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LETTERS OF TRANSMITTAL

OcroBER 31, 1978.
To the Members of the Joint Economic Committee:

Transmitted herewith for use by the Joint Economic Committee,
the Congress, and the interested public is a survey and analytical
study of the economy of the People’s Republic of China entitled
“Chinese Economy Post-Mao.” This is a compilation of invited papers
designed to meet the interests of the committee and the Congress in
an up-to-date body of factual data and interpretative comment on the
state of the domestic economy of China, including the record of its
recent experience in economic development and its relations with the
outside world. '

Early in the Great Proletarian Cultural Revolution the Joint
Economic Committee released a pioneering, two volume assessment
entitled “An Economic Profile of Mainland China” (1967). As the

People’s Republic of China began to relate more with the world -

community through.its membership in the United Nations and in
opening relations with the United States it seemed appropriate to
supplement the earlier study by an updated volume that also reflected
these changing relations of China with the outside world. Therefore
the “People’s Republic of China: An Economic Assessment” was
released by the committee in 1972.

In the wake of U.S. withdrawal from Indochina, it was especially
timely that we review all aspects of our policy with the People’s
Republic of China. Many Members were fortunate enough to travel
to China and talk with the Chinese leaders first hand. The compre-
hensive volume released in 1975, “China: An Economic Reassessment”
proved highly useful in those meetings.

With the deaths of Mao Tse-Tung and Chou En-lai, two giants of
the Chinese Communist revolution left the scene. The new leaders
Hua Kuo-feng and Teng Hsiao-ping initiated a new period of Chinese
economic policy and development.

China, the largest nation in the world, is a major factor in world
stability. Certainly, the Chinese economy is a subject of primary
concern, and we have an obvious and compelling need of knowledge
on the subject. This extensive compilation was organized in the hope
that it will serve this need. It covers all of the major aspects of the
Chinese economy and should provide a valuable source. book for
further committee studies on the subject, use by other committees
and Members in trips and studies, for other government agencies and
the general public. '

Our earlier volumes provided a factual basis for better understand-
ing of the economy of China. We hope this volume will not only update
these earlier efforts, but provide a current reassessment. The sources
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of information on China are still limited but better than during the
earlier studies.

It is hoped that this volume, drawing on research at universities,
research institutions and in the Federal Government, will serve as an
aid and a stimulus to all scholars working on this subject. The com-
mittee is deeply indebted to the scholars from Government and
academia who gave so generously of their time and expertise to the
committee. They are listed in the executive director’s memorandum
to me, and I would like to take this opportunity on behalf of the com-
mittee to express our gratitude for their invaluable efforts without
which this study would not have been possible.

Finally, we wish to take this opportunity to express our gratitude to
the Congressional Research Service for making available the services
of John P. Hardt, who helped to plan the scope of the research and
coordinated the contributions for the present study, with assistance
from Ronda Bresnick. :

It is understood that the views contained in this study are not neces-
sarily those of the Joint Economic Committee nor of individual
members.

Ricuarp Boruing,
Chairman, Joint Economic Commattee.

OcroBER 24, 1978.
Hon. Ricuarp BoLring,
Chairman, Joint Economic Committee,
U.8. Congress, Washington, D.C.

Dear MR. CrAIRMAN: Transmitted herewith is a volume of ma-
terials on the economy of the People’s Republic of China entitled
“Chinese Economy Post-Mao.” The study has been prepared in the
form of & symposium containing a series of selected papers contributed
by invited specialists who are recognized authorities on China. The
specialists in question have been drawn from the ranks of the univer-
sities here and abroad, private research institutions and the several
departments of the Federal Government and the Library of Congress.
The papers they have submitted, in response to our request, cover a
broad range of topics dealing with the recent performance of Chinese
economy. Included are economic policy, the defense burden, agricul-
ture, transportation, industry, population, the environment, technology
transfer, international trade, financing, and foreign trade.

The Joint Economic Committee undertook an earlier study, the
two-volume ‘Economic Profile of Mainland China,” to provide a
basic body of information on the economy of Communist China. In
1972 the committee released a compendium entitled “People’s Re-
public of China: An Economic Assessment.” This was followed in 1975
with “China: An Economic Reassessment.”’

The current study is intended to supplement the earlier studies by a
presentation of information and analysis that has become available
to the various Government agencies during the last several years.

It is hoped, furthermore, that the facts and ideas presented in this
survey. of available information will help to shed light on the alterna-
tives facing the United States in ordering our relations with the
People’s Republic of China within the foreseeable future. The shape of
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these relations is certain to be significant both for the internal de-
Velolyc)lment of China and critical to the issue of war and peace in the
world.

The contributors to the study have been most considerate of our
needs and generous in giving of their time and expertise to provide not
only basic information but indispensable analytical perspective on this
important subject. The individual scholars who have participated in
the preparation of the present study are:

William B. Abnett Nicholas R. Lardy
John 8. Aird Jim Lewek

Arthur G. Ashbrook, Jr. Philip T. Lincoln Jr.
Martha Avery Stanley Lubman
Richard E. Batsavage Kathleen M. McGlynn
Nai-Ruenn Chen Cheryl McQueen
William Clarke Leo A. Orleans
Gordon Cole Helen Raffel

Jack Craig R Adi Schnytzer

John L. Davie Jon Sigurdson
Robert F. Dernberger Vaclav Smil
Alexander Eckstein Frederic M. Surls
David Fasenfest Robert E. Teal
Robert Michael Field Maring Thorborg
Carol Fogarty K. P. Wang

Henry J. Groen William W. Whitson
James A. Kilpatrick Thomas B. Wiens

Hedija H. Kravalis

In addition, the committee received the wholehearted cooperation
from the following agencies of the Government, private research in-
stitutions, and universities: :

Bureau of East-West Trade, Department of Commerce.
Bureau of the Mines, Department of the Interior.
Congressional Research Service, Library of Congress. -
Economic Research Service, Department of Agriculture.
Foreign Demographic Analysis Division, Department of

Commerce.
Heller, Ehrman, White and McAuliffe, Attorneys at Law.
Intelligence and Research Division, Department of State.
Research Division, Library of Congress.

- Department of Geography, University of Manitoba, Canada.

Mathematica.
Scandinavian Institute of Asian Studies, Denmark.
St. Anthony’s College, Oxford, England.
University of Uppsala, Sweden.
Department of Economics, Yale University.

It should be clearly understood that the views expressed in these
papers are those of the individual contributors and do not necessarily
represent the positions of the respective executive departments, the
Joint Economic Committee, individual members thereto, or the com-
mittee staff.

The Library of Congress made available the services of John P.
Hardt, senior specialist in the Congressional Research Service, who
helped to plan the scope of the research and to coordinate the contri-
butions for the present study. Ronda Bresnick of the Congressional
Research Service assisted Dr. Hardt in this task.
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We are indebted to Prof. Robert. F. Dernberger from the Univer-
sity of Michigan who conducted with Dr. Hardt several author work-
shops during the course of the preparation of the volumes that con-
tributed to its quality and integration. Professor Dernberger also
assisted in organizing and conducting critical workshops related to
both volumes of this publication. The first volume is entitled “Chinese
Economy Post-Mao: Volume I. Policy and Performance.” And the
second volume, to appear later, is entitled “Chinese Economy Post-
Mao: Volume 2. Recomputation of Chinese National Accounts.” This
second volume is largely the coordinated effort of R. Michael Field
of the Office of Economic Research, CTA, with support from K. C. Yeh
of Rand Corp.

We are grateful to Mrs. Ruth Eckstein and the Cambridge Uni-
versity Press for permitting us to reprint a chapter from the last book
of her late husband Prof.” Alexander Eckstein of the University - of
Michigan, “China’s Economic Revolution.”

) JorN R. STARk,
Ezecutive Director, Joint Economic Commitiee.
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SUMMARY
By Joux P. Haror

The post-Mao period seems to be dominated by a pragmatic
economic policy which is exemplified by the drive for the “four
modernizations”: in agriculture, in industry, in national defense and
in science and technology. The current goal, first enunciated by
Chou En-lai in the 19607, is to convert China into a powerful and
prosperous nation by the year 2000. While Mao is still shown great
respect, under the joint leadership of Hua Kuo-feng and Teng Hsiao-
ping (the man Chou selected to be his successor) Maoist;’ideofogy has
been deemphasized and the adverse eftects of the Cultural Revolution
on education, on science and technology and, consequently, on eco-
nomic growth, are now readily acknowledged. The current focus on
economic modernization, technological change, professionalism and:
measured ties to the Western developed economies may now be seen at
all levels of Chinese policy and life. Although the rapid, thoroughgoing
pursuit of the letter and spirit of Chou’s vision is a fact of post-Mao
China, most authors remind us that we may be seeing yet another
policy cycle which, under Mao, alternated from periods stressing
1deology to periods emphasizing economic priority and pragmatism.
No one can predict, for example, whether the policies of modernization
will be able to survive the passing of 73-year-old Teng Hsiao-ping,
generally regarded as the instigator and implementor of China’s
push for modernization. Trend or cycle, the Chinese economy and
society are in the throes of significant and interesting changes.

This volume follows three earlier compendia on the Chinese economy :
“Economic Profile of Mainland China” (1967); “People’s Republic
of China: An Economic Assessment’”” (19723 ; and “China: A Reassess-
ment of the Economy”’ (1975).

