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Introduction

Any examination of a national economy must take into account the context in which that economy operates. This is particularly true of the People's Republic of China's (PRO economy, which labors under several major and unique conditions. One of the most important factors is the size of the Chinese population, which numbers over one billion. With such a large population, China almost assuredly has a large economy, relative to other nations by most absolute measures. Having a large population or a large economy does not necessarily translate into having a wealthy one. Providing even minimal necessities for a quarter of the world's population absorbs much of its national effort and resources, and would tax even the wealthiest economy.

China's economy is by no means the wealthiest. This is due not only to the primitive base inherited from previous regimes, but also by Communist mismanagement. While China succeeded in a forced-draft industrialization to some extent, this modernization came at an exceedingly high cost, in both human and financial terms. Years of pursuing global revolution and economic autarky left the Chinese out of the global trading system, while domestic turmoil had disrupted much of the nation, both politically and economically. After Mao, China still possessed a backward economy.

In the intervening two decades, in the wake of major reforms, the Chinese expanded and modernized their economy, succeeding in finally integrating it into the global trading system.

Real GNP has increased at double-digit rates for most of the 1990s, whereas Chinese trade in the 1980s alone more than doubled.' Much of this expansion, however, has been grounded in efforts to bring the PRC's economy into the second half of the twentieth century. The Chinese are anxious to " make up for lost time," recognizing that, despite a decade and a half of economic growth, there remains much to be done in what remains an underdeveloped country. Indeed, obstacles are already looming that threaten prospects for continued expansion. In particular, structural flaws attendant with rapid industrialization from a limited base are likely to constraint continued growth.

This article will examine the prospects for the Chinese economy in the remaining half decade of the twentieth century and examine some of the structural problems that are likely to affect continued growth. Finally, it will assess the prospects for the Chinese economy, in light of these problems, by the year 2000.

The Chinese Economy at Mid-Decade

At the time of the death of Mao Zedong in the mid-1970s, the Chinese economy was a prime example of a command economy, with most economic decisions being made in Beijing or provincial capitals, in accordance with a centrally-developed plan. The emphasis was on heavy-industrial goods, particularly those with military applications, manufactured in state-owned enterprises.

For both political and economic reasons, the Chinese were relatively isolated, although the Nixon visit and the assumption of the China seat in the United Nations had created the opportunity for reintegration into the world community. The Chinese economy, however, remained relatively autarkic, with limited trade with the rest of the world. Domestically, economic growth was slow and there was little prospect that the Chinese would become a major element of the global trading system.

With the advent of market reforms in the early 1980s, however, the situation rapidly changed. The Chinese economy expanded impressively, with an annual growth in GNP averaging nearly nine percent every year.2 With the visit of Deng Xiaoping to the special economic zones (SEZs) of southeastern China in 1992, indicating strong continued support for economic reform on the part of the central government, that rate rose to double digits, and has remained there since.

Much of this expansion has been fueled by the removal of central control from many aspects of the economy. Private farming was reintroduced, not only increasing Chinese food production, but also unleashing massive consumer demand, as China's peasant population (still over 70 percent) gained in affluence. Similarly, entrepreneurship flourished, as Deng Xiaoping declared that, "To become rich is glorious." Local and provincial governments were encouraged to support such reform, as Beijing engaged in "profit-sharing" with the provinces, allowing many localities to retain any additional tax revenue generated by development, rather than requiring it be forwarded to Beijing.3
At the same time, the Chinese also shifted their emphasis from heavy industrial production, including steel, coal, and military products, to consumer and light industrial goods. Coupled with the release of pent-up consumer demand, the resulting cycle of domestic demand and domestic production fueled Chinese economic growth in the 1980s. Chinese consumers rapidly moved from wanting bicycles, transistor radios, and electric fans to demanding more sophisticated pleasures. Indeed, major items sought by every chic Chinese consumer now include: washers, color televisions, VCRs, and refrigerators. It is expected that the next consumer wave will include computers and air conditioners.4
The Chinese authorities also reversed their attitude towards foreign trade and investment. Between 1980 and 1991, Chinese foreign trade averaged between nine and twelve percent growth every year. The Chinese share of world trade in the 1980s expanded even more rapidly.5 Lured by the prospects of a vast, untapped market, foreign corporations sought to be first to enter China in order to secure a competitive advantage. The greater Chinese community, particularly Hong Kong and Taiwan, invested billions of dollars in various projects throughout China, followed by Americans, Japanese, and Europeans. Beijing went out of its way to facilitate foreign investment, creating SEZs with special tax incentives and guarantees of minimal interference from the central authorities.

