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In contrast to the conventional wisdom that marketization is essential for reducing 
corruption, the sources of corruption are many and complex. This paper focuses on 
recent patterns of China’s corruption to see how new and different, if not more, 
corruption has occurred despite the gradual shrinking of non-market elements in the 
economy. The further market reforms in the 1990s do not reduce corruption so much as 
they merely alter its characteristics. Corruption is a kind of behaviour which responds 
to political and economic changes and hence whose forms vary with social climates. 
Such a complex issue requires comprehensive treatments and it is naive to assume that 
a market economy alone could free China from corruption. Copyright 0 1997 The 
Regents of the University of California 
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China’s corruption problem has drawn a great deal of scholarly attention. Some point to the 
existence of the so-called socialist corruption, using as evidence the similarities between China 
and the former Soviet Union in political structure and corruption patterns. For example, Jowitt 
(1992) suggests that in communist countries corruption testifies to the absence of either market 
or bureaucratic impersonalism. Harris (1986) lists six structural characteristics, such as 
hierarchy, oligarchy, closeness, all-embracing ideology, socialist planning, and others, that 
render communist systems unique in generating corruption. Oi (1989) agrees that communist 
systems are inclined to foster behavior that most would call corrupt, because of the structure of 
the state and the economy. Many others, having noticed the recent changes taking place in the 
communist countries, pay more attention to the vulnerability to corruption of transitional 
societies, especially those changing from communism to capitalism. Meaney (1989, p. 210) 
considers the hybrid, or two-track economy of plan and market the major cause of corruption 
in the reform context because it is not a true market, but a plethora of networks protected by 
cadres and bureaucrats. Ostergaard and Peterson (1991) present strong evidence of official 
speculation in connection with China’s dual-track price system where government officials buy 
cheap and sell dear in the cracks between the state-set prices and market prices. 

These explanations, while holding true for the pre- and immediate post-reform periods, 
demonstrate limitations as China’s reform moves more rapidly toward a market economy. Since 
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the large majority of prices are now pretty much decided by the market, how much room for 
arbitrage is still left? Is corruption diminishing as the dual-track economy fades away? If not, 
what forms of corruption have become more visible in recent years? To what extent are they 
related to the development of reform? Or, more generally, what is the relationship between 
corruption and market? Does increasing economic marketization mean decreased corruption? 

This paper attempts to answer these questions by examining corruption in today’s China, 
especially its forms and characteristics. In addition, it will look at the conditions under which 
these forms of corruption become prevalent. This paper will proceed with a more general 
discussion of the relationship between reform and corruption and end up with some remarks 
about the impact of corruption on China’s political future. 

Corruption in New Economic Spheres 

Recent years have witnessed a spread of corruption into new economic areas as the scope of 
reform widened in China. In 1992, Deng Xiaoping toured the southern special economic zones 

and the 14th Congress of the CCP officially endorsed the idea of a socialist market economy, 

thus marking the beginning of a new phase of economic reform. As outlined in the Decision on 
Issues Concerning the Establishment of a Socialist Market Economic Structure at the Third 
Plenum of the 14th Party Congress, the major tasks of the forthcoming reforms would include: 
(1) reforming the existent enterprise system to make it more responsive to the market by 
establishing various forms of ownership and clearly-defined property rights; (2) fostering the 
role of market forces in economic operations with a focus on the price system, financial markets, 
labor market, real estate, and information and technology; (3) establishing effective 
macroeconomic management with sweeping reforms in tax, banking, and investment systems; 
and (4) expanding social security and housing reforms.’ 

To fulfill these tasks, the government took a series of bold measures. For example, in order 
to reinvigorate state enterprises which had been chronic burdens for the government, the central 

government decided to transform a sizeable number of them into shareholding companies, 
leading to a fast development of the so-called stock economy. In the latter half of 1993, almost 
one shareholding company was born each week and by the end of 1994, 3523 state enterprises 
were turned into shareholding corporations.’ Although the government was so cautious on the 
public listing of stock companies as to limit it only to two cities-Shanghai and Shenzhen, 
individual brokers and investors quickly emerged in almost all the cities because, thanks to 
modern technologies, virtually all cities could link up with the two stock exchanges. It was 
estimated that the number of individual investors increased from 2.1 million to 25 million from 
1992 to 1993.’ 

