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- | Chapter 20 |
| UNSTABLE LEADERSHIP

120.1. Reagan’s America: reviving the economy and reducing the
role of the state S ‘

‘At the start of the 1980s, US_societjz faced far-reaching problems. The end
of dollar convertibility in 1971 and soating petrol prices after the Yom

. iKippur War (1973) had created imbalances that were difficult to correct.
* [The stagflation of the 1970s led to a rise in unemiployment, falling profits

Ia_nd the stagnation of earned incotne, thus casting doubts on the traditional .

solutions used to overcoming this type of crisis, The degree of confusion
and uncertainty afflicting US society provided the basis for the changes im-
posed by President Ronald Reagan, efected in November 1980, -

‘In Tanuary, 1981, the new president’s inaugural address launched the

- what was essentially a set of measures to-re-start the economy based on a
- jupply side approach: tax cuts for medium to high incomes and companies
~ In order to stimulate consumption and investments, reduced spending on
ocial services, and less state intervention in the labour market, The cuts in
ocial spending were used to increase tilitary spending, in a move with ob-
ious strategic implications (a more assertive contdinment sfr’ategy towards .
he expansionist ambitions of the USSR, engaged since 1979 in the Afghan-
stan War and also very active in Africa). This measure had also the pu-

ncreasing employment in o strategic sector that provided jobs for tens of
housands) and indirect (through investments in research and development
rith positive effects on many sectors). Between 1980 and 1987 welfare
Pendjng.feﬂ from 255 to 18.3% of the federal budget, while military

pending rose from 29.7 to 35.2%, However, the cuts were linear, because -

ireduction in spending on certain areas (pensions and medical care for the

- ey phrése that would mark a substantial proportion of his two mandates: . -
ess state intervention in.the economy. With these words, Reagan launched -

yose of obtaining typically Keynesian effects, both direct (maintaining or
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elderly, tax deductions for mmtgages) Would have lost Reagan and his Re_ '
publicans too ‘many votes. Ecoriomic deregulation was simpler to imple-
ment, creating fewer soc1a1 and economic problems, and even fewer politi-
cal problems.!

However, the results did not Tive: up to expectatlons and in many cases
were the opposité of what was intended by a president who based his polit.
ical activity on containing publicspending. The reduction in fiscal revenues
drove the federal deficit to over 5%, which meant a substantial rise in the
pubhc debt, and this would influence many of the decisions made durmg
subsequent administrations, -

Nevertheless, the dollar apprec1ated helped by the Federal Reserve’s
rigorous monetary policy. It had already raised interest rates in 1979, when
they were around 11.5%, increased them gradually to 21.5% in December
1980 and then down to below 10%, which had been the 1978 level), allow-
ing the US economy to take maximum advantage of the falling prices of
raw miatetials in-the first half of the 1980s. Unemployment reached 10% in
1982-83, and gradually decreased to below 6% by the end of the decade.
Inflation was once again under control: it fell fromi 11 to 13% in 197980,
3.6% in 1985, and went below 5% in 1989-1990 This indicated the grow-
ing confidence of consumers and investots. From this perspective, Reagan’s
policy appeared successful, but other figures gave no cause for euphotia.
Average GDP growth during, the decade was below 3%, which was less
than the 1970s, and old fears re-sutfa¢ced when Wall Street fell by 25% in
October 1987. This was especially true for the middle classe$, who had
been more convinced than others by Reagan’s promises of a new boom.?

It is no surprise that Reagan’s presidency saw the first fears of a possible
end to the “American century”. This feeling intensified during the second

“half of the 1980s with the panic caused by the collapse of the stock ex-
" change. Some observers talked of the relative decline of the USA,? althouigh
academics were unable to agree on this judgement.? Pentagon officials were
concetned that defence production was falling in many base ‘ind'ustr,ies,

L\W.C. Berman, Armerica’s Right Tuirs. From Nixon to Clinton, Baltimore, 1998,

2. Romeéro, Il modello americano, in V., Castronovo (ed.), Storia dell economia mot-
diale, 6. Nuovi equilibri in un mondo globale, Rome-Bari, 2002, pp. 184-187.

