CHINA, CORRUPTION OR BACK DOOR PRIVATISATION?

Corruption has exercised some of the best legal brains over the centuries. Capitalism has always
sought to preserve the integrity of its three primary sources of revenue – rent, interest and profit
from being reduced by corruption. While capitalists consider rent, interest and profit as lawful
and legitimate forms of income, they consider corruption to be both illegitimate and unlawful.
Workers are not so naïve. What binds corruption to rent, interest and profit is that they are all
forms of unpaid labour and therefore illegitimate. The fact that rent, interest and profit are
legalised theft and corruption is not, does not mean that workers should accept the former and
reject the latter. Here we examine the cleavage between the ownership of capital and the
control of capital with the emphasis on corruption (rent seeking) in three different countries, the
USA currently, Japan during the 1980s and with more emphasis, China since 1992.
The question of corruption is not so much a moral question as it is a question as to what extent it
interferes with the functioning of the capitalist economy. Profit, rent and interest are the legal
expression of the distinct forms of revenue that emerge from capitalist private property and are
attached to them. They form the intricate web that connects the various owners and holders of the
factors of production other than labour power, as they share out the unpaid labour in forms and
proportions governed by specific economic laws.
What is of primary concern here, is not whether property is stolen from the working class, it always
is, but the use to which it is put. If the capitalists accumulate their unearned income by converting it
into new capital, their economy expands and when they do not, their economy contracts. The real
morality which includes corruption, is thus not this theft of property, but its misuse. Converting the
proceeds of corruption into productive capital benefits society more than wasting legitimate profits
on speculation.
Marx on the separation of ownership and control (management) of capital.
In capitalism’s youth, the era of small scale industrial production and immature credit markets, ownermanager firms dominated. However, as the technical requirements of production advanced requiring
greater infusions of capital to finance their development, so the joint-stock companies began to
emerge. This development was accelerated by a more sophisticated credit system with its growing
pool of money capital. Large scale factory production based on economies of scale began to replace
small scale manufacturing.
In his visionary chapter on this new phenomenon - Chapter 27 of Book 3 - Marx describes how the
advent of the joint stock company, familiar to us but new at the time, converts private capital into
social capital through combining many individual capitals into a single associated capital. This enables
these companies to dominate all industries and to take back from the state those economic activities
only made possible at an earlier stage by state finance. Marx chooses to describe these joint stock
companies as social enterprises. They are: ”…the abolition of capital as private property within the
confines of the capitalist mode of production.” (page 567 Penguin Edition)
Parallel to this development is “the transformation of the actual functioning capitalist into a mere
manager.” This is the cleavage between the control of capital and the ownership of capital, between
the manager and the shareholder. The former becomes the active agent of capital and the latter its
passive provider and by this we mean the shareholder no longer plays a direct or day to day role in
production.
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The board of directors now rule. This is production “unchecked by private ownership”. These directors
risk social property not their own property. Liberated from ownership they drive reproduction,
speculation and their own remuneration to its extremes, which means they “proceed quite unlike
owners who, when they function themselves, anxiously weigh the limits of their private capital”. Here
we have the pre-eminent theoretician of capitalism – Marx - anticipating all the bubbles and all the
excesses that are to come, many of which will shake capitalism to its foundations.
This separation of management and ownership, or control and ownership was necessary to develop
large scale production, the fluidity of capital between industries and countries and the emphasis on
international trade. It was the hallmark of capitalist development growing out of the technical
requirements of production itself. Capitalism could not end this cleavage without rolling back the
wheel of history. That is why Marx sees this development as conflicted and therefore transitional to a
new society. Over time, this cleavage has produced profound discord within the capitalist system and
even threatened the system itself.
However, it has one merit. The managers of capital are more responsive to the needs of capital. They
replace paternalism with cold calculation. They more spontaneously personify capitalism’s inner
needs. They are also more professional than the owners of capital, particularly heirs. They are able to
adapt to competition more quickly and more brutally. As we shall see in the contrast between the USA
and Japan, the greater cleavage between ownership and management in the USA led to a more
fundamental and more abrupt restructuring of US capital in the 1980s than was the case in Japan
where crony capitalism thrived, and by this we mean a management held in thrall by family
shareholding ties and the state.
The USA.
Marx and Engels obviously did not live long enough to see the extent to which the internal regimes of
the modern corporations would develop. The most extreme expression of which is the USA. They
could not foresee the riches that would fall to the managers of these corporations or their intimate
and corrupting relationship with the state. Indeed, the revenue (rents) falling to these managers would
represent a progressive and growing loss to the owners of private property themselves.
The Russel 3000 index covers 98% of the publically owned joint stock corporations in the USA. The
capitalisation of these companies according to the world bank in 2015 was $24.6 trillion. ($25.067
trillion x 98%). Based on the P/E ratios at the time that suggests their profits were not too dissimilar
to the corporate profits registered by the BEA in table 1.13 at $749.4 billion (after tax in 2015). The
median remuneration of the Chief Executive Officers (CEOs) of these 3000 corporations was
$3,885,000. (Harvard Business School forum on Corporate Governance and Financial Regulation
entitled CEO and Executive Compensation Practices: 2015 Edition) In addition this Harvard article gives
the median remuneration for other board directors which they describe as “Named Executives” at
$1,460,000 (38% compared to CEOs).
This article additionally debunks the popular view that CEO compensation has risen fastest amongst
the larger S&P 500 corporations. While it is true that larger corporation CEOs earned on average eight
times as much as corporations with a turnover below $100 million, the CEOs of the smaller
corporations saw their pay jump 135.9% between 2010 and 2014 compared to 20.5% for CEOs in
charge of corporations with a turnover of over $50 billion.
In an allied article entitled Corporate Governance by the Numbers Harvard Business School cites 8.8
members as the average number of board members for the Russell 3000. Total board compensation
is thus $3.9 million for the CEO and $11.4 billion for the rest of the board making up a grand total of
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$15.3 million per board. Across all the companies in the Russell 3000 this adds up to $45.9 billion or
over 6% of the total post tax profits generated by these companies. In other words, around 20,000
men and sometimes women, with an average age of 61 years and a tenure of 8 years, help themselves
to $6 for every $100 produced by their company after tax. Had the ratio of CEO/worker pay not
increased 10-fold since the 1970s, then for every $100 dollars of profit board pay would have been
only 60 cents rather than $6.
There is a more rounded way of looking at remuneration which yields not only a bigger number but a
more representative number. If we take the 0.1% of top wage earners, which not only includes these
20.000 corporate officers, but significant numbers of senior managers below them including bankers,
compensation adds up to $190 billion (Saez and the Actuary of the United States for 2015 figures).
These 0.1% of wage earners take home 3.2% of total worker compensation. In this case the total pay
compared to profits has risen from $6 to $25 for every $100 of profit. We will continue to use this