Moreover, the government opened up some taboo areas for equity participation by foreign 
investors, including service sectors such as banking and insurance and some relatively sensitive 
infrastructure projects such as airports and gold mines. It also commercialized the operations of 
the state banks by, among other things, creating policy banks that would take over govemment- 
directed lending for fixed investment purposes. To abolish the dual-price system, the central 
government significantly reduced the number of commodities whose prices were state- 
controlled. It was reported that by late 1993, 95% of the retail prices, 90% of the procurement 
prices for farm products, and 85% of the prices of raw materials and producer goods had been 

I. People’s Daily, 17 November 1993. 
2. People’s Daily, 7 November I995 
3. Economic Daily, 14 January 1994. 
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freed.4 The private sector also experienced an unprecedented development. According to official 

statistics, during the first six months of 1993, the households and employees in the private sector 
increased by 66% and 57% respectively over the same period of last year.5 

These new developments indicate the widening and deepening of China’s economic reform 
with an emphasis on macroeconomic adjustments and institutional innovations, while in the past 
reform focused more on providing profit incentives and expanding local autonomy (The World 
Bank, 1995). As the reform effort intensifies, the increasing openness of the market economy 
and its competitive nature frequently encourage money-making activities including speculative 
practices as people strive to take full advantage of available opportunities. In the mid and late 
1980s when the dual-price system for raw materials and producer goods dominated, official 
speculation constituted the major form of corruption concentrating largely in the production and 
material management sectors where speculators bought raw materials at lower state-set prices 
and resold them on the market at much higher prices. Now corruption surges in other areas as 
well. 

Stock Market 

The stock market has become a major field of corruption. Due to the limited scope of the stock 
market operations and the government’s restrictions over stock issues, access to new stocks 
became a privilege in the early 1990s and even application forms to buy stocks were considered 
scarce resources. Those who had access to the forms could make fortunes out of the sale of 
them. The 1992 Shenzhen stock scandal is a case in point where more than 4000 municipal 
officials were implicated for taking graft or pocketing applications forms themselves. This 
corruption incident exasperated over half a million people who had lined up overnight to get a 

form and caused major riots on streets in Shenzhen, which had to be put down by police 

forces6 
Playing stocks may get people rich if one knows the tricks of the game and is willing to bear 

the risks of the stock market. But in China the rule of the game is different for the stock market: 
guarzxi (official connections) is often more important than other factors such as capital, 
knowledge, and necessary skills. With good connections, one could make a personal fortune 
without spending a single penny of one’s own by buying personal stocks with public funds. 
Some people even became millionaires this way.’ 

To deal with problems as such and to prevent government officials from earning illegal 
incomes, the central government has adopted an income-report system requiring all the 
government officials above the county level to report their incomes regularly. Those who fail to 
report or make false reports are to be disciplined.8 Although the new regulation’s effectiveness 
remains to be seen, this official requirement itself proved that unaccounted incomes of 
government officials have become a serious concern of the leadership. 

Real Estate 

The real estate sector has also witnessed rampant corruption activities. Real estate has been a 
rapidly growing profit-making business in China since the late 1980s. As predicted by China’s 
Minster of Construction, the development of real estate could achieve major breakthroughs and 

4. People’s Daily, 30 November 1993. 
5. People’s Daily, 28 February 1994. 
6. South China Morning Post. 1 I August 1992. 
7. For example, the manager of a securities department in a Sichuan agricultural bank was found to have embezzled 
OKI- 14 million yuan from public funds to invest in stocks (People’s Daily, I6 May 1995). 
8. Beijing Review. I? June 1995. p. 6. 
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soon become an important component of the national economy in the 1990s. He also announced 
that through reforms, the government would free itself from the financial burden caused by the 
public housing system; privately managed housing should account for 40-50% with the rest 
being handled by the government on a rental basis.’ However, perhaps a more important part of 
the government’s plan to develop real estate business was to lease land as in China the 
ownership of land has belonged to the state. Under the current administrative structure, the 

government controls the primary market, that is, it leases land, while the secondary market (the 
development of real properties on the leased land) and the third level market (the trading of the 
completed real properties) are subject to market competition. Thus, the real estate market is in 
fact based on the transactions of the use rights of land and the ownership rights of housing, while 
the initial leasing of land is controlled by the government. The market has developed rapidly 
since the early 1990s-it was reported that by April 1992, the government had signed more than 
1500 contracts and leased out 3500 ha of land.” 