In addition to attracting foreign corporations and plants to particular regions, and seeking direct investment for the additional jobs and technology, Beijing has also sought to attract foreign assistance in the expansion and modernization of China's infrastructure. The Chinese were interested not only in modern technology (essential if only to sustain growth and foreign investment), but also to reduce the cost to the PRC of this modernization. In particular, the Chinese have sought to attract investment in telecommunications and power generation.

Telecommunications

One of the essentials factors for a modernizing economy is possessing a modern extensive telecommunications network. Despite increasing the number of phone lines from two million to 40 million between 1982 and 1994, the Ministry of Posts and Telecommunications (MPT) recognized that the telephone system, with an average penetration rate of only 2.15 telephones per 100 people, could not support major economic growth.6
As a result, the Chinese telecommunications market is now open to foreign vendors in the course of a massive expansion program. With joint ventures and partnerships, the MPT is now hoping to create a public telephone network with at least five percent penetration, or 96 million lines, by 2000.7 Subsequent targets have aimed even higher, for triple the number of phone lines to 140 million.8 To meet this target, the Chinese would have to add over 12-15 million new lines, the equivalent of the number of lines in the United Kingdom, every year until 2000.9 Even with this expanded network, however, the Chinese rate of penetration would be no more than 10 percent.10
The Chinese have also sought to use the latest in cellular technology as an interim means of providing phone service. Currently, only Beijing exceeds ten percent phone penetration, and most other Chinese cities are even less well-connected, between five and eight percent.11 Chinese authorities are therefore relying upon wireless technology to provide a phone service in the cities to the new urban elite, without having to wait for the laying of telephone wires and cables. China already boasts over 120,000 cellular phone subscribers and it is expected that by the year 2000, between 10-20 percent of all subscribers will be cellular.12 Motorola has announced plans to invest $1.2 billion in China, in order to exploit better this burgeoning market.13
Modern telecommunications involves not only the ability to transmit voice, but also data. Chinese authorities, therefore, have also sought the latest in data communications equipment, recognizing that this is essential in order to continue to attract foreign investors, as well as to support domestic economic development. MPT has already begun to lay down seventeen fiber-optic trunk lines to facilitate data transfer nationwide.14 At the same time, the Chinese have purchased thousands of pieces of microwave communications equipment from various foreign vendors in order to transmit information digitally.15 It is expected that what telecommunications network the Chinese do possess by the year 2000 will be among the most modern in the world, at least in the cities.

Power Generation

Another area in which the Chinese have sought foreign investment is in that of electrical power generation. China is currently ranked fourth in the world in terms of installed capacity and annual generated power.16 In 1994, Chinese aggregate generated power amounted to 920 billion kilowatt-hours, from a total installed capacity of 200,000 megawatts. In 1993 alone, moreover, electrical generating capacity increased by 10.7 percent.17
Despite this, demands for power have far outstripped expansion of generating capacity, growing at twice the rate of supply. This has been due, in part, to the major growth in industry. It is estimated that every one percent increase in industrial output requires a 1.2 percent expansion in electrical power generation.18 
In addition, however, the growth in consumption on the part of peasants and the urban working class has also expanded the demand for power. Most of the purchases of the newly endowed consumer class in China involve power. It is estimated, for example, that in 1995, Chinese consumers purchased 4.5 million air-conditioners. Coupled with the 3.8 million purchased in 1994, this constitutes a massive increase in electrical consumption in just two years.19
As demand outpaces supply, emergency remedies have abounded, often with negative effects. Power outages and blackouts are common in urban areas, frequently damaging machinery and equipment. Meanwhile, 120 million people, mostly in outlying rural areas, still have no access to any electrical power.

