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The Politics of the Stock Market
Barry Naughton

Economic issues are playing asurprisngly smdl role in China s current political
succession. There was little serious debate over economic policies at the March sessions
of the Nationa People' s Congress (NPC), despite China s many complex economic
problems. Delegates had plenty to complain about, but few concrete suggestions.
Premier Zhu Rongji, in turn, repestedly caled for patience in pushing reforms, and
emphasized the need for socid stability this year, but said little about specific policies!
Thereis no obvious struggle among leadership factions for control of the economic
policy agenda. Thisslenceisunusud in the post-1978 history of the Chinese
Communigt Party (CCP), and seems particuarly striking during a period of tense
maneuvering for the political successon.

However, dthough economic policy is not currently centrd to ideologicdly
charged debate, economic issues are il highly politicized in China, and economic
policy issues will affect the leadership successon in numerous ways. A good current
example stems from policies concerning the development and regulation of the stock
market. The stock market is ahot topic in Chinatoday: there is an enormous amount
written about the market, with heated discusson of specific policies. The previousissue
of CLM described the vicissitudes of one of the most important stock market-related
policies, that of seling off state sharesin listed companiesin order to fund socid
security. Asit happens, perhaps the most important concrete policy news from the NPC
wasa“casud” comment dropped by Zhu Rongji on this policy. According to widdy
disseminated rumors, Zhu said, “ The program of sdling down state shares will not
necessarily be resumed during this adminigiration.” Of course, Zhu's statement was
immediately interpreted to mean that the program was dead for the year.

The discussion of the failure of the Sate share reduction program in the previous
CLM focused primarily on the important economic issues that were at stake. But, at the
core of that policy process was an intensely waged politica struggle among interest
groups. In the climactic event, one dliance of interest groups faced down Premier Zhu
Rongji and blocked his effort to implement this magor economic policy. The twists and
turns of the policy of “seling down Sate shares’ reflect amore generd redlity about
economic policymaking in Chinatoday. Economic policy isincreasingly shaped by
interest groups that are often specific to particular sectors. Bureaucratic stakeholders and
vested economic interests—some of which have arisen quite recently—uvie for influence
over economic palicy. Inagenera sense, this competition is rather smilar to the
gtuation in market democracies, but the interplay of interest groups is much murkier in
China. Factions do not have explicit programs that can be seen to benefit one or the other
economic interest group. Many economic interests are linked to top leadersin the
Communist Party, and are therefore sengitive. The economic interests of the leadership
raise the potentialy explosive issue of corruption, so the concrete detalls are typicaly
hidden. Asareault, we don't understand very well the particularistic economic interests
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that might influence various party leeders. Still, the stakes are high enough in the
outcomes that we can observe that we may reasonably conclude that economicaly based
interest groups will affect the outcome of the current competition for power.

Inthisandyss, | will look at some of those issues through the prism of the
Chinese stock market and the securities companies that operatein it. For the past two
years, China s stock markets have been alocus of contention among various factions of
China s lite, where actions have been dictated by both interests and policy preferences.
| look firdt a the Chinese market's “year of supervison,” the sustained effort to impose a
regulatory framework and some transparency on the market. Second, | look at the new
information about how the market works that has come out of this year of supervison.
Importantly, some mgjor scandals have erupted, and new media—especidly the journd
Caijing—have played an important role in directing public attention to the problems and
needs for reform. Third, | go beyond the scandals to ask what hasn't been reveded. The
basic answer, | suggest, can come from a distinction between corruption and market
manipulation by outsiders on the one hand and corruption and market manipulation by
indders on the other. Information on manipulation by ingdersis sysematicaly scarcer.
Findly, | touch on therole of one prominent ingder, Li Peng, and consder what some of
these issues might mean for the coming succession of palitica power in China

The Year of Supervision: 2001

The China Securities Regulatory Commission (CSRC) proclaimed early in 2001
that the year would be the “year of supervison.” The CSRC had become the sole
regulator of the stock market in 1998-99, following the 1998 governmentd
reorganization and new Securities Law. The appointment of anew leader of the CSRC in
February 2000 began the active assertion of the commission’ s regulatory mandate. Zhou
Xiaochuan, the new heed, iswidely regarded as one of China s smartest and most capable
economist-bureaucrats. He has played an important role in economic reform design since
the mid-1980s, and is often mentioned as a possible important fifth generation leader.

Zhou has presided over aregulatory effort that has steadily gained momentum.