3 The best-known and most influential acadeinic in this field at the time was British
4 historian D Kennedy, The Rise and Fall of the Great Powers. Economic Change and Mili-
mfy Conﬂzct From 1500 fo 2000, New York, 1987,

. 4 The best-known and most influential critic of the “decline” theoty was political
* scientist Sdmuel P, Huntington, ditector of Hatvard University’s Center for Interna-
tional Affairs. His article contained the harshest attack on this theory (The US De-
clme or renewal? in Foreign Aﬁazrs, Wmter 1988 1989}, S
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|

utting the production capacity of the entire US industrial system at risk. [

During the 1980s, semiconductors became increasingly impostant !
~rotldwide due to their strateglc role in the development of the electronics
dustry, seen in the USA as symbohzmg the country’s industrial competi-
iveness and its national secugity. The US had until then controlled the
Yorld market, although it encountered difficulties from the second half of!
he 1970s Wlth competition from a powerful Japanese industry that was de-
ermined to penetrate the US industrial system, For example, Fujitsu at-

‘fempted to take over Fairchild Semiconductor owned by the French o

. Bchtumberger group. Defense Sectetary Caspar Weinberget's veto was de- b
. |isive in preventing this, but perhaps even mote so in allowing Fairchild’s 1
lsale a few months later for $122 million to a US company, National Semi- =,

: conductm 6“This was just one of many aspects of a real trade war between . !
'the US and Japan. Tensions between the two countries grew alongside the ‘
increasing US trade deficit (it rose from below $7 billion to almost $40 bil- “‘ i

7 lion between 1980 and 1985), blamed by Ametican manufacturers and- Lf;?'f !
Washmgton on the yen, which they consideted to be preatly undervalued.

| 20.2. .Iapan's Io'slt challenge

The Reagan administration ttansformed these tensions into a kind of battle,
initially for survival and then for US economic recovery from the serious
dlfficultles it faced during the eatly 1980s. Washington won the contest by
- | using every means it could — especially its political and strategic role — re-
[ minding Tokyo that Japan was sheltered under the US nuclear umbrella.
_ . | 'The Plaza Accord (called after a famous Fifth Avenue hotel in the heart ‘of
- - | Manhattan) was signed in September 1985 by the USA and Japan, and also’

I by Great Britain, France and Germany, and allowed the US dollar to de-
pieciate against the yeti by 51% over two years (1985 1987}, takmg it down
from about 262 to 130 yen.

The immediate effect was a slight contraction in. Japanese expotts, Ja« -
pan’s central bank attempted to contrast this by cuttinig interest rates and
_ - |- pursuing a strong expansive monetary policy, which had already been

fWoo e B launched at the statt of the decade. The Japanese central. bank dropped its

‘ o) official i mterest rate from 9% in 1980 to 4. 6% in 1986 and to 2 5 % in 1987.

g 3 Department of Defense Bolstermg Defense Indwtrm.l Comperztzveﬂess Washing-
ton, July 1988,
¢ DK, H Walters, Deal to Sell Fatrchild Semiconductor to Fzgztm Cancelled, in Los
Aﬁgeles Times, 17.3.1987; A.L. Priedberg, The Strategic Trgplications of Relative Eco-
nomic Declme, in Polzz‘zcal Science erterly, 104, 3, Fall 1989, pp, 401-431.
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Japan’s economic solidity allowed the country’s investors to buy soime of
the historic symbols of American industry. In 1988, Bridgestone was able
to buy Fitestone, winning the contest with Pirelli, In September 1989, Sony

: bought one of the Hollywood giants, Columbia Pictures, for $4.4 billion

from Coca Cola, its owner since 1982. One month later, the Mitsubishi
group paid over $846 million for 51% of the company owning the Rocke-
feller Center, one of New York’s most famous skyscrapers.’

Despite the gaps between US and Japanese' GDPs and their per capita
GDPS many took it almost for granted that Japan would become the

-wotld’s leading economic power in the 21st century. In the first half of the

the 1980s, while the US economy struggled with a. difficult recovety, Japa-
nese, GDP grew at an average of 4%, remaining over 3% despite slower
growth in the second half of the decade, The hqmdlty injected into the sys-

" tem drove companies, especlally manufactuters, to increase their fixed in-

vestments; these rose to around 20% of GDP, which was a similar level to
the 1960s. These investments increased the competitiveness of Japanese in-
dustry and compensated for appreciation of the yen, while certain markets,
especially the US marlket, were now “used” to ploducts made in ]a:pan and

price elasticity was much lower.?

