2008, 116–18; see also Sum 2011).

(3) A frequently neglected segment of the financial system is an informal and nonstandard credit regime. Even in the 2000s, non-state-owned and small and/or medium-sized businesses have found it particularly difficult to secure loans from state-owned banks (see Allen, Qian, and Qian 2003). It was, and still is, easier for banks to lend large sums of money to a smaller number of big companies than to grant numerous small loans to SMEs; large companies can also use real estate as collateral and often appear to be more creditworthy. In addition, for SMEs, flotation was often associated with unrealistically high costs.

As mentioned above, over the course of the reform process, a mixed economy evolved comprising state-owned, quasi-state, and private enterprises, frequently based on informal connections between government and private actors. The various forms of public-private alliances found their counterpart in informal and nonstandard credit relationships. These included funds from family estates used during the set-up phase of enterprises and financing through private and frequently informal credit agencies and money lenders, as well as extending credit based on trust, reputation, and good connections—with local governments, for example, which extended loans without recording them in their budgets (Allen et al. 2012). Even companies such as Huawei had to borrow money from larger enterprises at an earlier stage in their development (into the 1990s) (Fan 2011, 835). To this day, the third segment of the Chinese financial system has not been eliminated, despite the repeated calls from political decision makers to improve banks’ lending to SMEs.

CHINA’S DISTINCTIVE FINANCIAL SYSTEM

Finally, I will summarize key dimensions of the Chinese financial system from the late 2000s that are important to bear in mind in the context of market expansion and competition- and crisis-induced adjustments.

First, the central state endeavors to consistently maintain a steering role with a view to implementing a macroeconomic regulatory policy. In a number of cases, this has been successful: the state proved its capacity to conduct bank bailouts and roll out nationally what it classified as local innovations in the financial system. By way of preferential treatment for SOEs, the government succeeded in maintaining the importance of the state enterprise sector and ensuring credit flow into “strategic” sectors of the economy. The government’s macroeconomic steering function is particularly evident in matters of international integration although this is a rather difficult objective to achieve in a transnationalized global economy. The strict regulation of foreign trade in certain sectors during the Chinese process of transformation, limited integration into the global financial markets, the regulation of cross-border movement of capital, or restrictions on borrowing by Chinese companies abroad speak volumes here. A similar situation prevails with regard to monetary policy: Beijing learned some important lessons from the 1997–98 Asian financial crisis: State control over the movement of capital and the rate of exchange needs to be maintained. Indeed an undervaluation of the RMB because it was pegged to the US dollar rate resulted in many years of positive demand effects in the export business. Overall, the Chinese financial system weathered the 2007 financial and banking crisis, which began in the United States and spread rapidly, far better than the Western monetary systems. This appears to be because government control over movement of capital and rates of exchange in the years preceding the crises prevented deep-rooted integration into the global financial markets, thus limiting spillover of the crisis tendencies.

Second, the political steering function of the government is repeatedly called into question, however. Attempts to introduce overarching government steering were hindered by competition between a number of state, quasi-state, and private actors, as well as between central and local actors. Although the organization department of the Central Committee of the CCP is in a position, through its nomenklatura system, to recruit and dismiss key decision makers in the financial system, this does not produce any kind of comprehensive conformity (Pistor 2012). This is evidenced by the power struggles between the PBOC and the Ministry of Finance and substantive differences between factions and also by the high number of (different) government owners of banks whose interests are not always compatible.80 Particularly at the levels below the most important financial committees, actors carry out partly divergent operations even if these have a negative impact on the country’s overall economic development. This is an aspect that will be discussed in more detail in Chapter 3.

Third, although there are certain similarities with coordinated market economies (Germany and Japan), the financial system in China can by no means be seen as congruent with these other economies. Similar to Germany or Japan, large companies in China frequently have long-term links with a bank. Overall, the banks in China play a marginal role in the practice of corporate governance and control, however.81 It appears that, for an analysis of the financial system, the efficiency criteria developed on the basis of the U.S. and German financial sectors and presented in CPE as ideal-typical models of efficient support for economic growth (Hall and Soskice 2001) will not suffice in the case of China: “Despite its poor legal and financial systems measured by existing standards, it has one of the fastest growing economies in the world” (Allen, Qian, and Oian 2003, 35). A combination of different elements that do not correspond to the standard approach in the West and are therefore frequently the subject of criticism (see Walter and Howie 2011) have generated institutional compatibilities: “China has found very non-standard institutions to support its growth” (Ahrens and Jünemann 2006, 29; see also Herr 2011, 21–23). Therefore, the financial system was able to particularly effectively support the investment-driven growth that occurred during the second phase of reform.

Chapter 3 will examine in more detail the question as to whether the financial system continued to ensure a successful allocation of credit even after 2008–9 and thus contributed to maintaining socioeconomic stability.

Changes in China’s Social Policy and System of Industrial Relations

The following section focuses on the development of “vertical” social relations. China’s capitalist modernization required historical changes in the country’s labor, social security, and employment systems. These, in turn, triggered processes of commodification and precarization of employment (Friedman and Lee 2010).

During the first phase of the reform, or more precisely, in 1984, a liberalization of the labor market was initiated on the basis of a policy of optimizing labor utilization, which rescinded certain regulations such as the provision of secure employment and gave company management the authority to select employees according to performance criteria. Attaching more importance to economic criteria made it easier for companies to lay workers off. In 1986, the government introduced new rules for recruitment in SOEs as part of an employment contract system—from that point onward, employment relationships were successively converted to individual labor contracts. Analogously, since the 1980s, the urban system of work units (danwei) with its substantial impact on an individual’s life was gradually eroded (Jinglian Wu 2005, 327–53).82

During the second phase of reform, from 1992, justified by the need to modernize state-owned enterprises, the number of employees was cut, contributing to a further flexibilization of the labor markets. The establishment of new forms of ownership brought a diversification of employment relationships in its wake—“private enterprise employment relationships therefore became … the norm…. The 14th National Congress of the Communist Party of China [1992] decided to introduce performance-related remuneration, which resulted in the emergence of a multitude of different wage systems” (K. Chang, Luöthje and Luo 2008, 7, my translation). The restructuring of the corporate sector, which was stepped up from the mid-1990s—the transformation of SOEs and the substantial increase in the number of POEs and in the activities of foreign companies—further strengthened the aforementioned tendencies. Soon, over 90 percent of SOE employees had new employment contracts. At the same time, informal forms of employment thrived in China.

Over the course of the second phase of reform, flexible labor markets took root. Particularly the growing number of migrants relocating within China—over two hundred million people surged from the countryside to the new industrial zones—resulted in a development that has been referred to by economists as an increase in “factor mobility” (Montinola, Qian, and Weingast 1995, 65). This influx was controlled by the authoritarian hukou system, which brought about labor market segregation. The competitiveness of the Chinese economy repeatedly highlighted by economists was principally based on an “incremental and managed transfer of the world’s largest primary industry (agricultural) labor force into tertiary and secondary industries, made possible through the rigid agricultural/non-agricultural and local/non-local divisions of the hukou institution” (Young 2011, 135).

On the whole, the transformation of industrial relations was a result of selective state regulation that manifested itself in the inadequate enforcement of legal standards and/or the absence of effective institutions to achieve social equity between labor and (state) capital. The country’s heterogeneous multilevel structure was reflected in a fragmentation of industrial relations.

Although the balance of power in industrial relations was clearly tilted toward employers and government actors, these actors did not unilaterally define these relations. At an early stage, they were affected by the collective resistance of some groups of workers.83 A cycle of social conflict that began in the 1980s was broken by the discontent of segments of the urban population, who had little to gain from the restructuring at the time and, to a certain extent, suffered as a result of work intensification, unemployment, and inflation.84 Although the Tiananmen Movement of 1989 itself was initiated and led by students, a significant proportion of the urban population provided the social mainstay for the movement. Against the backdrop of privatization of the state sector, China experienced a second wave of conflict in the mid-1990s. Through petitions, strikes, factory occupations, and street demonstrations, the workers forced the government to pay out compensation and, to a certain extent, delay the dismantlement of industrial combines. Ultimately, the massive wave of redundancies could not be stopped, however.

In 2003, a new cycle of company disputes commenced. This time, labor migrants were at the eye of the storm. Their struggles against inhumane working conditions were fought by means of petitions, rallies, and (often militant) demonstrations as well as slowdowns and strikes (C. Chan and Pun 2009; Wenten 2011, 42–43). These events formed a backdrop for the government’s efforts to establish labor law standards and social welfare institutions.

SOCIAL POLICY

At the same time, the liberalization of the labor markets, the erosion of the danwei system,85 and the dismantling of public sectors created major social policy challenges. A fundamental function of the state under capitalism is illustrated by China’s social policy. The Chinese welfare state should therefore not be perceived as solely a result of social struggles—despite the fact that the quantity and quality of welfare benefits are determined by these struggles. It is equally an expression of the interest of the political class in social equity and thus the sustainable reproduction of social relations. Social welfare institutions are key factors in the maintenance of the legitimacy of the party-state.86

Particularly during the second phase of reform, the objective of the state leadership or the Ministry of Human Resources and Social Security (MOHRSS) and other social security authorities, was to transform the old social security system (the danwei system in the cities and the communes in the countryside) into a social system partially based on Western and East Asian models and administered by public institutions (Frazier 2010; Gao, Yang, and Li 2013). Over time, the aim was increasingly to implement a universal insurance system based on principles of security and equality. Some of the key components of social policy were:

•  the creation of a pension system from the mid-1990s—“a basic public pension funded on a pay-as-you-go basis, a fully funded pension funded by mandatory contributions, and voluntary personal savings. The first two of these three elements are funded by contributions from the enterprises and the employees” (Naughton 2007, 203). At the same time, beyond the state-owned enterprises, there was a trend toward the establishment of company pensions, in foreign companies, for instance;

•  unemployment benefits and a (low) basic social assistance (dibao), the level of which varied across China (with the maximum payments in the country’s metropolises);

•  development of the rural areas driven forward under the Hu/Wen government, with the objective of reducing the glaring urbanrural differences: taxes were cut and ultimately abolished; the government improved rural health care and promoted primary education;87 from 2006, a campaign promoting “socialist villages” was conducted in different parts of the country (Ahlers and Schubert 2009; J. Lin 2009, 182–89);

•  government increase in efforts to establish a universal health insurance scheme; shortly before the onset of the 2008 crisis, as a few years previously, only two-thirds of urban workers had guaranteed access to health care; the intention behind health care reforms was to develop a standardized universal system of basic services (Tong 2010);

•  partial delivery of various improvements promised by the government; with regard to the precarious position of labor migrants, however, it continued to be the case that very few labor migrants and workers in the informal sector received state transfer payments.

Because social welfare responsibilities were transferred from companies to local governments (particularly county and township governments) (see Table 3), the development of social security systems was an uneven and slow process in practice (see Wong 2007, 17). Political prioritization, which, in reality, often paid scant attention to redistributive measures, and intrastate rivalries delayed the reforms (Smuthkalin 2011). Because the fiscal treatment of employer and employee contributions to pension insurance were the remit of the subnational governments, the management of this varied. By 2005, only 17 percent of the total working population and 48 percent of the urban working population were covered by the pension insurance scheme (F. Cai 2010, 111). However, there were also significant delays at central government level: the codification of social security legislation was already planned in 1994 but failed owing to internal party conflict “regarding the urgency and affordability of the development of a social security system” (Brückner 2011, 1, my translation). The Law on Social Insurance was ultimately not passed until October 2010.

Table 3. Division of Public Spending in Selected Areas, by Central and Local Governments, 2010



	
	Central government

	Local governments




	Total government spending

	17.79%

	82.21%




	General public services

	8.97%

	91.03%




	Education

	5.74%

	94.26%




	Social welfare and employment

	4.93%

	95.07%




	Housing subsidies

	16.26%

	83.74%




	Health care

	1.53%

	98.47%




	Environmental protection

	2.85%

	97.15%




	Public security

	15.86%

	84.14%




	Transport

	27.14%

	72.86%





Source: NBS 2011, table 8–6.

Moreover, many local governments were driven to implement social policy measures only by protests held during the course of the privatization of SOEs in the 1990s (in Shenyang, for instance) (Smuthkalin 2011, 194). Admittedly, social spending by the regional authorities had increased since the 1990s from around 3 percent of GDP to 4 percent by 2004. In the same year, the local governments contributed a further 2.8 percent (Frazier 2011, 95).88 On the whole, however, the country’s social welfare budgets were still low by international standards, partly because of the absence of civil society organizations, that is, effective independent groups representing the interests of citizens and workers that would be able to place pressure on the government to shift its priorities.

Interim Conclusion

During the reform period, there was clear evidence of drivers of capitalism in China: in the key institutional spheres of the country’s political economy—in the corporate sector, industrial relations, (economic) policy, and the financial system—these driving forces became the primary engine for social change. During the reforms, China saw the emergence of an imperative to accumulate, maximize profits, and compete, which is typical of capitalist development, as well as new relationships between the market, state, and other types of coordination—mostly in the form of close connections between enterprises and local authorities. Here, the three key groups of actors in capitalist development—companies, government decision makers, and workers—played the following role:

(1) After the late 1970s, China’s new entrepreneurialism developed unforeseen momentum. Against this backdrop, the transformation of economic institutions was initially largely defined by a trend toward informal privatization with adaptive entrepreneurs taking center stage (“wearing a red hat”). These processes of layering formal institutions from below, through innovative informal practices, culminated in an institutional conversion. Yet over time, the corporate sector was increasingly also reformed from above, through innovative new performance incentives, a focus on company profit maximization in state-owned enterprises, and more (goal-) instrumental organizational forms. At the same time, during the second phase of reform, the state-permeated financial system increasingly supported investment-driven growth.

However, by no means did this result in a transition to a textbook liberal market economy. This is demonstrated with reference to the assumption (developed within my research framework) of a relativization of the global trend of liberalization by different historical traditions and path dependencies. Because companies continued to be closely linked to government actors and to rely on government assistance for their reproduction, the state authorities maintained a key role in markets, particularly at the local level. Close and informal public-private links between companies and subnational political authorities also resulted in a high level of nonmarket allocation, although these alliances were, in turn, in competition with other local growth alliances. A setting evolved where the economic behavior of both political decision makers and the owners of state or collective enterprises could be understood as analogous to “private” owners. The decisive factor here is not their legal status but rather their economic function. In China, the legal form (de facto private ownership versus collective/state ownership) does not determine the power of budgetary constraints in the customarily assumed dichotomy of soft budget constraints for state-owned enterprises and hard budget constraints for private enterprises. It is rather the wider institutional framework of enterprises that determines the effectiveness of budget constraints. Here, the juxtaposed concepts of private and collective/state-owned enterprises, frequently referred to in analyses of state socialist economies, do not really help to clarify the situation in China.89

(2) The reform processes did not substantially weaken the political power elites as had still been anticipated by many authors in the early 1990s. Initially through using processes of trial and error, the party-state decision makers managed to relatively successfully maneuver their way through the vagaries of the reform process. From a state theory perspective, this suggests a transformation of statehood where state actors develop capitalist entrepreneurial skills. While former managers of state enterprises became managers of private or hybrid enterprises who were closely connected with the political sphere, many local government officials, particularly in the coastal areas, were able to maintain their positions of power and even to strengthen them. In the process, as part of their accumulation strategies, local government officials developed skills that were comparable with those of private capitalist managers. This was in contrast to other varieties of capitalism where political institutions concentrated on classical government functions and also to the period under Mao where local governments were not primarily concerned with corporate proifitability but rather focused more on output, that is, production yield. Nevertheless, comparable with the transformation and reterritorialization of the local state in Western industrialized societies, the Chinese reform process mobilized competition between the regions, and this influenced the behavior of local decision makers, who, from then on, automatically behaved as though they were running a business. Much as the “cutting free from the local state activities from the welfare state and the Keynesian compromise” (Harvey 1989, 15) was a prerequisite for this development in Europe and North America, the process in China was initially accompanied by cuts in the state’s redistributive programs.

After the first phase of reform when the central state tended to be seen as “reactive” and its influence declined, the second phase, from the 1990s, was characterized by the party-state’s proactive approach and far-reaching attempts to provide the government with more freedom to act in order to guarantee the regulation of the market. This is illustrated by the recentralization of public revenues for instance. In the process, the central state and party apparatus gradually developed its economic capacity to roll out positive local experiences across the country. The emergence of a relatively homogenous technocratic power elite was the sociostructural prerequisite for this development. Moreover, the reorganized processes of capital utilization as a central determinant of government policy initiated a series of bureaucratic restructuring measures. These included establishing new supraministerial organizations (such as the NDRC) as well as striving toward a stricter separation of state and party. Although a fragile multilevel competition-driven system and a juxtaposition of re- and decentralization tendencies was developing in China, against a backdrop of virtually uninterrupted growth in national income, the central government was able to relatively easily maintain its power well into the 2000s. It achieved this through controlling the financial system, which at the same time allowed room for informal credit relationships, through large companies, and with the help of indicative plan policies.

(3) The workers were unable to have the same level of impact as enterprises and government institutions on the reforms discussed in this chapter—the social balance of power did not change to the benefit of the working population. However, on the whole, regulating industrial relations and securing social integration presented a major challenge for the management of capitalist modernization. Fundamental changes in China’s labor, social security, and employment systems led to processes of commodification and precarization from the 1980s, which also occurred in liberal, coordinated, and other state-controlled market economies. Urban enterprise restructuring undermined the welfare institutions that were linked with the company. Private companies in particular now had more freedom regarding the regulation and remuneration of their workers than SOEs. This resulted in social imbalances. During certain phases of the state-permeated market expansion, social movements became a public expression of the latent loss of legitimacy: for example, the Tiananmen Movement in 1989, supported by broad swathes of the urban population, a second outbreak of social conflict triggered by a massive wave of privatization from the mid-1990s, and another cycle of social movements around 2003, where, for the first time, labor migrants were at the heart of the conflict. These movements were an important background to the government efforts to create labor law standards and social welfare institutions.

Last but not least, capitalist modernization triggered the largest internal migration in the history of the Middle Kingdom and initiated another period of primitive accumulation of capital. Over two hundred million people surged from the countryside to the new industrial zones. Whereas the first generation of labor migrants in particular could be handed over to the underdeveloped (state and enterprise) social administration, the second generation, however, developed forms of collective resistance and articulated social demands.

Overall, a variegated state-permeated fabric of power did emerge in China. Because of its heterogeneity, it can be referred to as a fragmented multilevel structure. As I will attempt to substantiate in Chapter 3, within this structure, national plan policies are repeatedly thwarted by the actions of subnational governments that are contrary to the plan. Similarly, the attempt to improve the effectiveness of regulatory capacity by recentralizing resources resulted in adaptive difficulties and, despite remarkable GDP growth rates, macroeconomic developments are rife with contradictions. Thus, a conflict of interests emerged between the need to establish social equity and to remain internationally competitive.

As suggested in the following section on China’s global integration—the fifth dimension of analysis of capitalist systems introduced in Chapter 1—the emergence of variegated state capitalism should not be reduced to its internal restructuring. If we fail to take into account the favorable international conditions that drove the country’s economic growth and, to a certain extent, underpinned the regulatory capacity of the government institutions, we risk subjecting the concept of the success story of (partial) liberalization or that of the far-reaching state regulatory capacity to biased generalization.

The Emergence of State-Permeated Capitalism (2): China’s Integration into the Global Economy

As outlined in my research framework, China’s political economy cannot be adequately explained without taking the country’s global integration into consideration. Although China studies have produced an abundance of relevant literature focusing on changes within China over the last few decades, an analysis of the country’s global and regional integration does not have a comparable body of research to draw on (for some exceptions, see Arrighi et al. 2003; Breslin 2007b; X. Chen 2005; Hung 2009a, b; Hürtgen et al. 2009; ten Brink 2011b; Zweig and Chen 2007; Zweig 2002).

The literature examining the sources of Chinese economic growth frequently emphasizes domestic factors—particularly the “advantages of catchup development” (see Holz 2008; Lardy 1998; Taube 2009). According to these studies, China’s economy was able to profit from high productivity gains accompanied by industrial development in a country, which, at the end of the 1970s, had still been far from industrialized—in contrast to the USSR and other command economies: “The fact that socialism fell when world manufacturing already suffered from excess capacity contributed to the destruction of the productive capacities of former socialist economies. This is much less the case in China …, where the agrarian sector remained dominant through the whole socialist epoch” (King and Szelényi 2005, 209). An argument linked to this stresses the importance of a virtually unlimited supply of labor.90

Nevertheless, neither the country’s dynamic growth nor its socioeconomic transformation was based solely on domestic factors. To supplement this line of argument, in the following sections, I will describe three levels. First, from the 1980s onward, export of goods and selective integration into transregional and global economic processes during the implementation of the policy of opening up and the creation of Special Economic Zones (SEZs) had a massive impact on the country’s economic growth and the transformation of the domestic economy.

Second, there was far-reaching integration, particularly between China’s coastal regions, Hong Kong and Taiwan (the China Circle), and other East Asian economies. Here, the overseas Chinese played an important role as “patriotic” entrepreneurs.

Third, the Chinese economy was heavily influenced by shifts in global value chains from the 1980s onward: while Chinese producers integrated themselves into global production networks, direct investment from developed countries drove growth and access to technologies and contemporary forms of corporate governance.

On the whole, it is evident that the country was able to benefit substantially from a series of favorable circumstances and consequently moved forward with catch-up development far more than other large emerging countries.

Focus on Export and Opening Up

By global standards, China’s development appears to be so exceptional partly because the country survived the major crises of the non-Western world from the 1970s onward virtually unscathed. These include the “lost decade” of the 1980s debt crisis in the Global South, the catastrophic economic slumps in the former Eastern Bloc countries in the 1990s (with ramifications for the South), and the Asian crisis from 1997, which shook other newly industrialized countries in East Asia as well as Argentina, Brazil, Russia, and India. One of the main reasons for its resilience, along with internal dynamics, is China’s policy of reform and opening up, which transformed the coastal regions into competitive production platforms for domestic and foreign companies and made export-oriented growth possible against the backdrop of increasing foreign investment.

Since the early days of its (undeniably selective) policy of reform and opening up, China has developed into a trade power (Naughton 2007, 377–99). In terms of export volume, the country has even taken over the lead from Germany. In the past few decades, the factions of the power elites who stress the benefits of cooperation for economic development have prevailed over those who fear China has been depending too heavily on foreign countries. To all intents and purposes, the prospects of positive external effects of foreign capital inflow outweighed the risk of crowding-out effects harming domestic industry.

A historical milestone for the intensification of the country’s global economic integration and the partial authorization of FDI was marked by the resuming of diplomatic relations with the United States in the early 1970s and the subsequent formation of a bilateral strategic partnership. Moreover, there was already a long-established link to the trade hub and financial center of Hong Kong (Tobin 2011).

The emergence of a labor-intensive export regime in coastal China from the 1980s onward coincided with a phase of extensive global free trade, which was triggered and driven by a massive expansion of transnational economic activity. The beginning of a new international division of labor, also as a result of the major crisis in the OECD economies in the 1970s, and the associated restructuring provided favorable conditions for mainland China, surrounded by extremely dynamic economies and innovative enterprise groups run by ethnic Chinese entrepreneurs, and this continued into the following decades. All this occurred in parallel to a shift in focus of economic actors toward East Asia: although the US-American GDP was still three times as high as that of East and Southeast Asia in 1950, this balanced out over the following fifty years. In the new millennium, the GNP of East and Southeast Asia reached a level that almost equaled that of the United States (and of Europe).

A particular role in China’s partial opening up was played by the SEZs. These initially clearly demarcated zones were created in four waves.91 Of course, these new economic areas extended beyond their specified boundaries over time and contributed to the reorganization of the entire economy.

After the opening of the first SEZs in the provinces of Guangdong (for instance, in Shenzhen), Fujian (in Xiamen), and Hainan from the early 1980s, it was possible to attract foreign investment from Hong Kong in particular. Investors benefited from low tax rates, low land rents, and minimal red tape. As a result, much needed foreign currency was channeled into the Chinese state coffers.

After fourteen cities were given a status similar to that of the SEZs in 1984 (for instance, Guangzhou, Shanghai, Tianjin, and Wenzhou), the second wave of opening up commenced. As a result of the policy of the “22 regulations,” there was an increase in the level of FDI predominantly from overseas Chinese nationals. As well as the formation of joint ventures, there was also now the option of founding wholly foreign-owned enterprises (WFOEs) (see Gallagher and Ma 2011, 138–39).

In the first phase of reform, FDI’s share of GDP never exceeded 1 percent. It was only the second phase that facilitated a qualitative change. Deng Xiaoping’s trip to the prospering southern coastal regions in 1992 marked a turning point. The share of FDI increased now to 5 to 6 percent of GDP. Individual coastal provinces such as Guangdong, Fujian, and Shanghai even reached levels of between 9 and 13 percent. This third wave was a result of several developments. First, from the perspective of international investors, sufficient institutional foundations, that is, production infrastructures, had been laid. Second, the positive experience of overseas Chinese capital paved the way for other foreign investors. Finally, the central government initiated the selective opening up of the Chinese domestic market and the real estate sector.

China’s accession to the WTO in 2001 initiated the fourth wave of opening up. (Partially) foreign takeovers of Chinese companies were now permitted. In 2004, total FDI in China accumulated over the years surpassed the half-a-trillion-USD mark. In 2007 alone, another 140 billion USD was invested in mainland China, particularly in the manufacturing industry (World Bank 2009, 144).

Following a settlement reform in 2003, the Chinese central government controlled approximately two hundred “development zones,” which extended deep into the interior of the country. The successors of the SEZs were divided into economic and technological development zones, high-tech industrial development zones (frequently located close to universities), free trade zones (near seaports), and export processing zones. Development zones are frequently subdivided into several development parks. There are also up to two thousand regionally or locally controlled development zones, which are not subject to direct central government control (Saich 2008, 182). Increasingly, over the course of time, the special zones merged with the rest of the economy.92

The policy of opening up also had consequences for monetary policy and in terms of increasing the international economic activities of domestic companies: in 1981, the government established a dual exchange rate system.93 In addition to the fixed official exchange rate, a second exchange rate was introduced for commercial transactions (Herr 2008, 27). Other steps included the dissolution of the foreign trade monopoly—around ten thousand companies were given import and export rights—and the establishment of national customs barriers and nontariff barriers to trade (Cho 2005, 138–45). Companies engaged in foreign trade were now permitted to deal directly with buyers and suppliers and also given the opportunity, with the approval of the foreign exchange authority, “to be allowed to retain some of the foreign currency themselves” (Hagemann 1990, 120, my translation). In 1994, the centralized planning of imports and exports was abolished de facto. More and more Chinese companies now made use of foreign financing.

In the second phase of reform, the government created a standardized foreign trade system. “China formally switched to a system of flexible exchange rates with interventions by the People’s Bank of China” (Herr 2008, 28, my translation). The exchange rate was, however, linked de facto to that of the USD. Moreover, import duties were reduced in the course of WTO accession (IMF 2004, 83).

In a reverse movement, the injection of capital, technical know-how, and modern forms of corporate governance all supported the formation of Chinese companies engaged in transnational operations. At the same time, the central government developed an export drive strategy that includes active involvement in the international, or rather, transnational division of labor, exploitation of comparative cost advantages, the objective of a competitive export industry, and improvement in the level of technology of the exported goods. The advent of a first generation of Chinese transnational corporations (including Lenovo, Haier, and Huawei) sent a strong signal to the rest of the world that the country was leaving behind its role as “workshop of the world.” Ultimately, the opening up of the economy led to a significant dependence on exports and an increase in competitive pressure within China. Back in the crisis years from 1988 to 1991, the almost doubling of the export rate, supported by a devaluation of the RMB, simultaneously contributed to overcoming economic instability (A. Zhu and Kotz 2011, 20). In the 2000s, the Chinese economy owed its exceptionally high growth rates partly to an average annual increase in exports of around 25 percent. The share of GDP accounted for by exports rose from 25 percent to almost 30 percent after 2000 (Edmonds, La Croix, and Li 2007). In 2005, 21 percent of exports went to the United States, 22 percent to Europe, and 48 percent to Asia (Holz 2008, 1683).

The FDI inflows (a total of just under six hundred thousand projects were financed by this form of investment between 1979 and 2006 [Yuan 2008, 97]), increasing exports of finished products to markets in developed economies, and growing imports of intermediate products predominantly from East Asia formed a “virtuous cycle” and transformed China into the new hub and growth platform for international trade. This resulted in trade surpluses with the United States and European countries as well as trade deficits with East Asian countries. From the 1990s onward, the volume of inner-Asian trade surpassed the similarly increasing interregional trade with Europe or North America (Gaulier, Lemoine, and Ünal-Kesenci 2007, 54–58; ADB 2011, 77).

This is how China’s economy became irrevocably integrated into the global economy—with the support of its national government. Critical voices were powerless to halt the momentum. This was also partly because, unlike other developing countries in the past, no one-sided economic dependencies and restrictions on the government’s freedom to act in the field of economic policy resulted from the extensive, yet selective, integration.94 A strategy of dynamic and flexible protectionism and selective market deregulation insulated local companies to a certain extent. Also in the financial sector, we saw only limited global market integration. Moreover, China had enough leverage to impose conditions on foreign actors, if deemed necessary, and to facilitate technology transfer. Even WTO accession in 2001, considered to be high-risk by many commentators in China, did not fundamentally change this situation.

A special role in the internationalization of the Chinese economy was played by what is known as the China Circle, which the following section will focus on.

Hong Kong, Taiwan, and the Overseas Chinese

A decisive factor in China’s global market integration was its macroregional environment, namely, the East Asian growth process and the interlinking of the economies in the region after 1945. Consequently, China’s development must be evaluated in the context of interconnected “economic miracles” in East Asia, frequently simplistically described as the result of a powerful snowball effect. A renaissance of East Asia as a center of the global economy was observed. This started with Japan’s rise in the 1950s and 1960s and continued with the growth spurts in Hong Kong, South Korea, Singapore, and Taiwan from the mid-1960s and in the ASEAN-4 (Indonesia, Malaysia, Philippines, and Thailand) from the 1970s. This development created a transregional setting that facilitated the shift in economic policy in China and the country’s integration into capitalist networks.

The ethnic Chinese business community played a prominent role in this process. Because the “overseas Chinese” (huaqiao),95 or the ethnic Chinese entrepreneurs I will focus on here, contributed to China’s distinctive form of capitalism, I will now first explore the significance of their trade and production networks. Second, I will describe the role played by Hong Kong and Taiwan (also see Naughton 1997).

While the business communities in the West and in Japan were still criticizing the investment climate in China in the 1980s, as mentioned above, overseas Chinese entrepreneurs became the most important source of FDI. Between 1980 and 1994, 70 percent of FDI flowing into China was from overseas Chinese entrepreneurs (Hsing 1998, 147). “The overseas Chinese … could bypass most regulations, thanks to familiarity with local customs, habits, and language, to the manipulation of kinship and community ties (which they strengthened through generous donations to local institutions), and to the preferential treatment that they received from CCP officials” (Arrighi 2008, 436, my translation).

Because investment from overseas Chinese contributed to industrialization, particularly of the coastal regions, in the late 1980s, the government granted many privileges to the Taiwanese that had previously only benefited Hong Kong residents. From then on, the government classified Taiwanese investment as “patriotic ethnic Chinese” or “special domestic capital,” with preferential regulations on entry and residence for Taiwanese investors as opposed to other sources of FDI. At least in the commercial sector, all this compensated for the shattered confidence in the past. In many cases, the patriotic overseas entrepreneurs have since acted as consultants for local party cadres and assumed a teaching role for the mainland Chinese business community (Lam 2006, 238; Taube 2009, 121).

Transnational integration further accelerated during the second phase of reform (H. Yeung and Olds 2000) when the networks of overseas Chinese frequently merged with mainland Chinese business operations. For some time now, people have referred to the emergence of the China Circle or of Greater China for this reason. In terms of economic policy, the China Circle describes a geographical area comprising the southern and southeastern Chinese coastal provinces (Guangdong, Fujian, Jiangsu, Zhejiang, and Shanghai), Macao, Hong Kong, and Taiwan. Singapore and other Southeast Asian states maintaining significant economic ties with the “core area” are also frequently included. The term Greater China on the other hand is used to denote a political area that is becoming increasingly homogenous; it often describes a new epicenter of international politics led by the PRC (Pax Sinica). Because this regional economic area is still barely integrated politically, however, the term China Circle will be used in the present study.

The structure of the China Circle has specific features that contradict key assumptions of the diverging poles in the discourse regarding the consequences of globalization—on the one hand, the theory of the blurring of national borders and the declining importance of the state, and, on the other hand, a skepticism about the reach of transnationalization processes (Sum 1999). For instance, state intervention, particularly in mainland China, retains its key significance, although processes of transnationalization certainly fostered change. A distinctive new balance of power between policy makers—on the level of the central government, the provinces, and the lower-level authorities (the central interface was the Ministry of Commerce and its subdivisions)—and mainland and overseas Chinese and other foreign enterprises resulted in distinctive local public-private networks:

The networks … involve municipal authorities specializing in Hong Kong/Taiwan investment, county-township cadre entrepreneurs, as well as small- and medium-sized firms from Hong Kong and Taiwan. They draw on pre-existing guanxi to build a flexible and open system of networking relations which allows them to build trust, obtain advice, communicate demand, and gain resources at below-market prices. The form of interaction tends to be group- and not firm-based: … However, this … involves power asymmetries between actors and institutions…. For example, local party-state officials still control resources such as land, labour, capital and regulations; semi-public enterprises command information and contacts; and private firms control capital, managerial skills and market outlets. (Sum 1999, 133–34)

As, over the course of time, the Western and Japanese production networks also increasingly saw themselves compelled to shift their manufacturing to China, companies owned by ethnic Chinese entrepreneurs were able to hold their own against the powerful large corporations: multinational corporations thus became dependent on the predominantly overseas Chinese production networks, which became the key mediators between these and the local Chinese companies. Overseas Chinese capital was thus ideally positioned to benefit from the expansion of the complex Japanese system of subcontractors beyond Japan’s borders and the growing demand from U.S. companies for business partners in the region (Arrighi 2008, 434). This led, for example, to the development of a transnational triangular relationship in the IT industry between the business hubs of California’s Silicon Valley, the Taiwanese city of Hsinchu, and Shanghai in China (Saxenian 2005).

As well as the role of overseas Chinese entrepreneurs, that of Hong Kong was of exceptional importance for China’s integration into global capitalism. Even before the 1980s, the metropolis became the interface between global capitalism and the Chinese economy.96 This was consolidated through a close coalition of interests between influential Hong Kong Chinese and the mainland Chinese power elite.

The rise of Hong Kong is frequently attributed to its laissez-faire system (Yasheng Huang 2008, 3). But certain aspects of its history and older traditions of trade capitalism were more important contributory factors here (Hamilton 2006b). Also in this case, state institutions laid the foundations for the functioning and the subsequent competitiveness of the economy, in the area of labor-intensive export goods, for instance (McNally and Chu 2006, 56). Unlike in Taiwan, however, we did not see the emergence of a developmental state in Hong Kong after 1949; neither British business interests nor the initially cautious Chinese refugees supported a policy of a strong state.

From the 1980s, private companies from Hong Kong made a key contribution to the industrialization of southern China. At the time, relocation of production to the Pearl River delta was in line with Hong Kong’s expanding role as a global financial and service center (Deyo 1993, 13–15). Between 1988 and 1998, half of Chinese exports were routed via Hong Kong. Moreover, mainland Chinese companies used the city-state for (temporary) investment, in order to ultimately benefit from advantages normally granted only to foreign companies by reinvesting in China (“round-tripping,” see Breslin 2007b, 110).

From the early negotiations with the British on the reintegration of the city in 1981, the Chinese government’s primary strategic interest was to establish close links with the ethnic Chinese entrepreneurial class. Up until 1997, these had been suppressed by British business leaders:

Keen to maintain Hong Kong’s economic vitality throughout the transition period, Beijing cultivated the goodwill of the business elite, and increasingly prioritized their views. The PRC’s dependence on foreign direct investment from Hong Kong in the 1980s only increased the CCP’s sensitivity to these business interests, which feared that the introduction of universal suffrage would bring high taxes and a measure of redistribution. Consequently, Beijing sided with the business elite on practically all controversial issues during the drafting of the Basic Law, vetoing all the Democrats’ proposals for articles on social rights … and on thoroughgoing political reform. (Hung 2010, 61)

The more dependent ethnic Chinese entrepreneurs from Hong Kong became on China as a business location and on the country’s domestic market over time, the more reliable they became as partners of the Chinese power elites.

The geographical proximity to Taiwan and its policy of export-oriented import substitution that was regarded as successful on the mainland, combined with the close ties of many Taiwanese with China, provided another favorable circumstance, which resulted in a close economic connection despite all the (geo)political differences (Hsing 1998).

Historically, Taiwan’s political economy was characterized by a tight-knit network of relationships between the leading party, government, administration, and business activities and was therefore referred to as “party-state capitalism” (Pohlmann 2002, 206–9, 306–18). After 1949, against the backdrop of Cold War confrontation, the party elite of the newly founded Republic of China (Taiwan) developed a strong interest in the formation of independent infrastructures and in industrial development. Like the CCP, the bourgeois nationalist Guomindang, displaced from the mainland, aimed at national modernization by all available means. After 1949, to a certain extent resembling the mainland, a developmental state with an all-powerful party at the helm shaped the contours of industrial upgrading (Evans 1995, 54–60). And just like in China, the original accumulation of capital in Taiwan (despite a comprehensive land reform) was at the expense of the rural population because the state transferred a high share of the rural surplus product to the industrial sector (Kay 2002, 1081–84; Selden and Ka 1993, 114, 116–21).

As in Hong Kong, historically, Taiwanese companies were able to benefit from the “retail revolution,” that is, a rising demand for (initially often simple) consumer goods in Western consumer societies (Hamilton 2006b, 141–43; Hamilton, Petrovic, and Feenstra 2006). Over time, a large number of private companies merged to become enterprise groups, which increasingly invested in mainland China from the 1990s. These frequently operated as original equipment manufacturers (OEM); in other words, they produced goods for export that were then sold on the global market under another (for instance, American) brand name. One well-known example is the company Foxconn, which now carries out the assembly of cell phones and laptops (for Apple, inter alia) as the world’s largest contract manufacturing company in China. In one business park alone, north of the city center of Shenzhen, the company employed approximately three hundred thousand (largely migrant) workers in 2008. A basis for the Foxconn industrial park (Foxconn City) with its huge production halls was solid political relations with the provincial and municipal government, without which, for instance, the internal customs clearance (which minimizes transaction costs) would not have been possible.

Through the relocation particularly of labor-intensive segments of production to mainland China, strong ties developed between Taiwanese and Chinese companies and frequently subnational political authorities.97 As in the case of Hong Kong, close coalitions of interests formed a solid foundation for economic integration. Since as early as the 1990s, at the level of the functional representation of interests, we have even started to see the “creation of Taiwanese business associations on the mainland that are endeavoring to establish close cooperation with their local semiofficial parallel organizations and with the Chinese authorities” (Meyer-Clement and Schubert 2004, 13, my translation).

The Role of Global Production Networks and the Overaccumulation of Capital in the North

The development of the China Circle accelerated China’s selective integration into global capitalism to a significant extent. However, there are further variables to take into account: first, the global production networks, led by Western brand companies, in which ethnic and mainland Chinese companies were frequently integrated as strong partners, and, second, the massive shift of production sites toward East Asia, supported by an overaccumulation of capital in the North.