A wide-ranging effort has been made to follow through on the agenda of the year
of supervision, and important progress has been made:? 1n some sense, the kickoff of the
year of supervison came when Wu Jnglian, arguably China's most prominent public
intellectual/economist, declared on centra television on January 24, 2001, that China's
stock market was more like a casino than anorma market and was serioudy overvalued.
On February 12, Laura Cha, a Shanghai-born Hong Kong citizen with aU.S. law degree,
extensve U.S. legd experience, and most importantly a decade of experience regulating
Hong Kong' s financia markets, was signed on as one of four CSRC vice chairmen.*

New regulations and enforcement actions came successively during 2001-02. The
main actions have included:

adding inspectors, clarifying enforcement power, and levying serious fineson
listed firms and securities companies for fraud and misuse of funds
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issuing new regulaions outlining requirements for financia statements, including
increasing the frequency of financia statements (the number of companies
punished for disclosure irregularities has risen from dmost zero to 9 percent of all
firms by October 2001)°

requiring that one-third of the members of the boards of directors of listed firms
be independent outside directors, and specifying the qualifications for adirector to
be considered independent

srengthening audit requirements and, for firms ligting after April 1, 2002,
requiring audit by internationa accounting firms (such as Arthur Andersen!)

deligting firmsthat have failed to perform or have reported inaccurately, which
replaces the past practice of “classfying” underperforming firms

prohibiting the use of short-term bank loans and other categories of funds for
financing stock purchase or speculation

China s market is il far from achieving the standards of regulation and transparency of
developed nations' markets (themselves imperfect, as Enron reveds). Markets arerife
with indgder trading and market manipulation, and along processis ill needed to correct
the problems. Still, the CSRC has put together a serious and sustained effort to impose a
regulatory framework on China's “Wild West” stock market.

Along with thefirg steps of increased regulatory scrutiny has come a mgjor
market downturn. The market has lost more than athird of its value since the year of
supervison. Interpretations of this downturn (as of any market downturn) are diverse.
Some blame the CSRC for pricking the market’s bubble. Others see China's market as
having been artificialy inflated and thus ripe for a correction. These conflicting
interpretations of market performance have contributed to the debate over stock market
regulation.

Taking the Lid off the Market

The struggle to improve the trangparency of market operations has given us our
first redl glimpse of current stock market operations. We dways knew that there was
something “fishy” about this market, but only now can we track the concrete details of
market manipulaion and ingder trading. Moreover, new information is changing the
way we look at the Chinese market overdl. The standard wisdom had been that the
Chinese market was dominated by individua investors with a short-term, gambling
outlook. Thisview was supported by the existence of 60 million individud investment
accounts and the extremely high rates of turnover of individua stocks. It turns out that
this received wisdom is quite mideading. Many of the millions of accounts are inactive,
and individuas can and do open more than one account. Until very recently, opening an
account did not require identification, and fake identification documents are il easy to
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come by. Many individua accounts are actudly controlled by companies and investment
funds. The officidly registered securities companies have long been recognized as
playing a prominent role in the market: managing initid public offerings, buying and
sdling on thelr own account, and managing investment funds. Alongside these
companies there are literdly thousands of unregistered investment funds. Xia Bin of the
People' s Bank of China surveyed alarge sample of the firms that had registered to
provide investment advice, consulting, or management services (but were not authorized
to run investment funds) in Beijing, Shangha, and Shenzhen. Xiaused hissampleto
estimate that unregistered funds in those three cities managed 544 billion yuan, mostly
invested in stocks.® Combining this amount with an estimated 200 hillion yuan worth of
stocks managed by registered securities companies, as wel as with informa fundsin
other locations, Xia concludes that at a minimum 700 billion yuan, or about 40 percent of
the stock market circulating funds, is managed by various registered and unregistered
funds. With thiskind of financid cout, and with little supervison until recently,

securities companies and investment funds have significant market power.

