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Preface

As China Briefing, 1989 was going to press, the People's Republic of China (PRC) was experiencing a wave of student demonstrations on a scale unprecedented in the reform era. The catalyst for the protests was the death in April 1989 of Hu Yaobang, the former general secretary of the Chinese Communist Party. Hu had long been at the center of controversy over reform, and he was forced to resign after an earlier wave of demonstrations in December 1986. The debate inside the party following Hu's fall helped to build a new consensus behind the reforms that guided Beijing's policy in 1988.

This volume analyzes the impact of severe inflation and other setbacks that have seriously tested the consensus for reform over the course of the last year. Experts examine the year's developments in politics, the economy, foreign relations, and culture in the PRC. China Briefing, 1989 also includes a chapter on Taiwan and a special retrospective on the ten years since Sino-U.S. relations were reestablished in 1978. All of the chapters were specially commissioned for this volume, and we thank the authors for their hard work under rigorous deadlines.

China Briefing, 1989 is the ninth in a series of annual assessments of key events and trends in Chinese affairs prepared by the China Council of The Asia Society. The volume is the companion to India Briefing, also copublished annually by The Asia Society and Westview Press.

The China Council, a program of The Asia Society's Contemporary Affairs Department, is a nonprofit, nonpartisan educational organization committed to providing timely and accurate information on China and U.S.-China relations. Through the publication of the annual China Briefing, the China Council attempts to make available to a general audience a digest of the essential information on events of the previous year.

The editor wishes to thank the staff of the Contemporary Affairs Department for helping to bring this volume to press: Sarah Beckjord, Andrea Sokerka, Patty Binns, and Ellen Lenson were all indispensable at different stages of the project. Dorothy Grant provided excellent research assistance and fact checking, and Linda Griffin Kean and Chip Gagnon assisted in the final editorial and manuscript preparation tasks. And to Susan McEachern at Westview Press, our deepest appreciation for her continued support

Anthony J, Kane
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Introduction

Anthony J. Kane

As China Briefing, 1989 was going to press, China was in the midst of an upheaval of historic proportions. More than a million people demonstrated for two days in support of student protestors in Beijing's Tiananmen Square. The government declared martial law, and an extended standoff ensued. The significance of these events will be debated for years to come, but the contributors to this year's volume analyze the early signs of trouble in politics, the economy, culture, and the society as a whole.

The past year was a difficult one for China. Inflation was high, spirits low, and everybody from the top leadership to the man in the street seemed to be angry about something. In his chapter "Politics: Reform at the Crossroad," Andrew Nathan calls it a season of discontent unique in China's post-revolutionary history. Noting that senior leader Deng Xiaoping's instincts were already being questioned over the decision to introduce, and then quickly rescind, price reform, Nathan raises the possibility that the Third Plenum of the Thirteenth Central Committee of the CCP, held in September 1988, might have marked the death knell of the reforms that were born nearly ten years earlier in the Third Plenum of the Eleventh Central Committee of December 1978.

What went wrong? As Bruce Reynolds points out in "The Chinese Economy in 1988," to a large degree China's current problems are a product of the spectacular successes achieved in a decade of reform. Emboldened by that success, the leadership attempted to push price reform ahead—with disastrous results. Double-digit inflation wiped out the increased buying power Chinese consumers had enjoyed in recent years and was compounded by panic buying. Visions of the hyperinflation that helped bring down the Nationalist government 40 years earlier loomed in the minds of many Chinese. Popular support for the reforms began to erode, and by the end of 1988, inflation had become a bigger issue than political freedom.

Opponents of price reform used the consumer panic to justify curbing what they considered to be an overly ambitious reform agenda, but the problems proved to run much deeper. Attempts to reassert central authority had little effect, and even the reformers began to worry about surrendering too much control. Widespread corruption and crime led many of those commonly described as "liberals" in the Chinese political spectrum to espouse "the new authoritarianism," a theory that advocated limiting political freedom in order to provide stability at a time of rapid economic change. Ironically, its supporters pointed to the examples of Taiwan and South Korea to justify their contention that restricting democratic rights is essential to successful economic development.