figure as it includes some, but not all the $25 billion paid in banking bonuses in New York City during
2015 (figures prepared by the Office of the State Comptroller, March 7, 2016).
This division and re-division of the unpaid labour of the working class is not as important as the use to
which this unpaid labour is put. A managing directors’ legal obligation is to produce profits while their
societal responsibility is to grow production thus enriching the nation. It is therefore essential that we
compare this remuneration to investment itself. Gross investment in fixed assets by corporations
amounted to $1.86 trillion (BEA table 4.7) This exceeded compensation by a factor of 10. However,
this figure is misleading as depreciation pays for most of this investment. If we take net investment,
that is investment paid out of the profits that senior management currently squeeze out of their
employees, that figure reduces to $530 billion (in 2015) for all businesses not only publicly listed
companies. This means that for every $3 dollars of net investment, they paid themselves over $1 dollar
in compensation.
The compensation we have described, is not based on profits but post tax profits and the difference
between the two is based on reducing taxation. Although US corporate tax is nominally the highest in
the developed world at 35% it is only the lower echelons of the Russell 3000 that pay close to this rate.
The current effective tax rate is 24.1%. But even this is an overstatement. In 1952 Federal outlays
were 18.4% of GDP and in 2015/6 they were 20.4%, an increase of 2% of GDP or in relative terms, an
11% increase. In 1952 corporate taxation covered 32% of federal outlays and in 2015/6 just 7%. Thus,
corporate tax in terms of GDP has fallen by 70% or if adjusted for the relative increase in government
outlays between 1952 and 2015/6, a fall of 59% which suggest that in terms of 1952, the effective tax
rate in the USA 2015/6 was about 20%. This is adjacent to the 21.5% aggregate tax rate Morgan Stanley
calculates US corporations pay currently. (How Corporate Tax Reform Could Affect Earnings.
6/01/2017)
The huge cut taken in compensation, whether measured against average workers’ compensation,
profits or investment is entirely legal of course. The fact that a few thousand international directors
sit on each other’s remuneration boards and collude in each other’s remuneration is legal. All this
scratching of each other’s backs is considered completely above board. It merely confirms the socialist
maxim: “competition at the top drives up pay, while at the bottom it drives down pay”.
In fact, none of these mediocrities deserve such salaries and perks. It is an old boys club based on
networking. Their remuneration owes less to their technical abilities than it does to the lingering
animal qualities in man: cunning, ruthlessness, callousness, dishonesty, immorality and the ability to
operate as a pack. The embarrassing fact is that over three quarters of all gains in profit and share
prices is not due to individual effort or ability, but derives from the general state of the capitalist
economy, or more precisely they are the product of the expansive phase of the business cycle. Any
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fool can make a profit when the economy is on the up, only the wise can avoid a loss when the
economy is on the down. What we are talking about is old fashioned rent payments. The CEOs and
their sidekicks use their position to extract “rents” from their companies.
Although this rent seeking is legal, in effect board compensation is legalised corruption because it is
based on collusion. Collusion within this extended clique and collusion between them and state
officials who condone it and are rewarded for it. And because this rent seeking is primarily tied to the
price of shares, it provokes sharp practises like share buy backs even when corporations are illiquid,
and to padding the quarterly result. Belatedly, and as a result of public disgust, this level of
compensation is beginning to meet resistance from shareholders who recognise that these boards are
not only overpaid but their remuneration is often unconnected to the performance of their company.
However, as always, it takes a financial crisis like 2008 to cast light on the extent of this collusion. Not
only did governments enable the speculation up to 2008, but even worse they swept up afterwards.
Precise figures of the banking bailout in the USA are hard to find because of the dispute over the gross
and net amounts of public funds pumped into the banking system. The gross amount rose as high as
$29 trillion according to CNBC by 2009, while the net amount has been estimated more modestly at
around $2 trillion. The best way to cut through this confusion is to examine the growth in total
government debt during the critical 18 months following the crash when the state propped up the
capitalist system. This support amounts to about $4 trillion resulting in public debt soaring by 50%
relative to GDP.
In effect, what took place in this casino economy was that the casino regulators reimbursed the
gamblers for their losses and then deducted these losses from the pay of the casino workers. This
socialisation of losses, this bankrupting of the state, this mortgaging of the future of the people of the
USA, was corruption on an epic scale. But this is not the corruption picked up by Transparency
International. They continue to score the USA at 74 compared to China at 40. However, with
corruption, it is not what you are looking at that is important, but where you are looking. In the case
of the USA it is centralised at the top. It is not only board and banker remuneration, but dodgy
activities like financial scamming which includes the skimming of pension funds, the churning of
investment accounts, front loading and so on.
There is no doubt that there is extensive corruption in China. There is no doubt that there are fewer
checks on party bosses and bosses of state companies. There is no doubt that there is no press
oversight, but for all this, Chinese CEOs are paid less than a third of their US counterparts, and they
also invest six times more than there US counterpart’s pro-rata. Indeed, without China the world
economy would be flat on its back. That is why it is vital to treat corruption not as a moral or legal
question, but how it affects the functioning of the capitalist economy.
Japan in the 1980s.
Japan is briefly examined because its “crony capitalism” has been compared to China. Japan in the
1980s is not China today despite the similarities. Japan did have an incestuous relationship between
MITI (Ministry of International Trade and Industry) and the conglomerates or “Keiretsu” that
dominated the Japanese economy in the 1980s. Indeed, for any politician seeking to become prime
minister, tenure at MITI was obligatory. MITI/Keiretsu’s control of 40% of the economy corresponds
to the SOE’s share of the economy currently in China (The Japan Fair Trade Commission estimate of
1987) and in both cases their alliance with the state disadvantaged smaller capitalists and savers.
However, Japan during the Hensei Boom (the second half of the 1980s) was only superficially similar
to the continuing boom in China post 2009. Like Japan which experienced its fastest growth up to 1972
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and was slowing down in the 1980s, so China’s 10% GDP growth is now behind it. Just as the Hensei
Boom followed the slow-down in industrial production and relied on bubbles, so too China currently,
though the Japanese housing bubble was more extreme. Just as Japan dominated the world
industrially leading to its banks becoming the largest in the world so too China currently. And just as
Government Debt to GDP was then below average, so too China today.
But here the similarities end. Japan had been an established capitalist country for nearly two centuries
as its merchants transformed themselves into industrialists. Japan was largely urbanised and because
its industry was the most technologically advanced at the time - the era of the VHS, Sony camcorder
and Toyota - its standard of living was comparable to that of the USA. The close relation between
capital and the state was due to its late entrance into the international capitalist economy and the
pressure from the USA and Britain. This included military interventions beginning in 1854 when the
US sent a fleet to pry open the economy and which escalated into the bombardment of two cities in
1863 which Japan was powerless to resist.
The state was needed to centralise Japanese capital, to protect the market and undertake those
economic activities whose scale was beyond the reach of private capital. It was called upon to
resurrect these activities following the defeat of Japanese capital after WW11. The close relationship
