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Zhu Rongji: The Twilight of a Brilliant Career
Barry Naughton

Bdjing is digplaying 9gns of Zhu Rongji fatigue. Due both to hisimpending
retirement, and to the particularities of his vison of the economic reform
process, Zhu' s economic policy prescriptions are not as vita or indispensable
as before. However, Zhu' slegacy of accomplishment is secure. More
immediatdy, Zhu has been preparing the ground for his al-but-designated
successor, Wen Jiabao. A smooth transfer of power to Wen will add to Zhu' s
aready formidable reputation as one of the architects of post-Deng China

For dmost a decade, Zhu Rongji has dominated economic policy in the PRC. Dueto
his strong persondity and hands-on management style, Zhu looms large over nearly every
aspect of government decisiontmaking in the economic arena. Because of this persond
dominance, one of the most important factors shaping economic policy today isZhu' simminent
retirement. In March 2003, Zhu will step down as premier. This retirement is mandated by
newly prevailing normsin China and has been repeatedly confirmed by Zhu himsdf. The
manner in which Zhu carries out the hand-over of responsibility to anew generation of
leadership will have alarge impact on Zhu' s ultimate legecy.

When Zhu Rongji reachesthe end of histerm, he will look back on a decade of
enormous achievement. Zhu took over the economics portfolio as vice-premier in 1993. At
that time, China faced daunting short-run economic challenges, and the depth of itslong-run
commitment to marketization and further reform was unclear. In the following ten years, Zhu
steered Chinainto a credible program of renewed economic reform and presided over a
remarkable string of successes in managing the overadl economy. Today, nearly adecade later,
the most pressing issues that confronted Chinaiin the mid-1990s have been addressed, and
many have been resolved.

Y et Chinatoday faces awhole new set of complex economic chalenges, some of which
were scarcely recognized ten years ago. In the face of these new chalenges, Zhu Rongji’ s
approach to the economy seems lessrelevant than it did before. Thereis, in Baijing today, a
widespread sense of “Zhu Rongji fatigue.” Zhu' s gpproach to the economy no longer seems—
as it once did—to address the most pressing and central issues of the day. One encounters
grumbling about Zhu Rongji’ s persond style and increasingly pointed comments on the
limitations of hispolicy modd. This sense of disllusonment has dready been reflected in some
of the English-language media® Does this mean the “eraof Zhu Rongji” isover? Isit
appropriate to start reassessing—and implicitly lowering—eur evduation of Zhu' shistorica
legacy?

Pursuing these questions can provide useful ingghts into the dynamics of economic
policy in Chinatoday. There areindeed limitations to the Zhu Rongji approach, and those



Naughton, China Leader ship Monitor, No.1

limitations are increasingly apparent today. In asense, the Chinese economy has outgrown

Zhu' sinitid policy prescriptions, and Zhu recently has been insufficiently agile—er has perhaps
lacked political room for maneuver—to reformulate his policy agenda to adequately respond.
Nevertheless, despite hislimitations, Zhu' slegacy is secure. In economics, his positive legacy
has been achieved essentidly by securing the authority of government policy by rebuilding the
fisca and monetary basis of macroeconomic stability, making the hard choices about SOE
employment, and engineering Chind s entry into the World Trade Organization (WTQ). In
palitics, hislegacy is more mixed, but the most positive aspect of hislegacy is playing out right
now. Thisconggsin the unambiguous manner in which he has committed to his own retirement
and the congtructive and consistent way that he has provided the necessary spaceto his
gpparent successors. The primary beneficiary has been Wen Jiabao. Hisriseisdiscussed in
the fina section of this paper. Moreover, ranking just below Wen Jabao is an entire generation
of competent government managers—egitimately called technocrats—who have gained important
places under Zhu. Given the importance of successon in any political syssem—and in particular
given Zhu' s domineering, even overbearing persondity—this congructive willingness will be one
of Zhu' smost important contributionsto Chind s future.