Hearings related to some of those earlier volumes were also pub-
lished. The current volume updates and expands the coverage of the
earlier publications. The 37 contributors number more than any of
the previous volumes. The participants represent academic institutions
mn the United States, Canada, the United Kingdom and Sweden,
various departments of the U.S. Government and research institutions.

A companion volume to this entitled “Recomputation of Chinese
National Accounts” will be published separately by the Joint
Economic Committee. )

This compendium is organized into five sections: Policy Perspectives;
Manufacturing and Extractive Industries; Population and Labor
Utilization; Agriculture; and Foreign Economic Relations. Some of
the major questions addressed in the studies, with indications of
some of the authors’ responses are illustrated below: )

Question I. What are reasonable projections of China’s economic
future? Has the economy of the People’s Republic of China settled
down to a stable, continuous process of economic growth?

- (1X)
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. all of the papers in this volume recognize the record of positive rates of
growth in both agriculture and industry in China’s economic development over
the past 28 years, which have created a significant economic base for the new
leadership to build on in their attempt to modernize China’s economy. More
important, all recognize the tremendous potential for future growth and even
the more pessimistic of the papers that follow believe the new leadership’s economic
plans and policies will achieve a considerable degree of success, i.e., further in-
creases in GNP per capita. Perhaps most important of all is that these economic
plans and policies of the new leadership indicate domestic economic rationality
and stability and a far greater reliance on normal commercial relations with the
industralized countries of the non-Communist world than was true in the past.
[Dernberger-Fasenfest, p. 47.]

By examining historical growth rates some conclusions on Chinese
economic development have been drawn. :

This growth tabulation clearly shows the general pattern of economic develop-
ment, that is, the rapid increases in industrial output, while grain output barely
keeps up with population. While the data are not accurate enough to put much
weight on this distinction, the main point remains firm—grain output in China
has been roughly matching population growth over the long haul.

Several important factors argue for substantial economic growth over the 8
remaining years of the recently announced 10-year plan:

1. The investment of one-quarter of GNP to rapidly build up the nation’s
productive capacity.

2. The continued existence of rural capital construction projects with a
high payoff.

3. The renewed advances of industrial technology, bolstered by the Hua
regime’s greater acceptance of foreign equipment and its revitalization of
domestic science and higher education. ’

4. The continued restraint in the allocation of high-technology resources to
military industries.

5. The potential for further striking gains from foreign trade, via the route
of comparative advantage. :

6. The continued rise of per capita consumption in a variety of small ways,
a trend that permits greater experimentation with material incentives.

7. The existence of an effective and low-cost administrative apparatus for
reducing population growth still further, thus reducing pressures to shift
resources from investment to consumption.

8. In general, the apparent settlement of leadership issues and the ascend-
ancy of the economic modernizers at the expense of the militant ideologues.

Formidable as these progrowth forces seem, they do not guarantee a continua-
tion of 5%-percent GNP growth and 9-percent industrial growth through 1985.
While the short-term potential for high growth rates is quite promising because of
sizable “catch-up’’ possibilities, the longer term prospects are for a drifting down
of the GNP and industrial rates as opposed to the increases envisioned in the new
plan. [Ashbrook, pp. 227-228.]

The primary causes of China’s declining economic performance since 1974
appear to be short term and political in character rather than long term and
structural. The adverse influence of these short-term elements appears to have
receded rapidly, due largely to the decisive actions taken by the new government
since late 1976. However, even if we could confidently assume future political
stability, the target rates of growth included in the 10-year plan remain quite
ambitious . . . . The possibility of slightly better future performance cannot be
ruled out since the 1964-74 decade included the cultural revolution that had a
significantly adverse effect on industrial production and investment. . . .

A return to economic performance similar to that of the 1964-74 decade, how-
ever, is dependent on two crucial conditions. First, there must be a stable political
environment that is conducive to long-run economic planning. In the absence of
automatic mechanisms for determining the allocation of resources, these decisions
are made through a direct political process that is extremely vulnerable to dis-
ruption. If the political consensus that appears to underlie the 10-year plan should
be shaken, there could be a renewed paralysis of the planning process, a deferral
of investment decisions, and a decline in the rate of growth.

A second condition for the resumption of sustained growth is the deferral of
modernization of China’s military establishment. The underlying scarcity of
resources and the envisaged increase in the flow of investment to improved social
services and transportation infrastructure; to scientific and technical moderniza-
tion; as well as to industry and agricultural implies that the share of resources
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allocated to the military cannot be increased substantially. China’s national de-
fense is still to be modernized by the end of the century. But high resource costs and
technical difficulties will mean that an across-the-hoard modernization program
will have to be deferred well into the 1980’s if goals in other seéctors are to be met.
This will not preclude either a rising absolute level of defense expenditure or signi-
ficant improvements in selected weapons systems, but a systematic modernization
program will depend on a more developed industrial sector. [Lardy, pp. 60-61.]

Question 2. How do the political dynamics post-Mao influence future
economic policy? Will this changing political pattern change the char-
acter of the Chinese development model formulated under Mao’s rule?

Guided at home by a search for “moderate’ policies, abroad the regime like-
wise sought means for defining and maintaining an appropriate “political distance”
between China and the three major Asian powers. In that endeavor, China’s
leaders clearly had fewer levers and resources at hand than they had at home.
Abrupt changes in the perceived structure of power in Asia or the process whereby
crises might be resolved could upset China’s economic plans through the workings
of the domestic political process. Radical opposition might use such change to
mobilize a new coalition of power among impatient younger military leaders, frus-
trated rural youth and idealists threatened by Teng’s new class of professionals to
demand still another turn of China’s political cycle.

In the light of the past 25 years of change in China, the odds seemed to favor
such a shift in Chinese political style before 1980, probably having the effect of
constraining the authority of central leadership, increasing the role of the military
both in Peking and in the provinces, accelerating military modernization with a
consequent delay in the achievement of economic goals, and bring another round
of domestic political instability. Unless foreign powers were willing to commit
substantial political and economic resources, such changes on China’s domestic
political stage could not be influenced very much by any single power’s Asian
policies. Only Soviet determination to go to war with China or American deter-
mination to support China in such a war might overwhelm the otherwise inde-
pendent dynamic of China’s internal political system. [Whitson, pp. 78-79.]

Question 3. How do foreign perceptions of the performance and
rationale for the Chinese economic model differ? How, specifically,
has China’s erst-while ally—the Soviet Union viewed the Chinese
development?

According to Western perceptions, the future of Chinese economic
development remains uncertain but carries great potential.

. in a post-Mao-Chou era, power struggles and policy disputes—including
economic policy differences—could become seriously aggravated. Therefore, it
may be particularly difficult to forecast the future course of China’s economic
policy. Nevertheless, barring a repetition of great leap forward—or cultural
revolution-type measures of China’s involvement in a major international conflict,
the country should bein position to sustain over the coming decade approximately
the same average rate of economic growth as in the past 25 years. This would
mean that by the end of this century China’s gross domestic product could be
quadrupled. In terms of total size it would still lag far behind the United States"
and the Soviet Union, but could easily be among the five largest economies in
the world.

Nevertheless, just as in the past, it will be no easy task to sustain a 6-percent
rate of growth. Based on past performance, this will require a rise in farm pro-
duction of about 2 to 3 percent a year assuming (1) a continued commitment to
basic self-sufficiency in food supply, and (2) a rate of population growth of not less
than 1.5 to 2 percent a year. This will necessarily pose a ma]or challenge to Chinese
agriculture. Over time it will require very large investments in the farm sector and
its far-reaching technical transformation. It is far from clear whether such a
major transformation can be accomplished within present patterns of economic
. organization and employment in agriculture. "This range of issues will necessarily
constitute one of the continuing problems facing the Chinese Communist leader-
ship for the rest of this century and probably beyond.

The successor generation of China will also have to face up to the challenge of
sustaining the revolution, its values and spirit, in the processes of production are
bound to become more complex. Technical training requirements may also be ex-
pected to grow, thus posing a number of dilemmas. Will the educational system as
reorganized after the cultural revolution be capable of training the advanced
engineering, scientific, and technical manpower required for an industrial society.
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If not, can that system be reshaped in such a way as to continue producing ‘“reds”
and “experts?”’ Can status and income differences be fairly narrowly confined in
the face of the growing specialization, division of labor, and functional differenti-
ation associated with industrialization?

Another and closely related range of questions revolves around consumer
aspirations. With a fairly rapidly rising product, can household purchasing power
in the cities and in the countryside be kept stable or rise only quite slowly and
gradually? Alternatively, will increasing product be gradually translated into
increasing consumer appetites? Can consumerism be contained and the spirit of
frugality and self-abnegation be preserved?

Tt is also very unclear whether China can maintain a 10-percent rate of indus-
trial growth for several decades with a preponderantly rural population. This of
course will crucially depend on the pattern of industrialization, that is, the
technologies used, the scale of plant, and the degree of capital intensity. It may
also depend on whether it is possible to design a highly decentralized pattern of
industrial development in China that would economize on transport and be partly
regionally based. Such a pattern might slow down the rate of urbanization and at
the same time alleviate some of the dilemmas posed above.