Liquidity meant that huge amounts of cap1tai were chrected towards

foreign investments, whéreas the influx of 'short-term capital was much
Jower (20-30 billion »s. 120-130 billion dollars). Dusing this period, Tokyo

became one of the world’s. most dynamic financial markets and rapidly
gained a leading international position. The Tokyo stock exchange experi-

* enced a period of euphoria as the Nikkei index climbed from 12598 in

September 1985 to 38.915 in December 1989, At the same time, a huge

‘property bubble formed. Land prices in utban residéntial areas soared, es-

peciallyafter 1985; in real terms, the national increase was 61.6%, but pric-
es in the country’s six biggest cities incteased by 196.4% :

The political authorities also appeated to have caught the growing
mood of optimism, convinced that the property boom and sising stock ex-

. change confirmed the solidity of the system. However, the first hints of

concern wete starting to: circulate in the central bank, although it was na-
ble to provide the goveinment with concrete grounds for a change of direc-

7 C. Rappapott, Japanese Tyre Maker Aims to Become Wéﬂ’d’x Largest, in Fi‘m‘;_ﬁc'z'a! .

" Thmes, 14.5.1988; P. Richter, Sony to Pay $3.4 Billion for Columbia Fictures. Japanese
* Firm Wzl[mg to Offer High Price to Get Film, TV Software. for Video Eqiipment It

Makes, in Los Asugeles Times, 28.9,1989; R], Cole, Japanese Buy New York Cacher Wztbl
Deal for Rockefelfer Center, in The Netw York Times, 31.10 1989.

8 K. van Wolferen, The Enigma of Japanese Power, London 1989 S Tsuiu, ]apaﬂ s
Capztalzm, Cambyidge, UK 1993
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tion. Consequently, the banking system continued to pump money into the
property sector above all, favouring big and small operators whose only
collateral for their debts-was the land they possessed or were in the process
of buying, on the assumption that prices would eithet remain stable or rise
even higher, The official interest rate was raised for the first time from 2,5 a -
3.25% in May 1989, and three more times in the following 14 months until
it stood at 6% in summer 1990, the highest fevel since 1981. However, the
Bank of Japan’s actions did not bring an immediate halt to the property
bubble, which peaked in September 1990 when utban land prices were
f0u1 times those of 1985.° _

The stock exchange fell rapidly: at  the end of 1990, the Nikkei index fell.

| to 23,848, losing 15, 000 points in a year, continuing to drop until it stood

at 16,924 by the end of 1992, One year later, the property market also be-
gan to fall = as rapidly as it had risen. At the same time, some banks were
already in a critical situation; bad debt amounted to around $1,000 billion
at the end of 1991, and the figure would continué to grow in the foﬂowng
years. A series of bankruptcies began, hitting ‘a banking system that just a
few years earlier had seemed one of the world’s most solid and vigorous (in
1987, US magazine Fortune reported that nine of the world’s leading non-
US banks wete Japanese): six banks failed in 1992, and dozens more in -
1993 and 19941
The consequences damaged the entire economic system, The banks

made less credit available to business, creating difficulties mostly for small
‘and medium companies, increasing numbers of ‘which went bankrupt be-
tweén 1991 and 1995, The big companies began a far-reaching reorganiza- 1.
- tion'process, which meant concentrating on their core business, reviewing -
. their diversification strategies; in the case of the biggest keiretsu it meant
 eliminating entire sectors. This obviously involved a huge reduction in em-
_ployment, restrictions on salaries, and gradual relocation of their activities;
in the manufacturing industry, outsourcmg rose from 4% to around 14%

during the 1990s,!
. This was the start of the lost decade of. the 19903 The ]apanese economy

fell into déep stagnation, with a GDP growth rate of around 0% and a level

of inflation that also gradually dropped towards zero, and then becdme

? bttp/ frnew. tradingecononiies, com/jdpan/mferesr rate; Y. Noguc[n Lmd Prices and
House Prices itnJapan, in Housing Markets in the U.S. and Japan, Chicago, 1994, pp. 11-28.

T, Hoshi, A. Kashyap, The ]apanese Banking Crisis, Wbeﬁe Did # Come Prom .
and How Will it End, Nber Working Paper, 7250.

W H. Miyoshi, Y. Nakata (eds) Have Japanese Firms Changed? The Lost Decade,
Loridon, 2010, : S
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negative from 1999 to 2003. The central bank gradually reduced the officia|
interest rate down to 0.5% by 1995. Before this, the government had esser,.
tially used only fiscal leverage, increasing taxes on consumption and thys
helping to dépress internal demand even further, This was more of a paliti-
cal and social policy than an economic policy, aimed at obtaining resources
to finance the growing cost of social welfare for Japan’s rapidly ‘ageing
popilation, Only in the second half of the decade did the government
launch expansive policies as it attempted to avert an increasingly dangerous
econornic trend. Public spending grew in the form of public investments
financed with- deficit spending, and the deficit rose from 3.4% of GDP in
1995 to 7.6% in 1999, while the public debt increased from 105% to
130% of GDP. However, as in many Western countries two decades previ-
ously, despite the abundant financial resurces nsed, the tesults of this eco-
nomic policy feH far short of expectations.'?

