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Abstract

Motivation: Over 30 years ago, Deng Xiaoping had the two-term limit on the presidency
inscribed in the constitution of China. It was part of Deng’s plan to institutionalize leader-
ship changes in China, to avoid a return to one-man rule. This solution has ensured politi-
cal stability which undoubtedly had a positive impact on economic growth in the following
decades. However, in March 2018, the National People’s Congress of China approved
the removal of the two-term limit on the presidency. Moreover, president Xi Jinping
consolidated his political power as the party voted to enshrine his name and political ideol-
ogy in the party’s constitution — elevating his status to the level of its founder, Chairman
Mao.
Aim: The purpose of this article is to analyse the impact of recent changes in the political
system of China on the Chinese economy as well as the chances for further development
of this country. The paper applies the new institutional economics perspective, particu-
larly, the limited and open access orders framework proposed by D.C. North, J.] Wallis,
and B.R. Weingast.
Results: The article will present arguments proving that recent political changes in China
will negatively affect growth and economic development. The concentration of power
in the hands of one man could be a symptom of regression of the limited access order,
which, according to North, Wallis, and Weingast affects not only the economy but also
could increase the risk of violence.
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1. Introduction

Since the beginning of market reforms in the late 70s of the twentieth century
the pace of economic growth in China has been spectacular'. In terms of pur-
chasing power parity, the economy of the People’s Republic of China (PRC)
is currently the largest in the world (World Bank, 2017). However, consider-
ing per capita production, China is still considerably poorer than the devel-
oped countries. In 2014 GDP per capita weighted by purchasing power parity
amounted to less than 24% of the US production (Feenstra et al., 2015, pp.
3150-3182). A similar level of development was achieved by South Korea
in the mid-1980s, when the process of political changes leading to the democra-
tisation of the authoritarian regime accelerated?. Thus, the currently occurring
changes in the political and economic system in the PRC are very interesting.
Everything points to the fact that in the case of China there is no chance of wid-
ening the scope of political freedom in the near future. Recent events indicate
that China’s political system is becoming more repressive and centralised. In
March 2018 the National People’s Congress abolished presidential term limits,
which will enable the current leader Xi Jinping to proceed with the consolida-
tion of power. At the same time, political repression and censorship are becom-
ing increasingly conspicuous.

The aim of the article is to analyse the impact of changes in the political
system of China on the rate of economic growth and the chances for further
development of this country. The analysis is conducted from the perspective
of the new institutional economics, mainly the theoretical concept by D.C.
North et al. (2007, 2009, 2013). The first section presents the above-men-
toned theory, then the concept is employed to explain why the institutional
order, which developed during the Deng Xiaoping reign, had a positive impact
on the process of market reforms and the ongoing economic growth in China. In
the further section of the article we demonstrate evidence whereby dismantling
the institutional system, which already possessed a certain degree of openness,
by President Xi Jinping may lead to a slowdown in China’s economic growth. A
literature review and case study have been carried out in this article.

!' During the years 1978—2008, an average GDP growth rate was around 10%, and dur-
ing the last period it was still almost 7% (World Bank, 2017).

2 In 1987, when the constitution was changed, and the democratic presidential elec-
tions were held, Korea’s per capita GDP was around 26% of the GDP per capita of the Unit-
ed States (Feenstra et al., 2015, pp. 3150-3182).
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2. Growth and development in a limited access order: an
outline of the theoretical concept of D.C. North, ].J. Wallis
and B.R. Weingast

The success of Chinese reforms and the continuing high rate of economic
growth prompt some researchers to put forward a view that authoritarian Chi-
nese governments have succeeded in creating a new model of economic devel-
opment which may be a viable alternative to the Western development path
(Halper, 2010; Ramo, 2004; Williamson, 2012, pp. 1-16). However, there is
a widespread belief among researches that there are some conspicuous obsta-
cles to sustainable growth and economic development within the autocratic
system. First of all, it is pointed out that the vast majority of developed coun-
tries are democratic (Acemoglu et al., 2014; North et al., 2009; Rodrik, 1997)3
and therefore it appears that without significant changes in the political system
it would be very difficult for any country to achieve the status of a developed
state. Secondly, it is highlighted that the main impediment to the long-term
economic growth in an autocratic system is the fact that ownership and con-
tractual rights are never fully secured in such a system (Acemoglu & Robinson,
2012; North et al., 2009; Olson, 1993, p. 574). Hence, in the case of China
there emerge some doubts whether the state will be able to transform into a rich
country without any significant enhancement of the scope of political freedom
(Chen, 2013; Grinin et al., 2015, pp. 294-308; Herrington, 2011).