Discontent with the status quo burst forth with unexpected power in April 1989, bringing the pending succession struggle to a head. Demonstrators turned out in ever-growing numbers in response to a series of events, beginning with the death of former CCP General Secretary Hu Yaobang on April 15. In the early 1980s Hu had been seen by many activists in China (and by outside observers, including this one) as the country's chief ideological watchdog, but after his fall he became a hero to those seeking greater freedom and democracy for China. The demonstrations following his death were reminiscent of those that had led to his resignation, but this time there was an important difference. When word spread that senior leader Deng Xiao ping had issued an order to suppress the demonstrations, the number of people in the streets jumped from tens of thousands to hundreds of thousands. The people's armed police pulled back and the suppression order was rescinded, leaving the students flush with a feeling of having won an unprecedented victory.

The demand for change reached a crescendo in May when Soviet President Mikhail Gorbachev arrived in China for the first Sino-Soviet summit in 30 years. The demonstrators praised Gorbachev for initiating political reform in the Soviet Union and urged their government to do the same. Three thousand students began a hunger strike to underscore their dedication to the cause, and hundreds of thousands came out to support them. By the last day of the Gorbachev visit, a million people were in the streets, including journalists, factory workers, doctors, nurses, retirees, and even some police and army personnel.

The protests must have been a particularly bitter pill for Deng Xiaoping to swallow. Steven Levine notes in his chapter "Foreign Policy in 1988: Resolving Old Conflicts" that in the course of the year the Chinese had played an increasingly active role in the Asia-Pacific region and were satisfied with the influence they had been able to exert. Even the capitalists were pounding at the door, with South Korea seeking to wrest its share of the Chinese market from the Americans, Europeans, and Japanese. North Korea had become increasingly isolated and could not prevent the PRC from improving relations with the South. Difficult regional relationships, such as those with India, Indonesia, and Vietnam, were slowly being resolved as well.

China's success in getting the Soviet Union to remove the three obstacles" in order to secure a Sino-Soviet summit was to have been Deng's crowning achievement. Gorbachev went to Beijing in deference to the Chinese leader's status as the elder statesman of the socialist world. But instead the world saw a young and vigorous Soviet reformer hailed by the Chinese people as a hero of reform, while an elderly and unsteady Deng fought to retain his dignity as the demonstrators demanded his resignation.

Another "victory" that created new problems was the rapid explosion of contact between the Chinese mainland and Taiwan. In "Taiwan in 1988: The Transition to a Post-Chiang World," Thomas Gold writes that the Republic of China's "three no's" policy in dealing with the PRC was "flagrantly violated" throughout 1988, and 1989 brought the stunning announcement that the ROC Finance Minister Shirley Kuo would travel to Beijing for the next meeting of the Asian Development Bank. While this official contact is of symbolic importance, in substantive terms the tremendous upsurge of business and person-to-person contact has had even greater impact in transforming the relationship between Taipei and Beijing. It is no longer unusual to meet Taiwanese businessmen returning from China, especially in Fujian Province. Fujian hopes to use its provincial relationship and language ties (Taiwanese is similar to the dialect spoken in southern Fujian, and many Taiwanese trace their ancestral roots to the area) in much the same way that the Cantonese have exploited their ties to Hong Kong to attract overseas investors.

PRC officials in Beijing once encouraged these ties, hoping to build pressure on Taiwan to accept the proposed "one country, two systems" formula for reunification with the mainland. To their chagrin, however, the strategy may have backfired, as many visitors have returned fearful of the consequences of tying their fate to the mainland. At worst, some in Beijing are concerned that they have inadvertently strengthened the case for those who push for "one China, one Taiwan." In 1988 the PRC authorities stepped up their warnings against those who might be thinking of taking such a position within Taiwan.

For the time being, however, Taiwan is the least of Beijing's worries, and in that sense it has taken a back seat as a problem in Sino American relations as well. As Paul Kreisberg indicates in his review of the first decade of relations between the United States and the Peopie's Republic of China, the evolution of the relationship from "special" to "normal" offers important new challenges on a range of issues from trade to human rights. The "special" nature of the relationship was based on romantic memories of a large American missionary presence in China in the late nineteenth and early twentieth century, combined with much less sentimental considerations: a shared national interest in opposing the expansion of Soviet influence in Asia, especially in Indochina and Afghanistan.

As awareness of China has grown through increased press coverage and tourism, the romantic images have faded in the harsh light of reality. Repeated violent repression of demonstrations in Tibet, leading to the imposition of martial law in the Tibetan capital of Lhasa in March 1989, has become a matter of growing concern in the U.S. Congress, in the activities of international human rights organizations, and in the minds of ordinary Americans. The Chinese react angrily to criticism of their handling of the Tibet situation and view it as interference in their internal affairs. These kinds of tensions are to be expected in a relationship between nations with cultural and political differences; the challenge is to keep the lines of communication open in order to overcome those differences for the sake of a relationship that is of great importance to both sides.