between the state and the Keiretsu did assist the rapid expansion of the post-war Japanese economy
as it took advantage of the needs of the US military in both the Korean and Vietnam wars. The key
point here is that while crony capitalism in Japan fostered rapid economic growth it did not contribute
directly to the crash in 1990. However, as we shall see, the close relationship between the state and
the Keiretsu propped up the economy past the point of profitability and delayed a response later to
this crisis of profitability. Here the similarity with China is pertinent.
Up to 1973, Japanese manufacturing had been highly profitable. Its rate of return at 18% was double
that of the USA. By 1975 it had fallen to zero, after which it recovered half its fall to sit at 9% in 1979.
This compares to 6% in the USA. It fell again in the 1981 recession but this time it recovered to only to
6% in 1985, this time no higher than the rate in the USA. The reason for its inability to overtake the
rate in the USA is two-fold. Firstly, the obvious one, the attack on wages under Reagan in the USA
surpassed the attack in Japan. Secondly, the less obvious reason, divergences in the rate of
accumulation.
In the USA, there was an actual destruction of capital between 1982 and 1985 which purged the less
profitable capital from the system. In Japan on the other hand, despite the fall in the rate of return,
capital continued to accumulate at rates equivalent to the levels in the second half of the 1970s when
the rate of return was 50% higher. Real business investment grew by 150% in the 1980s. (IMF Working
Paper. Balance Sheet Repair and Corporate Investment Joong Shik Kang August 2014.) This lofty peak
would only be revisited in 2008.
Here lies the crux of the matter. In the USA, the separation of ownership and management facilitated
the destruction in capital. Managers whose tenure is based on the success of their company rather
than the preservation of its capital, are more likely to restructure than the owners of company because
this always involves an initial loss. In Japan, crony capitalism including the presence of large family
holdings was a barrier to the necessary destruction and restructuring of capital. “Creative
destruction”, barbaric as it is from the point of view of the working class, is not an option for
capitalism. The older, less efficient capital has to be purged from the economic system in order to
make way for the new more efficient capitals.
Japan side stepped this purging in the eighties. In the first half of the nineteen eighties they were
helped by a weak Yen and in the second half by the bubble economy. Reagan’s election and the
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subsequent mismanagement of the economy led to the FED ratcheting up interest rates and with it
the dollar. The Dollar Index rose by 40% between 1980 and 1985. The soaring dollar eroded US profits
and fuelled a growing trade deficit. But the cheaper yen relative to the dollar provided Japanese
industry with a respite allowing Japanese exporters to both raise their exports and the profit margins
on these exports.
However, by 1985 the US economy could no longer weather the strong dollar. Beginning in early 1985,
nine months before the Plaza Accords, G5 ministers and bank officials were already intervening in the
currency markets leading to a 14% fall in the dollar index. This ensured the success of the high-profile
Plaza Accords later that September which drove the dollar down a further 36% resetting dollar
exchange rates back to their 1970 levels.
This loss of support from a weak Yen caused Japanese manufacturing profits to dive 36%. The rate of
return for Japanese manufacturing fell from 6.3% to 4.3% within 18 months. (CENTER ON JAPANESE
ECONOMY AND BUSINESS. Legal Background to the Low Profitability of Japanese Enterprises.
Nobuyuki Kinoshita. Columbia University April 2013) In the same paper the capital to output ratios are
presented which rise from a low point in 1979 continuously throughout the 1980s including the period
of the weak yen (and they rise a further 30% by 2008). A rising capital to output ratio which expresses
the rise in the composition of capital always exerts downward pressure on the rate of profit, hence it
was not merely a question of exchange rates but the underlying conditions of production themselves
that were robbing profits of their vitality.
While the Plaza Accord drove up the Yen, the Bank of Japan also reduced interest rates. The stage was
set for the Keiretsu to supplement their declining industrial profits with speculative profits encouraged
by the state. The fuse was lit under the Hensei boom that was to elevate land and share prices to
unprecedented heights. This speculative boom not only increased the size of corporate assets but
their composition as well. Measured in terms of GDP, total assets jumped from 343% of GDP in 1980
to 467% in 1990, but within these totals the share of fixed assets fell from 33% to 28% while land and
financial assets (mainly shares) rose from 49% to 61%. (IMF Working Paper).
This overproduction of industrial and speculative capital ended in 1990 with the bursting of the
bubble, an event that Japan has yet to fully recover from. In reaction to this overaccumulation of
capital Japanese Corporations belatedly cut investment. Such was the subsequent fall in investment
that the average age of Japanese equipment has risen to 18 years, higher even than the US whose
comparable age is 3 to 4 years less.
Japan has been praised for its longer-term perspectives compared to US short termism. But to coin a
phrase “in the long run we are not only dead but in a recession”. Capitalism is a cyclical economy. If it
wasn’t, all capitalists would be long term enthusiasts. But the inevitable recession, despite Gordon
Brown’s assurances to the contrary, robs capitalism of the luxury of planning for the future. The
capitalists who are fleetest of foot, who can adapt to changing conditions quickest, as if by reflex, are
the ones that succeed, and that mitigates against crony capitalism. The fusion of state and monopoly
capitalism in Japan has always corrupted politics to favour the Liberal Democratic Party which has
ruled with few interruptions since its inception in 1955. In effect, Japan has been effectively a oneparty state despite the lost decades since 1990 and it has stifled the country, which brings us to China.
China, corruption or back door privatisation.
Marx and Engels could not foresee how the separation of the ownership of property from its
management or control or use, would be the mode by which capitalism would be reintroduced
through the back door in China, beginning in 1992. This separation enabled the controlled corruption
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which enriched a connected elite allowing for their emergence as functioning capitalists. It would
constitute the primitive accumulation phase of capital in China. The primary cause of the unrest that
led up to Tiananmen Square in 1989 was corruption and only secondarily the lack of democracy. The
protestors recognised that corruption was being used to create inequality within a largely egalitarian
society.
China’s emergence as a capitalist society has two distinct periods. 1980 to 1992 and 1992 to the
present day. Both these periods are delineated by Yan Sun in her book Corruption and Market in
Contemporary China (Cornell University 2004) and more recently by Minxin Pei in his book China’s
Crony Capitalism (Harvard University Press 2016). Both books analyse the scope, the mechanisms and
the beneficiaries of this corruption and the changes in corruption that occurred between these two
periods. As a result of the detail found in these two books, this article will not comment specifically
about the nature of this corruption.
Both periods were driven by the ascendancy to power of Deng Xiaoping (Mao’s earlier enforcer) in
1979. The first period coincides with the continuation of central planning, while the latter marks the
end of central planning. As a result of central planning in the first period, the focus of corruption takes
the form of arbitrage, profiting from the difference between planned prices and prices in the market
for the same product. The growth of the market in this period and the rigidity of planned prices
resulted in extensive opportunities to sell state products or quotas on the market at higher than
planned prices and to pocket the difference. In sum, corruption is focused on exploiting the output of
state industry, either by selling part of it in the market or procuring quotas and not on the actual
transfer of fixed property.
It is also the period in which privatisation is concentrated in the country-side. A new “Kulak” class is
cultivated around Township and Village Enterprises (TVEs). The success of establishing the market in
the countryside and consolidating its benefactors gives Deng and his faction in the CCP the confidence