During the last two years, the increasingly aggressive oversght and regulation of
the CSRC has combined with an increasingly competitive business pressto produce a
series of exposss and to uncover some particularly juicy scandas. Competing magazines
have uncovered scandds in the search for competitive advantage, and many journas have
produced good investigetive reporting. The preeminent outlet for investigative reporting
isthe magazine Caijing. Thisglossy and highly readable magazine has set ahigh
standard for business and economic reporting, and has aso become by far the most
important outlet for detailed, timely, and accurate reporting of market scandals.” Caijing
reporting has created an environment in which it is eeser for the CSRC to implement its
regulatory agenda. Three landmark articles from Caijing illudrate itsinfluence,

In October 2000, Caijing published the scholarly “Dark Curtain” study of the
market impact of officidly registered investment funds. The study examined the
behavior of 22 closed-end investment funds operated by 10 securities companies. The
received wisdom is that investment funds—Ilike other indtitutiona investors—uwill
dabilize a market, because fund managers will take long-term positions based on sound
fundamentas. To the contrary, the study found that the Chinese investment funds tended
to destabilize the market: on days of sgnificant market declines, the investment funds
actualy reduced their pogtions more quickly than average market participants did.
Moreover, it was found that most of the funds built up large pogtionsin individud firms,
often in cooperation with the other funds run by the same securities company. These
funds would engage in sales of shares back and forth to each other to create the
appearance of robust demand at high prices, generating artificid profits. Further, funds
were not acting independently of the securities firms that had crested them—when a
securities firm managed a public offering, the stock was more likdly to be held by the
investment funds of that securities firm, suggesting conflicts of interest in which the
investment funds sacrificed the interests of their investors in order to accommodate the
interests of the issuing firms and securitiesfirms. Findly, information disclosure by
these funds fell far short of regulatory requirements®
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In February 2001, Caijing followed with revelations from a remarkable character
named Lu Liang. Lu Liang firg attracted public atention by writing experimentd fiction
and editing an important journa in Beljing during the 1980s. Later, the apped of life as
an engagé intellectud faded, and Lu Liang went down to Shenzhen to sart playing the
market. After he correctly cdled afew market turns, he built a reputation among market
ingders. By 1996 Lu Liang had created a career writing about markets, doing consulting
work, and advisng investment funds. He aso fell in with a Shenzhen speculator named
Zhu Huanliang who was scheming to gain control of acompany caled Kangda'er. Lu
Liang went back to Beijing, raised over 700 million yuan ($85 million) from various
Beijing companies and organizations, bought a large portion of the noncirculating
government shares of Kangda er, and took control of the company. Then, in the spring of
1999, Lu Liang published the first of four articlesin Securities Market Weekly under the
pseudonym Mister K. The new technologica revolution is upon us, wrote Mister K. In
biotech and high-tech agriculture, Chinese can take on any foreigner and go global, so the
opportunity for investorsis now, he asserted. In the fourth of his series—Ilater bound
together in a pamphlet—Migter K let drop that an overlooked little company cdled
Kangda er was well positioned to take advantage of this new wave. In August 1999, Lu
Liang placed an undgned aticdlein China Securities Daily that described how Kangda er
was reorganizing and would become a holding company—Iike Berkshire Hathaway—
with invesments in bictech, high-tech agriculture, and Internet services and equipment.

Lu Liang changed the name of the company to Zhongke Chuangye and bought stakesin
Chinese medicine companies, but the company ill had amost no assets. Nonetheless,
with the favorable sdf-generated publicity, and after orchestrating a series of phony stock
deds & steadily increasing prices, Lu Liang was able to generate a sense of momentum
that led to 26 straight months of gppreciation, making a fortune on paper. Then the
scheme collapsed, perhaps because Zhu Huanliang betrayed Lu Liang and sold out early,
and Lu Liang was left holding the bag  Lu Liang's gift with words had not deserted him,
however, and hetold his story to a Caijing reporter. The articles the magazine published
were essentidly the “confessons’ of Lu Liang, dthough the reporter was able to verify
key detailsindependently.’

In June 2001, Caijing published the sory of the company Yi'an Kgi (earlier
cdled Wanyi Kgji), which bears smilarity to thet of Lu Liang. In this case anetwork of
shell companies st up 627 bogus individua accounts and used them to buy shares,
accumulating 85 percent of the circulating shares in the company in alittle over ayesar.
Shares were sold back and forth among the various accounts, steadily ratcheting up the
price and generating “buzz.” In February 2000, Yi’an Keji becamethe first stock in
Chinato sl for over 100 yuan per share, notwithstanding the fact that it was actudly a
poultry feed producer with a grab bag of half-baked “new economy” high-tech schemes.
As the scam began to unrave, the regulatory authorities pounced. The CSRC fined the
four shell companies and their principas a whopping 898 million yuan ($108 million),
indluding damages® There are hundreds of scam and scandal stories in the Chinese
market, and exposés are continuing, but the revelations in these two cases were
pathbresking. !
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Insiders and Outsiders

