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' China: Potential for Political Crisls (C NF)

Summary

Aithough Party General Sacretary Zhao Zivang remains powerful, his
standing has slipped as s rasult of the raversal of his economic policies at
the party’s plenum last September. This memorandum speculates on the
circumstances that could lead to his removal, his possible successors, and
the broader implications of a change in leadership. it Is admittedly a
worst case scenario, but if Zhao i{s unable to forge a consensus to deal
with current economic problams, and they persist or worsen, we balieve

Zhao's critics could make the scapegoat for the reform program’s
many shortcomings.

If Zhao fell, Deng and ather party elders probably would turn either
to a8 member of their own genaration to restore discipline within the party
and Chinese soclety at targe, or more likely in our view, a younger party
leader not tainted by corruption and the ills of the floundering reform . o

EA M 89-20013

L
WARNING NOTICE-~INTELLIGENCE
SOURCES OR yxn’cos INVOLVED

Approved for Release
CONFIDE!\gAI:"N(a?ORN MAR 2000 JAL
- b bE,  ®




e
e i
—_—

CONFIDENT, NOFORN

program to take over as general secretary. Having no one aof Zhao's

stature and reformist credentials to turn to, we speculate that Deng and

_other reformers would, with misgivings, accapt Politbure Standing

Committee member Qiao Shi as a compromise chaice. Other younger
leaders, such as Premier Ul Peng, lack the institutional base or managerial
abllity to win broad party support. No mattar who succeeded Zhao, -
howaever, we believe a successor would find himself hamstrung by

conflicting views within the leadership, the party's declining prestige, and

the genaral weakening of the central government; he would thus be

uttable to pursue anything but thae most cautious course on reform-

Zhao: Down But Nng Out

By atl accounts, Zhan‘s economic policies took a beating at last fali’s leadership
maetings. consarvative reformers--especially Premier
Li Pang and Vice Premior in charge of aconomic affsirs Yao Yilin--sharply criticized
Zhao's Inflation-generating, high-growth policies and won endorsement for a perlod of
"readiustment” t0 coof China’s overheated economy

At a minimum, wa believe that Zhao has had
to acquiesce to the adoption of gutmoded administrative tontrols whife trying to protect
and promote market-ariented reforms.

continues~—-with Deng's support~~to have a key say In both domestic and forelgn policy.
Deng. in fact, publicly reitarated on 7 November to Uruguayan President Sanguinetti that
Zhao and Li Pang are responsible for China’s atfalys. E€ven if Deng has lost some

confidence in Zhao, we believe tte wouid be reluctant to dump his designated Successor
for fear of weakening his own authority and shaking foreign confidence in China’s

stahility and reform program. WMoareover, in our judgment, thare is no one eise that Deng
could turn to who both shares his reformist vision and possesses the prestige necessary

to bolster domestic and foreign _gonfidence in the eadership the way Zhao was able to
do when Hu Yacbang felli

Neverthelass, we suspect that Zhao could bacome increasingly vulnerabie and
evan fall within the next 12 to 18 months if China’s economic and social problems
persist or worsen. Although Zhao is reputed to have a strong base in the provinces.
because of his suppgrt for tha decentralization of authority and promotion of a
high-growth, loose-credit pallcy, his support within the Politbura and other central party
organs still appears to be fairly weak. As best wa can judge, Zhao remalins heavily
dependent on the backing of Deng and the acquiescense of other party alders

Waere some of Zhao's more powaerful critics among party
oldors such as Bo Yiba ta [3in forces with senior military and security officlals against

Zhao in a crisis, as they did aia!nst Hu Yaagbang, we doubt that Deng would be able or

avan willing to save him
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China's Overheated Economy Not Slowing

China’s teadars are searching for ways te dampen inflation and slow
excessively rapld industrial growth that is intensifying shortages of raw

matarials and energy. Retrenchment policies adopted over the past five maonths ~

have been largely [neffactive, and industrial production, which was up 17
percent In 1988, grew at a fastdr rate in Decembar than in November. Beijing
recently has imposed new takes, spending controls, interest rate hikes, and
restrictions on exports of scarce goods,

We believe these policies are nat likely ta cut urban inflation in 1989
from much below its current level of more than 30 percent, the highest in
nearly 40 years: -

* Beljing has avoided addressing some of the most saricus causes
of inflation. Concerns about worker unrest in urban areas have
led Chinese leaders to boost government subsidles for food and
rent. Beillng also continues to make {ow-~interest loans avalilabla
to state factorles and refuses to close enterprises that use raw
materials wastefulty. ’ : )

* Beljing hias had only partial success controlling the money supply;
intarast rates have been raised twice in the last five months but
remaln fess than ha!f the inflation rate. In addition, powarful
provincial and municipal ieaders often override Beijing's orders to
restrict loans and approve their pet construction projects