to abolish central planning and turn their attention to the urban areas.
This step change occurs with Deng’s famous Southern Spring tour in 1992 when the CCP leadership
embraces the idea of a socialist market economy. The stage is set for the domination of the market
following the abolition of both the central plan and planned prices. But if the market was to have any
depth, state assets had to be privatised.
Trotsky’s view that the Stalinist bureaucracy always intended to replace the insecurity of bureaucratic
privilege with the security of private property is confirmed once again. The CCP had viewed the
collapse of the USSR and its Communist Party with horror. To avoid this, privatisation was to be
decentralised and incremental. Authority over state assets and allocations would be passed down to
regional, city and local levels allowing for increased numbers of CCP members to put their snout in the
privatisation trough. However, the centre retained legal control of this process to prevent it becoming
disorderly. The leadership sought to prevent the disintegration of the CCP, either by the emergence
of competing power centres, or its greatest fear, that the process would become so excessive it would
precipitate national rather than local opposition to the process.
Regulating corruption thus became a political process. It was during Deng Xiaoping’s spring tour in
1992 that the green light for the extensive transfer of state assets was given. Here the cardinal rule
governing this transfer was laid out. Corruption was acceptable as long as the assets stolen were put
to economic use and were not set aside for purely personal consumption and aggrandisement. “While
ordinary offenders are subject to regular sanction the so-called ‘able people’ (nengren, or those who
can generate profit) are measured by the ‘criterion of production forces’ (i.e. economic contribution)”.
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(page 39 Yan Sun) She goes on to point out that the Prosecutor’s office was now instructed to turn a
blind eye to these unlawful transfers with this differential treatment being hailed as “judicial
progress”.
Simultaneously the CCP turned its attention to property rights. The state would continue to retain
ownership of all its existing property. What would be privatised was the use of this property. In legal
terms, the state retained the freehold while the leasehold was privatised. As freeholder, that state
could regulate the issuance of leases. It would be these leases that would attract an economic value
by acting as a claim on future surplus value, thereby producing a market for their purchase and sale.
Ownership was thus reduced to a mere formality because it was the leases that became economically
active. In June 1986, the Land Administration Law was passed with later amendments. Especially after
1992 a whole spate of laws and directions were issued liberalising property (lease) rights and
extending the areas they covered. In the words of Minxin Pei: “However given the complex reality in
China, property rights reform was carried out in a dizzying array of forms and the term privatisation
does not really capture the diversity of property rights reform.” One of the key pieces of legislation in
this “dizzying” array was the 1994 Urban Real Estate Management Law which laid the foundation for
the subsequent real-estate boom/bubble.
Deng Xiaoping may have given the green light in 1992, stating that “to get rich is glorious” but it was
the peculiar way property rights were restructured that allowed the glorious to get rich. “The
restructuring of the rights of state-owned property took the form of decentralisation of control rights
without clarification of property rights allowing the ruling elite maximum advantage to extract wealth
from society” (Minxin Pei) This murky world was designed by the bureaucrats for the bureaucrats to
enrich themselves. It was this decentralisation, so central to Minxin Pei’s thesis, which, by enabling
lower level officials to profit from the liberalisation of property rights, prevented the centre from
monopolising the spoils. This held the CCP together and prevented the outcome found in Russia.
Context is important in contrasting the experience of China post-1992 and the USSR pre-1989. The
main difference was the working class. In the USSR the working class was the dominant class. A slow
decentralised form of corruption in the USSR would have stirred and provoked the huge working class
in the USSR. Protests in Moscow would have eclipsed Tiananmen Square. On the other hand, the
explosive “Big Bang” privatisation that took place in Russia was designed to concuss workers and
present them with a fait accompli.
The authority to issue leases in China was taken at local and regional level and were designed to create
horizontal support for this process. These leases were either shared out by colluding local officials or
sold to emerging capitalists against bribes. Many of these functioning capitalists had made their
money either in the earlier arbitraging of state prices and quotas or through accumulating capital
through TVEs. Most capitalists in this period are concentrated in real estate and mining, i.e. those
areas where state property could most readily be leased out.
This corrupt transfer of the use of state property was nothing less than backdoor privatisation. Its
purpose was to create a capitalist class embracing not only party officials and their families, but
individuals who had already made their fortunes from loopholes in state planning and opportunities
in the country side. It represented the period of primitive accumulation of capital in China and with it
the emergence of capitalist class.
Minxin Pei defines China currently by quoting Xi himself: “The symptoms of corruption he
(Xi)described…are those of a Leninist regime in late stage decay”. We are not directly concerned with
his boring characterisation of the state as Leninist. As the Financial Times reported on the 3rd of
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December, quoting Hurun data, the 100 richest National People’s Congress members and the 100
richest Chinese People’s Political Consultative Congress members are worth $507 billion or an average
of $2.54 billion. It is why I describe the CCP as the Chinese Copitalist Party. The CCP has been colonised
by the capitalist class since 2002 and its existence preserved only in order to dupe and bear down on
the working class. Minxin Pei’s proposition that corruption will undermine the CCP and that Xi will not
be able to prevent this, misses the point, as it is not corruption that will undo the CCP, but its ability
to continue to manage a contradictory economic mode of production prone to crises – capitalism.
Pei’s view is simplistic at all levels. It ignores firstly the social weight of the current working-class which
numbers hundreds of millions in China. Both the Chinese capitalist class and the CCP leadership
require class peace and therefore an effective moratorium exists between capital and the state as
they have a fused interest. We need only to look to Europe in 1848-50 to comprehend that when the
working class stirs, capitalism makes peace with its former enemies to utilise their help and their forces
to suppress the working class. Note, when this occurred 170 years ago, the working class was a
minority in society and not as now, when it is the majority in society.
Secondly, it depends on the state of the economy itself. Corruption was not responsible for the
dynamism of the Chinese economy despite the supporters of the market applauding its role in
transforming the economy into a capitalist one. The CCP followed a number of different arrows to
develop its economy of which liberalising of property rights was only one. It also recognised that China
had to be integrated into the world economy. This was the purpose of the coastal zones that were to
become the Manchesters of the late 20th century: the manufacturing hub for the global economy.
China would offer tax incentives, infrastructure and above all a compliant and low paid workforce of
unlimited quantity to make these zones profitable.
In turn, these coastal enclaves would become a market for energy, materials, infrastructure,
telecommunications, transport and finance. These activities would continue to be controlled by the
state through SOEs and the State Banks creating the fertile ground for the emergence of Chinese
capital. In other words, the state would control upstream economic activity while allowing
downstream private economic activity to flourish through the formation of real estate companies and
manufacturing companies. The revenue generated by these downstream companies would replace
the subsidies going to the upstream SOEs.
It is this symbiotic relationship that continues to today, but it is becoming increasingly unbalanced.
