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In China, market reform did
not increase popular desire
for democracy. In fact, the
massive urban demonstrations
in 1989 were triggered mostly
by the fear that reform was
going too fast. Although
Chinese urbanites enjoyed the
newly available consumer
goods, they were deeply
divided and unable to identify
the sources of the negative
consequences of reform.,
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hina’s transition from a centrally planned economy

has not been easy, in part because of the resistance
of those with a vested interest in the old system. Central
planning benefited not only party bureaucrats but also
the broader population. Urban residents, for example,
received heavy subsidies, allowing them to enjoy full
employment, job security, and enviable welfare bene-
fits. By threatening to end these benefits, market reform
created its own enemies.

Unlike those in other state socialist societies, Chinese
reformers adopted an incremental approach to urban
reform. While encouraging market development in con-
sumer goods, labor mobility, capital flow, raw materi-
als, information technology. and real estate, overall
central planning was reduced only slowly. In some
areas, planning was even enhanced.' Price reform was
perhaps the most socially and politically sensitive of the
potential reform measures. The investment drive under
soft budget constraints combined with the limited re-
laxation of price controls led to continuing price in-
creases. (See Figure 1.) Between August 1988 and June
1989, the officially reported annual rate of increase in
retail prices was more than 20 percent—the highest
since 1950. This increase may seem unexceptional to
those accustomed to market fluctuations, but it caused
tremendous fear and panic among Chinese urban resi-
dents, who had experienced little price change in three
decades and had suffered a drop in real incomes as
inflation outpaced wage increases. In response to popu-
lar fear, leaders introduced economic austerity, slowed
economic decentralization, and resumed price controls.

Popular dissatisfaction over price increases was in-
tensified by bureaucratic corruption. Economic legisla-
tion and legal reform could not keep up with the newly
granted freedom and decentralization. Legal and admin-
istrative loopholes allowed bureaucratic profiteering
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