Zhu Rongji’s Vision and Its Limitations

Zhu Rongji’ svision of economic reform has been consistently marked by two points of
emphasis. oneisthe need for markets, and the other isthe need for an authoritative government.
But actudly Zhu is not an unqudified fan of either markets or authoritetive government. Rather
the two are seen to check and reinforce each other. One of the most important aspects of
markets isthat they serve as a check on the actions of bureaucrats. Without markets,
bureaucrats are free to do pretty much what they please, and Zhu knows how bad that can be.
Thus, markets must be introduced because that is the only way to drive government officidsin a
direction in which they otherwise would not go. In recent years, Zhu has consstently stressed
the need to break down government monopoalies, creating competition in previoudy protected
sectors like petroleum and telecommunications. Smilarly, Zhu' s sustained drive for Chind s
WTO membership seems to reflect the same beliefs. The commitment to WTO will unleash a
further round of marketization that will drive reforms ahead. Without such a commitment,
reformswould gdll.

Authoritative government is equaly important. Zhu sees markets as desirable, but he
certainly does not romanticize them. Heis very aware of the potential for speculation and
profiteering in markets. Entrepreneurs will evade taxes and appropriate public property if they
are dlowed to get away with it. Even in amarket economy, if specid trestment is available,
people will abuseit. Therefore, Zhu was criticd of the tendency to implement piecemed and
inconggent reforms in the 1980s, when it was more important to introduce incentives and
markets than to ensure that they actualy worked well. Zhu instead has sought a more cons stent
and integrated reform model. Zhu has a condggtent view that government- set policies ought to
be “parametric,” that is, authoritative and not subject to manipulation by the agents they are
supposed to regulate. Zhu' s proudest achievements were the tax reform, the rebuilding of the
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fiscd basis of the Chinese government, and the strengthening of the banking system (admittedly
al these, but especidly the latter, are unfinished projects). Thus, Zhu has been acentraizer, as
well asareformer. He hastried to make the central government more everhanded, but also
more powerful.

The tension between these dements of Zhu' s policies has often led to criticism. The
maost common criticism of Zhu Rongji’ s economic posgitionsiis that he retains some of the
mentality of the centra planner. After dl, Zhu worked for decades in the planning organs, and
subsequently in the State Economic Commission, taking care of sate-owned enterprises. He
has lots of experience with steering economic actors through direct command and control. In
addition, Zhu was trained as an engineer, and he perhgps maintains abelief in direct, engineered
solutions to complex problems. Of course, his commanding persondity reinforces these
impressions.

While there is something to these criticiams, they can be pushed too far. Perhaps more
important than the engineer and planner sde of Zhu' sthought is his strong commitment to the
ided of the upright officid (gingguan). Zhu has repeatedly emphasized his commitment to the
nation, hiswillingness to sacrifice hislife in pursuit of hisvison of service, and hisingstence on
honesty in officids, especidly subordinates. Thistraditiona conception of the role of the officid
has subgtantia resonance among the Chinese population, and it has contributed to Zhu Rongji’ s
relaively strong persond popularity, despite hiskey rolein agovernment widely seen as deeply
corrupt. Of course, Zhu has had to make his own compromises with corruption, but in generd
he has been &ble both to limit the extent of compromise and to control the damage that
inevitable compromises cause him. Theided of the upright officid contains within it the tenson
we identified in Zhu' s economic thought above. The upright officid isnot just amodd of
persond probity, heisaso amode of apowerful, authoritetive officid who makes the tough
decisons. Thisided conveysamord authority and obligation to intervene in awide range of
affairs. Such anided does not dways correspond well to the economic problems China faces
today.

The most obvious areawhere the upright officid crashes into the redity of the modern
economy isthefied of privatization. Thereisno doubt that a broad program of privatization
has been underway in Chinaover the past five years. Many state-owned enterprises and even
more township and village enterprises have been sold or given to domestic and foreign private
owners during thistime. Y et the Chinese government has never officidly endorsed this process,
preferring circumlocutions such as “restructuring” to the honest word “ privatization.” This
lack of candor was perhaps understandable at the outset of privatization, but it has become an
increasing obstacle to good policy-making as the economy increasingly shifts onto the basis of
private ownership.