However, as the real estate industry became gradually commercialized, more opportunities for 
profiteering were emerging. The authority over land (including planning, developing and 

leasing, etc.) has provided government officials with means of money making. Possessing the 
power to decide whether, how, to whom, and at what price to lease the land, they could easily 
abuse power by requesting bribes from interested individuals or institutions. The biggest land- 
related corruption case in Shanghai was a good example. In 1993, two Hong Kong companies 
developed interest in two pieces of highly desirable land in suburban Shanghai. In order to 
obtain a lease on favorable terms, they spent a great deal of money bribing the concerned 
government officials. This strategy proved very successful. After each accepting bribes 
somewhere between lOO,OOO-500,000 yuan, 11 government officials at different levels helped 
to make the deal. Consequently, the Hong Kong companies acquired the most favorable leases 
and developed highly lucrative projects on the land. This case shocked public opinion because 
it implicated some high- level government officials-of six bureau heads punished for economic 
wrongdoing in Shanghai in 1994, three were involved in this case.” 

Corruption has also frequently taken place in the secondary and third level markets after land 
was leased. Having obtained a land lease, for example, one could re-lease the land to others to 
make quick profit. Or power abuse could occur in the bidding process on a new project on the 
leased land to favor one’s relatives or friends. Official Investigation has revealed that some 
government officials used their authority to ensure construction projects to certain businessmen 
in exchange for personal fortunes.” 

Moreover, in the third level market after a construction contract on the leased land has been 
made, the project could be recontracted out several times for additional commissions. This 
often led to very high and unreasonable construction costs, with additional transaction fees 
included. As indicated by official statistics, the overall cost of construction has increased by 
almost 40% annually since 1990s.” Finally, there is still large room for corruption even after 
housing projects are completed. Using public funds to buy private houses by government 
officials has become such a big problem that the government has to take some preventive 
actions. In 1995, for example, the Nanjing municipal government explicitly stipulated that no 

9. People’s Daily, 6 October 1992. 
IO. ibid. 
I I. Xuanshuan Ton_exun. May 1995. pp. 42-46. 
12. For instance. a former director of the Hainan Provincial Planning Bureau was found guilty of using his position to 
ensure construction projects to some private businessmen in exchange for more than 11,000 yuan in bribe (Beijing 

Review, 25 October 1993. p. 6). 
13. World Journal. 4 May 1996. 
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government officials should obtain private houses at public expense; nor should they accept 
public houses as gifts from any individuals or organizations.14 

Corruption in Macroeconomic Management 

Looking back at China’s economic reform of past eighteen-or-so years, we may say that it is a 
dual process of a withdrawal of the government intervention in the micro-economy and an 
increasing effort by the government at macro economic control and regulation. The early 1990s 
saw a clear shift of emphasis from the former to the latter, following the central government’s 
repeated warning of weakening state power. The macroeconomic adjustment was most 
obviously reflected in the government’s effort to reform fiscal and financial systems. But various 
corruption problems continued to emerge despite the enhancement of macro-control and 
regulations. 

Tax Evasion 

The tax reform provided a good example. Since the reform began in 1978, China’s tax structure 
and administration have experienced significant changes. Earlier reform measures led to a tax 
contracting system (chengbao suizhi) in which taxes were shared between the central and local 
governments according to tax sharing contracts. Tax contracts differed across regions but local 
governments were always allowed to retain enough revenue to cover basic expenditures. The 
retention rates were actually on rise and the share of the central government in total revenues 
declined from 59% to 38% during 1978-1992.15 Another related but even more alarming fiscal 

problem was the declining share of entire government revenue in GDP. As decentralization 
continued to be the major focus of reform after 1978 and many steps were taken to have 
enterprises control a larger share of their resources, the fall in the ratio of budgetary revenues 
to GDP (from 31% to 14.2% during 1978-1992) became an unavoidable outcome.‘6 To reverse 

the trend, the 1993 Third Plenum proposed comprehensive fiscal reforms by replacing the tax 
contracting system with a tax sharing one. Three categories of revenues were distinguished: 
government revenues, local government revenues, and shared revenues. The new system also 
included a value-added tax, revamped tariffs and quotas. 