In essence, the fundamental challenge confronting China's leaders in the
coming decades will be to maintain the tempo of economic growth, to build a
strong and modernizing China, while preserving socialist values and not only
socialist forms of organization. It remains to be seen whether China can become
a modern industrial state without perpetuating the “new class’ that has been
gradually emerging since the 1950’s and without following the ‘revisionist’
road. I China’s far-reaching experiment were to succeed, it would indeed be a
lllgs?:aoiili (]:ontribution to the process of modern economic growth. {Eckstein, pp.

The Soviet view of Chinese economic development has been some-
what different from Western or Chinese perceptions.

Soviet Sinologists have to contend not only with a paucity of data (a problem
familiar to all China specialists), but also with the ideological and political con-
straints, which limit their freedom . . . [p. 116].

In reviewing their aid to China, the Soviets conclude that it is the assistance
they provided in the 1950’s which made it possible for China to experience early
successes and which also turned the head of Mao and his entourage, fanned their
great-power hegemonistic aspirations and served as fertile ground for nationalistic
tendencies in the Chinese leadership « . . [p. 133

Undoubtedly the most important theme recurring in Soviet texts on China
contends that militarization is the primary characteristic and the foremost pri-
ority of China’s economy . .. [p. 139].

.. . there seems to be little doubt that most Soviet economists believe that
Peking neglects rural development, that state aid is available only in periods of
crisis, that local self-sufficiency is a ridiculous policy and that military priorities
are the cause of China’s poor agricultural performance . . . [p. 144].

The Soviets describe the development of China’s industry as complicated and
contradictory . . . [p. 148}

While Chinese industry (both national and local) bad experienced growth in the
1970’s, Peking has not been able to solve many of the fundamental problems that
affect industrial development, such as insufficient raw materials and energy, out-
dated industrial facilities, and the shortage of qualified specialists . . . [p. 148).

The simultaneous development of modern and traditional means of production
runs counter to the Soviet passion for bigness . . . [p. 138].

Although Soviet and Western estimates of China’s production figures may differ,
there is actually little disagreement about the over-all strength and weaknesses
of individual economic sectors or the specific problems facing the planners in
Peking. The differences are in perspective, in emphasis, and in evaluations of the
rationality (or muddleheadedness) of China’s economic policies . . . [pp- 148-149].

In discussing PRC’s most recent drive for modernization, the Soviets say that
the new policies are nothing more than ‘‘the adaptation of Maoism to altered
conditions”. . . [p. 134].

“The Soviets themselves recognize and even publicly admit some of the prob-
lems and weaknesses in their research on the PRC . . .’ [but] “it is very important
not to lose sight of the great improvement that has taken place . . . since the
beginning of this decade.”. . . “Unencumbered by political demands for con-
formity, free to pursue their research and arrive at independent conclusions,
Soviet Sinologists should be able to move to the forefront of studies on modern
China. If this day ever comes, it will behoove Western China-watchers to pay
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much closer attention to what their Soviet counterparts may start saying or writ-
ing about China.”’ [Orleans, p. 164.]

Question 4. What is the Chinese policy on economic modernization?
What are the prospects for the Chinese economy in this post-Mao
period?

China’s economic modernization efforts may be influenced by a number of con-
straining factors. The speed of economic growth during the balance of the century
will depend largely on the ability to remove or minimize the impact of these con-
straints. Some of them are ideological, political, or institutional in nature while
others represent bottlenecks in the economy.

On the ideological front, although the post-Mao leadership has shown flexibility
in interpreting the self-reliance principle, changes are likely to be gradual and slow.
Further, certain basic tenets are expected to remain inflexible. As long as the pre-
clusion of foreign direct investment in China continues to be one of these tenets,
China deprives itsclf of the benefit that, as the experience of many developing
countries has shown, foreign capital could contribute to economic modernization.
But a much broader ideological constraint lies in the likelihood of a recurrence of
the “two-line struggle.”” The development of China’s economy under Mao showed
a deep-seated conflict between ideology and the economic and technical realities
of the country leading to a cyclical pattern of economic growth. The Hua govern-
ment has launched an intense rectification campaign to purge the followers of
the ““gang of four” at all levels in an attempt to alleviate such a conflict. But it
remains to be seen if economic success in the post-Mao era can continue for a pro-
longed period of time without giving rise to a group of ‘“‘neo-radicals’ to seriously
challenge the pragmatic leadership and/or its economic policies.

The failure to stave off such a challenge could greatly jeopardize the political
stability which would be absolutely essential to the success of China’s moderniza-
tion efforts. In the short run, political stability also depends on the cohesiveness of
the various elements that have made up the post-Mao leadership. . . .

Economically, the greatest bottleneck lies in the agricultural sector. The success
of the four-modernizations program will hinge critically on the Chinese ability
te expand agricultural output considerably faster than population growth. . . .

Certain other economic sectors, particularly electric power and transport, have
developed into major bottlenecks brought about by years of relative neglect in
investment allocation. The slow progress of these two sectors, considered as
“vanguards’’ in the Chinese economy, is likely to constrain China’s industrial
growth in the immediate years ahead. To assure rapid industrial expansion in the
198?1’5 will require power and transport to grow more rapidly than industry as
a whole.

In 1976, the five major powers combined accounted for 70 percent of the world’s
GNP. Of these five major powers’ total GNP, China’s share in 1976 was only
6.7 percent; it produced less than one-fifth of the level of the world’s largest
producer, the United States, and some 60 percent of the level of fourth largest,
Japan. A successful modernization drive in China could increase its share to 8 to 9
percent by 1985 and 10 to 14 percent by the year 2000. With the most optimistic
estimate, China’s GNP would still rank last among the five major powers by the
end of the century, but could reach over half of the U.S. level and more than 70
percent of the Japanese or Soviet level. [Chen, pp. 200-203.]

Question 5. How did the interrelations of political and economic
factors affect industrial growth in the decade or so prior to the estab-
lishment of current leadership policy?

. . . Whatever the initial goals of the Fourth 5-Year Plan, it is clear that the
revisions gave increased priority to industrial support of agriculture and to ex-
pansion of exports. Thus, Peking had to defer grappling with the structural
imbalances that were holding down the growth of industry.

These fundamental economic problems were soon complicated by o new wave
of potitical trumoil. As Mao grew old and frail, the struggle for succession broke
into the open. The campaign to criticize Lin Piao and Confucius (late 1973-74)
quickly made itself felt throughout industry. Production dropped far below
planned output and by midyear 1974 the situation was serious enough for the
central committee to issue directive No. 21, which focused on economic difficulties.
caused by the excesses of political campaign. The situation improved in the fall
when Peking applied the brakes to the campaign to criticize Lin Piao and Con-
fucius, but the rate of growth for the year was only 4.5 percent.
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The year 1975 began on an upbeat, with Premier Chou En-lai making a key
speech to the Fourth National People’s Congress in January, calling for a vigorous
modernization of the economy. During the first half of the year, the industrial
sector responded well to positive actions taken by the Government to restore
order in the wake of the campaign to criticize Lin Piao and Confucius. Neverthe-
less, the lack of strong production claims from such critical sectors as electric
power and iron and steel suggest that the rate of industrial growth tapered off
during the year and that any gains were largely based on recovery in the most
disrupted areas and enterprises. . . .

The prospects for real progress in 1976 were shattered by the death of Premier
Chou En-lai in January, which led to the intensification of the struggle for suc-
cession. The raging political storm did not have an immediate impact on industry.
During the first quarter, output increased 13 percent over the corresponding
period of 1975. But industry faltered during the second quarter, and collapsed in
the third. The collapse was made worse by the devastating Tangshan earthquake
in July which leveled the city of Tangshan, caused major damage in Tientsin and
was felt as far away as Peking. More than 650,000 people were reported killed
and billions of dollars’ worth of damage was done; moreover, relief and recon-
struction preempted normal production and construction activity in other areas
of the country.

The death of Chairman Mao in September was quickly followed by the purge
of the “Gang of Four” in early October. And later that month, the central com-
mittee issued central directive No. 19, which called for strong measures against
slowdowns and absenteeism and for a careful accounting of funds available for
investment. In spite of these positive actions, industrial production for the year
as a whole grew only slightly more than 2 percent.

Peking hoped that 1977—the first year following the purge of the radicals—
would show a healthy recovery and provide a firm basis for accelerated growth
during the remainder of the Fifth 5-Year Plan period. . . .

Dissatisfaction with the pace of recovery probably figured in the decision in
July to reappoint Teng Hsiao-ping to his post in the Government and party. And
it is certainly reflected in State Planning Commission Chief Yu Ch’iu-li’s state-
ment in late October to party and state cadres that, although ‘“‘the tide was
turning’”’ on the economic front, many difficulties remained.

The findings of the previous section show that politically stable Provinces
tended to achieve moderate or strong industrial growth during the mid-1970’s, and
that politically unstable Provinces—with only one exception—failed to do so.
Because the Caltural Revolution (1966—69) was also a period of political instability
during which industrial output declined sharply . . ., the two periods are com-
pared in this section.