As Kreisberg points out, the strength of mutual interests should be enough to keep the Sino-American relationship on an even keel, but the nature of those interests are also in a state of flux. This was brought home to the American public most powerfully in the course of the recent summit meeting between Deng Xiaoping and Mikhail Gorbachev in Beijing. Many observers have noted that the China "card" no longer exists (if it ever did) as the Sino-Soviet relationship improves. But Americans reacted with shock to the sight of Chinese students' hailing of Gorbachev as a hero of democratic reform, a sharp contrast to the silent reception afforded U.S. President George Bush when he visited China in February. It is likely that Gorbachev's treatment was a matter of timing and that he benefitted from the students' opposition to Deng Xiaoping. However, it should also remind us that even those who admire the U.S. system are willing to look elsewhere for inspiration as well. They do not necessarily believe that Western liberal democracy can or should be imitated in China.

When historians look back on the demonstrations of 1989, they might well focus on the celebration of the seventieth anniversary of the May Fourth Movement. The demonstrations recalled an earlier time when China was in a state of political disintegration following the collapse of the ancient imperial system. No effective national government had emerged, and local warlords and aggressive foreign powers were fighting for influence and territory. On May 4, 1919 the news reached Beijing that the Versailles Treaty had awarded Shan-dong Province (territory controlled by the Germans before the war) to the Japanese, rather than returning it to Chinese control. Demonstrations erupted first in Beijing and later in other cities, forcing the government to renounce the treaty. This incident helped give birth to a period in which intellectuals questioned tradition and sought to provide new and viable answers to the challenges posed by the Western powers and their imperialist ambitions. The crucial goal of that movement, to reunify China and expel the foreign powers, was achieved in 1949. But a second unfinished agenda remained: to modernize China and make it a great nation once again by reforming not just the political system, but the entire cultural tradition.

As Ralph Croizier indicates in his chapter " 'Going to the World': Art and Culture on the Cosmopolitan Tide," a return to that agenda in recent years has reawakened a sense of cultural crisis in China. Although students may want to make China's political system more akin to the democracies of the West, the creative arts in China are exploring even deeper questions that go to the root of what it means to be Chinese in the modern world. With many of the political barriers to free expression removed, creative artists are now testing the limits of their imagination; having greater freedom of speech at home, they yearn for international recognition.

The list of problems facing the Chinese people and their leaders is truly daunting and will not disappear once the current leadership crisis is resolved. Inflation, corruption, and the demands for a more inclusive political system will not subside with the demonstrations. Any leadership configuration must make difficult choices if it is to succeed both in solving the nation's problems and in rebuilding popular support.


1
 Politics: Reform at the Crossroad

Andrew J. Nathan

The politics of 1988 were dominated by the relationship between Deng Xiaoping, at age 84 still China's top decision-maker despite his semi-retirement, and Zhao Ziyang, the 69-year-old party general secretary, Deng's heir apparent. The year opened with Zhao's influence at a high point. He demonstrated his position as Deng's chief reform strategist by sponsoring a bold initiative to establish an export-oriented economy along China's coast. At year's end, when price reform suffered a setback, it seemed that Zhao's political career might also suffer, but he emerged from the crisis with his power intact—although his grip on the succession remained uncertain.

The broad commitment to economic reform was no longer at issue among the Party leaders, but controversy attended efforts to work out the details of reform and efforts to manage the social and ideological consequences of "opening up" the economy and social life. Deng's remained the only voice that could authoritatively settle such controversies among the leaders. Although both Zhao Ziyang and 60-year-old Prime Minister Li Peng, Zhao's chief rival for power among the younger leaders, relied increasingly on experts and specialists to frame policy options, China's policy-making process still remained personalistic: Deng's nod determined major policy decisions and power relationships. And Deng continued to rely on his intuitive style of "crossing the river by feeling the way from rock to rock."