Every time the economy slows down, state banks provide SOEs the means to embark on a new wave
of investment especially infrastructural development. Since 2005, Liberty Street Economics (27
February 2017. New York Fed Website) almost half of all the credit generated in the world has been
generated in China. Liberty Street claims that “Nonfinancial debt in China has increased from roughly
$3 trillion at the end of 2005 to nearly $22 trillion”. Over 70% of that $22 trillion debt is corporate
debt which is concentrated in infrastructure and real estate.
This flood of credit has resulted in the accumulation of an additional $33 trillion of built assets this
century, a total exceeding all the other economies combined (quoted in The Maritime Executive
article: China Beats U.S. as Richest Infrastructure Nation). The result is that China by 2015 had
accumulated $47.6 trillion dollars of built assets compared to the US with only $36.8 trillion. Chinese
infrastructural spending growth is currently 7%. This compares to negligible growth in the US since
2014. (Business Monitor International 28 October 2016) By 2026, China’s built assets are expected
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to be more than double that of the USA (Global Built Asset Performance Index 2016. Arcadis Design
and Development).
This level of investment has created a bonanza for private capital in China and the SOEs (not to
mention the oil, coal, mineral and transport companies outside China). The sheer scale of this
investment creates thousands of opportunities for contracts with the private sector. It also provides
the fuel for corruption in all the regions these projects cover.
While this endears the state to the capitalist class it comes with a cost. Researchers at Oxford
University calculate that more than half of Chinese infrastructure investments have “destroyed, not
generated” economic value as the “costs have been larger than the benefits”, (cited in the Financial
Times Chinese Infrastructure Investment Model under Fire 11 Sept 2016). Three quarters of all projects
suffered a cost overrun, which has exacerbated the debt problem, said the paper, which appeared at
the time in the Oxford Review of Economic Policy. The authors estimated that a third of China’s
$28.2tn debt load was attributable to such overruns. The study is based on a sample of 95 road and
rail infrastructure projects in China between 1984 and 2008.
These cost overruns result in higher debt. Part of this overrun is the corruption which overprices
contracts and undermines quality. However, it has to be said the scale of corruption found between
1984 and 2008 no longer exists. This combination of uneconomic infrastructural project and cost
overruns partly due to corrupt practises, has proved to be unsustainable. This should not be confused
with the fact that China’s infrastructural spending per head at $34,000 puts it only 24th in the world.
Citing this figure, many commentators have argued that China is only a third of the way to becoming
a fully developed capitalist economy.
However, the level of built assets per head is a less important indicator than the level of debt per GDP
that has resulted from this huge spend on infrastructure. If the same amount of debt used to raise
China to 24th place, is to be used to fund another $30 trillion in built assets, then debt to GDP is likely
to rise well above 400%, an impossible level especially if interest rates increase as well. Debt to GDP
already stands at 277% at the end of 2016 and is expected to rise to 300% by the end of this year. For
every Yuan spent on infrastructure in the period 2008 – 2012, GDP grew at least twice as fast as the
period since 2012 (Liberty Street Economics). Indeed, the trend since 2012 has been one of consistent
decline in the ratio of GDP growth to credit growth. (This is not unique to China and it results from the
flatlining in aggregate productivity world-wide.)
It is often said that Chinese State Companies are crowding out the private sector. It is said that the
private sector lacks access to the cheap credit the State banks provide the SOEs. This is an unfair
criticism as the authors of the article The State Sector’s New Clothes point out. (China Economic
Quarterly June 2016 Vol. 20 No. 2). Most of the overcapacity issues in the Chinese economy can be
laid at the door of the private sector not the SOEs.
In fact, SOE investment only increases when private investment falters. This is happening now, not
because of the SOEs, but because low end Chinese manufacturing, due to rising wages in China, is
relocating to countries like Bangladesh, Vietnam and Ethiopia faster than higher value production is
replacing it. In other words, the state sector ends up suckling the private sector whenever the
economy slows down. State credit may flow to the state sector but it does so only to flow out of it to
the private sector in the form of contracts many of which continue to be over-priced.
If the state sector appears less profitable, it is because profits have been drained from it by the private
sector and their partners within the state itself. However, the point has been reached where the return
on capital of SOEs is less than their cost of capital (the interest rates that govern their borrowings) of
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4.5% to 5.0%. This being the case, their growth depends on the accumulation of debt as internally
generated funds are increasingly inadequate to pay for this growth.
It is in this context that Xi’s attack on corruption must be seen. It is an attack on unsustainability. Since
2011/2012 there has been a sea change in the Chinese economy. It is this change that has forced the
centre to reassert its authority over the provinces and the regions, which the West has mistakenly
interpreted as a faction fight. Xi has adopted a Bonapartist role to set new limits that correspond to
new realities. Corruption was bleeding the centre at a time when its revenues were falling due to
falling profitability and production. Corruption was also bleeding the country as capitalists and officials
squirrelled money abroad. In the Soviet Union one of the key determinants that led to its collapse was
the insolvency of the centre as it covered the losses of the less efficient enterprises while rewarding
the more efficient enterprises with lavish profits. The Chinese are determined not to repeat that
mistake.
And of course it is the capitalist class which is asserting itself. Corruption may have been the midwife
of capitalism in China, but now that its children are growing up, they do not want more siblings eating
from their dish. The tap of corruption is being progressively switched off and the Chinese State is being
turned into a modern capitalist state that retains its “Leninist” skin all the better to disguise its new
purpose and to maintain its oppression of the working class.
China and the law of value.
In the end, it is the law of value that will determine the course of events not the Chinese Copitalist
Party no matter how many steps Xi takes to moderate corruption and reflate the economy. The
metronome of any productive economy is labour time. An economy always advances inversely to the
reduction in average labour times. In China where the market dominates, labour time takes the form
of value. To those who argue that China is not a capitalist state, the figures speak for themselves.
Private production is approaching 75% of value added and 90% of all exports.
The value of any commodity is set by the weighted average labour time needed for its production. In
all market based economies, the indirect measure of labour time is productivity growth. It rises
inversely to the fall in labour time. (In a genuinely socialist society, which China is most definitely not,
the fall in labour times is directly expressed by the generalised fall in prices.) Graph 1 below, based on
the figures provided by the Total Economy Database (TED), the most up to date trend in Chinese
productivity growth is plotted. Due to the paucity of data, TED is only able to base its productivity
figures on the value added per employed worker, not the more accurate figure based on the value
added per hour worked. In addition TED has factored for falling prices in the Information, Computer
and Tech industries (ICT) sector which has affected productivity readings (upper graph post 1994). The
result is a one percent higher reading for adjusted productivity compared to the official productivity
figures (averaged over the last decade).
Graph 1b is added because it is of shorter duration and it therefore shows the productivity trend since
2007 in sharper relief. This trend owes much to the shift in investment from industry to infrastructure.
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Graph 1a.
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Graph 1b.