One of the responses has been to exploit China's available means of power generation, particularly hydropower, to the maximum extent. Indeed, one of the prime motivations for the Three Gorges dam project is to supply Sichuan Province (China's most populace), and much of the southwest with electrical power. Overall, Beijing is seeking to expand generating capacity by fifty percent, by 2005, to 170 gigawatts.20 To achieve this, they will have to add the equivalent of a Hong Kong or Switzerland in generating capacity every year to the year 2000. Costs for this program are estimated to exceed $100 billion.21
Meanwhile, many of the SEZs have built their own electrical generating plants, in order to ensure that their commercial residents, particularly their foreign investors, have a steady power supply. Coupled with Chinese rules regarding acceptable rates of return on major power generating projects (currently 12-15 percent), it is expected that there will be a growing number of small power plants in the 50-300 megawatt range.

Pitfalls

At one level, it is clear that the Chinese economy is rapidly expanding, that there is significant business to be done in China, and that until the year 2000, there will be substantial opportunities for Western businesses. Yet, it is an open question just how long the Chinese economic expansion may be expected to last. Several major problems have already arisen, stemming as much from political as economic considerations. A prime example is the issue of state-owned enterprises (SOEs), and how they are to be handled in an increasingly market-dominated economy.

The Fate of State-Owned Enterprises

While the private sector, newly treed from the control of central authorities at the national and provincial levels, has done well in China, economic reform has not benefited the state-controlled industries. This sector includes much of the Chinese heavy-industrial base; state-run enterprises produce, by revenue, 72 percent of Chinese chemicals, 64 percent of heavy machinery and machine tools, and 86 percent of ferrous metal. Of the estimated 100,000 SOEs, it is believed that 30-50 percent are functioning at a loss.23 These sectors still produce according to plan, rather than in response to demand. As a result, unsold product inventory in the state sector is estimated to have grown by 100 billion renminbi (RMB) or $11.5 billion in 1994 alone.24 Losses generated by such inefficiencies are estimated at 100 million RMB per day.25 Unsurprisingly, in light of this poor performance, the SOE's share of national industrial output has steadily declined, from 78 percent in 1978 to less than 50 percent in 1993.26
A variety of substantial subsidies from the central authorities have been essential to keep the SOEs afloat. Explicit subsidies alone are believed to amount to 40 billion RMB (or $4.7 billion). This constitutes over 60 percent of the Chinese budget deficit.27
In addition, the SOEs have been given priority access to bank loans from state-run banking institutions. Indeed, such loans are mandated regardless of the financial status of the SOE, which often lists the loans as income. These loans are currently estimated to total at least 200 billion RMB, or 70 percent of all bank loans by value.28 Most of these are believed to be non-performing.

The steady flow of such vast amounts of currency into the Chinese economy is believed to contribute to the chronic inflation problem. Inflation in 1995 is expected to be at least 15 percent, but more likely 20, despite repeated efforts on the part of the central government to lower it to six.29 While much of this is rooted in the expansion of the Chinese economy, which in 1994 registered between ten and twelve percent; the constant influx of money without products to show for it almost certainly exacerbates the problem further.

Despite these problems, the SOEs have proven resistant to change. Eliminating the state-run sector, either through privatization or enforcing bankruptcy regulations, would run afoul of political considerations. Most importantly, it would precipitate a crisis within the Communist Party, since few are prepared to argue for the complete elimination of public ownership over the means of production. Moreover, in light of the ongoing succession struggle, radical initiatives are unlikely.

Furthermore, any large-scale closure of SOEs, or even efforts to compel SOEs to operate with regard to profit and loss, would produce substantial unemployment. Even reducing the subsidies, including bank loans, allocated to the state enterprises would likely produce significant social dislocation, since the state enterprises are often not only over-staffed, but responsible for the provision of such services as health care and housing for their staffs.