It was not until the 1990s that FDI in China from OECD countries rose sharply. Although foreign corporations had already been contributing to industrial value added through regional partners earlier than this, now, to a far greater extent, “foreign capital jumped on the bandwagon of an economic expansion that it neither started nor led” (Arrighi 2008, 437, my translation; see also McNally 2007b, 116).

Yet how did this shift of capital from the leading industrial nations of the world come about in the first place? One of the prerequisites was technological and organizational developments that increased the opportunities for outsourcing relevant work processes. An advanced technological stage of development allowed large corporations to restructure and become transnational production networks and, as part of the new international division of labor, to delegate parts of complex production processes to subcontractors in underdeveloped regions (contract manufacturing). Producers of industrial goods hereby took advantage of uneven conditions for accumulation (Hart-Landsberg and Burkett 2006). A qualitative difference between this situation and the internationalization processes at the turn of the twentieth century is that the formation of supranational value chains, no longer only product chains, led to a rapid recombination of economic areas (Gereffi, Humphrey, and Sturgeon 2005). Because East Asia demonstrated a relatively high level of internationalization at an early stage—under the direction of Japanese companies, from the 1960s onward, a close interlinking of transregional production networks was observed (including overseas Chinese networks)—this area provided an exceptionally favorable framework for transnational production processes (ADB 2011).

The opening up of the Chinese economy meant that there was more scope for transnational capital and that Chinese production sites (and China’s domestic market) could successfully be integrated into the business strategies of the multinational corporations (MNCs) with the highest turnover in the world (Hürtgen et al. 2009; also see Herrigel, Voskamp, and Wittke 2017). At the same time, the form of investment also changed: “In the mid-1990s, roughly three-quarters of investments were joint ventures with Chinese partners. By the mid-2000s, three-quarters were wholly foreign-owned subsidiaries of MNCs” (Kennedy 2007, 182–83). Calculations show that FIEs in China exported more than all other companies combined. Between 2000 and 2004, their share of exports was over 50 percent, followed by Chinese SOEs at around 25 percent. In production segments with more advanced technology, the distribution was even more unequal (Ernst and Naughton 2007).

From the 1990s, China’s economy profited in particular from the trends toward economic stagnation in the North. Unlike in the “golden” postwar period, the old centers of capitalism showed a lower investment rate and weaker GDP growth. The underlying causes were a stagnation phase in Europe, Japan, and North America that had been ongoing for a long time, a drop in productive investment, which drove the internationalization of production, and, to a large extent, “financialization” (see R. Brenner 2006; Glyn 2006; Harman 2009; Hung 2009b; Sablowski 2009). The relatively low GDP growth in the North and what economists referred to as an “investment crisis,” that is, a lack of profitable investment options, found their counterpart in the trend toward overaccumulation of capital, in other words, capital surpluses that cannot be put to profitable use, and a slack labor market.

The possibility of tying up capital to alleviate the overaccumulation problem could, however, be localized in East Asia and, increasingly, also in China (Glyn 2006, 86–87). More so than in other large emerging countries such as India, Brazil, Mexico, and Russia, developed infrastructures and prospering “supply chain cities” offered stability, and the positive experience of the overseas Chinese provided reasons for investing in China (Gereffi 2009). This trend of capitalist colonization, of seeking out new “spatio-temporal fixes” for the problem of “surplus capital” (Harvey 2010) affected not only companies from Europe and North America.98 Japanese companies, too—against a backdrop of domestic growth stagnation—shifted the focus of their investment regime more onto East Asia and China. The transfer of capital promoted the further development of the growth trend in East Asia by fixing surplus productive capital and labor in a new way. China was able to take full advantage of these processes, even in periods of crisis: in 1997–98, the consequences of the Asian crisis, incisive according to many economists, further accelerated the process of relocation to mainland China (ADB 2011, 65). The same applies to the bursting of the “dotcom bubble” in 2000–2001, which triggered a rapid transfer of mass production capacities to the new Chinese contract manufacturing sites in the style of a herd mentality.

This historic shift of capital toward China initially helped to counteract the trend of stagnation of the global economy: the U.S. and Chinese economies achieved growth from the 1990s in two different but interdependent ways. While in the United States GDP growth could be largely attributed to (debt-fueled) consumption and less to investment, the course of the Chinese upswing was in a sense the reverse of the process in the United States—it was based on a very high investment rate. Large quantities of available liquid assets in the North ensured the supply of equity investment and continued to fuel the boom. Meanwhile, the old centers served as end consumers of export goods from China. However, by 2007–8, as the analysis in Chapter 3 shows, this win-win situation was drawing to an end.

Interim Conclusion

As assumed in my research framework, the roots of the Chinese “economic miracle” from the 1980s can be explained only by taking into account external variables. Both geographical and temporal factors facilitated the success of China’s selective policy of reform and opening up and provided the PRC with an edge over other emerging countries, which had to shoulder a greater tendency toward disintegration in the phase of liberalization from the 1970s on. In terms of geographical factors, the Chinese investment location was close to the East Asian growth region with its (often authoritarian) developing states—whose economic policies served as role models for China—and to the overseas Chinese investors who contributed to the reorganization of the coastal regions of the PRC. In terms of temporal factors, particularly from the 1990s onward, China was able to profit from the advanced transnationalization of production, which helped bring about international production sharing and thus transnational production networks, and from weak economic growth in the old centers of global capitalism, including Japan. From the 1990s on, the latter led to a larger-scale shift of capital to mainland China. In the process, the PRC developed into the new economic center of East Asia. A Sinocentric constellation was superimposed on the former Japan-centric regionalism.

In order to define Chinese capitalism more precisely, the PRC’s comprehensive integration into the global economy must be factored into the analysis. Another feature of variegated state-permeated capitalism is its competition-driven integration into transnational economic networks and its reliance on patriotic ethnic Chinese and other foreign companies. This also substantiates the criticism voiced regarding the limiting of research on capitalism to the national context: the specific form of “ethnic Chinese capitalism” is difficult to classify according to national varieties of capitalism.

This section has also illustrated that many of the factors that have shaped the face of the Chinese economy and facilitated its growth are not under the control of the Chinese leadership and are far from easy to steer. As I will demonstrate in Chapter 3, this complex inter- and transnational integration has recently created dependencies and negative externalities that have made it difficult for the party-state to maintain the country’s socioeconomic dynamism.


CHAPTER 3
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Current Developments in Chinese Capitalism

In general, the literature refers to two key actors in China’s process of modernization: companies and party-state decision makers. The analysis presented in the next two sections focuses on these groups, while also taking international factors into consideration. However, a third group of actors, previously neglected in research on China, has also come into play—namely, the workers. The third section of this chapter is therefore devoted to industrial relations. This takes into account the assumption of my research that a more comprehensive analysis of the new Chinese capitalism and its lines of development is possible only if we examine the role of and interplay between these three groups of actors.

For an analysis of the drivers of capitalism, the five aforementioned dimensions of capitalism once again play a central role. My objective is to identify the key dynamics and paradoxes of variegated state-permeated capitalism. The focus is on the period between 2008 and 2016 although at numerous junctures I make reference to the longer-lasting development trends and path dependencies introduced in Chapter 2. This includes sections on economic policymaking and on the relationship between local pilot projects and centralized coordination, which, although established before 2008, are still key to an understanding of China.

The Corporate Sector and Socioeconomic Dynamics

In this section, I first describe the business forms and production regimes that emerged over the course of gradual institutional transformation in mainland China. The business sector is governed by a “mixed economy” characterized by both formal and informal relationships that is neither “free” nor “planned.”

The heterogeneous corporate landscape is layered with close ties between political and economic actors, that is, public-private regimes embodying the central economic coordination mechanisms of the Chinese system. Second, I describe how the interdependencies between economic institutions and political power have reconfigured. At the same time, trust-based relationships (guanxi) or social capital are additional elements and important factors in explaining the fundaments of growth.

Third, I come to the conclusion that the dynamics of the corporate sector and the close alliances between companies and government institutions have, to date, contributed to stabilizing the status quo.

Fourth and finally, this brings me to more recent socioeconomic developments, which I argue are shaped by dynamics that make it difficult for the party-state leadership to maintain rapid growth via rebalancing the economy for instance.

Unity in Diversity? Heterogeneous Business Forms and Production Regimes

If industrial value creation is differentiated by company type, the official statistics indicate a substantial increase in the contribution made by privately run companies in the past twenty years. Private domestic businesses (among them, of course, a number of hybrid companies) and a smaller share of foreign-invested enterprises (including those from Hong Kong, Macao, and Taiwan) currently account for the majority of industrial production (Lardy 2014). However, state-owned enterprises (SOEs) still account for approximately 25 percent of industrial production, despite the gradual decline in their share over the last decades. From the 2000s, once the massive wave of privatization had abated, the state leadership was keen to see the SOE sector endure.

BUSINESS FORMS

To be able to further differentiate between Chinese and foreign private enterprises, collective enterprises, and state-owned enterprises, unless stated otherwise, I use data and definitions from the National Bureau of Statistics of China (NBS). According to this, private enterprises are further subdivided into three groups:

•  Domestic privately owned enterprises (POEs). As explained in Chapter 2, during the second phase of reform, the private sector was primarily bolstered by the establishment of new private enterprises, and also, to a certain extent, by reforms to the collectively owned and state-owned enterprises. According to estimates provided by the All-China Federation of Industry and Commerce (ACFIC) and the Chinese Academy of Sciences, only 25 percent of officially registered private companies had formerly been part of the state-owned enterprise sector (B. J. Dickson 2007, 832). Today there are numerous ways for private companies to be entered in the commercial register. If the foreign capital share is below 25 percent, the company is classified as a domestically financed enterprise. In 2015, POEs employed around 99 million workers, compared to approximately 55 million in 2009 and 12.7 million in 2000 (NBS 2015b, table 4–2).

•  Companies from Hong Kong, Macao, and Taiwan. Under this heading, the statistics cover enterprises from the two Special Administrative Regions and Taiwan. A distinction is made between four different types: “Enterprises with Funds from Hong Kong, Macao and Taiwan refer to all industrial enterprises registered as the joint-venture, cooperative, sole (exclusive) investment industrial enterprises and limited liability corporations with funds from Hong Kong, Macao and Taiwan” (NBS 2010, appendix).

•  Other foreign enterprises. These are referred to as foreign-owned enterprises (FOEs) or foreign-invested enterprises (FIEs).1 Notably, there has been a decline in the share of joint ventures compared to wholly foreign-owned enterprises (WFOEs): between 2000 and 2012, the share of foreign direct investment (FDI) in joint ventures fell from over 50 to around 20 percent, while investment in WFOEs increased from 47 to 77 percent during the same period (Davies 2013, 71).

Compared to private companies, the importance of collectively owned enterprises (COEs) declined significantly. Currently, for example, they include township and village enterprises (TVEs) that have not yet been privatized. By 2014, COEs employed only 5.4 million people in Chinese cities (NBS 2015b, table 4–2). As mentioned previously, in the 1990s, the path to the “cadre capitalist” class was opened up to many political cadres. This was the result, inter alia, of a clause in the 1994 Company Law, which enabled COEs to be restructured as limited liability companies. In these enterprises, which are companies with diverse shareholders of limited partner status, government bodies frequently continue to hold ownership shares. Although they are registered as POEs, they remain embedded in local politics.2

According to popular neoclassical theory, unlike private companies, SOEs tend to perform badly and, in the medium term, would be expected to disappear in China, too. State-owned enterprises, however, continue to play a key role here to this day. Nevertheless, there are considerable differences between sectors, also with regard to the performance of SOEs. In various industries, such as the steel, petrochemical, and other generative sectors (the transport and energy sector, for instance), the telecommunications sector, public utilities, and the finance and banking sector, SOEs are still going strong. In other branches, they attempt to maintain their influence through equity investment, in the automobile or chemical industries, for instance. The aim here is to achieve learning effects in “nonstrategic” fields with the objective of comprehensive import substitution. At the same time, SOEs in traditional fields such as heavy industry have also lost out against POEs in terms of competitiveness, despite them enjoying more government support. However, to some extent, this is because SOEs tend to respect compliance standards more. A large state-owned steel plant would therefore normally purify waste water in the surrounding districts whereas a private company would not be prepared to do this.3

SOEs frequently behave in a similar way to private companies but, on average, have better access to government support than other enterprises (Shaomin Li and Xia 2008). At the same time, they can be expected to conform more closely to policy guidance. From 2000 to 2009, the number of people employed by SOEs fell from 81 to 64 million, and has stabilized since then (2014: 63.1 million; NBS 2015b, table 4–2).4 Between 2006 and 2016, the number of big national SOEs under the control of the SASAC was cut from 161 to 102 (SASAC 2016).

Because of efficiency considerations, the restructuring of the state sector led to the creation of large state-owned enterprise groups (qije jituan). Strategically important SOEs were reorganized as follows: “the best portions of their assets were spun off to form new, financially attractive entities. The new firms would then be listed on the stock market, while the parent firms remained state-owned entities. The latter is referred to as an enterprise group” (Oi and Han 2011, 31). The form of enterprise groups such as the Baosteel Group or the Donglian Petrochemical Group lies somewhere between a highly integrated conglomerate and the loose grouping of companies within a Japanese keiretsu. At the same time, the enterprise groups no longer concentrate on one branch of industry but are now also moving into sectors where, because of their influence over the administration and the accompanying favorable access to resources, they are in a position to make considerable profit. This is something that is usually quite difficult in their core business. It is often rather awkward for power producers and petrochemical companies that their margin is tied to purchasing prices fixed by the state. They therefore invest in real estate, public utilities, or retail. As SOEs, they are able to take out bank loans with favorable terms and then issue loans to, inter alia, other companies in the group. The profits generated by these transactions are frequently used to cross subsidize the company’s actual core business. The fascinating thing about this is that, through profit-driven lateral diversification, the SOEs become involved in sectors from which they had previously withdrawn, also for reasons of profit maximization. In isolated cases, the sheer power of these vast SOEs hampers the work of the state regulatory and competition authorities (Naughton 2011a, 73).

Moreover, a large number of major SOEs are publicly listed. At the end of 2016, about one-third of the 3,008 enterprises listed at the two Chinese stock exchanges in Shanghai and Shenzhen were SOEs or their subsidiaries. Although the boards of directors of the companies converted into joint-stock corporations also endowed the state with certain powers, SOEs are nevertheless exposed to competition—at least temporarily. Even in the sectors that used to be more or less monopolies, there are always at least two competing companies; and even in the defense sector, where the government is the only customer, companies were dismantled and exposed to competition (the North Industries Group Corp and the South Industries Group Corp, for instance). In civil aviation, companies under the control of the central government (Air China, China Southern, and China Eastern) compete with private and/or quasistate concerns (such as Hainan Airlines or Dragonair). However, in recent years, a countertrend has also been observed—SOE megamergers such as between China North and China South Locomotive forming China Railway Rolling Stock Corp in 2015 were intended to create world-class competitive firms. Now that the Chinese market has become more saturated, this should make it easier for companies like this to acquire international contracts.

On the whole, the continued existence of many of the SOEs calls into question the assumption of an inefficient state economy (on this see, for example, Yergin and Stanislaw 1999, 282–84). The Fortune Global 500 for 2011, an annual ranking of the top five hundred corporations worldwide in terms of revenue, included sixty-one mainland Chinese companies. Almost without exception, these corporations were state-owned, and forty-one of them had headquarters in Beijing. In 2016, the list included as many as 103 Chinese companies, about two-thirds of which were state-owned, with a clear majority of them still headquartered in Beijing.

The assumption that state-owned enterprises have a debilitating impact on the non-state-owned sectors of the economy (see Yasheng Huang 2008, 6) should also be qualified. SOEs ensure stable demand for many private manufacturers, for instance. A case in point is the telecommunications market, where private enterprises meet growing demand for equipment from the SOEs. Conversely, close business ties with private companies can also be observed.

Yet an important change in recent years has been the shift away from the notion that SOEs have to provide all that is essential for China’s economy and society. The SOEs are not flying the Chinese flag alone. This responsibility is borne by a diverse “National Team.” On the whole, the reform process has created a heterogeneous corporate landscape, a mixed economy, where national capital predominates. Finally, it is also important to bear in mind the following circumstances: the demarcation of a diverse range of types of ownership, including private forms, should not cause us to neglect the overlapping of these types of ownership with party-state actors. It therefore seems plausible to refer to unity in diversity, that is, a heterogeneous ensemble of business forms and production regimes, which, to a certain extent, is embedded in a state capitalist dispositif.

HETEROGENEOUS PRODUCTION REGIMES

In industrialized China, there are different types of regional and sectoral production regimes, where POEs, FIEs, or SOEs predominate. In the majority of cases, however, the production regime is a combination of private and state enterprises, as Tsai already argued some time ago: “Most localities … have a hybrid economic structure that lies somewhere in the middle of the private-to-state sector spectrum, with an ambiguous mix … that may be quasi private, deeply embedded in the local political economy, or both” (Tsai 2005, 1144; see also Conle 2011).

One example of a regional economy dominated by Chinese private companies is Wenzhou (in the province of Zhejiang). This is a metropolis with a population that has now grown to over nine million and that already produced a flourishing private sector (of mostly small and medium-sized enterprises or SMEs) during the first phase of reforms. In contrast to private enterprises, the share of industrial output contributed by SOEs was considerably below the national average as early as the mid-1980s. Their share then fell from 19.4 percent in 1985 to 3 percent in the 2000s (Zeng and Tsai 2011, 50; see also Friedman 2011, 94–97). It was not an early wave of privatization but rather the competition-driven growth of the private enterprises that caused this shift.5 The basis for this was that the region had no traditional strong economic planning with a focus on heavy industry. The regional economy around Wenzhou always concentrated on light industry. Here, there was very little evidence of any legacy of the command economy. Further, it was primarily local entrepreneurs who drove the increase in economic efficiency by learning how to manufacture and market lighters, buttons, and biros. However, in 2011, Wenzhou experienced a profound debt crisis, which it did not manage to recover from until 2015–16.

Xiamen in the coastal province of Fujian, which was declared a Special Economic Zone (SEZ) during the first phase of China’s policy of openness, is one example of an economy dominated by FIEs. Here, the share of industrial output accounted for by the public and quasipublic sector declined from almost 90 percent (1983) to less than 12 percent (2014) (Xiamen Municipal Statistics Office 2015). Foreign companies produce more than two-thirds of all the goods in this city. In contrast, although the gigantic industrial center in the Pearl River delta (in the province of Guangdong) is also dominated by private enterprises, here Chinese firms occupy a considerably more important position (NBS 2015a).

However, in the former centers of heavy industry in northeast China, there are still some areas where state-owned enterprises play a significant role—the province of Liaoning is one example of this. Yet even here, important changes took place. In this province, it was the government institutions themselves rather than the pressure of the market that initiated the reforms. Hundreds of SOE managers who had previously been government officials became owners of private companies in the process but still maintained close contact with the party-state (“red capitalists”). Another relevant factor was the establishment of private companies as service providers for major SOEs in the steel or mining sector. As a result of the “plan legacy,” the spirit of entrepreneurship was very underdeveloped, and this had to be changed.

Although it is not possible to provide a detailed sectoral analysis at this juncture, it is important to bear in mind that various studies also determine sector-specific paths of restructuring:

On the one side, the steel and to a lesser extent the petrochemical industry are still dominated by SOE, however, under strictly market-oriented management. …In the chemical industry, a rapidly expanding private sector exists and joint ventures and foreign companies are playing a bigger role, such as Germany’s chemical giants BASF and Bayer, which operate some of the largest petrochemical complexes in China…. The auto industry occupies the middle ground between state-dominated and privately dominated industries. It is led by Joint Ventures of multinationals with the three large Chinese auto holdings, FAW, Shanghai Automotive, and Dongfeng. Smaller private and local-government-owned automakers or auto holding companies are competitors…. On the other hand, the electronics and the textile and garment industries, China’s two largest single manufacturing industries by employment, are mostly privately owned, industry structures are dominated by subcontractors or subsidiaries of foreign multinationals. (Lüthje 2009, 7; for a more detailed account, see Lüthje, Luo, and Zhang 2013)

According to both regional and sectoral criteria, China’s economy has a heterogeneous structure, which is an advantage for businesses. Chinese and foreign enterprises benefit from the fragmented development, and particularly from the unequal production conditions and wage systems. The uneven levels of development across the country—ultramodern urban centers, second-and/or third-tier cities, suburban areas, and backward agrarian regions—also foster internal competition to attract business and investment. All in all, this initially calls my proposition of unity in diversity into question. However, in the following sections, additional dimensions of Chinese capitalism will be analyzed, enabling me to refer to the diversity aspect without ignoring the crosscutting characteristics.

First, however, we should examine the nature of Chinese production regimes in more detail, starting with the example of the exceptionally important IT sector.

EXCURSUS: THE STRUCTURE OF THE IT SECTOR

The hardware segment of the IT sector is one of the most technologically advanced industries in China. With regard to the performance of Chinese enterprises in this sector, certain companies (including some that were nominally state owned but in practice had operational autonomy) managed to acquire new market shares and become globally competitive.

From the 1980s, companies operating in the IT sector began to increase their autonomy. Perhaps the most well-known example is the computer company Legend, now privately owned and rebranded as Lenovo: “Legend became … what is arguably the first government-sanctioned management buy-out (MBO) of a state firm. Technically, Legend was an SOE, ‘owned’ by the Chinese Academy of Sciences, which provided the initial personnel and modest financing for its creation. Along with other SOEs after the mid-1990s, Legend was to be ‘corporatized,’ which involved explicitly demarcating the corporation’s formerly vague and ambiguous ownership stakes” (Ernst and Naughton 2007, 41).

The type of change in ownership where company management acquires the majority of the capital from the firm’s former state owners was periodically a key vehicle for the transformation of SOEs in the IT industry. Since then, a three-tier structure has developed. The first tier involves state-owned enterprises, primarily in the telecommunications industry (China Mobile and China Telecom, for instance) controlled by the SASAC. “The head of SASAC, Li Rongrong, has repeatedly made it clear that he sees SASAC’s mission as increasing the value of government assets. While the central government will share ownership stakes with strategic investors and the public by floating some of the companies on stock markets, the government intends to maintain substantial control. Ironically, SASAC’s interpretation of its mandate has increasingly followed a well-known business school logic: focus on core competencies, spin off non-core businesses” (Ernst and Naughton 2007, 43).6

The second tier comprises large companies such as Lenovo, TCL, Founder, Huawei, and ZTE. Apart from foreign IT firms, this tier is the most innovative: “Second-tier firms have diverse origins: they may come from the state sector, from foreign investment, or, increasingly, may be domestic Chinese start-ups…. These firms are … creating one of the seed-beds of the new production forces and new interest groups shaping China’s emergent capitalism” (Ernst and Naughton 2007, 45). Shares in these companies are frequently owned by local governments. Further, these corporations network with foreign producers, are geared toward major transnationals, and outsource the lion’s share of their production to contract manufacturers (for an account of more recent developments, see L. Shih 2015).7

The third tier is primarily smaller private manufacturers that focus on the production of specific and no longer solely low-technology products, create industry clusters, and develop close ties with local authorities. In the industry clusters, hundreds of companies compete and cooperate with the aim of selling their products on domestic and global markets.

The Public-Private Organization of China’s Economy

As has been outlined above, even in a highly technologically developed branch of industry, such as IT hardware, there is evidence of a close interrelationship between the economy and the state. This illustrates a general feature of Chinese production regimes that I will turn to in the following section. As has already been established in Chapter 2, the close ties between state, quasistate, and private actors are just as much a distinctive characteristic of Chinese capitalism as the entrepreneurial activities of the local authorities. The links between the party, the state, and the business community, sometimes described as symbiotic, continued to exist even after formal privatizations.

To further substantiate the assumption that the public-private organization of the Chinese economy is durable, I will now examine the impact of companies on state institutions and the social ties between the business elite and the political class. Finally, the guanxi networks are interpreted as being a perpetual nonmarket-based type of coordination within variegated state capitalism.

THE IMPACT OF COMPANIES ON STATE INSTITUTIONS

Since the start of the reforms, companies have established a wide range of channels for influencing state institutions. The need to constantly have an impact is a result of the structure of China’s political economy, which encourages the dependence of entrepreneurial activities on state institutions: “Every sector, from mining to computers, is highly regulated at every stage of business, including acquiring a business license; obtaining financing; engaging in research and development, production, sales, and distribution; distributing profits; and paying taxes. Because these regulations directly affect the profitability of MNCs and local industry alike, there is a strong incentive for firms to pay attention to and influence the policy process” (Kennedy 2007, 183).

With this in mind, first, businesses employ the medium of consultation. Second, through petitions, proposals are made to (local) consultative conferences to revise existing regulations. These are filed by members of parliament who are also part of the business community. Even more important, however, is active lobbying (Heberer 2002; Holbig and Reichenbach 2005; Kennedy 2011b).

To exert collective influence, employers have recourse to a range of associations and similar organizations. As well as local chambers of commerce, there are large federations such as the ACFIC, representing private companies, and a plethora of smaller, regional business associations. There are around seven hundred national business associations and thousands of regional organizations.

Although these associations are registered as nongovernmental organizations (NGOs), generally speaking, they are still under state control. The ACFIC, for instance, is affiliated to the United Front Department of the Central Committee of the CCP (for an account of the history of the ACFIC, see Holbig and Reichenbach 2005). This does not mean that they are ineffective, however. On the contrary, the existing links with the state apparatus are used to represent specific interests at every political level. The ACFIC also grants loans and has a long-standing cooperative relationship with the state banks in order to help lobby for an increase in the credit volume for the private sector.8 Indeed, it has already made numerous contributions to furthering reforms benefiting private companies, also at the national level, such as the constitutional change guaranteeing private property in 2004 and the codification of ownership rights (Property Law) in 2007.

On closer examination, unsurprisingly, the role played by business associations varies from industry to industry and region to region, and there are also different methods of exerting influence (see Friedman 2011, 101–6; Fewsmith 2011, 284–86). When they play a more significant role, the associations fulfill a valuable function by enabling industries to self-regulate and relieving state authorities of this responsibility. For the administration, associations are a valuable source of information for policy formation and also play an important supervisory role for policy implementation. Moreover, they can protect decision makers from anticorruption procedures and business disputes. In the past, transactions (purchase agreements etc.) would have been carried out directly between government authorities and companies. Nowadays, as intermediaries, associations insulate each side from one another. Associations receive money and distribute it, for instance, through R&D competitions. They also carry out technical inspections and duties related to formulating norms—these are responsibilities that the government authorities are only too happy to outsource to qualified partners. The wire rope association in Nantong, for instance, sends inspection teams into individual companies to conduct on-site checks of compliance with product quality, occupational safety standards, and so on.

Within the network of associations, foreign enterprises are also calling for changes in legislation and are making the most of the opportunities arising from collective influence. Various trade groups also play a relevant role here,

established without any Chinese government involvement, and thus, they fall outside the standard state-corporatist framework that governs local bodies. There are dozens of nationally based chambers of commerce, all of which have offices in the capital, and a few also have offices in Shanghai and Guangzhou. Some, such as the American Chamber of Commerce, were created by industry, and membership is limited to those who voluntary join. Others, such as the German Chamber of Commerce and the European Union Chamber of Commerce in China, were founded by their home governments, and all companies in China from their region are members. (Kennedy 2007, 187; see also GM 2010, 34–50)

The chambers of commerce make a concerted effort to point out “further need for optimization” in selected areas. Their position papers are often very comprehensive, extremely well researched, and detailed. Thus, the European Chamber of Commerce in China provides extensive input into the policy process, for example. Moreover, the foreign enterprises are involved in sectoral interest groups and consult with global lobbying and public relations firms. Some of them are also members of Chinese associations. In the event that these channels prove ineffective, they can always use their link to the governments in the countries where they are headquartered to indirectly exert additional pressure on the Chinese authorities.

In addition, businesspeople seek direct, face-to-face contact with political decision makers. Apart from SOEs, where informal meetings were always preferred, this form of influence is significant among private and foreign enterprises as well. The tradition of reciprocal personal connections plays an important role here. Even in the most developed coastal regions (also in terms of legislation), such as the Pearl River delta, entrepreneurs cultivate close connections with government officials. For the very same reason, the largest foreign companies frequently have a representative office in the capital of Beijing to maintain direct contact with central government staff. During over twenty-five visits to China, Microsoft CEO Bill Gates regularly met with members of the Politburo Standing Committee of the CCP with the objective of building confidence.

Employers as a whole are not a homogeneous entity. For example, domestic POEs have frequently expressed their resentment of the preferential conditions offered to state-owned enterprises, and the SOEs, in turn, conducted successful lobbying activities to abolish tax breaks for foreign companies (Gallagher and Ma 2011, 140). Ultimately, however, cross border coalitions of interests or transnational alliances did develop. Foreign companies cooperate with Chinese ones when there are close relationships owing to joint ventures, for instance:9 “Having Chinese allies has substantially increased their chances of changing regulations to suit their interests. When foreign companies have economically important and politically powerful Chinese firms on their side, it has been difficult for the Chinese government to adopt blatantly protectionist economic policies, because such regulations would hurt the Chinese partners as much as they would the foreign targets” (Kennedy 2007, 189).

These transnational alliances have already proven to be effective on many levels. Common interests shared by domestic and foreign companies had an impact on the outcome of international trade disputes. At the start of the 2000s, a coalition of interests from the domestic automobile and foreign steel industries managed to block a joint initiative by the Chinese government and major government-owned steel corporations to introduce antidumping duties on steel imports (Kennedy 2007, 192–93).

Overall, the close links between businesses and state authorities lend the socioeconomic system a relatively high level of coherence. These ties by far outweigh the horizontal cooperation between companies, which is the norm in other varieties of capitalism. Because companies (including foreign enterprises) can generally count on support, at least at the local level (we will come back to exceptions in the current discussion), on the whole, they have no economic reason to question China’s institutional context and political system. It is more a case of the business community contributing to the state’s ability to maintain this distinctive form of capitalism with no democratic participation rights.

LINKS BETWEEN THE BUSINESS ELITE AND THE POLITICAL CLASS

The unique structure of the Chinese economy is not the only evidence of the strong links between companies and state institutions. There are also close social ties between the country’s business and political leaders.

The Hurun Rich List—the Chinese equivalent of Forbes Magazine—confirms this assumption: of the 1,363 individuals classified as “yuan billionaires” in 2010, 12 percent had “significant government advisory posts, handing them a powerful platform in a business climate that values official contacts” (www.hurun.net/listreleaseen512.aspx).10 Until 2016, the number of yuan billionaires had grown so fast that editors found it necessary to list only individuals with a net worth exceeding thirty billion RMB: 1,903 at that time (http://www.hurun.net/en/HuList.aspx, last accessed December 12, 2016).

It is estimated that one in three billionaires in China is a party member, and almost all have good to very good informal links with the political system. The heads of large companies are often delegates from the People’s Congresses (at various levels). Similarly, business representatives also frequently sit on local CCP committees and their standing committees. This means that business leaders sometimes simultaneously hold different positions within the public administration and the party. After having held a position in a company, some entrepreneurs become mayors or party secretaries. The same applies to wealthy Chinese who have family ties with political decision makers and/or occupy positions as representatives in local People’s Congresses, consultative conferences, and business associations, as well as chambers of commerce (M. Chen 2015).

Aside from influential foreign and overseas Chinese entrepreneurs, China’s business leaders come from several areas. They include, first, SOE and state bank managers, second, managers of large and medium-sized private enterprises, and, third, the owners of large and medium-sized enterprises. In the first and second segments of the business elite, close social ties with the political functionary elite are evident. Those concerned often previously occupied senior administrative positions in the state apparatus or state-owned enterprises. The third segment of the business elite also comprises, to a certain extent, families with an “official background,” who frequently operate on the principle of “one family, two systems”—the husband or parents occupy senior positions in the (local) administration, for instance, and the wife or children are business owners (for a number of examples, see McGregor 2010, 194–228).

Another group was able to climb the social ladder albeit from a disadvantaged position. However, even this group, “which had no official background, gradually advanced through a clever exchange of extrasystemic material values for ‘insider’ power resources. [Members of this group are] linked to the political elite through institutional channels rather than personal ties and use these contacts with functionaries to maximize their personal interests”(Q. He 2006, 422, my translation).

Recently, another group, one particularly active in high-tech sectors (resembling modern prototypes of the Schumpeterian entrepreneur), has used the new freedom to act for their own social advancement. The final group included here, municipal civil servants, has a direct political function and has also used its position to successfully become involved in business activities.

The use of the terms “red capitalist” or “cadre entrepreneur” convey that China’s processes of transformation are based on extraordinarily close alliances (albeit not always free from conflict) between economic and political power elites, also reflected in individuals occupying dual roles.11 As Bruce J. Dickson argues on the basis of extensive field research in four provinces (Hebei, Hunan, Shandong, and Zhejiang), no significant countertrends are evident over the course of China’s fundamental process of privatization and the emergence of its private sector (see B. J. Dickson 2003, 2007). On the contrary, the number of private businesspeople with party membership rose from around 20 percent to approximately 35 percent between the late 1990s and 2006 (see Heberer 2008, 55; Tsai 2007, 72–104). While this number has only continued to rise as the CCP has asserted its dominance in managing the economy, the representation of private business in the organization’s top ranks has remained modest. Only 24 of the 2,270 delegates to the Eighteenth National Party Congress are private businesspeople.12

Because the majority of employers, or at least those affiliated with the party, are generally happy with the government’s work and with the reforms being carried out, it can by no means be assumed—as analyses continued to do until recently (see Rowen 2007 and also the special issue of the Journal of Democracy 9 [1], 1998, “Will China Democratize?”)—that the business community harbors an interest in significant political change: “In contrast to the popular perception that privatization is leading inexorably to democratization, and by extension that China’s capitalists are democrats at heart, the most recent survey data suggest that they are increasingly integrated into the current political system. They are part of the status quo, not challengers on the outside looking in. On a variety of political questions, the views of entrepreneurs are remarkably similar to local Party and government officials” (B. J. Dickson 2007, 852; also see B. Dickson 2016; Goodman 2016).13

It is more likely to be the small entrepreneurs who express reservations about the political system and policies implemented, but they then ultimately tend toward political indifference.

PUBLIC-PRIVATE BUSINESS ALLIANCES AND GUANXI NETWORKS: MICROSTRUCTURES OF VARIEGATED STATE-PERMEATED CAPITALISM

An extended analysis of capitalist development assumes that modern economies are permeated by a series of nonmarket-based forms of coordination. This chapter examines the role of associations and the links between the business elite and the political class. In the sections that follow, I will also incorporate the factors of trust and social capital.

In China, close ties between individuals and small groups are generally referred to using the term guanxi. China is often seen as a guanxi society where extremely personalized and calculated modes of interaction govern behavior. As a reciprocal system (based on a balance between services rendered and services received by individuals over long periods of time), guanxi are an essential part of the interaction between firms and between bureaucratic institutions, as well as between these two groups. Studies on the subject also refer to “human feelings credit cards” (renqing xinyongka) (Heberer 2008, 93). Guanxi are developed and nurtured by private individuals, and they have a decisive effect on the actions of the organizations these individuals are involved in.

As already mentioned, China’s economic history shows a rich tradition of network-based business activities and close family ties (M. Yang 2002). Its continued existence, however, is only superficially a premodern form of socialization. A closer look shows that it is precisely these patterns of social interaction, which, when viewed from a modern perspective, support the capitalist allocation of resources. The term guanxi should therefore not be understood as an essentialist typification but should be analyzed as a form of marginally legislated, nonmarket-based cooperation, from a comparative perspective.14

From a political economy perspective, guanxi interactions are seen as compensation for a lack of foundations creating a regulatory structure for the market economy (Wank 1999; Jieh-Min Wu 2001). In the absence of clearly defined, and thus legally enforceable, claims with a basis in legislation, guanxi provide a certain degree of morally founded legal security. The risk minimization created by this structure in business contexts facilitates a more rapid reaction to market signals and provides important preconditions for the involvement of family and friends in business activities. The latter are also important sources of investment capital, essential for tapping into new areas of business. As a means of building confidence, guanxi therefore provide a level of protection that the anonymous market does not. Notably, contrary to most media coverage, the overall setting in China also is not predominately corrupted. Local governments in prosperous regions in particular share the overall goals of development with their business partners to such an extent that corruption detrimental to economic growth is kept below rates of corruption in other large emerging countries (Bai 2015). The competition among (local) state-business alliances is an important corrective against economically harmful types of corruption and state-capturing. To be sure, recognized guanxi practices and corruption that is punishable by law are located on a continuum and subject to constant revaluation, as demonstrated by the Xi Jinping government’s anticorruption campaigns after 2013.

Foreign investors are able to adapt to these circumstances, as the following example from the automobile industry illustrates. The case shows that by employing nonmarket-based strategies, the VW group was able to gain a competitive edge over its rival Peugeot. Both companies had been involved in joint ventures in the Chinese market since 1985. However, while VW became one of the biggest foreign automobile manufacturers over the next decades, by and large, Peugeot’s attempts failed: “VW’s success lies in its market and nonmarket strategies, its amicable relationship with Chinese officials, … its use of local management, and its quick response to challenges with strong local manufacturing and distribution networks. Peugeot, on the other hand, used … approaches developed in France. It developed only narrow networks …, and depended too much on French expatriate managers” (GM 2010, 54).

A specific function of these social connections is that, as politicized networks, they link private businesspeople with decision makers and, thus, create a basis for the country’s economic growth: “In a sense, the practice of guanxi is being adapted to the structural needs of China’s emerging capitalism…. Guanxi are melded with newly established formal institutions and serve as a key mechanism through which wealth is accumulated. In the future, the penetration of guanxi networks into all aspects of business-industrial activities might even be perceived to lend the emerging institutions of Chinese capitalism their competitive advantage” (McNally, Guo, and Hu 2007, 2).

Bourdieu referred to this as a form of “social capital” resulting from the use of networks of more or less institutionalized relationships based on mutual knowledge and recognition (Bourdieu 1992). These are microstructures of variegated state-permeated capitalism where state and private actors (ultimately defined by the state) are connected at various levels. The guanxi networks lend the Chinese economy a high degree of particularistic coordination, yet they still occur within the confines of competition with other networks. These public-private alliances thus do not represent a gradual transition to the “pure” market but rather should be viewed as a form of nonliberal marketization themselves. This situation simultaneously reflects a form, albeit a distinctive one, of the structural interdependence between political and economic actors that is characteristic of capitalist systems. In this context, commercial rationality is based on the continued cultivation of personal connections with administrative bodies, and vice versa.

The Corporate Sector as a Means of Safeguarding the Status Quo: Initial Conclusions

In China, we have seen the development of a heterogeneous business landscape with different production regimes. In order to understand this institutional bricolage, we need to take into account party-state behavior as well as other nonmarket forms of cooperation, which are layered with the corporate sector in a distinctive way and thus give rise to unity in diversity. The same applies to China’s figure of the risk-taking (private) entrepreneur. The activities of these businesspeople, focused on pursuing narrow individual interests, must be analyzed in the context of their institutional embedding. Despite the recurring disruptions to the public-private growth alliances of Chinese capitalism, on the whole, the relationships between domestic enterprises and state institutions, flanked by informal guanxi networks, continue to work in the interests of capitalist-driven modernization.15 They have been less prone to economically harmful forms of corruption than commonly assumed. Overall, the public-private alliances also outweigh the (purely private) horizontal cooperation between businesses and their associations. If we borrow the wording employed by research on comparative capitalism, here, what at first glance appears to be an incoherent setting produces institutional complementarities, that is, productive consequences for economic development.