The stories reported in Caijing and elsawhere in Chind s press are entertaining
and informative. But they tend to focus on cases of egregious con artists and speculators.
These are individuads whose unusud taents and willingness to cross boundaries have
given them the opportunity to profit from China sirregular market environment. They
are, in short, outsders. Because they are outsiders, their activities are likely to be
unambiguoudly illegd, and when they fdl, they typicdly end up friendless. The Chinese
pressis rather circumspect about the ingtitutionalized corruption carried out by insders.
Caijing acknowledgesthat it tells the story of outsiders, but that the roles of their
collaborators on the ingde remain in the shadows—either as the source of funds behind
speculators such as Lu Liang (where did he get that $85 million?), or as the managers of
firms such as Yi'an Keji that cooperate in the manipulation of their own share values.*?

Insders regularly profit from activities that are amilar to the maneuverings of
gpeculators such as Lu Liang, but are not necessarily unambiguoudy illegal. The most
basic form of profiteering is setting the initid public offering (IPO) of a sate-owned
enterprise (SOE) at an unredigticaly low price. The SOE gets the revenues from the
IPO, while favored insders get the opportunity to purchase at the low price and then turn
around and sl quickly at the higher market price. The higher market price has been
maintained, at least until recently, by a perception thet the government will limit the
supply of issuesto the market and keep thair value artificidly high. Thus, in asense,
ingders, like speculators, pump up the price of low-va ue assets and then sdll of f part of
the ownership at inflated prices. In order for the operation to go smoothly, the benefits
must be shared among those who facilitate the operation. We can characterize this
ingtitutionalized corruption that has plagued the market as atriangle of interests. At one
vertex of the triangle are the SOEs and their patrons, the local governments. The SOES
have a huge incentive to get listed on the stock market: the revenues from the shares sold
inan PO goto thefirm itsdlf. Lidting generates alarge sum of unencumbered money.
SOEs of course have to share some of this benefit with whoever can help them get this

lising.

They turn to the securities companies, the second vertex of thetriangle. The
securities companies manage the 1PO, and they advise the SOES on the steps they need to
take to achieve asuccesstul ligting. SOEs listing on the market and securities companies
have akind of sweetheart rdlationship.® Both have an interest in maintaining high share
prices, and SOEs are quite willing to have their IPOs go off at initialy low prices so that
securities companies and others with whom they wish to share benefits can profit from
the initial gppreciation. Of course, this might include local government officids,
regulators, paliticians, and their families. Chinese securities companies “are each and
every one state-owned, and dl are related to political power.”* (Private firms are not
alowed to have securities licenses, because this might lead to speculation and
corruption!)

At the third vertex of the triangle is the regulatory authority itsdlf, the CSRC.
Until 2001, there was a quota for the number of firmsto be listed, and the CSRC
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adminigtered the quota. Who decided who was to be listed? There were criteria, to be
sure, but in the end it was the CSRC that decided. Asaresult, asuccessful securities
company was one that was able to cultivate good relations with the CSRC, navigate the
approval process, and facilitate alisting. Since the CSRC set many parameters of an 1PO,
such as overd| sze and target profit, securities companies didn’t necessarily haveto
provide particularly detailed advice or be dl that skilled in financid andyss it was more
important to know how to get alisting through the commission.®® Thusthe triangle was
established: the CSRC doled out positionsin the listing queue, the SOEs would pay to get
aplacein line, and the securities companies managed the transaction that brought al

parties together.

From this perspective, the essentid first step in regulatory reformisto end the
guota system by which the CSRC determines which firms can be lised. Without this
change, the pressures creating ingtitutionalized corruption within the CSRC, aswell as
without, are Smply too strong. In fact, in April 2001, the CSRC abolished the quota and
formally adopted a system in which any enterprise can list after passing a series of
quaifying conditions. Of course, in China as anywhere dse, the new regulations are
complex, and it is il useful to have afriendly indder provide help in navigating the
regulatory maze.

This account should make it clear that the struggle to impose aregulatory
framework on the stock market aso implies a struggle to reform the CSRC itsdlf. There
has been subgtantia turnover within the CSRC, and in many cases the Smplest course
has been to bring in new personned with good training, foreign experience, and fewer
connections to exigting Chinese interest groups. With the new people coming in,
experienced incumbent personne see their opportunities for advancement reduced. This
Stuation leads to resentment againgt so-caled haigui—Iliterdly, “seaturtles,” but actualy
apun meaning “returnees from abroad.” The same dynamic ensures that the top ranks of
Securities companies managers have been replenished by aflow of people leaving the
CSRC. In the absence of effective conflict of interest regulation that would prevent
regulators from serving in the firms they had regulated, former CSRC “nativiss’ have
moved easily into the top ranks of securities companies'® A new generation of smart,
wedll-connected managers, who have an interest in maintaining their own freedom of
action, has given the securities companies new skills and influence.