As it appears on the example of China, but also on the example of other
countries, such as South Korea and Taiwan, a high rate of economic growth
may persist even for several decades in spite of the existence of authoritarian
rule. However, as it is claimed by North et al. (2009), as well as D. Acemoglu
and J.A. Robinson (2012), it is impossible to maintain a sustained economic
growth in countries where the access to political markets is limited. In order
to account for the limits of growth and economic development within an auto-
cratic system, one needs to first understand what makes growth in such condi-
tions possible in the first place. In their concept, North et al. (2009) indicate
that the condition which is necessary for initiating growth and development
is violence reduction. According to them, there are two types of social order
that currently predominate in the world — the limited access order (LAO)
and the open access order (OAO). In a LAO, violence is limited due to the emer-
gence of a dominant coalition, which brings together individuals and organi-
sations that can use violence. The dominating coalition restricts others’ access
to valuable resources and to activities that generate profits. The elites obtain
economic rents, the source of which can be either extortion or corruption, as

3 The autocratic countries which can be included among developed countries are only
Singapore and countries whose source of wealth are rich deposits of crude oil and natural
gas: United Arab Emirates, Brunei, Saudi Arabia, Qatar and Kuwait. Due to the relatively
low level of indicators determining the level of development beyond GDP per capita includ-
ing Arab countries among the developed ones may be controversial.
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well as possession of land or licenses. Since an outbreak of violence could pos-
sibly lead to the reduction of these economic rents, the elites acknowledge that
it is more profitable to cooperate than to fight. Thus, in a LAO, the political
system is utilised by the authorities to regulate economic competition and ob-
tain economic rents. In turn, economic rents are the main factor shaping so-
cial relations, controlling violence and establishing social cooperation (North et
al., 2009, pp. 18-20). This type of order prevails in the societies of developing
countries, and such order currently functions also in China.

Northetal. (2007, p. 27) define development as a process of moving through
consecutive forms of a LAO to an OAO. They emphasise that such a concept
of development exposes the existence of two separate problems. The first prob-
lem is concerned with the way in which the development within a LAO is
possible. It is crucial to seek an answer to the question of what conditions are
conducive to reducing violence and subsequently driving the LAO development
process. This process is essential for ensuring that an increasingly big part of so-
ciety becomes involved in the processes of creative activity and therefore that
the society is increasing its productivity. This problem mainly affects the poorest
countries, where there is a great untapped potential of human work. To better
explain the mechanism of triggering the creative forces of poor countries, North
etal. (2009, p. 21) distinguish three basic evolution stages of a limited access or-
der: fragile, basic, and mature. The maturation of a LAO means that increasingly
organisations and individuals have access to political and economic markets.
Hence competition increases, which positively affects economic growth. How-
ever, economic growth under a LAO is usually unstable. Giving development
a permanent character is a second problem, whose solution requires overcoming
an institutionally conditioned system based on violence and transitioning to an
open access order. Many countries in the world have managed to create a rela-
tively efficient economy and significantly raised the standard of living of many
citizens. However, a large number of people still have a significantly impeded
access to political and economic markets, and the differences between the rich
and the poor are huge (this is currently the case in China). As a consequence,
these countries fall into the violence trap, which has a strong institutional back-
ground (Cox et al., 2015). This stems from the paradox in the logic of the limited
access system operation. On the one hand, thanks to the limitation of resource
access, the elites ensure economic rents for themselves, thus limiting violence
and creating conditions for economic growth. On the other hand, a lack of com-
petition brings about inefficient allocation of resources, which in the long run
leads to the limitation of the economic growth rate. A LAO is not static. In
the case of a temporary escalation of violence, resulting from the competition
for economic rents, it is strongly susceptible to crises. That is why states with
such social order usually experience periods of relatively high economic growth,
but also violent and long-lasting crises. Consequently, in the long-term there is
usually no significant improvement in the quality of life of all the citizens (North
et al., 2013).
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3. Methods

The analysis is conducted from the perspective of the new institutional eco-
nomics, mainly the theoretical concept by North et al. (2007; 2009; 2013).
The article uses the qualitative analysis method that includes literature review,
descriptive analysis, and case study of the People’s Republic of China. The ap-
plied method involves deductive analysis, as well as the analysis of cause-effect
relationships concerning the impact of recent changes in the political system
of China on further economic and political development of this country.