These latter considerations are also likely to engender political opposition at lower levels. The effects of closing SOEs would be felt most at the local level, which would have to handle the resultant mass of unemployed. Local officials would therefore see their power and privileges decline as well. Indeed, municipal authorities, as much as national ones, have been responsible for many of the subsidies to SOEs. Local officials have, at times, directly ordered banks to divert funds to "key enterprises" that are major employers, regardless of the economic viability of the company.

Nor are foreign investors likely to express significant interest in SOEs, for a number of reasons. Regulations on foreign participation in those sectors of the economy dominated by SOEs, despite some reform, remain highly restrictive with regards to ownership, control, and even rate of return allowed. Moreover, partnerships and joint ventures would still have to labor under over-staffing and extensive employee-welfare programs that would limit profitability.

Synergistic Problems

Issues such as inflation and the fate of the SOEs, however, are relatively short-term. While the Chinese may not have a solution currently, they may well be able to muddle through for some additional period of time. Alternatively, once the political landscape has been better defined, it may well be possible to address aspects of these issues, or at least make them more manageable.

Less tractable, however, are a series of mid-term synergistic problems, involving the converging, and in some cases mutually reinforcing, demands of a growing economy made against a fragile infrastructure and human resources base. These problems are likely to be difficult to address at best, regardless of the political situation in China, as they involve basic issues of infrastructure, and require extended solutions. Until they are addressed, however, they will inevitably begin to affect the ability of the Chinese economy to sustain long-term growth. Two of the most important such difficulties involve the interaction of energy and transportation, and the question of human resources.

Energy and Transportation

The shortage of generating capacity, coupled with the sparse Chinese transportation network, are one example of problems that interact in such a fashion as to make a resolution nearly impossible. As noted earlier, the Chinese demand for electrical power is nearly insatiable, with increases in supply far outpaced by burgeoning demand. Much of this additional demand is centered, unsurprisingly, in coastal regions, particularly in the southeast, where the SEZs are located. As economic growth has been most expansive there, registering consistently in the double-digits throughout most of the 1980s and 1990s, it is natural that the demands for power generation are highest there.

For the Chinese, the primary means of meeting these demands is coal. Coal constitutes 70 percent of Chinese energy consumption, including 70 percent of the nation's electrical generating capacity.30 The main centers for coal are in the north and west of China. The three provinces of Shanxi, Inner Mongolia, and Shaanxi alone account for two-thirds of Chinese coal reserves. In order to provide fuel for three-quarters of Chinese generating plants, it is clearly necessary to move coal from the areas where it is mined to the areas where it is consumed.31
Coal therefore constitute a major proportion of all domestic cargoes moved. In 1991, for example, 58 percent of total coal production, or 626 million metric tons, was shipped mostly by rail, accounting for nearly half of all train-moved cargo.32 The problem with this situation, however, is that the Chinese railway network, the mainstay of Chinese domestic transportation, is unable to handle the current demand, much less accommodate the additional cargoes of coal necessary to support economic expansion.

While China has expanded its railway network since 1949, investment in the railway system nonetheless has been minimal. In particular, the emphasis generally was on the reconstruction and repair of existing facilities, rather than the construction of new or additional lines. In the southwest region, for example, encompassing Sichuan, the rail network has not enjoyed any additional track since 1976. In the period 1976-1992, however, the southwest rail network increased its cargo from 48 million people and 39 millions tons of freight to 68 million people and 111.5 million tons of freight respectively.33 As a result, only 41 percent of requested cargoes are actually moved, leaving over 11 million tons of freight sitting on sidings awaiting shipment. This situation is replicated throughout China. Current economic expansion will only exacerbate the problem, with predictions that the southwest region will have 90 million passengers and 130 million tons of freight awaiting movement by 1995, and 110 million people and 160 million tons of cargo by 2000.34
Conditions further east are even worse, since over three-quarters of Chinese railway construction since 1949 has been to the west of the main north-south Beijing-Guangzhou trunk line for reasons of national security.35 Chinese rail lines, particularly those in the southeast, are therefore operating near full capacity, with much of its available resources committed solely to moving energy resources. The devotion of available transportation assets to moving coal has meant that other loads have often been delayed. This in turn has effectively limited the ability of more inland regions to develop their own economies, particularly since the SEZs, located along the coast can rely upon seaborne transportation to make up some of their shortfalls, an option unavailable to much of the Chinese hinterland.