These fiscal reforms were apparently aimed at increasing the government’s control over the 
budgetary process and, thereby, the revenue-to-GDP ratio. However, to what extent these 
measures proved successful remains a question because, among other things, they were not 
going to effectively stop the many forms of tax evasion. In fact, what has caused the decline in 
government revenues was not merely the ill-defined distributive relationship between the center 
and the local authorities. The decline was also a consequence of corrupt activities in the fiscal 
arena which have absorbed a significant part of the government’s revenues in recent years. It 
was reported, for example, that during 19851993, tax evasion alone incurred a 100.6 billion 
yuan loss in government revenues and the figure was only based on disclosed tax-evasion cases. 
In 1992 alone, more than 1.50 big and mid-sized enterprises were caught for tax fraud; among 
them, three big cases implicated 7 1 government officials. Based on a sampling investigation of 
different types of enterprises, the national statistical bureau estimated that about 80% of private 
businesses, 50% of collective enterprises, and 40% of state-owned ones evaded taxes.” In the 

14. ibid. 
15. People’s Daily, 27 August 1993. 
16. ibid. 
17. Chen Yan, China’s Heavy Fiscal Burden, Socier~, May 1995. pp. l-8. 
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first quarter of 1995, 1330 tax-related big cases were under investigation by the country’s 
procuratorial organs, a 44% increase from the same period of last year.‘* 

It should be noted that many tax evasion cases have been treated as corruption in China, 
because they involved transactions between public power and personal or small group gains.” 
In other words, on many occasions, tax evasion was conducted either by government officials 
themselves or by private individuals under their protection. Selling tax receipts has become a 
highly profitable business where many government officials were involved. In 1993, the 
country’s procuratorial organs found in their investigations that the taxation offices of at least 30 
counties granted tax receipts to people who had not paid taxes at all in exchange for monetary 
gains, causing a major loss in government revenues.2o This explains why the Chinese 
government has listed tax evasion as a major focus of corruption investigation and trial and all 
those convicted have been subject to very severe punishment. 

Financial Fraud 

Macro-control effort was also directed at the country’s financial system. The recent rapid pace 
of financial expansion and innovation has produced strong economic growth, but it has also 
caused new problems. An over-heated economy, characterized by excessive investment, credit 
shortage, and accelerating inflation, provided strong incentives for outside borrowing while the 
decentralization of administrative authority made possible the growth of financial activities 
outside the formal banking system. To make things worse, a strict regulation framework has not 
been established and institutionalized supervision over credit activities remained lax. As a result, 
various forms of financial corruption have surfaced. Some banks have been engaged in illegal 
lending operations above the ceiling imposed by the credit plan. Leakages have also taken place 
when loans became diverted from their intended uses to satisfy the demands of individuals or 
small-groups. Finally, corruption has occurred when those who were able to obtain bank loans 
or illegally collect money profited by providing loans to others at much higher interest rates. 
Between January 1995 and March 1996, the country’s procuratorial organs prosecuted more 
than 3800 cases of bribery and embezzlement related to securities trade and other financial 

activities, of which many involved government officials2’ In January 1995, one of the largest 

embezzlement cases since the establishment of the People’s Republic was tried in Shanghai 
Pudong district. The administrative manager of Pudong branch of the Shanghai Post and 
Telecommunication Administration was charged with the transfer of more than 20 million yuan 
public funds into his personal account and making a net profit of 195,000 yuan by lending the 
money to enterprises and individuals.” 

Financial corruption has become a serious concern of the government largely because it 
tended to involve enormous sums of money and cause huge damage to the state treasury. The 
notorious Wuxi case took many people by surprise because it involved 3.23 billion yuan and 
implicated 123 government officials. Among them, the highest level official was the former 
deputy mayor of Beijing, who committed suicide after being found embezzling 250,000 yuan 

