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3. www.chineseartistnetwork.com,info@chinese

artistnetwork.com.

4. The Nature Conservancy: http://www.

nature.org/wherewework/northamerica/

states/newyork/events/events3339.html.
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“What China has now is

the worst form of capital-

ism. Western capitalism

in its early phase was

also bad, but it could

become gradually more

progressive. But the

worst form of capitalism

in China today is incapable of becoming

more progressive.” Whose words are

these? A Chinese dissident’s? An American

neo-con’s? No: they were uttered by Zhao

Ziyang, General Secretary of the Communist

Party of China, who was dismissed in 1989

because he was open to political reform.

Minxin Pei quotes these words as a power-

ful illustration of his thesis in China’s

Trapped Transition.

Pei, director of the China program at the

Carnegie Endowment for International

Peace, argues his thesis in 215 pages of

cogent prose, supported with a wealth of

facts, most of them published by official

mainland Chinese sources. This book lays

strong claim to be rated the definitive

assessment of the current state and future

prospects of China’s “movement from total-

itarian tyranny to a system more humane,”

to use the phrase with which I ended

another book at the launch of this transi-

tion 25 years ago.

The message of this bold, powerful and

somber book should be heeded by anyone

with a serious interest in China, and shake

the complacency of all who blithely assume

that China’s economic progress will lead to

a smooth democratic transition.

Too many influential people in the West

ascribe the current Chinese leadership’s

refusal to engage in political reform to igno-

rance of what is best for their country, or to

authoritarian instincts that will eventually

be cured by peaceful enlightenment. Pei

shows that the Chinese leadership knows

what it is doing and why. Its formula of eco-

nomic but not political reform is a hard-

headed strategy for political survival and

personal enrichment. If that were all Pei

had to say, it would be true but not new. 

The nub of his thesis is that the Com-

munist Party of China, like most other

autocracies, relies not only on coercion but

also on support from key constituencies

garnered through a vast system of eco-

nomic and political patronage that would be

destroyed by political reform. The current

status quo results not only in stultified

political development, but also in increased

social tension, and ultimately in economic

malaise as well, because the regime’s sur-

vival would be endangered by the thorough

market-oriented reforms needed for long-

term sustainable growth. Weaknesses that

threaten the economic system, but are still

masked from the public, will not be cured,

leading to a decline in the present spectac-

ular rate of economic growth.

Building on landmark studies published

by the American scholars Nicholas Lardy

and Edward Stein a decade ago and never

convincingly refuted, Pei examines the prac-

tical exercise of the patronage system in

the critical banking, telecoms and grain pro-

curement sectors. In all of these, Pei finds,

reform has been “partial, compromised

and ineffective.” Pei warns that “the mas-

sive build-up of financial deficits in these

sectors has greatly raised the systemic

risks in the economy as a whole.”

The state can be not only a “helping

hand,” but also a “grabbing hand”—a pred-

ator feeding off the society it rules. Corrup-

tion is not just an inevitable consequence

of the lack of democratic accountability: it

is essential to the patronage system. In the

long run it will undermine the regime, but in

the short-term it buys the support of power-

ful officials at the middle and lower levels

of government.

The Chinese state has transformed

many of its senior officials into “roving ban-

dits,” and official studies indicate the scale

of predation. In 2003, for example, the

National Audit Administration audited

36,000 cadres—a very small proportion of

the total of tens of millions—and discov-

ered that 67 billion yuan ($8.24 billion) had

been misused. Chinese economists esti-

mated that capital flight—a euphemism for

the transfer of illicit funds from China to off-

shore accounts—averaged $17.7 billion

between 1997 and 1999.

A key feature of Pei’s analysis is the

observation that in China official predation

has been decentralized. “Some local gov-

ernments have been practically subverted

into collective illegal economic enterprises”

as local party bosses have effectively priva-

tized the state’s authority and engage in

widespread collusive corruption. Hard and

soft mafia states have formed in Chinese

provinces, in which party secretaries, mag-

istrates and police chiefs collude with crimi-

nal gangs in smuggling, collective

bribe-taking and illegal property deals. 

In this “decentralized predatory state,”

Chinese regional bosses are not only free

from democratic accountability but also—

to a high degree—from central control. Pei

shows that even if the central leadership

wanted to eradicate corruption, the process

of decentralized predation has rendered it

virtually powerless to do so. 

Pei observes that ordinary Chinese citi-

zens have little recourse for redressing

grievances. The official petition system,

which ostensibly enables aggrieved individ-

uals to seek intervention by higher officials,

has broken down, and only two in 1,000

petitions actually lead to some kind of reso-

lution. Chinese courts offer little judicial

relief; they accept only about 90,000 law-

suits against local authorities each year,

and rule against the government in less

than 25 percent of the cases. More than

90 percent of officials caught for corruption

escape criminal prosecution.

The regime pays lip-service to the rule

of law while failing to effectively address

the problems of politicized courts and lack

of judicial independence, described in

detail by a study commissioned by the

Supreme People’s Court itself. According to

Pei’s thesis, it would be naïve to expect

effective action from a regime whose sup-

porters are the primary beneficiaries of this

flawed system. 