Chinese officials of course recognize this problem, but unfortunately, there does not appear to be many solutions. Efforts are underway to increase the capacity of the Chinese railnet. The southwest region is expected to expand to 6400 km, from 5700, and will be half-electrified. New construction includes several double-track lines, which are much more efficient.36 However, it is estimated that the Railway Ministry must spend some $140 billion in rail lines improvement by 2000 in order to keep pace, otherwise municipalities and the central government will be compelled to spend hard-earned foreign capital importing coal directly to economic development areas.37 There is currently little prospect for either central government or foreign investment on that scale in the railways, particularly as there are strict limits to the degree of control and profit that foreign firms may reap on such investments.

Moreover, it is unclear whether marginal improvements will ameliorate or exacerbate the situation. While even minimal additions to current rail capacity would relieve some of the congestion, it will also likely fuel further economic growth. Both the improved railway (much of which will be electrified), coupled with additional demands for power, will place even greater demands upon electrical power generation, thereby adding to the very problems that railway expansion is supposed to address.

The Chinese have turned to the construction of an ambitious internal highway network, perhaps in an effort to expand their options. One of the extensive is a commitment to build four transnational highways by the year 2000, two running north-south, and two east-west. The four highways, which are expected to link over 100 cities, will run through some 20 provinces and autonomous regions, totaling 14,000 km.38
The two north-south links are expected to run from Heilongjiang on the Sino-Russian border to Hainan Island in the South China Sea, and from Beijing to Zhuhai. The two east-west lines are expected to run from Jiangsu to Xinjiang and from Shanghai to Chengdu. This national highway network is in addition to several proposed private ventures, including Gordon Wu's highway project linking Hong Kong with Wuhan.

This program, however, will still only marginally address the need for additional surface transportation links. Barely 20 percent of Chinese roads are paved, and even permanent roads are generally of poor quality. Only 23 percent of Chinese highways are capable of handling tractor trailer trucks moving shipping containers.39 Moreover, both rail and road construction projects will take years to come to fruition.

In addition to seeking other means of moving cargoes, particularly fuel, the Chinese have also sought to shift from a dependence on coal towards a greater reliance on alternative sources of power, including hydroelectricity and oil. The Chinese have shown particular interest in hydroelectric power, as they possess the greatest potential in the world. As noted earlier, the Three Gorges dam project, which effectively dams a portion of the Yangtze River, is motivated in large part by the expected hydroelectric dividend, estimated at 17,000 MW of electricity. In the time frame of this analysis, however, i.e., by the year 2000, the Three Gorges project will remain no more than a marginal consideration, since it will take far longer to complete. Even then, the southwest area is likely to absorb most of the generated capacity, contributing little to alleviating the need for power farther east.

Another possible means of generating power without exacerbating the transportation problem is to increase the use of oil, rather than coal. However, Chinese domestic oil fields have slowly been drawn down. In 1992, the People's Republic of China became a net oil importer.

While several new finds, particularly in the Xinjiang region, hold great promise, they will take years to come on-stream. Even then, additional pipelines will have to be built in order to move the oil from the far west to the main refining centers in central and eastern China. Oil, moreover, is still primarily viewed as a means of earning heard currency through export, or as a fuel for transportation systems including a significant fraction of the Chinese rail net and the growing automobile and trucking segments. Shifting towards a reliance on oil as a means of generating power, at least in the short-run, is unlikely.

In the time-frame involved in this paper, therefore, there are few prospects for a resolution to the converging problems of limited transportation, coupled with a growing demand for power generation. While the effects may also not appear in this time-frame, in the medium- to longer-term, the dual pressures are certain to limit the ability of the Chinese economy to sustain growth. Even the direct movement of supplemental coal or oil from foreign suppliers would not resolve the issue, since the rail system would remain taxed, and probably unable to move the raw materials necessary to keep the SEZs in business. And such additions would draw down hard currency reserves and would be harmful to the economy.