18. People’s Daily, 16 May 1995. 
19. Here I use .I. S. Nye’s definition of corruption as behavior which deviates from the normal duties of a public role 
because of private-regarding (personal, close family, private cliques) pecuniary or status gains; or violate rules against 
the exercise of certain types of private-regarding influence. See J. S. Nye Corruption and Political Development: A Cost- 
Benefit Analysis. America Political Scimce Review, 61(2), 419. 
20. Chen I’tdn, Society, p. 8. 
21. People’s Daily, 8 July 1996. 
22. China News Digest. IS January 1995. 
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and US$ 20,000 as well as providing his brother and mistress with public funds of 100 million 

yuan and US$ 25 million to engage in profit-making activities.z3 

Corruption in International Transactions 

A very alarming characteristic of China’s recent corruption is that many corrupt activities have 
had an international background. This means that these activities were conducted in connection 
with foreign individuals or organizations. The causes for this were manifold, but an obvious 
reason was that, as the economy was becoming more open toward the outside world, 

opportunities for corruption through international channels have been growing. 
China’s economy has indeed become more integrated with the international economy as 

shown by the fact that the total value of China’s exports and imports soared between 1978 and 
1993 from $20.6 billion to $195.8 billion, at an annual growth rate of 16.2%. China has become 

the 11 th largest trading country in the world. In addition to the five Special Economic Zones and 
32 Economic and Technological Development Areas, China has opened more than 900 cities and 
counties to foreign investment. Recently, the service sector has become the hot spot of foreign 
capital inflow with many foreign companies opening their business in such areas as retail, 
finance, insurance, and real estate. In 1993 alone, the Chinese government approved 830,000 
foreign investment projects, an amount almost equal to the total of the approved projects 
between 1978 and 1992.‘4 

Likewise, many Chinese companies have extended their business overseas. By 1993, about 
5000 Chinese companies had opened their offices abroad, reaching 120 countries, with a total 
investment value of more than $5 billion.‘5 However, among the money invested in other 
countries, some has been used to buy stocks or real estate rather than being put to productive 
use as originally planned. In other cases, money was secretly channeled out without official 
permission and deposited in foreign banks as personal savings of high-ranking government 
officials or as small treasuries of individual firms hidden from the government’s audit.‘h 

Smuggling, referring to the illegal import or export of goods, has become a big problem in 
recent years. As overseas contacts increase, smuggling, though not new to China, has 
experienced quantitative and qualitative changes. According to official statistics, an unprece- 
dented total of 17,7 17 smuggling cases was uncovered in 1995, involving over 10 billion yuan.” 
The recent smuggling activities have demonstrated some new characteristics. First, many are 
conducted as organized activities by corporations or government institutions instead of single 
individuals. One explanation for the increase in organized smuggling is that as China’s economy 
becomes decentralized and local companies are asked to be self sufficient, lowering costs and 
increasing profits have become their ultimate concern. To realize economic goals, some have 
gone so far as to break law by engaging in smuggling. The following is just one of the many 
cases of official smuggling. In 1995. the heads of five companies in Dandong City proposed to 
smuggle foreign automobiles, claiming that their companies had lost too much money and were 

23. Beijing Review, I January 1996, p. 21. 
24. People’s Daily, I2 May 1994. 
25. ibid. 
26. For instance, a middle-level government official in Gansu province, allegedly took 2.5 million yuan from a public 
account and, with the help of a Thai business person. opened his own private firm in Thailand (Baokan Wenrhai, 25 
April 1996). 
27. Baokan Wenzhai. I April 1996. 
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in an urgent need for financial recovery. Their requests were approved by the city’s senior 
officials. Border security guards were bribed to permit the smuggling. In less than a month, the 
five companies smuggled 272 vehicles from abroad and evaded about 50 million yuan taxes.” 

A second characteristic of recent smuggling has been its enlarged scope. Smuggling activities 
have aimed at scarce consumer goods such as cigarettes, home electronics, and automobiles. 

But, lately, smugglers have also developed strong interest in producer goods and raw materials. 
According to a recent official report, the five chief items of smuggling have been sugar, fibers, 

vegetable oil, cigarettes, and chemicals. They together accounted for 60% of all the seized 
smuggled goods.” 