Moreover, pregsures will bulld this spring to reverse at least some of the
austerity measures,

Bejjing-
also is concernad with the intense criticism peasants laveled last fall, when
craedit shortages in the countryside forced the government to purchase the fall
harvest with 1QUs instead of cash,

The anticlpated rollback of credit restrictions would
- funnel even more money into the economy and accelerate inflation. Even if
. controls remain In place and growth in the money supply slows In the second
and third quarter, however, the infusion of funds in the first three quarters of’
1988 will keep inflation at about Its current level for at Jeast the next year.
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Glimpsas of a Crisis

We speculate that any one of saveral scenarios could trigger such a crisis. Zhag _
could bacome a scapegoat if: . =

* The economy detariorates sharply, with soaring inflation--sglready at its higihast
rate in nearly 40 years-—eroding public confidance in the party.

* Popular discontant, already high because of inflation and growlng official R
corruption, sparks widespread student and/or worker unrast that party eiders
perceive as a challenge to the party's authority.

* Party elders, including Deng, parcaive the reform program to he adrift and
slipping Into_the_trap of stagflation that has crippled reform in Hungary and
Yugoslavia

Even though all of China‘s leaders share responsibility, Zhao remains most closely
identlfied with market-orlented and political reforms that lie at the root of today's
problams, His critics have long had reservations about Zhao's efforts to liberalize the
economy and open the political system, fearing that these steps could undermine the
party’s authority and by extension threaten thelr own power and privileges. They would
have little difficuity coastructing a list of charges to Justify his ousterﬁ

Should there ba widespread unrest, Zhao would be especially vulnerable to the
charga that under his direction, the party has lost its ablility to maintaln social order.
Coaservative party:leaders, who.place a high value on saclal discipline, are atready
disturbad by rising crime rates and the breakdown of conventional mores. Corruption
has grown rapidly under Zhao's market-oriented retorrus, reaching the point where fittla
businass can be transacted without resort to bribary, badly tarnishing the party’s image.
Zhao's abllity t0 combat corruption bas also been hurt by widely believed charges that

Zhao'i own children are among the more avaricious of the lsadership's princefings.

Zhao probably would afso be blamed for problems in China's economy, Critics,
because of personal grievances as well as policy differences, could capitalize on his
advocacy of a high~-growth, high~intlation policy to biame Zhao for popular discontent
with the reform program and the party’s handiing of China’s modernization program.
Under Zhao, reformers have dismantied much of the central pfanning apparatus but have
yat to establish strong fiscal and monetary tools to take its place. Thus, industrial
growth reached 18.8 parcent in the fourth quarter of 1988 and appeared to be
accelerating despite the institution of austerity measures (ast September.
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{mplications

Even if Zhao does not fall, we beileve his ability to forge-a consensus to gat
China’s reform program moving again has been hurt. With Zhao weakened and the rest
of the leadership so dalicately balanced, we question whether China’s feadership will be
-able to reach agreement soan on key reform mesasures, especlally in sensitive areas

such as price reform and political structural changes._

if Zhao Is ouéted, we ‘believe his successor wc;u(d be even more constrained by
conflicting views within the leadership. The declining prestige of the Communist Party,
now increasingly perceived as riddied by corruption, and general weakening of the

central government 1o the bensefit of the provinces only exacerbate the difficulties a
successor would face,

The character of the laadership initially probably would be more conservative
regardless of Zhao's succassor. Wa beliove any successor's first task would be to
restore order and strengthen social discipline. He would be under considerable prassura
to rely on traditional means to do so, including passible witchhunts directed against
dissenting intellectuals. A limited purge of some reform leaders would be likely, though

we expect any new leadership to try to coopt and employ many of Zhao's younger
advisers
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Lip service to economic and political reform experiments would probably continue
in such clrcumstances--partly to reassure forelgn investors--but the primary
market-oriented economic and political reforms would be put on hoid. A more
consarvative leadership probably would tighten conventional administrative controls to
reln in the economy, abandoning price reform and other radical methods of systemic
changa. Such controls, in our viewl woiid not solve China’s economic problems, though

they might mask them for a time

We would expect a post-Zhao leadership to proclaim its continued support for
the open door and strong economic relations with the West. We balieve, howavaer, that
China’s investment climate would deteriorate. More conservative leaders would probably
be tess likely to favor genuine reform of the forelgn trade system or other moves
ngsded to make China’s economy compatible with the GATT. At the local level, cautious

ofticiats would probably place greater restrictions on foreign Investment or control of
enterprises out of fear of committing political errorsi
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China: Portrait of an Overheated Economy*
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+Official Chinese stotistics. Doty for 1988 are ‘estimoted.
. Industriol putput growth Is real, rather than nominal. ‘
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