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~ Feature: AFTER THE STORM

coercion and repression.

Repression is only necessary if the government is
a repressive one. Compared with the Maoist days,
there is no question that most of the government
practices and policies today are consistent with the
self-interests of the vast majority of the Chinese
people. Second, the regime is only passively repres-
sive; it seeks to repress those people who devote
themselves to overthrowing the regime, but it leaves
alone the social and economic pursuits of most
Chinese. Our analysis should no longer focus on
the power of the government to constrain people
from doing things but focus instead on the incen-
tive or the interest of the people to rebel against or
to accept the current government. This is what I
mean by the transition from “power politics” to “in-
terest politics.”

The third fundamental of Chinese politics and
economics has to do with the relationship between
the central and local governments. It is no exag-
geration to say that the basic
issue of governance facing the
Chinese regime is no longer a
choice between socialism and
capitalism, but a choice be-
tween a centralized and decen-
tralized governing structure.
After 20 years of trial-and-er-
ror, there is now a basic stable
framework. In a large, multi-
ethnic, and multi-linguistic
country such as China, this

IN POLITICAL AS WELL AS
in economic arenas,
the foreign business
community is often

misled rather than
informed by the

Western news media.

decentralized. Thus a rudimentary mechanism for
political checks-and-balances is already emerging
in China. Unlike the United States where political
power is shared among three competing but over-
lapping branches of government, in China the eco-
nomic resources of the local governments are
counter-balanced by the political control of the
central government. This is truly a system with “Chi-
nese characteristics.”

No Catastrophe For China

During a period of uncertainty, psychology plays
a disproportionate and destructive role when it
comes to doing business abroad. Investors discount
a country’s long-term economic fundamentals be-
cause the country is experiencing short-term pay-
ment problems even though these short-term pay-
ment problems are unrelated to the long-term eco-
nomic fundamentals.

In this article, I have argued
that foreign investors should
notbe overly influenced by psy-
chological factors. The eco-
nomic problems in China and
in Southeast Asia look decep-
tively similar but an eruption of
a full-blown crisis depends not
on the symptoms of the prob-
lem but on its causes. Here
much of the short-hand analy-
sis in the business press is sim-

framework is a must for main-
taining basic economic and
political stability.

First, most economic duties reside at the sub-na-
tional level and therefore the sub-national level
governments command most of the economic and
fiscal resources to correspond to their levels of re-
sponsibilities. Second, most of the political respon-
sibilities reside at the national level. Political respon-
sibilities include foreign and military affairs, per-
sonnel management, and setting forth ideological
directions for the country. In addition, the admin-
istrative capacity of the central government to carry
out some of these responsibilities has been en-
hanced at the very time when economic decision-
making and implementation have become more
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ply wrong. China does not have
an Asian flu and once some of
the reform measures of Mr. Zhu Rongji have been
implemented, some of the symptoms will be allevi-
ated too.

Politically, China remains a fundamentally stable
society. There is no doubt that leaders will continue
to disagree about some issues and agree on others
and that Chinese society will experience tensions
and episodic instability as it is making this difficult
transition from a centrally-planned economy to a
market economy. However, the relevant issue for
the foreign business community is whether these
tensions and the policy debate will translate into
catastrophic shocks; the answer is a resounding
“No.” B