Finally, using fake documents to smuggle has become quite common. In recent years, China 
has been using tariff rebates to stimulate exports, as many other Asian export-oriented 
economies do. Since the certificates for tariff rebates could help exporters obtain duty- and tax- 
free imported inputs, it has become a common strategy among smugglers to fake them in order 
to evade taxes. In some costal areas, the rate of fake documents reached as high as 25’%.30 

Corruption and Cadre Entrepreneurship 

It has been noted that in recent years a great number of party and government cadres has entered 
the marketplace, launching careers in the newly created administrative enterprises or as private 
entrepreneurs.3’ Some have quit their office jobs and others only moonlighted in the private 

sector. The Chinese euphemism for this phenomenon is xiahai, or jumping into the business 

sea. 
This new development-the formation of cadre entrepreneurs and especially their role in the 

economy-has caused great concern about corruption. 
The market-oriented reform in China has brought about great changes not only in distribution 

of incomes but also in people’s social status and political interests. During the reform process, 
some have gained, others lost, still others have had to make extensive adjustment facing new 
situations. Government officials were no exception. Many reform policies, and especially those 
concerning bureaucratic reorganization and civil service reform, have had a profound impact on 

them. 
In March 1993, China’s National People’s Congress endorsed the Proposal for Institutional 

Reform of the State Council, initiating a political campaign to restructure government 
institutions. And later, in August of that year, the government adopted another important 
document, the Trial Civil Service Act, calling for drastic changes in the way cadres had been 
managed. In addition to institutional mergers and personnel cuts of unprecedented magnitude,” 
the civil service reform was aimed at establishing new rules and procedures dealing with many 
personnel issues such as performance appraisal, reward and publishment, promotion and 
demotion, wages and benefits, and recruitment and retirement. It was believed that this new 
round of institutional restructuring and reform threatened some 39 million government officials 
and, if successfully implemented, would mark the de facto end of the cadre era in China, 

78. People’s Daily, I5 December 1995. 
29. People’s Daily. I I May 1995. 
30. It was reported, for example. that the Wenjindu Custom in Shenzhen found 20 faked documents out of 100 tariff 
rebates on a single day (People’s Daily, I I May 1995). 
31, Administrative enterprises refer to profi-making business firms set up by government institutions. 
32. By early 1995, about I3 per cent of the government agencies at the central level and 30.3 per cent of those at the 
provincial level had either been abolished or merged. About two million government officials were either transferred to 
non-government posts or asked to take early retirement. The State Council alone cut its staff by 200.000 employees 
(People’s Daily, I7 October 1995). 
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because it would deprive cadres of many privileges to which they were formally entitled.33 
Moreover, since economic reform began, the traditional government careers have been 

gradually overshadowed by the rise of a new, rich social stratum mainly composed of private 
entrepreneurs. The income disparity between the government and the private sector has become 
increasingly conspicuous. Money has replaced official position as the most important symbol of 
personal advancement, because as society becomes more and more commercialized, wealth now 
can be easily converted into tangible manifestations of socio-economic status - fancy 
limousines, luxury apartments, and lavish banquets, which were previously available only to 
high-level government officials. A sense of relative deprivation has grown among the middle- 
and low-level cadres, as their salary increases lagged far behind inflation. 

Thus, government officials have faced dual pressures: increased restrictions on their behavior 
and decreased authority and privileges granted to them. They have had to plan and maneuver to 
preserve their status. Many of them chose to become cadre entrepreneurs, who operated in both 
public and private realms, either as representatives of state and collective units in free markets 
or as representatives of private firms in state markets. The salient characteristic of cadre 

entrepreneurs was that they were intimately connected with the formal institutions while 
conducting their activities in the marketplace in opposition to the formal bureaucratic 
establishment. 

A majority of cadre entrepreneurs emerged after Deng Xiaoping’s much publicized southern 
tour in 1992 as the party leadership appeared more willing to accept capitalist mechanisms such 
as free price and private enterprise. More and more people, including many cadres, began to set 
up shops, enterprises, and corporations, and become engaged in free-market commercial 
activities. Many new forms of administrative enterprises emerged with the total number 
reaching 900,000 by early 1993 (Pan, 1993). These administrative enterprises were not formally 
affiliated with government institutions; nor were they run by incumbent government officials. 
However, many of the chief executives running these enterprises were former government 
officials who continued to maintain close financial, administrative, and personal ties with their 

former government institutions. These entrepreneurs, though without formal cadre titles, relied 
on their cadre background and networks to navigate the business sea and earn big profit. 

