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INITIAL REMARKS

Following a path similar to that of the US between the second half of the
nineteenth century (consolidating its territories) and the end of the World War II,
the robust and sustained economic growth and consequent increasing of influence
of the People’s Republic of China may the most important fact (in political and
economic terms) of the contemporary world.

Limiting the analysis to the years after the reforms (1978)!, the average an-
nual rate of GDP growth was nearly 10% per capita (in purchasing power parity
terms), increasing from US$ 250 in 1980 to US$ 9,040 in 2014. Since 2013, China
has had the largest volume of foreign trade, affecting the demand and structure of
almost all national economies. At the same time, China became a strong exporter
of FDI (growing from US$ 0,8 billion in 1990 to $ 140 billion in 20142). Inflows
of FDI also increased considerably, from US$ 1,4 billion in 1984 to US$ 119,6 bil-
lion in 2014. Returning to the issue of foreign trade, one can observe the greater
weight of its international influence, as well as of its export-led model combined
with traces of modern mercantilism. In 1978, exports and imports were aproxi-
mately US$ 9,75 billion and US$ 10,89 billion, respectively. In 2014, the corre-
sponding values reached US$ 2,34 trillion and US$ 1,96 trillion, respectively. The
accumulation of the largest foreign reserves in the world followed the same quan-
titative logic of foreign trade, jumping from US$ 1,6 billion in 1978 to US$ 3,84
trillion in 2014 (NBSC, 2015). In 2014, Forbes magazine included 43 Chinese
companies in the top 500 ranking and 20 state conglomerates in the top 250.

The maintenance of high investment rates and, consequently, the anticipated
increase in installed capacity combined with the constitution of a modern financial
system ensures the national conditions for the construction of “dams against unfavor-
able historical tides” (Kissinger, 2011, p. 446), as seen in the country’s response to
the first years of the global financial crisis with an infrastructure investments of ap-
proximately US$ 600 billion. Curiously enough, the extent to which the dynamics of
accumulation centered on investment, its weapon of against international crisis, was
reason for greater amplitude of the dynamics to the consequent urgency of the tran-

! Chinese developmentalism cannot be seen as a tendency introduced by the economic reforms of 1978.
Thus, it is more prudent to characterize the economic reforms as the internalization of an Asian type of
developmentalism replacing a historically determined growth model, which penalizes the field over the
city, thus avoiding the simple negation of the previous period, as sometimes occurs in analyses of
complex historical processes. It is important to note that between 1953 and 1978, China’s average
annual GDP growth was 6.6%, lower only than its Southeast Asian neighbors. This period laid the
foundation for the achievement of large hydraulic projects (Ertan), nuclear weapons capacity (1964),
artificial satellite launches (1971) and Beijing subway construction (1975) using exclusively Chinese
equipment. Ignacio Rangel in a unknown article written in 1952, noted (and then confirmed) a paradox
in China, as an agricultural country, but an exporter of manufactured goods. On this issue, see Rangel

(1952).

2 Latin America is a case that combines of structure and demand effects that the increased Chinese share
of its export and import tables. See: Medeiros and Cintra (2015).
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sition to a pattern centered on the mobilization of resources for consumption. This
ia a trace under the form of structural imbalance that interact with the internal envi-
ronment forming financial bubbles and resulting in high provincial debt — the har-
bingers of a financial crisis and expressions of a long internal process of transition.

China’s recent development include the history of large jumps, from one imbal-
anced state to another. With this assumption, the main aim of this paper is to
demonstrate that the emergence of a large private sector and the increased sophis-
tication and diversification of manufacturing activities required the reorganization
of the state and private sectors of the economy?. The state began to play a major
role in the economic, monetary and fiscal policy spheres in the context of foreign
trade, and especially in launch of new and higher forms of economic planning (Jab-
bour, 2012). In addition, it built a system for managing large and agile interventions
in the territory that were associated with the constant monitoring of investment
opportunities.

Following this introduction, this paper is divided into three sections. The second
section will discuss the political economy of reforms in order to characterize the pat-
tern of accumulation beginning with the economic reforms in 1978 and the role of
inner catch up and prior to the internalization of the model based on he combination
of export-led growth and high investment rates. In addition to the (re) construction
of the essential power pact and the progress of economic reforms expressed in the
subversion of the “Soviet Model” of industrialization in favor of agriculture and
farmers the towns, led to the consequent reordering of rural enterprises based on a
regional markets connection strategy and even Chinese international integration. The
third section analyzes the macrodynamics process of reforms using readback data to
show the shift in center of gravity during the 1990s, from industrialization pressured
by new consumer habits to the configuration of a centrum investor and exporter. In
the third section, we also address the transformation of economic development into
territorial development as an expression of a defined national strategy, beyond the
roles of the state and major national finance institutions in the process. In the conclu-
sion we summarize the important points of our analysis — and, of course outline shape
to the main challenges facing Chinese governance today.