Mao Tse-tung launched the Cultural Revolution because of his dissatisfaction
with what he felt was the growing ossification of thé party and Government
bureaucracies, and his belief that China’s youth required a ‘‘revolutionary ex-
perience’’, to renew their faith in a revolution that had taken place before most of
them were old enough to participate or even remember it. With the power struggle
that broke out between the “‘radicals” (led by K’ang Sheng, Ch’en Po-ta, and Lin
Piao) and the “moderates’” (led by party burcaucrats Lin Shao-ch’iand Teng
Hsiao-p’ing), the Cultural Revolution quickly beeame one of modern China’s most
chaotic periods. The Chinese Communist Party virtually disappeared as an insti-
tution, and the turmoil grew so great that PL.A main-force units were ordered to
restore order in many Provinces and to assume control of a dozen. The economic
consequences of the Cultural Revolution were especially serious in the industrial
sector, where fractional struggles in the factories and disruptions along the trans-
portation routes caused production to decline precipitously and to remain below
trend for 3 years. [Field, McGlynn, and Abnett, pp. 243-244 and 254-255.]

Question 6. How are key industries such as machine building per-
forming to meet the needs of modernizing China?

Chinese leaders have frequently claimed that the machine-building industry is
the key to technological transformation of the national economy. Indeed, the
industry forms the foundation of China’s military and industrial development—
encompassing a broad spectrum of manufacturing trades, ranging from production
of ball bearings to ships, locomotives, power-generation equipment, and the like.
As outlined in Chairman Hua’s report to the Fifth National People’s Congress of
early 1978 China is launching an ambitious program to revitalize the economy
through modernization of agriculture, industry, national defense, and science and
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technology. The stated goal is to create a modern industrial economy by the year
20?0 Much of the burden of achieving this goal will fall on the machine-building
industry.

The core of China’s machine-building industry was formed through the massive
material and technical assistance provided by the U.S.S.R. and East European
countries that began in 1953. During the first 5-year plan period (1953-57), out
of the 166 major Soviet-aid projects in industry, nearly 100 were undertaken in
the field of machine building. The U.S.S.R. supplied complete sets of equipment
for plants and equipment, transportation equipment, agricultural machinery,
chemical industry equipment and machine tools. Many of the remaining projects
supplied by the Soviets formed the basis of China’s military machine-building
industry. In this important category were plants to produce aircraft, naval vessels,
electronic equipment, land armaments, and nuclear weapons. Additional agree-
ments with the U.S.S.R. and East European countries in 1958-59, nearly doubled
the number of modern industrial plants planned for the machme-buﬂdlng industry.

Orderly development of the machine-building industry became impossible after
the Great Leap Forward was launched in 1958,

The machine-building industry retrenched with the rest of the economy from
1961-63. Production dropped sharply, capacity stood idle, and the regime pared
down investment programs to a narrow range of essential industries. A new em-
phasis was given to the production of agricultural machinery, equipment for
chemical fertilizer plants, and machinery for the petroleum industry. High priority
moreover, was assigned to the military machine-building sector, particularly to
electronics and those industries involved in the development of atomic energy,
missiles, aircraft, and naval ships. By 1966 the general status of the machine-
building mdustly had improved, production was well above the 1957 level. Gen-
eral improvement can be attributed to increasing imports of machinery and tech-
nology from Japan and Western Europe. . . .

Considerable dislocation in the machine-building industry occurred during the
political turbulence of the Cultural Revolution (1966-69). Imports of equipment
from the non-Communist world declined and technical exchanges were
terminated.

In spite of the disruptions of the Cultural Revolution, China achieved sub-
stantial increases in machine-building capacity during the late 1960’s. Under the
general slogan of ‘“‘war preparation’” the PRC engaged in a wide-ranging cam-
paign to construct hundreds—and possibly thousands—of small, medium, and
large-scale industrial projects throughout its remote interior regions. . . .

Reestablishing orderly economic planning, together with the additions to pro-
duction capacity during the 1960’s led to substantial increases in output during
1969-71. Production of military related equipment reached peak levels, and elec-
tronics emerged as a favored sector among military industrial planners. The small
plant program, which had gained new respectability during the Cultural Revolu-
tion, reached boom proportions, while the construction of modern plants gained
increased momentum. Self-reliance had become the watchword in the machine
building industry, and new products of indigenous design began to emerge at a
growing rate.

Evidence of a major debate between military and civilian planners over machine-
building priorities surfaced in mid-1971. The ‘‘electronics versus steel”’ contro-
versy, which signaled the debate, was quickly followed by the Lin Piao affair,
Following the death of Lin, production of military armaments plummeted sharply
from the peak levels of 1970-71. The marching orders for the industry during the
fourth 3-year plan (1971—75) included increased support to agriculture and the
basie industries such as mining, petroleum, chemicals, and electric power. In-
creased emphasis also was given to purchasing large quantltles of Western equip-
r2r1867nt an]d manufacturing technology. [Craig, Lewek, and Cole, pp. 285 and

—-288.

Question 7. What kind of constraints and stimulants do mineral and
energy supplies and uses exercise on Chinese economic growth?

China is one of the world’s rich mineral areas fully capable of supporting a
modern first-rank industrial economy. During 1977, PRC strengthened its posi-
tion as a leading mineral producer. Its relative importance should grow signifi-
cantly in the decade ahead, judging from the resource potential and the many
developments already underway. As befits a large country with a huge population.
China produces a great variety of minerals and metals—many outstanding by
world standards. If all minerals were added together in terms of output value,
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PRC would rank with the world’s first five for erude minerals and only a little
behind in terms of total value added for minerals and metals. [Wang, p. 374.]

Electric power is another key sector.

There exists a widespread shortage of clectric power in the People’s Republic of
China (PRC) today that is adversely affecting the economy and which must be
corrected quickly if the program to modernize industry, agriculture, science, and
technology, and national defense is to be successfully implemented. Electric power
is a “vanguard” industry which in a developing country like China must advance
at a pace 1.3 or 1.4 times that of industry generally. '

The shortrun solution to the power shortage is being sought in the fall 1977
directives of Chairman Hua calling for conservation, fuller utilization of existing
generating capacity, and its more efficient operation. In the longer run China will
place reliance on the continued development of hoth hydroelectric and thermal
power stations. No nuclear stations are currently operative, but the Chinese will
probably soon begin one. Although hoth large and small power stations will con-
tinue to be built, the greater emphasis will be placed on development of China’s
hydroelectric potential, the largest in the world. Currently, the PRC is the fourth
largest producer of primary energy in the world after the United States, the Soviet
Union, and Saudi Arabia.

In 1977, the PRC’s electric power industry generated about 136 billion kilowatt-
hours of power or 6 to 7 percent that of the United States. This was enough to
place China ninth in power output. Installed ecapacity on December 31, 1977, was
estimated to be 40,500 megawatts. The bulk of this capacity is found in the 192
known thermal and hydro stations of 30 megawatts capacity and over. Of these,
126 units are thermal stations and 66 are hydroelectric, some are currently under
construction or are being expanded. Additional stations of this capacity or greater
are thought to exist. About 62 percent of the capacity is thermal, the balance
hydroelectric.

To adequately support a 10-percent rate of industrial growth, the power industry
would need to add about 5,300 megawatts to capacity this year, a 13-percent rate
of growth, and about 12,700 megawatts in 1985 to provide capacities of 45,800
and 108,000 megawatts, respectively. The domestic power equipment manufactur-
ing industry, while quite substantial, does not appear capable of meeting this
requirement. Thus, if a 10-percent industrial growth is to be achieved, Peking will
have to import powerplants and equipment from abroad possibly expending as
much as $300 million annually during the period 1978-85.

It does not appear that between now and 1980 the electric power industry can
accelerate growth to the level to support a 10-percent industrial rate of growth
1978-80. It does seem possible, however, that by 1981 acceleration of developments
in igdustry could support such industrial growth. To achieve this the Chinese will
need to:

(a) Invest heavily in the development of the coal industry;

(b) Improve rail transport and develop “mine mouth’’ thermal plants to
reduce coal hauling;

(c) Sharply reduce station construction times, especially on large hydro
plants;

(d) Develop higher capacity transmission systems;

(e) Accelerate the development of 600-megawatt boilers and
turbogenerators;

(f) Expand the domestic power equipment manufacturing industry; and

(9) Engage in a consistent and planned import of complete foreign power-
plants and equipment. [Clarke, pp. 404-405.]

Chinese energetics presents a thoroughly intriguing, highly complex and, in not
a few aspects, continuously puzzling case. In absolute terms, the country’s fossil
fuel and hydropower resources rank with—or even above—those of the United
States and the Soviet Union. Globally, China has risen to the fourth place in
primary energy production (following the United States, the Soviet Union and
Saudi Arabia) and to the third place in consumption (behind the two superpowers)
and, in the process, has become not only self-sufficient but also a minor fuel ex-
porter. And yet, at the same time, China’s energetics is definitely that of a rather
poor, developing country where large segments of rural population still depend on
plant fuel and animate power and whose per capita modern energy consaumption
ranks close to the hundredth place in the global array of some 175 countries and
territories.

The future seems no less ambiguous. While the probabilities for retaining the
energy self-sufficiency and expanding the crude o:l and coal exports are very
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high throughout the 1980’s, the potential fuel and electricity requirements for the
modernization of the Chmese economy are immense and its seems quite improbable
that they could be filled satisfactorily with the sole reliance on domestic tech-
nology. And even under circumstances-favoring a very fast expansion, the coun-
try’s per capita energy consumption by the year 2000 would equal the levels
attained by most of the Western societies already during the first two or three
decades of this century.

. most of China’s rural population continues to live as do hundreds of mil-
lions of other poor peasants around the world—in solar-dominated ecosystems,
largely independent on external subsidies. Even for the nation as a whole solar
energy recently transformed by green plants still predominates: approximately
4.1 X 10 kecal of phytomass energy—as food, feed, fuel and raw material—were
used to support China’s people and animals in 1974 while the total flow of fossil
fuels and primary electricity amounted to less than 9. 65 X 10 keal .