Deng's impulsive mid-year decision to implement a still-embryonic proposal for price-system reform illustrated both his unquestioned personal authority and the limits that this authority placed on the influence of the rising technocracy. The episode also demonstrated the risks of such a decision-making style, as Deng's instincts proved flawed. Accelerating inflation generated a strong popular reaction that forced the government quickly to reverse the price-reform policy, which had been announced with much fanfare. In addition, since price reform was apparently a prerequisite for further reform of industrial enterprises, its failure was seen by many as a signal that reform as a whole had reached a dead end. For many, the Third Plenum of the Thirteenth Central Committee, which reversed the price reform, was the symbolic end of the decade of reform that had begun at the epochal Third Plenum of the Eleventh Central Committee in December 1978.

Nineteen-eighty-eight ushered in a season of discontent that is perhaps unique in China's post-revolutionary history. The failure of price reform in the fall accelerated the radical decline in the regime's authority that had begun earlier in the year. For the first time one could hear anti-Deng sentiments openly expressed among a broad spectrum of Chinese. The rising sense of anomie was as much a consequence of reform's successes—increased freedom of speech, rising expectations, social and geographic mobility—as of its failures—inflation and corruption.1 The mood among intellectuals, in particular, reflected a profound questioning not only of China's political leaders and political system, but even of its national culture and national character. Some viewed the increasing social disorder and intellectual alienation as signs of a dangerous breakdown of the social contract; others saw these as normal signs of a freer "civil society" emerging as a result of rising prosperity and liberalization.

If the events of 1988 demonstrated Deng Xiaoping's continuing dominance of Chinese politics, they also showed that his decision-making style was becoming less suitable to China's increasingly complex political economy and turbulent society. Although Deng reiterated his desire to retire from the front line of government frequently during the year, he was unable to consummate a succession of power. The shape of the post-Deng leadership remained murky, and the chances remained high that the leadership would be politically insecure.

Zhao's Role and the Coastal Development Strategy

The year opened with a bold reform initiative that demonstrated Zhao's pre-eminence as Deng's chief strategist for reform. The policymaking process leading to this new program, called the "coastal development strategy," also illustrated Zhao's openness to proposals from young, liberal reformers, his willingness to champion practical new ideas regardless of how far they might diverge from those of some of the older party leaders, and the political risks attending the adoption of proposals that had not been thoroughly discussed within the Party leadership and the bureaucracy.

The new program, also referred to as "joining the great international circle," departs in several ways from the "open policy" put into effect in 1979. Under the open policy Beijing had successively designated four Special Economic Zones, fourteen coastal cities, three delta areas, and Hainan Province as places with preferential conditions for foreign investment and bases for the development of exports.

First, instead of concentrating foreign investment and trade in certain areas, the new policy opens up to foreign investment the entire coastal region from Liaoning to Guangdong—an area estimated to have a population of 100 to 200 million.

Second, under the new policy both capital and management are expected to come mainly from overseas investors rather than through joint ventures.

Third, both capital and raw materials may be freely imported, referred to as "putting both ends of the production process on the world market" (liangtou zaiwai). The old policy of discouraging imports of parts and raw materials has been dropped for two reasons: because of the difficulty experienced by foreign-owned firms in dealing with Chinese suppliers; and in order to reduce inflationary pressures on the Chinese economy that are generated when export-oriented firms compete with domestic-oriented firms for raw materials.

Fourth, the new strategy—under which China contributes only labor to the exported product, not capital or raw materials—is a strategy of exporting China's cheap excess labor power. Where the old open policy emphasized that foreign investors should supply China with advanced modern technology, the new policy stresses labor-intensive industries like clothing, handicrafts, and light industrial products.

In short, the new policy is one of "export-led growth" or "export-oriented industrialization." It is explicitly modeled on the experiences of Taiwan and the other Asian "small dragons." Zhao's plan is to develop a fifth "dragon" along China's coast—one much larger than all the rest.

The genesis of the coastal development strategy illustrated both Zhao's links to a circle of young, pragmatic technocrats and his continued dependence on Deng Xiaoping for the political authority to implement radical economic reforms. The strategy originated with a handful of economists, most prominently Wang Jian, a 33-year-old assistant research fellow at the State Planning Commission. Wang and others argued to Zhao in late 1987 that an export-oriented strategy would enable China to solve the two main problems created by the success of the earlier stages of reform: a shortage of raw materials and a surplus of rural labor. They also argued that an export-oriented strategy could help China surmount the two main obstacles that would face economic reform in the near future: enterprise reform and price reform. Exposing Chinese enterprises to the discipline of international market competition would force them to become efficient, they argued. Creating a large number of enterprises oriented to the world economy would provide a bridge for the adjustment of domestic prices to world market levels.2

After making two tours of the coastal regions, in January 1988 Zhao reported these ideas to Deng Xiaoping. In addition to the factors already mentioned, Zhao also emphasized that the low value of the U.S. dollar had raised the price of Japanese, Taiwanese, and Korean exports to the United States and that this offered an excellent opportunity for China to enter the market with its cheaper labor. Deng approved the proposal, stating that the policy "must be pursued with great boldness and with speed; on no account can we lose this opportunity." Based on Deng's support, the Politburo gave its endorsement at its Fourth Plenum on February 6.