THE PRIMARY IMPULSE

The launch of economic reforms in 1978 coincided with a series of events
whose meaning is expressed in a new international division of labor. The eco-

3 The perceived on the need for reorganization of activities between the state and the private sector
concomitantly with certain level of development of the country is very present in the works of Ignacio
Rangel with virtuous effects on elaborations of Bresser-Pereira on the topic. This dynamic reorganization
of activities works as an objective law of the development process to be observed under the risk of
dogmatization and the adoption of strict and ideologized ways of approaching. See Rangel (1981) and
Bresser-Pereira (1989).
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nomic and political losses of the USA (German and Japanese economic rise, mil-
itary defeat in Vietnam and a loss of influence in the Third World) allowed a
counter-offensive on an international scale. The perception of China’s backward-
ness nearby developed states, including Hong Kong and Taiwan* (two important
historical disputes post-1949), and even the emergence of a new technological
paradigm in its historical rival, Japan, were key to the achievement of the eco-
nomic reforms. Concerning the real existing socialism field, it is tempting to link
the decline of Fordism with the decline of USSR’s economic dynamism, as well
as that of its partners in the Council for Mutual Economic Assistance (CMEA),
some of whom entered at the phase b of the Long Cycle’ initiated in 1973 with
the political crises linked to the Mexican debt crisis in 1982, especially those of
Poland and Yugoslavia.

From the point of view of domestic policy the main factor in the modernization
was the restoration of the power pact established in 1949, but nearly dismantled
due to the logic of so-called socialist primitive accumulation and the radicalism of
non-market logic related to campaigns such as the Great Leap Forward (1956-
-1961) and the Cultural Revolution (1966-1976) °. In, correct, Deng Xiaoping’s
point of view the same forces (farmers) that led the Communist Party of China
(CPC) to power in 1949 would be the starting point of economic reforms focused,
in principle, on reestablishing an internal food supply system that would overcome
food production shortages, and guaranteeing minimum conditions for the emer-
gence of a large domestic market for the consumption of manufactured goods.
Policy, strategy and economy should combine — initially — to invert the logic of
rural-urban relations of the typical Soviet Model, which is unfavorable to agricul-
ture’. Classical patterns of social division of labor initially required a process —
characterized as liberalization without privatization.

By the logic of the great strategy and the political importance of rural areas,
the first goal of economic reforms was the implementation of the contract of re-
sponsibility between peasant families and the state, including the introduction of
production quotas to be delivered by families to the state, with permission to com-
mercialize any surplus®. Because of this policy, 1984 saw record production of cere-

4 In 1978, Taiwan had a per capita income 19.7 times greater than that seen in Mainland China
(Jabbour, 2006, p. 57), which made any political intent towards the reunification of the country
unsustainable.

5 We refer to Phase B of Kondratieff’s Long Business Cycle.

6 The power pact that led the CCP to power in 1949 included peasants and the vast majority of the
population in the main support base.

7 On the Soviet model of development/socialist primitive accumulation, see Domar (1972).

81t is not uncommon to associate the responsibility agreements established in China after the reforms
with accumulation mechanisms based on the short Russian experience with the New Economic Policy
(NEP), proposed by Lenin in 1921. Domenico Losurdo (2004, p. 57) classifies Chinese reforms as a
“great NEP”. In our view, the existence of unemployed resources is a prerequisite for development,
and in an agrarian society, agriculture itself is the source of unemployed resources whose full
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als — 407,3 million tons — an increase of 33.6% compared to the harvest in 1978
(Rong et al., 1992, p. 375). In this sense, the characterization of the early years of
economic reform in China, perhaps an example of “growing out of the plan’
(Naughton, 1996), is an expression of recomposition of the small commodity pro-
duction into a kind of laissez-faire peasant production, generating economic devel-
opment as a consequence of the expanding market economy. Expansion occurred

>

not only by replacing static and outdated forms of planning that were characteris-
tics of the agroindustrial complex of the communes established during the Mao
Tsetung era, but also because of the pressure exerted by this new market economy
on the natural economy.

The faster pace of production in the primary sector of the economy in the
early years of the reforms had political, as well strategic, repercussions that were
not clearly perceived. It is difficult not to relate the broad rural support for the
regime to the maintenance and legitimation of the CPC during the process of the
Soviet Union’s dissolution, the end of the socialist experiments of Eastern Europe
and the upheavals that shook Beijing between May and June of 1989. Rural re-
forms have created political boundary that are, thus far, well connected to the
strategic project of Four Modernizations (agriculture, industry, science and technol-
ogy and national defense) announced by Zhou Enlai in 1974 upon which the idea
of Socialism with Chinese Characteristics, was build and launched by Deng Xiaop-
ing in 1982°.

An essential aspect to understanding Chinese economic reforms relates to the
particular process of its development. China post-1978 can be perceived as a variant
of the “American Path”', i.e., a process of industrialization supported by a broad
market economy that expands from the field to the cities whose institutional frame-
work induces the transformation of small and medium producers into potential in-
dustrial producers, in a kind of accumulation without dispossession (Arrighi, 2007,

utilization requires institutional changes as a starting point for the accumulation process, qualitatively
affecting, the economy as a whole. This is the case in China’s economic reforms. On NEP, see Lenin
(1921 [1964]).