Thus, the corporate sector has provided an impetus for China’s capitalist modernization and contributed to safeguarding the status quo. This particularly applies to companies with especially close connections with state authorities: “Red capitalists operate the largest firms and are the most likely to be involved in the political arena. Indeed, most of them … are more likely to support the … existing authoritarian political system rather than pose a direct challenge to it. This is a key element of the CCP’s strategy for survival, and so far it is working” (B. J. Dickson 2007, 852; see also B. Dickson 2016).

Another feature of the Chinese economy can be identified by drawing on the notion of uneven, combined and interconnected development: the different levels of regional economic development and the country’s heterogeneous production regimes foster intensive competition, which, in turn, enables companies to exploit the inequality of production conditions and wage systems to maximize profits. Further, this heterogeneity hampers efforts to harmonize employment standards. Domestic and foreign enterprises benefit considerably from the regional differences in development—implicitly turning a blind eye to the resulting social costs. Because, to date, social concerns have not really taken priority over market forces and the processes of commodification (and precarization), the range of options open to business initiatives is correspondingly wide. The combined development aspect also serves to explain how modern forms of corporate management were and continue to be linked to autochthonous traditions (such as guanxi) to guarantee relatively efficient commercial activities beyond familiar liberal coordination mechanisms.

On balance, the public-private business alliances have acted as an anchor of stability for China’s social development to date. However, some of the trends of Chinese capitalism are threatening to undermine the country’s growth path, which had been comparatively stable for such a long time. Moreover, the question arises as to whether the continued absence of an autonomous civil society may be an obstacle to growth, suggesting that “subordination” has its limits. The following sections attempt to substantiate this.

Paradoxes of Prosperity: Economic Development After 2008

Up until 2016, China’s public-private economy exhibited exceptional accumulation dynamics. However, for some time now, there has also been evidence of factors that threaten the country’s high growth.

To illustrate this, first I will outline some fundamental economic data, such as GDP growth rates, investment rates, and company profits. I will then examine the consequences of China’s global economic integration. I will show that the dependence of the Chinese economy on global economic developments partially jeopardizes the growth dynamics. However, so far, this problem has been mitigated, particularly by the dynamism of the country’s domestic markets.

GROWTH RATES, INVESTMENT RATES, AND PROFITS

The average annual gains in industrial value added of 14.6 percent observed from 1980 to 2014 was nothing more than a historically exceptional process of industrialization. In 2016, around 20 percent of global industrial production takes place in China, a figure that surpasses the United States, the most important industrial location of the last century. Further, the world’s largest infrastructure investments have accelerated the process of urbanization: in 2011, 51 percent of China’s total population officially resided in the cities. In reality, however, the urban population is likely to have crossed the 50 percent line some years before. This is first and foremost due to the millions of migrant workers who are not registered as city residents, and, second, it is because areas officially declared to be “rural” are in fact more (sub)urban in reality.

The GDP growth rates reached record levels during the period of reform. Between 1978 and 2015, GDP increased by an annual average of 9.9 percent (at purchasing power parity).16 Statistically, Chinese economic growth since 1978 exceeds every other long upturn in the entire history of capitalism. Between 2000 and 2015 alone, the average per capita income grew by 12.8 percent per annum (NBS 2015b). Even Japan, during its period of intense economic growth, was unable to attain long-term growth comparable with these figures. Relative to the Japanese role model, China’s achievements appear all the more impressive if we consider the population differences. Unsurprisingly, there are significant regional discrepancies: while the coastal provinces recorded growth rates of more than 11 percent over long periods, the poorer inland provinces were able to achieve growth of only 6 to 8 percent. As pioneers of modernization, in 2015, the Pearl River delta (PRD) and the Yangtze River delta (YRD) together made a 25 percent contribution to national economic output. This enabled them to maintain the prominent positions as economic centers (in the YRD, this also applied to the financial sector) they had occupied previously (Jiaxing City 2016; Guangdong Province 2016). As early as 2008, these two large regions accounted for one-quarter of China’s GDP. Also within the individual provinces, economic development was uneven. Average income, per capita GDP, foreign trade, and other economic indicators are considerably better in the provincial capitals and other cities than in more rural regions.

The basis of the development of modern industry in China is an investment rate that, by international standards, is exceptionally high. This investment rate is defined as the share of capital investment of the economy’s GDP. Because of the need to create a modern infrastructure, to accommodate rural-urban migration, and to develop the industrial sector, investment rates in developing and emerging countries are typically higher than in industrialized countries. In the case of China, the investment rate was consistently high from the beginning of the reform era, and values in fact even increased over time—from over 30 percent in the 1990s to 40 percent after 2000. From 2008 into the early 2010s, historical highs of up to 45.5 percent of GDP have even been reached, which, in turn, resulted in the development of overcapacity in many sectors of the economy (World Bank 2016). These values surpass those of other newly industrialized countries.

Over recent years, the slow transition from primarily labor-intensive to increasingly capital-intensive production has accelerated. Since the start of the policy of reform and opening up, the Chinese accumulation regime has been heavily based on extensive use of wage labor and natural resources. Since the mid-1990s, the focus on light industrial production sectors has increasingly been replaced by the growth of technology-intensive sectors, particularly in medium-tech industries. At the same time, from the 1990s to around 2010, we have seen a high rate of labor productivity growth. Chinese workers were not only comparably cheap, but very productive. Increases in productivity in fact offset wage rises during the 2000s. Growth in labor productivity surpassed the rise in unit labor costs, that is, the average cost of labor per unit of output. China’s labor productivity has been increasing much faster than that in Brazil, South Africa, India, or any OECD country since the 1990s (Herr 2011). This trend has been thanks to more efficient employment of labor by companies (particularly by enterprises with foreign capital shares), positive infrastructure and transportation network externalities, new management systems, and a rise in more technology- and capital-intensive forms of production. Only since the early 2010s has labor productivity no longer outpaced the increase in wages. Moreover, although 2015 still saw a 6.6 percent increase in labor productivity (calculated as output per worker), observers have warned that China requires further and higher productivity gains in order to successfully catch up with developed countries. Researchers have calculated that productivity in 2015 was still 15–30 percent below the OECD average (Woetzel et al. 2016).

With regard to returns on invested capital, experts distinguish between a period of falling profit rates (not only among SOEs) in the 1990s and an increase in the profit margins from the late 1990s to 2007, a peak phase of GDP growth (Felipe, Laviña, and Fan 2008, 748–53; Lo and Zhang 2011, 48–49; Ma and Yi 2010, 12; Naughton 2011a, 74–75). The share of total industrial profits accounted for by the private sector doubled in the 2000s. During the “crisis years” of 2008–9, the high level of profitability could not be sustained, however (Liang 2010, 65). Between 2009 and 2014, profitability of industrial enterprises remained within a rather high corridor of 6 to 8 percent. A review of the financial performance of enterprises of various ownership types has revealed only minor deviations from average profitability (during that period, SOEs underperformed compared with the overall industrial sector by at least one percentage point every year; conversely, companies with overseas investment beat the sector average in most years, albeit by less than a percentage point: NBS 2015a, 2015b).

Overall, as in other capitalist economies, GDP growth in China was cyclical: periods of particularly high growth rates of 11 percent and above in 1978, 1984–85, 1992–94, or 2006–7 were interspersed with weaker phases with growth of 3 to 4 percent (1989–90) and 7 to 8 percent (1998–99). The global crisis of 2008–9 certainly hit the Chinese economy. But growth recovered quickly: Initially after the global crises, a major economic stimulus program was established in China. Measured against GDP, this government program was the biggest in the world. Indeed, the program has effectively orchestrated a fast recovery by extending economic infrastructure (railway and highway networks, for instance) and upgrading technology in several strategic industries (D. Schmidt and Heilmann 2010). Local governments and state banks played an active part in this. While Chinese and international observers had initially welcomed the Chinese government’s resolve and rapid action, attention had shifted toward fear of structural imbalances and financial risks toward the end, however. Many infrastructure projects, planned with great haste, were struggling with cost overruns or shoddy construction or simply failed to produce the expected investment returns. Heavy industries, such as steel or nonferrous metals had benefited from increased demand and plant utilization thanks to government-initiated construction schemes. As their effects began to ebb in mid-2011, excess capacity developed and profitability dropped.17 Here, the competing subnational authorities contributed to the continuation of investment-driven growth. Extremely high investment rates fostered the trend toward overinvestment and, consequently, overproduction.

Thus, following a peak of 10.6 percent in 2010, growth settled into a gradual decline—although, again, on a comparatively high level. In 2015 and 2016, the economy grew by 6.9 and 6.7 percent, respectively. Chinese authorities have dubbed the expected period of slower growth the “new normal” (xin changtai). Official statements about an L-shaped recovery pattern suggest that slower but less volatile growth is indeed regarded as the new long-term trend. The term “new normal” combines the acceptance of slower economic growth with a stronger focus on more equitable and green growth. In order to put a positive spin on the faltering economy and stress its strategic nature, the term “high quality growth” was introduced. In order to reassure a populace accustomed to double-digit growth rates, government media posited the “new normal” as an entirely acceptable side effect of controlled economic reform. Officially, it was not to be regarded as a cause for concern or something undesirable but rather as an opportunity to address development gaps and weaknesses.

OPPORTUNITIES AND LIMITATIONS OF CHINA’S GLOBAL INTEGRATION

As has already been outlined in Chapter 2, not all sectors of the Chinese economy were opened up to the same extent to foreign commercial activity: while, in many cases, barriers to FDI and foreign trade, as well as technology and knowledge transfer, have been removed, international capital transactions and access to the Chinese financial market are still subject to strict controls. The Chinese authorities use fiscal, monetary, and currency policies as tools to intervene to a significant extent in the process of international integration. The consequences of these developments over the past few years can be summarized as follows:

(1) FDI. The inflow of foreign direct investment has made an important contribution to China’s dynamic economic growth. As significant employers and taxpayers, FIEs have become key actors in the Chinese economic system. At the same time, FDI promoted the enhancement of the country’s export goods profile—from simple, labor-intensive goods to technologically more sophisticated and capital-intensive ones (electronics, for instance).18 Also, through technology transfer, FDI contributed to the further development of domestic companies and facilitated their transformation into internationally competitive corporations (Fu 2015). The transfer of know-how from foreign-invested companies to domestic enterprises, or what are known as spillover effects, promote, on the recipient side, the further development of production technology and product portfolios and facilitate quality improvements and cost reductions.

We have particularly seen an increase in FDI since China joined the World Trade Organization (WTO) in 2001. The global crisis in 2008–9 caused FDI to only temporarily subside—in the years that followed, the strong upward trend continued. By the end of 2014, China’s FDI stock had increased to US$2,678 billion (OECD 2016). The most important provenance of investment continues to be Hong Kong as this Special Administrative Region serves as a starting point for FDI from numerous foreign companies.19 Since 2005, FDI from EU countries has surpassed investment from the United States. Of the East Asian countries of origin, Japan, South Korea, and Singapore are the leading players. In the northern provinces of Shandong, Liaoning, and Jilin, South Korean and Japanese FDI predominates and is driving the integration of China into transnational networks of Northeast Asian companies.

(2) Foreign trade. The China discourse generally portrays the reliance on the consumer markets of the North as an Achilles heel for the country’s economic growth. The loss of demand as a result of the global financial crisis and the continued weak demand due to the European debt crisis have made this export dependence painfully apparent.

These dependencies prevail to this day. In 2015, the export of Chinese goods and services to the United States represented the largest international trade flow. US imports accounted for a total value of US$659 billion, whereas Chinese imports were worth only US$162 billion (Office of the United States Trade Representative 2016). The European Union member states are also exceptionally important export markets for China.

Interestingly, the degree of dependence has declined slightly since 2008, however. The export share of GDP initially increased from 20 percent in 2001 to 35 percent in 2007, the year before the crisis, and then gradually dropped back to its initial level by 2015. As I will describe below, this is linked to the incredible dynamism of the internal market and to rising domestic consumption as a growth driver. Partially, the government’s efforts play a role here too: extensive infrastructure measures and purchasing incentives for environmentally friendly products, such as household appliances and cars, had already led to a rise in domestic demand by early 2009.

Additionally, the reliance on exports to a small number of OECD markets was reduced through an accelerated expansion of exports to other developing and newly industrialized countries. The growing importance of the markets in the Global South is evidence of a countertrend to the assumption of extreme dependence on the markets in the North. In contrast to the former world economic centers, certain emerging markets show a stronger growth dynamic: “The share of the South in world GDP rose from about 25 percent in 1980 to 45 percent in 2010, of which developing Asia alone contributed two-thirds” (ADB 2011, 39, 47). There has been a rise in “South-South trade” and China is playing a prominent role. In the event that the East and Southeast Asian regions (particularly India) were to continue to record higher GDP growth rates than the former centers of capitalism, according to a not entirely unfounded assumption we may see a situation where not only global industrial production but increasingly also global demand will be concentrated in these regions in the future. Because the demand structure in these regions, that is, the composition of household consumption, will initially be focused on the cheaper product segments, Chinese (and also Indian and other Asian) companies have an advantage over their Western competitors: the product markets below the premium sectors frequently have only low entry costs, and equally companies from the South are able to build on greater experience in their domestic markets.

(3) Technology/knowledge transfer and the large domestic market. Throughout the reform era, China became increasingly integrated into the international technology and knowledge exchange. Until around 2010, China’s domestic industry was effectively largely a recipient of international best practice in the fields of production technology and management know-how. This phenomenon made a significant contribution to improving the performance and competitiveness of Chinese companies.20 The large and still growing number of Chinese students studying abroad, at elite universities in the United States, for instance, should also be seen as an important instrument for the transfer of knowledge and technology. In order to avoid a brain drain, the government lured highly qualified professionals back to China with lucrative job offers.

Notably, by the 2010s, integration in global production networks provides more opportunities for technological upgrading. The relocation of R&D from the West to China, generally driven (and rewarded financially) by the Chinese government, fosters the regional concentration of intellectual property in China (Fu 2015; for early evidence, see Ernst 2006). As a consequence of these measures, particularly since the global financial crisis, Chinese producers have managed to strengthen their influence on the primarily Western brand companies and their product technologies. This is partly because of China’s exceptional circumstances, due, inter alia, to the special role played by the state, which (in contrast to other contract manufacturing locations in Eastern Europe or Mexico) also pursues an active industry and technology policy supporting the development of independent technologies and standards (also see Herrigel, Voskamp, and Wittke 2017).

The Chinese authorities are able to place international corporations under pressure to accelerate the technology and knowledge transfer. In the past, foreign investors have been and indeed are still today frequently forced to trade the intellectual property rights to their production processes for access to the Chinese market. In sectors such as automobile manufacturing, where international companies are obliged to cooperate with local partners (under the auspices of joint ventures), the authorities insist on disclosure of key technologies. They also demand the formal legal transfer of intellectual property rights to local companies, as well as the relocation of R&D for future technologies.21

Apart from technology transfer supported by the state, a voluntary exchange takes place, particularly between companies with comparable skills and resources. Intellectual property protection has also improved in the last few years, and now, for Chinese companies, too, it is an important prerequisite for safeguarding their development activities.

When China joined the WTO, there were still major concerns among the Chinese that foreign competition might be the downfall of domestic producers. However, one factor, previously often overlooked, enabled Chinese companies, which, at the time, were often still technologically backward, not only to survive but even to catch up: the demand structure of the large domestic market (Woetzel and Towson 2015). Although foreign companies continued to dominate the premium segments, domestic producers were able to command the lower price segments and, in many sectors, increasingly also the midprice segments where demand was fastest growing (Brandt and Thun 2010). Empirical studies on the automobile industry and the mechanical engineering and construction machinery sectors show that Chinese companies benefit both from the advantages of “deep experience with a particular product range” and “policy support” (Brandt and Thun 2010, 1570).22 Moreover, domestic producers prefer to recruit employees who have been trained in foreign companies or joint ventures. The consequences of this are apparent when we look at the international market for construction machinery. Chinese enterprises such as Sany, Xugong, and Liugong have managed to bring the technical features of their products up to a global market level. Their integration in China’s high-volume mass market enabled them to finance substantial R&D activities and to become frontrunners in the international construction machinery industry. Thanks to its commercial success, in 2013, Sany even managed to acquire the German company Putzmeister, the world market leader for concrete pumps.

(4) Going global—international activities of Chinese enterprises. Not long ago, some authors referred to the emergence of an extremely dependent and compliant “comprador class” in China (Breslin 2007a, 31). However, the increasing international activities of domestic companies recently point in quite the opposite direction. In the last few years, there has been a significant increase in FDI by state-invested, hybrid, and private firms from China, with a focus on Asia and other emerging economies. At the same time, these companies have also increasingly been investing in developed economies, however (for more detailed analyses, see ten Brink 2014a and 2015). Striving to tap into a rich base of markets, technology, and brands, large Chinese firms are now among the leading global investors. Although this is far from being an absolute unmitigated success, paradoxically, companies in developed economies have contributed to creating a powerful new competitor through, largely unintended technology transfers during their expansion into China. The result is a restructuring of competitive relationships in international markets, where a whole range of Chinese companies have been able to catch up with the major established corporations.

Chinese outward foreign investment comprises a variety of elements, from international contracts, joint ventures, or foreign subsidiaries to mergers and acquisitions and the purchase of equity. Chinese investment thereby reflects the development stage of its domestic economy in that foreign investment largely concentrates on the manufacturing sector, mining, and wholesale and retail trade. Firms often follow the path to economic development laid down by other companies from emerging economies that went global. These latter companies can be grouped into at least three relevant types: First, focused export firms such as Midea use a single market sector to gain footing. Midea has become a leading manufacturer of medium-tech products (in this case, microwaves and air conditioning appliances). Second, technological leaders are enterprises that have become internationally competitive in high-tech sectors (Lenovo in the computer industry, and Huawei and ZTE in telecommunications, for instance). Third, resource-oriented corporations such as the three big oil companies Sinopec, Petrochina, and CNOOC, whose objective of which is to secure raw materials and which are often active in geopolitically sensitive states such as Iraq and Iran (see Jiang and Sinton 2011; ten Brink 2015).

Although some resource-based investments are complemented by geopolitical motives, economic motives prevail over geopolitical considerations in the internationalization drive of Chinese firms. On the whole, from the perspective of Chinese policy makers, encouraging foreign investment can be best understood as an economic development strategy with the primary objective of advancing the domestic economy. The principal goal is not to gain more influence over host economies but to move up the value chain and to facilitate industrial upgrading. Collectively, close connections between private and state actors in China, a pronounced orientation toward growth, and an emphatic focus on foreign economic policy lead to dynamic internationalization efforts.

REBALANCING THE ECONOMY AND THE LARGE DOMESTIC MARKET

In the wake of the global economic crisis, the Chinese government attempted to modulate its traditional economic policy overemphasis on capital investment and foreign trade in favor of “rebalancing the economy,” that is, focusing more on the domestic market and domestic consumption (P. Li 2011; Naughton 2010). Studies have indicated a comparatively low level of consumption relative to investment in the 2000s, structurally weak demand and low wages among employees (particularly migrant workers), and, by international standards, very high savings rates (ADB 2011; Akyüz 2011; J. He and Kuijs 2007). A high savings rate was a necessity because Chinese households largely had to finance their own health care, pension provisions, and children’s education.

However, various interest groups existed that attempted to stop the economy from being rebalanced and had a stake in the continuation of the low-wage model (ten Brink 2013). There were three main interest groups. First, indigenous and foreign companies keen to see the low-wage model continue. Major foreign corporations or their local contract manufacturers relocated parts of their production to the northern, central, and western provinces in order to profit from the competitive advantages there (low wage costs and taxes, and cheap land). To a significant extent, this applies to the IT industry, which the local governments in the inland provinces are wooing to encourage them to relocate their labor-intensive manufacturing processes. For the same reasons, in the most highly developed coastal provinces such as Guangdong, production sites were moved to nearby less developed regions in the province.

Second, because domestic and international companies were still keen to utilize the competitive advantages linked to low wages, local governments generally accommodated their needs. In this respect, the competition between political authorities below the central government level led to the perpetuation of the low-wage model. This competition between the subnational authorities also contributed to the continuation of investment-driven growth.

Third, notably the central government itself also preserved the status quo to a certain extent. This was evidenced by the hesitant approach of the party-state toward reforming the labor unions and the system of wage determination, for instance. In other words, the government was unwilling or unable to exacerbate the conflict of interests between social equity and the maintenance of “international competitiveness.”

However, on closer examination, there is evidence of another trend, one that becomes more pronounced over time: the growth of China’s large domestic markets. Perhaps somewhat surprisingly if we consider standard economic analyses, which mostly focus on China’s opening up efforts and its achievements in export, domestic industrial firms sell, on average, three to four times more goods on the domestic market than abroad. Given the distinctive demand structure of China’s domestic markets, it increasingly entails producing medium-tech goods to meet domestic consumer needs. This is a segment where domestic firms enjoy strategic advantages thanks to their proximity to home markets, knowledge about consumer preferences, and state support. In earlier periods, it was principally low-tech industries that contributed to Chinese GDP growth. However, since the 2000s, an increasing number of medium-tech segments of the market have emerged as growth drivers (see Nölke et al. 2018).

The political class made the notion of strengthening the country’s domestic markets a subject of public discussion around the late 2000s (ten Brink 2013). Since the introduction of the Twelfth Five Year Plan (2011–15) in March 2011, strengthening domestic consumption has been one of their key political objectives (Wen 2011). The plan stipulated, inter alia, an annual 13 percent increase in the minimum wage and considerable improvements in social security. Officially, the disposable income of China’s urban population increased by an average of 7.7 percent per year between 2011 and 2015 (the target was a 7 percent increase) (National People’s Congress 2016, 3). The government has announced a further increase of more than 6.5 percent per annum for the period covered by the Thirteenth Five Year Plan (2016–20).

Indeed, as Figures 1 and 2 show, the long-term growth in disposable income had already resulted in a sustainable increase in private consumer demand, even before these government measures were introduced.

As shown in Figure 1, retail sales have maintained very strong growth that even allowed for a tripling of sales figures between 2007 and 2016. Despite a surge in spending, retail sales growth rates have leveled out in recent years, dropping from values in excess of 20 percent in 2008 to roughly half that currently. During the same time frame, monthly fluctuations eased, and the growth rate settled into a more stable trend. Figure 2 illustrates that the rapid expansion in household consumption expenditures (measured in absolute numbers) has coincided with a decrease in its share of overall economic performance. The time line does, however, show a trend reversal.

But where is this demand located? Certainly, the Chinese luxury markets are rapidly becoming the world’s largest. However, what is more relevant is the rise in mass consumerism, which resembles consumption patterns in the Fordist era of the 1950s and 1960s in the West. Consumption in China grew from around US$650 billion to almost US$1.4 trillion between 2000 and 2010. Irrespective of its relative percentage of GDP and despite huge inequality gaps in all rural and urban regions, China’s consumption has thus been growing faster than any other large economy in absolute terms. In addition, China’s household income is huge: currently over US$5 trillion a year with substantial unreported income (Woetzel and Towson 2015). A key driver of domestic demand is the new middle class. This results in a vast need for durable goods, ranging from textiles to white goods and mobile phones, and the desire to travel (tourism has become a multibillion RMB business in recent years). Alongside end consumer demand, the very high demand for intermediate goods, that is, goods consumed as production inputs, including office equipment, computers, motor vehicles, and machinery, has played an important role. Thanks to the investment boom, domestic manufacturing firms are among the most important producers of intermediate goods. Construction is an equally essential activity. This sector contributed the single biggest share of GDP growth in the late 2000s. Intermediate goods are also often obtained locally.
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Figure 1. Retail sales, 2007–16. Source: NBS 2016.
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Figure 2. Rise in household consumption. Source: NBS 2015b.

As demonstrated above, the problem of underconsumption has declined somewhat since 2010 because both the increase in disposable income and improvements in social security systems have resulted in an improved consumer climate. Accordingly, the International Monetary Fund (IMF) expects a drop in the savings rate from 48 percent to 42 percent between 2016 and 2021 (IMF 2016, 12).

Interim Conclusion

This chapter revealed that the public-private organization of the Chinese economy created, into the 2010s, fertile ground for implementing efficient corporate strategies. At the same time, over a long period, this also contributed to social cohesion. The process of capitalist modernization could be regulated in the interests of the prevailing alliance of economic and political elites—here the notion of “regulation for competition” (Obinger et al. 2010) via state institutions, a concept we are also familiar with from Western societies, applies.

However, this stability has been called into question. Although the public-private networks underlying the Chinese economy facilitate a high degree of particularistic coordination, the growth model has its limitations (also see L. Chen and Naughton 2017). In the PRC, we can identify paradoxes of prosperity that serve to undermine the stability of Chinese-style development.

In order to attenuate the effects of capitalist modernization, the Chinese central government has been pushing for a comprehensive rebalancing of the economy. However, various factors have presented major hurdles along the way: first, owing to the persisting dependency on an unstable global economy and transnational value chains, the low-wage regime was upheld. Domestic and international companies had and continue to have a significant interest in the competitive edge associated with low wages and taxes, and local governments are all too often prepared to accommodate this interest. Second, there used to be and still is a clear propensity to overinvest. Moreover, an expansive monetary policy enabled borrowers to purchase land and property, as well as shares and other types of financial product. The acquisition of assets like this created speculative bubbles. Although monetary policy decision makers are attempting to prevent the economy from overheating, here the limitations of national interventions in volatile markets are obvious. Inflationary trends could, in turn, undermine the government’s social policy measures because an increase in food prices generally has a more negative impact on poorer families than on wealthier ones.

A countertrend that is advantageous for the government is that the thriving domestic markets have so far prevented a more serious downturn in China. However, as will also be shown in the following section, despite its extensive regulatory capacity, the Chinese government has failed to gain full control over the country’s domestic competition and the associated high-risk growth and finance policies pursued by companies and local governments. To a certain extent, the interests of key groups within the local government apparatus, in the corporate sector, and in the financial system undermine the central government’s efforts. The country’s overinvestment tendencies initially appear to resemble a typical capitalist crisis mechanism. However, the policies of competing local governments are also thrown into the equation, and these then exacerbate the problems to some extent. The next section will therefore comprise an analysis of the role of state institutions in creating socioeconomic stability and simultaneously causing paradoxical developments.

Planning for and with the Market(s): The Heterogeneous Party-State

State institutions play a key and enduring role in Chinese capitalism. In this section, I will provide a more detailed analysis of the party-state, in order to highlight additional characteristics and particularities, as well as problematic features.

In recent decades, a series of informative analyses have been published on the transformation of China’s political system. These studies depict, with impressive rigor, the transition from a totalitarian to a consultative authoritarian system of governance (see, for instance, Fewsmith 2008; Heilmann and Perry 2011b; Saich 2004; Shambaugh 2009b; Jinglian Wu 2005; D. Yang 2004; Zheng 2010). The authors of these works frequently attest to the brilliant command of governance practices of the Chinese elite (unlike the nomenklatura in the Soviet Union), which is partly attributed to their exceptional willingness to learn and adapt. Note, however, that some of these authors have had a change of opinion after the coming to power of Xi Jinping who was seen to significantly reduce state adaptability and willingness to reform through a recentralization of power (see Heilmann and Stepan 2016; Shambaugh 2016).

I would now like to make a number of additions regarding the transformation of political intervention and regulation using the language of political economy. As introduced in my research framework, I argue that large parts of the political system are subject to imperatives of capitalism and this is reflected in the modus operandi of the central government and its local counterparts. The party-state is not retreating from market expansion but instead has itself become a key actor in Chinese capitalism. To a great extent, state actors have assumed the role of institutional entrepreneur. Notably, this calls into question one prevailing interpretation of the reform process: on the basis of a definition of capitalism that equates it with a liberal market economy, this interpretation sees the second phase of reform as a type of bureaucratic backlash due to the persistent and indeed increasing intervention of state actors (Yasheng Huang 2008). The capitalist transformation process, however, is not advancing in accordance with the predicted transition to a liberal market economy. At the same time, China’s variegated state-permeated capitalism also exhibits differences with coordinated and other state-led forms of capitalism.

Sinologists rightly argue that the drivers of competition and the imperative to increase economic efficiency have already been evident for some time now. Elements of a “commercialization” and “economization” of the state apparatus can be identified, which are reminiscent of the restructuring measures conducted in Western industrial societies. These measures, introduced in the last few decades, saw state bureaucracies begin to use cost-benefit calculations as part of a process of internal rationalization. Additionally, competition between party-state decision makers has increased, also at the top level.

This certainly does not mean that state institutions are now subject to the same incentive mechanisms and criteria for reproduction as companies. For example, political institutions are still geared toward fulfilling a diverse range of tasks that make a crucial contribution to social integration: these include economic and political regulatory functions, as well as providing political stability (by creating social consensus and arenas for conflict resolution and opinion formation, for instance). In China, specific political incentive mechanisms for political actors at different levels, “generated by the cadre responsibility system, the political contracting system, and the performance contracts” (Saich 2008, 186), also remain in place. However, particularly at local government level, the latter is now interspersed with considerations related to capitalist revenue growth.

I will now first discuss the regulatory capacity of the (central) state in the field of economic policy, providing evidence of a transformation of the party-state organization, as opposed to its dismantling. In the next section, I will examine in more detail China’s distinctive policy cycles (established already in the 2000s as mentioned in the following section) with a view to contributing to an explanation of the regulatory capacity of state institutions. This is followed by a discussion about the ongoing role of the CCP in the political process, as a “People’s Party” of modernization. I will then describe a number of guiding principles that serve to legitimate the rule of the party-state—and exhibit certain features of ideological acrobatics.

Finally, I will summarize factors evidencing that the strong state of the People’s Republic of China has its regulatory limits, even under Xi Jinping. The background to my analysis in this section is the power of local authorities and the impact of different social forces on the state, which turns the authoritarian party-state into an arena for social conflict. Taking into account the findings of the previous section of this chapter, I will describe the paradoxes of the Chinese multilevel system of governance that also prevent the economy from being substantially rebalanced and hamper sustainable development, for instance.

The Regulatory Capacity of the Entrepreneurial Party-State

As already highlighted in Chapter 2, since the 1990s, a whole series of restructuring measures have been implemented to strengthen the central government apparatus. The result is that the central state apparatus of power has been able to increase its steering capacity in the area of economic policy and regulate market expansion to a greater extent than governments in other newly industrialized countries.

Particularly since the second phase of reform, the central government has created institutions of market control and regulation with the intention of facilitating development planning based on the estimated growth potential of both local and international markets. In contrast to the trends of the 1990s, economic policy concepts since then have increasingly been focused on the micromanagement of policy again. By the same token, the importance of the party’s role in this process is also emphasized. When President Xi Jinping and Premier Li Keqiang assumed power, many observers expected more economic liberalization and a palpable retreat of state actors from market regulation. The Final Communique of the Third Plenum of the Eighteenth Central Committee in November 2013 then did indeed promise to strengthen free competition and to view the market mechanism as having a decision-making function. This apparent change in official terminology was received particularly enthusiastically by Western analysts and the media. Three years later, however, it is evident that the current political leaders are just as unwilling to abandon their discretionary structural economic policy as their predecessors were.

In contrast to a bureaucratic allocation of resources, China’s more recent development planning system is already accepting and integrating the market as an important allocation mechanism that enhances efficiency. Because, according to China’s highest level of government, market forces can develop unwelcome internal dynamics, they must be kept in check through “macroregulation” (hongguan tiaokong) as well as microregulation at the local level. The often chaotic competition-driven development of the economy should be coupled with an economic policy based on the concept of “intelligent design.” Here, in addition to modified, primarily indicative planning elements, fiscal and monetary policy measures are used. In contrast to the liberal market projects in Western societies, in China, the prevailing guiding principles are state-centric, and there is a very deliberate focus on political steering. Even in branches of the economy where liberalization tendencies win though, concerted efforts are made to avoid losing instruments of control and regulation: “Further liberalization of certain sectors of the economy will proceed, such as for some service industries, parts of the financial system, and the hukou (residency) system. But this is ‘strategic liberalization’ contained in key sectors. Overall, statist tools will be front and center to affect reforms in areas such as public housing, infrastructure, industrial policy, social welfare system reforms, and … the CCP controlled cadre incentive system” (McNally 2011, 25; my emphasis).

Since 2008, against a backdrop of liberalized economies confronting quite obvious problems around the globe, this position has been defended even more vehemently. Conversely, voices within the party in favor of forging ahead with more radical liberalization have lost ground for the time being.

ECONOMIC POLICY

One of China’s long-term strategic economic policy goals is the creation of a knowledge and innovation economy, promoted and shaped by the central state. Here we can identify similarities with other East Asian developing nations, which are undergoing a transition to neodirigiste, “Schumpeterian,” competition states (see Jessop 2002, 95–139). One characteristic of the Schumpeterian state is its attempts to make innovative capability a central element of the government’s economic policy. Technology, structural, and innovation policy initiatives emphasize the expansion and localization of technological knowledge and innovative capacity within China’s borders in order to ensure competitiveness in the face of global competition.

The PRC remains some way from reaching this goal, however. In order to gain an overview of the economic policy measures currently being implemented by the (central) government, which work toward achieving this objective, we can differentiate between market-creating, market-regulating, and market-restricting policies. The following are some of the key elements of China’s current economic policy (although some have been revised after 2013).

State institutions continue to provide basic infrastructures for accumulation. There is also still considerable support for the generative sectors of the economy, such as telecommunications, transport, and energy as well as natural resources. With respect to logistics performance, such as the quality of the transport infrastructure, the processing of international shipments, and customs clearance, China has worked its way to the top of the emerging countries group.

Market-creating measures have become increasingly important but are supplemented by elements of indicative planning: one example of this is the organization of public tenders by the National Development and Reform Commission (NDRC). The manner in which these tenders are conducted is no longer remotely similar to the process carried out by a planning authority. Admittedly, the NDRC initially sets general development goals and prepares a budget for promoting wind energy, for instance. In a second step, however, an invitation to tender is issued, and a diverse range of both state and nonstate companies compete. A small number of companies are then selected—in a chain of (sometimes corrupt) negotiation processes—and financed. Ultimately, it falls to the relevant authorities to use operative adjustments to (further) open up the market for wind energy to foreign bidders, who, to date, have only had very limited chances of success in these procedures. This enables the authorities to create tougher competitive conditions. Market creation and market regulation go hand in hand here.

The market for factors of production (labor, land, and capital, and, in a wider sense, also energy and environmental resources) remains highly regulated. The opening of the market that has occurred over the last few decades is thus twofold: while the markets for end and consumer products have been partially deregulated, the markets for basic production inputs remain subject to state control. This provides state actors with a broad range of instruments to selectively promote and shape the cost structure of finished products in downstream industries. For the Chinese leadership, a universal reduction in the price of all intermediate products to lower production costs across all areas of manufacturing is of less importance here. Instead, economic policy is implemented more selectively to ensure that the “desired”23 products and processes profit from the lower-cost inputs and are able to exploit the competitive advantage. Conversely, and equally rigorously, this government steering function ensures an increase in the production costs of “undesired” products and processes. State control and intervention continue to play a central role in the markets for factors of production and serve to steer the development of markets for finished products (Taube and in der Heiden 2015). Moreover, market restriction is employed in the form of sector-specific reregulations (Hsueh 2011; Pearson 2010). Branches of industry that are classed as being strategically important, such as renewable energy, electromobility, and biotechnology, profit from easier and cheaper access to resources than other sectors. This crude classification is layered with and influenced by issues of employment security, regional development, and the special treatment of state-owned and very large private enterprises.

The relatively liberal foreign trade regime is supplemented by a nonliberal domestic investment regime. Here, the instrument of market regulation is employed again. To counter the increasing import competition, in retail for instance, the Chinese government makes more use of a practice that had already been established for some time: investment control. An extensive catalog stipulates in detail in which branches of the economy, production technologies, and production areas foreign investment is to be encouraged, tolerated, restricted, or forbidden. One of the objectives of this targeted control of FDI is to encourage spillover effects. The catalog stipulates the areas in which international investors are permitted to operate in China only in the context of joint ventures with local partners. The catalog is adapted to the changed circumstances every three to five years in order to optimize the effectiveness of government steering (see Bu 2009, 190–97; Kroymann 2009, 41–56, Taube and in der Heiden 2015). On the whole, there is evidence that this has improved opportunities for foreign investors to access the Chinese markets. At the same time, the government’s intention is to regulate the different categories of market. What is remarkable here is the manner in which dynamic adjustments are made to the catalogs to take into account the new needs and requirements of the domestic industry: individual products and technologies that used to be listed as “encouraged” have been downgraded to the “tolerated” or even “restricted” categories. Automobile production is a case in point. As the Chinese auto market has gradually been approaching the point of saturation in recent years, in 2015, the final assembly of cars was removed from the list of “encouraged” products and technologies. Instead, the “encouraged” category has been amended to now include other highly specific and advanced car components that, at that point in time, were still not produced inside China (or by Chinese companies) in sufficiently high quality or quantity (NDRC and MOFCOM 2015).

As my analysis of the reciprocal relationships between the state and the business community has already shown in detail, state actors are endeavoring to maintain their influence in the expanding private economy. Frequently, the “privatization” of state-owned enterprises does not follow the pattern of a complete transfer of ownership to private hands. During the process of organizational privatization that predominates in China, as former owners, state administrative bodies maintain an equity stake in the relevant company, though this firm is subject to the new rules of competition. Alternatively, the state transfers public services to private providers, but, during this privatization of tasks, it retains responsibility for those tasks. Additionally, the concept of “public-private partnership” has become increasingly important in recent years: a large number of private actors are involved in urban planning and infrastructure projects for instance. The government thereby strives to improve efficiency and contain costs. Additionally, the SASAC, which reports directly to the State Council, can relatively effectively fulfill its official function as a regulatory authority for major SOEs. The SASAC thus functions simultaneously as both owner and regulator (Jung 2011, 131–32). Here, it is important to reiterate that state institutions promote not only state-owned enterprises but also private companies. The general rule of thumb is: the larger the company, the keener the state institutions are to maintain a close relationship.

The central government traditionally responds to economic downturns with quasi-Keynesian crisis and stimulus programs. During the international financial crisis of 2008–9, as with the Asian crisis ten years previously, stimulus packages costing several trillion RMB were unveiled to compensate for the slump in demand. Measured according to GDP, these relief measures exceeded the equivalent programs implemented in every other major industrial nation. The stimulus package passed by the State Council in November 2008, directly after the outbreak of the crisis, comprised measures costing forty-six hundred billion RMB (the equivalent of around 460 billion euros based on the exchange rate at the time). The program was primarily focused on expanding the infrastructure by extending and modernizing roads and promoting research, for instance. The government leadership adopted programs for “recovery and structural adjustment” in key industries (the IT, automobile, steel, mechanical engineering, and shipbuilding industries). The aim was to ensure that, in line with its industrial policy concept, the extensive financial assistance provided by the state would be invested in technological upgrading and, by extension, in sustainably strengthening the international competitive position of these sectors (see D. Schmidt and Heilmann 2010). The lower levels of government and the state banks were heavily involved in this process (Tong 2010, 50–58). In addition, the local governments drew up local development plans that were purportedly worth the equivalent of around eighteen hundred billion euros in total.

Fiscal policy is also employed as an important instrument of economic regulation. Through selective use of tax breaks, the government creates investment incentives for key industries, environmental protection, and other economic policy priorities. Already in January 2008, the preferential tax treatment of foreign companies was abandoned, and the corporate tax rate was decoupled from owner status (Bai, Lu, and Tao 2009). At the same time, firms have the option of registering as high-tech enterprises, enabling them to profit from a lower tax rate (15 percent instead of 25 percent). The approval procedure is regulated through a strict set of requirements and extensive obligations to provide supporting documents. Even companies in economically underdeveloped provinces, particularly in western China, can expect to pay lower corporation tax, provided that their business falls in the areas that are considered beneficial to economic policy. Individual sectors (such as the software industry) also profit from sales tax refunds.

