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Confrontations between central and local powers in China
Zhang Kai

Since the Chinese Communist Party implemented
capitalism, the planned economy and the monopoly over
foreign trade are going on the wane. The anarchy of
capitalist production escapes control and command by
the central government, and manifests itself as
over-heated economic development. The central
government is concerned with the overall situation,
hence it attempts to slow down the pace of development.
Yet for the local powers, their interests are of priority.
There have been resistances from the local authorities
against the central government’s attempts in the last few
/ years to cool down the economy through macro policies.
This reflects the continuous CCP’s crisis of rule.

According to the State Statistics Bureau, urban
fixed assets investments for the first half of 2006
increased by 31.3% over the previous period. Yet, the
Bureau Chief, Qiu Xiaohua, proudly said in a speech at
Peking University on June 12 that by the end of the 11™
Five Year Plan (2006-2010), China’s economy could
overtake Germany, and be as powerful as USA and
Japan. He predicted that China could catch up with
Japan in 15 years, and with USA in 2049." This reminds
one of the catch-up policies of the Big Leap Forward
period, when Mao Zedong pledged to catch up with
Britain within 7 years and with USA within 15 years.

Recently, Hu Jintao, President of the PRC,
proposed that the priority task for the second half of
2006 was to control fixed assets investment, and
strengthen macro control and readjustment. However,
such emphasis had been repeated many times in the past,
but seemed unheeded by the local powers which are
sometimes referred to as “feudal lords”, alluding to their
relative autonomy from the central authorities.

The central government prescribed tighter control
over credits in March, and four state-owned commercial
banks abided; their increase of loans for June was RMB
60 billion yuan (USD1=8RMB). But non state-owned
commercial banks gave new loans of 300 billion yuan,
quite “out of control”. GDP growth for the first six
months was 10.9%, and was actually 11.3% for the
second quarter, which was a new high in 12 years.

One reason for the overheated economy is real
estates development. Many developers. have hoarded
large pieces of land. The State Auditing Department’s
reports show some examples. Between 2003 and 2005,
despite the State Council’s strict prohibition on cheap
sale of land, some local governments ignored the
prohibition, causing the state a loss of 5.565 billion yuan
of revenue. Of the 87 development zones being audited,
79 offered enterprises a returned tax of 12.015 billion
yuan. The unapproved expanded areas of development
zones and the tax preferential policies also caused the
state a loss of 6.647 billion of tax revenue.

+ A7

The report also showed that in 2005, some of the
compensations due to peasants for the construction of 21
highway projects were appropriated by local
governments or removal departments. The sums due to
the peasants amounted to 1.639 billion yuan.?

On the other hand, much of the foreign
investments go into speculative activities. In 2005, USD
11 billion foreign investments from USA, Australia and
Singapore were channeled into property and speculation.
Direct foreign investments in China was estimated to
rise from USD 79.1 billion in 2005 to USD 86.5 billion
in 2006.

When the central government issues decrees to try
to contain speculation, the local authorities find various
ways to evade the containment. Various central
government departments are making efforts to regulate
construction, industrial and commercial development,
and land approval for development. Despite the
measures, the prices of estates have not come down. In
Shenzhen Economic Zone, the price of residential
property rose by 30%.° In Shanghai, the figures of
property trade seemed to have come down, but
journalists have found out that for some sales, the buyer,
seller and agent agreed to report a lower price.’

In order to demonstrate its determination to control
the “feudal lords™, the party central moved party
secretaries of various levels of government to different .
positions before the 17" Party Congress. Chen Liangyu,
secretary of the Shanghai Party Commitiee, was
removed from his secretary position and his Politburo
membership, and even put to investigation of serious
violation of discipline. This was a move to send a signal
to local authorities resisting the party and state central
authorities. One would of course not rule out that this
had to do with intra-party power struggle, since Chen
Liangyu was part of the clique under the former PRC
President Jiang Zemin. Yet, it is doubtful how far such
measures could be effective in bringing the local
autonomies based on economic interests back to
command by the central authorities.

The one-party dictatorship must be abolished and
the monopolistic autocracy must be removed before the
people can have their intervention and their say in
control over resources, and put China onto a different
path of development.

30 September 2006

' Hong Kong Economic Times, 14 June 2006.

* Hong Kong Economic Times, 12 July 2006.

3 Apple Daily, 28 June 2006.

* Wen Hui Pao, 26 September 2006

* Apple Daily, 30 September 2006, reported on such fraudulent
cases of property sales in Pudong district, Shanghai.
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