% Deng (1992). We will not discuss the concept or the theoretical validity of “market socialism” as an
analytical category in this paper. We observe the category as a “distinct socioeconomic formation” or
“Modern Mode of Production” (Gabrielle and Schettino, 2012). Moreover, market socialism should be
observed as a complex mode of production that reflects the survival and strengthening of traditional
socialist type institutions under the scope of a national strategy with a socialist character working and
directing the national and social body in the social formation (where different modes of production not
contemporaneous live in territorial and social contemporaneity) under the hegemony of the large state-
owned socialized, backbone of the economy and Chinese society itself. In this case, the view of historical
totality, which is very important for the science of political economy, can replace to a certain degree,
the primarism and Neoclassical vices that characterize the Chinese experience of development as one
more case of a straight transition from socialism to capitalism or an Asian developmental state variant
or as a simple example of state capitalism.

190n the “American Path of Development” see Lenin (1915 [1964]) and Moore Jr. (1966).
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pp. 366-367)", which is both a cause and consequence of the very gradualist nature
of Chinese reforms. This gradualism is expressed in a combination of the following
processes led by the state: 1) market dominance by the state; 2) which in turn liberal-
izes trade for its benefit, creating opportunities to deepen higher forms of social divi-
sion of labor, and concomitantly with the plan; 3) drives energy toward the formation
of an internal consumer market; 4) initiates industrialization based on peasant entre-
preneurship; 5) induces extensive competition among small, medium and large com-
panies and encourages education to mitigate the effects of the market itself on the
social body; and 6) plan jumps first into industry itself and then into foreign trade,
not the traditional, but a public good, planned and state conducted.

In China, this process is closely linked to rural reforms, stimulated by two
increases in agricultural prices and consequent increases in productivity and income.
The authorization — since 1983 — of peasants to look for labor opportunities beyond
their villages also plays a role. This is the begining of a new configuration of the
social division of labor, as well as of regional schemes articulated for both na-
tional and international economies.

The main example of this dynamic is embedded in the transformation of the
nature of employment in the country and its direct relationship with the greater
power of economic decision making of the provinces, the liberation of excess labor
from agriculture and the strengthening typical rural industries known as Township
and Village Enterprises (TVEs). One of the fundamental characteristics of the recent
Chinese development process is the rural character of the great manufacturing
expansion in the 1980s. Increasing income and agricultural labor productivity, as
well as the consequent increase in demand for industrial goods, shifted excess labor
not into the large coastal cities but into the surroundings, the village. Thus, a
broader social/regional labor division founded on the transfer of industrial activities
was first located at the community complex level of the village. The main features
of the expansion of the market economy increased in importance, namely: 1) pro-
ductive specialization; 2) differentiation between agriculture and industry; and 3)
overcoming barriers to the connection of regional markets with the formation of
an integrated national market.

The expansion of TVEs supports the social division of labor as one of the
nodal categories of analysis to understand Chinese development. In 1978, the total
number of employees in TVEs was 28,265,000 workers, tripling in the first ten
years of economic reforms to 93,667,000 and reaching 138,661 million employees
by 2004 (NBSC, 2015). Between 1978 and 2004, the share of agricultural employ-
ment in China decreased by 242%, while rural non-farm employment rose by
471% in industry, 582% in construction industry and over 3.000% in services
sector (Kang, 2006, p. 291). This transfer of activities had directs impact on the

1 The notion of « accumulation without dispossession « as a way to characterize the initial stage of
China’s economic reforms can serve to demonstrate whose own dispossession had already occurred in
1949. On this issue, see Oliveira (20035).
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income structure of peasants: in 1978, 7.92% of income came from non-agricul-
tural activities, jumping to 30.61% in 1996 with a consequent drop in income from
agricultural activities (falling from 90.08%)!2. It should be noted that concomitant
with this industrial expansion, cereal production has been continuous growing since
2004 as a result of institutional reforms that included the abolition of all taxes on
income and agricultural production, as well as clear processes of mechanization
and productive specialization'. In 2014, cereal production reached a record 607,1
million tons (NBSC, 2015).

TVEs were an essential element of the reorganization of the social division of
labor and the unification of the Chinese domestic market. However, their scope of
action followed the state strategy itself, becoming the bridge for the international
insertion of the country, especially around the 1990s. By the end of that decade,
TVEs accounted for 40% of all industrial production (Masiero, 2006, p. 432) and
27% of the country’s export (Kang, 2006, p. 137). In 1989, exports of textiles and
footwear by TVEs corresponded to 47.7% of exports of these products, a number
that fell to 29.1% in 2002 and 23% in 2007, while the share of exports of con-
sumer durables increased from 14.4% in 1989 to 29.1% in 2002 and 30.3% in
2007 (NBSC, 2008). Examples of the global expansion TVEs are numerous, includ-
ing Haier, which represents 50% of the US small refrigerator market; Galanz, 33%
of the global microwave market; Legend, 20% of the world market boards for
computers and China International Marine Containers 40% of the international
market for refrigerated containers (Masiero, 2006, p. 441).