4. Results

4.1. The limited access order in China: the collective leadership

The problems in the functioning of a limited access order can be observed
on the example of China during Mao Zedong’s rule, when the country expe-
rienced frequent crises and even outbreaks of violence. During three decades,
the communist authorities tried to create institutions of the centrally planned
economy, which primarily meant Soviet-style industrialisation at the expense
of the collectivised countryside (Naughton, 2007, p. 59). The authorities con-
ducted this with the tools of political repression. These reforms resulted in over-
throwing the traditional model of the Chinese economy, which almost always
had a negative social and economic impact. What illustrates this is e.g. The
Great Leap Forward, which was intended to lead to the immediate development
of China and the achievement of the economic level of other socialist countries.
Instead, the politics imposed by Mao Zedong caused the deaths of around 20-30
million Chinese people (Naughton, 2007, p. 72). As a result of such crises a po-
litical thaw took place, when solutions not always in line with socialist ideology,
but effective in terms of improving the economic situation were applied. Local
authorities often conducted this policy in spite of the central government (Wu,
2005, pp. 110-111). However, when Mao Zedong recognised that such reforms
could lead to the reduction of his power, he ordered another political campaign
to be implemented, which aimed at removing political opponents. One of these
campaigns was a cultural revolution that led to an outbreak of violence uncon-
trollable even by Mao (Naughton, 2007, pp. 74-75). Mao had a huge influence
on politics, as, like the USSR before, China witnessed the emergence of the cult
of the individual, which resulted from the political repression and the operation
of the propaganda apparatus.

On the contrary, the heritage of Deng Xiaoping’s government, another Chi-
nese leader, was the collective leadership and division of power in the organisa-
tional structure of the party and the state (Hu, 2014, p. S; Li, 2016; Naughton,
2018, p. 32). It was the creation of a new, more stable dominating coalition,
bringing together both party and military activists, that from the end of the 1970s
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allowed for the introduction of a series of economic reforms and, consequently,
the entry onto the path of rapid economic growth and development. To reduce
the risk of one-person rule, a new constitution was passed in 1982, which lim-
ited the office of the president and vice-president to a maximum of two terms.
Although the position of the president of China is primarily representative, it
has become customary that he also performs the role of the chairman of the Cen-
tral Military Commission and the secretary general of the Chinese Communist
Party (CCP), i.e. he exercises real power in China. Limiting the number of pres-
idential terms meant that every decade the person leading the state and party
authorities changed. This limited long-term concentration of power in the hands
of one person, abuse by the governing class, and the risk of political crises sim-
ilar to those which occurred during Mao’s tenure.

Economic growth and political stability* fostered the maturing of the lim-
ited access order in the following decades, although the Chinese political system
itself did not change significantly. According to North et al. (2013), one-party
political systems in the communist countries were an example of a basic LAO.
However, at the same time they point out that the communist governments
had a monopoly on the use of violence, which is usually difficult to achieve
in a LAO and is a characteristic feature of an OAO. Unlike most of the mod-
ern examples of a LAO, the economies of the communist countries were un-
der total control of the state and served the purposes of the Communist Party.
Private organisations were of marginal importance, and all activities were con-
trolled by the party (Connolly, 2013). A. Yakovlev (2012) even claims that many
of the features of the communist system bore the hallmarks of the mature LAO.
In the case of the hybrid system in China, there are even more characteristics
of the more mature version of the LAO, as private enterprises play a significant
role in the contemporary Chinese economy. However, it should be remembered
that there is still a one-party system in China and the freedom of activity enjoyed
by organisations, which are not directly controlled by the CCP, is very limited.