There is evidence that some aspects of the reorientation of government policy needed
for movement toward a private economy have dowed, if not stalled, during the past year. At
the beginning of 2000, Zeng Peiyan, the head of the State Planning Commission and--
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notwithstanding hisforma pogtion:-one of the most talented of China s economic officds,
declared that Chinawould sysematicdly dismantle dl the legd, political and regulatory barriers
that constrained—evertly or more subtly—the development of the private economy. Since that
time, progress has been disappointing, and the objectiveis far from completion. The impact of
wesek protection for private businesses is becoming more important, too, because increasingly
the economy rdlies on private investment asits motor of development, at least in competitive,
non-infrastructure sectors®> Similarly, entry of privatdy-owned banks has been indgnificant,
notwithstanding a few token innovations and a generd cal for more smal-scdefinancid
inditutions.

Despite these needs, Zhu Rongji has not pushed hard to accelerate or clarify the
privatization process, or to findly create arealy secure and non-discriminatory environment for
private firms. We can only speculate about matives, but Zhu has given many cluesto his
position. The privatization process is messy and corrupt, probably inevitably. Locd officids
have enormous opportunities to enrich themselves and their relatives through the privatization of
local enterprises. Zhu, from his standpoint as an upright officia, gppears to be genuiney
repulsed by the liberties not- so-upright officids have taken with the privatization process. He
has said more than once that “terrible things’ have happened in the process of releasing small
enterprises from state control. Heis offended that public property has flowed into private
pockets. More than once he has admonished locd officids againg the idea that sdlling off loca
enterprises could in itself be adequate locd policy (yimai liaozhi). Zhuisdlergic to economids
who argue that alittle bit of corruption is acceptable because it lubricates the trangtion to a
private property-based market economy. Zhu has smply not been a strong advocate of private
property rights, despite the urgent need for China to strengthen those rights today.

It is not unreasonable to trace Zhu' s attitude toward the privatization processto his
sdf-conception as an upright officid and honest stleward of the people’ s property. His
persona views may be reinforced by deeper structurd factors. in order to implement
privatization and reduce corruption, aleader would have to be willing to open up the
privatization process to much more popular scrutiny, making the process more trangparent and
more democratic. Zhu, like his superior Jang Zemin, has been unwilling to do so. Theresult is
that on issues related to privatization, Zhu has become somewhat irrdlevant, alittle bit beside the
point. Zhu' sreport to the March 2001 Nationa People’ s Congress on the Tenth Five Y ear
Plan has asingle line on the need to “ support, encourage and guide the hedthy development of
[the] private and individual sectors” * Most recently it has been Jang Zemin who has been
carrying the ball for the private sector, arguing for the admission of entrepreneursinto the

Communist Party in his July 1, 2001 party anniversary speech.

A rdated areawhere Zhu' s policy has been hesitant has been in the regulation of
China sstock markets. The transformation of China s emerging equity markets into well-
functioning, rule-based capitd markets with private as well as public firmslisted isacrucid task.
We can clearly seethetensonsin Zhu' sworld view inthisarea. On the one hand, Zhu clearly
seesthe limitationsin Chind s casino-like stock markets, marred by stock price manipulation,
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phony financid statements, and unauthorized speculation with public money. Asaresult, snce
2000, Zhu has strongly backed Zhou Xiaochuan, the newly appointed head of the China
Securities Regulatory Commission (CSRC), in aseries of efforts to uncover scandass, require
honest disclosure, and pendize firms with inadequate performance. Imposing these rules on the
sock market has been cogly: the market is down draméaticdly from its high point in mid-2001.
But these changes are absolutely essentid if awell-functioning market is ever to be created in
China. Moreover, the measures are clearly consstent with Zhu' s preference for atough and
impartia regulator and his distaste for speculative markets.