The first steps of economic reforms have created the material and political
conditions for strategic steps that determined the active choices the country faces
given growing global production and financial integration. US banks began to ac-
cumulate the power to manage the international reserve currency with increasing
force in the intense process of financial liberalization, especially in countries whose
currencies are not convertible (Belluzzo, 2012, p. 130). This same mobility was
given to productive capital to seek better reproductive conditions across borders
in North America directly because of monetarist policies affecting the cost of mon-
ey. It is important to remember that in the early 1980s, interest rates reached un-
precedented double digits levels in the US (Galbraith, 1987, p. 247). Moreover, the
North American offensive against the macroeconomic conditions of the Japanese
economy (Plaza Accords of 1985) accelerated the process of reconfiguration of the
international division of labor under the command of big finance, promoting geo-
graphical rearrangements that ultimately benefited mediation of Chinese strategic
objectives and policies aiming the internalization of technologies and advanced
methods of production management.

The political economy of reforms in China also reflects the history of the cre-

12 Ministry of Agriculture: Agriculture Development in China, 1995-1996.

13 On the process of productive specialization and mechanization in Chinese agriculture, see Espindola
(2007).
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ation of objective conditions for the solution of historical disputes with Kong Kong,
Macao and Taiwan. It is not surprising that the primary targets aimed, financing
projects and the formation of large joint ventures, mobilize the sizable financial
resources of Chinese people from overseas. A Chinese international circle was
formed and became positive externality before the foreign direct investments (FDI)
influx from United States, European Union and Japan. It (the Chinese interna-
tional circle) became the first step to Asian production integration centered on
China rather than ancient Japanese center. Between 1990 and 2008, 45% of FDI
into China originated in Hong Kong/Macau, followed by the US and Taiwan, with
9% and then Singapore with 6%. Germany and France represented 2% and 1%,
respectively (Jabbour, 2012, p. 238). Taking Hong Kong/Macau, Taiwan and Sin-
gapore as a whole, more than 60% of FDI in China are performed undertaken by
Chinese. These are fundamental aspects of previous analyses: the export boom and
the increase in the GDP/investment ratio occurred in the second half of the 1990s,
especially after the historic visit of Deng Xiaoping in 1992 to the prosperous prov-
inces in south. A financial and productive movement from the Chinese diaspora
became effective. The inexorability of economic reforms, with the fall of the Soviet
Union, became a political and strategic fact with the proclamation of market social-
ism as the regime’s main objective in 1993.

THE MACRODYNAMICS AND FORMATION OF A FINANCIAL POWER

The early stages of the economic reforms were characterized by an increase in
peasant income accompanied by increased demand for consumer goods. The high
growth rate that occurred between 1978 and 1984 was accompanied by structural
changes in consumption patterns (Medeiros, 1999, p. 96). The expansion of con-
sumerist horizons was guided by the acquisition of televisions, refrigerators, watch-
es and washing machines, with the consequent explosion of domestic production
of these goods, especially by TVEs!*,

Thus, the primary sector increased from 28.2% of GDP in 1978 to 32.1% in
1984, while the share of the secondary sector fell from 47.9% to 43.1%, with a
little growth in the tertiary sector (from 23.9% to 24.8%). The growth of the pri-
mary sector relative to the rest of the economy continued until 1990 when its
contribution to overall GDP growth was 41.7%, while industry plus construction
had 41% share and services had 17.3%. This trend was only superseded after 1995,
when the contribution of agriculture to the GDP growth fell sharply to 9.1%, in-
dustry plus construction totaled 64.3% and services 26.6%. In 2007, the primacy
of investments in total demand was increasingly clear with agriculture decreasing

14 This discussion of changing consumption patterns and the consequent increase in domestic production
of goods for mass consumption is well developed in Singh (1993).
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further to 3.6% and industry (plus construction) reaching 54.1% and services
48.2% (NBSC, 2008).

The transition from a growth pattern based on consumption (in the early
1980s) to another combining rapid increases in output via exports and investment
was consolidated in the mid-1990s. Gross fixed capital formation in the 1980s
average 35.7% reaching the current level — above 45% — only in 1995 and peaking
at 48.7% in 2011%. Exports increased from 10% of GDP in 1978 to 17% in 1984
and 45% in 1995. At the international level, the share of Chinese exports (in rela-
tion to the world) in 1978 was 0.75%, reaching 3% in 1995 (Medeiros, 1999, p.
96),6% in 2007 and 11,3% in 2013 (WTO, 2014). In the first 15 years of reforms,
inflation followed the trend of a consumer economy expanding under low oli-
gopolistic control, price liberalization and great utilization of installed productive
capacity (i.e.,TVEs). Inflation fluctuated wildly between 1978 and 1995, with peaks
in 1981, 1985, 1988 and 1994 when it reached 24% (Nonnemberg, 2010. p. 207).
The high rate of investment was a very important factor in inflationary equilibrium.
Between 1996 and 2014 the average was less than 4%, including the possibility of
the current disinflationary trend.