As the following section illustrates, state institutions also play a key role in the education sector and in the promotion of technological development.

THE EDUCATION SECTOR AND THE PROMOTION OF TECHNOLOGY

Following the technologically determinist spirit of the three-pole dynamics comprising education, research, and innovation, in the education sector and the field of technology promotion, the power elite is endeavoring to catch up with the world’s most developed economies. Given the real wage increases since the 2000s, the focus here is more and more on boosting productivity. Because the competitive advantage of low-wage production methods has, to a certain extent, been lost to other developing and newly industrialized countries, the Chinese government is increasingly pushing for the expansion of technology- and knowledge-intensive production branches of industry.

Because of China’s education system, which was relatively advanced compared to other large developing countries such as India, the average level of education of the total population was not particularly low at the end of the Mao era. However, reconstructing the educational institutions, in ruins after the Cultural Revolution, presented a major challenge. In order to create first-class and internationally renowned educational and research institutions, an authoritarian centralized education system was established by learning from other East Asian countries such as Japan and South Korea. The main features of this system are a lack of egalitarian principles and a focus on supporting gifted students as well as continuous learning and a heavy emphasis on the system of elite schools, that is, specialist schools and institutes of higher education.24

Once they have completed lower secondary schooling, generally at the age of sixteen, students progress to a technical college (vocational college) or a high school. While a technical college leads students directly into the world of work and whole cohorts following this (mainly three-year) educational path are placed in companies, after three years at high school, students can embark on a university course (Woronov 2011). In order to fulfill its objective of technological upgrading using well-trained technical experts, the Chinese government has introduced certain elements of the “dual” education system based on the German model. Here, the practice of individual German companies is used as a precedent. Trainees at a leading German lighting manufacturer in Foshan (Guangdong province) undergo a two-year in-house training program followed by a year at a technical college. This scheme has been publicized as the government’s pioneer model in Guangdong. However, nationwide, there appears to be only a small number of functioning interest coalitions promoting “vocational training.” Simultaneously, there is a rising demand for well-trained employees with more of a focus on practical than academic skills (see Benson et al. 2013).

With a view to strengthening China’s position in the face of global competition, the Chinese government has given the promotion of technology high priority: in 2015, R&D expenditure amounted to 2.1 percent of GDP. This places China at the top of the emerging nations group, while gradually approaching the top ten worldwide.25 The People’s Republic is now also a leading player in terms of the number of experts working in the research field. Numerous universities and other state research institutions employ scientists and engineers to work on product and process innovations. Establishments like these have produced companies with strong technological capabilities—Legend (later Lenovo) was founded as long ago as 1984 as a spin-off of the Institute for Computer Technology at the Chinese Academy of Sciences (under the State Council). Foreign investment is also a crucial source of innovation (Herrigel, Wittke, and Voskamp 2013). In return for transferring important know-how, foreign companies are granted privileged market access.

The different programs launched since the end of the 1980s to stimulate innovation (the National Torch Plan, the 863 Program, and the National Medium- to Long-Term Plan for the Development of Science and Technology 2006–2020, for instance) have produced a range of instruments to promote innovation and high technology (Fu 2015; Di Guo et al. 2016; Werner 2010). On the one hand, research institutes are more exposed to competition than previously. On the other hand, a new governance system was introduced in the field of research and technology to “facilitate more rapid commercialization of new ideas” (X. Liu, Lüthje, and Pawlicki 2007, 226, my translation). The government no longer views intellectual property as inalienable state property, and, consequently, patent rights are transferred to research institutes or universities.

Today, projects conducted by research institutes to promote innovation are no longer exclusively funded by the state budget. Here, as in other countries, more importance is now attached to increased cooperation with industry and business-oriented contract research. The result is competition for “limited funding from government coffers or industrial funds. This, in turn, has led to increased pressure on researchers, forcing them to conduct shorter-term research projects promising greater economic value” (X. Liu, Lüthje, and Pawlicki 2007, 227, my translation).

The focus of R&D expenditure has increasingly shifted to companies, and there has been significant growth in spending by companies as a share of total science and technology expenditure. This trend is particularly pronounced in state-owned and foreign enterprises. Government-funded hightech experimental zones, which provide local companies with financial and nonmonetary support, form a vital infrastructure for commercially funded R&D activity. Dozens of high-tech zones at the national level, such as Zhongguancun in Beijing or Zhangjiang in Shanghai, as well as national incubators supporting high-tech start-ups, form the backbone of the country’s innovation promotion. Many of these zones follow the shining example of Silicon Valley.

In recent years, efforts have been stepped up in this area. These have focused on “indigenous innovation” (zizhu chuangxin), for instance, that is, the subsidization of “strategic industries” and large-scale projects in various areas including civil aviation and the military sector, as well as other projects to promote indigenous innovation (Prud’homme 2016). There is increasing evidence that China has now gone beyond imitative innovation and moved into real innovation. Highly innovative companies such as Alibaba, Tencent, Didi Kuaidi, Baidu, Huawei, and Xiaomi have steadily improved their competitive position in the past few years. At the same time, the majority of Chinese technology companies are geared toward “incremental,” rather than “radical” innovation. Moreover, many of today’s internationally successful Chinese companies were originally established by imitating foreign technology and cultivating collaborative partnerships with transnational corporations.

How Does the State Regulate? The Relationship Between Local Pilot Projects and Centralized Coordination

There are certain regulatory tasks anchored in the party-state that serve to ensure the smooth running of the markets. For now, this appears to substantiate the assumption of a “learning” or “adaptive” state: the state restructures without substantially losing control, it exposes itself and other actors to increased competitive pressure without allowing the anarchic effects of marketization to have the upper hand, and it seeks nonstate partners to (partially) carry out state responsibilities. Yet it still maintains ultimate responsibility for monitoring and regulating this.

Here, the Chinese power elite has, in many ways, borrowed from Western states, as well as from East Asian developmental states. It has learned from the concept of state dirigism, urban planning models from Japan, and forms of human resource management from South Korea and Singapore. Continental European social security systems were used as reference models. The Chinese government is resolutely pursuing a policy of selectively adopting Western or East Asian models (but not complete systems) in individual, narrowly defined areas. These serve as complementary elements in a distinctive ensemble of institutions with the intention of taking the specific features and requirements of Chinese development into account. One of the particularities of the political system is also the increased centralization of decision-making processes in crisis situations (economic crises, social unrest, or natural disaster) with the aim of curtailing the time-consuming process of consensus building.

Further, a distinct policy cycle has developed, which is still relevant in the 2010s. It can be divided into three parts: plan formulation, plan implementation, and plan adjustment (see Heilmann 2010; Heilmann and Melton 2013).

(1) Plan formulation, or the formulation of development programs, was gradually modernized over the course of the reform era. In this process, imperative planning was superseded by indicative planning, which was geared more toward market signals than previously (Naughton 2011b, 318). The focus of the plan also shifted from quantified targets to general guidelines. With the Eleventh Five Year Plan (2006–11), the term “plan” was replaced with “program.” At the same time, despite opposition from market liberal officials, new binding targets were introduced in the fields of environmental and resource protection.

We can distinguish between a number of different methods of coordination here. First, within a framework of binding targets, large-scale projects are implemented, such as in the infrastructure sector (the construction of the world’s biggest high-speed rail system, for instance). Imperative planning is limited to a small number of select key sectors, however. Second, there are more flexible methods of coordination, based on contractual agreements between the central and provincial governments, for example, and also between public authorities and companies. These come into play in the field of technology policy, for instance. Third, there are more open forms of indicative planning that attempt to use incentives to stimulate market activities. These include the tax breaks indicated in the (central and regional) development programs and other plans as well as the incentive of privileged access to bank credits and/or foreign markets.

As described by Heilmann, consultation already plays an important role in the process of plan preparation: “In addition to the high-profile year-end planning conferences, there are frequent central, provincial or joint work meetings which officials from both administrative levels attend. Moreover, communication through phone calls and personal visits between provincial-level and central planning bodies to deal with ad hoc policy or investment adjustments belong to the daily administrative routines” (Heilmann 2010, 10).

Leading figures in the highest echelons of the party, various departments at the NDRC, and government-affiliated and independent research institutes, as well as influential economists and select business representatives, all participate in this process of consultation. As a result of a scientification of politics, policy advice is playing an increasingly significant role, particularly with regard to consensus building in the planning process (see S. Wang 2009).

However, the coordination of project goals appears to be a harmonious and cooperative interelite process only at first glance. In fact, there is frequent (rarely documented) conflict between different state bodies and business interests about, inter alia, the content of development programs and the allocation of subsidies (Heilmann 2010, 10–12). However—and this signifies a high degree of state autonomy vis-à-vis particularistic, sectoral interest groups—these result in pull effects that should not be underestimated. This especially applies to programs below the level of the national and regional Five Year Plans,26 including plans for the promotion of technology and innovation, for the creation of technological development zones, and transregional development programs with longer timescales (such as the Western Development Program and the Plan for the Reform and Development of the Pearl River Delta). These latter programs in particular have gained in importance and are seen as slightly more flexible steering instruments by the relevant actors.

(2) Plan implementation or the achievement of plan targets presents a dilemma also experienced in Western countries, that is, the hierarchical mode of governance or how to address the difficulties of putting hierarchical control into practice. In China, the latter is also always a result of negotiations. Plan implementation was traditionally conducted in a highly personalized manner through informal networks. In principle, this modus operandi continues to this day and also applies to the freedom to deviate from the plan at local level. In the 1990s, as part of the reform of cadre evaluation, the system was modernized: the regular and mandatory performance evaluations of all party and state employees are linked to the fulfillment of economic and social indicators derived from the plan targets. Apart from preventing social unrest, which is imperative, the main focus continues to be on other economic aspects: “Cadres are subject to annual evaluations, in which they can score up to 100 points, of which more than 70 are awarded for outcomes that are directly linked to economic growth” (Naughton 2011a, 81).

The provincial and municipal authorities play a particularly important role in the implementation of economic policy initiatives. The lower administrative levels are responsible for creating detailed plans and regulatory mechanisms for specific projects based on what are often very general national plan targets. The relationships between upstream and downstream regional governments are critical interfaces for the exchange of information, financial management, implementation control, and project success. In addition, the regional offshoots of the NDRC in the intrastate hierarchy consequently had their status upgraded, although, when interviewed, employees in these regional development and reform commissions refer to a lack of staff to launch and efficiently monitor projects (Heilmann 2010, 16).

(3) Particularly when it comes to plan adjustment, the distinctive nature of the political system stands out: plans with medium- and long-term timescales are regularly adjusted in order to take account of experiences acquired in decentralized pilot projects (J. Chen and Wang 2010; Naughton 2009). Because the local pilot projects, known as “experimental points” (shidian), result in the creation of new institutions alongside and in interaction with already existing ones, they can also be seen as examples of institutional change through layering.

The central state defines the objectives and boundaries of this “experimentation under hierarchy.” Pilot projects that prove to be successful and have the potential to be rolled out are adopted nationwide and modify established institutions: “Despite the fact that experimentation procedures have been delegated to local authorities, the central administration in Beijing plays an indispensable role in universalizing local innovations, thereby injecting coordination into the Chinese policy cycle” (ten Brink 2011a, 17).

This mechanism was used in the process of reform in a number of different areas, such as in the creation of stock markets, the transformation of SOEs, and the recent reforms of the social security system. Among the experimental regions, particular importance is attached to the Special Economic Zones. Local pilot projects such as the introduction of land auctions, the registration of foreign companies, or the liberalization of the labor market were initiated in the SEZs and from there were rolled out across the country (J. Chen and Wang 2010, 77). Since the mid-2000s, select inland regions have also become testing grounds for experiments: Chongqing and Chengdu for the reform of the hukou system and the promotion of technology, for instance (McNally 2011, 9).

The rigid, authoritarian policy context and the absence of a formally organized political opposition (which manifests itself more as informal political rivalry) resulted in the emergence of a distinctive policy cycle: in contrast to a practice where problems are analyzed and laws are then drafted, in China, the process is reversed. Policy innovation occurs by way of the (initially) geographically limited implementation of new projects, which, if successful, are then rolled out and ultimately declared to be the norm or even written into national law.27

These distinctive policy cycles are based on historical Maoist traditions: “In China, proceeding from experimental programs to national policy is shaped by a policy terminology and methodology that stem from the formative revolution-era experience of the Chinese Communist Party, which legitimated developing policy by proceeding from point to surface’ and implementing policy in accordance with local circumstances” (Heilmann 2008, 5; see also Heilmann and Perry 2011b).

This is what also distinguishes the Chinese approach from a federal system (see Ehlert, Hennl, and Kaiser 2007). The experimentation “from below” requires the patronage of higher-level public authorities, which are also important for marketing innovative pilot projects: for example, central authorities promote a veritable form of “policy tourism” in the zones declared as successful in order to effectively familiarize political decision makers from other regions with new policies and to stem the bureaucratic forces of inertia.

The Power of the CCP

In this section, I will shed light on the importance of the Chinese Communist Party and its strategies of legitimation. Unlike in other state-led forms of capitalism, the party provides the Chinese power elite with access to another channel of vertical political intervention in the administration and the economy.

The role and influence of the CCP in China is far greater than that of other major parties in liberal democracies. As the central and only legally legitimate representative of the interests of the Chinese people, the CCP is positioned above the state whose administration it permeates and steers. The only similarities that can be identified are with other authoritarian regimes that, for the most part, comprise one party dictating the process of nation building (Zheng 2010). According to the official line, the CCP epitomizes society as a whole and, for the people of China, serves as a guarantor of stability, prosperity, and development (Shambaugh 2009b). During the course of the reform era, the party’s ideological self-definition underwent a fundamental transformation. As early as 1993, the class struggle—the key sociopolitical contradiction to be resolved—was replaced by the primacy of improving the quality of life of the Chinese people, against a backdrop of limited resources. This means that the CCP is no longer restricted to being the political representative of the working class and the farmers but has opened up to companies and other social groups. At the helm of the “People’s State,” the party’s aim is to create a system of cross class rule by experts to contribute to national development and modernization (Dingping Guo 2009). Critical Chinese authors classify this as a characteristic of the “stateparty system,” in which the CCP itself is an integral and overarching component of the state apparatus (H. Wang 2008, 467).

In response to the political and ideological crises of the 1990s, far-reaching reforms were implemented in the following years (see Shambaugh 2009b; Brodsgaard and Zheng 2004; Zheng 2010) with the aim of elevating the party (with currently over eighty-five million members) to the position of pacesetter for the process of modernization. In fact, campaigns led by the party had an extraordinary political reserve capacity even before the advent of Xi Jinping. In the post-Maoist era, a “revolutionary” authoritarianism has been reinvented that is still laced with elements of voluntarism:

How has the current regime held onto power for three decades now, weathering a series of potentially destabilizing leadership successions … while presiding over what may well be the fastest sustained economic and socio-cultural transformation that any nation has ever undergone? A large part of the complex answer to this question lies in the retention—and reinvention—of many elements of China’s revolutionary heritage. In moving from Maoist Communism to post-Mao authoritarianism, China has not simply jettisoned its revolutionary past as it “transits” toward a democratic future. Rather, a succession of post-Mao leaders have managed to fashion a surprisingly durable brand of “revolutionary authoritarianism” capable of withstanding challenges, including grievous and growing social and spatial inequalities, which would surely have undone less hardy regimes. (Perry 2007, 7; see also Anderson 2010b; Heilmann and Perry 2011b)

In short, the party leadership transfers older Maoist virtues to present-day China. This is why millions of party cadres attending party schools continue to commit to the guiding principles of “socialism with Chinese characteristics”. The party’s mass organizations have also retained their significance, particularly the labor unions, the Communist Youth League, and the All China Women’s Federation.

While the CCP should be referred to as a People’s Party of capitalist modernization (as described below), it also performs the function of a conduit to the power elite. The share of party members with a higher level of education has increased dramatically compared to those who are workers and farmers (Heberer 2008, 63). From 2002 to 2007, the party admitted thirteen million new members, and the majority were highly skilled (Zheng 2010, 5).

As is recounted in Chapter 2, in the past thirty years, the relationship between the state and the party has been adjusted in line with the rationalization of rule (on recent efforts to strengthen the party vis-à-vis the state administration under Xi Jinping, see Heilmann and Stepan 2016, also see the subchapter on “The Limitations of Political Regulation” below). A form of intrabureaucratic consensus building and a type of bureaucratic “self-control” have gained ground. Yet the transfer of control and decisionmaking responsibilities to public bodies, private actors, and NGOs is only permitted to a limited extent.28

With the aim of facilitating thorough preparation for the decisionmaking process and rapid problem solving, leading small groups (LSGs) at different administrative levels are entrusted with the task of coordinating planning and policy measures across departments and policy fields. The hierarchical structure of the party organization mirrors that of the state administration (national, provincial, city, etc.), and this parallel structure ensures that all regional authorities are assigned a suitable counterpart within the party. Personnel and functional overlaps between the two hierarchies are both frequent and intentional. One example at the provincial level illustrates this: the provincial governor is the highest-ranking decision maker in the provincial administration. The party organization is led by the CCP’s Provincial Committee secretary. Traditionally, the party secretary has the highest decision-making powers, and the provincial governor is one of his deputies. Consequently, there are efficient channels for the vertical (central government [image: Image] local governments) and horizontal (party [image: Image] state) conveyance of information and directives. This administrative system, which requires considerable human resources, serves to ensure the implementation of national policies and simultaneously allows flexible adjustments to local circumstances. At the same time, the party maintains control over the staffing of key positions through a comprehensive list of the authorized number of personnel (bianzhi) and the nomenklatura system. The party controls the civil security agencies and the armed forces (People’s Liberation Army) in the same way.

After 2013, far-reaching reforms of the system have been carried out with the aim of making the work of the administration more efficiency and qualification based. With this in mind, an expanded anticorruption campaign was launched to curtail informal network building and to strengthen the public image of the party as a legitimate representative of the people’s interests. While anticorruption campaigns have been a recurring theme in Chinese politics, the ongoing campaign under Xi Jinping is the largest and most comprehensive by any measure. During the four years since the campaign was launched, a total of ninety-one thousand cadres have been punished for violations, thirty-four thousand in 2015 alone (Xin-huanet 2016). Although the campaign has been underway for some time and has gradually increased in intensity, it still turns up remarkable cases of corruption. One example is a vote-buying scheme that was uncovered in the summer of 2016 in the province of Liaoning. As a consequence, 523 of the 619 delegates of the Provincial People’s Congress who were linked to the vote-buying scandal have been removed from their posts and put under investigation. In addition, half of the delegates representing the province at the National People’s Congress (NPC) (forty-five individuals) have been stripped of their status. Further, five senior provincial officials, including Li Feng, party secretary and vice chairman of the Standing Committee of the Provincial People’s Congress, have been arrested. Caixin, a prominent Chinese economics magazine, reported that “in the wake of the house-cleaning, all provincial legislative operations have ground to a halt. The NPC Standing Committee has assigned a special committee to sort out the mess” (S. Hu 2016).

The party’s control over the economy is maintained by encouraging firms to create company party committees where the members of the firm’s management boards have a prominent presence. Through the organization departments of the party at national, provincial, city, and county levels, the CCP also exercises the right of appointment for management positions within state-owned enterprises. The organization departments appoint, evaluate, promote, dismiss, or transfer administrative staff across the entire party and government and within SOEs. In 2004, for instance, they reshuffled the boards of the three largest telecommunications companies and did the same in the three largest oil companies in 2010.

Within the CCP, there is a clear dominance of the public-private growth alliances that are distributed throughout the country. However, the party is by no means a monolithic bloc. In both discourse and institutions, the party reflects social power relations—because it is the sole relevant and, at the same time, the largest decision-making platform in the country. Looking at a highly simplified picture of the 2000s, we can identify two key groups that struggled for dominance in a process of reciprocal checks and balances (see C. Li 2009; Fewsmith 2008). A “populist” coalition allied with Hu Jintao and Wen Jiabao united individuals who had achieved significant social advancement, who frequently occupied high-level positions in the poorer provinces, and/or who had pursued careers in the Communist Youth League.

A second, “elitist” group comprised the descendants of former party leaders (princelings), what is also known as the Shanghai Group allied with the former president Jiang Zemin, and professionals who gained their training and qualifications abroad. Their power is concentrated in the wealthier coastal regions, and they dominated the higher echelons of the party in the 1990s, in particular. While there are no fundamental differences between these two camps in terms of their basic political strategies and philosophies, conflict frequently arises when it comes to tactical questions of realpolitik. By the end of the 2000s, a system of checks and balances had evolved between the two groups that was fraught with tension (de Haan 2010, 91). The populist faction allied with Hu Jintao and Wen Jiabao accentuated the need for state-controlled social equity, while the elitist group called for a natural dissemination of the profits of modernization to the less developed hinterland regions (“trickle-down effect”).

The administration under Xi Jingping, while putting more emphasis on recentralizing power by strengthening the party, has largely continued the previous government’s attempt to even out regional development gaps (Lam 2015). In order to facilitate an orderly urbanization process and ensure a more equitable pattern of development, a series of programs were introduced. One of the most prominent, alongside social policy reforms (see Ngok and Chan 2016), is probably the planned increase in the integration of the two cities of Beijing and Tianjin with the province of Hebei (Jingjinji) to create an economic rival to the Pearl River and Yangtze River delta megaregions.

Ideological Acrobatics: Concepts of Development and Leadership Legitimacy

The present work is based on the assumption that China has undergone a distinctive process of capitalist-driven modernization. This also applies to the tendencies within the party, as is highlighted by the following, somewhat older, example: “It is not necessarily true that the Party will influence decisions that contravene the efforts of governance reform; as pointed out by John Thornton (who among many hats, is board member of one of China’s largest telecom firms, China Netcom), ‘The chairman of Netcom likes to say that he does not see a contradiction between Party influence and the protection of (non-party) minority shareholders because the goals of the two are the same—namely, Netcom’s success as a business’” (Pearson 2011, 30).

Yet how can this situation be reconciled with the power elite’s interpretation of socialist ideology? The answer is by equating “socialism” first and foremost with economic development and national modernization. For this purpose, Maoist avant-garde thinking and a strong belief in progress is combined with principles of meritocracy. Consequently, a form of populist pragmatism has emerged in circumstances where the fourth and fifth generations of CCP leaders do not possess legitimacy comparable with earlier generations in terms of anti-imperialism and antifeudalism (Lam 2006 and 2015). At the same time, Sino-Marxism unites a belief in the advantages of state-coordinated economic organization with the creativity of the entrepreneur. Chen Yuan—the son of Chen Yun, one of the first-generation leaders of the CCP, and, himself, a member of the Central Committee of the CCP and former chairman of the China Development Bank—captured the pragmatic essence of the state-party in a nutshell: “We are the Communist Party and we will decide what communism means” (quoted in McGregor 2010, 34).

Since the start of reform and opening up, the CCP’s legitimacy to rule has largely depended on a comprehensive improvement in standards of living. However, this factor alone is not enough to achieve normative integration (Holbig and Gilley 2010, also see Zhao 2017). The CCP’s monopoly position has enabled it to perform ideological acrobatics in the last few decades. A syncretistic combination of concepts of a strong state and Confucian and (cultural) nationalist ideas emerged, which turned “Sinosized” Marxism into a distinctive non-Western program of capitalist modernization.

(1) On the one hand, Sino-Marxism as a philosophy of state interventionism and of the uncompromising development of productive forces was effectively given center stage. A short look back over the history of the reform process illustrates this: in the course of introducing more elements of a market economy, in the early 1980s, the power elite allied with Deng Xiaoping initially attempted to introduce new social conditions based on the concept of “socialism with Chinese characteristics.” This would have been vehemently attacked just a few years previously as a challenge to Mao’s concept of socialism. The vague content of the concept created more leeway for the further development of the reform agenda. Deng’s motto, reminiscent of one of Mao’s maxims, to “make practice the sole criterion of truth,” was meant to nip unnecessary discussions in the bud, because, in reality, the reform policy ultimately proved successful (see Cho 2005, 210–18).

With the “socialist market economy” formula, from 1992, the de facto coexistence of market and state control was conceptually merged. The market economy was reinterpreted as a system-neutral means of control that is not synonymous with capitalism. As an accompanying instrument for unleashing productive economic forces, the market mechanism (within narrow confines) was to support the state’s development planning. This was supposed to foster and accelerate the achievement of the appropriate material requirements for the transition to socialism. The transformation of state-owned enterprises in the 1990s meant that “mixed ownership” concepts were presented as an extension of public ownership. Here, partly in reference to traditional cultural beliefs, a dichotomous separation of “private” and “public” was contested. At the same time, the influential proposition that a further decline in state capacity could curb the country’s development potential consolidated the continuing significance of a state-centered development policy (Herrmann-Pillath 2001, 184). It also became popular to take a pragmatic approach to dealing with selected Marxist concepts that were taken out of context to suit the Chinese situation. In reference to Marx and Mao, Communist Party intellectuals called for the country to adapt to new historical circumstances, and the role of entrepreneurs was thus legitimized: “They noted that in the age of traditional manufacturing, when Marx wrote …, workers were indeed at the forefront of productivity. However, in the information technology (IT) epoch, businessmen and professionals had displaced relatively less educated workers, not to mention farmers, as society’s vanguard” (Lam 2006, 66).

According to the concept of the “Three Represents” introduced in the year 2000 by Jiang Zemin, the CCP represented “advanced productive forces,” “advanced culture,” and the “fundamental interests of the majority.” Jiang himself argued:

Since the start of the reforms, China’s social class structure has changed. For example, there are entrepreneurs and technical personnel working for companies in the nonstate sector; administrative employees and technical staff; employees in joint venture firms; the self-employed; private companies. They are all working to build socialism with Chinese characteristics. The grand … task of building socialism with Chinese characteristics requires outstanding elements from all areas that are loyal to the motherland and to socialism. (quoted in Hartig 2008, 123, my translation)

In the search for a renewed “mandate of heaven,” under Hu Jintao and Wen Jiabao after 2002, against a backdrop of social polarization, further substantive changes in emphasis were observed. With the “scientific development concept” and, in particular, the objective of a “harmonious socialist society,” aspects of social justice and—more than previously—also traditional elements of Confucianism increasingly became the focus of discussion (see Holbig 2005, 2009). The Eleventh Five Year Plan (2006–11) then also promised that the state would intervene to eradicate social and regional disparities, in other words, to bring about a far-reaching improvement in the population’s standard of living.

(2) A second concept that has gained ground since the Hu/Wen government, and continued with the Xi administration, draws on authoritarian traditions of Confucianism and harmonious thinking resembling ideas of social partnership. Elements of Confucianism were evident in the campaign for the creation of a harmonious society, for instance. Wen Jiabao, for example, adorned his speeches with quotes from various works of Chinese philosophers and teachers (from Confucius to Sima Qian).29 A common feature of Confucian and post-Maoist traditions is that they both view China’s nonstate elites as more of an appendage to the state than independent groups.

The return to Confucian values (not only in the sense of an ideological campaign ordered by decree but manifestly underpinned by a renewed recognition of Confucianism in certain segments of the population) serves, first, to fill the moral vacuum created by modernization by referring to the ethics of social responsibility and the cultivation of interpersonal relationships.30 Second, focusing on these values once more serves to legitimate the regime by emphasizing norms such as forbearance, subsumption, and subordination, as well as hierarchical thinking. The government’s reference to “rule by virtue,” which should be combined with “rule by law,” is also evidence of reverting to old Chinese traditions of authoritarian rule (N. Lin 2011).

(3) Another strand of discourse, intended to provide normative orientation and engender identity, is “new nationalism” (Schubert 2001b; Zhao 2004), which follows older concepts of patriotism. The aim of drawing on this source of political legitimacy in a post-Maoist era is for China—after a long phase of weakness and oppression—to take up its rightful place among the leading nations once again. The advent of nationalism accompanied China’s policy of opening up—the nationalist discourse supported this development with the practical intention of gaining maximum benefit from the country’s integration into the global economy.

There are various versions of this new nationalism. “Technonationalism” (Amelung 2009) is based on the conviction that scientific and technological successes, such as the space program, for instance, would have the direct result of improving China’s global position. “Cultural nationalism,” however, refers to China’s “formidable” history and asserts the nation’s continuous progress. In the media, this was implemented by reminiscing about imperial China or presenting today’s aspiring People’s Republic (Holbig and Gilley 2010, 20–23; Schmidt-Glintzer 2008, 253).31 Although the People’s Liberation Army is one of the main pillars of cultural nationalism (Saich 2004, 154), intellectual factions also contribute to its effectiveness.

Soon after coming into office, the administration under Xi Jinping refreshed the “new nationalism” by cultivating the concept of the “Chinese Dream” (Lam 2015). The concept takes up the older promise of building a “moderately prosperous society” by 2020. However, it goes beyond earlier concepts and touches on domestic and international factors. The official China Daily published the following outline:

The Chinese Dream integrates national and personal aspirations, with the twin goals of reclaiming national pride and achieving personal well-being. It requires sustained economic growth, expanded equality and an infusion of cultural values to balance materialism. Dreams are powerful. In advancing the Chinese Dream the government is uniting people around a shared mission and driving change, especially people in lower-tier cities and rural areas, as they experience increased affluence and opportunity. Externally, the Chinese Dream can improve the image of China as a fast-growing nation striving to improve the welfare of its people and secure its place as a respected leader of the international community. (China Daily 2014)

For a long time now, the new versions of nationalism have also been reflected in different ideological currents. In the debate about market reforms, roughly three currents took the limelight: neoconservative, liberal, and new left. All three factions share an essentially affirmative position on China’s system.32 The distinction between the new left and the liberals conceals the fact that the academic protagonists in the former faction typically do not turn toward civil society actors (as the term “left” would suggest because of its traditional association with the working class, the labor union movement, or other social movements), but rather represent different positions within the power elite, all of which are geared toward the rise of the nation. Cho eloquently summarized this (still largely prevailing) intellectual terrain some years ago:

In the intellectual discourse of the reform era, there was a tendency to conform with the official party line, although there is evidence that the political and ideological framework was transcended at the margins of the spectrum of opinions. In the center of this spectrum were the etatist and culturally traditionalist conservatives whose discourse did not diverge from the official state ideology. The strands of discourse that were critical of the government represent differing radicalized concepts of the official ideology. They are thus either much more nationalist or have a much stronger faith in the market. (Cho 2005, 274, my translation; see also Fewsmith 2008, 83–162; Schubert 2001b, 67–74)

The different factions are supported by various groups of economic actors in the ruling power bloc:

The New Liberals enjoyed greater resonance in the 1990s, when the government launched the policy of completely embracing foreign capital. After ten years of dependent growth, the danger of economic recolonization has become real and the New Left’s discourse of national rebirth appeals to the bureaucracy. Neither the bureaucratic capitalists nor the private capitalists are homogenous. Because of their specific position in the economy there is always a faction seeing closer partnership with foreign capital as a choice, or, in contradistinction, another faction want more state intervention. The former is therefore more receptive to the New Liberals’ perspective, while the latter more inclined to the New Left. (Au 2008)

It is of little importance whether we refer to state interventionism in the interests of an uncompromising development of productive forces, proclamations of Sino-Marxism (supplemented with fragments of Confucianism) that strives to achieve state-administered social equity, the attempt to create an “imagined community” through nationalist discourse, or certain measures (not outlined in detail here) that accommodate, to a limited extent, calls for democratic participation.33 The state-centric guiding principles strive, without exception, toward maintaining party rule—in a way that (in an authoritarian manner) also takes into account the realities of increasing social pluralism (for an update on this, see Zhao 2017).

The Limitations of Political Regulation

So did it prove possible for the party-state, through its regulatory capacity, its financial resources, and increased bureaucratic and organizational abilities—enhanced by a range of effective strategies of legitimation—to tackle the challenges of capitalist modernization? For the period between 1995 and 2016, there are indications that it did: for instance, the recentralization of fiscal resources in the mid-1990s laid the foundations for a socially acceptable mode of coping with the wave of privatization where millions of workers were awarded (admittedly low) state compensation payments. The trend toward disintegration that emerged during the course of the Asian crisis from 1997—and again in the course of the global crises in 2008–9—was addressed by the central state using macroeconomic measures (reminiscent of Keynesian crisis and stimulus programs) and improved access to bank credit. The expansive debt-financed public spending in the fields of residential construction, infrastructure development, and social security reform between 1998 and the early 2010s—combined with international factors, particularly increasing foreign capital inflows—ensured that economic growth and social stability were maintained. Further, the reform of governmental institutions resulted in a more efficient regulation of the market.

However, overall, the limitations of political regulation that were previously latently perceptible have become more visible in recent years (ten Brink 2013). This is connected with the specific characteristics of the political system that were outlined earlier and the resulting competition between the political authorities below the central government level (and within the government itself). The large number of political decision makers in China as well as the uneven levels of development and the varying production regimes across the country frequently translate into competing political interests that undermine the coherence of the central government’s development program—in all probability, this is also still a challenge for the government under Xi Jinping, despite its recentralization efforts.

Consequently, political institutions in China do not always act in line with the plan, which is regularly counteracted, and rules are contravened or turned on their head. Despite the professionalization of bureaucratic processes, individuals in senior posts have enormous authority to circumvent rules or to interpret them in a specific way. The transfer of responsibilities from the central to the provincial and lower levels, already described in Chapter 2, and the associated emergence of multiple coalitions of interests, frequently result in regulatory anarchy. Where national and local development interests diverge, state institutions and/or individual administrative cadres sometimes act for the benefit of particularistic interests. This does not necessarily go hand in hand with corrupt behavior. It is more likely that the conduct referred to here simply fulfills local development objectives (and contributes to a positive performance assessment for the authorities and cadres concerned) but runs counter to national policy strategies. Until recently, a classic example was the weak enforcement of environmental protection standards in industrial projects that were deemed important for the local economy and employment. Motivated by personal career objectives and local patriotism, innumerable political decision makers prioritized strengthening local economic growth over meeting the increasingly stringent standards of national climate policy. The protectionist isolation of local procurement markets for the benefit of local manufacturing companies is also common practice although nondiscriminatory trading in goods in the national market is officially stipulated.

In numerous fields, local growth alliances undermine the national policy designed to produce coherence and efficiency. Here, “plan anarchy” or plan regionalism was replaced by an anarchic market regionalism (for earlier evidence, see Heberer 2008, 107–12). Thus, subnational deviations from the centrally prescribed directives can be interpreted as a consequence of divergent local competition and development strategies. One example of this is the attempt by provinces to pursue an independent foreign trade policy because the central government’s policy fails to ensure tight control of exports. The provinces are also keen to minimize the transfer of resources to the central government. Moreover, what is happening between the provinces and the central government in terms of market regionalism is also taking place within the provinces in the form of cities’ and counties’ tendency toward greater autonomy. In actual fact, local units frequently act as a form of holding company and also exhibit internal tendencies toward greater independence.

The vast industrial region in the Yangtze River delta with its ninety-five million inhabitants illustrates the effects of this competition-driven regulatory anarchy. The city of Shanghai and the two neighboring provinces of Zhejiang and Jiangsu are not really incorporated into regional cooperative networks. Because of a lack of transregional coordination, already over the course of the 2000s, there was a buildup of excess capacity in numerous branches of industry and a duplication of public infrastructure for business development. Early on, this resulted in inefficient cutthroat competition between companies, on the one hand, and between industrial parks, on the other (Yu 2010). In particular, the competitive relationships between the larger cities and the districts and counties under their authority were and remain the subject of political interventions that were fraught with conflict:

The conflict between prefecture-level city and county (county-level city) became sharper. In order to deal with regional internal and external cut-throat competition, accelerating the growth of prefecture-level cities … became more urgent. In 2000, the goal of making the central cities “stronger” and “bigger” was put forward in both Jiangsu Province and Zhejiang Province. Therefore, since 2000, a large-scale adjustment has begun in the Yangtze River Delta. Prefecture-level cities have annexed counties or county-level cities and transformed the latter into the urban districts of the former. (Zhang and Wu 2006, 9)

At the higher levels, attempts were made to resolve the problem of the administrative divisions by way of administrative annexation. The example of the municipal government of Hangzhou illustrates this: the county-level city of Xiaoshan (a subdivision of the city of Hangzhou) had its own bureaucratic apparatus and acted as an independent region in competition with Hangzhou. Yet even after administrative annexation, these competitive relations continue to exist, and, for example, industrial parks continue to be built without consultation with other administrative divisions in order to attract capital to the location concerned.

Overall, neither the central government nor the subnational governments are able to practice refined micromanagement against a backdrop of heterogeneity of the country’s political economy. For instance, the long-term development program for the Pearl River delta (NDRC 2008) specifies the approximate direction of the region’s development, but potential plan implementers, local governments, and companies compete for the associated state funding in a manner that fosters economic instability and corruption.

Even the sectoral regulatory authorities, which were mostly established in the 2000s, exhibit weaknesses: some are unable to retain their position vis-à-vis the NDRC and therefore fail to have an impact. On the other hand, some sectors of the economy have such a large number of regulators they are either unable to have any effect, or each side paralyzes the other: “The telecom sector provides the most egregious example, with at least ten other government bodies … retaining a say over telecom decisions” (Pearson 2011, 31). A similar development can be identified in the financial system: “The trouble is that in China, the different regulators have over the past few years created so-called ‘independent kingdoms’; effective coordination across these fiefdoms has been difficult” (Walter and Howie 2011, 198; see Naughton 2017 on recent attempts at reregulating the financial sector).

Even the SASAC has, in reality, not proven to be an omnipotent steering body: many of the companies overseen by the SASAC are massive conglomerates controlling huge resources and thus representing independent poles of power. Although, together with the organization department of the Central Committee of the CCP, the SASAC appoints the key members of staff in the companies under their control, they are unable to comprehensively influence their business orientation. This situation also calls the sometimes mystifying assumption of overarching party control into question. The CCP’s control over the management staff of SOEs is frequently not enough to prevent companies from unilaterally pursing their particularistic business interests. Even the wide reach of company party organs has made only a limited contribution to coherent regulation of the national economy.34

The problem of micromanagement also affects the central government ministries: certain ministries have quite considerable leeway to make decisions, and there is scope for different interpretations of new regulations. The NDRC, for example, prioritizes technological upgrading (NDRC 2011) over sociopolitical elements of modernization such as those propagated by the Ministry of Human Resources and Social Security (MOHRSS). In practice, the NDRC concepts predominated into the second decade of this century. The country’s fiscal policy is evidence of this: for a long time, corporate taxation made only a limited contribution to the cost of social security. Tax incentives, investment grants, and low-cost loans remained important instruments for supporting the economy.35 To promote research and high technology, the authorities, particularly at the local level, attempted to attract investors with substantial incentives to establish businesses, which included comprehensive exemptions from taxes and duties, a special infrastructure, and the provision of services (such as personnel recruitment) at the state’s expense.

The most recent economic policy realignment, what are known as “supply-side structural reforms” (gongjice jiegouxing gaige), inter alia to reduce overinvestment, also continue this trend: the supply-side reforms, which were first enshrined in Chinese regulations from spring 2016, further reduced corporate tax burdens. The Work Plan for Lowering the Cost of Enterprises in the Real Economy,36 published by the State Council in early August 2016, called for the evaluation and elimination of taxes and fees in order to reduce corporate costs across a wide range of fields including financial services, energy supply, and logistics (State Council 2016). Following the central government’s initiative and instructions, subnational governments were quick to publish their own work plans outlining the benefits to be made available to local companies. Naughton (2016) elaborates on the scope and scale of such documents and points out that within a month of the State Council initiative being released, twenty provincial governments had launched corresponding plans: “The leader is almost certainly Guangdong. … It has set a target of reducing firm costs by 400 billion RMB by the end of 2016: over 5 percent of provincial GDP, a substantial number. More than half of this would come from reduced taxes; further reductions would be achieved through partial elimination of administrative fees and by decreasing contributions to various social security and welfare funds” (Naughton 2016, 5–6).