It is irrelevant that China’s productivity levels are substantially lower than that obtaining in the other
major capitalist countries. What is relevant is that productivity has declined from its peak in 2007. And
it is declining despite a reduction in the transfer of value from China to the multi-nationals (who have
used China as their manufacturing hub) and which has led to an underestimation of the physical level
of productivity in China while overestimating it in recipient countries. This transfer has been effected
through unequal exchange or what is the same thing, multi-nationals underpaying their Chinese
suppliers. Prior to 2007 one half of all the value produced in the manufacturing sector in China was
12

appropriated by the multi-nationals or wholesalers in the USA, Europe and Japan. As China moves up
the value chain so it retains more of the value it produces and this is reflected as a rise in productivity
in China and a corresponding fall in productivity outside of China. This transfer of value was the single
biggest confounding factor when comparing physical rates of productivity between China and
elsewhere.
A final consideration is the recent reflation of producer prices, particularly in heavy industry – steel,
cement, glass making – which always has the effect of raising productivity through rising prices
boosting the value added per worker in these industries and others. (It is true that it may also have a
deflating effect on productivity in those industries where these prices act as input prices, but this
effect is smaller.) Everything else being equal this reflation in prices also boosts profits as Graph 2
below shows due to the size of the SOEs. Hence although annual productivity growth has levelled off
at around the 7% mark over the last three years, over the last twelve months, this level has more to
do with price rises than it has to do with technical im[rovements. This price led form of productivity
growth is thus very fragile.
Graph 2.