Returning to the behavior of the investment rate, its rise coincides with two
movements: the first is a function of the change of the pattern of accumulation,
which was initiated in the 1990s (export-led growth); the second, the need to inte-
grate small markets into regional and national market. This in turn moves in the
direction of a large domestic market that is still in the process of consolidation. In
this sense, the developmentalism and its adaptation to a continental economy
should be observed over time and perceived as part of the strategy whose path
expresses the strategy itself.

Strategy and regional dynamics

The release of market forces engendered in its content a new set of configura-
tions of economic planning that only take shape and content in the early 2000s
with an intense process of mergers and acquisitions in the state sector of the econ-
omy. Additionally, the formation of an institutional and financial environment ca-
pable of cementing both a strategy for international insertion and internal jumps
from one imbalance to another.

Preparing the Chinese territory to take advantage of the trends among large
corporations to obtain increasing retorns to scale and cost reduction was the first
major test of the country’s readiness for sovereign admission into global value
chains. Part of a complex set that relates internalization of export-led model to the
necessary construction of financial sovereignty (foreign exchange reserves); both
aims were central to achieving a long-range policy based on the mechanism of

15 1n 2014 this rate was 46,1%.
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socialization of the investment'®. These mechanisms have been shown over the past
30 years to be the central pillars of coordination between state capital, concen-
trated and centralized, and the intense capillarity and importance of the private
sector of the Chinese economy. It is a positive characteristic that explains the dy-
namism of the Chinese economy expressed in the maximization of state and private
sectors and the relationship between top-level planning and an increasing role of
the market in firm level decisions.

The establishment of Special Economic Zones (ZEEs) as part of a national
global economic integration strategy (creating a zone of economic convergence
between China-Hong Kong and China-Taiwan) was a first and important step
toward the reunification of the country under the banner of the “one country, two
systems” policy. The first five experiments conducted between 1982 and 1984 were
chosen strategically: Shantou, Shenzhen and Zhuhai on the border with Hong Kong
and Xiamen, in Fujian Province (in “front” of Taiwan) and the entire island of
Hainan, the southernmost and closest to the dominant Chinese ethnic enclaves in
Singapore and Indonesia. Shanghai was restored as “head of the dragon”, that is,
as the new industrial and financial center of the country and headquarters of the
Special Economic Zone in Pudong — which is located on the east bank of the
Pudong River and formed to shelter R & D offices of the world’s largest industrial
and financial corporations (Oliveira, 2003, p. 9).

The design of this gradual territorial dynamic is a development step vis-a-vis
with the law of uneven development where one can see the formation of a dy-
namic center that incorporates its periphery. This pattern is common in countries
at the mid-level development stage and that exhibit high levels of catch up. This is
has been the official regional policy of the Chinese state since the Seventh Five-Year
Plan (1986-1990) engendering — sequentially — considerable territorial income con-
centration.

The ZEEs had their experience prolonged along the whole coastline (1987).
In 1992, more than 2000 border towns were open; in addition, 30 provinces were
authorized to draw up their own liberalization policies (Demurger et al., 2002, p.
157). The first major reversal of those positive policies on the coast was the as-
sumption of Chongqing, located in the midwest at the bifurcation/T-junction of
the Yangtze River, as a condition of municipality, such as Beijing, Shanghai and
Tianjin. This movement is similar to that seen in the second half of the nineteenth
century in the United States when its westward expansion strategy centered in
Chicago, which was located in the midwestern part of the country and funtioned
as a rail and road transportation junction. Between January 2001 and December

16 Regarding the notion of the “socialization of investment”, according Keynes (1964, p. 378): “ [...]
the state will have to exercise a guiding influence on the propensity to consume partly through its scheme
of taxation, partly by fixing the rate of interest, and partly, perhaps, in other ways [...]. I conceive,
therefore, that a somewhat comprehensive socialization of investment will prove the only means of
securing an approximation to full employment; though this need not exclude all manner of compromises
and of devices by which public authority will co-operate with private initiative”.
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2010, US$ 1,8 billion per month were allocated in Chongqing under a clear strat-
egy aiming to make this municipality the “Chinese Chicago” to provide training
and the develop of similar institutions to those that were set up in the US in the last
third of the nineteenth century, namely, the Tennessee Valley Authority, the Civilian
Conservation Corps and the Interstate Highway System (Jabbour, 2006, p. 78).

The “Development Program of the Great West” (1999) aimed the consolidat its
large national market to connect the Mainland Chinese economy with those of its
neighbors. Approximately US$ 100 billion was allocated between 1999 and 2005 to
long-range infrastructural projects. The two main projects were the West-East gas
pipeline (Xinjiang-Shanghai) and the Qinghai-Tibet railway (Jabbour, 2006, p. 60).
Objectively, investments in fixed assets — as a ratio of the GDP - fell from 54% to
41% between 1998 and 2013 in the eastern region. At the same time, the levels of
8%, 18% and 17% in 1998 increased to 10%, 25% and 24 % in the Northeast, West
and Central regions, respectively (NBSC, 2015). Per capita income in the west, as a
proportion of the national level, was 90% in 1990 but fell to 81.3% in 1998, after
which it began to recover approach the national level, reaching 84.2% by 2013
(Morais, 20135, p. 247). From the investment package announced in November 2008
(approximately US$ 600 billion), 73% was allocated to the interior regions of the
country.