Notably, this trend was counteracted to a certain extent, as a look at the payment of dividends in the state-owned sector shows. Here, for a long time, the retention of profits improved the capital situation and enabled extensive investment in capacity increases, technological development, and international expansion. In order to avoid wastage and misallocation by companies, the Chinese government opted for a gradual reintroduction of a system of dividend distribution. The intention was to use these resources to plug the funding gap in China’s social security systems. From 2007, companies in particularly profitable industries, such as petrochemicals and tobacco, had to pay 10 percent—increasing to 15 percent from 2011—of their net profit to the Ministry of Finance. For those in competition-driven sectors, such as steel, a reduced rate of 5 percent applied—increasing to 19 percent from 2011. Companies operating in the research and military sectors, however, remained exempt from the dividend payment. SOEs that had issued shares on the Chinese stock exchanges in 2006 or later were forced to pay 10 percent of their revenue, with retroactive effect. In November 2012, the Central Committee of the CCP approved a 30 percent hike in the dividend payment by 2020 (CPC Central Committee 2013). As a result of these measures, the provinces and downstream administrative bodies also successively increased their payment demands.

As has already been mentioned, centralization measures and steering initiatives implemented by the party and the government sometimes have only limited impact. The vertical control structures branching out from the capital to the local bureaucracies do not automatically guarantee the central government direct powers of intervention. These vertical structures are overgrown with horizontal branch structures at the relevant administrative levels. Even the regular rotation of administrative cadres has not been able to prevent the emergence of (sometimes corrupt) local interest coalitions (Tang et al. 2015).

Since the government under President Xi Jinping and Premier Li Keqiang assumed office, we have observed aggressive measures to break up these coalitions. Through closer monitoring and tighter sanctioning of local economic policy, the central government is attempting to counter initiatives that run contrary to national development strategies. In sectors with significant overcapacity, substantially more vigorous measures are being taken to close smaller, outdated, and polluting industrial plants than was the case under the previous government. A more resolute approach can also be observed in the field of environmental protection. The rigorous implementation of the polluter pays principle, more stringent sanctions for violating regulations, and a higher risk of detection owing to an increase in the number of on-site inspections have all meant that local governments are less willing to tolerate environmental offences—even if this threatens the survival of the companies affected and risks job losses.

At the same time, by creating and/or strengthening parallel advisory and decision-making party committees—the leading small groups (LSGs)—the CCP has attempted to improve its control and regulatory capacity. Shortly after the new government came into office, existing LSGs were already given more responsibility, and senior cadres were appointed to staff these groups. The LSG for Financial and Economic Affairs, already in existence since the early 1980s, was strengthened and became a key policy organ under the direct leadership of President Xi. The same applies to the LSG for the Comprehensive Deepening of Reform and the recently established LSG for Network Security and Information Technology. While, in the past, policy initiatives were developed by the ministries, discussed by the State Council, and adopted by the Standing Committee of the Politburo of the CCP, it is now increasingly the case that policy plans are initiated by the LSGs, further developed by that same group, and then presented directly to the Standing Committee for a decision (and then returned to the state committees for implementation). Because the central LSGs are staffed by members of the Standing Committee of the party or even report directly to the general secretary, the formal policy process (with the participation of state ministries) is shortened and thus accelerated. This did not result in government bodies losing all their authority. In fact, in the majority of areas, the same individuals are involved in drafting policy plans—albeit in different capacities. However, this development is notable because it proves the determination of the party leadership to secure direct and unrestricted control over the policy process.

Whether the recent centralization efforts under Xi will significantly increase regulatory capacity and ultimately also economic stability in the long term, however, is a question to be addressed by future studies. One is inclined to approach this situation with a certain amount of skepticism because these measures are being implemented against the dynamically unstable backdrop of China’s competition-driven process of modernization. The competition between local state administrations, for instance, continues to have undesirable side effects: the problems of overinvestment as well as the duplication of infrastructure and other investment projects has increased in recent years, for example. Admittedly, the economic stimulus measures implemented in the early 2010s have triggered a veritable wave of investment. However, numerous investment projects and development programs have neglected to conduct careful demand analysis and also, again, failed to comply with the required approval procedures. A drop in the development of demand leading it to revert to its “natural” growth path (which in China still tends to be on more of an upward trajectory than in other major economies) and procedural flaws due to a rushed approach to planning and implementation have, since 2013, increasingly revealed the less positive sides of development. These excesses are reflected in the huge shopping malls with everything except customers and in the factories working substantially below maximum capacity and pushing their overproduction onto the market at cutthroat prices.

To refer to one final example, the limitations of regulation are also evident in the growing dilemma of state finances: public debt is one of the most sensitive policy areas in China. When disclosing relevant information, the government is always extremely cautious and strategic in order to prevent any pessimistic assessments and doubts as to its conduct. However, the ostentatiously optimistic presentation of information has aroused doubts regarding the quality of published data. Independent investigations are significantly less confident than the Chinese government as far as the country’s long-term debt sustainability is concerned. However, the validity of analyses like this is undermined because these are based only on more or less well-founded estimates because of limited access to primary data (Shiyu Li and Lin 2011).

According to official government data, China’s sovereign debt doubled between 2010 and 2015 (NBS 2015b). The total debt stock relative to GDP rose during this period from 35.1 percent to 43.9 percent. This still places the country’s annual budget deficits (2.3 percent in 2015) substantially below the average of most Western industrial countries. Further, China’s public debt differs from that of many Western states and particularly other countries of the Global South in that by far the majority of liabilities are held by domestic creditors. This makes China less exposed to international creditors and organizations. Another advantage of this is that exchange rate effects have only a marginal impact on the debt and its sustainability. Here, to a certain extent, China follows the Japanese example: for some years now, Japan (with its far higher debt level) has profited from the predominance of domestic creditors.

However, it is not entirely clear whether the central government itself has a complete overview of all, particularly indirect, public liabilities. It was not until 2010 that any kind of serious analysis of the indebtedness of local governments and of the financial institutions under their control was first conducted. Because, as a result of administrative regulations, the provinces and their subordinate administrative units have been blocked from direct borrowing from banks and are also forbidden from issuing securities, they established what are known as local government financing vehicles (LGFVs). Because they have the legal status of a company, these LGFVs are not subject to the same stringent financing provisions and controls as their state owners. Moreover, their favored position as state-owned enterprises, which, through the explicit guarantees of state shareholders, means they have a relatively low risk of nonpayment, has resulted in privileged access to capital. The identity and number of these companies, as well as their outstanding liabilities, have been recorded centrally only since Xi Jinping’s government took office.

As outlined in Chapter 2, in 1994, as a consequence of far-reaching tax reforms, a major process of recentralization of state revenues was initiated. At the same time, however, a process of decentralization of expenditures ran parallel. In 2010, a total of 82.2 percent of all government spending was incurred by subnational governments, which resulted in increasing budget deficits at local level. Whether this situation, facilitated by an intrastate transfer system (Duan and Zhan 2011, 59; NBS 2015b), is reversible appears doubtful. One of the primary causes of this concentration of financial obligations at the lower government levels is the delegation of costly social expenditure (particularly for welfare, education, and job creation) to precisely these authorities. Although this may contradict the proclamations about strengthening domestic consumption and creating social equity, this arrangement enables the central government to save money and deflect social discontent to the regional authorities.37

The increase in the financial obligations of local governments benefited the “creative entrepreneurial” activities of the cities and counties that have already been mentioned at various junctures in the present work. Because the government authorities below the provincial level were no longer able to meet financial needs through “regular” revenues from taxes, fees, and transfers from the higher authorities, they were increasingly forced to generate additional revenue from company profits and land sales. The growing importance of the local government’s commercial interests tied up the staffing and financial resources that were needed to fulfill their original administrative duties.

In this context, the disparity between central government spending and that of the local authorities rose from a ratio of 1:3 in 2007 to a ratio of 1:5.7 in 2014 (Figure 3).

Figure 3 indicates a substantial rise in (debt-financed) expenditures resulting from the global economic downturn and the subsequent economic stimulus packages. Because the central state has failed to effect a marked reduction in this increase (and the persistently high extrabudgetary posts of the subnational governments), a crisis of the fiscal system has become more likely. In fact, we cannot assume that it will be possible to reverse this trend within the space of a few years—particularly in view of the unfavorable demographic development. The redistribution of tax revenues in favor of the central government has not been accompanied by a corresponding redistribution of spending responsibilities.
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Figure 3. Distribution of budgetary expenditures by central and local governments. Source: NBS 2015b, table 7–1.

Admittedly, to compensate for financial deficits and to be able to fulfill the responsibilities transferred to them, as mentioned, local governments have developed a number of entrepreneurial initiatives. For example, city administrations have attempted to generate revenue from corporate profits by founding or buying shares in companies. At the same time, they have managed to cover a large proportion of their costs by selling land use rights (and other levies linked to the construction and sale of real estate). As the sole owners and monopolists in the allocation of land, they are in an ideal position (Tian 2014; Lockett 2016). According to unofficial estimates, city governments obtain up to 35 percent of their income from transactions like this.

However, the additional local revenue acquired through the sale of land use rights is fraught with risk. First, the supply of suitable land is limited and, to a great extent, already depleted. Second, because of the burden on disposable income due to higher mortgage debt, price buoyancy on the real estate market has a negative impact on private consumption. This contradicts national “rebalancing” schemes. Price increases may enable municipal governments to plug budget deficits. At the same time, they can undermine a central pillar of the country’s current economic growth. Falling prices would lead to the loss of major revenue items and cause substantial budget deficits. At the same time, the market values of a lot of real estate would fall below the mortgage value. For property owners and debtors, this development has a doubly disastrous impact. On the one hand, they would be forced to service loans, which, in part, no longer have any value, or they would have to anticipate losses on the sale of their real estate. On the other hand, as mortgage issuers, the banks would have to demand an increase in the loan collateral deposited by borrowers. This really would be fatal because the majority of households will already have borrowed heavily to purchase their property and it is unlikely that they would be able to deposit more financial assets. In this case, consumption could suffer a severe blow, which would have a direct impact on the country’s overall economic growth.

Interim Conclusion

In this chapter, I have referred to a range of evidence for the proposition that large parts of the political system are subject to the driving forces of capitalism. Here, the holistic strategy established in my research framework proved useful, according to which the interdependencies and tensions between economic dynamics and the transformation of the party-state should be taken into account.

China’s restructured state and party institutions now recognize the market mechanism as a cornerstone of social order. They create and regulate the markets in which they themselves conduct business—also within the public administration. The pressure to adjust, stemming from extremely dynamic regional development, exposes participating (market) actors to cutthroat competition. Pursuing a neodirigiste, Schumpeterian strategy, supplemented by elements of indicative planning, the Chinese government is striving to catch up with the most developed economies in the world. This is evidenced by looking at the fields of economic policy and technology promotion.

The aim is for the state to regulate market activity, a regulation for competition. Market-limiting measures do not present a challenge to the system but are mostly aimed at party-state regulation and control of market expansion. The ruthlessness seen here has “certain affinities with the ‘business as warfare’ theme that permeates recent writing on market competition by today’s captains of global capitalism” (Heilmann and Perry 2011a, 13).

Particularly with regard to economic policy, the state leadership appears to have excellent mastery of methods of governance. In fact—admittedly from an instrumentally rational perspective—China’s political system was effectively reorganized to facilitate institutional learning and through processes of institutional layering and conversion. At the same time, distinct forms of governance have been adapted, as perfectly exemplified by the central coordination of local pilot projects. In the policy cycles of Chinese state-permeated capitalism, where binding requirements, both contractual and informal agreements, processes of learning, and indicative steering methods converge, the heterarchic, networked negotiations and market intermediation coexist alongside hierarchical directives. This also substantiates my research proposition that, in China, we should not assume a strict separation but more of a differentiation between state and market activity.

Some Western observers consider the party-state to be at an advantage in terms of its implementation capacity solely on the basis that it is able to pursue longer-term and more sustainable political strategies than liberal democracies, which are subject to the temporal constraints of electoral periods (see Meerwaldt 2010). The CCP also has a largely intact monopoly on power, and campaigns led by the party have an extraordinary political reserve capacity. Inherent in the CCP’s leadership legitimacy (before and under Xi Jinping) is syncretism, that is, the linking of various different traditions of thought, even ostensibly anti-capitalist ones, to form a pragmatic Sino-Marxist canon, which should be more accurately described as a non-Western program of capitalist-driven modernization. Here, philosophies of state interventionism and the development of productive forces combine with harmonious thinking (partially derived from Confucianism and resembling social partnership) and nationalist discourse.

However, the current dominance of the party and the guiding principles of the regime do not by any means make it possible to eradicate all the contradictions of China’s modernization through conflict regulation based on a combination of coercion and negotiation. Although the central state and the CCP have, in many respects, managed to successfully contain the centrifugal forces of market expansion, political fragmentation, and regionalization, this has not resulted in a union that is free of conflict. Against a backdrop of economic instability, regional development disparities, and competing coalitions of interests, China’s multilevel system, which, by international standards, possesses considerable steering capacity, comes up against the limits of regulation.

Of the pitfalls described in this chapter, a number of points stand out: it is evident that the local authorities do not follow directives blindly and unquestioningly. Even at the central level, government actors do not determine and carry out public functions autonomously. This tends to occur in a consensus-oriented informal association of various different groups of actors, driven by the imperatives of capital accumulation. This invariably leads to problems. The horizontal and vertical consensus- and decision-making structures give rise to political deadlocks, implementation gaps, and also adjustment difficulties and miscalculations in the financial sector, for example. Because it seems virtually impossible to disentangle China’s multilevel system, this constitutes a distinctive form of the joint-decision trap (Scharpf 1985). However, in line with the research framework of the present work, the latter is not primarily attributed to political organizational weaknesses but is linked to the effects of capitalist catch-up development.

Local economic policy then is not structured according to a cooperative, coherent approach geared toward the national economy but is driven more by particularistic business interests. This has fueled competition between locations to attract business and investment but ultimately led to overinvestment, and an increase in public debt. Linked to this, spending was decentralized, which further exacerbated the debt problem. Figuratively speaking, China’s political economy is less of a supertanker navigated by an omnipotent captain and more of a group of different-sized ships, each motivated by their own individual interests, traveling at full speed in different directions with no concern for the impact on the fleet as a whole. The heterogeneity and complexity inherent in this multilevel framework calls the successful continuation of modernization into question. There is reason to expect that, should instability increase, there would be a rise in intraelite conflict and, as a consequence, more political stalemates.

The Limits of Chinese-Style Subordination? Developments in Labor Relations

In the first two sections of this chapter, the workers were treated more as passive objects of corporate and state policies than active subjects. In practice, however, the new working class actively influences the social fabric of the PRC. Based on my assumption of the significance of the social balance of power and class conflict in capitalist-driven processes of modernization, in the next few sections, I will proceed as follows. First, I will describe the idea that wage earners constitute the backbone of economic development. Here, I will illustrate the importance for “efficient” economic development of a segmentation and segregation of the working class and of a decentralization of labor regulation to the company level. Second, in my analysis of the features of the labor system, I will outline in detail how the central government has introduced quasicorporatist consultation mechanisms and is promoting the juridification of industrial relations. However, these measures, which aim to resolve conflict, do not take full effect because the workers have inadequate institutional representation in the system of industrial relations.

This is evident from the tens of thousands of social protests both within and outside companies since the 2000s, which are viewed by the government as “unofficial mass events” (these include demonstrations, violent protest actions, and workplace conflict; see CLB 2009 and 2016). Workers’ participation in these events is huge: “The strikes in the new booming capitalist industries … have been … increasing in scale and extent, so that collective bargaining by riot’ … has become the normal method by which workers defend their rights and interests. Workers have developed a very good idea of what they can get away with and how far they can go” (Clarke and Pringle 2009, 93; see also CLB 2016).

Urban areas appear to have become the main terrain for social protest—this is in contrast to the 1990s, when it was primarily the rural areas that were the arena for numerous protests, mainly directed against the local authorities (Heberer 2007, 165). The labor disputes over working conditions, the violation of labor standards, or delayed wage payments were also accompanied by various forms of protest and violent riots outside the work environment.

A wave of strikes in the province of Guangdong in early summer 2010 attracted particular attention—according to official reports from labor union representatives, in the city of Guangzhou alone, there were over sixty strikes during this period. These took place in the context of the tragic spate of suicides at Foxconn, the largest Taiwanese contract manufacturer of Western brand products in consumer electronics. As a result of a spontaneous strike at a Honda supplier in Nanhai (Foshan), a movement developed that caused a media furor both in China and abroad for a number of weeks (see Butollo and ten Brink 2012; Hui 2011). Triggered by the unsatisfactory implementation of the statutory minimum wage, the movement propelled corporate power structures into the limelight—a breach of taboo. Compared to previous campaigns, this movement’s wage demands were high and were largely successfully pushed through. Unlike with earlier protests, the unrest spread rapidly in this case. Moreover, while the mobilization of workers had previously almost exclusively been directed at local governments, the disputes now resembled classical forms of collective wage bargaining. Finally, the strike wave was characterized by a high level of participation and democratic principles. Some workers claimed the right to independent interest representation in the company. In the case of Honda Nanhai, the confrontation with the company union (which itself had proven to be ineffective) resulted in the election of a strike committee.

The volume of social protests and labor disputes against a backdrop of unusually high GDP growth rates by global standards combined with government efforts to rebalance the economy suggest that the increase in prosperity had not benefited all segments of the population equally. This applies to migrant workers in particular: “During the eight years after the Chinese central government began making … moves towards class compromise in 2002, migrant worker insurgency grew rapidly. While there are a number of factors behind this, the overarching reason is that while the country experienced an economic boom of historic proportions things did not significantly improve for migrant workers” (Friedman 2011, 151; see also C. Chan and Pun 2009).

At the same time, it became clear to the ruling elite that it was not going to be possible to secure the socioeconomic (and ultimately also political) stability of the system without strengthening institutionalized rights and conflict resolution mechanisms within and across companies. Hence,

the unprecedented wave of labour legislation … was no accident. It was a direct response to the pressure exerted by the workers’ movement over [the 2000s]. A government committed to maintaining social order and harmony could no longer afford to ignore the strikes and protests staged by workers on an almost daily basis across the country. It sought to create a comprehensive legislative framework that could help mitigate labour conflicts and better protect the legal rights of individual workers. This legislative approach has made workers much more aware of their rights. (CLB 2009, 13)

In the following sections, I will outline the key features of the Chinese labor system and attempt to answer the question as to why, despite the establishment of quasicorporatist consultation mechanisms, there was so little progress made toward “harmonizing” industrial relations. In the final part of the chapter, I will elaborate on the shortcomings of Chinese corporatism.

Characteristics of the Chinese Labor System

Despite regional differences, it is possible to identify some key characteristics of the urban labor system in the context of the historical transformation of the labor force from a largely agricultural to primarily industrial one. First, I will outline the structure of the labor force and the production regimes. I will then introduce the system of industrial relations. (Note that neither the large informal sectors in the cities, frequently in the service industry, nor rural labor relations are considered in any detail here.)

(1) The segregated labor force. China’s working population increased from 779 million in 2009 to 797 million in 2014 (NBS 2015b, table 4–1). The number of people working in agriculture declined from 297 to 228 million during the same period. As a result of urbanization, only 20 percent of the working population in coastal provinces was now employed in agriculture, in contrast to the 45 percent in the country’s inland provinces. The number of people working in the secondary sector increased from 216 to 231 million between 2009 and 2014. Three-quarters of this number were employed in manufacturing and one-quarter in the construction industry (NBS 2015b, table 4–1). In the tertiary sector, which has employed more people than the secondary sector since the mid-1990s, 314 million people were employed in 2014 compared to 266 million people five years previously. In the 2000s, the working age population grew by an average of ten million people per year (Herd, Koen, and Reutersward 2010, 6). The unemployment rate in urban areas has periodically been around 4 percent since 2011, though estimates (from Chinese university studies) frequently indicate higher values, including for (temporary) youth unemployment, for instance.

Migrant workers now constitute the largest segment of the urban labor force. Between 2000 and 2015, their share of the urban working population increased from 36 percent to over 60 percent (C. Lee 2016).38 The country’s largest group of workers only have precarious residence permits in the cities and essentially “guest worker” status. In contrast to the first generation of these “peasant workers” (nongmingong), the second and third generations of migrant workers have gravitated toward the cities, despite the fact that they still frequently move house and switch jobs (Wenten 2011).

Labor market segregation is a result of preserving the hukou system, which brought about substantial wage differentials between migrant and local workers. This restrictive household registration system, which assigns a person rural or urban resident status, perpetuates the disparities between urban and rural incomes, standards of living, and social safety nets. Migrant workers in cities still have inferior entitlements and rights (with respect to children’s education and hospital charges, for instance). The capital still views this migration control regime as an indispensable pillar of stability and the foundation of the country’s economic growth, and the Ministry of Public Security responsible has gone to great lengths to coordinate the regime (Ngok and Chan 2016).

The internal migration flows have admittedly made some holes in the hukou system and gradually changed it in line with a conversion process (Young 2011, 148–51). The household registration system was decentralized and modified, but, overall, its function was preserved (K. Chan and Buckingham 2008; F. Wang 2011). Although it has been made easier to acquire permanent local hukou, it is primarily the affluent and more highly qualified migrant workers who are granted permanent urban registration. Moreover, the less wealthy individuals gaining a local hukou lose their land rights the moment they register: “In most cases, those people are included in the city’s social welfare system in exchange for their loss of land permanently, an asset which usually can derive far greater present and future financial benefits in the urbanizing region. Some critics have considered this equalization’ an indirect pillaging of peasants’ property” (Chan and Buckingham 2008, 598–99).

(2) Segmented production regimes. Only at first glance does China’s huge army of workers give the impression of a homogenous mass. In fact, over the course of the reforms, the labor force has been segmented. Boy Lüthje differentiates between five generic types of production regimes among companies in the country’s core industries (Lüthje 2009, 2010; see also Butollo and Lüthje 2012; Lüthje, Luo, and Zhang 2013).39

•  State-bureaucratic. This regime can be found in the steel industry, for instance, and is characterized by a relatively stable core workforce, for the most part with medium or high skills, a comparatively limited share of migrant workers, low base wages, and a correspondingly high proportion of allowances (up to 50 percent of the base wage). Traditionally, the labor union plays an important role in the comanagement of the company.

•  Corporate-bureaucratic. This regime is similar to the state-bureaucratic one in terms of the relative stability of the conditions of the workforce and primarily employs urban workers who receive better pay and legal protection than migrant workers. This results in higher base wages, more regulated working hours, and a tendency toward workforce skilling and education. Examples of this regime can be found in the automobile and chemical industries, for instance. The labor unions are co-opted into factory management.

•  Corporate high-performance. This production regime is characterized by a strong performance orientation, a flexible workforce, lower base wages, and weak labor unions. It can be found in American and European, as well as Chinese and other East Asian IT companies.

•  Flexibilized mass-production. This production regime is based on the exploitation of low-paid migrant workers and can be found in the (overseas) Chinese contract manufacturers and large suppliers for Western electronics companies, for instance. The regime is defined by its long, flexible working hours and low base wages, pronounced wage differentials between production workers and engineers, and labor union structures (if these exist) dominated by the company management.

•  The low-wage classic model in the textile industry, for example, is at the bottom end of the production regime hierarchy. SMEs and also numerous large companies of this type primarily employ migrant workers. Labor unions are rarely to be found in such workplaces.

A series of other factors foster segmentation: on the whole, for example, there is a strong hierarchization of wage systems—within the production regimes outlined above and along the supply chain—and significant systems of personnel leasing or temporary labor. By law, how temporary labor is used should have become substantially more restrictive from mid-2013. However, strong protests, particularly from large SOEs, led to the adoption of the law being postponed until 2016. There is also a pronounced gender gap: women’s wages are around 20 to 30 percent lower than their male counterparts with comparable work experience and qualifications. As already described, further discrimination is evident as a result of the unfavorable position of migrant workers.

Certain groups of urban workers nurtured aggressive ambitions for professional advancement that are incompatible with solidarity-oriented behavior among work colleagues. However, certain similarities between the different production regimes and employment relationships can be identified. Because of the limited influence that workers have over a company’s performance policy or restructuring and the relocation of production, they are, on the whole, very dependent on their employers’ decisions. Further, in the majority of industry sectors, base wages comprise only around 50 percent of the total wage. Overtime and bonuses as nonwage benefits exemplify the weak bargaining position of employees. This is accompanied by fierce in-house competition for better pay and allowances. Serious collective bargaining over wages and working conditions is just as rare as industrywide collective wage agreements (Friedman and Kuruvilla 2015). Therefore, “the absence of effective collective regulations on base wages, bonuses, working hours, and working conditions can be viewed as a common characteristic of industrial relations, both in state-owned and private companies. The high level of wage flexibility is effectively the lowest common denominator between the labor regimes at the top and bottom ends of the hierarchy, often associated with extensive overtime. Thus, the proverbial dedication of Chinese workers seems in no way to be a ‘natural’ characteristic” (Butollo and Lüthje 2012, 8, my translation).

The segregated and segmented structure of the labor force described in this section forms the foundation of an undeveloped, quasicorporatist nexus where four key players interact.

The “Four Parties” in the System of Industrial Relations

Comparative political economy (CPE) and industrial sociology approaches refer to concepts of corporatism to depict the trilateral network of relations between employers, employees, and the state that is typical of capitalist-driven societies. Here, a stable corporatist structure has been identified as a functional complement of successful capital accumulation (see Wright 2000).

In normative terms, corporatist relations are also seen as favorable in China, particularly to defuse vertical social conflicts. From the point of view of the state authorities, corporatism has the additional advantage of safeguarding their influence over institutional pluralization and relieving them of regulatory functions. The Chinese authorities have gone to great lengths to establish institutions of this type. Trilateral consultative conferences were introduced at all relevant administrative levels to harmonize industrial relations (K. Chang, Lüthje, and Luo 2008; Shao, Nyland, and Zhu 2011). Here, the Ministry of Human Resources and Social Security (MOHRSS) represented the central government, the All-China Federation of Trade Unions (ACFTU) represented the workers, and the China Enterprise Confederation represented employers, primarily from state-owned enterprises. The association of private businesses, the ACFIC, also joined. The conferences address a diverse range of labor law issues and develop guidelines for drawing up employment contracts. They particularly aim to prevent and contain labor disputes and also set minimum wages (which differ from region to region). According to statements from conference delegates, despite the occasional uncertainty as to whether or not their decisions are binding, these meetings have, in fact, already successfully resolved some regional labor conflicts (Shao, Nyland, and Zhu 2011, 368).

Different studies have taken different positions on industrial relations. Some authors refer to a transformation of “state-corporatist” regulation of the labor system into a “social corporatism,” where the state no longer imposes diktats but instead allows the different groups to reach a temporary consensus in negotiations (A. Chan 2008). However, only an incomplete form of corporatism has evolved to date, which has a striking lack of one typical feature of corporatism in developed capitalist systems, namely, representation of the collective interests of the workforce. Because unions have not managed to achieve independence from the state-party and act more as intermediaries, in China, a fourth actor has effectively joined the conventionally tripartite corporatism—the labor force, which is inadequately represented by the unions. A brief look at the four key actors gives us a general impression of this configuration.

(1) State institutions. Analogous with the changing relations at the corporate level, at the labor system level, it can be said that the withdrawal of direct or imperative government intervention is accompanied by a tendency toward more mediated political influence—specifically the juridification of industrial relations. The aim is to strengthen legal and regulatory norms for employment contracts. China’s Labour Law, which entered into force in 1994; a series of provisions that followed; and the Labour Contract Law adopted in 2008 (and amended again in 2012) serve as the foundation: “The Labour Contract Law makes major steps in improving the ability of workers to ensure that they are actually paid for work that has been undertaken. One of the most important improvements concerns underpayment of wages…. If no contract has been signed (as is the case for most private sector employees), the law specifies that after working for one month the person is deemed to have been employed on an indefinite contract” (Herd, Koen, and Reutersward 2010, 26).

Because no collective labor rights (such as the right to collective wage agreements or industrial dispute) are guaranteed, individual lawsuits, arbitration proceedings, and court cases have all increased (CLB 2011, 11, 46).

However, there continues to be a sizable gap between theory and reality as far as labor policy is concerned: a number of provisions, even those that have entered into legislation, are not adequately implemented and are more or less freely interpreted in practice (Herd, Koen, and Reutersward 2010, 24–29; Friedman and Lee 2010, 513–14; also see Gallagher 2017 for recent developments). Here, both the employers and the local authorities have proven to be unreliable partners. Although, by law, the weekly working hours should not exceed forty, employees often work sixty hours or more (with overtime). Despite the changes in legislation, for migrant workers, the employment relationship is still frequently based on verbal agreement. According to the results of a survey conducted by the Chinese National Bureau of Statistics, in 2014, this applied to over half of all migrant workers (C. Lee 2016, 320). This results in a very high turnover of workers.

Collective industrial action continues to fall in a legal gray area. Moreover, although labor regulation at the company level is formally undergoing a transformation from individually to collectively negotiated contracts, these remain underinstitutionalized or ineffective. Luo illustrates: “Millions of collective contracts have been signed in the last few years, but in reality, wages and other labor standards remain low and unstable…. Many collective contracts contain only general principles or legal terms, instead of any substantial statements or quantitative figures on labor standards. … In practice, workers are usually excluded from the process, enterprise unions are unwilling or unable to make any resistance, and consequently collective contracts are virtually in the hands of employers” (Luo 2011, 67).

Until 2016, no serious attempts have been made to regulate labor standards at a cross company level, let alone to conduct industry-wide collective bargaining.40 Against this backdrop, the ACFTU’s five-year plan for strengthening the country’s wage policy attracted even more attention. In contrast to the previous three-year work plan, which ran until 2013, the reform agenda for the period from 2014 to 2018 resolutely moved away from the customary ritual of quantitative targets and instead formulated unusually clear qualitative core objectives for strengthening and modernizing wage policy. The focus of the reform agenda was the expansion of a cross-company sector-specific wage policy as well as an increase in the legitimacy of collective bargaining provisions. According to the agenda, wage policy was supposed to be a top priority in the future. However, when it came to practical implementation, there was considerable opposition. The position of the party and the employers on the project ranged from critical to openly hostile. In 2016, in his activity report presented to the National People’s Congress, Premier Li Keqiang was tellingly silent on the subject of wage policy. Only shortly after the ACFTU had announced its reform agenda, in 2015, did the State Council and the Central Committee of the CCP publish a position paper on the development of “harmonious” industrial relations. This could be seen as a counterproject to the ACFTU’s wage policy plans. The position paper emphasizes “collective consultation” instead of collective bargaining.41

Perhaps more significant, however, is the fact that employers have so far been neither willing nor able to act as collective bargaining partners at cross company level. Some observers see the decisive opposition to wage policy as currently coming less from the political leadership and far more from the employers.

On the whole, labor law to date still appears to be more of an individual labor law, supplemented by local, in parts sector-specific, guidelines often deviating from national provisions. Significant implementation deficits, different local interpretations of the law, and self-imposed obligations are evidence that Chinese labor law continues to be perceived as soft law (Friedman and Kuruvilla 2015).

Simultaneously, as already mentioned in Chapter 2, for some time now, the Chinese central government has been attempting to cushion social polarization by developing a social security system, and through employment agencies and retraining measures. Particularly since 2008, there has been significant development of social policy in the PRC, especially in terms of extending geographical coverage and inclusion (Ngok and Chan 2016). The sociopolitical measures implemented by the government, frequently (partially) based on Western universalistic models, are, inter alia, the central state’s response to its legitimacy deficits. Accordingly, China’s Social Security Act 2010 awards all Chinese citizens the right to access social insurance. Although there are still considerable shortcomings in terms of implementation, these measures have contributed to some extent to stabilizing precarious employment relations “from the outside.”

(2) Labor unions. With its over 270 million members, the ACFTU is formally the largest labor union organization in the world.42 After the ACFTU declared migrant workers to be members of the proletariat in 2003, its membership officially rose substantially. It is not recognized by the International Confederation of Free Trade Unions (ICFTU) as an independent labor union, however, because it is still largely under the control of the party-state, or, to be precise, the CCP.

As the sole national labor union organization, with its subdivisions, the ACFTU is represented at almost all administrative levels. Recently, urban district unions were introduced as new tiers in the system between the company-level units and the higher echelons of the ACFTU. For the most part, these are closely linked to the local party-state apparatus. On the whole, company labor unions have precedence over the sectoral unions. The latter still play only a marginal role in China, which makes for a difficult starting point for establishing collective wage bargaining and wage agreements.

To this day, the status of the ACFTU is disputed in academic debate because it does not function as an autonomous representative of workers’ interests (see Feng 2003). In fact, the guiding principle of the ACFTU should be viewed as “cross class” and primarily committed to “national” modernization—“the interests of the working class were always seen as a particular subset of the general interests of the nation, a formula that persists to this day” (Friedman 2011, 154). This organizational philosophy contributes to the very pronounced conservative stance of the ACFTU.43

Nevertheless, as a result of competition-driven modernization and (limited) social pluralization, the role of the ACFTU has been partially transformed. It is no longer solely responsible for maintaining discipline in the workplace and administering certain aspects of the social services. Nowadays, first, it is proactive in labor policy lobbying, although this lobbying is rather limited. Currently, the main aim of the ACFTU is to provide legal representation for workers and, if necessary, it also organizes legal assistance for its members. In labor disputes, however, the ACFTU generally plays only a defensive, intermediary role. Second, it takes steps to strengthen labor union structures at company level, particularly in private enterprises. This enables it to help establish collective regulations, although, as described earlier, these provisions either are rarely binding or are just insubstantial shells (CLB 2011, 39–40). Since 2008, company labor union structures have been successfully established in over 80 percent of the Fortune Global 500 companies located in China. Third, the ACFTU also conducts workplace inspections. It is therefore plausible to see labor unions as intermediary organizations between employers, the party-state, and workers (or ordinary union members).

From the perspective of the party-state leadership, the highly fragmented production sector in the PRC demands a modern union representation of interests. The effective institutionalization of industrial relations, however, requires the ACFTU’s capacity to be strengthened (Luo 2011). Of course, the latter should take place within the confines of the party and state leadership’s concepts of harmonious industrial relations through corporate comanagement and the settlement of labor disputes. The criteria for assessing “harmonious” industrial relations include the company’s competitiveness, the working environment, and the successful resolution of labor disputes. For this reason, in individual disputes, cooperative relations with the company generally take precedence over the determined and consistent defense of workers’ interests. A number of union officials also use their positions as a springboard for a corporate career or advancement into public administration. These officials, including company union leaders, earn substantially more than skilled workers. This undermines the union’s power of mobilization and cohesion.

At enterprise level, there is frequently close cooperation between the (personnel) management and the company union structures. The personnel departments of large enterprises often participate in establishing unions. Executive positions in the union are frequently held by members and/or representatives of the management. “Thus, while much of the criticism of Chinese unions focuses on their lack of independence from the Party-state, lack of independence from capital is an equally vexing problem” (Friedman 2011, 62).44

China also has what are known as Staff and Workers’ Representative Congresses (SWRCs). Although there are some similarities, these workers’ congresses cannot really be compared with (German) works councils, however (see A. Chan 2008). The company union leader is often the central authority in the SWRCs. Their legal rights of control and codetermination, such as the right to propose a candidate during the recruitment of management staff, are not normally used in the interests of the workforce. The frequently long intervals (often a year) between the meetings of the congresses prevent them from operating like works councils (according to the German model, for instance), which are ideally dedicated to addressing day-to-day staff problems. The congresses participate in the negotiation of employment contracts, but these more closely resemble works agreements than collective wage agreements. Wage levels are not generally mentioned in these contracts, which, instead, focus primarily on issues of workers’ welfare and overtime regulations.

Alongside employee representation, many large companies also have party cells. The party plays an intermediary role and takes on a conciliatory role in conflicts. As well as in SOEs, some domestic and foreign private companies also have company party committees. As soon as a company has a minimum of three employees who are party members, they are required to create a company party committee. Workers frequently first address their complaints to the company party cell (CLB 2009, 37–38). In a Honda joint venture in Guangdong, the party cell even decides on the “employee of the month.” According to the company union, party membership extends from the ordinary workers right up to managerial level.

Overall, the unions (and also the workers’ congresses and party committees) still are doubly dysfunctional: they neither pursue a strategy (used in other countries at sectoral level) to curb competition between employees, nor are they in a position or willing to represent interests at company level. Their self-definition as a moderator of workplace relations and their dependence on employers and the CCP limits their ability to act as independent representatives of the workers’ interests.

(3) Employers. Employers control the most important economic resources and often also have political influence. The employer associations discussed in the first section of Chapter 3 (such as the ACFIC) and the lobbying functions exercised in consultative processes for labor laws and local regulation, for instance, have represented the formal framework of Chinese quasicorporatism for some time now. These associations have been able to augment their influence driven by their own momentum.

Thus, already many years ago, employers became a “strategic group” (Heberer 2002). On many issues, they developed “a remarkable awareness of common interests and positions” and act, “beyond the myriad differences in worldview and mentality … collectively,’ in the practical sense” (K. Chang, Lüthje, and Luo 2008, 11, my translation). In the official trilateral consultative conferences, the employers generally refrain from going on the offensive against the unions. At the same time, within the company, they frequently circumvent labor standards and sabotage the implementation of new labor rights. Moreover, Chinese and foreign lobby groups already contributed to mitigating the 2008 Labor Contract Law during the consultation phase for the draft law (Friedman and Lee 2010, 526; GM 2010, 87–96). Even once the law had come into force, large companies such as Huawei and Lenovo publicly voiced their criticism.

Frequently, Chinese companies’ incentive and motivation systems prove to be resistant to legal obligations. In parallel, these companies attempt, within the framework of the international concept of corporate social responsibility, to declare themselves as the actual representatives of the workers’ interests. In many cases, this method enables the company to increase management control over the employees, to circumvent the PRC’s legal directives, and to outmaneuver the company union (for a critical general account, see Beckert 2009).

(4) Workers. In sharp contrast to the position of the employers, workers in the “socialist market economy with Chinese characteristics” are assigned only the position of powerlessness, objects with no independent interest representation. “Labor remains entirely excluded or at least entirely subservient to the CCP’s monopoly on labor organization” (Frazier 2011, 109). Though the constitution provides for a range of citizens’ rights, the reality of the modernization process significantly curtails these: “China’s constitution provides for a wide range of citizens’ rights, including the rights to freedom of information, free speech, freedom of association and the right to demonstrate. The reality for China’s workers is that information is monopolised by managements, freedom of speech is curtailed by internet censorship and the official media, the ACFTU monopolises the right of association, and the local police decide who can demonstrate and when” (CLB 2009, 22).

Because the ACFTU acts as only a weak negotiator for the workers, if at all, they are frequently not even aware of the existence of a (company) union. Further, because of a lack of confidence, these workers are often reluctant to approach the union (for earlier evidence, see Blecher 2008, 265; CLB 2011, 25).

On the whole, despite having social power, the segmented labor force remains institutionally underrepresented. Here, the production and market power of a diverse range of categories of workers is in stark contrast to their limited organizational power (see Wright 2000). As well as options for legal action in individual cases, new forms of collective resistance have emerged—for example, more or less loose associations of workers from specific towns and provinces and other nongovernmental organizations (NGOs) acting as self-help groups. Here, labor law serves as an important base. The options for collective industrial action open to workers are outlined in more detail below. Paradoxically, on the one hand, they reveal the shortcomings of Chinese corporatism, and, on the other hand, they could serve as starting points for autonomous representation of employee interests.