Foreigners tend to assume that China’s

central government exercises strong con-

trol over the economy, but closer examina-

tion shows the fiscal system in a different

light. Aggregate government expenditure
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averages 30 percent of GDP, a little lower

than the total of federal and state expendi-

ture in the U.S., and the central govern-

ment’s share in this expenditure has

declined in proportion to that of provincial

governments.

Likewise, outsiders tend to assume that

the prestige of the Chinese state is but-

tressed by strong public services. In fact,

the government’s modest public expenditure

greatly limits its capacity to provide educa-

tion, public health care, health and safety

regulation, and environmental protection. An

unelected government does not have the

political authority to increase taxes signifi-

cantly. The principle of “no taxation without

representation,” while not openly voiced in

China, is nonetheless effectively observed.

Economic reform without its political

counterpart has led to a situation in which

the agricultural and private sectors find the

Party, as distinct from the state, largely irrel-

evant to their day-to-day operations and

unrepresentative of their interests. The

Party’s own surveys show how far it has lost

its following and control in the countryside.

As for the cities, the Party had been able to

establish cells in only one percent of private

firms by 2000, and since no independent

labor unions are permitted, the Party’s posi-

tion among urban workers is as parlous as

among peasants and entrepreneurs.

Despite rising standards of living, offi-

cial statistics show a very substantial

increase in social tension, manifested in

the increase in “mass incidents” (sit-ins,

riots, strikes and demonstrations) from

around 10,000 events involving 730,000

participants in 1994 to 74,000 events

involving some 3.7 million individuals in

2004. The reality today is that among the

population at large the Party is at best tol-

erated (because its partial reforms have

brought economic growth) rather than sup-

ported, and its ability to control dissidents

now depends on the repressive apparatus

of the state.

Pei concludes that the negative effects

of the Party’s strategy “will hinder the devel-

opment of the infrastructures conducive to

a peaceful democratic transition. Regime

transition may still be possible, but such a

transition, when it comes, is more likely to

be tumultuous and disruptive.”

While this is indeed the most likely out-

come, the international community needs

to be prepared for a very different possibil-

ity, to which Pei gives too little considera-

tion. It is possible that the prospect of an

impending crisis may galvanize a group

within the top leadership to seize control,

with the backing of a part of the armed

forces, to initiate political as well as eco-

nomic reform. The scenario deserves more

detailed analysis than would be appropriate

here, but four points support its feasibility.

First, it is significant, as mentioned

above, that most of the reports and analy-

ses Pei uses to support his case are from

official Chinese documents, collected by

the Chinese University of Hong Kong, but

published in mainland China. These show

that while the Chinese elite may choose to

ignore the negative effects of their strategy,

they are aware of them. 

Second, the leaders must be equally

aware that in comparison with previous

crises, millions of their subjects are now

better informed of the state of the outside

world, of the nature of democratic systems,

of injustices at home and of the anachro-

nism of China’s autocracy.

Third, the fact that two reform-era Gen-

eral Secretaries, Hu Yaobang and Zhao

Ziyang, were sacked for proposing political

reform shows that the case for this reform

has been understood and advocated by

people at the very highest levels.

Reformists have lost the struggle twice, but

the outcome of another such attempt could

be different if the balance of forces has

changed—and internationally the balance

has changed dramatically since the last

struggle in 1989. When Zhao was dis-

missed, the Soviet Union still existed under

Communist Party rule; since then, the

Soviet Union and its empire have col-

lapsed, and the world’s remaining super-

power is a democracy committed to

promoting democracy around the world.

Fourth, there is a growing risk of a run

on the banking system that could provoke a

financial meltdown. While not a matter of

general public knowledge, this risk is no

secret to the top leadership, which is well

aware of its failure to remedy the underlying

causes of weakness in the banking system.

(In 2003, Standard & Poor’s estimated the

real ratio of non-performing loans in the

system to be 45 percent, more than double

the official figure). From January 1, 2007,

foreign banks will in principle be free to

undertake any kind of business anywhere

in China. They are not expected to rush into

nationwide expansion, but the time will

come when a significant share of deposi-

tors will have a choice between loss-making

state-owned Chinese banks and sound for-

eign banks. If at that point the inability of

domestic banks to meet their liabilities

were to become widely known inside China,

there might well be a bank run that could

cause the collapse of the financial system.

The measures needed to forestall this

situation are so tough that only a democrat-

ically elected government would dare to

undertake them. Alert to the impending

danger of financial collapse, a faction of the

top leadership might secure military (and

perhaps international) backing for a coup to

capture power and mobilize massive popu-

lar support by promising democratic

reform.

Such an operation, while fraught with

danger of domestic and international con-

flict, is by no means inconceivable. Some

Chinese leaders might well see it as prefer-

able to financial implosion, and calculate

that their own political (and financial) for-

tunes could be safeguarded by presenting

themselves as proponents of democracy.

That worked for Yeltsin and his supporters

in Russia, and it could work in China, with

perhaps a better outcome.
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The Chinese in Silicon

Valley stakes its claim

as the first study of Chi-

nese high-tech profes-

sionals and their

participation in the local

and global economy.

The book integrates

information about the Chinese communi-

ties in Silicon Valley with their global activi-

ties and strategies for economic success,

to better understand how these diverse