20.3. The dyn'amic recovery of the United States '

At the end of the 1990s, ]apan was no longer seen as challenging the
Un1ted States, The Japanese economy was still the second in the world, but
the gap with the United States was wider than in the previous- decade. The
US economy began to grow from the end of the Gulf War until 2001, much
more than any other G7 member state. Once again, the United States
proved the ideal environment to apply the Schumpeterian idea of “creative
destruction”; in'the last 20 years of the century, it lost around 44 million
jobs during the reorganization of the economy but gained 73 million jobs in

the private sector, meaning that there were actually 29 million néw jobs. To
give an idea of the scale of the phenomenon; 4 million jobs were created in

Europe during the same period; but almost all were in the public sector, In
the 1990s alone, the US economy created over 14 million new jobs, while
Europe lost almost 5 million, US economic growth was relatively limited
between 1990 and 1995 and remained on average below 2.5%, but be-
tween 1996 and 2001 it grew mote than in any other petiod of htstory ex-

* cept the 1950s, and was permanently over 4% .1 .
Many factors made this decade the “roaring” 1990s. Slow growth in the
late 1980s continued duting George Bush’s presidency and led to a psycho- .

12 F’Hayasiu, B.C. Prescott, The 1990s én Japan. A Lost Decade, i Review of Eco-
nomic Dynamics, 5, 1, Japuary 2002, pp. 206-235;" W.R. Garside, ]apfms Grezz.t Stag-
nation, Forging Abead FczﬂmgBebmd Chaltenham, 2012,

B 1.A. Franke, P R. Orszag, American Economic Polzcy in the 1990s, Carnbudge
Mass., 2002, _
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logical crisis. Despite the rapid and - in some ways — spectacular victoty in
the first Gulf War, the US political system seered unable to offer an outlet
for the various demands generated by industry and society’s most diverse
groups. Bush’s limits on' public spending continued the policy implement-’
* ed by Reagan (whose vice president Bush had been for 8 years), but now
encountered both old and new social and political constraints. An agemg
population (mostly Republican voters) was unwilling to forego any tradi-
tional welfare policies, The immigrant population, which had increased
greatly during the 1980s, was bringing radical changes to the composition
of the US working class. This involved the manufactuting sectot, where the
salary gap widened once more, overturnihg a key component of the Amert-
can drears, in which blue collar workers wete central to the growth of inter-
nal demand for consumer durables, It also involved the composite tertiary
sector, where many of the new jobs were concentrated, and the middle
class felt increasingly insecure. However, the country’s economic and fi-
nancial difficulties obliged Bush to abandon one of his solemn- electoral
promises-in 1990, when hé dllowed the Democrat dormnated Congress to
" increase taxes without using his power of veto.
Together with the feelings of unease and frustration afﬂ;ctmg different
social classes to varying degrees, this décision to iticrease taxes proved fatal
“to Bush’s hopes of re-clection in November 1992. The participation of a
third candidate, businessman Ross Perot, was a rare event in US presiden-
tial elections, and Perol’s suceess in obtaining 19% of the vote played a de-
cisive.tole in the victory of Bill Clinton. However, the new presidency did
not bring a return to the welfarism of previous Democtat administrations,
pattly because the trade unions no longet linked the Democtat Party to its,
traditional electoral base; the profound Lestructurmg of the US economy -
during the 1980s had eroded much of the usions’ influence, 1eadmg toa
shatp fall in membesship.
Clinton’s programme, was simed at modernization of the US economy
Aged 46 when elected (Bush was 68), Clinton- belonged to a culture that
was more open to innovations, and he seemed more: capable of accompany-
ing the country into the new world that had begun to develop rapidly in the
early 1990s: the world of electronics, with its countless aspects affecting the
‘economy and the lives of millions of people. Clinton’s.programme also con-
‘tained a reform of the health system, fiscal incentives in favour of educa-
tion, and a reduction ifl the welfare state almed at makmg certain protected '
categories retuen to Work

N Ti i
H R Valletta, Job Loss durz;zg the 1990:, Fibsd Fcohomic Letter, 97- 03, Februaly 21,
1997,
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Tt was not simple to implement this programme. The public deficit in-
hezited from the Reagan and Bush administrations prevented new expendi-
ture, Ori the other hand, Federal Reserve head Alan Greenspan (nominated
by Reagan in 1987) had introduced low interest rates to take the US econ-
omy out of recession. Clinton devated a great deal of energy and some of
his political capital to eliminating the deficit, an essential condition for gen.
eral economic recovery, and his policy came to seem mote Republican than
“classically” Democrat. The same could also be said for Clinton’s whole-
hearted support for the NAFTA free trade agreement, which eliminated
_ o many trade barriers between the United States, Canada and Mexico.”