The tensions within the CSRC can perhaps best be exemplified by the unusud
events that followed the publication of the “Dark Curtain” article on investment funds,
which | discussed above. The extensve data on which the article was based had been
used without authorization by an employee of the Shangha stock exchange, and the
revelations were subsequently confirmed by an investment fund manager. When the
article came out, both the Shanghal stock exchange and the fund supervision divison of
the CSRC were furious at the breach of confidentidity, and they proposed that both men
be banned from the indudtry for life. Instead, somebody made sure that Premier Zhu
Rongji was made aware of the Situation, and Zhu decided that the former invesment fund
manager, Hong Lel, should instead be gppointed vice director of the fund supervison
division of the CSRC. Hong Lei seemed to know dl the dirty tricks, reasoned Zhu, and
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sometimes the fox is the best choice to guard the henhouse. Hong Le continues to serve
in that position.’

Thus, perhapsinevitably, the CSRC' s effort to improve transparency and create a
modern regulatory framework has created alot of enemies. The broad market decline has
cut into the profits many had made in the market. Opponents of greater transparency
naturaly emphasize the losses that those millions of individua smal shareholders
experienced, and blame the losses on the CSRC' s regulatory policies. Both the program
of sdling down dtate shares and the decision to open the B-share market to Chinese
ditizens have come in for criticism.*® Resentment is a0 easily generated againt the
high sdaries and good trestment that members of the overseas contingent seem to
receive, and “nativists” use this sentiment to criticize the approach taken by the CSRC.*°
These criticisms are fundamentally unfair. The broader market decline may have been
the inevitable deflation of an artificid stock market bubble, or it may have been the
delayed arrivd in China of the global bear market that began in 2000. In any case, as
discussed in the last issue of CLM, the CSRC did not design the specific policy details of
the sdle of state shares that coincided with the recent turndown in the market. Y e, these
details do not prevent alot of frustrated investors from blaming the CSRC.

In fact, at times the CSRC even gets blamed for being unable to control the
corruption cases that its own investigative efforts are increasingly bringing to light.
Although the corrupt practices predate the present CSRC administration, the public sees
more cases of corruption and may blame the CSRC for not doing more?® So far, the
CSRC has received fairly consstent support from Jang Zemin and Zhu Rongji, as well
as from mogt of the economics community. But without solid politica support, the
program of regulation might quickly run into trouble. That would be a disaster for
Chind s reform process, because regulation of the stock market is a precondition for
resolving severd of the most pressng economic chalenges that Chinafaces. If the
policy of stock market regulation were to become tangled up in the broader competition
for power, that would be an extremely ominous portent for China.

Some Political Implications and Conclusions

The powerful economic interests at play in the Chinese stock market undoubtedly
make their influence felt dl the way to the top of the paliticd system. But, as mentioned
above, it isdifficult to trace the concrete connections. One indtitutiond relationship we
can trace sems from the NPC. Overdl, members of the NPC assert aright to be involved
in cregting legidation for the ock market, and this involvement can complicate the
regulatory process while aso bringing in anumber of diverse voices. An even more
direct role is played by the Standing Committee of the NPC, which has a separate identity
from the assembly gathered a big annua NPC meetings. In one sense, the “indders’
find ahome a the Standing Committee, which is loaded with retired government
minisers and high-level party cadres. Many of these are older bureaucrats with lots of
practical experience and strong views on the issues. They take very serioudy their
obligation to supervise the operation of the government and to debate and draft
regulaions. During the drafting of the Securities Law, the legidative affairs commisson
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of the Standing Committee (fazhi gongzuo weiyuanhui) took an earlier draft of the law
and revised it extensvely. However, these revisons generdly narrowed the law and
madeit less effective. For example, they stripped out provisions dedling with investment
funds, various kinds of derivatives, and over-the-counter and electronic trading.
Moreover, they subordinated the section on stock issuance to the section on securities
companies, effectively giving sanction to the IPO monopoly enjoyed by the securities
companies. Inafina twig, the difference in gpproach between the legidaive affairs
commission and the finance and economics commission, which had drafted theinitid
version, led to adeadlock over the Law. It took six and ahdf years before thefina
verson—closer to the legidative affairs commisson’sideas—was promulgeted at the
end of 1998.2* The approach of the legidative affairs commission has essentially been to
be very concerned about outside speculators, but rather relaxed about the problems of
ingder control (that is, management and CCP control) of an enterprise. From this
standpoint, the NPC can and does criticize the CSRC for not doing enough to expose
corruption even as it maintains abasicdly complacent attitude toward the structurd
problems of insider contral, lack of supervision, and market manipulation by state firms.