From implementation of the first coastal ZEEs and the ambitious “Develop-
ment Program of the Great West” in 1999 — followed by similar investment pro-
grams aimed to break some market bottlenecks that which were launched toward
the Northeast (2002) and Central (2004) of the country —, the configuration of a
continental economy (pursuing the formation of a large unified national market)
keeps correspondence to increase Chinese influence in the world, and especially on
its neighbors. Establishing a Chinese presence beyond its borders is clear goal of
the ambitious project launched by Chinese President, Xi Jinping. To build a New
Silk Road (Ren, 2015), investments of US$ 2,5 trillion are planned ultil 2020
(Tiezzi, 2015). The aim is an economic belt connecting the Chinese market from
the coast to the whole of Central Asia in clear response to United States objections
in the Middle East and former republics of the Soviet Union.

Regional development axes heve been encouraged, institutionalized and spe-
cifically planned since 1982. The design of development steps is associated with the
trend of regional dispersion of investment and industrialization after the second
half of the 1990s. It is also a process of transformation of economic development
in territorial development, and the implementation of a major national strategy to
strengthen the legitimacy of the political power installed in October 1949. In this
sense, the growing demand for Chinese hydrocarbons coincides with the discovery
of major oil and gas reserves in Xinjiang, making this autonomous region strategic
both as a supplier of energy and as a bridgehead between China and its s oil pro-
ducing neighbors in Central Asia. Tensions with the Huigur ethnic group in this
region worsened in the 1990s and at the beginning of this century due to historical
momentum of investments of US$15 billion in infrastructure made between 1990
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and 2001 and efforts to transform Xinjiang into the largest petrochemical complex
in Asia by 2020 (Bandeira, 2013, p. 125).

The dynamics and the role of the state

There is no doubt about the centrality of the state’s role in the concentrated
modernization effort or about China’s ascension into the group of major eco-
nomic powers. However, this role can be analyzed in a stylized way based on
static notions of the process. In this regard, we reiterate the cyclicality of the state’s
role in China, as well as — dynamically — the perception of different roles during
the process, directing the development/implementation of new and higher forms of
economic planning vis-a-vis the management core of mechanisms of socialization
of investment.

The orthodox argument suggests a liberalizing pattern: dismantling rural com-
munal complexes, land concessions made to peasant families and consequent res-
toration of small commodity production (peasant laissez-faire). Liberalization
spread to industry and services, which establish their own pricing system, opening
up the country to FDI and accession to the World Trade Organization (WTO) in
2001. Extensive privatization of state assets occurred between 1994 and 2000 and
private property was recognized, legitimized and supported by laws and regulations
(Naughton, 2006, p. 2). Concomitantly, the number of bankruptcies in the state
sector reached 1,232 companies in 1995, 4,198 in 1998 and 5,429 in 2001 (Imai,
2006, p. 5).

Between 1998 and 2007, the share of state-owned enterprises in China fell
from 39.2% of all enterprises to 6.1%, while the private sector grew from 6.5% of
the total to 52.6% over the same period'”. The labor-intensive character of many
state-owned enterprises led to a unequal fall in relation to that found in industrial/
urban companies. During this period, the number of workers in the sector decreased
168%: in 2007 state-owned enterprises were responsible for 29.5% of all jobs while
the private sector increased from 2.6% in 1998 to 28.6% in 2007 (Jabbour, 2012,
p- 238). There is no doubt that, from a purely hypothetical-deductive perspective,
these data give strong support and agument to orthodox economists (facing the
large number of bankruptcies of state enterprises and increased importance of the
private sector).

The absolute importance of increasing process of the private sector is greatly
associated with (and even essential to) the shaping of a broad market economy.
Growing surpluses in agriculture served as a commercial niche occupied by TVEs,
whose dynamism has produced strong negative impact on mainly small and me-
dium-sized state-owned enterprises engaged in the production of consumer goods.
These state owned companies were hampered by a central and weak scheme of

17 Here we consider only companies with full state or private capital. A multiplicity of forms of property
exists, notably mixed forms.
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Soviet-style production planning, characterized by rustic, outdated and inefficient
methods substituting for economic calculation and lacking upstream or down-
stream links from the company itself to its subisidiaries and consumers. On the
other hand, the quantitative reduction of the state sector envolved social compen-
sation by creating millions of jobs in rural and urban areas, as well as a dynamic
class of domestic capitalists that are hugely important to the functionality of na-
tional and international strategy in China.