.- Perhaps the bhest current interpretation of the Chinese coal resource
figures is that the recoverable reserves are no less than 100 [billion Metric tons]
bmt and the total resources are at least 1,500 bmt.

. Quality of coal is mostly very g good and seams are of above average thick-
ness and are predominantly horizontal or only slightly inclined. In sum, ~China’s
coal resources are outstanding both in their quantity and quality .

. Leaving aside the sizeable shale oil resources, whose oil content and
recoverability are largely unknown, the best currently available geological
evidence, compatible with production totals and growth rates, would indicate
that China’s crude oil reserves are certainly no less than 3 bmt and most likely
no more than 10 bmt. . . .

. . . It is to the Northwest—remote, severely inhospitable, thinly populated
(less than 7 percent of the total), unindustrialized (less than 5 percent of gross
industrial output) and still only tenuously linked to the rest of the country—
where the Chinese will have to turn for their future fuel needs, a westward shift
of energy centers comparable in its magnitude to the eastward shift of the Soviet
energetics: Northwest has no less than half of China’s ultimate coal resources
and nearly half of her estimated recoverable onshore oil supplies. The only major
way to postpone this costly and complicated shift would be to turn offshore first
and to plunge into certainly no less expensive and difficult search and production
of underseas hydrocarbons.

. « . China’s primary energy consumptxon, which was barely over 20 [million
metric tons conventional energy] mmtce in 1949, grew nearly tenfold in a decade,
topped, after years of politically induced stagnation, 300 mmtce in 1972 and is
now exceeding 500 mmtce. In aggregate terms, China has thus become the world’s
third largest energy consumer, just ahead of Japan—and very far behind the
Soviet Union and the United States. Per capita consumption, naturally, remains
rather low: at around 500 kgce annually it is more than double of India’s modern
energy usage, but less than half of Mexico’s figure—and an order of magnitude
less than the consumption of developed nations; addition of the still important
traditional fuels increases the aggregate value to some 500 mmtee in 1976 and
the annual per capita usage to nearly 650 kgee. . . .

The most striking feature of the Chinese sectoral energy use is the large
share of the industrial consumption; even with power generation requirements
classified separately, industry now draws about half of all China’s primary energy,
a sharp increase in comparison with the early 1959’s. On the other hand, relative
importance of residential and commercial uses has declined considerably since
the late 1950’s and, significantly, both the power generation and transportation
shares, in spite of large absolute increases, have also diminished. Agriculture
consumed about 46 times more commercial enelgy in 1976 than it did at the end
of the First Five-Year Plan two decades ago—but in relative terms it is still
no more than about six percent. . . .

. Expansion of the Chinese primary energy production by seven percent
per year for another decade would have to be then termed a success; it would
bring the output to just over 600 mmtce in 1980 to some 850 mmtce in 1985,
meeting the likely domestic requirements and leaving a small, though valuable,
e\{}gon} surplus equal, in crude oil terms, to some 40 mmt in 1980 and 60 mmt in
1985. . .

. Coal industr v is to double its output in the next ten years; this means an
avelage exponential growth rate of seven percent per year and the total output
in excess of one billion tons of raw coal in 1988, However, as hoth the Soviet
Union and the United States have been finding out, the cost the environmental
problems and the logistics of producing more than half billion t-ons of coal annually
is sharply curtailing any fast growth rates. . . .

27-427—78——2
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. . . Crude oil production wiil have to be expanded considerably—but expo-
nential growth of no more than ten percent per year would exhaust the Chinese
onshore reserves of around five bmt by the mid-1990’s. Chinese are, of course,
well aware of this fact, as exemplified by Hua’s call to discover ten more Ta-ch’'ings;
even should the required reserves be in the ground, the Chinese investment to
discover and to develop them might he of the same order of magnitude as the
Soviet oil industry’s expenditures during the past twenty years. . . .

. . . Chinese planners also face difficult decisions regarding the future state of
small-scale technologies which have played such a critical part in the rural in-
custrialization. Their low quality output and inordinate energy cost do not make
them very suitable in more advanced stages of modernization—but their total,
or near total, substitution by centralized large-scale production would not be an
appropriate solution in a capital-short country so badly equipped with good roads
and railways. . . . - :

. . . In sum, China’s energy development strategy should be multifacetéd and
flexible. Taking into account the richness, location and quality of resources,
ancient traditions of solar energetics and enormous regional disparitics within the
nation, it should strive to modernize the country-side without cutting it completely
off its traditional renewable energies and without abandoning appropriate small-
scale industries; it should aim for sustainable growth rates of coal and hydrocarbon
production by, among others, tapping the still sizeable economics of scale and
introducing as many advanced foreign technologies as practicable; and it should
attempt to improve conversion efficiencies and encourage proper final uses and
widespread conservation. . . . [Smil, pp. 324, 332, 345, 347, 351-354, and 361-364.]

Question 8. What are the likely ranges of population growth and
how can Chinese policy control demographic growth?

Almost 30 years have elapsed since Mao Tse-tung declared that China’s large
population was “a good thing” and that it could multiply “‘many times” without
posing any difficulties for national development. Now birth control has been
written into the constitution of the PRC, and Hua Kuo-feng has called for a
geduction of the national population growth rate to less than 1 percent within

years, . . .

Absolute population totals for the three models as of January 1 and July 1 for
the years 1953-80 and every fifth year to the end of the century are given in table
1. Perhaps the most striking implication of these figures is that China’s population
is close or may already have surpassed the 1 billion mark. The low model reaches
1 billion in 1980, the high model exceeds that figure by 1977, and the intermediate
model crosses the line by the beginning of May 1978. The total of 900 million, now-
at least authorized for domestic use in China, should have been passed at least by
the middle of 1974 and possibly as early as the end of 1971. ©

By the end of the century, the new models show a population of from 1% to 1%
billion people. The projections from 1978 onward assume no major catastrophies
or other startling changes in fertility or mortality. Up to now, China’s demographic
determinants have not shown such a high degree of stability. There have been
setbacks from time to time in the efforts to control hoth fertility and mortality
which have been significant enough to affect national levels. There is no reason to
suppose, as has often been mistakenly supposed in the past, that the course of
Chinese history hereafter will be all smooth sailing. The projections of population
growth during the remainder of the century are therefore not predictions but.
simply the implications of some rather artificial assumptions. They serve mainly
to indicate the orders of magnitude that would be generated given hypothetical
trends in fertility and mortality. . . . .

If China's demographic prospects fall within the range indicated by the low and
high model projections presented here, it is obvious that there are significant
differences between the two extremes by the year 2000. The size of the totals
varies by about 17 percent of the mean value and the annual population growth
rates range from 1.1 percent to 1.7 percent. However, either of these rates is
sufficient to give continuing cause for concern in a country with finite resources
at an early stage of economic development with an already large population. The
pressure of population growth on the growth of food production may not be
greatly reduced by the anticipated decline in natural increase rates if the expedients
used to increase agricultural output yield diminishing returns. Unless the economy
is more immune in the future than it has been in the past to political dislocations,
population growth will continue to dissipate a significant portion of the gains from
economic growth. The difficulties of funding productive employment for large
increments to the labor force while mechanizing labor in both the nonagricultural
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and agricultural sectors will continue without much relief from demographic
changes hefore 1990. Hence even the rather spectacular shifts in fertility projected
for these models during the next few years do not portend an immediate and radical
remission in the problems that have hitherto been posed by population growth
in the PRC. [Aird, pp. 440, 465-466, and 474.]

Question 9. How may current regime policies affect the efficiency of
the Chinese urban and rural labor force in the years ahead through
technological change, modernization and education?

When we try to assess the changes in China it may always be useful to maintain
a historical perspective as all changes may not be permanent and we can expect
that China will experience political struggle between opposing views on the roles
of science and technology and how the sector should be controlled and organized.
Is there any risk that China will eventually move toward political changes such
as have taken place in the Soviet Union and which the Chinese term revisionism?
No doubt, the heavy emphasis on economic growth and the use of the intellectual
anlcl technological expertise in the country may make it difficult to strike a stable
balance.

The new technology and science policy now emerging in China may be an ele-
ment which is at least partly antagonistic to the objective of reaching the socialist
society conceived by Mao and the reasons for this are several: First, to meet the
technology requirements of the modern industry the emphasis must be on large
systems with a high degree of vertical division of labor with apparent nonegali-
tarian consequences for management in production enterprises as well as in the
related R. & D. institutions. Second, trend toward further professionalism and
inequality encourages importation of technology where technological and manage- .
ment solutions developed in capitalist countries must be adjusted to suit Chinese
conditions. Third, if this were desired, the integration and coordination of large
scale technological projects and the subsequent applications in manufacturing will
require professional expertise which must be highly trained and competent. All
such people will spend much of their time in central agencies, ministries or offices
in the bigger cities with little or at least less time than previously to move into
manual labor. Fourth a large scale approach to industrialization also requires
improved transportation and communications and new management systems
which all lend some credibility to the argument that new forms of social control
might develop which are detrimental to the egalitarian interests of the masses of
the Chinese populations. . . .