But there is another side to the reform agenda for capitd markets, and that is alowing
the markets to function with less direct government control while the requisite disclosure and
regulation mechanisms are being established. In particular, this should mean dlowing any firm,
public or private, to list on the stock exchanges s0 long as it meets requirements of size,
profitability and trangparency. In this respect, progress has stalled. To be sure, the firdt private
firmsto list were expected to be high-tech firmsligting on Chind s NASDAQ-like second
board, progress on which has been deferred because of the globa tech bust. But a determined
leader who vaued progress in privatization could have made dternate plans to open the main
markets to private firms. In fact, back in 1998, Zhu had been tempted by aplan to use the
stock markets primarily to help designated state firmsraise capital. Although Zhu gave up that
plan around the time Zhou Xiaochuan became head of the CSRC, Zhu' swillingnessto flirt with
theideain the firg place shows the cong stent temptation that quick adminidrative fixes exercise
on Zhu.

Grain procurement policy is the single worst palicy of the Zhu Rongji government, and it
dsoreflects Zhu' s persondity and persond involvement. In the mid-1990s, serious losses
started to pile up at the state grain bureaus. In aremnant of the old “dual track” system, grain
managers were trading on both public and private accounts and profiting by sdlling chegp public
grain for high market prices. Offended by the double-dealing of locdl officids, Zhu “reformed”
the system by re-indituting the state grain monopoly, and forcing locd officias out of the free
market. This attempt to re-indtitute the reign of virtuous officids has been acolosd failure,
literdly wasting hillions of dollars. Currently the problem is partidly conceded, because the
gate has millions of tons of grain reserves, and the billions of yuan worth of loans used to
finance the grain are till on the books. But the grain isrotting in the warehouses and will never
be sold, and the losses cannot be covered up forever. Meanwhile, a golden opportunity to
trangtion China s grain economy to afull market basis was logt.

Findly, thereistheissue of Zhu' spersond style. Zhu is refreshingly outspoken,
acknowledging problems, addressing issues, and critiquing performance. But heisaso
arrogant, stubborn, and rude to subordinates. He is unable to discussissuesin an equd and
open way with subordinates, and he will not tolerate direct criticism, such as criticism of his
grain policy. He does nat like to have subordinates summarizing information for him, so he
prefersto get briefed directly by experts, outside anorma adminigtrative chain of command.
But, of course, this dso meansthat he is dways pressed for time, and he is abrupt with briefers,
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cutting them off if they tdl him something he has heard before. When Zhu was mayor of
Shanghai he was renowned for the demands he placed on mid-level cadres, provoking the
criticism that he was * popular with the masses and curried favor with the leaders, but was redly
rough on the mid-levels” ®> A similar process has played out in Beijing. It is not surprising that
run-of-the-mill bureaucrats may harbor resentment, snce they have been singed by Zhu' s 50
percent down-szing of the central government bureaucracy. More sgnificantly, though, policy
advisers and intdlectuds, naturd dlies of Zhu' s reformist and anti- corruption mission, dso are
disolaying unmistakable signs of Zhu Rongji fatigue. They aretired of being trested poorly and
seem weary of Zhu and his methods. Zhu smply is not very good at mobilizing people to carry
out ashared vison. Partly for this reason, he lacks a strong persona following among the
people who have labored to carry out his reforms.

Moreover, even Zhu himsdf seemsto be displaying wearinesswith hisrole. Zhu' s
June 6 speech a the Qinghua Graduate School of Management was widely seen as puzzling,
rambling, and tinged with saif-pity. In it, Zhu made reference to the twenty years he was
excluded from the communist party after being designated a“rightist” in 1958. His purpose
was Smply to emphasize the importance of maintaining idedls during periods of adversty.
However, such references to persona misfortunes caused by the communist party are
congdered bad form among many Chinese cadres and intdlectuds. Zhu had been careful never
to refer publicly to this period before. Zhu' sfarewdl to Qinghuaand his satement that he
“would never return” were certainly enigmatic. Some parts of the speech were more
substantive, and anybody can have a bad day speaking extemporaneoudy. But, sill, the speech
contributed to a sense of the waning of an era of Zhu Rongji predominance,

Asareault, with theend of Zhu' sterm in Sght, and with an agenda sill crammed full of
unfinished business, the popular wisdom in Beijing is that no major new reform initiatives can be
expected from Zhu Rongji during the remainder of histerm. Not that Zhu will beidle there are
many unfinished projects on which substantia progress could be made in the next year and a
hdf. Theselarge-scde and inevitably long-ladting initiatives incude completing a nationa
penson system, preparing China slocd officids to meet the most basic requirements of WTO
membership, and consolidating the regulatory framework for China s stock markets.® New
intiatives are unlikely, in this view, for a number of overlapping reesons Zhu' slame duck
satus, the over-full agenda of reforms dready on the table; and the lack of a Strategic focus for
new reforms, given the parameters of Zhu Rongji’ sworld view.