4.2. Growth limits within the LAO in China

According to North et al. (2009, p. 20) a condition for the stability of the so-
cio-economic system is, on the one hand, the balance between the distribu-
tion and organisation of potential political violence and power and, on the other
hand, the distribution and organisation of economic power. They call this dou-
ble balance, because in order for society to remain stable, there must be not only
balance within the benefits gained by the elites, but also political, economic,
cultural, social and military systems must contain compatible systems regu-
lating their activities. Therefore, fundamental transformation in the operation
of the economy cannot take place without significant changes in the political

4 Since the beginning of reforms in the late 1970s. In the 20th century, only one signif-
icant political crisis in China took place. It happened in 1989 during the students’ protests
on the Tiananmen Square.
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system. Similarly, the political system cannot evolve without changes in the eco-
nomic sphere (North et al., 2009, p. 20).

There have been significant economic transformations over the last four dec-
ades in China, but when it comes to the political system, actually, the only sig-
nificant change was the replacement of one-man power in the party by collective
leadership. Although the scope of duties and responsibilities of local authorities
has increased, these authorities are still strictly controlled by the Communist
Party. The CCP still has a monopoly on power and the activity of political or-
ganisations against the will of the party is practically impossible. As a result,
the institutional imbalance, resulting from the relatively large economic freedom
enjoyed by the Chinese and from the lack of such freedom in political matters, is
growing. On the one hand, the economic potential of the richest entrepreneurs’
increases, and therefore the possibility of their impact on the political and eco-
nomic system also increases. On the other hand, the increasingly affluent soci-
ety, primarily the flourishing middle class, which thanks to the economic growth
successfully satisfies its material needs, begins to demand increased political lib-
erties and also draws more and more attention to the authorities’ incompetence
on issues such as ecology or still unresolved problem of widespread corruption.

Such course of events corresponds to the dynamics of social events tak-
ing place in the processes of economic growth under the LAO. According
to the concept of North et al. (2009), in China, the order of limited access ma-
tures, but, at the same time, the imbalance between the openness of the polit-
ical and economic system clearly increases. In this situation, two scenarios are
possible. A widening of the dominating coalition by joining new members may
occur, and, as a result, there is a chance that the rights possessed by the elites
will gradually start to include the whole society or the authorities will decide
to centralise the government by limiting economic and political freedoms. In
order to make the transformation to an open access possible, three conditions
must be met in accordance with the concept of North et al. (2009): (a) the rule
of law for elites, (b) support for the perpetually lived organizations, both public
and private, and (c¢) consolidated political control over organisations that can use
violence (including army and police forces). In the case of modern China, still
condition (c) is only met.

In the case of China, it was also possible to observe symptoms of upcoming
political changes. As E.C. Economy (2014, p. 80) writes: ‘he Chinese Com-
munist Party, plagued by corruption and lacking a compelling ideology had
lost credibility among the public, and social unrest was on the rise’. However,
the growing imbalance between the openness of the economic and political
system does not necessarily lead to liberalisation of the institutional system.
Since the number of countries with open access is relatively small, one may risk
a statement that in the situation of imbalance there is a much greater probability
of limiting economic and political freedoms than of their increase. In the case
of China under President Xi Jinping’s reign, one can observe such a process,
with its main symptom being the concentration of power in the hands of a single
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man (Fu & Distelhorst, 2018, p. 100; Naughton, 2018, p. 32). The new Pres-
ident not only took over, as his predecessors, the three most important posi-
tions in the country, but, moreover, headed many other, also newly created
groups of economic, military and political character. In this way, he questioned
the current principles of collective leadership, becoming not only the ‘first
among equals’, but simply the first one in the country (Economy, 2014, p. 82).

The current authorities of China declare introducing economic reforms as-
suming that the market forces will determine the allocation of resources. These
reforms mainly refer to further restructuring of state-owned enterprises, which
are still a significant part of the Chinese economy. At the same time, the gov-
ernment wants to control private enterprises to a greater extent. An example
of this would be actions of the authorities towards the largest Chinese corpo-
rations of the new technology sector, such as Baidu, Tencent, and Alibaba. In
order to control their activities more effectively, the government wants to take
over part of the stock of these corporations, which should allow for more effec-
tive implementation of the country’s economic policy and for the usage of tech-
nology to more effectively control citizens (Creemers, 2018). Private enterprises
are also supposed to invest in state-owned enterprises, which means to help
in their restructurisation. All these activities show that there is no chance
to widen the dominant coalition in the nearest future. Research shows that 85%
of Chinese people who have accumulated wealth of value exceeding one mil-
lion US Dollars, plan to educate their children abroad, and 65% of those who
have gathered at least 1.6 million US Dollars — leave China or plan to do so
in the nearest future (Economy, 2014, p. 84).