So, it might be appropriate to pose the following question. The emphasis is on
urban technological change—will it be possible for the Chinese leadership to main-
tain a fair balance between urban industry and rural agriculture? Herein we can
find three different type problems with regard to changes in technology and science
policy. First will the leadership be able to maintain the delicate but necessary
balance in meeting the modernization objectives while reflecting the legitimate
interests of the various groups in the Chinese society? Second, as the potentially
privileged groups will make use.of the new situation to further their own interests,
in ways detrimental to the majority of the population in the rural areas will this
nonprivileged majority create a counterforce in order to redress the balance?
Should this be the case the present change in technology policy would create an
unstable situation. Third, will the changes create a situation where privileged
groups become established as a stable new class to the detriment of the overall,
Iong-term development of China?

It must also be emphasized that the current situation in China is rapidly
changing and the structure for encouraging innovations and change in technology
and science policy has not been fully worked out. . . . The current debate on
science and technology, as reflected in the news media over the past couple of
years, can thus only shed limited light on the future development of science and
technology in China. [Sigurdson; pp. 533-534.]

Question 10. What special role does the female labor force play in
the Chinese rural economy?

Policies toward women in China are one aspect of the overall attempt to trans-
form the whole country. Every change in general policy has engendered a con-
comitant change in policy on women. After 1949 the policies that were developed
for development in urban and raral areas showed marked differences. The differ-
ences were most clear cut in policy statements on employment of traditionally
marginal groups in the labor force, such as the young, the old, and women. In
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contrast to employment of women in urhan areas, at no time were women in rural
areas officially encouraged to refrain from taking part in production. In rural
areas, as policy on the employment of women developed in the early 1950’s, women
were urged to take part in agricultural production, and increase the number of
days they did farm work. . . .

In contrast to the agricultural male population, women of poor peasant origin
from the beginning played a crucial role in production teams, as compared to men
of the same origin because they were the most skilled of their sex in farm work,
since poverty forced them to do farm work from childhood on and often in low
and despised jobs such as collecting manure.

Among the women they were usually the most politically reliable as well as the
most experienced in farming. In the male population, however, though the poor
peasant might be politically most trustworthy he usually was not the most
knowledgeable. . . .

The continued insistence that equal pay for equal work must be enforced in the
rural people’s communes indicates that this principle is not yet universally applied
in the Chinese countryside. In perspective, 29 years is probably too short a period
to produce a general belief among Chinese that women are the equal of men, when
ideas to the contrary have dominated China for more than 2,000 years. [Thorborg,
pp. 536-537 and 554.] -

Question 11. Will agricultural production trends be raised and cycles
of output dampened as a result of current pelicy and practice?

In the near future there will probably be a sharp increase in grain production
as the imported fertilizer plants come on stream and their output stabilizes at
designed levels. In mid-1977 six of the plants were reported operating, but probably
only one or two were producing at the designed capacity. Five or six more should
be in operation this year. A return to normal or better weather is another factor
that is likely to cause production to jump in the next year or two. For the past 2
years, even though poor weather has constrained production, overall improve-
ments to the agricultural system, such as irrigation, drainage, and land leveling,
have continued . . . .

China’s grain production plan for the medium term is extremely ambitious. The
Government’s output target for 1985 is 400 million tons, compared with 285
million tons in 1977 . . . .

Realistically, the Chinese are likely to fall somewhat short of the 1985 goal.
A great and successful effort to achieve rapid growth in the medium term could
nonetheless raise total and per capita output well above past levels. If the popula-
tion growth rate continues to be kept under control, the Chinese might be willing
to accept somewhat slower rates of growth in agriculture. Success in securing
higher levels of agricultural production would assure the maintenance of at least
subsistence consumption whatever the weather, and would help free the rest of
the economy from the vicissitudes of the agricultural sector . . . .

In the longer term, as yields increase they may well eventually approach the
levels that most more advanced countries enjoy today. Rice yields in China now
average 3.5 tons per hectare of sown area; if they increased by 50 percent they
would slightly surpass the 1975 rice yields of the United States and Greece, for
example, although they would fall short of the 1974 yields of Italy, South Korea,
and Spain, and well short of recent Japenese yields. In terms of rice yields, China
is now in about the same position that South Korea and Taiwan reached in the’
early and mid-1960’s, and that Japan reached earlier in this century . . . . With
increasing modernization, Chinese yields are likely to move through the levels
that Japan reached in the years following World War II, and that South Korea
has achieved since the mid-1960’s. [Groen and Kilpatrick, pp. 645-646.]

Question 12. Is the PRC of permanent and expanding importance
in the world grain market? What type of grain and with which pro-
ducing countries will the PRC likely trade?

The pattern of grain trade of the People’s Republic of China (PRC) shifted
abruptly in 1961 when China began a large grain import program. Although the
PRC has continued to export rice, it has remained a net importer of grain despite
slowly rising per capita grain production. During the 1970’s, the annual variability
of China’s grain trade has increased considerably.

Grain imports have become less important in comparison with national grain
production, but continue to provide an important part of grain supplies in the
urban areéas of northern China, as well as adding significantly to the total supply
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of wheat, a preferred food-grain. During the 1970’s, grain imports have followed
fluctuations in per capita production of grains, suggesting that imports have been
closely tied to state grain procurement from rural areas in northern China.

China’s rice exports have covered a substantial part of the costs of grain imports
and the net cost of grain imports has fluctuated far less than the quantity of
imports. The level of rice exports appears to be correlated with the cost of the
grain import program and to a lesser extent with the level of per capita rice pro-
duction. But available information does not provide a full explanation of the
determinants of rice exports.

A survey of factors affecting grain import levels suggest that the growth of
domestic demand for grains will increase in the future. Increased domestic feed-
grain demand for urban livestock raising is also likely. PRC policy appears to
favor self-sufficiency in grains, and imports of industrial goods and technology
seem to have the highest priority in coming years. Therefore unless China is
successful in increasing the growth rate of grain production and state procure-
ments, pressures will build for higher grain import levels and other economic
policy goals will be compromised:

The United States appears at present to be a residual supplier of grain and
other agricultural products to the PRC. Until this changes, United States grain
exports to China are likely to remain highly variable and substantial on an on-
going basis only if the PRC is unsuccessful in holding down grain import levels.
[Surls, pp. 653-654.]

Question 18. What are China’s technological options for improving
agricultural performance?

A common strategic objective underlies the entire program of technological
change in Chinese agriculture, specifically the increase in the extent of multiple
cropping. In comparable environmental circumstances, where other countries
are growing a single crop per year, China seeks two; where others grow two, China
seeks three. The impact of this goal on the forms and direction of technological
change in Chinese agriculture cannot be exaggerated: .

Multiple-cropping dictates extreme earliness as an overriding objective of
Chinese seed breeding, at a cost of potential yields and ease of borrowing from for-
eign breeding programs. Multiple-cropping makes an available supply of organic and
chemical fertilizers, which is now becoming adequate by the standards of a modern,
single-cropping system, inadequate to satisfy requirements of two or three crops,
so that one or no crops can reach optimal yields. 1t also necessitates the absorption
for the foreseeable future of large quantities of labor in low-productivity collection
and processing of organic fertilizers, exacerbating the labor-productivity gap
between agriculture and industry. Multiple-cropping increases the water require-
ment in Chinese agriculture, forcing further development of artificial irrigation
in areas where rainfall or existing irrigation systems are adequate for only one or
two crops, at a significant cost in capital, labor and land encroached on by the
irrigation systems. Multiple-cropping creates the bottlenecks in labor and draft
animal supply which make mechanization a prerequisite for further intensification,
rather than a means of sustaining farm production with a decreased labor force as
in other countries. It also forces the continued maintenance of a huge draft
animal stock, which reduces grain available for human consumption or meat
production. Multiple-cropping, through its requirement of earliness, creates the
need for dense planting, whereas other countries have tended to reduce labor and
seed production requirements through sparser planting with no loss in yields.

In view of the severe cost of increasing the multiple-cropping rate, one would
hope that the benefits clearly outweighted those of alternative strategies. Unfortu-
nately, I have seen no evidence that the Chinese have considered any alternatives
at least since the 1950’s, even though changing technologies may have made earlier
appraisals of limited relevance. By now, the efficacy of multiple-cropping has
become a matter of doctrine, at least at the official level.

The most plausible alternative would not have been single cropping, except in
the north, but rather a maintenance of the status quo ante, a system of double-
cropping south of the Yangtse River (rice-rice in the warmer areas, winter wheat-
rice otherwise), and intensification of production within that constraint. Based
on the experience of other countries and the costs and difficulties experienced in
changing this system in China, this would have been the ‘natural” course of
development, in the absence of forceful state intervention . . . .

Chairman Hua Kuo-feng has been more intimately involved in the promotion
of technological change in Chinese agriculture than any other high level leader
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except Chen Yung-kuei, and this involvement has encompassed the failures of
the Great Leap technological policies as well as successes in irrigation and seed
development work in recent years, yet his optimism about further potential is as
striking as the 4-5 percent growth target he recently announced . . . .

As this incomplete summary should suggest, China’s program for attaining its
targeted growth rates is comprehensive and technically (and probably economi-
cally) sound; it responds simultaneously to the problem of accelerating the growth
of the laggard regions and crops and that of enlarging potential at the tech-
nological frontiers. In its ambition and breadth of mobilization it is comparable
to the Great Leap, but, as with the more narrowly-based programs of the last
fifteen years, the potential sources of growth have been correctly identified and
are not illusory. The open question, then, is not whether the program as stated is
sufficient to meet the targets (even if we cannot quantify the potential contribu-
tion of each element of the program). Rather, it is whether China can mobilize
and organize the resources to carry it out. [Wiens, pp. 700 and 702-703.]

