China: History, Culture and Political Economy

-Since 1978 direct investment has been encouraged and economic reforms have been frequent but not successful.

-China has pop of 1.2 billion and can’t be ignored.

-Econ reforms have let companies start operations in China and have recently resulted in growth.

Historical Background

Pre-Republican

-Organized rural society in region for 10,000 years, political control was by kingdom

-Chinese philosophy: Daoism, Confucianism, and Legalism

-Qin Kingdom was first existence as a unified nation

-Established bureaucracy based on Confucian principles

-Standardized currency, weights, writing, and consolidated walls

Beuracracy in Imperial China

-Tang Dynasty (206-907 A.D)

-All based on family wealth power and prestige

Foreign Relations

-China faced military threat throughout history.

-Ming Dynasty (1368-1644) construct the Great Wall of China to ward of northern barbarians.  However could not stop Manchurian invasion that resulted in the Qing dynasty (1644-1911).  In 15th  century Chinese leaders started to view foreign trade with contempt-started xenophobic policies.  Opium War ended 1842 China had to make reparations to England, including Hong Kong

Collapse of Imperial China

-1905 tried to modernize and copy several Western-style govt, military and a new rail network

The Republican Era

-Republic founded 1911

-Yuan was ruler but lacked authority over local govt. 

-1925 Chiang Kaishek was new leader-launched military offensive, brought most of China under rule

-Still had limited resources and small support base

-1921-Chinese Communist Party formed By 1933 much larger with rural backing

-1934 CCP had over 100,000 began famous “Long March”

War and Civil War

-1937-Japan raided 

-Mao able to consolidate leadership-began to institute land reform to get peasant support and increase troops

-1946-1949 civil war, communists win

The Communist Era

-Still had to establish a state with control over whole area

-Continued land reform

-Sought to control all commerce-govt took control of a lot of businesses

-Five Year Plan-collectivization of agriculture, peasant housing into co-ops

-More and more state takeover of enterprise-everyone assigned jobs

-Still trouble-poverty and famine

-Communes failed-govt legalized private plots and people grew for themselves

The Reform Era

-1976 Death of Mao-enter Deng Xiaoping

-China began to express some bitterness towards communism

-Deng emphasized control and consolidated power

-Reforms-Four Modernizations-agriculture, industry defense, and science and technology

-Lifted some import and investment restrictions

-Gave some enterprises some use of their profits

1983-1985

-govt started a Household Responsibility System where agriculture prices could float above market levels

-More people made accountable for performance and given share in profits

1986

-retrenchment-restrictions on imports and investments

-large scale social unrest-student demos, Tiananmen Square-crack army units crushed protests

-U.S. and WTO insisted that China adhere more closely to international norms

1990’s

-increasing autonomy of state-owned enterprise, reforms and convertible currency

-Needed to reform over 300,000 state owned had-had lots of debt, were inefficient

-Crisis in banking-loans had been given by connection, not qualification

Confucianism and Social Explanations

-2000 years of development led to Confucian umbrella-flexibility

-De-emphasizes religious aspects and gives priority to human condition

Individuals were to posses virtue and follow the rules

-Responsible for the preoccupation of Chinese philosophical thought: moral self cultivation

-Yang (1959) Self-cultivation sought a solution to social conflict from the self-sacrifice of the individual for the preservation of the group.

-The family is the ideal setting for moral self-cultivation

 5 relationships for social harmony:father/son, husband/wife, sibling/sibling, friend/friend and ruler/subject groupings

-Felt most people could only find perfection interfamily-so the process must be there.  -Leaders (elders) were given more respect

-Objectives of self cultivation-humanity(internal discipline, love of all human beings) and propriety (social relations)

-Appropriate behavior depends on the basis of social relationships, Different dependent on position

-It is a process of gradual inclusion.  Family, then nation, then world

-Universalism exists as an ideal, but there is favoritism within groups

-Also, Golden Rule-Do unto others as you would have them do to you.

Applications in Society, Politics and Business

Political Institutions:  hierarchy extends to political realm-households expected to defer to the state. 

-Helped justify authoritarian rule by a meritocratic elite.