Some of them, for example, have created market monopolies to ensure the sales of their 
products or services by asking incumbent government officials to issue administrative orders in 
their favor. With official endorsement. they could do business much better than ordinary 
business people. Cadre entrepreneurs were also able to get more funds for their business 
activities through administrative channels. Some have extenuated circumstances to receive extra 
funds from the government. The profits generated by these funds, however, were distributed 

among themselves. 
The activities of cadre entrepreneurs have often led to the imposition of extra or higher 

charges on administrative services. It was revealed that in rural areas, some relief agencies 
entrusted their subordinate administrative firms to purchase relief goods at lower prices and sell 
them mandatorily to poor villages to make profit for themselves (Nan, 1993). 

These money making activities conducted by cadre entrepreneurs point to a simple fact that 
using government power and connections to do business directly in market exchanges is highly 
profitable-it makes money quickly and effectively. This is why jumping into the business sea 
has become a shortcut to wealth for government officials in China today. 

The rise of cadre entrepreneurs shows that wealth has been replacing official position as the 

33. Shibao Zhoukan. 27 February 1994. p. 62. 
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most important indicator of a person’s social status. Many years ago when Max Weber wrote on 
the Chinese elite, he commented that for 12 centuries social rank in China had been determined 
more by qualification for office than by wealth (Weber, 1941, pp. 107-108). Surely, official 
power still has the potential to create tangible wealth, but for many people power becomes 
meaningful only when it creates wealth. The point here is not that power is no longer important 
but that power by itself does not constitute the symbol of social status. 

The formation of cadre entrepreneurs has exacerbated the unequal income distribution that 
has become increasingly obvious in China. It has contributed to the rise of a rich social stratum 
which earns extremely high incomes (often several hundred times those of ordinary workers) 
and enjoys luxurious living conditions. The term dukuan (literally, big money) has become the 
popular designation for these people, including many cadre entrepreneurs. 

Conclusion 

Corruption is an age-old problem for mankind. The origin of corruption as a theoretical notion 
can be traced back to the founding fathers of Western political thought such as Thucydides, 
Plato, and Aristotle (Heidenheimer et al., 1989). However, the forms and characteristics of 
corruption have changed over time and differed across societies as they are the products of 
changing social contexts. This is why corruption continues to pose a new challenge to human 
societies. 

As our discussion of China’s corruption shows, the emergence or prevalence of a particular 
form of corruption can be attributed to a specific political and economic environment. Thus, the 
stock market and the real estate sectors have become the major arenas of corruption under the 

fast development of a market economy and due to the lack of effective regulation of market 
exchanges. Financial corruption has been on rise as more opportunities for profiteering in 
financial transactions have resulted from financial expansion and innovation. Tax evasion, an old 
form of corruption, has been revived and acquired new characteristics as it began increasingly 
to involve government officials. The international features of domestic corruption have 
developed quickly, paralleling the rapid pace of the internationalization of the economy. Finally, 
the emergence of cadre entrepreneurship further proves that official corruption has not easily 
withered away as economic marketization progresses. Rather, practicing business with official 
connections, cadre entrepreneurs now have more direct and effective access to money-making 
opportunities. All this indicates that, in contrast to the conventional wisdom that marketization 
necessarily reduces corruption, the sources of corruption are many and complex and a free 
market is not panacea. 

This article thus argues that despite the gradual shrinking of non-market elements in the 
economy, corruption continues to cause many, if not more, problems for China. The market 
reforms in the early and mid- 1990s have not reduced corruption as much as they merely altered 
its characteristics. Whereas in the past many government officials were engaged in corruption 
by taking advantage of the discrepancy between the plan and the market (namely, mainly by 
administrative means), corruption of today often results from direct economic activities of 
corrupt government officials. 

The reasons for this can be found in two ongoing processes of China’s reform-power 
decentralization and economic marketization. The market-driven reform, seen as a cure for 
overcentralization and a release of initiatives and incentives for growth, has indeed reshuffled 
economic power between different government levels, but decentralization has not significantly 
reduced the magnitude of power in the hands of government officials. In other words, power has 
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changed hands (mainly from upper levels to lower ones) but still functions well as a means of 

generating personal gains in the process of marketization where more money-making 
opportunities have become available. Vivienne Shue (1994, p. 74) is right in pointing out that 
the greatest beneficiaries of the decentralization in the context of marketization have been party- 
state authorities at the middle and lower-middle levels of the system. While they have more 
freedom to maneuver beyond as well as within the state apparatus as a result of decentralization, 
they have been exposed to more, immediate money-making opportunities and incentives during 
the market-driven reform. A combination of expanded freedom and increased opportunity thus 
leads to the prevalence of certain forms of corruption. 