“Tripartism with Four Parties”: Initial Conclusions

We are able to draw some initial conclusions from the analysis above. First, we can now be more specific about the importance of the large supply of labor as the backbone of Chinese economic development. It was particularly the segmentation and segregation of the labor force that proved to be a source of value added and an engine for accumulation. Thus, labor not only remained “cost effective” for a long time but simultaneously, workers were fragmented both geographically and within companies. Precarious employment continues to be the norm for the vast majority of workers (Gallagher 2017; C. Lee 2016). This means that wages are regulated at the level of the individual company, and there is a lack of collective and cross sector regulation of labor standards. The local environment has become the key arena for the management of industrial relations, comparable with developments in other industrial nations since the 1980s, which resulted in “increased flexibility in managerial strategies in geographically segmented labour markets” (Harvey 1989, 11). However, on the whole, the current system of industrial relations in China is less reminiscent of the forms of corporatism that can be found in Western Europe and more closely resembles East Asian models of corporate paternalism that strive to create an effective corporate community.

Second, the central government introduced quasicorporate consultation mechanisms with the aim of regulating conflict, and legislation for industrial relations is being enacted. The latter includes a large number of soft regulations, however. Yet this strategy of authoritarian social partnership is not entirely effective because workers have virtually no institutional representation in the system of industrial relations and consultation (Lee 2016). There is still no evidence of genuine “social” corporatism. Despite their new areas of responsibility, the unions have still not gained any real independence from the state-party and the employers, and, as a result, in China, a fourth actor has come into play—the labor force, which is barely represented by the ACFTU. Consequently, here we can refer to “tripartism with four parties,” because, although the workers are largely excluded from the formalized system of consultation, they are still able to influence it through their own initiatives and resistance.

Third, however, the fragmented representation of employees’ interests is still not incompatible with the party-state and local public-private economic alliances that have a vested interest in the “competitiveness” of their location. When it comes to monitoring labor rights, the Chinese state has exercised and continues to exercise restraint in an almost “neoliberal” manner if this looks likely to disrupt the unbridled capital accumulation. At the same time, in some locations (such as the Pearl River delta), this has resulted in a tacit understanding between wealthy farmers, local governments, and foreign investors that perpetuates the hukou system:

Large portions of agricultural land in the Pearl River Delta region have become industrial, and in most areas the land use rights still rest with the collectives, which have been actively constructing and renting out factory buildings to foreign investors for the past twenty-some years. Villagers, as a group, have become a rentier class. The very direct personal gains that can be made from foreign investors using migrant workers from poorer provinces contribute to the villagers’ unconscionable disregard for the exploitation of the migrant workers…. There is an unspoken alliance between the local village governments (and the levels of government immediately above them) and foreign-invested enterprises with regard to keeping the migrant production-line workers in line. (A. Chan 2011, 41)

Under increasing pressure to prove its legitimacy, the central state has taken on a partially conciliatory role (as predicted in my research framework), also with regard to particularistic business interests. This has resulted in China’s labor policy presenting a fundamental problem: on the one hand, at least the central state has an interest in functioning consultation mechanisms and a balance of interests. On the other hand, “cost-effective” labor continues to give China a competitive edge in the global economy. At the same time, the shift of industrial relations to the company level and the segmentation of production regimes makes the standardization of wages, working hours, and so on much more difficult.

An important question to be addressed at this juncture is whether there have been any recent development trends that change this basis for industrial relations.

Incomplete Corporatism and Volatile Social Protests: Prospects for Industrial Relations

Functioning corporatist structures have numerous institutional prerequisites. As the following account shows, there is little evidence that these preconditions exist in China’s multilevel system. To date, the heterogeneity of the labor and economic systems and the practices and preferences of employers and state actors have hampered efficient regulation of the labor system and an institutionalization of the class conflict.

Detailed reference has already been made to the employer’s interest in preserving low wages and the system of industrial relations at company level. Although qualification requirements are on the rise, and, to a certain extent, there is also a labor shortage,45 these trends have not yet resulted in qualitative improvements in labor standards, particularly for migrant workers.

The central state, in contrast, has a vested interest in establishing functioning corporatism. This interest correlates with its attempt to increase domestic demand. There is a contradiction between ambition and reality, however. In the trilateral consultative conferences, the state plays a key role. But the decisions made at the conferences have little binding effect and/or, compared to functioning forms of corporatism in other countries, are heavily biased toward the employer. Further, the countless consultative conferences at local level promote regional heterogeneity and fragmentation instead of adopting a coordinating or unifying function (also see Friedman and Kuruvilla 2015).

Elsewhere, the party-state tends to act through reactive measures and combat social conflict with a combination of concessions, mediation, and promises, on the one hand, and threats and physical violence, on the other. The central government is endeavoring to further develop its labor policy practice, redefined as “social governance” (shehui guanli). To date, this practice has been characterized by its conservative paternalistic controlling nature, however. It functions as a system of aftercare, in other words crisis management, primarily put into practice once conflicts have already arisen. With labor law reforms, the state’s aim, first and foremost, is to lay the foundations to enable it to better manage China’s complex world of work and to be able to limit unpredictable opposition. This does not, however, eliminate the root cause of the problems in implementing the required labor policy measures, namely, a reluctance to do so on the part of the employers (see Gallagher 2017).

The fact that the central state’s efforts often fail owing to the diverging predilections of the local governments or the public-private economic alliances has already been described in detail in the present work. However, the central government’s halfheartedness cannot solely be attributed to this, as, for example, the reform of the hukou system illustrates. In fact, a transformation of the registration system would technically be perfectly achievable. However, with the current balance of power, the central government’s fears of increasing labor costs hamper the implementation of fundamental reform. To this day, Chan and Buckingham’s earlier argument remains valid: “there are reasons to believe that even for the national government, maintaining a competitive edge in labour costs is crucial to China’s positioning … in the global economy. Hukou is obviously central to the current system of sustaining super-low-cost Chinese labour in the international market” (K. Chan and Buckingham 2008, 604).

There is a conflict of objectives between policy approaches that aim to safeguard social justice and those that seek to maintain China’s international competitiveness. In this context, Friedman also describes the emergence of an “insurgency trap,” which prevents the central state from implementing stronger measures to address the implementation problems at the local level and from allowing independent representation of workers’ interests: “The one way to break this alliance [of local governments and companies] and ensure legal compliance—opening up space for the development of a potentially coercive countervailing force at the point of production, i.e. independent worker organization—remains anathema to higher levels of the state since they fear it would threaten their monopoly on power. Hence, the conundrum of insurgency trap” (Friedman 2011, 152).

To bring about the government’s aim of rebalancing growth, those representing the labor force need to successfully push through substantial real wage increases. Yet, as mentioned above, the unions still lack both the motivation and ability to do this. To unleash the necessary forces for this development would require a comprehensive transformation of labor union practice and structures. But one question that arises here is whether there are factions within the ACFTU advocating for the strategic implementation of this idea (including all the potential consequences it entails).

There is only minimal evidence that such factions exist: in the traditionally proreform province of Guangdong, which has already acted as a trail-blazer on numerous occasions, reformers within the ACFTU have made certain attempts at modernization that could contribute to the establishment of “complete” corporatism in the medium term because of their greater emphasis on representing the interests of the workers. According to reports from the Guangzhou Federation of Trade Unions (GZFTU), for example, there has been a highly promising campaign for the creation of construction worker unions in Guangzhou. Here, in recent years, an almost union-free industry has been unionized with the support of the municipal government. The local unions regularly conduct inspections to monitor occupational safety and compliance with contracts. Moreover, with the help of the unions, schools have been founded for the offspring of migrant workers. It has also become clear from discussions and interviews with Chinese labor unionists that the separation of management and the company union could in fact be feasible in this segment in the future.

The lines of argument of individual labor union officials are in a similar vein. According to their reasoning, employers’ (dismissal) policies should not be seen as the misconduct of individuals but rather as a “systemic” dilemma. At public events in the early 2010s, the chair of the GZFTU, for instance, argued for an increase in collective bargaining. For the time being, however, even the majority of reform-minded labor unionists in the province of Guangdong see themselves more as mediators in labor disputes than as spearheading the struggle for fair workers’ rights (Friedman and Kuruvilla 2015). As long as the pressure of the workforce on the labor unions cannot offset the pressure of companies, of the party-state, and of internal tendencies toward inertia, we can only anticipate partial reform of the labor union federation.

Can the “fourth party,” that is, the workers, develop the necessary pressure to effect significant change? Is corporatism being forced on Chinese society from below? Because the significant protest movements described at the beginning of this chapter represent only the tip of the iceberg of heightened social demands and expectations of fair working conditions, one might think that this would pave the way for a functioning intermediation of interests. However, although the proreform faction of the ACFTU, for instance, is striving toward more autonomy and improved labor union representative authority within companies, and a small number of Chinese experts are in favor of reforming the system of wage determination, the response of large segments of the political and economic power elite has been one of fear and rejection. The concern is that the central government’s social guarantees threaten to generate completely “unrealistic” demands from the workers. For this reason, attempts are made to hem in the fourth party, which would be in a better position than anyone to initiate “social upgrading,” and far-reaching reform of the unions is put on the back burner.

The historical trajectory of workers’ protests suggests that we should discuss the constraints placed on them, that is, we should identify which factors have prevented Chinese capitalism from becoming a new “epicenter” of the labor movement, as some authors had anticipated (Silver and Zhang 2009). To begin with, the process of capitalist modernization triggered only a small number of broad transregional movements (see Y. Cai 2011). In the past, it proved possible to contain workers’ protests (with the exception of the 1989 movement). This was done either by successfully isolating the protests, by steering them toward legal disputes, or (in the course of restructuring SOEs, for instance) by containing them through a combination of financial compensation, selective disciplinary procedures against corrupt managers, and repressive measures against protest leaders. Moreover, company party cells and labor union branches had a mitigating effect on industrial unrest.

Two further circumstances are even more important in terms of explaining how workers’ protests were contained: first, it was not only the segmentation in different production regimes but also the decentralized power structure of the party-state that brought about an atomization of opposition. The result was a form of “cellular activism” comprising isolated protests:

Because of uneven local economic development and a tendency of workers to address their grievances vis-à-vis local state institutions, “cellular activism” of geographically limited, atomized protest is prevalent, not the formation of a generalized class interest…. Second, … migrant workers characteristically act only when their legal rights are being violated. Accordingly, they mostly direct their claims to the respective local governments, calling for the reinstatement of their rights…. Furthermore, migrant workers in most cases protest in defense of their rights, not in support of better payment or working conditions. (Butollo and ten Brink 2012, 422–23; see also C. Lee 2007, 176–94; Shen 2007, 60–62)

The fact that the opposition concentrated on local governments enables the central government to distance itself from the local government, if necessary: by disciplining individual local government decision makers accused of incompetence or corruption, for instance. Thus, the central government even gives the impression of being the more tolerant component of the apparatus of power and is occasionally able to increase its legitimacy through anticorruption measures.

Second, social welfare support mechanisms in crisis situations can (still) limit protest. This applies to those migrant workers in the coastal regions who still own a piece of land in their native villages as a social contingency position. Millions of migrant workers are still able to temporarily return to their homes should they be dismissed, and there they have a certain level of security to fall back on. “Access to land and its associated functions for the social reproduction of migrants’ labor power helps reduce employers’ burden to pay adequately for workers’ survival and limits workers’ propensity to sustain labor strife in the cities” (C. Lee 2007, 205; see also Friedman and Lee 2010, 516). Although this security is gradually being eroded as a result of the process of land sales and “land dispossessions” (see C. Lee 2016), because of the trend toward widening of the Chinese social security net mentioned earlier, further welfare support mechanisms have been established at the same time.

Despite their limitations, the “cellular” workers’ protests have played a significant role in pressuring the state and employers to make material concessions and in bringing about the normative reorientation of the central government (increasing domestic demand, establishing labor standards, creating corporatist structures, and, last but not least, establishing more progressive sociopolitical norms). Whether or not these changes can create sufficient impetus to translate the government’s social and labor policy aims into substantial social improvements remains to be seen. Nevertheless, we can identify certain factors that will shape the further course of social conflict.

First and foremost, it is evident that some groups of workers have become more adept at asserting themselves by acquiring experience. “The spontaneous struggles of workers have achieved the unexpected goal of training small circles of individual activists, and from this milieu occasionally a loose or more integrated network of activists could be forged” (Au 2009; also see Leung and Pun 2009; on the issue of class formation more generally, see Wright 1997, 373–406). Moreover, a number of recent strike movements did indeed spread across regions and sectors, demands were more proactive, and there was a radicalization of individual groups of workers. In the 2000s, migrant workers’ hopes were pinned on the enforcement of legal standards and on local governments. Later, however, bitter disappointment with both the inertia of the local authorities and the limitations of labor law prepared the ground for a (fragile) trend toward collective forms of struggle. This development came to a head with the aforementioned strike wave in the early summer of 2010, which caused substantial production losses, particularly in the automobile industry. Because there was a labor shortage in the Pearl River delta region at the same time, this increased the market power of the workers and improved their chances of success (Butollo and Lüthje 2012; Hui 2011; see also A. Chan 2011). Many employers in the Pearl River delta responded to the strike movements (and the Foxconn scandal) with wage increases.

However, “cellular” constraints have prevailed as newer strike movements demonstrate: “The ten-day Yue Yuen strike in 2014 involving 40,000 workers from at least eight factories owned by the world’s largest shoe manufacturer in Dongguan shows that staying within the boundaries of the law is still the rule of thumb adopted by ordinary workers, strike leaders, and the most daring NGO activists alike” (C. Lee 2016, 328). Nevertheless, political decision makers have rarely responded to the more recent protests solely with open repression but rather have demonstrated a certain level of willingness to compromise.

Interim Conclusion

This analysis of Chinese industrial relations demonstrates that the relationships between state authorities, labor unions, workers, and employers constitute a fragmented, incomplete form of corporatism. A power structure with four poles has emerged that makes the institutionalization of conflicts difficult. At the company level, soft regulations continue to exist, governing hourly and monthly wages or labor disputes, for instance.

Regulating labor law norms not only founders because of the heterogeneity of industrial production regimes but is also impeded by transnational companies and the public-private growth alliances of variegated state-permeated capitalism, which have a vested interest in preserving the status quo. These growth alliances, which endeavor to use all available means to accelerate capital accumulation and increase the profitability of companies, not only integrate subnational governments but ultimately also influence the central government.

The fundamental problem of China’s labor policy is that although the central government supports effective consultation mechanisms and an intact balance of interests, at the same time, it still wants to preserve the competitive advantages of low labor costs (indeed, despite significant wage increases in recent years, these still appear to be relatively “competitive”). Close connections and a consonance of interests with employers perpetuate this. The central government’s labor policy measures therefore primarily embody elements of reactive management of industrial relations and, as a rule, do not focus on the production sector itself, which is treated as taboo. The government continues to attempt to shift the responsibility for social conflict to the legal system, to channel that conflict by way of arbitration procedures, and, on the whole, to isolate protest. On balance, the power elite represents a type of benevolent neo-authoritarianism, which advocates for limited reforms but, beyond this, gives no concessions to demands for more far-reaching reforms, such as a fundamental strengthening of the ACFTU—not to mention permitting unofficial political parties or independent labor unions. The government and employers both also essentially still have a vested interest in maintaining a modified version of the hukou system because, as an internal migration control regime, it ensures that labor market segregation and, ultimately, the country’s competitiveness is preserved.

At the same time, the country’s new working class is prevented from becoming a social counterforce but instead is one that is supposed to consume, not oppose. Admittedly, there are proreform forces within the labor unions that are geared toward Western models of social partnership and advocate for an increase in the efficiency of Chinese corporatism by way of active inclusion of the workforce. However, this strategy has apparently not yet been a great success. For this reason, the mostly young migrant workers in particular constitute a sometimes invisible, sometimes unpredictable “fourth party” in Chinese industrial relations. Their protests hold significant potential for conflict precisely because of the absence of fully functioning collective bargaining or systems of negotiation. This explains why solving the social question has become a key issue in China today.


Conclusion

The present work uses an extended political economy perspective to shed light on the Chinese process of modernization. This enables us to develop a clear picture of the distinguishing features and driving forces of the current system in China as well as its dynamic and paradoxical development trends. The implications of this for political economy and China research are also outlined.

Capitalist Development in China

China’s recent developments are fundamentally based on the same drivers of capitalism that can also be observed in processes of modernization in other countries: a boundless and excessive imperative to accumulate, combined with utopian promises, motives for personal advancement, and profit orientation, has fostered considerable economic momentum and has had a decisive impact on institutional change in China. The competition-driven process of accumulation, competitive thinking, and a capitalist logic of acceleration, as well as the attempt to bend and undermine institutions are of central importance for both market-based and non-market-based social relations. These factors have permanently destabilized and changed China’s social order. As is the case in other capitalist systems, market activity relies on noneconomic institutions, with the state playing a key role here. We can also identify systematic differences between the strategic capacity for action of the three groups of actors studied (companies, party-state decision makers, and workers), which are the result of inequality in terms of access to resources or class positions. These differences, in turn, create a fundamental tension between market expansion and social coherence in China. Lastly, capitalist dynamics have, to a large extent, absorbed and reshaped non-, pre-, and protocapitalist institutions.

However, it does not suffice to say that the expansion of markets, the imperative of profit maximization, or the accompanying valorization of labor as a commodity are at the crux of social change in China, as in other countries. Although the drivers of capitalist development described earlier do come into play in China, this frequently occurs in a distinctive manner. China’s specific socioeconomic conditions and historical traditions, its position in the world system, the conflicts between the key groups of actors, and so on have—influenced by the global trend toward liberalization and transnationalization in the post-1970s—all produced a variety of capitalism that, in the absence of a more fitting term, I refer to as a variegated form of competition-driven state-permeated capitalism. Here, diverse strategic projects implemented by the political power elites and the local public-private growth alliances possessed the capacity to change societal configurations. Against a backdrop of economic underdevelopment and only isolated cases of social opposition, or its suppression, all this resulted in the harsh reality of a capitalist-driven modernization, which, though economically very successful, was simultaneously grim for many. Drawing on historical traditions, yet much more focused on incorporating modern ideas and institutions, and closely linked to domestic and foreign private enterprises (sometimes in the form of a tacit agreement), Sino-Marxism achieved a form of modernization based on a distinctive variety of capitalist development.

Yet China researchers who identify different coexisting varieties of capitalism in China argue that the concept of state-permeated capitalism is juxtaposed with the reality of an internally segmented economy. My response is that this empirical description should not be the only basis for theoretical generalization. As has already been mentioned, the integration of national capitalist systems is never complete: these systems represent an institutional bricolage and do not result in universal homogeneity and constant stability. However, it is often useful to clarify whether certain facets of a given system play a dominant role in terms of overall development and whether this constitutes unity in diversity. In fact, according to my findings, forms of state permeation do represent such an overarching component of economic development. Beyond the constant influence of state permeation of the economy, Chinese capitalism is characterized by the prominent role of state-centric guiding principles. In contrast to the liberalization projects of capitalist democracies, and, during and after the global recession, the massive inevitable state interventions, my research identifies projects that, despite the country’s tendency toward liberalization and marketization, are very deliberately centered on macro- and micropolitical regulation.1 Thus, a segmented, heterogeneous ensemble of business forms and production regimes is, to some extent, embedded in a state capitalist dispositif. Here, close public-private relationships are key—in contrast to forms of capitalism where, for instance, market coordination, the “strategic” coordination through associations, or dependence on multinational corporations (in parts of Eastern Europe or Latin America, for example) predominates. Consequently, in the present work, it was possible to analyze dimensions of Chinese capitalism that draw on the diversity aspect without ignoring crosscutting characteristics.

The key, if not the only, historical starting point for this study is the severe crisis at the end of the Cultural Revolution. This provided important stimuli for the reform process initiated at the end of the 1970s, without this symbolizing a complete break with the period of classical Maoism. Contrary to the attempt to explain developments in China by claiming there was a linear transition from a planned to a market economy, frequently interpreted as a systemic break, the transition that actually took place was from one form of national modernization, which already imitated capitalist mechanisms (protocapitalism), to a distinctive new variety of capitalist-driven modernity. The Chinese power elite was therefore far better “prepared” for a transition to capitalist (including private) forms of market activity than the argument of a “communist,” “noncapitalist,” or “postcapitalist” development logic under Mao might suggest.

Beyond the importance of Maoist protocapitalist institutions and the power elite with its aim of national economic development, other favorable conditions for the dynamic process of capitalist development and gradual institutional change existed at the same time. Further factors emerged as prerequisites for a successful growth path from the late 1970s (measured according to economic criteria)—also compared to other developing and newly industrialized nations. These included the command economy, which was less centralized than the system in the Soviet Union and in reality functioned as a “plan anarchy” and thus already incorporated competitive relationships; the low level of industrialization of this late developer; the virtually inexhaustible army of cost-effective and comparatively well-trained workers; and a relatively functional and adaptive political system; as well as the existence of a modern social structure (created by abolishing unproductive feudal classes as a result of the Maoist land reforms, for instance). Beyond China’s borders, East Asian developmental states emerged as new role models of modernization, although this was initially virtually unacknowledged. Additionally, the global crisis of state interventionism opened the eyes of the power elites (particularly the technocratic wing) and the new political and private entrepreneurs to a range of other options. In this sense, China’s experimentation with liberalization measures fits into the process of global change since the 1970s, despite the very distinctive manner in which restructuring was implemented there.

As a result of the crisis of classical Maoism and a changed global economic (and geopolitical) landscape, the drivers of capitalism in China developed enormous and unforeseen momentum. I have provided a detailed account of this, covering the period from the 1980s to the 2000s (see Chapter 2) and the years from 2008 to 2016 (see Chapter 3). I will now summarize the key dimensions of capitalism in China. Once again, I will focus on the following areas: (1) corporate relations, (2) industrial relations, (3) the state and other noneconomic institutions, and (4) China’s global integration.2 In each case, I will establish the relevance of the specific area with regard to economic efficiency or revenue growth. In the subsequent section, I will then concentrate primarily on the paradoxes of prosperity.

(1) Corporate relations. The present work outlines the primary features and key drivers of the historical evolution of the Chinese economy. In contrast to older concepts of state capitalism where it was perceived as synonymous with a command economy, on the whole, the economic organization of today’s China represents a mixed economy, where the principles of competition prevail across all sectors and different forms of ownership. Although certain key sectors of the economy are still controlled by state-owned enterprises (SOEs) or enterprise groups, these coexist with private companies, which now account for around two-thirds of economic growth (domestic and foreign companies combined).3

We should remember that juxtaposing private and state actors does not provide an adequate explanation for the growth of the corporate sector. Here, we must draw on the interdependencies between private and state actors. These heterogeneous networks, referred to as public-private economic alliances, created a dynamic setting for profitable investment and thus, at the same time, also contributed to the relative stability of the status quo. This should not be underestimated, particularly in view of the internal disintegration in other emerging countries.

Some studies assert that close public-private links and, in general, an “excess” of state intervention epitomize practices that destabilize the Chinese development model and distinguish it from a “supportive” private entrepreneurial form of capitalism. In contrast to these studies, in the present analysis, close connections with the state are depicted as laying virtually indispensable foundations for the competitiveness of companies. Thus, state institutions play a decisive part, not only in the reproduction of value, but also in increasing economic efficiency in the interests of boundless and excessive accumulation of (now both private and public) capital. Overall, the public-private growth alliances are also more important than the horizontal cooperation between enterprises and their associations (which is a key distinguishing factor in the field of comparative political economy or CPE). If we borrow the wording employed in CPE research, here, a setting that at first glance appears incoherent thus produces institutional complementarities, that is, productive effects on economic development.

In terms of its economic usefulness, the following points can be made with regards to the corporate sector. First, the extensive imperative to compete emerged as a decisive driver of change. This was in fact more important than the privatization processes. It has not only been since China’s accession to the WTO in 2001 (which placed domestic enterprises under increased pressure of competition) that companies have had to surrender to competition-driven accumulation. This is why economic development cannot be fully planned by the central government. In the Chinese domestic market, an anarchic competitive dynamic prevails, which, in a sense, has given many economists reason to rejoice. Similarly, an imperative to compete also resonates in the “strategic” SOEs, albeit occasionally to a lesser extent.

Second, China’s size and heterogeneity enables economic actors up until this day to profit from uneven accumulation conditions and labor systems, and to “move from region to region to find the most supportive government officials for their private firms, which in turn motivates officials to lend ‘helping hands’ rather than ‘grabbing hands’ in the provision of public goods or services (e.g., granting of licenses to start-up firms), or else there will be an outflow of profitable private businesses from the region” (Allen et al. 2012, 44–45).

Domestic and foreign, private and state-owned companies have all benefited from the uneven conditions. The heterogeneous level of development across the country also paved the way for internal competition to attract businesses and investment, where subnational governments reacted to competition from other regions with targeted industrial and fiscal policies.

Third, the Chinese financial system has still managed to secure a successful credit allocation mechanism, despite several bank crises. On the one hand, the state largely exercised control over the banking sector, which particularly benefited the SOEs and strategic industries. On the other hand, the increased importance of the capital markets also bolstered the investment-driven growth regime. “China has managed to create a sustainable Schumpeterian-Keynesian credit-investment-income-creation process, which has led to economic prosperity” (Herr 2011, 25). Moreover, informal credit relationships that do not conform to Western standards and have thus frequently been subject to criticism have in fact proven to be institutionally compatible for some time—particularly in terms of procuring capital to finance private investment.

Fourth, and finally, the Schumpeterian entrepreneur has acquired great significance impacting a range of spheres and involved in a wide spectrum of activities. These include the rule-breaking practice of creating de facto private companies (“wearing a red hat”), the investments of “patriotic” ethnic Chinese, and the risk-taking business activities of mainland Chinese entrepreneurs of diverse provenance. The Schumpeterian entrepreneur can take the form of a former manager of an SOE who now heads an internationally competitive company, a local government official, or a start-up or venture capitalist. Here, the fact remains that the economic success of these entrepreneurs who are focused on pursuing their own narrow individual interests can, however, be fully understood only in the context of their further institutional embedding and support.

(2) Industrial relations. In view of the fundamental changes in the labor systems, which brought extensive processes of commodification and precarization in their wake, safeguarding social integration presented a significant challenge during the period of reform. Up until recently, this challenge was being met with relative success, however.

On the whole, employers benefited considerably from the segregation and precarization of the labor force in diverse production regimes, which required primarily low- and medium-qualified labor. A key characteristic of the disparate and heterogeneous production regimes in the Chinese system of industrial relations is the development of a power structure with four poles between the relevant state institutions, the labor unions, the employers, and the workers. A fragmented and incomplete form of quasi-corporatism has evolved. Because the ACFTU has not managed to achieve real independence from the state-party and the employers, workers remain underrepresented. A paradoxical consequence of this development, which particularly affects migrant workers, is that, in the midst of a system that, from the outside at least, frequently appears ordered or “collectivist,” there has been an assimilation of the neoliberal utopia: “The Party state has created a rough approximation of the neoliberal ideal whereby a disorganized mass of individuals is forced to confront the hegemonic power of state and capital as individuals” (Friedman and Lee 2010, 530).

Against a backdrop of workers’ protests, at various junctures, the state has pressed for comprehensive legislation on industrial relations—during the course of the reforms, withdrawal of direct or imperative government intervention at the production level was accompanied by a tendency toward more mediated political influence—and strived to create effective corporatist structures. However, all too frequently, legal norms resulted in barely any sanctions, and corporatist institutions were incomplete, primarily because labor union representation of workers’ interests was either very limited or nonexistent. Moreover, wages were mainly regulated at the level of the individual companies. There continued to be a lack of effective collective and cross sectoral legislation on labor and social standards. Soft regulations continued to shape the industrial system.

(3) The state and other noneconomic institutions. The present study does not interpret the turning point for reform in China from the 1970s as a comprehensive break with the past, but rather as a gradual, albeit ultimately profound, process of restructuring. This applies in particular to the transformation of the party-state, from the final phase of Mao’s fragile development dictatorship, into a competent authoritarian agency working to promote economic modernization.

Over the course of reform, the overarching processes of market expansion fostered the establishment of a competition-driven multilevel system of governance (on both the horizontal and vertical levels) and decentralization trends. Yet the central government and the state-party were able to reproduce their power: by controlling essential resources or reserve capacities (including tax revenues, land, and the security apparatus), by influencing the financial system and state-owned and private enterprises,4 and with the aid of indicative planning policies. During the first phase of reform, the central state tended to be more “reactive,” which led to a loss of control. During the second phase from the 1990s onward, however, a more proactive approach saw the central government expand its freedom to act. Thereafter, the power of the party-state did not deplete as such, but rather new configurations evolved between the party and the state, most recently resulting in an increase in the party’s power under Xi Jinping (this leads scholars to assume a third reform phase in the making; see L. Chen and Naughton 2017).

New regulatory tasks were anchored at the central government level with the objective of ensuring the order of the market. Thus, the state creates the parameters within which the private entrepreneur, the manager of an SOE or FIE, and also the market-oriented state official operates. Only in this broader sense of an attempt to combine entrepreneurialism and the state’s capacity to act can we really refer to a competition-driven and internally heterogeneous state-permeated form of capitalism. Comparable with the transformation and reterritorialization of the state in OECD countries, in China, the party-state mobilized competition between the regions.

The practices of the subnational authorities in particular can be seen as a countertrend to the withdrawal of the state from commercial activities observed internationally. A state-permeated power structure has evolved in the form of local growth coalitions between political functionaries and companies, flanked by informal networks. Local governments share the overall goals of development, upgrading, and innovation with their business partners to such an extent that they reduce (this is not to say prevent) forms of corruption detrimental to economic growth. The opportunity to successfully participate in local “cronyist” growth alliances motivates local politicians to take entrepreneurial risks. Similarly, it fosters individual careers in the political system and within the CCP: the system of cadre evaluation, essential for individual career paths, is mostly based on economic indicators, although some social indicators have also recently been included.

Although this system is fragmented because of its heterogeneity and there are occasional problems with the public-private growth alliances of Chinese capitalism, these alliances—which do not envisage any form of participation rights for the wider population—operate in the interests of boundless and excessive capital accumulation. It is therefore hardly surprising when even the representatives of venture capital in the PRC (frequently classified as antistate in the West) respond to the question as to the need for system change by bluntly stating: “Keep it red” (Li 2010). Despite the rage among investors about the 2015 stock market decline, “most of the Chinese blogosphere was filled with calls for the state to come up with strategies to right Chinese equities rather than calls for economic liberalization” (Kurlantzick 2016, 98). In fact, despite heterogeneity and institutional bricolage in different parts of the country, owing to the developmentalist behavior of the relevant state actors, guaranteed unity in diversity has proven to be a prerequisite for economic growth.

As already argued, over the course of reform, the alliances of companies and subnational political authorities entered into competition with other alliances. A setting evolved that should be viewed as a functional equivalent of a hard budgetary constraint: the economic behavior of local political decision makers and also the managers of state-owned companies and managers or owners of hybrid companies began to resemble that of private owners. What was important here was not their legal status or institutional form—for example, that of a “political actor”—but rather their de facto (entrepreneurial) function. In this sense, the stylized notion of the private/ state dichotomy does not really help to clarify the situation.5 It is much more useful to take into account the wider institutional framework within which these actors operate—in this case, this includes a high degree of competitive pressure and the vested interests of local “developmentalist” political decision makers in a successful accumulation of capital.

Beyond these findings, there are further trends indicative of a transformation of statehood in China. What began as a cautious process of trial and error, characterized by limited violations of the rules at the start of the reform era, evolved into the targeted advancement of market processes and private entrepreneurship from the 1990s onward. At the same time, the central state and party apparatus comprising relatively homogenous technocratic power elites further developed the capacity to roll out positive local experiences across the country.6 Through fiscal and monetary policy, as well as indicative planning methods, the state regulated the markets. This involved the government exposing SOEs to regulated competition, for instance. As the regulation of the markets was only partially or temporarily successful, sectoral reregulations were undertaken time and again. This is an expression of the impact that market activity has already had to date. Planning policies themselves have become part “of the adaptation of individual government agencies and firms to the continuously evolving signals of the market economy” (Naughton 2011a, 81).

Moreover, the authoritarian state strives to rule the country with the aid of the law—not to be confused with the rule of law, which would be applied irrespective of the government’s view. This is reflected in industrial relations. Today, the state permits associations to have partial autonomy and a certain amount of room to maneuver that is not controlled by the central government apparatus. In this context, however, autonomous civil society space did not emerge automatically, but, instead, the development of elite networked communities between political and private actors was observed. In China, a distinctive pluralization of power elites evolved, which was rooted in the Mao era and even earlier.

Meanwhile, despite various signs of aging and a few temporary losses of legitimacy, the CCP still has an intact monopoly on power. Despite internal conflicts, the CCP as a whole has never been and is still not an impediment to reform but rather a vehicle of reform policy. In the process of modernization resulting in a transition to a more “rational” bureaucracy (in a Weberian sense), the CCP was not called into question. In fact, it recently became stronger under Xi Jinping. The targeted campaigns led by the stateparty have a considerable political reserve capacity. Inherent in the leadership legitimacy of Sino-Marxism is syncretism, that is, the linking of various different traditions of thought, even ostensibly anticapitalist ones, to form a pragmatic Sino-Marxist canon that can be described as a non-Western program of capitalist modernization. Here, philosophies of state interventionism and the development of productive forces combine with harmonious thinking (partially derived from Confucianism and resembling notions of social partnership) and nationalist discourse.

To date, it has generally been possible to steer China’s process of modernization, determined by dynamic market forces, largely unchallenged, in the interests of the ruling alliance of economic and political elites. In terms of increasing economic efficiency, economic policy crisis management strategies and the adaptive capacity of development planning proved invaluable. In fact—admittedly from an instrumentally rational perspective—during the different phases of reform, China’s political system was effectively reorganized through processes of layering and conversion to facilitate institutional learning.

(4) Global integration. The historical account of China’s global economic integration proved that the country’s very high GDP growth rates, long lasting by any international standard, should be viewed as the exception rather than the rule. Here, this work introduces a neglected explanatory factor: without incorporating the favorable global economic and East Asian situation since the 1970s into the analysis, it is impossible to provide a convincing account for the unusually long growth period. On the contrary, an analysis that either fails to consider or only takes limited account of the external causes of the country’s economic dynamism risks consisting of biased generalizations and either recounting a condensed success story of liberal marketization or taking a state-centric perspective that hypostatizes the Chinese leviathan into an omnipotent, visionary driver of the economy.

The emergence of a labor-intensive export-oriented growth regime in the PRC from the 1980s coincided with a phase of extensive global free trade and a new international division of labor. For mainland China, surrounded by the dynamic East Asian economies and companies owned by overseas Chinese entrepreneurs, the concomitant restructuring provided favorable conditions for the policy of reform and opening up. Moreover, in the following decades, the Chinese economy was able to profit from an advanced transnationalization of production and the weak growth or overaccumulation of capital in the old centers of global capitalism, including Japan. Foreign investment promoted the country’s domestic economic dynamism and technological upgrading, and, through tax revenues, it underpinned the regulatory capacity of state institutions. At the same time, Chinese producers took advantage of the demand potential of the North. It is also particularly thanks to consumer demand in the major OECD countries that the Chinese economy has not suffered any serious slump since the 1990s.

On the whole, unlike the past experience of other developing and newly industrialized countries, in the PRC, the selective opening up of the economy and its integration into global supply chains has not restricted the government’s freedom to act. This paved the way for greater authority of the Chinese state, which controls criteria for market access but is also acting with increasing self-confidence in terms of foreign economic policy.7

China’s variegated capitalism is now to a large extent, that is, no longer solely in the coastal regions, integrated (albeit selectively) into transnational economic networks. As Chinese firms frequently still function as a subordinate part of transnational brand companies whose products are assembled in China—and are thus dependent on enterprises owned by “patriotic” ethnic Chinese and other foreign companies—in order to be able to paint an accurate overall picture of China’s new capitalism, we must take into consideration the evolution of the China Circle (see Chapter 2) and the country’s global market integration.

Paradoxes of Prosperity

On balance, adaptive state-permeation has so far acted as an anchor of stability for China’s dynamic development. Even Chinese intellectuals who are critical of the party-state quite plausibly describe the country’s economic success as the (often unintended and thus paradoxical) realization of the original socioeconomic objectives of Maoism, which, above all, focused on the development and modernization of national productive forces. China has, to all intents and purposes, contrary to the West’s “misinterpretation,” “achieved its erstwhile objective” (H. Wang 2010, my translation).

However, and this may be an argument against overoptimistic growth forecasts, some of the development trends of Chinese capitalism identified over the course of this study are threatening to undermine China’s relatively consistent growth path. It is precisely the features that are deemed to be sources of economic success that also have their downsides. Here we are referring to characteristics such as the local developmental states that are fixated on achieving economic growth as well as policies that ignore wage issues and the lack of a functioning civil society. These drawbacks include (1) problems of socioeconomic development, (2) limitations of state steering capacity, and (3) limitations of Chinese-style subordination.

(1) Problems of socioeconomic development. In order to mitigate the effects of capitalist modernization and owing to the global lack of consumer demand, since 2008, the Chinese central government has been pushing for a comprehensive rebalancing of the economy toward a greater focus on the domestic market, technological upgrading, and a socially just economic system. However, it has not yet proven possible to successfully achieve this aim. The significant obstacles to this include the preservation of the low-wage regime and the tendency toward overinvestment and speculative overheating. One reason for this is that domestic and international companies continue to have a vested interest in low wages and taxes and the associated competitive edge for the foreseeable future, and local governments as actors in the powerful local growth alliances are likely to remain prepared to accommodate these needs. While social polarization threatens the growth of domestic demand, the combination of competition-driven accumulation and the decentralization of political governance has exacerbated a trend toward overinvestment and duplication of investment, as is evidenced by the recent ramifications of the country’s major economic stimulus packages. Overcapacity, particularly in heavy industry, threatens to bring significant job losses in its wake. According to official statements, there will be millions jobs lost by 2020, due either to closures or to a reduction in capacity.

Here, the country’s expansive monetary policy appears to be one of the causes of speculative bubbles in the real estate markets. Although the government attempts to contain overheating in this area, the limitations of national intervention in volatile markets become clear, however. Additionally, because the government and interest groups in the financial sector deem the comprehensive protection of the major state-owned banks as sacrosanct, the problem of banks being “too big to fail” threatens to become critical. In the next few years, a rise in nonperforming loans is likely to increase the susceptibility of the financial system to crisis. This problem also affects informal credit relationships.

It is self-evident that more research on the rebalancing of the Chinese economy and destabilizing dynamics is required. The following are topics of interest here: development policies in rural China, the growth potential of the domestic economy, the results of promoting innovation capacity, the medium-term effects of expanding the social security system and of monetary and fiscal policy measures that mitigate the overheating in the manufacturing industry or in the real estate market, and administrative reforms that, inter alia, are a response to the imbalance between state revenues and expenditures.

(2) Limitations of state steering capacity. The overinvestment tendencies in China are reminiscent of typical capitalist crisis mechanisms and are, essentially, an expression of the anarchy of the Chinese economy and its integration into volatile global markets. In addition to this, policies are implemented by competition-driven state institutions that, in some circumstances, exacerbate the crisis. There is evidence of tension between the government’s attempts at political steering and the reality of the decentralized economy.