Human Resources and Economic Development

As noted earlier in this paper, a major Chinese problem is that of human resources. At one level/ the problem is an excess of labor, particularly unskilled workers. Currently, the Chinese unemployment rate is officially estimated at three percent. Although low, this figure represents five million unemployed.40 This figure, however, is generally considered to be much too low. Foreign surveys suggest that the actual unemployment rate may be as high as 18 percent.41
These figures almost certainly do not include under-employed workers, nor do they include the substantial and growing migrant labor population. There are reputed to be 50-60 million rural laborers currently under-employed in the countryside. In light of the greater economic opportunities in the cities, coupled with the greater enticements, reports suggested that nearly one-third of this population, or 20 million workers, has drifted to the urban economic centers.42
The central government is hard-pressed to handle this horde of itinerant laborers. Indeed, as even Chinese authorities have admitted, their estimates of current urban populations are unreliable, as millions of unregistered workers flow into the SEZs.43 This massive shift in population, moreover, is likely to expand further, as the overall Chinese population continues to grow. The specter of mass unemployment, which purportedly has become the primary concern for Beijing, is one of the reasons for the continuation of several inefficient economic policies, including those regarding the SOEs.44
Other such policies include the toleration of a relatively high rate of inflation. The methods available to the central government to reduce inflation, primarily those involving the tightening of credit, would almost certainly curtail business development, dislocating workers in both the public and private sectors. Indeed, several Chinese analysts have suggested that economic growth cannot be less than nine to ten percent annually, in order to avoid increasing unemployment and generating political unrest.45
At the same time, China also faces a shortage of trained scientists and other professionals. Continued economic development will create pressures for additional, and more highly educated workers. Unfortunately, the political turmoil of the past two decades has ensured that the supply is substantially less than what might be expected relative to such a large population. For example, twenty percent of Chinese suffer from functional illiteracy.46 

While almost all Chinese now have at least an elementary school education (sufficient to give them some familiarity with the character-based language, but not necessarily enough to qualify as fully literate), that is often the only level of education attained. As of the late 1980s, only 40 percent of the eligible population was enrolled in secondary school. The percentage of college-educated Chinese is even more minuscule, including only 1.7 percent of the population.47
The absence of a larger cadre of post-secondary educated people may be attributed in large part to the Cultural Revolution. During this period, universities, and even many secondary schools, were shut down, with students either enrolled in the Red Guards or taking pains to conceal their education. At the same time, professors and other intellectuals were persecuted, with a substantial number sent off to the countryside for "reeducation," As a result, a large proportion of Chinese of that era enjoyed no more than a minimal education, and the intellectual fraction of the nation, never very large, was devastated.

Even with the end of the Cultural Revolution, it took time to reopen many of the institutions of higher learning. The delay involved in restarting not only universities but also secondary schools ensured that a substantial proportion of today's " thirty-something" generation is under-educated at best. As a result, China currently fields only 1000 scientists or engineers per million population. This compares very poorly with India, which has 3000 per million, much lower than in South Korea, Japan, or Singapore.48
Moreover, Chinese universities are now oriented primarily towards educating undergraduates rather than conducting research, so professors are not especially well-equipped to train additional Ph.Ds.49 A large proportion of both professors and students inevitably choose to " go to the sea" (i.e., go into business), finding that path more lucrative rather than remaining in school as either teachers or pupils.

To address this problem, the Chinese sent many of their most promising researchers abroad, in order both to improve their education, as well as to expose them to the skills involved in graduate, as opposed to undergraduate programs. With the Tiananmen incident in 1989, however, many of these students opted to remain abroad, effectively removing them from any calculus of trained Chinese manpower. The number of students in the United States who have chosen not to return may be as high as 80 percent.50 Indeed, the substantial number of graduate students reluctant to return is particularly devastating to the Chinese human infrastructure, since they are removed from the pool of undergraduates (and usually the best and the brightest).