-Ruler is moral exemplar-could use formal rules or coercion, but should set example (such as Clinton)

Firms and Bureaucracies: decision is achieved through consensus building.

-Leaders must demonstrate decision-making ability, treat subs fair and set a good example

-Subordinates need to recognize leader and subsume personal desires to attain goal

-Little emphasis on formal rules

-Guznxi-informal personal ties, form of reciprocity..individuals must concern themselves with acquitting it.

Business Relationships: Tendency to small, family owned businesses that operate in tight networks

-Businesses depend on Guanxi and are passed down through generations

-Relationship between business and gov has always been close, too close by our standards

-Guanxi mostly used for favors (i.e. bank loans)

The NonMarket Environment and the Four Is (Communist Period)

Issues

-Human rights complaints

-Use of prison labor, one child per family law

-Weak protection of intellectual and other property rights

-Corruption and smuggling

Interests are pluralistic-no interest group activity or collective action, but govt is sensitive to popular unrest

Institutions are dominated by the CCP and include strong bureaucracy and weak legislature.

Information is important because rule are not transparent and can be changed without due process

Closed political party in business and admin of laws

Intimate ties between CCP and state institutions

3 New Trends

1. Political power has bee devolved to local gov

2. Relationship between party and state has been weakened by restrictions on joint appointment in leadership of both bodies

3. Democratic procedures have become more important

Party Organization

-CCP claims to represent the Chinese working people and is the highest source of pol power 

-People’s Liberation Army is sworn to defend the party, not the state

-Decisions made by Democratic centralism-units set own policies as long as they don’t contradict a higher level.

National Party Congress-Meets every 5 years-rubber stamps decisions of delegated bodies

Central Committee-convenes twice annually, members elected by NPC.  Makes decisions by majority rule. Supervises propaganda and organization

Politburo-responsible for ongoing admin of party.  Meets regularly and makes decisions by majority rule.  Supervises branches of party organization.

Standing Committee of the Politburo-Responsible for day-to-day affairs

5 year Plans must be approved by NPC

State Institutions

The Legislative Branch-NPC is highest in the state, elects Premier ( who has limited authority)

-Non CCP members are 20%

-Representation is geographical and functional

-Large social interests have big proportion of reps.

-With increasing frequency has vetoed or forced rewriting of bills-public appreciates this

The Executive Branch-State Council:headed by Pres and serves as Cabinet

-100 people, meets every 2 weeks

-Presides over dozens of commissions

-Below commissions is provinces and ministries

The Judicial Branch

No independent judiciary-Supreme Court is reflection of CCP

No Judicial Review

Provincial and Local Governments
Mirror those at the National level

Business: State Owned Enterprises, International Trade and Investment

SOE-employs 100 million people 34% of industry output

Still more joint ventures with SOEs and urban collectives which resemble SOEs

Primary providers of social services

-In order to rush to develop industry planners set artificially low prices for inputs and high prices for outputs

-agriculture subsidized industry-became permanent entitlement to SOE-had no incentives

International Trade

-All trade approved through Ministry of Foreign Economic Relations and Trade

-1980-joined World Bank and IMF which gave it access to loans

-1980 MOFERT broken up to muni govts who were allowed to profit

-Trade policy and WTO is a large issue

-US is second largest trading partner-concern on Human rights

Joint Venture Policy

-1990s 4 zones that would take foreign direct investment

-Equity Joint Venture-companies that divide risk in proportion to cap contributions

-Foreign contributions allowed but CEO has to be Chinese

Contractual Joint Ventures-Divide risks by contract, more risky

Wholly foreign-owned enterprise-give them whole risk

Large firms have entered as they provide best protection from being forced to share tech

Continuing Issues

-Human Rights and Political Reform

Arbitrary torture, death penalty, etc

Persecution of religious minorities

Little tolerance for political dissidents and holds political prisoners

Condition of Chinese Women has deteriorated

-Piracy of Intellectual Property

Copies of CDs and Videos appear on sidewalks before release

Some cases it is legal (Prozac was out before Eli Lilly’s patent was protected)

-International Trade-opened markets to investment, but still closed to imports

Blocks China from WTO

-Commitment-policies change often