Our findings also point to a few characteristics of corruption in today’s China. First, 
corruption is not always based on patron-client exchange relationships where government 
officials exercise personal authority as patrons to grant their clients preferential treatment, 
whereas ordinary workers/peasants act as clients who try to maintain good relations with the 
former in order to secure personal favors. Joseph LaPalombara once suggested that corruption 
requires two or more parties to a transaction, at least one of whom holds a position of public 
trust and/or exercises a public role and another (or others) of whom acts in a private capacity 
(LaPalombara, 1994, p. 328). While this still holds true to some extent, many forms of 
corruption in China today are not energized by the exchange of favors between two parties. As 
the cases of cadre entrepreneurship show, carrying the double identity of both government 
officials and businessmen and getting directly involved in economic activities, government 
officials could aggressively line their pockets by themselves instead of just waiting for bribes 
from their clients. Thus, while corruption still reflects the exchange between power and wealth, 
it does not have to involve two parties-one holding a public position and the other acting in 
a private capacity. One agent is sufficient to execute a successful transaction between public 
power and private wealth because, sanctioned by the reform, government officials themselves 
now have direct access to the market. 

Secondly, many corruption activities now involve straightly economic means (though still 
backed with political power), rather than overt administrative means as was the case when 
official speculation prevailed. For example, in addition to taking bribes, extorting money, or 

requesting kickbacks, corrupt government officials are now able to profit more quickly and 
effectively by investing in the stock market and/or real estate market using their personal 
connections. As Wu Jinglian, a well-known Chinese economist, points out, many stock traders 
in China are insiders who, maintaining various connections with the stock market management, 
have an easy and quick access to stock information, and therefore would never lose.34 The 
primitive character of market mechanisms in today’s China has left so many loopholes for 
arbitrage that corrupt government officials can often avoid overtly using their administrative 
power. Their profiteering activities appear to be normal market transactions and their law 

breaking nature is hidden from public view. 
Thirdly, macroeconomic corruption is also increasing. Although cadre entrepreneurship in on 

the rise, it is clear that not all government officials have the opportunity to jump into the business 
sea and that they are not all willing to do so facing possible career and financial risks. For those 
who do not have direct access to market exchanges, however, there is a cornucopia of other 
money-making opportunities. As decentralization is gradually institutionalized with more power 
being granted to individual government officials, for many of them, power also increases as a 
result of enhanced macroeconomic control and regulation. This is well illustrated by the rise of 

34. Xinzexi Zhoubao, 23 September 1996. 
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corruption in areas of macroeconomic management such as banking, land leasing, tax collection, 
and investment. This said, the point we are making here is not that there is something wrong 

with the reforms, though we have argued that the progress of marketization in China has led to 
the rise of particular forms and characteristics of corruption, but that corruption is a kind of 
behavior which responds to political and economic changes and hence whose forms vary with 
political and economic climates. The development of corruption in recent years should not be 
attributed to too much reform; rather, as Jean Oi correctly points out, it is a result of the 
incompleteness of the reform (Oi, 1989). For example, while many market mechanisms are 
being introduced, the failure in establishing necessary rules and regulations over the market has 
left economic marketization very vulnerable to power abuse. In addition, while people, 
including many former government officials, are encouraged to make money in market 

activities, an environment for fair competition does not exist as yet due to the very uneven 
distribution of resources. And finally, public supervision over government officials has remained 
weak in China as a result of the lagged political reform and consequently underdeveloped legal 
institutions. 

In short, corruption is not going to fade away as China’s economic marketization continues. 
Without political reform, a market economy alone cannot effectively contain corruption. Rather, 
continuous development of corruption can have an inverse impact on the process of 
marketization because, as corruption is rapidly becoming a major political issue, it threatens 
political stability-the social environment necessary for economic progress. Rampant 
corruption in China has not only led to public cynicism and disillusionment, but also caused 
street riots in some areas as people found it unbearab1e.j’ The leadership cannot afford to see its 
public image being tarnished by corruption of its government officials, but it remains an equally 
challenging question whether and how to carry out political reforms without causing political 

troubles for the regime itself. 
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