Zhu's Legacy

Does this mean that Zhu Rongji’ slegacy is fundamentally flawed? It istrue thet in the
earlier “eraof Zhu Rongji,” Zhu was the one truly indispensable player in economic policy. In
that sense, the news is that Zhu no longer seems as central and as indispensable as he once did.
But conversdly it isimportant to remember that there has been nearly a decade of astonishing
economic change and progressin Chinain which Zhu realy was the man of the hour.

Moreover, it is crysta-clear in retrospect that precisaly that aspect of Zhu' svison of the world
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that isdightly off-center today—the model of the authoritative, powerful and honest public
servant—was centra to the achievements that marked most of Zhu' s decade of power. And
even acursory look backward verifies the breadth and magnitude of Zhu' s economic legecy:

The control of inflation and macroeconomic “soft landing” in 1995-97.

Reorganization of the banking system, creating afunctioning central bank and initia
commercidization of sate banks.

Tax reformsin 1994 tha put China s finances on a hedlthy foundeation, raising budgetary
revenues as a share of GDP went from 10.4 percent at their low pointin 1995to a
projected 16 percent in 2001--a stunning accomplishment.

Presding over a40% reduction in the public enterprise workforce.
Getting the military out of the economy.

Breaking up energy and telecom monaopolies and pushing nearly athousand large sate
enterprises onto stock markets.

Getting Chinainto the WTO by 2002.

The ligt could easily be extended, and thisis dready amassve and overwhemingly positive
economic legacy. What the various eements have in common is a clear recognition of the need
for the government to set clear parameters to shape economic activity. Chinesereformin the
1980s had been marked by numerous specia dedls, specia zones, and specid incentives,
combined with a steady weakening of the economic power of the nationd government. Zhu' s
achievement has been to continue to move this system towards the market, but in amode
relaively more characterized by universal gpplication of rules upheld by a strengthened nationd
government. This program has been largely successful, and, as aresult, Zhu' s economic legecy
is secure.

Zhu' s Retirement and the Succession Issue

Zhu Rongji’ spalitica legacy isfar lessimportant and less impressive than his economic
legacy. But Zhu' s greatest politica legacy isjust beginning to shape up right now. The manner
in which Zhu retireswill have alarge impact on Chinese politica processes. Zhu' sretirement,
in turn, will be shaped by the way Zhu works with his subordinates and successors.
Paradoxicaly, dthough Zhu does not necessarily work smoothly with subordinates, he may be
exceptiondly good in his aility to turn over responsbility to subordinates. Because of his sdlf-
confidence and sense of mission, Zhu Rongji does not fed threatened by taent or by younger,
generdly better-educated and sometimes brash individuals. Over the past decade, Zhu Rongji
has been astonishingly good at identifying and promoting talent. These individuas do not
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necessarily form aZhu Rongji faction, but they condtitute an impressive group of technocrats
who will provide an essentid resource to Chinaiin the future. They are certain to be influentid,
individualy and collectively, because of their intdlect and professondism.

Zhu Rongji has been willing to gradudly cede power and influence to the younger
generation. The biggest beneficiary is of course Wen Jiabao, widdy believed to be tapped to
succeed Zhu as Premier in 2003. Wen has been an obvious contender to become next premier
ever snce 1997, and his star has noticeably risen in the past year. The declining reputation of a
number of potential competitors for the job—most notably Li Changchun—partly explains
Wen' srise? Since the August Beidaihe meetings, Wen has been increasingly acknowledged
informaly asthe dear front-runner, and he has frequently appeared in the officid pressaswell.