It is only productivity increases that allows China to simultaneously raise wages and profits. Any
reduction in productivity growth makes it more difficult to balance wage rises with profit rises never
mind fund corruption. In the graph below, TRADINGECONOMICS.COM plots the 225% rise in wages
for the ten years beginning in 2006. Indeed, such was the strength of Chinese wage growth that it
bolstered world wage growth in 2015. The world rate was 1.7% with China included and only 0.9%
with China excluded. (Global Wage Report 2016/17. Wage inequality in the workplace. ILO) In other
words, China’s contribution almost doubled the growth rate of aggregate world wages.
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Graph 3.

By 2016 the average wage in China had risen to $3.60. Clearly this rise in wages when coupled to a
reduction in the average increase in productivity since 2007 has had an adverse effect on profit
margins. The size of wage rises has left little scope for an improvement in profit margins. Graph 4 and
5 which cover 2015 and 2016 show profit margins stuck in the range 14.3% to 14.5%. (This margin is
obtained by subtracting costs every 100 Yuan of revenue)

Graph 4 (2015)
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GRAPH 5 (2016)

(Source: National Bureau of Statistics of China

However, profit margins are not our principal concern. The rate of profit is our major concern. In China,
only the rate of return on fixed assets is available (Inventories at 3.5 – 4.0% of fixed assets do not alter
the rate significantly). As expected the robust increase in productivity between 1999 and 2007 (Graph
1) coupled to a fall in the wage share after 2002 is associated with a rise in the rate of return in the
private sector up to 2011 and the state sector up to 2007. This is shown in the well-publicised Graph
6 below.

Graph 6.

(Source: Accenture Outlook 2014)
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The fall after 2011 coincides with the reduction in the rate of productivity growth and an increase in
wage growth. The fall from 2011 has continued before reversing marginally in the second half of 2016.
Graph 7 below contains more up to date figures. Since 2011 sustained growth rates in earnings have
been lower and the two peaks in early 2014 and late 2015 have been much shallower than before.
Graph 7.

Profits always determines investment which in turn determines production. On the face of it,
investment as a share of GDP continues at a high level, but private investment which fuels the bulk of
manufacturing is falling in real terms. According to the latest figures set out by the National Bureau of
Statistics of China in their table Investment in Fixed Assets (Excluding Rural Households) total
investment increased by 8.1% up to December 2016. Within that composite figure state investment
increased by 18.7% but private investment by only 1.5% (at a time when the PPI sits at 2.5%). This
1.5% figure needs to be put in context because the share of industrial production by the private sector
is 70% (National Bureau of Economic Research). On the other hand, state investment covers
everything from infrastructure to social services In contradistinction, other than the housing market
and financial intermediation, the bulk of private investment and inward investment, is concentrated
in production.
Resulting from this fall in investment by the private sector, has been a contraction in the growth rate
of industrial production. This has happened despite the move towards higher value production.
Industrial production as shown in Graph 8 is tracking around 6% or less than half the figure before and
after the 2008 financial crash. It is this fall in industrial production that is primarily responsible for the
reduction in GDP growth rates below 7%.
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Graph 8.