My intention has been to show that the party-state’s methods of governance, frequently classed as comparatively efficient—in other words, the attempt of a power elite that refers to itself as communist to make the state to a certain extent precisely the instrument Friedrich Engels had critically referred to as the “ideal collective capitalist”—is thwarted by the very same competition mechanisms that motivated the party-state in the first place. Because local governments repeatedly go against the plan and contradict or undermine national policies or implement a modified version of them, the recent ambitious attempts at recentralizing political regulation result in contradictory effects and adaptive problems. Despite its extensive regulatory capacity, the party-state has thus far failed to gain full control over risky domestic competition to attract business and investment and the associated high-risk growth and finance policies pursued by the subnational governments and financial market actors. The large number of uncoordinated centers of decision making, combined with the uneven levels of development across the country, have resulted in and perpetuated greatly divergent interests.

The dismantling of market barriers in China has been accompanied by central government attempts to link central and subnational bodies in creating a regulatory framework for market activity. The uneven pace of development across the country and the different preferences of the various subnational growth alliances call this framework into question, however. This is also a key factor in understanding the changing relationship between the party and the state over time, in the course of the transition to the Xi administration, for instance, and during its attempts to strengthen the party’s power. Because party and state functions are carried out not autonomously by political actors at the central government level but, rather, in conjunction with various different groups of actors at different levels, this repeatedly gives rise to political deadlocks when it comes to practical decisions about action to be taken. This constitutes a distinctive form of the joint-decision trap (Scharpf 1985). In line with my research framework, the latter is not primarily attributed to organizational weaknesses but is linked to the consequences of catch-up capitalist development. Additionally, another research assumption has been substantiated, according to which, in contrast to more stringent laws, soft regulations that are open to interpretation are still of great significance in China.

Overall, therefore, limits to the central state’s capacity to take action are revealed, and there is evidence that the regulatory capacity of the central state varies across different policy fields. In recent years, the country’s growing sovereign debt has further emphasized these barriers. Moreover, internal party differences in terms of economic policy orientation have recently come to the fore again: the position President Xi Jinping presents demands the end of excessively loose lending practices as well as the repayment of company and local government debt (referred to as “supply-side structural reforms”). Here, in the interests of long-term financial stability, a slight downturn in GDP growth is also tolerated. New growth stimuli are expected to then emerge from the promotion of knowledge- and technology-intensive industries. However, within the party and (primarily local) public administration, there are still a number of advocates for an expansive monetary policy that, in the medium term, promises to maintain high growth rates (see Naughton 2016 on the inconsistent introduction of the supply-side structural reforms and policies addressing local debt). An increasing number of proponents of this position can be found among the administrative cadres who still belong to the previous generation of leaders under Hu Jintao and Wen Jiabao. Since coming to power, President Xi has removed many of the members of this group from office. Xi’s anticorruption campaigns played a significant role here.

Nevertheless, especially with regard to the dense “cronyist” networks of economic coordination in China, there is evidence of increasingly frequent tensions and conflict between political and capital fractions. This is reflected in the serious recentralization efforts made by the Xi administration since 2013 to address them. It remains to be seen whether anticorruption measures will only limit economically harmful types of corruption or also adversely affect “productive” cronyism in local growth alliances, as these measures might hamper intra-elite economic decision making in this authoritarian form of capitalism (for a pessimistic outlook, see Pei 2016; for a more optimistic view, see J. Zhu and Zhang 2017).

(3) Limitations of Chinese-style subordination. Without a doubt, the reforms that triggered gradual shifts in the social structure of the power elites and the emergence of a consumption-oriented middle class were frequently accompanied by a reinforcement of the powerlessness of the lower social strata. It is therefore hardly surprising that only a small number of China experts explore the limitations of subordination and the potential for change “from below,” all the more so in view of the continuing impact of the legacy of elite-centric research on totalitarianism. Statements by prominent scholars such as Minxin Pei illustrate this: “any change is apt to come from the top rather than the bottom” (Pei 2009). However, although the reform processes was essentially shaped “from the top” and through power struggles within the elite, even at an early stage, social discontent and protest created a backdrop for the political endeavors to develop labor law and welfare state standards. This suggests the need to examine the limits of subordination and the emergence of social opposition, and to document the shortcomings of the quasicorporatist balance of interests.

Admittedly, unlike employers in China, the government is endeavoring to complete the country’s fragmented quasicorporatism and to effectively balance the various interests. However, the authoritarian social partnership strategies of the Chinese state are not very effective because workers remain severely institutionally underrepresented in the labor system. The working population should only be in a position to increase its consumption and should not be boosted to an oppositional force. The implementation of labor laws and norms not only founders owing to the heterogeneity of industrial production regimes, but it is also impeded by local growth alliances with a vested interest in low wages and poor working conditions. The central government currently finds itself in a conflict of interests, apparently irresolvable for the time being, between a massive upgrading of the aforementioned standards and the competitive edge resulting from low labor costs. Consequently, the government’s labor policy measures (more so than its recent comprehensive social policy measures) represent only a system of halfhearted aftercare, in other words, crisis management, primarily implemented once conflicts have already arisen. The government primarily shifts the responsibility for social conflict onto the legal system and channels that conflict through arbitration procedures. Overall, the current power elite represents a type of benevolent neo-authoritarianism that advocates for limited reforms but rejects more far-reaching reforms, such as of the ACFTU or the internal hukou migration regime.

By the same token, the production sphere continues to be treated as taboo. The tolerance of a few isolated protests alone is not enough to effectively counteract the huge power imbalances in the production sphere. For the time being, a significant upgrading of collective rights and arguably the most effective labor rights of freedom of association and the right to strike is unlikely, however (C. Lee 2016). Particularly the protests conducted by migrant workers, now the biggest group in the labor force, have the potential to escalate precisely because there is no functioning balance of interests or intact systems of negotiation. The continued absence of an autonomous civil society may very well increasingly be an obstacle to growth here. In the medium term, this might even endanger the political status quo. Although the central government strives to achieve social cohesion using all available means—including guiding principles such as “harmony” or the “Chinese dream,” which are used like a semantic glue to hold the fabric of society together and create a sense of common identity—it remains doubtful whether these principles will in fact provide longer-term protection against the shortfalls of Chinese corporatism, social tension, and also the uncontrolled development of social demands and further needs for recognition.

Theoretical Implications for Political Economic and China Studies

To help explain the key characteristics of the PRC’s socioeconomic system as well as the dynamics and paradoxes of China’s development path, a range of theoretical considerations and assumptions have proven useful.

However, before I summarize these again, I would like to make two observations. First, several innovative concepts from China studies that I will not describe in more detail again at this juncture have proven very helpful. For example, the concepts of fragmented corporatism or tripartism with four parties were valuable for my analysis of the corporate sector, industrial relations, and business associations. Moreover, observations on the distinctive policy cycles of authoritarian pluralism and the adaptive capacity of institutions contributed to our understanding of the transformation of statehood in China and helped us to move away from the business/state or market/plan dichotomies. In fact, China should be viewed as a prime example of entrepreneurship through state actors and public-private networks.

Second, the present study, in which I chiefly outline the dynamics of the capitalist-driven process of modernization in China, ultimately represents only modest groundwork for more in-depth empirical analyses in the future. Further studies might, for instance, determine more specific causalities and cross effects between institutions and/or enable individual variables to be plausibly extracted to help illustrate and explain different development trends. The historical account of the reform process and the three groups of actors described in this study as essential to that process thus contribute to our understanding of China’s complex reality and can, at best, serve as a starting point for more specific comparative and also sectoral studies.8

All in all, the findings of my historical account support the hypotheses in my extended research framework in which I attempt to plausibly synthesize a far-reaching assumption on the role of the universal driving forces of a variegated capitalist world system. I do this by analyzing the historical periodization of capitalism and by examining various institutional parameters and constellations of actors. The research framework developed here can be seen as a contribution to political economy, which provides an insight into the similarities and differences between political economies based on a combined analysis of economic and noneconomic factors. This results in the following implications for research on capitalism and on China:

(1) Transnational analysis has proven useful in avoiding biased generalizations. China’s international and transnational integration provides a key prerequisite for explaining the country’s growth dynamics, particularly as the transnational character of “Chinese” capitalism and the significant networks of ethnic Chinese, for instance, make it impossible to delineate along national borders. The fact that China became the most attractive production location in the world precisely when real accumulation in the old centers tailed off suggests a correlation that is not mentioned in either liberal marketization success stories or state-centric perspectives. The approach presented here thus supports theoretical assumptions emphasizing the necessity of no longer limiting analyses to national but also taking international complementarities into account when it comes to studies of different forms of capitalism (Bohle and Greskovits 2009, 380). Because temporalspatial factors promoted the country’s socioeconomic growth, the importance of the time factor in profiting from an ideal combination of cost-efficient labor, functional infrastructures of production, and investment from abroad is also underlined.

(2) Drawing on the concept of a heterogeneous capitalist world system that attaches importance to the competition- and crisis-driven rhythms of the global economy, preference is given to a research approach that, in a first step, focuses on similarities between national varieties of capitalism. This analytical strategy helps to refute culturalist concepts of a unique “Chinese” socioeconomic system, for example. At the same time, in a next step, I conduct an analysis of differences and specifics of capitalist development in China. The latter constitute the varying outcomes of a global, capitalist-driven mode of socialization. National/regional economies do not simply converge into a homogenous global economic unit. A network of distinct but connected capitalisms characterized by continual processes of differentiation and adaption constitute the world system.

In a further step, the fundamental drivers of capitalism in the present work are analyzed as being subject to phase-specific variation—these include the state’s enhanced role in the economy from the 1930s and the marketization and liberalization tendencies from the 1970s. During its protocapitalist phase after 1949, the Chinese economy was already characterized by imperatives to act in a way that resembled ways in other undeveloped economies and developmental states during the period of state interventionism from the 1930s. Under Deng Xiaoping, however, profound institutional change took place, which was linked to the global liberalization phase set in motion by the 1970s crisis. The fact that this global “reform movement” in China in no way triggered a transition to a textbook liberal market economy is, in turn, the result of entrenched traditions of an exceptionally strong state, a party elite relatively unchallenged by opposition groups, and other path dependencies. As in other capitalisms (in Germany or Japan, for instance), in China, the overarching dynamics of liberalization broke fresh ground in a distinctive manner.

(3) The findings of the present study thus point to the need to link theoretical insights and tools from the disciplines of comparative political economy (CPE) and international political economy (IPE). The emphasis on global and phase-specific drivers of capitalism, mostly derived from IPE studies, should not substitute in-depth comparative research on capitalism and the analysis of distinct institutional regimes but should be combined with these latter approaches in order to provide a proper insight into the regional/national and phase-specific idiosyncrasies of capitalism. I attempted to illustrate these links in the context of Chinese economic policy, the corporate sector, and the financial system.

(4) The present analysis of the outcomes of China’s capitalist development has confirmed the assumption that liberal and coordinated market economies must be complemented by other (efficient) varieties of capitalism. The analysis also proved a range of other assumptions:

The focus on the role of and interactions between the three inhomogeneous groups of actors—companies, party-state decision makers, and workers—contributed to a deeper understanding of the PRC’s unstable dynamics. While some experts still lean toward elite-centric generalizations, a focus on the role of the subordinated segments of the population and on (inter- and intra-) class conflict can provide additional insights into the course of reform, also in the PRC’s authoritarian system. As various examples demonstrate—the social conflict in the late 1970s, in 1989, and from the 1990s onward—these interactions impacted on the direction the reforms took. The same applies to less turbulent phases such as the transfer of power to the Hu/Wen administration at the beginning of this century: although the local public-private growth alliances did not seriously advocate for a change in political direction, nevertheless, this change did come about, against a backdrop of growing social discontent and thus a stronger emphasis on the role of the state as a social equalizer.

By providing a historical-sociological account, the present study underlines the importance of how socioeconomic crises trigger reforms. The reform process took the form of crisis-induced institutional change. Important measures implemented by the central government—such as the reform of the financial system, of corporate organization, or of the labor system—should be interpreted as reactions to smaller sectoral and larger overarching crises. Approaches from crisis and conflict theory are therefore useful in this context. Finally, this has an impact on the analysis of the most recent social tensions that suggest that in a situation where high growth and profit rates bring about only marginal trickle-down effects especially in the interests of migrant workers, there is a lower probability of this situation becoming permanent.

Furthermore, more recent tools from the social sciences that describe and distinguish between different modes and mechanisms of gradual institutional change contribute to a systematic understanding of China’s process of reform. While in the 1970s and 1980s, the processes of erosion of the classical Maoist political style, self-definition, and institutions symbolized relevant mechanisms of change, over time, the mode of institutional layering became the predominant form. In a context where establishing radical new institutions was not a simple undertaking, processes of layering formal institutions “from below” (through innovative informal practices of the new de facto private entrepreneurs, for instance) then led to institutional conversion and reforms “from above.” Evidence of this can be seen in many local pilot projects that resulted in the creation of institutions alongside and in interaction with existing ones and ultimately, by rolling the projects out across the country, effected substantial changes in the country’s institutional architecture. These changes were fostered by competition-driven performance incentives and/or a commitment to company profit maximization. In contrast, the drift phenomenon resulting in the dissolution of institutions now appears to be less relevant than was initially assumed in my research framework. Rather, significant changes appear to have taken place by selectively and creatively learning from a wide variety of sources such as the Silicon Valley model, advanced technologies, or Western corporate governance and social security systems, and via the mechanism of borrowing, in other words, through the successful reintegration of talented entrepreneurs or researchers who had studied and/or worked abroad. The theoretical consequence is that political economy analyses must take the link between path-dependent and path-shaping processes into account.

Ultimately, the notion of uneven, combined, and interconnected development processes has proven to be useful first, to account for China’s socioeconomic leap from the 1970s onward, which was also a side effect of development advances in the major global economies: China’s political economy was able to profit considerably from the latter (by employing tried and tested technologies and business models, for instance, as well as through foreign investment). Second, a focus on the uneven levels of development across the country and the heterogeneous production regimes provided information on the specific competitive advantages of the PRC. The domestic competition for business and investment is therefore manifested primarily as a struggle for favorable tax and wage systems. Further, the concept of combined development also helped to substantiate the connections between modern forms of economic activity and indigenous traditions, which ensured that business activities progressed relatively efficiently. This enabled me to interpret specific sociocultural resources of China’s growth dynamics, such as the guanxi networks or traditions of local experimentation, in a nonculturalist manner. My findings demonstrated that older traditions had been reinterpreted and then transformed into modern forms.

(5) With regard to the role of the state and nonmarket institutions, there are a number of theoretical implications that should be integrated into the analysis:

Generally, I have attempted to illustrate that noneconomic institutions must be taken into account in order to explain economic development trends. If it holds true that universal drivers of capitalist development, or phase-specific versions of them, can be seen in China, but the country’s political economy continues to exhibit distinctive characteristics, research must also explicitly address the differences between the noneconomic institutions in various countries and regions, so as to be able to explain differing outcomes of capitalist development. Consequently, studies on entrepreneurial activity, for instance, must go beyond a one-sided neoclassical or neo-Schumpeterian understanding of the innovative capacity of the individual entrepreneur and also refer to the institutional and organizational conditions provided, inter alia, by the government: “Entrepreneurialism should be conceived as a more collective process in contrast to the Schumpeterian mainstream. Even when employers see the role of local governments to be of very limited and tangential importance to success, businesses are in truth shaped by numerous supportive institutions” (ten Brink 2011a, 15; see also Deutschmann 2009a).

As emphasized, the Chinese reform process led to a distinctive symbiosis of social development that paradoxically combines aspects that had previously been ascribed to competing projects of modernity—marketization and the party-state. For this reason, we have to reject the assumption of an abrupt transition from a planned economy to a market economy. In reality, China’s institutional regime underwent a transformation process that, from the 1970s onward, culminated in a new polycentric mixture of plan, market, and other informal and interpersonal forms of coordination. There are no clear boundaries between public and private institutions, where the separation between free market, sovereign state, and civil society that is typical of Western liberal democracies (although ultimately also often only ideal-typical) occurs analogously. Given this, a logical research strategy appears to be not to assume a strict separation of state and market activity, but rather a semipermeable dividing line. The term public-private alliance therefore expressed not only the fact that the established core areas of responsibility of the Chinese government now included the attempts to coordinate economic activity and that government bodies cultivate close links with private actors but that a certain number of state officials also become capitalist actors themselves. Moreover, economic planning can be perfectly compatible with capitalist-driven development. Under certain circumstances, the absence of a powerful autonomous civil society that could modify the substance of government activity, state and private actors emerge as two sides of one and the same capitalist-driven modernization process. Because, under certain conditions, drivers of capitalism have a similar effect on state and private actors—this is abstracted from the various reproduction criteria of the government and enterprises—from this perspective, the owner and manager function can arguably also be assumed by a self-proclaimed member of the communist nomenklatura, although these may personally profit less from the wealth generated than private shareholders of a joint-stock company or managers of large corporations.9

At a lower level of abstraction, the present study also identifies some methods and mechanisms of government activity that contribute to an understanding of the Chinese multilevel system of governance and could be useful in future for comparative studies, particularly of other nonliberal states and large emerging countries. These include long-term political programs and plans; the importance of local pilot projects and the potential to roll these out nationwide; “regulation for competition,” in other words, extensive regulation with the aim of market expansion and promoting competition (inter alia, with the support of sector-specific regulatory authorities); and informal negotiation processes at various administrative levels.

It should also be noted that Chinese capitalism, where interpersonal negotiation has become a crucial tool for consensus making and decision making, is based to a larger extent than in developed OECD countries on networked coordination and demonstrates a lesser degree of formal organization. Going beyond approaches that argue that numerous, mostly small, specialized, private corporate networks spearhead the upgrading of forms of late-developing capitalism, the present work focuses on the significance of state-permeated network structures. Thus, this finding supports the assumption of the value of nonmarket forms of coordination in identifying specific features of capitalism.

Another consequence of the study is that the case of China serves as evidence for the diversity of forms of state intervention. These facts should feed into the discussion on the transformations of the modern state (at least in newly industrialized and large emerging countries). Over time, an increase in the political opportunities and mechanisms for intervention is evident, which contradicts concepts of a “postnational” world or a declining importance of the nation-state. While the mechanisms for intervention at the disposal of the first “late developers” in the nineteenth century, such as Prussia or the German Reich, were still largely limited to influencing the business environment (including through customs, subsidies, and the establishment of monetary policy through the foundation of the Reichsbank), by the twentieth century, the state had more potential room to maneuver. In the phase of state interventionism from the 1930s, particularly prevalent in East Asia, the trend went beyond the manipulation of the business context and moved toward direct replacement of entrepreneurial activity, investment control through government development plans, and industrial policy. This was made possible by a massive increase in administrative capacity and economic acumen. There were also more opportunities to implement labor and social policies through corporatist arrangements. Further, looking more specifically at China, we can see that the mechanisms for crisis management were enhanced from the 1980s, for instance, through party-led campaigns. The same applies to the attempt to organize a controlled opening up and selective integration of the economy into the global market. The power elite also combined governance methods that go beyond the narrower scope of traditional hierarchical state intervention—as mentioned, imperative and indicative economic policies amalgamated with (informal) network- and market-based mediation and negotiation processes.

Finally, the findings presented here have another theoretical implication that is related to the unstable dynamics of capitalist social orders in general. Using mechanisms of experimental adaptation, the process of decentralization in China created a policy regime in which party-state actors play a dominant role to this day. Because this regime is superimposed with diverse external influences, however, it is not subject to unopposed hegemonic state control. Destabilization processes instigated at the national and international level challenge an optimism about the state’s regulatory capacity that might be inferred from my analysis only at first glance. Therefore, an appropriate research strategy appears not to reduce political actors to rational action in response to inefficiencies but rather to incorporate crisis-induced insecurity and ambivalence to the behavior of these actors.

A final conclusion can be formulated as follows. In my view, China’s current development contributes to a problematic global constellation. A situation prevails where, in capitalist democracies, the “marriage” between capitalism and democracy threatens to disintegrate, where social scientists justifiably diagnose a depletion of democracy or postdemocratic processes (“governance by experts” and uncontrollable supranational agencies) and point to a future where conformist behavior is again in greater demand. Here, China’s capitalism, deemed, albeit (still) implicitly, to be the most efficient economic system of the present day, could be stylized as a role model not only for emerging countries but even for highly developed industrial societies.10

Consequently, a daunting realization might be that Lenin’s earlier conclusion, essentially in anticipation of works by Gramsci on the theory of hegemony, that the “democratic republic [is] the best possible political shell for capitalism” (Lenin 1970, 15), has recently been refuted before the eyes of the world precisely by its purported epigones. In other words, there is a risk that a view of capitalism without democracy as the most beneficial “shell” of economic development might gain influence in the South and West. A further use for the present study might therefore be to oppose such views. This might be done, referring to the exceptionally favorable circumstances of the Chinese “economic miracle,” even before enlisting arguments from theories of democracy and normative considerations, by establishing that, in all probability, such a “miracle” will not be repeated in future and is equally unlikely to continue to exist in the long term.


NOTES
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Introduction

1. In terms of theoretical literature, I have mostly remained faithful to the original German version of the book. For this reason, very little new work is introduced. The empirical parts of the book, in contrast, have been updated (particularly Chapter 3).

2. On the transformation of the economic system, corporate organization, and the financial system, see, for example, Naughton (2007), Nee (2005), Nolan (2004), Jinglian Wu (2005), and Zweig (2002); on the party-state and political system, see Brodsgaard and Zheng (2004), Fewsmith (2008), Goldman and MacFarquhar (1999a), Lam (2006), Lieberthal (1995), Saich (2004), Shambaugh (2009b), D. Yang (2004), and Zheng (2007); on industrial relations, see A. Chan (1993) and C. Lee (2007).

3. See, for example, K. Chang, Lüthje, and Luo (2008), Heberer and Schubert (2009), Heilmann (2004), Holbig and Reichenbach (2005), and Schubert (2001a).

4. On comparative capitalism research, see, for example, Amable (2003), Coates (2000, 2005), and Streeck (2009); from a regulation theory perspective, see Hollingsworth and Boyer (1997) and Jessop and Sum (2006); on economic sociology, see Beckert, Diaz-Bone, and Ganßmann (2007), Fligstein (2001), and Swedberg (2005).

5. See Arrighi et al. (2003), Beeson (2009), Breslin (2007b), Bunker and Ciccantell (2007), Hung (2009a), ten Brink (2011b, 2014b), van der Pijl (2006), and Zweig and Chen (2007).

6. I am fully aware that the insights presented here are drawn, in part, from quite different theoretical traditions and consequently cannot be combined arbitrarily. In my research framework, I therefore distinguish between theoretical assumptions and heuristic tools and concepts that I borrow from specific theories without automatically adopting their wider theoretical perspectives.

7. In the present study, the terms “workers” and “working class” are used in a broad sense, encompassing people in paid employment in the agricultural, manufacturing, and service sectors.

8. At certain relevant junctures in this text, I employ Chinese terms using the Pinyin romanization system.

9. In China, the delineation between market, sovereign state, and civil society that is typical (albeit ultimately only ideal typical) of liberal democracies does not appear analogously. Because of this lack of clear boundaries between private and public institutions, the present work does not so much refer to a delineation as to a differentiation between market and government action. Building on this, I use the term public-private regime to capture the reality that one of the well-known key mandates of the Chinese government is to ensure far-reaching coordination of economic activity. The term also expresses the close ties between government agencies and private entities and the fact that political actors are occasionally involved in business activity as well.

10. I view this term as an analytical concept (see Nölke 2011), unlike authors and political actors who employ the term “state capitalism” with a political objective in mind, in order to contrast the advantages of the “free” market economies in the West with the disadvantages of the “aggressive” state-capitalist regimes in the East and South (see Bremmer 2010).

11. In the present study, I do not use classical hypotheses testing. However, we can formulate a number of general test criteria that could falsify the hypotheses outlined: if the drivers of capitalism did not play such a central role in the reform process, there would have to be evidence of pre- and/or noncapitalist dimensions of action. First, with respect to the imperative to accumulate, the more traditional subsistence orientation or a conscious steering of growth would then predominate. Second, with regard to competition and individual profit orientation, on the other hand, cooperative and/or solidary courses of action and democratic planning might prevail. Moreover, a premodern system of estates or a grass-roots democratic structure, for instance, would eclipse modern class structures, state institutions and other noneconomic relations would be overshadowed by premodern or also self-determined courses of action. At the same time, the theory of state-permeated capitalism would be invalidated by a simple introduction of liberal market mechanisms. The proposition that external factors must be taken into account to explain the economic dynamics would be refuted by the predominance of endogenous factors, and the notion of continuity in change would be falsified by the significance of radical social schisms. Similarly, the hypothesis on the paradoxes of China’s economic development would also be invalidated should relatively coherent development prevail.

12. To shed some light on the labyrinthine institutional change in the PRC with a view to making it easier for readers not involved in China research to understand the historical developments, at numerous different junctures in Chapters 2 and 3, I cite historical accounts and illustrations. Further, for the sake of accessibility, the individual dimensions of the new Chinese capitalism are depicted schematically separately at various points; a certain level of redundancy is therefore unavoidable.

Chapter 1

1. Studies on the development of Chinese industrial relations and the traditions of culturalism in China research are discussed in more detail later in this chapter. More observations can be found in ten Brink (2012a).

2. A more in-depth argument with a greater focus on political struggles and interest groups within the party-state is provided by A. Liu (1986), for instance. As well as studies drawing on theories of totalitarianism, there are also analyses of the unintended consequences of the totalitarian control of the country. According to modernization theory assumptions, confronted with the problem of industrial growth, the party-state was forced to abandon the lion’s share of its revolutionary enthusiasm and draw on modern methods of development. This included conventional bureaucratic mechanisms for promoting industrial growth, for instance (see Field 1976).

3. Research on Eastern Bloc countries impacted China research, with Eastern European social scientists such as Kornai and Szelényi publishing advanced studies starting in the 1970s. Here, research interests centered on topics dealing with the introduction of market economic principles. This included, for instance, the problem of soft budget constraints in public enterprises (Kornai 1992; Szelényi 1982) as well as allocative inefficiencies in planned economies, which had led the forces of reform within the apparatus of power to combine elements of central economy planning with market mechanisms (Stark and Nee 1989; for more information on the importance of market economic principles, in Yugoslavia or the GDR, for example, see Selden 1993; Gey 1985; Solga 1995).

4. An overview of variants of this hypothesis, which range from “socialist” developmental state to “corporatist, regulatory state” and “local corporatist state,” can be found in Howell (2006).

5. The same applies to some extent to new institutional economics and evolutionary political economics.

6. Institutional complementarities, as understood in this book, embody the functional institutional cross effects that determine the viability of different types of capitalism from the perspective of dependencies between several institutional forms. The complementarity of various institutions is the historical result of experimenting with hybrid forms proven to be complementary. These observations have similarities with the concept of a systematic congruency as “historical lost property” in regulation theory (see Lipietz 1985).

7. Besides “strong” complementary connections, there are also other “weaker” forms of reciprocal compatibility: “The connections across realms of the economy may be weaker than complementarity, and should also comprise compatibilities, where the existence of one institution does not interfere with or impede another” (Schneider 2008, 19–20).

8. Here, the hypothesis of institutional complementarities in capitalist systems to some extent reflects the assumption that a diversity of modernization models exists. Incidentally, the term “diversity of modernity” is more fitting than “multiple modernities” when it comes to expressing the fact that the different varieties of modernity are to be seen as variations on or modifications of a basic common model (Arnason 2008).

9. The valorization of money or capital in this case appears to be the primary objective of production; the satisfaction of needs is a secondary by-product.

10. The relationship here is based on a “non-traditionalist super-norm”: “Actors in a modern-capitalist context, as they confront institutionalized expectations, find themselves encouraged and enabled to proceed on the premise that everything that is not explicitly forbidden is allowed. In traditionalist settings, by comparison, the governing premise is the opposite: Everything that is not allowed is forbidden” (Streeck 2010b, 17).

11. The impact of these forces on other social and personal relationships, on alienation, powerlessness, or individualization phenomena, etc., is not included in the present work.

12. In a similar vein, albeit from the perspective of actor-centered differentiation theory, the term “functionally different capitalist societies” has recently been used (Schimank 2009, 256, my translation).

13. “We cannot honestly claim that the British and Dutch East Indian Companies and their subsidiaries were pure market institutions. Physical coercion through military and paramilitary forces were just as powerful in forming market capitalism as the stock exchange. And we should not forget that the neoconservative market economy model was the result of political action driven by ideology and things were no different in the nineteenth century with the Corn Laws and free trade” (Tamás 2007, 11, my translation).

14. This also draws on older insights, which assume the possibility of the parallel expansion of market and state bureaucratic structures and/or private corporate structures converging on bureaucratic structures in the modern era (see Castoriadis 1988; Tilly 1992; Shonfield 1965).

15. This also shows that my research framework focuses on a critical normative social tradition, the essence of which is summarized in the notion “that the process of social rationalization is disrupted or biased by social structural properties that are unique to capitalism, making pathologies” that result in the loss of intact social relations inevitable (Honneth 2007, 45, my translation).

16. The approach used in this work is reminiscent of Boyer’s differentiation of five institutional forms (2005, 13–14; see also Becker 2002; ten Brink 2014b).

17. The following dimensions, presented as ideal types, appear in different historical phases of capitalism in diverse combinations. This also applies to the hierarchy between the various dimensions, i.e., historical circumstances can emerge in which certain dimensions have such power that they dominate other basic components (as expressed for instance in the theory of state capitalism or the notion of a finance-dominated accumulation regime: see Boyer 2000).

18. At this point, it should be reiterated that legal ownership and de facto rights to control the means of production in capitalist systems can disintegrate to the degree that the legal owners, fully or partially, voluntarily or involuntarily, accede their control rights to others (managers, states, possibly also bodies of codetermination). For this reason, state nationalization of business enterprises often embodies a change only in the form of appropriation of the surplus product (Solga 1995, 58).

Chapter 2

1. In the mid-nineteenth century, against a backdrop of internal stagnation and external intervention, Chinese civilization fell into a deep crisis that continued until 1949. The capitalist global economy that was evolving during the same period and the transformation of the geopolitics of modern states linked to this process triggered the reciprocal, uneven, and combined interaction between societies at different levels of development on an unprecedented scale. From then on, different civilizations or cultures were heavily influenced by the norms and compulsion to act of capitalist modernity. From this perspective, even the history of China in the first half of the twentieth century can be described as a form of modernization driven by (proto)capitalist imperatives, if characterized by schisms. This process assimilated a rich civilizational tradition that, although abandoned to some extent under Mao, became more prominent again after 1978, albeit in a more modern guise.

2. The “Marxism-Leninism” of the 1940s and after was no longer the expression of an organized anticapitalist endeavor to bring about an international revolution led by the working class. Instead, for the CCP, it served as a model of successful national development. In this sense, Sino-Marxism constituted a specific form of the attempt at party-led national modernization (Arnason 2008, 403–7; see also Arnason 2003b).

3. From a similar perspective, Aoki refers to historical parallels between China’s and Japan’s development. These similarities were evident despite the different points in time at which that development occurred (Aoki 2011).

4. This perspective has also been useful for the analysis of societies organized predominantly on the basis of private capitalism ever since major corporations have been shaping economic structures, and thus the legal ownership and the effective power of disposition over production has been separated.

5. “After the Kuomintang’s shattering blow to China’s Communist Party (CCP) in 1927, proletariat’ in communist writings came to mean little more than the party itself. The CCP scarcely involved urban classes at all after 1927, and the actual proletarian membership was less than one per cent in Mao’s period of leadership before 1948. The cities in general became the rearguard of the revolution, not its vanguard” (Harris 1971, 174). The strategy of an agrarian revolution, the alliances and splits with the nationalist Guomindang, the Chinese Civil War from 1945 to 1949, and ultimately, the assumption of power of the CCP in 1949 transformed the party (Leys 1972; Spence 1995).

6. Another explanation for the appeal of Maoism is that the “big dream of all Chinese revolutionaries from the Opium Wars right up to Mao’s generation was for the Fatherland to, some day, occupy its rightful leading position among the people of the world once again. This dream was fulfilled with Mao’s proclamation at the official ceremony marking the establishment of the People’s Republic of China: the Chinese people have stood up!” (J. Lin 2009, 57–58, my translation).

7. As Harris writes: “The prime tasks of the revolution become ‘class-less’: anti-imperialism abroad and industrialization at home, the two aims being, in a nationalist framework, distinguished in no crucial respect from those of other nationalist movements in an underdeveloped country. As in Stalinism, ‘proletarian’ refers to friends at home, so abroad it tends to identify whatever force opposes imperialism” (Harris 1971, 178). The segments of the population that supported the CCP regime, or at least tolerated it, constituted the “people.” Correspondingly, opponents to the regime were subject to a “democratic dictatorship of the people.”

8. Of course, a concise description is possible only at the expense of its historical complexity here (for instance, the many tactical and strategic volte-faces of the Maoist government, the internal power struggles etc.).

9. In Chapter 3, I describe the CCP’s current philosophy as a form of syncretism—more accurately speaking, however, it had already taken on this character under Mao, albeit in a different form (see also Arnason 2008, 406).

10. Unlike other factions of the apparatus of power, the technocracy was almost exclusively geared toward the rational implementation of goal-oriented projects, which was the basis of a political-ideological pragmatism.

11. Using the example of the elite Tsinghua University in Beijing, Andreas illustrates how the “Red engineers” were able to rise to the status of ruling power elite. In the 1950s, following the Soviet model, the CCP transformed Tsinghua into a “cradle of Red engineers.” Initially, the Communist Party elite took control of the university. However, the introduction of a new centralized national entrance examination (gaokao) ensured that only a small minority, primarily the offspring of the old intellectual elite, were awarded places at the university (Andreas 2009, 42–44). Thus, using their social capital, the old intellectual elite and their progeny were able to continue to exercise power. During the Cultural Revolution, the system of gaokao was abolished for some years but was restored in 1977 following an arrangement between the party elites and technocratic intellectual layers. Ultimately, this new alliance also excluded the Maoist rebels and the “left-leaning” party factions.

12. Moreover, the Maoists assumed that, during the initial stage of a “socialist” revolution, a hierarchical division of labor, performance-related wage differences, and other remnants of “feudal” or “peasant” conditions would inevitably prevail. They believed that a new bourgeoisie would be able to emerge from these remnants, provided that the “class war” against these elements was not continued.

13. The years of the Cultural Revolution, launched in 1966, were mainly shaped by policies involving a renunciation of the economic efficiency maxim. These included a reduction in education spending (in part undertaken by the production brigades in rural areas and the factories in the cities), the dominance of army leaders in civilian institutions, and, during the course of the escalating conflict with the USSR from 1969 onward, a dramatic increase in defense spending. At the same time, the ultraleft excesses of the Cultural Revolution also strengthened the factions that advocated markets in the agricultural sector and saw this as a basis for future development of heavy industry.

14. After 1937, Japanese-controlled Manchuria, in particular, became increasingly important. In 1942, it manufactured over half the country’s industrial products (in what is now Chinese territory) and produced the lion’s share of electrical energy, iron, and cement (Naughton 2007, 48).

15. A complex mix of imperialist pressure and the need for fundamental internal reform put the CCP and the Guomindang both under enormous pressure to adapt. This forced the two parties, despite being adversaries in a number of bitter struggles, to occupy a similar position in a bid to increase the nation’s prosperity: “This mixture … could be perceived and adapted in different ways by different parts of the Chinese political spectrum. In this sense, the Chinese Communists and the Guomindang represented two sections of a continuum, with considerable overlap” (Arnason 2008, 405–6; on Sun Yat-sen’s concepts of central planning, Bian 2005, chapter 7). At the same time, both parties, albeit in different ways, also drew on ideas from previous forces of reform that inspired the 1911 revolution and aimed at a fusion of Sino-Confucian and Western, i.e., nationalist and Marxist-Leninist, ideology. Further, the famous “Mao suit” (which was more a reminder of the country’s poverty than egalitarian principles) had, in fact, already been introduced by Sun Yat-sen.

16. One example of this is the Guangzhou Guangzhong Enterprise Group Corp. (see http://www.gzhm.com), a traditional engineering company in southern China that took on the new rulers from the Guomindang after 1949. Within just a few years, the company, now controlled by the central government in Beijing, replaced its old management with internally recruited party cadre. At a very early stage, a stratification of the workforce developed as a result of a wage differential (admittedly at a very low level). From the 1970s, the company was signed over to the city of Guangzhou. After decades of incremental reform resulting in substantial staff cuts, an increase in flexible wage components (achievable through bonuses), and a series of changes in the company’s management, this state-owned enterprise has become one of the largest engineering companies in southern China, even concluding a joint venture with a major German company (factory tour, fall 2010).

17. The regionalization of the Chinese economy also has a long history, which dates back to, inter alia, the establishment of the provinces by the Yuan Dynasty during the thirteenth century (Saich 2004, 158). When, at the close of the nineteenth century, it became possible for the first time to speak of a relatively unified domestic market, this market then collapsed against a backdrop of political unrest, a process that escalated with the fall of the Qing Dynasty in 1911.

18. To a certain extent, this helps us understand the fluctuations in published political opinion: if, at certain junctures, local entities were required to be “independent,” this move might be subject to critical attack shortly afterward; if it were decreed for the workers to “assume control,” not much later, justified by the argument that the factory management had the “authority,” they might order the workers to surrender that control; if adaptation of Western techniques was being emphasized, it became mandatory to play Beethoven during official functions in Beijing, if at the same time, other members of the power elite emphasized the opposite, Beethoven sporadically became a “capitalist composer,” etc.

19. Private entrepreneurs might have invested in light industry because the profit rates were higher. Hence, the “private enterprises were eliminated. This was the only way it was possible to ensure that all surplus flowed directly into the government coffers, which could then be distributed in accordance with the state plan” (J. Lin 2009, 64, my translation).

20. As a result of the opening of company archives of the Guangzhou Guangzhong Enterprise Group Corp. mentioned earlier, for example, we have now been able to establish that the policy of the Great Leap Forward was preceded by worker unrest.

21. The geopolitical dimension mentioned earlier plays a key role here: as part of what was known as the “Third Front” strategy, particularly from the 1960s, the government focused on developing new industrial centers in the Chinese hinterland at the cost of the industrial zones on the coast that were highly developed but very difficult to defend militarily (Taube 2007, 185–86). The Cold War and conflict with the USSR had a major impact on Maoist economic policy.

22. The rigidity of the hukou system is reminiscent of British social legislation in the early nineteenth century (Speenhamland laws, for instance) and the restriction of workers’ freedom of movement at the time (Polanyi 2001, 81–90; Walker and Buck 2007, 44).

23. As stated by the journalist Edgar Snow, himself not exactly known for being a particularly harsh critic of China, at the beginning of the 1960s, there were also considerable income differences within the Chinese People’s Liberation Army (PLA): while privates earned the equivalent of around $US2.50 per month, the generals received between $US190 and $US230, and commanders-in-chief between $US360 and $US400 (Snow 1963, 289).

24. The dependence of the Chinese people on the danwei unit and the population’s limited mobility were compensated by certain rights such as a relatively high level of job security and (partial) codetermination rights at lower levels within the company. In actual fact, voluntarist motivations to work under conditions of deprivation frequently proved to be a barrier to the commitment of the employees (Kosta 1985, 237–38).

25. Overall, the union also had a limited welfare function within companies (A. Chan and Unger 2009, 7). Under Mao, they were instructed to act as “transmission belts” for the common good of society and were responsible for the education and training of the workers. During the Cultural Revolution, the ACFTU was dissolved and not legalized again until 1978.