) - . . - However, US society continued to fear the changes-taking place, This
. N . partly explains how the Republicans gained a majority in both Congress
‘ R 1 “and the Senate, and they wete also helped by Clinton’s inability to imple-

: o ' ment many of the reforms promised in 1992, The following two years were
much more successful for Clinton who returned to areas’ that were tradi-
tionally Democrat terrain, and his re-election in 1996 was helped by the
substantial recovery now taking place, Wlth unemployment down to around

% 16 R

Ten yeats after Japanese economic euphona US society now appeared
"in a similar psychologlcal state, and the difficiilties of the 1980s seemed dis-
“tant. Since.the USSR no longer existed, the USA was now the only. great

power, and it scemed sct on a course towards the “Ametican century”.
Company restructuring in the 1980s involved not only the composition of
the wotkforce, but touched on all aspects of organization from technology
S to shop floor Jayout. The US, industrial system entered the 1990s with re-.
IR B newed efficiency, and no other developed country could rival:its competi-
S ‘ tiveness. ‘Massive investments in the ingh tech and computing sector
. opened up a new divide between US companies and their Eutopeah and
v . Japanese competitors. US company spending accounted for around 40% of
‘ total world spending in this field, i.e. roughly double the amount European
_companies invested in information technology, and eight times the world
average.”? However, the 1990s were also the period when new names ap-
peated on the wotld scene (Bill Gates, Paul Allen, Ted Turner, Craig
McGraw, Larry EllisonaAndrew Grove, Jeff Bezos and others), inheriting
~ and continuing the limitless eapacity of US society to produce absolute ex-
cellence in the different economic sectors.” :

e o ,‘{ N (LA G1enspan TbeAge of . Tttfbulence Advertuges. mczNew World, New York, 2007.
e ‘ 16 J.A, Franke, P.R. Orszag, American Economic Policy in the 1990s, cit.

- YRJ. Gordon, Tecbnology and Ecoromic Petformance in the American Econamy
Nber' Working Paper 8771, February 2002, :
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Some operated in high-tech and information technology; together with
biotechnology, these were the cutting edge of technology and were also the
sectors that attracted most interest from private and institutional investors
(e.g. mutual funds or pension funds) as the economic situation gradually -

* consolidated, With regard to the state, the federal deficit -gradually disap-
peared and actually became a surplus in 1997, Wall Street appeared un-
stoppable; between December 1991 and January 1992, the Dow Jones in-

“dex recovered to the level preceding the October 1987 crash, soating to
16,302 in December 1995. : -

'The boom of this new economy was short-lived, and the Dow Jones
index dropped around 3,000 paints in August 2001, The fitst signs of
economic difficulty were already felt in early 2000. New investments fell
sharply. The economic growth vate dropped from 6.44% at the end of
1999 to 5.50% at the end of 2000, and then declined during the first cight
months of 2001, Greenspan had just raised the interest rate from 5% to
6.25%, but hurriedly dropped it again, fearing a new phase of economic
decline,'® \ v

20.4. China in the global economy: political repression and eco-
- homic reform - : Do - .

Neither Greenspan not others could foresce the events of September 11th.
‘The tertotist attack was a severe psychological blow to the United States.
The government and Federal Resetve responded immediately with eco-
nomic and monetaty intetventions, in addition to the political and military
interventions in Afghanistan and Iraq. Wall Street had climbed back to ifs -
September levels by December 2001. Many people wondeted. if ~.and to
what extent - Al Qaeda might be the USA’s real challenger. The immediate
consequences of the attack meant that. public opinion was less interested
when China joined the WTO in December 2001 following yeats of difficult
negotiations.”” On the other hand, as Larry Summers said in 1995, when he
was Undersecretary at the Treasury during Clinton’s presidency, the Unit-
ed States could not afford to repeat the mistakes miade a century before by
the international political and economic system still centred on Great Brit--

18 faﬁtp://muw.macrotrendé.rzet/lj19/do_'w-jbnes.w-100—yg?ar-szvzqm'cal-cbarﬁ; betps:/fwww.