The Chinese Coputalist Party claims it is not perturbed by the loss of this industrial momentum. It
claims that this slowdown is to be expected as it is merely a consequence of China’s economic
evolution and its transition to a middle-income nation. The emphasis is now on boosting the service
sector. The irony of this move is lost on the leadership. Just as China is shedding low paid unskilled
jobs in manufacturing in areas like clothing, shoes, furniture, it is replacing them with low skilled and
low paid jobs in the service sector like making coffee, delivering goods and cleaning hospitals. If it is
maintaining employment, this is only because it takes half the investment to produce one job in
services compared to industry itself.
As the election of Trump in the USA showed, losing industry and acquiring services has hurt the US
economy not helped it. China has become an extremely unequal society. Resentment against the
princelings who have benefited from corruption and the market is held in check by rising wages.
However, profitability is beginning to limit the ability of the CCP to maintain these wage rises.
Currently the aggregate rate of return on assets barely covers borrowing costs or what is the same
thing, the cost of capital.
It is also questionable whether these wage rises are authentic. One contra indication is the rapid
growth in household debt. In the last five years, household debt has grown by 280%, rising from 28%
of GDP to 42%. (TRADINGECONOMICS.COM) This is double the rate of growth for Japanese households
between 1970 and 1988. Should this rate be sustained, then household debt will rise to above 60% in
five years’ time or into the area where households become over-indebted relative to income.
This rapid rise in personal debt appears to be somewhat of a conundrum as the Chinese are considered
fervent savers. The annual saving rate appears to be close to 50% of GDP. The conundrum is resolved
by recognising that it is the wealthiest 5% of the population who save the bulk of national income. The
rest of the population are borrowing.
High levels of saving regardless of composition is both a blessing and a curse. It is a blessing because
it provides cheap credit for the high rates of investment found in China which compensates and even
replaces corporate surpluses that are falling increasingly short. However, because of the dominance
of state banks, depositors are cursed with derisory interest rates. These rates average only 0.35% p.a.,
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and they have done so since 2011 when they were reduced by half because of the fall in profitability
at the time.
In effect, low interest rates subsidise the State Banks and industry at a time when profit margins are
being squeezed. (This is similar to the rest of the world since 2008) However, the CCP is determined
to continue liberalising interest rates which will have the effect of raising interest rates for depositors.
These policies mimic the policies Japan embarked on following the Louvre Accords in the second half
of the 1980s. The effect of increasing the cost of capital at a time when profitability, though rising, is
still depressed will be very challenging for China and its recurring bubbles, just as it was for Japan in
the late 1980s.
Minxin Pei has published his book just as corruption has reduced in importance in China. The rise in
wages which includes state officials makes them less reliant on corruption and more concerned with
retaining their jobs. The real question is of a totally different order. How to maintain the expansion of
the economy in a sea of rising debt when the global economy, of which China is the pivot, is itself
stagnating. In Graph 9 below this stagnation is shown in sharp relief. Even accounting for the shift in
production to China through import substitution, this graph reflects the stagnation in both commodity
and capital flows throughout the world economy.
Graph 9.

(Source: Credit Suisse)
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The central and strategic contradiction facing capitalism is that between the globalisation of profits
and nationally focused investment. This presents the current barrier to the reproduction of global
capital. Faced with a stagnant global economy and a slow-down in productivity the current meeting
of the National People’s Congress, window into the thinking of the Central Committee of the CCP, has
decreed that economic expansion in 2017 will be reduced to 6.5%. This is the sixth year that GDP
growth has fallen. China is clearly experiencing the law of diminishing returns in the field of
infrastructural spending and this has implications for the world economy and the CCPs ability to
placate its own working class.
Just as China is reducing its reliance on corruption so corruption is once more coming to the fore in
the United States as the showman Trump wafts his smoke and mirror conjuring tweets. Intoxicated by
his promise of deregulating companies especially the banks, tax cuts and infrastructure spending the
markets are on a roll. But just as the greedy are being tempted into this cauldron, so insiders (directors
and officers of corporations) are offloading their shares. They clearly do not buy into this expansion
particularly since credit issuance has been killed off by rising interest rates. In the final graph below
the extent of their sales are shown.
Graph 10.

For Marx, the rise of fraud and corruption is always a precursor to an economic crash. It is the moment
when capitalists switch from receiving more profit to avoiding potential losses.
Conclusion. Workers control of production.
The wave of optimism sweeping the world economy, giving heart to its commentators while confusing
its critics, is without foundation. It owes everything to repeated doses of Trump smelling salts in the
USA, free money in Europe and Japan, and China throwing good money after bad at its infrastructure.
While profits have improved in China this is mainly due to the reflation in the price of energy and
materials, in Japan due to the wilting Yen, and in the United States to smoke and mirrors as Non-GAAP
adjustments to profits and share buy backs are used to confuse comparisons. All of this will be thrown
out as interest rates rise from the carpet. In the mean-time Wall Street will defraud the stupid and
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take advantage of the greedy. As long as the owners of private property seek to increase their private
property or at least not lose it, they will continue to exploit their workers and take advantage of each
other.
In the fight for a society that works for all rather than the elite, the question of control of production
rears its head again. If workers are to overthrow their exploiters and expropriate them, the fight for
workers’ control of production is indispensable. The taking over of the factories, shops, call centres
and so on is just as crucial as taking control of the streets.
The fight for workers’ control of production seeks not to unite control with property, but to abolish
property in the means of production and the land itself. This finally allows society, for the first time in
ten thousand years, to use production to unite society rather than to divide it. And in such a united
society, corruption much like religion, will belong to the past.

Brian Green. 5th March 2017
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