Wen Jiabao unquestionably enjoys Zhu Rongji’ s support as the next Premier. Wen has
displayed an uncanny ability to work with a successon of different Communist Party leaders, so
his front-runner position in the successon to the Premier’ spostionisclearly not amply asa
protégé of Zhu Rongji. However, since Zhu' s elevation to the State Council in April 1991, and
especidly snce the Fourteenth Party Congressin the fdl of 1992, Zhu and Wen have
cooperated smoothly and closdly. Zhu has provided Wen plenty of space to grow, putting him
in charge of agriculture, science and technology and, subsequently finance.”

Particularly reveding has been Wen' sincreased responsbility over the area of finance.
By generd agreement, finance is the area of Chinas greatest economic vulnerability. Zhu Rongji
is reported to have said that the risk of afinancia crissisthe biggest danger Chinafaces. Zhu
added, however, that the crisis would not occur while he was premier, but would rather be the
biggest chdlenge faced by his successor. Thisisan astute judgment. Financeisan areain
which Zhu Rongji has long assumed direct persona responsibility, serving for a period both as
head of the central bank and as head of the Securities Regulatory Commission while he was
vice-premier. Zhu' s persond credibility moderates the short-term risk of aloss of confidence
in Chinese financid inditutions. But a new, unproven premier faces the danger that afew
mistakes could quickly compound China s large underlying financid vulnerabilities and lead to
some sort of crisis of confidence.

Zhu has mounted a congtructive response to this danger. Asrecently asafew years
ago, Wen Jiabao was judged “not ready” to take over the financid portfolio. But in the years
snce, he has been given seadily greater responsbilities, including appointment as head of a
banking and finance central working group over the past year. At the recent Beidaihe
Conference, Wen was named head of aleadership working group on the financial impact of
WTO membership. Wen is charged with overseeing the drafting of a major report on the topic
and with convening awork meeting in November. The three main practica topics said to be
under condderation are: (a) limiting the impact of destabilizing internationa flows of speculaive
capitd; (b) reducing the volume of outstanding bad bank debt by sixty billion yuan per year; and
(c) preventing the flow of bank money into the stock market.™
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This gradua assumption of increasing responghility in the finance areamay not be
enough to give Wen Jigbao the kind of credibility with domestic and internationd investors that
Zhu Rongji has developed. Even with substantid training, we cannot know for sure that Wen
Jabao has the judgment and decisiveness required to ded with financid crises until heisactudly
tested. Buit this process of gradud transfer of respongbility is quite reassuring and reflects very
positively on Zhu Rongji. Wen Jidbao isavery different persondity from Zhu Rongji. Heis
widdy credited with persond sensitivity, ability to listen to subordinat€ s opinions, and a
cooperative work style. He will bring a very different work style to the premier’ sjob if he
does in fact succeed Zhu Rongji. Yet Zhu has been willing to gradualy cede power, giving Wen
ageadily increasing sphere of responshility. Zhu' s cultivation of Wen Jabao reinforces his
earlier achievement in promoting a phaanx of the most talented economic managersin China.

Unless something dramatically different hgppens, then, Zhu Rongji ison track to
complete histerm in office successfully and then hand over respongibilitiesto awell qudified
successor. This has never redly happened before in Ching, and it will be ahistoric
achievement.™ It dso stands as a powerful implicit rebuke to Jang Zemin. Zhu' s
steadfastness poses a challenge to Jang' s plansto play a behind-the-scenesrole, and retard
the full transfer of power to Hu Jintao. Zhu' s actions therefore put a great deal of pressure on
Jang and the entire leadership of the Communist Party to adhere to a plan of orderly
succession. A rule-based transfer of persona power, even though it is by no stretch of the
imagination “democratic,” still would represent a step forward in the Chinese context. 1t would
be amgor step towards indtitutiondization, greater trangparency, and the restraint of purely
persond exercise of power. If this happensin 2002-03, Zhu Rongji will have earned a
subgtantia share of the credit. Thiswill turn out to be his biggest politica legacy.
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