The limitation of political freedoms is even more visible. Although during
the Communist Party’s rule civil liberties have always been limited, recently it
can be observed that the censorship of both, traditional media and the Internet,
has become much more stringent. When Xi took over power, repressions related
to any symptoms of the formation of civil society in China became the main fo-
cus of a political campaign aimed at consolidating power. Such a policy is moti-
vated by desire to ensure social stability (Fu & Distelhorst, 2018, pp. 100-122).
China government has banned academic research and teaching on seven topics:
universal values, civil society, civil rights, freedom of the press, the historical
errors of the Chinese Communist Party, crony capitalism, and the independ-
ence of the judiciary (Economy, 2014, p. 83). The legal system is also being
reformed and its aim is to create a ‘socialist rule of law with the Chinese charac-
teristics” (Peerenboom, 2015, pp. 49-74; Zhang, 2017, pp. 373-400). Changes
are to guarantee a monopoly on power for the party and to limit the influence
of local authorities on the judicial system. The legal system is also to be based
more on the constitution — the interpretation of which would be a prerogative
of the Standing Committee of the National People’s Congress. One of the par-
amount declared objectives of Xi’s administration is the fight against corrup-
tion. The anti-corruption policy endorsed by the current president is also one
of the main sources of his increasing support among Chinese people. Potentially,
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curbing corruption could lead to an increase in the openness of the economic
system, but it is sdll difficult to say to what extent the current anti-corruption
policy really cracks down on this negative phenomenon, and how much it is only
a tool to fight the internal opposition. The concentration of power in the hands
of President Xi was aimed to help him carry out the necessary economic re-
forms in order to keep China on the path of rapid economic growth. Although
the growth rate has been still high, the first economic reforms announced for
the beginning of Xi’s tenure did not bring expected results (Naughton, 2018,
p. 34)°.

It should also be noted that, when it comes to South Korea and Taiwan,
which developed rapidly under the autocratic system, and then evolved into lib-
eral democracies, an important factor that forced the elites to open the political
system was pressure from the Western allies (Legidz, 2018; Mo & Weingast,
2013; You 2013). When it comes to China, which is of far greater international
importance and is a superpower, such pressure is largely irrelevant, and thus
potential democratisation is less likely.

5. Conclusion

The ongoing state economic policy indicates that the Chinese government is
aware of the limitations of the current economic model, which is primarily based
on cheap labour. However, if economists’ convictions about the importance
of economic and political freedom for the process of generating and consoli-
dating economic growth are right, the currently adopted direction of political
change in China will contribute to weakening the country’s growth and de-
velopment. In the light of the experiences of countries, which have achieved
a high level of welfare and from the perspective of the dominating in econom-
ics conviction about the importance of liberal democracy for economic growth
and development, it seems unlikely that the Chinese government will succeed
in creating an institutional system that would ensure a monopoly of power for
the CCP and will meet the conditions necessary for the functioning of a devel-
oped economy. However, it should be remembered that this concept is based
mainly on the analysis of experience from the West, and thus from a different
culture. As some researchers point out, the example of Singapore proves that
a highly developed society can be created under a non-democratic system (Bell,
2015). It is also difficult to predict the effects of using new technologies that
enable unprecedented surveillance and control of the society. Nevertheless, it
seems that in the nearest future a significant slowdown in economic growth
should be expected, since abolishing the system of power shaped during Deng
Xiaoping’s reign significantly increases the risk of conflict among the elites.

5 Third plenum of the Central Committee of the CCP announced in 2013 that it would
carry out significant economic reforms, which were primarily intended to solve the prob-
lem of the restructurisation of debts of local governments and state-owned enterprises as
well as to lead to greater openness of the stock exchange (Naughton, 2018, p. 34).
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