Merely announcing the policy, however, did not guarantee its success. Zhao had not taken the time to create a consensus for the policy among other senior leaders or among the provincial officials whose cooperation would be required for the policy to succeed. The plan faced broad political and bureaucratic skepticism, one sign of which was that in his Government Work Report to the Seventh National People's Congress, Prime Minister Li Peng placed Zhao's plan only fourth among the tasks facing the government. The three tasks that took priority were promoting the development of agriculture and industry; improving science, technology, and education; and continuing enterprise reform. Those items Li listed after the coastal development strategy included political reform, cultural and social policy, and defense modernization. In discussing coastal development, Li—unlike Zhao—emphasized careful preparatory work rather than speed and called for attention to the development of inland as well as coastal areas.3

The plan also confronted innumerable practical obstacles. In order to succeed, the new strategy will eventually require a further devaluation of the renminbi; Chinese enterprises can now earn more renminbi by selling products at home than by exporting them. But fears that such devaluation would aggravate inflationary pressures prevented any moves in this direction in 1988, and near the end of the year the government announced that there would be no devaluation in 1989.

Even if domestic obstacles like devaluation can be overcome, the export-oriented coastal development policy will face resistance abroad. Unless the quality of Chinese workmanship improves, China's products will not be able to compete in the world market. And even if the products do meet international standards, the export drive is likely to run into protectionist barriers in the United States, Japan, and Europe.

Nonetheless, by the end of 1988, considerable achievements were claimed for the coastal development policy. For the first eight months of the year exports from six of the coastal provinces were reported to have increased 21 percent over the same period of 1987, to a sum of US$11.77 billion, representing 44 percent of China's total exports.4 It was too early to evaluate whether such figures represented merely the natural momentum of a dynamic sector of the economy, or whether the policy changes in Beijing really had initiated a fundamental economic reorientation in the coastal regions.

The Role of the Technocrats

Events at the Seventh National People's Congress, meeting from March 25 to April 13, were evidence of the continued rise of technocracy, which had been a striking feature of Chinese politics in 1987.5 Seventy-one percent of the delegates were newly elected, and they were younger and better educated than members of previous Congresses.6 The Congress streamlined the central state organs by reducing the number of ministries and commissions to 41 from 45, restructuring a number of the organs, and appointing younger and better-educated ministers to many of the posts.

The Congress elected Acting Prime Minister Li Peng, a prototypical "red technocrat," to a full term as prime minister, the top post in the state hierarchy. Son of a Communist martyr and adopted son of Zhou Enlai, Li was educated in the Soviet Union as an electrical power engineer and served for many years in the Chinese energy bureaucracy.7 In a press conference after his accession to the premiership, Li denied the view widely held abroad that he is a spokesman for a conservative wing of the leadership, describing himself instead as an imple mentor of Party policies. The fact that no important policy initiatives were associated with his name during 1988 lend plausibility to this characterization.

In his Government Work Report to the Congress, Li emphasized the need for a cautious and orderly pursuit of the established policies for economic reform, a steady pace of growth, the improvement of science and technology, more efficiency in government, and the maintenance of social order. To facilitate the movement toward a market regulated economy, the Congress adopted constitutional amendments permitting the transfer of land-use rights and the existence and development of privately owned enterprises. It adopted laws which gave the managers of state-owned enterprises the authority to make business decisions without seeking permission from higher government organs.

Before arid after the Seventh Congress, debate continued within the technocracy over the future path of reform. Movement toward a market-regulated economy had been a goal of the reformers for several years. In 1988 this reform faced two interlocking obstacles—government control of the prices of some major goods and government interference in the management of enterprises. At this policy crossroad, the leaders turned to their advisers in governmental and semi governmental research institutes and the universities. They gave these specialists free rein to frame proposals, provide studies of foreign models, and conduct surveys in order to predict popular responses to alternative measures.