Question 14. Is the current regime’s interest in foreign economic
relations likely to expand and stabilize? What are the specific prospects
of Sino-American trade? :

China’s foreign trade, although a small component of gross national product,
plays an important role in sustaining and modernizing the Chinese economy.
A relatively small trade sector, of course, is expected of a vast and populous
country such as China,which has extensive domestic resources and a huge domestic
market. Yet, the share of trade in China’s GNP, only about 5 percent, is low by
world standards reflecting the residual role assigned trade in the centrally planned
economy and the conservative attitudes toward trade as a result of historical
and more recent experiences.

Trade is the balancing sector in the planning process with imports making up
for the shortfalls in domestic production and providing goods that cannot be
produced in sufficient quantity, or at all, in China. Exports are not viewed as an
cnd in themselves but as a means to pay for imports. Moreover, trade and financial
policy has been very cautious, colored by Peking’s view of the unhappy experiences
with trade in both pre-1949 China and the period of Soviet cooperation in the
1950’s. Self-reliance has heen the guiding principle although its interpretation
has been the subject of some debate in China over the years . . . .

While exports will be the determining factors, imports will be the raison d’etre
for China’s trade expansion in the future. Purchases of foreign plant and equipment
will be a major component of China’s economic modernization drive, industrial
supplies will help sustain the growth in industrial production, and agricultural
imports will compensate for shortfalls in the farm sector. Because imports will
be tailored largely to. export growth, they will likely grow at roughly the same
;aztéelover the eight year period . . . . [Batsavage and Davie, pp. 707-708 and
Two central themes run consistently through the foreign trade policy of China.
These are “self-reliance’” and “trade on the basis of equality and mutual benefit.”
In self-reliance, Peking perserves independence by reducing reliance on foreign
assistance and by limiting the foreign presence in China. . . . Inequality of trade,
Peking sees a way to supplement éhina’ s own resources without risk of entangle-
ment while creating a useful channel for promoting understanding of China’s
socialism and other diplomatic objectives . . . . On the basis of these policies,
China is now trading with over 150 countries and has entered into trade agree-
ments with more more than 50 countries . . . .

China is now embarked on a massive program to modernize agriculture, in-
dustry, science and technology, and national defense in a way designed to propel
the PRC into the front ranks of industrialized nations of the world by the turn
of the century. To achieve these goals, substantial quantities of complete plants
and related technology will have to be imported. But in the past these types of
imports have caused ideological problems in the Peking leadership. . . . By 1973
it Pvas safe for one leading trade official to link technological imports with self-
reliance . . . .

The reality of that policy is seen in the purchase by China during the period
1972-1975 of some $2.7 bhillion in complete plant and associated technology.

After that period, policy shifted again, and brought a virtual halt to the import
of complete plants which lasted until the arrest of the Gang of Four in October
1976. Since their ouster, the Hu Kua-feng leadership has stressed the importance
of foreign trade in growth of Chinese economic development. Retrenchment of the
economy during 1977 prevented as quick a return to large scale plant and tech-
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nology imports as had heen expected in the West. Contracts will be negotiated in
1978, but most new plants will contribute to the modernization program until
after 1980. The pace of such purchases will depend on China’s ability to expand
exports, especially oil, and on China’s need for foreign agricultural products.
Peking’s willingness to increase the use of credit will also affect the pace. [Clarke
and Avery, pp. 748-749.]

Question, 15. With increased modernization will the PRC be more
willing to accept the normal legal practices of the world market?

. . . Although it remains highly unlikely that the Western legal tradition, which
had taken hold in China before 1949, will exert a discernibly strong influence, prag-
matism and the need to develop solutions to the problems of managing an in-
creasingly more complex economy may impel Chinese planners to choose selectively
from analogies derived from the experience of other nations, developed as well
as developing.

It is too early to be confident that a lasting commitment has been made to
fashioning and using institutions for implementing policies that decrease the
means of mass mobilization and increase the making and application of rules by
officials charged with those tasks. Even if policy could change again, though, the
present mood and current experimentation reflect an openness and flexibility
that are striking by contrast to the policies that dominated the previous decade.
[Lubman, pp. 765-766.]

. Question 16. What are the PRC prospects for expanding exports to
the industrial West to gain hard or convertible currency needed to
finance imports?

This paper provides data covering recent exports of the People’s Republic of
China to twenty hard currency countries. This group of twenty includes all the
major industrialized Western countries plus a few countries in Asia, which by
virtue of geographic proximity are significant export markets for the PRC. . . .

At $5 billion, 1976 exports to The Twenty countries were about 140 percent
greater than the 1972 level.

At nearly $3 billion, China’s exports of primary products (SITC 0-4) accounted
for 58 percent of the total and were the largest group of commodities exported
to The Twenty countries in 1976. Nearly one-half of these exports were food and
live animal items (STIC 0). . . .

China’s hard currency export capabilities are relatively diversified, with the
top fifty items accounting for only 64 percent of trade. There was, however, a
relatively large concentration of exports among the top ten items, which comprised
one-third of total hard currency earnings from The Twenty. After the top ten, all
the remaining items in the top fifty ranking individually contributed on the aver-
age of one percent to total hard currency earnings.

The commodity composition of the top fifty items exported to the twenty varied
only slightly over the three years between 1974 and 1976. In 1974, 63.1 percent of
total hard currency was earned by the top fifty; in 1976, this percentage had risen
slightly to 63.6 percent. . . .

.. . textile fabrics (SITC 65) contributed the largest share to hard currency
earnings in 1976. . . .

Petroleum and petroleum products (SITC 33) ranked as the second largest hard
currency export earner in both 1976 and 1974, and the largest in 1975. . . .

Among food items, the most important have been swine, rice, and seafood (SITC
0013, 0422, and 0313).

The most important manufactured item exported by the PRC was basketwork
(SITC 89922), followed by a wide variety of clothing items. Besides basketwork
and clothing, the remaining manufactured item appearing on the top fifty was
footwear (SITC 85102). (Kravalis, pp. 790, 793, and 794-795.)

Question 17. If Most-Favored-Nation (MFN) tariff privileges were
extended to the PRC how might this development affect trade turn-
over in Sino-American trade?

- This paper presents estimates of the amounts by which U.S. imports from the
PRC would have exceeded their actual 1976 values had PRC products been as-

sessed at U.S. Most-Favored-Nation (MFN) tariff rates in that year. OQur esti-
mates are derived from a detailed econometric analysis of the tariff sensitivity
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of China’s top fifty 1976 hard-currency-earning exports, on a product by product
hasis. Because we do not expect that the product composition of China’s overall
hard currency export capabilities will alter rapidly in the near term, we believe
that the 30 percent MFN-induced rise in total U.S. imports from the PRC pre-
dicted by this model may be taken as applicable to the near future, should the
United States grant MFN to China during the next few years. [Raffel, Teal,
and McQueen, p. 840.]

M'II?‘I{Iere is another assessment on the potential impact of extending
N.

The following restates the principal conclusions of this study:

~—The price elasticity of U.S. import demand for many of the types of products
exported by the PRC is relatively low. Therefore, small changes in prices of these
imported goods are likely to produce only limited consumer responses.

—A significant proportion of current PRC exports to the U.S. are subject to
ad valorem tariff differentials. Some are assessed only specific duties, and the
impact of MFN extension for these commodities would be small.

—Given the price inelasticity and number of products not subject to ad valorem
tariff differentials, the impact of MFN extension on those products currently
{)einlg traded would be limited—perhaps five to seven percent of the actual import
evel.

—Lack of MFN appears to have a substantial impact on certain commodities
exported by the PRC, principally light manufactures. These commodities are
imported by the U.S., but at disproportionately low levels compared to the EC
market. If U.S. imports of PRC products had been “normalized” (i.e., equivalent
to EC imports), the impact of MFN extension in 1975 at the normalized level
would have been about 55 percent of the actual level of trade. In 1975, the
difference between the normalized import level and the actual level for commodi-
ties with ad valorem differentials was approximately 90 percent of total imports.
This suggests that the MFN impact in that year would have been between
50 and 90 percent of the actual value of imports,

—In the future, the ratio of actual imports to ‘‘normalize imports (however
defined) can bz expsacted to rise; eventually a plateau may be reached. As trade
increases, the significance of the lack of MFN should also increase, both in ab-
solute valus terms and as a percentage of the shortfall between actual and ‘norm-
alizzd”’ trade.

—The effect of MFN extension on U.S. domestic employment is likely to be
small—fewer than 6,000 workers under the most pessimistic estimates, The
apparel and light manufacturers (toys, sports goods, etc.) industries would be
most affectaed. [Kilpatrick and Lincoln, pp. 827-828.]

Question 18. What special economic relations does the PRC have
with the developing world? As a recipient of aid from the PRC and the
USSR, how does the Albanian case illustrate the comparative effec-
tiveness of Chinese aid?

Political turbulence in the People’s Republic of China and the slowdown in
domestic economic growth led to a decline in economic aid pledges to the Third
World in 1975-77, to less than $200 million a year from the $500 million annual
commitments of the first five years of the decade. .