: fedemlf;es_emggov/dafadozqﬂfoad/Rew'ew.cszx?rel:Hlf&séﬂes:bfl-7364827&38702134%58'

: cf8eﬁaﬂﬁg‘?&faﬁabr:@fmm=6-to:&ﬁletype=cw&labelzz’m!ude&layoaﬁmrz’esmlzmm&type
=package. . ' . : '

1 C_bz’m’s’E&onomy and the Wto, All Change, in The Beonomist, 10122001,




280 The Global Economy

ain, which had underestimated the importance of German and Japanese
achievements 2 SR o
At a G20 summit in 2010, the international press reported the existence

of an informal but immensely powerful G2, although this was immediately
.denied by the two parties concetned, the USA and China. Less than two

years later, when China became the world’s leading export nation in 2012
ceducing the ten-point gap with the United States, Japan and Germany ir;
under ten years, the situation was very different. In 2012, many péople
wondered if the 21st cenitury would be the Chinese centuty, and a sinolo-
gist suggested that China was “buying the wotld”. This shows just how
uch China had achieved since the start of the reforms introduced by
Deng Xiaoping (1978}, and since the sanctions imposed by the internation-
al community in reaction to Tienanmen Square (1989), or even since it had
joined the WTO (2001}, During the 1990s, China’s. GDP grew at an aver-
age annual rate of over 10%, and GDP growth rates never. fell below 8%
during the following decade; despite the 2007-2008 crisis.**

So many books have been written about the transformations te China’s

"economy and society between the late 1970s and thé present. However, per-

haps the well-known Chinese writer Yu Hua best sumrmasizes the dramatic
and epic developments of just a few decades: “T'he last forty years have been

- for China what the last four hundred years have been for Eutopeans”#

The changes launched in 1978 have profoundly reformed the Chinese
economy. From agriculture to industry and-banking, all sectors hiave been

 thoroughly changed: the foundations were laid first in the primary sector,

with new land management and the creation of township and village enter-
prises, the closure of the collective farms (abolished in 1983}, and partial
liberatization of prices of agricultural products to create internal demand in
rural areas. Immediately after this came changes to the banking system with
the creation of four state banks: the Bank of China (BOC}, the People’s
Bank of China for Industry and Commerce (PBQC), the China Construc-

. tion Bank (CCOB) and the Agricultural Bank of China (SBC).

" 1n 1979 China introduced laws to attract foreign investments in desig-
nated “special economic zones” {SEZ)? and launched its “one-child poli--

20 1,11, Summess, An Assessment of American Economic Thinking and Policy To-
wards China, in United States-China Relations, 2, 23,1995, pp. 1-8. . :
217, Brrezinski, The Group of Two That Could Change. the World, in Financial

Times, 13.1.2009; A. Kroeber, Vast Gulf Ensures a G2-Dominated World Order is Kept

qt-Bay, ibid., 2.6.2009; P. Nolan, Is China Buying the World?, Cambridge, 2012,
2 YuHua, La Cina in dieci parole, Milan, 2012, '
B R, Coase, N. Wang, How China Became Capitalist, New Yotk, 20 12, pp: 59-64-
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cy” to control population growth, In 1980, China joined the Wotld Bank,

and state-owned companies were allowed to keep a share of their profits to

* finance investments and productivity bonuses. The BOC became the cen-

-~ tral bank in fact and in law. Tn 1985, the number of SEZs rose to 14, and
" intetnal migrants flocked to these arecas along the Chinese coast where for-

eign companies paid much higher wages. Tn 1986 China applied to join

GATT, the first step towards its subséquent entry of the WTO.

Concerns in the Chinese Communist Party {CCP) and in society In gen-
eral became mote acute among those worried about tfi_e changes taking
place and those who winted to accelerate change. These tensions culminat-
_ed dramatically in government repression of the Tienanmen Square pro-

tests, when around a thousand protesters were killed and about 30,000 ar-
" rested. , o : ‘ N
Deng, the architect of the reforms, ordered the shift to repression out of
concern for social stability. The CCP Genetal Secretary, riformist Zhao Zy-
jang (a supporter of President Hu Yaobang, who was disgraced in 1987
and replaced by the more consetvative Li Péng, then died suddenly in
~ April 1989), was discharged and replaced by Jiang Zemin, the Mayor of
Shanghai. In 1993, Jiang also became President of the People’s Republic of
* China and remained in office for ten yeats. He was actually in power for a
total of fourteen or even sixteen years (since he continued to. serve as
Chajrman of the Party’s powerfdl Central Military Commission for two
" more yeats). = ! o o . :
~ The eollapse of the USSR and the transition beginning in Eastern Eu-
. rope dealt a hard blow to the conservative wing of the CCP, which re-
 mained hostile to the economic changes taking in place in China during the,
“last fifteen years or so. Consequently, after just over two years of stagna- -
tion, Deng was finally able to relaunch his reforms in 1992 during his
southern tour of Chiria, Tn the following autumn the CCP Congress de-
fined the course outlined by Deng as aiming to develop a “socialist market
economy”. - o L o