This confluence suggests that the Chinese will face a shortage of educated personnel in the coming years. Moreover, this shortage will prove to be every bit as constricting on continued economic development as shortages of transportation networks, since without the necessary trained manpower, the Chinese effort to leapfrog stages of development becomes much more problematic. Indeed, the human resources shortage suggests that the Chinese economy may remain primarily focused on relatively unskilled operations, e.g., basic manufacturing and processing, and assembly of parts, rather than moving into the more profitable areas of research and design. While there may be a few exceptions where skilled personnel are concentrated, the ability of the Chinese to modernize their economy broadly will almost certainly be hobbled by a shortage of educated people necessary to achieve critical mass.

Prospects for the Future

It has frequently been noted that the Chinese term for crisis, wei ji, embodies both the character for danger and the character for opportunity. This suggests that in danger lies opportunities. Conversely, however, opportunities are also often fraught with pitfalls. Nowhere is this as evident as within the economy of the People Republic of China. 

The ji, or opportunity, lies of course in the growth of the Chinese economy in the course of reform. Since the 1980s, and even more since 1992, the Chinese economy has been expanding steadily. Virtually every standard, including gross national product, gross domestic product, imports, exports, and foreign investments, indicates that the Chinese economy will continue to perform exceedingly well. Since 1992 alone, the Chinese economy has grown by one-third. As it has grown steadily, the perception has become widespread that the Chinese economy will not only become one of the largest in the world by the twenty-first century, but also that it will be one of the richest. This will be a great development for the new Eurasia.

In the midst of these opportunities, however, lies significant wei. The PRC faces a host of problems; many of these are the common among liberalizing and modernizing economies. Some of them are unique to the Chinese situation, particularly regarding its population. The problems facing the Chinese economy are such, though, as to raise significant doubts about its ability to sustain these growth rates into the next century, and to improve the overall state of the economy and society.

In the short-term, perhaps within a one- to two-year time frame, many of the problems confronting the Chinese will be resolved by the final resolution of the ongoing succession struggle. In particular, those problems that are the inevitable results of the transition from a command to a market economy are likely to be addressed once those in power need not fear that their actions will precipitate their own political downfall. Once it is clear who will rule China, policy-makers will have much better idea concerning the limits of reform, particularly with regards to such ideological issues as the fate of the state-owned enterprises.

Similarly, the resolution of the political succession will allow the central authorities to combat inflation, by allowing them to undertake more stringent measures to control the money supply. Coupled with the inevitable recalibration of center-provincial relations, state efforts to "rein in" credit and subsidies may be expected to at least mitigate the steady hemorrhage of money into the economy.

Other problems, while less tractable, can only be addressed through the natural progression of time. The individual aspects of infrastructure development, for example, simply cannot be resolved except through the steady application of substantial resources over an extended period. Railways and highways, for example, cannot be built overnight. Power plants, dams, and other major infrastructure projects similarly cannot be rushed. The introduction of foreign partners and technology will reduce the time-lag involved but can hardly eliminate it. In this regard, the Chinese experience is different only in scale from that faced by other industrializing states.

What is most daunting, however, is that many of the medium-term problems, already significant individually, interact and will produce synergistic effects that will make their resolution extremely difficult. The extent to which these problems interact is unique to China. This situation is the result of an effort to proceed with modernization on multiple fronts simultaneously, while operating under the constraints imposed by the enormous Chinese population, and in the wake of the political and economic turmoil of the past fifty years.

Unfortunately, no reliable prediction can be made regarding the ability of the Chinese to cope successfully with this set of problems. While resolution of the political succession will allow the central authorities more room within which to formulate policies, that will not resolve the fundamental weaknesses of the Chinese economy, from which many of these problems spring.

China's resistance to find solutions suggests that its economy, like a city undergoing siege, will inevitably face a period of slowing down, as scarce resources are allocated to address the problems, both individually and as a whole.

What is unclear is whether this period would spark social unrest, especially if it is attended by increased unemployment. How the Chinese address these interlocking issues will directly influence the ability of their economy not only to enter the twenty-first century, but to remain there.
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