The character of the Standing Committee hel ps explain why Li Peng has managed
to happily ensconce himself at the NPC over the last five years. 1t seems paradoxical that
the unpopular Li Peng is at the head of what is nomindly China s most democratic
indtitution. But since the upper levels of the NPC are in fact populated by large numbers
of retired officids, the NPC in some respects makes a very natura home for Li Peng—a
“retired” premier—and heis quite comfortable representing the interests of these
officdds Thisinditutiond relationship is striking, because Li Peng enters our story in
other respects aswel. There are persastent rumors about the involvement of high
officidsin slock market-related corruption. The genera form thisinnuendo tekesis of
whispers that “wives and secretaries’” of top leadersin Zhongnanha own significant
dakesin firms. Anaticdein the Hong Kong publication Zhengming purports to describe
adocument from the Centra Discipline Ingpection Commission dated December 2001
that outlined the eight most problemeatic areas of corruption: number one on thelist was
highlevel cadres holding stocks??> The report may or may not be accurate, but it
certainly reflects popular perceptions and perhaps captures the essentia nature of the
system. Suspicions about Li Peng' s family are particularly intense. Li Peng’'s eldest son,
Li Xiaoyong, has been tainted by his connection with the collgpsed Xinguoda futures
scam, and public protests in Beljing have denounced hisrole. Li Peng's second sonis
head of Huaneng Power Internationa, abig SOE listed on the market. When Securities
Market Weekly in November 2001 described Huaneng Power in passing as a“typica
family enterprisg’ and actudly mentioned the name of Li Peng’'swife, Zhu Lin, inthe
same context, it set off an immediate reaction: the issue was recalled and destroyed and
the authors disciplined. Zhu Lin then gave an interview in which she damed that she did
not own a single share of stock and really didn’t even understand what stock markets
were about.® Li Peng was said to have been furious, suspecting that the CSRC was
behind the article in the first place. Public opinion, presumably, was unmoved.

The discussion thus far may shed some light on the way in which economic issues
might affect the succession process. First, many people have strong vested interestsin



Naughton, China Leader ship Monitor, No.3

the current system, and those people will presumably use every bit of palitica influence
they have to try to ensure that the succession does not damage those interests. Li Peng
has the most to lose, because he has such a high position, because his family benefits so
richly from the current political configuration, and because heis so widdy didiked. But
Li Peng dso has anumber of potentia alies among other vested interests and a strong
inditutional base to cement those dliances. This entrenchment poses a clear chdlenge to
the succession process and to Chinese regulatory reform.

It will be difficult, perhgpsimpossible, for us to trace these dliances as they play
out in the successon maneuvering. At timesin the pag, it has seemed as though charges
of corruption might be used as weapons in open party struggle, and as though such
struggles might blow the lid off some important relationships®* But generally spesking,
that has not happened. Instead, top party |eaders seem to have concluded that thereis
plenty to go around. Family members from most top officia families have benefited.
There are rules againg blatant forms of corruption, but little restraint on other forms of
enrichment and influence peddling. An uneasy truce has been declared, and thus much
information has been submerged. The struggle over power and money will create
dliances in the power trangtion that might be unexpected, and that might cut across
ideological cleavages. Politics makes strange bedfdlows.

The struggle to subject the Chinese market to some kind of regulatory oversight
playsauniquerolein dl this maneuvering. We should not interpret it as merdly the
normd regulaory effort that every government makes againgt con artists, speculators,
and afew crooked politicians, though it isaso this. Moreimportantly, it is an attempt to
chip away at the iron triangle of interests that systematicaly enriches the government and
Communist Party functionaries who control the SOEs, giving them the chance to convert
their politica power into economic advantage. 1t would not be surprising to see dliances
forged in the struggle for control of the stock market play an important role in the
political successon. Indeed, of dl the economic policy discussionsin Ching, the struggle
over the sock market might end up playing the largest role in the succession. Its politica
impact islikely to be greater than that of al the policies debated about how to aid poor
peasants, benefit laid-off workers, or develop China s western provinces.

May 26, 2002
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