One group of economists, headed by Wu Jinglian of the Chinese Academy of Social Sciences and the State Council Research Center for Economic, Social, and Technological Development, argued for carrying out price-system reform first. These economists argued that a shift from controlled to market-determined prices was necessary to enable enterprises to operate efficiently. Acknowledging that price reform would entail some worsening of inflation, Wu pointed to the overnight liberalization of prices by Adenauer in postwar Germany as an example of how such inflation would be self-limiting as the domestic market was established.

Price reform seemed to its proponents not only economically necessary in 1988 but politically opportune. According to the State Statistical Bureau, in the preceding ten years the inflation-adjusted incomes of urban residents had increased by 85.7 percent, thus providing a cushion of well-being that would enable urban residents to absorb the impact of a temporary inflation. The vast bulk of the Chinese population, the peasants, would be much less severely affected by inflation than urban dwellers because the main component of inflation so far had been the rise in food prices and peasants grow rather than buy most of their food. In some respects, peasants would even benefit from inflation, which would raise the prices of the grain and other agricultural products they sell, as well as of the products of their village industries, which are not controlled. Although in some countries—Poland, Burma, and Iran, for example—inflation has been accompanied by economic stagnation, in China inflation has been accompanied by economic growth. In principle, this provided the government with enough resources to be able to plan wage increases for many of the urban residents. By reforming the wage system and the price system concurrently, the leaders could assure that price reform would bring no decline in the people's average living standards.

Moreover, proponents of price reform saw in it a built-in tradeoff for the inevitable loss of popularity the regime would face as a result of worsening inflation—a substantial reduction in bureaucratic corruption, a problem which has generated enormous popular discontent. Price-reform advocates pointed out that corruption is fostered by the two-track price system, under which there is a gap between official and market prices and those who have the discretion to supply a good at an official price are tempted to demand part or all of the difference between that price and the market price as a finder's fee. Therefore, narrowing the price gap would reduce the size of bribes, and removing it eventually would remove the main cause of corruption.

Other economic specialists, however, warned that the worsening inflation induced by price reform might be more serious and longer-lasting than Wu Jinglian and his allies predict. In 1988, inflation had already reached the highest levels since prices were stabilized in the early 1950s. By the end of the year, the official inflation rate had reached 18.5 percent, with the actual rate substantially higher. Official statistics showed that 21 percent of urban workers had suffered a decline in living standards in 1987. In addition, survey research by the Economic System Reform Institute indicated that public anxiety about prices was so keen that price reform might well trigger a psychological inflationary spiral. The Institute warned that the political danger of inflation lay less in people's fears about the current price of goods than in their worries about inflation devaluing their savings and undermining the worth of their future pensions, which are calculated as a percentage of base salary and do not reflect the bonuses and other perquisites that make up an increasingly high proportion of most workers' incomes.8

An alternative reform proposal, put forward by Li Yining of Beijing University, called for placing emphasis on strengthening the managerial autonomy of enterprises. It was known as the "3-5-8" plan because it had three-year, five-year, and eight-year targets. Li's proposal was based on the idea, accepted by virtually all Chinese economists, that a major cause of inefficiency in state-run enterprises is government interference in their operations. According to this view, each ostensibly state-owned enterprise in China is in practice the property of —that is, controlled by—a specific governmental bureau, usually at the provincial, municipal, or county level. The bureau enjoys the benefits of its "property"—such as control over taxes remitted, access to manufactured goods which can be traded with other bureaus, and the ability to make job appointments. In exchange, the bureau gives the enterprise free land and money for investment, protects it from competition, helps it acquire low-cost raw materials, and allows it to set profitably high prices for its manufactures.9

Many reform economists have long held that as long as this situation persists, price reform will fail. The market will be unable to discipline enterprises because they will continue to be protected by their bureaucratic owners and will take advantage of price reform to raise prices and increase their monopoly profits. Li Yining's special contribution to the debate was to argue that enterprise reforms enacted or tested to date have been unable to free enterprises from bureau control. These have included allowing enterprises to retain profits, substituting taxes for profit remittance, signing performance contracts with managers, and expanding the limits of managerial autonomy by law.

Li proposed "stockification"—turning enterprise assets into stocks, and giving or selling a portion of these stocks to the enterprises' employees, to other individuals, or even to other companies, while also keeping a portion for the state.
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