26. What was decisive for these segments of the working class was that they were required to strictly follow a “quantity over quality approach, adhere to the plan, and show obedience to its cadre representatives. The eight-level wage system that determined wages according to status rather than performance and the associated lack of mobility (‘iron rice bowl’ and lifelong membership of a danwei) meant that, in terms of their way of life, workers were subjected to the diktat of their supervisors” (Grobe-Hagel 1990, 32, my translation). Further, a gender-specific division of labor also prevailed.

27. Welfare benefits were tied to employment type. Those with temporary posts received lower benefits than those with permanent posts. “China shared with capitalist economies the determination of job status based on the degree of welfare benefits” (Smuthkalin 2011, 179; see also Walder 1986, 43–48). This was similar to the situation in other developing countries labeled as capitalist, “particular segments of an … urban sector (full-time state enterprise workers, civil servants, Party and military officers) received welfare provisions, to the exclusion of the rest of the population” (Frazier 2011, 93). At the same time, similar to other “socialist” countries, China also had a certain amount of hidden unemployment (Gey 1985, 47).

28. The comparatively low wage differences between unskilled workers, foremen, and managers are also reminiscent of large Japanese enterprises in the 1960s (A. Chan and Unger 2009, 9).

29. The balance of central-state and subnational control of companies fluctuated over time. For example, in 1958, around 85 percent of all centrally controlled industrial enterprises were delegated to the subordinate institutions. In 1962, this step was reversed (Park 1986, 149).

30. Small and medium-sized enterprises (SMEs) were also more important than in the Soviet Union. With regard to labor force mobility, however, the Chinese system was even more impermeable than the Soviet one.

31. Unfortunately, in the case of China, there is a lack of comprehensive literature because these phenomena are often informal, i.e., there are no archivable records of their occurrence, and they are therefore based on anecdotal evidence.

32. Outside the formal planning process, actors frequently coordinated their economic transactions by way of bartering (Lyons 1990, 49). In rural areas—the agricultural sector was controlled by the central state to a far lesser extent—a shadow economy also played a key role.

33. Justin Yifu Lin elucidates by way of example: “The Ministry of Iron and Steel concerned itself with … the fulfilment of plan targets for iron and steel. The actual distribution of the steel was not within the remit of the Ministry for Iron and Steel, however. This was the sole responsibility of the government Committee for Economic Affairs. In practice, this centralist approach obviously repeatedly resulted in ludicrous and completely illogical distributions. In order to put an end to this distribution insanity, the government ultimately decreed that the authority for distribution be transferred from the central government ministry to the provinces making them responsible for the distribution of their steel from that point on” (J. Lin 2009, 135). This resulted in fervent investment activity in the provinces, which were, however, faced with insufficient resources and a lack of transport infrastructure.

34. Mao’s and Liu’s “battle between two concepts” was reminiscent of Soviet discussions in the 1920s, during which Bukharin and Preobrazhensky, for instance, advocated different views on the issue of economic growth, the relationship between agriculture and industry, etc.

35. Of course, unlike in classical Marxism, under Mao, the CCP’s class theory exhibited specific “folkloric” features, where, for example, the industrial working class became one of a group of allies of the “people,” and the peasantry was granted revolutionary character. Also, sections of the bourgeoisie focused on “national development” were seen to have broken away from the “bureaucratic capitalists” during the initial phase of the PRC because the latter were in alliance with the imperialist powers.

36. Another conflict-ridden legacy of the “ten lost years” of the Cultural Revolution was that the urban masses, who, as part of the final throes of the Down to the Countryside Movement (xiafeng) (the forced displacement of around fifteen million—mainly young—city dwellers to the countryside to work in agriculture), returned to urban areas.

37. To a certain extent, in the provinces, some reforms were already implemented earlier: “For instance, in the late 1970s, Wan Li, then provincial leader of Anhui, initiated rural reforms without clear central policy guidance” (Xie 1993, 316). This change of course was also accelerated by a severe drought in 1978.

38. Subsequently, in countries such as Egypt, Poland, and Yugoslavia, in various Latin American countries from the mid-1970s onward, in India since the 1980s, and in the former Soviet Bloc and parts of Africa in the 1990s, controversial restructuring processes took place.

39. Castoriadis, for instance, describes real socialist states as “bureaucratic” forms of capitalism because, similar to Western forms of capitalism, they entail the unlimited expansion of control over nature and society as well as the boundless and excessive development of forces of production using all available means (Castoriadis 1988; see also Haynes 2002). Completely counter to the aims of socialist transformation, the subjects of production were treated as objects. By forcibly abolishing the difference between the political apparatus of power and civil society, real socialist states were given a totalitarian structure.

40. In the 1950s, Chinese foreign trade was still on the increase. While foreign trade revenues from Western countries declined, a higher share was contributed by the real socialist states, particularly the USSR. As a consequence of the crisis of the Great Leap Forward, the early 1960s saw foreign trade contract (see Hagemann 1990). However, as a result of a new focus on Western industrialized countries and developmental states, foreign trade subsequently grew again. As early as 1965, over half of all Chinese imports (such as machines and equipment) came from OECD countries. Officially, under Mao, foreign suppliers were attempting to separate China from the world market using the double “airlock” system. The foreign trade monopoly of the central state was assigned another airlock at the level of the currency system: the exchange rate of the RMB was set by the state, and the currency was not convertible. To a certain extent, however, even prior to 1978, production surpluses that exceeded the plan targets were exported (oil and foodstuffs), and modern technologies were imported. Between 1970 and 1980, China’s export volume increased eightfold (NBS 1983, 420). In actual fact, rising trade volumes and the import of (first primarily American and then Japanese) technologies provided an incentive for economic reforms from the early 1970s onward (Selden 1993, 34–35). At the same time, even before the creation of the first Special Economic Zones (SEZs) in the early 1980s, a number of companies founded by overseas Chinese nationals invested in the mainland (H. Yeung 2004, 123).

41. In contrast to India or certain Latin American countries, China’s land reforms had a greater impact. In addition, compared to China, India’s planners somewhat underestimated “the productive role of better health, nutrition, and education and hence underspent on them” (Perry 2007, 4; see also Manor 2009; Kay 2002). Further, the Indian government had more limited capacity to discipline companies in the name of national capitalist development or to prioritize the nation’s development above business interests (Chibber 2003).

42. However, for the most part, the following section does not take into account the normative tensions between Maoist dogmas and the increasing need for a distinctive new perception of social governance.

43. After 1978, a new “main contradiction” was described by the government: the contradiction between the country’s material or cultural needs and the backwardness of production (von Senger 2009, 10). The objective was to solve this by the one hundredth anniversary of the founding of the People’s Republic of China in 2049.

44. It is interesting to note that it was not always the successful innovations from the coastal provinces that, over the course of time, were promoted as the norm in other provinces. With regard to the professionalization of the administrative units, in the mid-1980s, the rural province of Sichuan proved to be a trendsetter, for instance (Spence 1995, 817).

45. Shirk (1993) attributes the greater significance of the provinces to their gain in power in the Central Committee of the CCP and the state apparatus as a whole. This explains why attempts to recentralize the fiscal system in 1987–88 and from 1989 to 1990 failed, for instance. However, this politics-centered hypothesis has been called into question because of the success of later decentralization measures (D. Yang and Su 2000).

46. The rights of land use, which were assigned by the village leaders, for instance, were (and still are) the subject of intense conflict. The lion’s share of rural land is still formally collectively owned to this day.

47. Unger points out that the most significant productivity gains were recorded before comprehensive decollectivization took place—in a brief interim phase from 1978, during which the production teams had substantially more leeway than previously to make their own (planting) decisions (Unger 2002, 224).

48. According to Yasheng Huang, from around the mid-1980s onward, the majority of TVEs could already be classified as private companies (Yasheng Huang 2008, xiv). Tsai writes: “Operating within the collective sector has offered de facto private entrepreneurs many advantages, including favorable tax treatment and preferential access to bank credit…. Estimates on privately owned collective enterprises range from one third nationally to as high as 90 percent in some localities” (Tsai 2005, 1136).

49. At this juncture, it is important to reiterate that, before the first reforms in China, SOEs produced a lower share of economic output than in other countries with command economies (Wank 1999, 157).

50. The “management responsibility system” established as part of the 1988 enterprise reforms also aimed to reduce the influence of the company party committees (Saich 2004, 256). From an ideological perspective, the emergence of a new entrepreneurialism was accompanied by a rehabilitation of the role of the “national bourgeoisie” both before and after 1949, as well as a revival of the chambers of commerce (Holbig and Reichenbach 2005, 97).

51. For an analysis of the mass movement and the emergence of independent labor unions, see Selden (1993, 206–30). Under the extreme circumstances of the protest movement in 1989, even the official labor union organization, the ACFTU, was initially forced to support the movement and threaten strike action. Over the course of the campaign, the ACFTU adopted more of a mediatory role again (A. Chan 1993, 56–57). Attempts to create independent labor unions (most notably the Beijing Autonomous Workers’ Federation) were ultimately crushed to avert the risk of a development similar to Solidarność in Poland.

52. In the meantime, the government continued with the reforms, in Guangdong, for instance. Within the party, the transformation (particularly of the industrial sector) was evidently controversial, even before 1989. In the 1980s, under the leadership of party veteran Chen Yun, notions were propagated of a modernized command economy that more strictly limited the market.

53. Until 2003, the plan or rather the number of goods distributed by the state bureaucracy significantly limited the role played by market allocation (O’Hara 2006, 402).

54. From the mid-1990s, the “collective” sector also experienced a wave of privatization (H. Li and Rozelle 2003).

55. Although the central government prohibited internal protectionism in 1993 (Shaomin Li, Li, and Zhang 2000, 284), the intense rivalry between the provinces, particularly between the poor regions of China’s interior and the wealthier coastal regions, led to over one thousand disputes over the territorial (provincial) borders in 1996 (Saich 2004, 163).

56. Here, we should draw attention to the distinction between “federalism” and “decentralization” that is made in a different context by Ehlert, Hennl, and Kaiser (2007): while the former term comprises clearly defined decision-making powers, the latter refers to the broad scope for implementation of the subnational authorities. Strictly speaking, in the case of China, it therefore makes more sense to replace the term “federalism” with “decentralization.”

57. In this process, development of the telecommunications sector was unparalleled. In 1989, only one in one hundred Chinese inhabitants owned a telephone. From 1993, the Ministry of Posts and Communications established the companies China Telecom, China Mobile, and China Netcom. These three businesses were supplemented by another publicly listed company, China Unicom. Together, these companies, all operating under state (competition) control—with SASAC moderating the competition between them—almost entirely dominated the market in China in the 2000s (Ernst and Naughton 2007, 43–44).

58. As Duckett illustrates using the example of the traditional industrial metropolis of Tianjin, government actors set up companies in a wide variety of sectors, even in cities that could not really be classified as particularly reformist during the early 1990s: “These differed enormously in their size and in their spheres of economic activity, ranging from small trading companies or restaurants with only a handful of employees, to large department stores and real estate development companies…. Sometimes the businesses were related to the administrative work of the parent department, but many conducted unrelated business. For example, public property departments tended to establish real estate development companies—often more than one—but some had also set up trade companies and one had opened a large department store…. The profits generated by the businesses are shared with the parent department and are used to pay officials’ bonuses, supplement administrative expenses, and carry out departments’ official work” (Duckett 2001, 26).

59. In addition to the factors already mentioned, another circumstance contributed to improving entrepreneurial dynamism: during restructuring, companies were exempt from stringent “social obligations.”

60. Anita Chan explains that, because of public land ownership, in the Pearl River delta, there was a particular incentive for local governments to lease land, at a profit, to (often foreign) companies. In Vietnam however, “where land had not been widely collectivized, … [local] governments, though they have an interest in attracting foreign investment, do not have a direct stake in renting out land and factory buildings to foreign companies” (A. Chan 2011, 41).

61. As mentioned above, the hard budget constraints local territories were subject to are reflected in the economic downturn between 1988 and 1990, when a large number of TVEs declared bankruptcy.

62. In the early 1980s, this was assisted by a public reappraisal of the Cultural Revolution carried out by the party, which was in stark contrast to the inadequate manner in which the Stalin era was addressed in the USSR: “De-Stalinization in Russia was the sensational but surreptitious act of a single leader, Khrushchev, who stunned the 20th Congress of his party with a speech denouncing the crimes of Stalin about which he had consulted no-one…. This rambling address was never officially published; nor was it followed by any more substantial documentation or analysis from the leadership of that time or later, until the days of perestroika. Deng and his colleagues proceeded very differently. Some 4,000 Party officials and historians were involved in a retrospect of the Cultural Revolution, out of whose discussions a drafting group of 20–40 distilled a 35,000 word balance-sheet under Deng’s supervision, formally adopted as a resolution by the Central Committee of the CCP in June 1981. While certainly no complete accounting of the Cultural Revolution … it offered a reasoned explanation of it, beyond the misdeeds of one man: the peculiar traditions of a party whose road to power had inured it to harsh class struggle, as if this were a permanent task; the distorting effect of conflict with the USSR, fanning fears of revisionism within; and last but not least, ‘the evil ideological and political influence of centuries of feudal autocracy’” (Anderson 2010b, 82; see also Breslin 2007b, 42).

63. China research distinguishes between various generations, each of whom attempted to guarantee the stability of the regime. The generations of leaders up until that point were characterized by an extensive homogeneity in terms of their social and professional background: this applied to the cohorts of the first and second generation who were from a farming and/or military background and then joined the professional revolutionaries as well as to the elites from the third and fourth generations, primarily from engineering professions, who climbed to positions in the bureaucracy. The fifth generation, which is establishing itself in the centers of power in the 2010s, seems to be somewhat less homogenous. The cohorts ascending to leading government positions include scientists, lawyers, entrepreneurs, and academics who were also frequently educated abroad. This obviously does not necessarily signify the end of technocratic domination as implied by various authors (C. Li 2009, 17)—, although new leaders expressed greater interest in constitutional reforms (Lam 2006, 285–89).

64. In the debates that followed up until 2001, the refusal to actively integrate into the process of globalization was considered to be an additional reason for the collapse of the Eastern Bloc. Globalization had now come to be perceived as beneficial to “socialist development.” At the same time, the liberal policy of “big bang reforms” prevalent in Russia after 1991 was effectively contrasted with China’s policy of incremental reform (Wilson 2007b, 280).

65. Many of the taxes and duties introduced during fiscal recentralization (land use tax, building tax, and duties on key projects, for instance) were imposed on state-owned enterprises at subnational level, while private or foreign companies were taxed far less heavily, and, in this respect, therefore had a competitive edge. Another financial burden that was borne by the SOEs was the continuation of a modified version of the company system of social security.

66. The most important authority in this process was China’s central executive governmental body, the State Council of the People’s Republic of China, which was appointed by the National People’s Congress (NPC).

67. From the 1980s, defense companies were given the opportunity to focus on civilian markets, and officers from the People’s Liberation Army (PLA) were permitted to take up management positions in companies. This helped promote close-knit networks of former military leaders, members of the state apparatus, family clans, and sometimes even foreign companies (Saich 2004, 152–53).

68. At the same time, between 1997 and 2000, the restructuring trend in the corporate sector accelerated at local level: “Guangdong had 35,899 enterprises (jingji shiti) operated by or under the direct supervision (zhiguan) of party and government agencies. … Of these enterprises or economic entities, 2,510 were transferred (yijiao), 4,356 were closed (chexiao), 17,723 had their administrative ties (xingzheng lishu) removed, and 8,828 ceased their affiliation with party or government agencies. The 20,293 firms that either were transferred or had their administrative ties cut were reorganized into about 200 asset management or fiduciary operating companies subject to government oversight and regulation” (D. Yang 2004, 143–44).

69. During the first phase of reform, the Ministry of Foreign Economic Relations and Trade (MOFERT) was created by merging existing authorities. The plan was that, from 1982, the ministry would provide more efficient administration of foreign trade relations. MOFERT embodied an amalgam of different traditions within the CCP (Chin 2007, 158–64). However, China’s clearly emerging move toward exports evident from the mid-1980s secured a compromise within the bureaucracy that initiated a process of institutional conversion. Previous guiding principles of Maoism were eroded and replaced by new economic policies. Within MOFERT, this process took the form of a shift away from strict controls to one of preferential treatment for international economic activities by regulatory means. Because MOFERT now occupied a key position within the government hierarchy (as well as having the backing of the even more powerful State Planning Commission and Ministry of Finance), it (or rather its successor, MOFTEC, renamed in the 1990s) was able to play the role of an intragovernmental avant-garde of modernization.

70. Officially, China’s one-party system is described as multiparty cooperation under the leadership of the CCP and is contrasted with the Western “two-party or multi-party system” as an expression of diverging “civilizational traditions.” Multiparty cooperation refers to a total of eight Democratic Parties (DPs) representing the interests of specific sections of the population and social classes. Members of these parties sit on the People’s Congress committees at various levels. Institutionalized cooperation takes place in the context of the country’s political advisory body, the Chinese People’s Political Consultative Conference, and its regional committees that extend all the way down to the county level (Kroymann 2009, 20). There are close links with the CCP. The party also controls the DP through the allocation of financial resources. Since the 1990s, the DPs have been upgraded, with thousands of government positions being filled by their members, particularly at the local level. However, in 1998, the opposition China Democracy Party was banned. This party had been established in 1989 by participants in the protest movement, among others (Saich 2004, 184).

71. As early as the 1980s, during Zhao Ziyang’s term of office, there was evidence of a very successful practice of consultation. Major proposed reforms were discussed in small working groups with representatives of ministries and commissions and modified where necessary in an attempt to reach consensus (Shirk 1989, 350–54).

72. In actual fact, less than half of the roughly forty million individuals officially designated as cadre (ganbu) who work for the public service, companies, the military, or the party itself and whose status entitles them to certain privileges (increasing with rank; here, there is a distinction between leading and nonleading cadres) are members of the CCP (Brodsgaard 2004, 72–73). The share of female cadres is 35 percent, but this figure decreases significantly, the higher the rank.

73. The constitution is at the top of the hierarchy of norms, followed by the laws, orders issued by the State Council, local regulations, and, at the lowest level, local statutes. The decentralization of the nation also resulted in a decentralization of the enactment of norms: on average, 80 percent of norms are enacted at the local level; the laws, in the narrow sense of the word, represent only a small proportion of codified provisions (Kroymann 2009, 22).

74. Consequently, judges are not elected for life, but their appointment is linked to the term of office of the relevant People’s Congress. Moreover, judges can be dismissed at any time.

75. It is important to remember here that the notion of an independent legal system in Western industrialized liberal democratic societies did not always correspond to reality and should rather be understood as the (potential) result of a long battle. Before Germany’s Civil Code came into force in 1900, in other words, many years after capitalist imperatives took effect in the German Reich, legal fragmentation and, in part, late feudal norms (in the Prussian Land Law, for instance) prevailed. Additionally, in the reality of capitalist-driven societies, the autonomy of the law was frequently only relatively independent from broader societal developments. In exceptional cases, the primacy of politics even predominated in capitalist societies—during wartime or phases of authoritarian rule, for instance.

76. Similar to the Chinese enclosure movement, the capitalist development in England or North America progressed in the form of a leasehold (i.e., not originally in a strictly privately owned form). China’s speculation booms that were connected with land leasing (and the property trade) also had historical precedents (see Polanyi 2001). Although small farmers in China were allowed to retain a plot of land for themselves during the further course of the reforms, studies confirm that segments of the rural population felt enclosed because their living conditions in the countryside deteriorated compared to those of city dwellers and the area of land that could be farmed decreased (Pun and Lu 2010).

77. This calculation largely disregards informal and nonstandard sources of financing, however.

78. This process also reflected an intrastate power struggle between the Ministry of Finance and the PBOC because the CIC was founded under the auspices of the Ministry of Finance (see Anderlini 2008). Previously Huijin had been under the control of the central bank.

79. Between 2001 and 2007, market capitalization (excluding Hong Kong) was an average of 64 percent of GDP, which was slightly higher than the emerging market average but substantially lower than the average across the large OECD economies (Allen et al. 2012, 7; see also Hansakul 2007).

80. In the 2000s, Huijin and the Ministry of Finance held the largest (equity) shares in the most important government-owned banks (ICBC, CCB, and BOC, for instance). Further, a number of other state actors have shareholdings in banks, such as the National Council of the Social Security Fund and numerous SOEs—particularly in the regional and local banks (Pistor 2012, 42).

81. Naughton elucidates: “In most control-based systems, banks are privately owned, traditionally independent, powerful actors who vigorously enforce their interests…. In China, however, banks have very few ways to enforce their interests…. Banks are not allowed to own stock directly. Most important, because of their long tradition of passively accommodating government lending policies, banks have neither the capability nor a clear mandate to aggressively monitor enterprise performance. In China, although the pattern of financing reveals the importance of banks, the system of corporate governance has no corresponding role for bank oversight” (Naughton 2007, 320; see also Conle 2011, 27).

82. At the same time, to a certain extent, the danwei units also prepared the ground for a gradual transition to market-led forms of employment and ways of life (see Heberer 2008, 97). The egocentricity of many danwei units, where the individual units were primarily intended to take the interests of their members into account, were, to a certain extent, in competition with other “collectives,” which, in turn, facilitated the emergence of new systems of competition.

83. The proposition that, in East Asian countries such as China, labor and social policy “were not priorities for the political process” (Schwinn 2009, 462, my translation) owing to values that contradicted those in predominantly Christian Europe, must therefore also be relativized in the same way as the assumption of a historical “acquiescence” of the people (Hartmann 2006, 194–95).

84. On the development of rural areas, see Bernstein 1999; Unger 2002.

85. On the whole, the importance of the danwei significantly declined in the 2000s. However, the lives of workers in the state enterprise sector (in the steel, chemical, and shipbuilding industries, for example) were still frequently bound to the danwei. Here, the danwei continued to be “the basic unit that governs their working and private lives” (Heberer 2008, 95, my translation).

86. The Chinese government also cites a comparatively high life expectancy, which increases slightly over the reform process (70.9 years in 2002). The adult literacy rate is under 10 percent. The values vary from region to region, however.

87. In 2003, 96 percent of the rural population still had no health insurance. Hundreds of millions of people continued to rely on older forms of health care provided on a familial or voluntary basis.

88. Chinese statistics include education spending here. Compared to other large emerging nations, the coverage rate of China’s welfare state was positioned somewhere between countries such as Brazil or South Africa (which have higher coverage rates) and India or Indonesia with their lower coverage rates (Frazier 2011).

89. Incidentally, the contribution made by this dichotomy is just as limited as that made by the assumption of perfect competition in the neoclassical theories because soft budget constraints can also be found in “liberal” forms of capitalism.

90. Further, China’s catch-up growth was also able to benefit from the fact that the use of tried-and-tested technologies and business models meant that launching innovations incurred only marginal costs.

91. In fact, the first “Free Production Zone” of Taiwan in 1965 was a blueprint for the Special Economic Zones.

92. The Shenzhen Special Economic Zone, which marks the present city center of Shenzhen, was separated from the surrounding area up until the 1990s. Both the tariff walls and the border controls have since been abolished.

93. Various special regulations applied in the SEZs.

94. The Chinese policy of opening up was, however, at the cost of other developing and newly industrialized countries. Only a few economies in the South were able to attract (the limited) FDI on a large scale from the 1990s and, at the same time, become an export platform. Mexico, for instance, was forced out of the clothing market owing to competition from China. African developing and even South Asian newly industrialized countries lost market shares to the PRC (Cho 2005, 150–51; IMF 2004, 82, 87; see also Gereffi 2009).

95. The Chinese minority communities in Southeast Asian countries arose through migration, partly occurring centuries ago and in waves, in particular from the southern Chinese provinces of Guangdong and Fujian (see Hsing 1998; Meyer-Clement and Schubert 2004; H. Yeung and Olds 2000; H. Yeung 2006). The business networks of overseas Chinese were traditionally characterized by an ascendancy of family-based forms of production, which were professionalized from the 1980s onward under increased competitive pressure (H. Yeung 2004, 80). For the purposes of business expansion on the mainland, they strategically drew on their “Chinese” identity (H. Yeung 2006). One characteristic feature of “ethnic Chinese capitalism” frequently referred to is its “network-like structure” because it largely operated without recourse to state support and formalized contracts and was based on old trade networks (see Redding 1990; H. Yeung 2004).

96. As confirmed by analyses of archive materials, for instance, the People’s Bank of China had already begun to establish close economic ties in the city-state back in the 1950s in order to organize currency exchange trading (against the background of international economic blockades) (Tobin 2011). Even during the period of the Cultural Revolution, this bridge to the global market was maintained: “During the Cultural Revolution …, it formed a focal point for communist demonstrators in Hong Kong with loud speakers and pro-Mao banners draped from its building in 1967. But this outward show of loyalty to even the most radical of Maoist anti-imperialist and anti-capitalist campaigns concealed the reality of the pragmatic policies which the Beijing leadership expected from this bank whatever the ideological climate on the Mainland” (Tobin 2011, 702).

97. Taiwanese companies frequently have authority over their mainland Chinese partners because they control the industrial or product design of electronic goods, for instance.

98. Authors who use the “pull factor” of low labor costs in particular as an explanation for the increase in FDI (Lardy 2002, 61) are therefore ignoring a significant “push factor” for the (frequently high-risk) investment.

Chapter 3

1. For a long time, this also included fake FIEs, i.e., companies on the mainland that were actually financed through investment from China itself, with the aim of acquiring tax breaks as well as privileged access to land and credit.

2. Limited liability companies employed around twenty-four million people in 2009.

3. Moreover, SOEs also have diverse obligations that makes it impossible to draw a comparison in terms of profitability between private and state-owned enterprises. For instance, for a long time, SOEs had to pay higher income tax and make a larger financial contribution to the social security of their employees than collectively owned enterprises (COEs), privately owned enterprises (POEs), or foreign-invested enterprises (FIEs).

4. Even after the radical wave of restructuring, it is relatively lucrative to work for certain SOEs.

5. In the south of the province of Jiangsu (for an account of the Sunan model, see Huang 2008, 262–64) a dynamic private sector evolved as a result of the privatization of state and collective enterprises, however.

6. One of the electronics companies under the control of the SASAC, China Electronics Technology Corp, originated from the military-industrial complex. It is also no secret that second-tier companies, such as Huawei, maintain close connections with the military.

7. This is why over 40 percent of employees at companies such as Huawei or ZTE are relatively well-paid and well-qualified research staff, and not primarily migrant workers, who are mostly employed by the little-known contract manufacturers.

8. There have also already been tensions with government authorities. In fall 2010, a conflict arose between the NDRC and the employers’ association CAAM (China Association of Automobile Manufacturers) over the issue of overcapacity in the automobile industry. The NDRC had previously voiced the possibility of the state reducing automobile production. CAAM argued that overcapacity did not represent a serious problem, however. The association even referred to the procompetitive effects of overcapacity.

9. In joint ventures, for example in the chemical industry, the Chinese frequently have more say when it comes to important personnel and economic policy decisions, however.

10. CEOs with positions in the extended Central Committee of the CCP were not only from state-owned enterprises. They also included, for example, Zhang Ruimin, CEO of Haier, one of China’s large model companies, officially run as a listed collective enterprise, and also the CEOs of other flagship companies such as TCL.

11. The CEO of one of the model companies, Haier, Zhang Ruimin, gave a blunt response to a question regarding possible conflict between company party policy and business interests: “I appointed myself party secretary of Haier. So I can’t have any conflicts with myself, can I?” (quoted in McGregor 2010, 194).

12. Compared to the previous Seventeenth National Party Congress, seven more delegates with a background in private business have been added. This development, however, is offset by an increase in the general plenum of fifty delegates.

13. Within the party, two motives for attempting to co-opt companies were determined: first, cooperative relationships with the groups responsible for economic growth are in the interests of the political class. This is particularly relevant for party officials in the lower-level regional authorities because their career paths are directly linked to high growth rates. Second, to a certain extent, it is necessary to prevent organized opposition forces from emerging. Further, companies with a “red” executive board are more likely to have company party organizations.

14. Here, cultural traditions continued to have an effect in quite a specific way: “The traditional concept of property in China never supported the absolute property rights familiar in the Western world…. Individual property was conceived as a relational category in two senses: First, property belongs to the family, such that the individual owner is only a temporary caretaker who is obliged to increase its value for the coming generations, and second, individual property was perceived as being embedded into a web of social relations in the village, which was a major obstacle to the emergence of land markets in China. Instead, a complex system of tradable and embedded lease-rights emerged” (Herrmann-Pillath 2009, 124).

15. Naughton sums up as follows: “Communist Party leaders have been given a stake in the marketization process, and became reasonably confident that marketization would benefit themselves and their families. If one imagines the Chinese reform process as a Coasian bargain between growth-oriented reformers and vested interest groups, one can capture almost all of the key dynamics” (Naughton 2009, 14).

16. For a description of the pitfalls of official Chinese statistics, see Naughton (2007, 140–42). Naughton assumes that these statistics overestimate GDP growth by around 1 to 2 percent. Because local officials may be promoted if they fulfill plan targets, local statistics are frequently adjusted upward. At the same time, there is also a substantial share of “gray” and “black” markets, which would increase real GDP growth by another few percentage points if they were factored in. Moreover, companies regularly falsify their balance sheets to reduce their tax burden.

17. Another effect of the tendency toward overinvestment was the emergence of speculative bubbles in the acquisition of financial assets, in the real estate sector, for instance. In the wake of the major government stimulus programs, local governments increasingly used land as collateral for loans and as a source of income. This land-induced financialization (Sum 2011) increased the reliance of state and private actors on real estate development. This process was accompanied by rising real estate prices and a property bubble. A real estate coalition comprising local governments, government-owned banks, companies, and foreign investors had been established (Sum 2011, 201–7).

18. Global production networks and foreign enterprises are still dominant in high-tech export sectors. The share accounted for by the processing trade, i.e., the combination and processing of imported intermediate products for export, has declined since the global financial crisis but remains high by international standards.

19. Hong Kong is the business location of around one thousand subsidiaries and regional headquarters of international corporations whose investment partially flows to China via Hong Kong.

20. As Gerschenkron has already pointed out, this aspect of combined development (“borrowed technology”) also applied to earlier cases of catch-up development. How effective these practices actually prove to be, however, also depends on indigenous innovative capacity: “In every instance of industrialization, imitation of the evolution in advanced countries appears in combination with different, indigenously determined elements” (Gerschenkron 1966, 26).

21. This practice is regularly criticized by foreign organizations (see EUCCC 2010). In some instances, foreign companies respond to these demands by deliberately providing false information about the construction of technical equipment, for instance.

22. Also in other sectors, links with the domestic market enabled Chinese firms to curb the superior strength of Western companies. One example is the cell phone industry in China, where local providers such as Xiaomi, Oppo, or Vivo now dominate the market.

23. Roughly speaking, the distinction is largely based on the following conditions: importance for national development strategy, high technology and knowledge intensity, high degree of vertical integration, low environmental impact, and high resource and energy efficiency.

24. Prevailing popular discourse views future generations as “human capital”: children are seen contributing to an accumulation strategy for the family’s economic future. The key question is therefore: “How many points did my child get on his or her test?” This particularly applies to the senior high school entrance examination (zhongkao) after ninth grade (until then access to schooling is generally unrestricted) and then later to the university entrance examination (gaokao). In the event that the child “fails,” the prevailing discourse stigmatizes the “bad” child as well as the “bad” parents.

25. If we calculate the research and development spending in the centers of Chinese capitalism, particularly in the Yangtze River delta, R&D expenditures approach those of the United States, Germany, or Japan. Another indicator of China’s innovation capacity is cross border knowledge acquisition by Chinese experts who spend a number of years working and conducting research in places like Taiwan or Silicon Valley and then later apply their expertise in mainland China. This is very difficult to measure owing to its transnational character, however.

26. Additionally, there was no synchronicity between implementing Five Year Plans (1996, 2001, 2006, 2011, and 2016) and changes of government (1998, 2003, 2008, and 2012–13). Consequently, governments remained bound to previous plan targets, which serves to ensure continuity.

27. There is a risk of these practices being prematurely recognized as policy instruments that can be transferred to other countries, because they make the protracted process of creating legislation “superfluous.” The nondemocratic character of this form of policy making and the widespread feedback loops affecting the process of national implementation are testament to the problems of this governance technique, however.

28. Nongovernmental organizations (NGOs) include groups with apolitical objectives or those that do not call the party leadership into question, for instance, consumer rights groups, health organizations, or establishments for children and the disabled. Here, environmental organizations have been the fastest growing in recent years. Unlike the opposition NGOs in the Eastern Bloc, in China, these organizations generally tend to have a loose association with the party-state and are therefore referred to as government-organized NGOs or GONGOs (Béja 2006, 64; Saich 2004, 191).

29. Even classical Maoism had features of Confucianism, in the elements of voluntarism and socialist education it contained, for instance (Anderson 2010b, 69).

30. At the same time, new ethics of consumerism were already created many years ago.

31. China’s government (as well as Singapore’s, for instance) has already frequently used the argument of “a divergent cultural tradition” to justify its authoritarian rule. Against this backdrop, Dirlik argues that the discourse about “Chinese” culture and “Chineseness” is contributing to the production of a new identity. This results in class or gender differences being concealed within one and the same “culture” (Dirlik 1997, 308, 316).

32. In contrast to Western perceptions, “leftist” positions within the Chinese system of ideas are generally characterized by doctrinaire Maoist values and emphatic support of the party’s monopoly on power. The new left effectively argues against the “illusions of the market” and the imminent takeover of society by “neoliberal” patterns of behavior.

33. On the importance of rudimentary forms of democratic participation in the urban neighborhoods (shequ) and of village elections, see Heberer (2008, 119–33).

34. The fact that major corporations frequently do not adequately comply with general legal obligations has recently been illustrated by Longmay Mining, based in and owned by the province of Heilongjiang. This SOE has become infamous for missing payments of wages and social security premiums. In early 2016, several days of protests of thousands of angry workers attracted the attention of the Chinese and international media. The company had previously been heralded as a successful case of corporate restructuring in industries plagued by severe overcapacity, low profits, and escalating debts. Workers reportedly chanted “We must live, we must eat” and “Lu Hao lies with his eyes wide open” (referring to the provincial governor, who had claimed the company had met all its obligations) (Buckley 2016). Because events at the mine coincided with a session of the National People’s Congress (where Lu is a delegate), investigation was swift. The governor was forced to admit that he had made an error and promised quick compensation for workers.

35. China has a progressive income tax, which is staggered between 5 percent (on a monthly income of up to five hundred RMB) and 45 percent (for incomes of over one hundred thousand RMB) (Kroymann 2009, 77–78). Although China is no tax haven, there are considerable opportunities for tax deduction and many exemptions for high-income residents.

36. Real economy refers to the industrial sector.

37. As the main providers of social benefits, the subprovincial regional authorities have already had to shoulder an enormous financial burden for some time now. Prefecture-level or county-level cities, for instance, are obliged to bear the cost of elements of social security such as health care. This forces local governments to foster a high capacity for suffering among the local population, which, in turn, is reflected in local governments’ poor popularity ratings in the polls—compared to a relatively high level of satisfaction with the central government.

38. To be able to determine the total number, we must also take into account migrant workers in those suburban regions that are effectively urban. These are frequently ignored in the statistics. According to these figures, there are around 270 million internal migrants working in China.

39. The following categorization does not correspond with the production regimes described in the first section of this chapter because this classification differentiates by employment relationships and working conditions rather than ownership structures (for an explanation of the term production regime in industrial sociology, see Burawoy 1985).

40. For the time being, the exceptions prove the rule in this field: in some cities in the coastal province of Zhejiang, for instance, there have been sectoral wage agreements (Friedman 2011, 91–111). However, here (in and around Wenzhou, for example), unlike other parts of the country, there are also more active employers’ associations.

41. This information was gleaned from discussions with Frederic Speidel.

42. This is not, however, tantamount to active membership or democratic codetermination. One of the reasons for the extremely high number of members is that, according to China’s Trade Union Law, workers in companies are classed as union members as soon as a company union exists.

43. The Communist Party of Vietnam granted the state-affiliated central labor union more autonomy than the CCP gave the ACFTU (C. Chan 2011; Clarke and Pringle 2009). In the event that collective bargaining were to fail, there is a right to strike, for instance.

44. The unions and their over five hundred thousand full-time employees are financed through a statutory employer’s contribution. This is supplemented by minimal employee contributions.

45. Indeed, in industrial sectors in certain coastal regions there is now a labor shortage. This is partly because not all migrant workers move to the coast but increasingly look for work in the cities in their home provinces. In absolute terms, therefore, the influx of cheap labor from rural areas has not yet petered out.

Conclusion

1. The importance normatively ascribed to government action varies substantially between different types of capitalism. Block recently provided evidence of this on the basis of a “hidden developmental state” in the United States (Block 2008). In reality, the dominant role of “market fundamentalism” in the United States is counteracted by development policies that make it seem plausible to speak of a “hidden developmental network state,” which, particularly on subnational levels, contributes to the advancement of new technologies (Block 2008, 171–74, 188–93). In the PRC, in contrast, the state’s management and regulatory function is deliberately not “hidden” but in fact flaunted.

2. I have described the financial system separately in Chapters 1 and 2 as one of the five key dimensions of capitalist systems. Similar to Chapter 3, the following sections integrate aspects of the financial system, particularly in the field of corporate relations and the state.

3. We should also refrain from regarding other contemporary state-permeated capitalisms simply as reincarnations of a command economy (Nölke et al. 2015; Kurlantzick 2016).

4. In general, the bigger the company, the more interested the state tends to be in close cooperation with it, even if it is a private enterprise.

5. The contribution made by this dichotomy is just as limited as that made by the assumption of perfect competition in neoclassical theories because soft budget constraints can also be found in “liberal” forms of capitalism. This was recently confirmed by the problem of banks being “too big to fail.” Firms were saved from insolvency because state authorities ascribed them “systemic” relevance.

6. The risky establishment of private property, introduced through processes of institutional layering, is in line with a vested interest of the bureaucracy, which should also be taken into consideration in our analysis: It has “to do with the material interests of this… bureaucracy. If there is any continuity between Mao’s China and Deng’s/post-Deng’s China, it is less the continuity of a socialist tradition’ but more the privileges of the bureaucracy as represented by the CCP: what ism’ it believes is always of secondary importance; what is paramount is its monopoly of political power. And as time went by the party became more and more conscious of the fact that without the introduction of the right to private property there was always the risk that its monopoly on political power to distribute social surplus would not pass down to its children” (Au 2009).

7. The global consequences of these developments can be summarized as follows: against a backdrop of investment slowdown and capital overaccumulation in the West, companies in developed economies have paradoxically created powerful new competitors while attempting to profit from Chinese economic growth. The result is a restructuring of competitive relationships in international markets, because Chinese companies have now become major international investors themselves. These global economic changes also foster unintended geopolitical shifts (ten Brink 2014a).

8. Thus, using the basis developed here, to give just one example, determinants of wage development and interactions between labor and monetary policy could be systematically examined. Such studies might benefit from the fact that my analysis demonstrated that the labor unions in China (unlike in OECD countries) cannot necessarily be understood as representing workers’ interests and also that monetary policy has achieved far less independence in China’s state-dominated financial system than is the case in other economies. Additionally, comparative studies with institutional regimes in other large emerging countries might also prove invaluable (Nölke et al. 2015).

9. Assumptions such as the theory of property rights in New Institutional Economics, according to which the key institutional prerequisite of capitalist dynamics is the guarantee of private property rights through a liberal state or an impartial legal system, hence require modification in the case of China.

10. Nevertheless, the example of China reminds us that capitalism has existed at least as long without representative democracy as with it (for instance, in Europe in the late nineteenth century, and in the first half of the twentieth century).
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