In addition, the key player in this development strategy is the state itself. The
combination of the concentration of the markets and the decentralization of the
plan (Medeiros, 1999, p. 109) has many facets resulting in a unique combination
of market mechanisms and planning that characterizes the Chinese development
approach to the present day, forming new and deeper forms of social division of
labor. More power to make decisions has been given to the provinces, and almost
complete freedom of action has been given to TVEs. In 1980, tax reforms favoring
provincial revenue retention resulted in increasing fiscal deficits until 19948, The
transition from a centrally planned economy to a more flexible economy as well as
the strategic trend of mergers between large companies and large banks, demanded
reforms to optimize macroeconomic control mechanisms (Ki and Yuk Shing, 1994,
p. 769). In China, these reforms preceded the necessary transformation of the in-
dustrial state sector by, creating appropriate institutional conditions, for example,
adressing the current international financial crisis. In this sense, the rise of the
market role and the greater participation of the private sector, even replacing the
state sector in certain areas, began to have strong counterpart, leading to the an-
nouncement in 1994 of reforms of tax system that pointed toward a strong process
of recentralization and concentration. Fiscal recentralization and greater state
power over key macroeconomic mechanisms are the first steps toward coordination
and socialization of investment. China has taken a decisive step toward the inter-
nalization of a modern monetary economy.

With exposure to tough competition from TVEs and a vibrant emerging private
sector, the need for reforms in state-owned enterprises became urgent in order to
legitimize their supporting role in the complex business system designed in the mid-
1990s as a strategic objective of the socialist market economy. At least two major
moves in this direction should be highlighted: 1) the centralization and concentra-
tion of large state capital, and 2) the deepening of the process of separation between
management and ownership paving the way for various forms of public ownership.

18 1t is a difficult not to relate this greater local autonomy to the struggle between reformers and
conservatives within the CCP. This conflict ended with the complete victory of the reformist wing led
by Deng Xiaoping and enshrined in the 14 National Congress of the CPC (1992). More autonomy
was granted to local leaders to implement reforms and economic experiments without ideological
moorings beyond the People’s Liberation Army support (ELP) in exchange for greater entrepreneurship
autonomy which formed the two political pillars that made possible the maintenance and deepening of
economic reforms in the early 1990s. On this exciting political process, see Marti (2002). On fiscal debit
accumulated between 1979 and 1994, see Ki and Yuk-Shing (1994).
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The industrial state sector of the economy accumulated annual losses be-
tween 1991 and 1999 of approximately 0.6% of GDP, which was completely
reversed in 2007 with earnings of 4.2% of GDP (Gabrielle, 2009, p. 7). The
comparison of labor productivity/income per worker between state and private
companies is indicative. In 2007, this ratio' for state-owned enterprises was
58.3/84.7; for TVEs, 41.2/24.8; for private enterprises 48.1/32.5 and for state
conglomerates 68.7/90.8; in the mixed capital companies with majority state
ownership, 88.0/99.2, and in the mixed capital companies under private control,
41.6/90.8 (Jabbour, 2012, p. 190). Moreover, although the vast majority of Chi-
nese enterprises are controlled by the private sector, economic power remains
firmly concentrated in state hands. An example is the close relationship between
private corporations and the state through equity participation of the state itself
in credit and full state contribution to their internationalization strategies.

The transition, as already mentioned, was from a command economy to one
with a greater role for the market. In this new system, the state becomes the core
policy manager of the socialization of the investment, which was shaped with by
the formation in 2002 of the SASAC (State-Owned Assets Supervision and Admin-
istration Commission). This commission created to represent the interests of the
state and its shares in the 149 major companies in the country, which are concen-
trated in sectors characterized by a high degree of oligopoly/monopoly?. This
means the transformation of these corporations into the major performers of of-
ficial state policies. For example, the important roles of these companies in the
sizable investment programs implemented to resist the effects of the international
financial crisis.

The national big finance

The growing political and economic influence of China in the world is strong-
ly relates to its large foreign exchange reserves and its current position as the larg-
est net creditor in the world, with loans worth US$ 1,97 trillion or 20.8% of GDP
(Cintra and Silva Filho, 2015, p. 426). The country changed its international strat-
egy to involve the merger of big business with big finance, exploring the degree of
maturity reached by its financial system and raising, the country, to financial pow-
er level.

Becoming a global financial power was a logical consequence of a modern
mercantilist process that transformationed China into a commercial power and
known as in the great factory of the world. Remodeling state and private func-
tions allowed the creation of institutions at the level of SASAC. The financial
counterpart was the establishment of a modern monetary economy replacing the
old financial system (based on the Soviet Model) whose role was to be a mediator

910,000 yuans per unit.
20 On the principles and actions of SASAC, see Naughton (2006).
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of a forced savings. The process of continued institutional development shaped
big finance, which was important to the strategic objectives of the state. The
combination of coordination of investment (through SASAC) and a state system
of financial intermediation leads to a higher level of state performance, for ex-
ample, with the state as the lender of last instance and as the first instance inves-
tor (Burlamaqui, 2015, p. 47).

The Chinese financial system is a element with varying degrees of functionality
that intersect: 1) the decisive impact on the increasing complexity of finance in the
economy and, consequently, on the level of spending of the agents affecting real
economic variables such as output and employment (Paula, 2014, p. 2) and 2) the
increasing degree of state intervention in a continental economy, subject to con-
stants market bottlenecks, which in turn involves the intersectoral transfer of re-
sources. This role is the main weapon against constant and varied imbalances, both
social and regional, and as well as different sectors of the economy. Examples of
imbalance include the contradictions in the evolution of the financial system, in-
cluding the spreading of parallel finance and unregulated, off-balance sheet activi-
ties of commercial banks. These problems are key factors deepening imbalances in
an economy still heavily guided by investment and facing changes to its dynamics
of accumulation?!.