State-owned companies were the fitst to experience the new situation;
1993 saw the start of a radical restructuring policy that reduced the number -
of jobs in these companies from 76 tg:30 million by2000. At the same time,
business legislation introduced different forms of ownetship; in this way, -
the state owned enterprises (SOE) became public limited companies. The
following year saw the first privatizations of the smaller SOE, which were
sold firstly to employees and managers, but also to foreign investors. In the
year Denji'died, 1997, the CCP Congress decided to limit state intervention
in the economy to certain strategic ‘sectors (defence, ‘communic'ations,
“elettricity, petrol, aviation and railways). ‘ '
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In 2002, the year after China entered the WTO, the CCP recognized the
role of the private sector in China’s economy and allowed businessmen to
join the Party. This involved changing the CCP statute, amenchng an article
to state that the CCP represented “the vanguard of Chinese society” i
stead of “the vanguard of the working class”, as in the previous text, which
had remained unaltered since the Patty’s foundation in 1921, The new pe-
neration of leaders who rose to power in 2003, President Hu Jintao and
Premier Wen Jiabao, completed reform of the SOEs, and concentrated on
the 196 most imporfant companies with the aim of creating around thirty
internationally impartant groups. For this purpose, state owned companies
were placed under the control of a new organization, the State Owned As-
sétt Supervision and Administration Commission (SASAC).#

‘China appeared almost unaffected by the 2008-2009 crisis, and actually

. turned itself into one of the emerging economies driving wotld economic
- growth, also helped by the package of measures implemented by the Chi-
‘nese government (worth 4 trilion RMB, ie. over $586 billion). While de-

veloped economies saw their GDP fall, and the overall growth of the world

_ econommy remained extremely limited, China’s GDP still grew at an impres-

sive rate: 9,0% in 2008, 8.7 % in 2009, 9.9% m 2010, 8.8% in 2011 and '
7.3% in 20122 .

On 30th Aptil 2014 the first page of the anmcml Times quoted a
source close to the World Bank, which said that China would become the
world’s leading economy by the énd of the year, ahead of even the most op-

timistic forecasts made just 2 couple of years before. China’s official statis- -

tics agency exptressed its reserves about the ‘methodology used fo draw
these conclusions and commented — with a remarkable degree of undei-
statement — that it “could not confirm these data as official statistics”
Nevertheless, world pubhc opinion swung between highlighting. concetns
over the world economy’s growing reliance on the Chinese economy and

focussing on the old and new weaknesses of China’s social and gconotmnic

system, In the first case, it was pointed -out that China had become the

“workshop of the wotld”, the same expression used to deseribe mid-18th

century England; although a largershare of Chinese manufactuting output
was produced fer foreign companies and much was exported providing a’

A B, Naughton The Traanomdrzon of the State Secior. -Sasag, t/::e M:zrket Economy,
and thesNew National Champions, in B.- Naughton, K.S. Tsai {eds.), State: Capitalisi,
Institutional Adaption, and the Chinese Miracle, Cambridge, 2013, pp. 46-71.

B b/ fata worldbank.org/indicator/NY. GDP.MK TP.KD,ZGlocations=CN.

%, Gilles, Ghina Overtakes US- as the Top Bcononzic Power This Year, iti Financial
Times, 30.4.2014; M. _Wolf On the Top of the World, ibid., 3-4.52014.
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growing trade surplus that was in patt used by China’s monetasy authori-

. ties to buy US Treasury bonds; this was said to'represent a kind of security -

investment for the Chinese, ot to indicate a new element in US depend-
ence, In the second case, attention. was focused -on China’s excessive in-

 vestments in fixed assets as opposed to consumption, its booming property

investments that would sooner or latei: become a bubble, a higher public
debt than was officially declared (due to the difficulties of estimating pro-
vincial and.local government debt), higher unemployment than indicated
by official figures, a largely incomplete liberalization process that penalized
foreign investors, a financial system concealing dangerous weaknesses, and -

- the growing level of debt amang Chinese businesses. .

China’s economic growth rate began to fall; between late 2014 and eatly
2015 it dropped firstly below 8% and then below 7%. Despite government
reassurances that these figures agreed with its forecasts, there were increas-
ing concerns in the developed countries about the effects this slower
~ growth might have on their own economies. At the same time, the slipping
growth rate confirmed the opinions of those who saw a Chinese return to
- “normality”, with a future of much lower growth rates, closer to the best

petformances of the developed countties led by the USA.
~ The country-is still in the midst of extremely important and difficult -
changes. At the end of 2013 there was a new impulse towards the liberaliza-
tion of China’s economic system' (the market no longer has a “fundamen-
‘tal” role, but has “a-“decisive” role in the allocation of resoutces}. Moreo--
ver, despite recognizing the SOEs guiding role, the Chinese government
intends to strip them of the ptivileges they have enjoyed and of their access
to economic and financial resources at fixed prices. The situation is not ,
without its difficulties. During an annual session of the National People’s -
Congess in March 2015, premier Li-admitted that “deep problems with
the country’s economy are becoming increasingly-evident”.? The measures
" concerning the SOE were accompeanied in summer 2015 by a considerable
move towards convertibility of China’s currency, the renminbi, allowing it
to fluctuate in relation to martket pressures and the actual state of the econ-
~ omy. This decision was applauded by the. International Monetaty Fund,

~* but the consequetit depreciation of the renminbi gave rise to worldwide

concern, When the Shanghai stock exchange began to fall — and then to

- plummet — in July and August 2015, the effects on the world’s other stock

exchanges were imtmediate. Besides demonstrating increasingly deep-seated
' world integration — at least at the financial level — this also highlights the

2 T, Branigan, China Lowcrs" Growih Target to 7% as It Fights Deep-seated’

Economic Pioblems,in The Guardian, 8.3.2015.
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weakness of a stock exchangé system buoyed up by the chronic insufficies,.
cy of supply.in comparison with the demand for shares. At first the Chinese
government preferred to let the market forces act, but was then compelled
to intervene decisively to support the stock exchange by buying up shares
worth $200 billion® The question cannot evidently be limited just to the
stock exchange. Stating a half-truth, “The stock market sell-off is not the
problem,” says Chinese economist, David Daukoi Lee, who continues,
“The problem — not a huge one, but a problem nonetheless — is the Chmese
economy itself, Tt requires cotrective action from Chiriese authorities — not
surgery, but acupuncture”® The issu¢ involves not only the reforms al-
ready implemented but even the credibility of.a power that once seemed
absolutely unassailable. At the same time, the severe battle against corrup-
tion that was launched several years ago is perhaps achieving some results
at the political level, but has also partly slowed private enterprise.

Today, many wonder about the future of China, no longer seen as the
new challenger to the USA; some even suggest the Chinese model may be
neating its end.. They underline that China’s present rulers have an even
mote difficult task than Deng, who had to deal with a poor and still partly
preindustrial society, with no middle class, and extremely variegated media,
which, althotgh strictly controlled by the authorities, represented a new‘
form of expression for Chinese society. Power was not concentrated in one
single person, but in an articulated and complex structure that reqmred ef-
forts to achieve agreement, Perhaps the time is approaching when Chinese
political power and society will have to find a new balaticé between mote
~ modest economic growth and the growing pressures from the 1elat1vely

wealthier classes ‘and also from those who are still relatively poor. As
- McKinsey andlyst wrote in 2016, the reality is that the Chinese economy now.
consists of “multiple subeconomies, each more than a trillion dollars in size.
‘Some dre booming, some dechmng Some are globally competitive; otheérs fit
for the scrap heap” 30 This is perfectly cotisistent with the words of Justin Yi-
fu Lin, ex-chief economist and former vice-president. of the World Bank,
who 1ssued aft invitation to “demystlfy the Chmese economy” 2

i':!‘ '_
2 Srock Sell off Hzgla!ngm Bediing’s Dzlemma, in Fmamzal Times, 25 82015 T.
Anderlini, Credibility on the Line, ibid., 30.8:2015,

. ®D, Daokui Li, China’s Problem Lr the L’conomy Itself, Not the Market sell off.-in
anaﬁczal szes, 31.8.2015. :

nG Orr What Might chppeﬁ i China in 2016? in bztp //www mckmsey com/
business, famtzom/sfmtegy and- -corporate, ﬁﬂance/am zng/sfs;’wba‘t 1ight- bappe:z it cbma-
in-2018,

37, Yifu Lin, Demzst;jﬁzmg the Cbzf?ese Economy, Cambridge, Mass., 2012.




Unstable leadership 285

Ftgure 20.1. China GDP growth rate-{1990-2016, %)
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Figure 20.2. Japan GDP growth rate (1991-2013, %) .
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