The institutional developments followed and even anticipated the economic
reforms demands, including overcoming the high degree of financial repression.
Between 1978 and 1984 the Bank of China stepped into its own role in financial
regulation, while the four sectoral banks were formed (the so-called Big Four) to
meet the requirements of the agriculture, urban construction, infrastructure and
exports and imports financings®?. Issues such as increasing urbanization, including
the financing of major events such the Olympic Games in 2008, western develop-
ment policies and coordinated responses of the central and provincial governments
to the 2008 crisis — demanded the ex ante formation of major provincial and mu-
nicipal development banks.

Regarding the accelerated institutional development of the 1990s, reforms
occurred partly in anticipation of events such the trade agreements China-United
States trade agreements and China’s accession to the WTO in 2001. Evidence of
this anticipation is observed in the successive rounds of capitalization of state com-
mercial banks by issuing bonds and purchasing the junk credits by newly created

21 We refer to so called “Shadow Banking”.

22 As previous described, the People’s Bank of China is responsible for regulating the financial system
commissions such as the China Banking Regulatory (CBRC), the Regulation of China Securities (CSRC)
and the China Insurance Regulatory (CIRC). On institutional and People’s Bank of China policy,
Burlamaqui (20185, p. 50) states: “[...] It is an administration with ministerial status, which operates
under the leadership of the State Council. [...] there is no Central Bank independence, but institutional
links with other political bodies, under a pilot agency, the Politburo, which in turn is subordinate to
the CCP”.
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companies, to improve their management and promote their recovery?. Both move-
ments preceded the slow process of opening of the Chinese financial system to
competition and the IPO itself. Moreover, the Asian financial crisis alerted the
authorities of the country to the limits of large domestic finance institutions.

By 20135, the financial system had gone through an important test, with sharp
declines observed in domestic exchanges, accelerating speculation that a financial
crisis knocked at the country’s doors, which until then had been unthinkable to the
rest of the world. Would it have been the great requiem song of an “unsustainable
model” that fell due to the fragility of internal finance susceptible to political in-
junctions rather than to “technical faults”? We argue that this is a superficial nar-
rative, preferring to place the issue in perspective, as in the beginning of the paper
based on the long-term dominance of a dynamic of accumulation guided by low
interest rates and greater power for the provinces to implement broad infrastructure
programs in the middle of an international crisis.

It is suggested that this problem is situaded at the very field of structural imbal-
ance and requires the interpretation of complex phenomena. For example, imbal-
ance as a precondition for the main variable / category of theoretical validation in
the field of economics, namely, planning. Under this approach, institutional chang-
es — such as those that preceded recent changes in the economic basis of the coun-
try — would no longer be in progress.

FINAL REMARKS

Considering the analysis above and the recent history of China’s development
process, what could one suggest about its future and challenges?

This paper argued that a fundamental characteristic operates the political/in-
stitutional changes needed to implement national strategy goals in the long run.
The main change was the transmutation of an economic base shaped by the typical
institutions of the Soviet model to a modern monetary economy able to provide
the state and its agents with a large capacity for coordination and socialization of
investment and, therefore, with a range of political and financial capabilities to
launch new and higher forms of economic planning, such as those verified in re-
gional development policies, expansion and major coordination actions regarding
the major financial control mechanisms and their newly exposed weaknesses.

The country is currently experiencing a transition in its development dynamics
that brings not only the vicissitudes of an extensive process but also absorbs an

23 According to Cintra and Silva Filho (2015, p. 404), “In fact, successive rounds of capitalization
employed by the state prepared the big four for open your capital — what happened from the mid-2000s
[...]. In 2005, the CCB went public and raised US$ 9,23 billion. In 2006, BOC raises US$ 11,2 billion,
and in October 2006, ICBC held its initial public offering of shares in the amount of US$ 19,1 billion
[...]”. Further elaboration of this interesting and planned process can be found in Allen et al. (2012) and
Brillant (2011).
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important set of contradictions and imbalances in the form of environmental crises,
social inequality and territorial issues and, explosive income growth, consumption
indices far below those of developed countries. External challenges include the slow
internationalization of its currency and active foreign policy based on massive in-
vestment in infrastructure around the world, especially in its Asian surroundings
(including the New Silk Road), Africa and Latin America.

There are long-term political impacts to be considered in the analysis, such as
the relationship between this growing and flourishing private sector and the state.
To what extent will the state be able to balance the general interests of society with
the particularistic interests of the private sector? Given the intense capillarity and
importance of this sector, as well as its expansion, will the state be able to — in the
long run — limit its own ability to coordinate large investment decisions?

This is an array of interconnected imbalances. What is in question, in fact, it
is not only the destiny of the economy but of the Chinese Revolution itself.
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