Aid disbursements, on the other hand, maintained a brisk pace at $220 million
a year in 1975-77, as earlier commitments were carried out and as new countries
were added to the list of recipients. .

The number of Chinese technicians in the Third World rose to an all-time high
of 24,000 in 1977. .

China gets good marks for its economic aid program, which emphasizes small-
scale development programs and tailors projects to the needs and resources of its
Third World clients. ] .

Chinese-LDC trade has become an important source of hard currency for China,
at the same time providing new markets for Third World raw materials.

Military transfers, which are concentrated overwhelmingly in Pakistan, have
been a small fraction of the Chinese aid program and are dwindling in the face of
Soviet and Western competition. [Fogarty, p. 851.]

A study of the Albanian experience also suggests that a theory of aid which does
not take account of ideological and political factors can never fully explain the
impact of aid on a centrally-planned developing economy. The Albanian split with
the Soviet Union provides the most dramatic illustration of this point.
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From a practical point of view, it seems reasonable to conclude that, while
Albania has been able to maintain a reasonably steady flow of external credit
throughout the past thirty years, the aid has nonetheless acted as a constraint on
Albanian industrial policy in two important aspects. First, the aid received from
Comecon assisted the development of light industry in Albania at the expense of
heavy industry, notwithstanding the implied benefits for Albanian exports. It also
operated to the detriment of agriculture up to 1953, but this appears to have been
a failure of PLA policy rather than a constraint imposed by donor motivation.
Second, the aid provided by China seems to have been fully in accord with a
Stalinist strategy, but the geographic problems involved in commodity transport
between China and Albania and Shina’s instability as an aid donor may account
for Albanian difficulties in completing the construction of industrial projects
within a planned time. [Schnytzer, pp. 878-879.]

Prosrecrs AND ProBLEMS

This volume on the economy of the People’s Republic of China may
be especially timely for American policymakers, scholars and the
general public for several reasons:

- 1. The post-Mao-leadership has given high priority to economic
modernization, professionalism, and incentive systems in planning
and management. The need of PRC’s economy for Western prod-
ucts and processes have created an opening for greater influence
and a favorable environment for closer commercial ties between
China and Japan, the United States and other Western industrial
ecoriomies. '

2. The rapproachement between the United States and the
People’s Republic of China has been followed by increasing politi-
cal, commercial, scientific, social and other relations. Com-
mercial relations have expanded due to China’s stated needs for
Western technology—including modern fertilizer plants to in-
crease agricultural output. Expanding oil revenues and a more
flexible attitude toward credit and other aspects of the Western
market suggest wider future commercial ties. Since our continuing
ties with Tailwan and concerns on arms control ave serious barriers
to rapid improvement in political and military relations, for the
immediate future improved economic intercourse may be the
most attractive avenue for improving Sino-American relations.

3. The leaders of the PRC have given priority to economic
modernization. Although purchases of foreign military technology
and an expressed need for military indusiries modernization 1s
part of the c¢urrent long run policy Western influence is still
likely to be greatest in relations to China’s economic needs. In
spite of possible progress on birth control, the Malthusian spector
still looms in China’s future. Imports of grain and transfer of
agricultural technology from the West, may be the critical long-
term ingredient, although marginally significant in the short run.

4. Modest, but signigcant, Improvements in the quantity and
accuracy in published economic data, empirical evidence from
exchanges, substantially increased Western access to the end
users of the imports, have aided the Western analyst in appraising
China’s economic policy and performance.

It is difficult to separate elements of long-term trends from cyclical
or variable factors in performance. However, it seems clear after over
a quarter of a century of power that Chinese leaders aim to develop a
modern, powerful, industrial state which would be capable of dealing
on equal terms with superpowers and at the same time, providing



XXVI

adequately for its citizens’ needs. The current Chinese development
plans, however, do not include the Stalinist type urgency to overtake
and surpass the West in a short, definite time period—a goal the
Chinese expressed during the Great Leap period.

Against this long-term aim of achieving an economic basis for super-
power’ status, there appear to be political, ideological, and social
policies which from time to time override the short-term progress of
economic nation-building. Some of them may take on importance in
the years immediately ahead and influence economic performance:

Political successton.—Inevitably, Hua and Teng, the successors
to Chairman Mao and Chou En-lai will be challenged. Successions
elsewhere, for example, after Lenin and Stalin, suggest that an
unforeseen, unsettling struggle is more likely than orderly trans-
fers of power. »

Ideological revitalization.—There have been times such as the
Great Leap and Cultural Revolution periods when the require-
ment for ideological revitalization conflicted with policies for
economic performance. If this experience is repeated periodically,
stable long-term growth prospects may be in jeopardy. To assume
that no recurrence of these economically disturbing political-
ideological cycles is, on the one hand, to give very great weight to
the unique force of Mao’s personality and on the other hand, to
deemphasize the broader base of support for the ‘“Yenan”
revolutionary spirit in the Party and nation as a whole, which
Mao must have had. :

Foreign threats or opportunities requiring more weapons and
military forces.—Concern with the Soviet Union may at any time
lead to a major shift in Chinese weapons or force buildup. Also,
despite present indications of military restraint, under different
circumstances Peking might well become more actively involved
in supporting Asian Communist powers.

Indeed, some would argue that these political factors represent
central, fundamental forces in Chinese society and that economic
considerations are the external or variable factors. Whatever the
primary and secondary forces may be in Chinese development, it has
become clearer in each successive economic assessment that the PRC
economy has attained a firmer base for claims of meeting not only
domestic but the major international goals of the leadership. In spite
of many current and likely future problems, we should not assume
that the People’s Republic of China will not be able to continue to
meet its priority economic needs.
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A unique feature of China’s emergence as a major world power has
been the continued dominance of a relatively small leadership group
whose members had gained prominence in the Chinese Communist
movement during the 1920’s and 1930’s. The resulting control over
policy formulation and implementation over such a long period by this
relatively small group of leaders, their advancing age—most were born
in the 19th century—and their failure to groom and share power with
a younger generation of leaders, led many Western political analysists
to contemplate and offer predictions on the outcome of the inevitable
succession crises.' Actual developments in the mid-1970’s dramatically
set the stage for the succession crises with the death of the three most
eminent leaders of the Chinese Communist Revolution—Mao Tse-
tung, Chu Teh, and Chou En-lai—in a single year.

Events over the year and half between the death of Mao (September
1976) and the convening of the Fifth National People’s Congress
(February 1978) have been both dramatic and unexpected. The
attempt of the radical left leaders, who had acquired positions of
power during the Cultural Revolution in the mid-1960’s, to seize
complete control was quickly thwarted by the arrest of “the Gang of
Four” ? and the widespread campaign to expose and remove their

*Robert Dernberger is a professor of economics at the University of Michigan, David
Fasenfest is a graduate student in economics at the University of Michigan.
i See, for example, Richard Wich, ‘““The Tenth Party Congress: The Power Structure and The Succession
Question,”” China Quarterly, No. 58, April-June 1974, pp. 231-248. .
* 2 The ‘“Gang of Four” is the designation given to the four major leaders of the radical left at the time of
Mao’s death: Yao Wen-yuan (Shanghai propagondist who gained prominence during the Cultural Revolu-
tion and became an editor of ““ Red Flag,” the Party’s official journal), Wang Hung-wen (also from Shanghai,
leaped into prominence at the 10th Party Congress in 1973 and later became No, 2 in the Party heirarchy
behind Hua Kuo-feng), Chiang Ching (Mao’s wife, probably most militant of the Gang), and Chang Chun-
chiao (from Shanghai, beputy Prime Minister to Chou En-lai, probably less partisan, but more politically
potent than rest of gang). . .
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followers at all levels of the political system. The advocates of a more
moderate or pragmatic approach to the Socialist transformation of
China’s economy and society, on the other hand, have now been
rehabilitated and restored to power. The speeches made, the resolu-
tions adopted, and the officials elected at the Fifth National People’s
Congress all symbolize the extent to which the moderate or pragmatic
wing of the Party has emerged victorious in the present stage of the
succession crises.? : :

The influence of the radical left in China, of course, is not eliminated
by the arrest of the “Gang of Four”, nor by the restoration of the
moderates-pragmatists to high-level positions of power. The repeated
campaigns of the radical left in the past to transform Chinese society
according to the thoughts of Mao have obviously left their stamp on
the values and behavior of a generation of Chinese. Moreover, although
the extent of the vicory of the moderates-pragmatists is quite sur-
prising, the real winner 1 the present stage of the succession crises is
Hua Kuo-feng. Not only was Hua a relatively unkown only a few
short years ago, he also cannot be readily identified as a member
of the moderate-pragmatic leadership faction.

His reputation as a provincial-level problem-solver in the agri-
cultural sector and his loyalty to Mao undoubtedly led to his being
selected as the Chairman of the national conference on the Ta-chal
type advanced' county campaign for the modernization of China’s
agriculture, held in the fall of 1975. Shortly thereafter, and before
Mao’s death, he was surprisingly elevated to the very apex of the
political system, presumably to serve as a caretaker to supervise
the succession crises which would follow Mao’s imminate and antic-
ipated death. Hua'’s sudden and unexpected appointment to this
critical position of power may be partially explained by his lack of a
national reputation, his lack of an independent power base, and his
not being a well-known advocate for either of the groups who would
be contending for power in the succession crises. The recent reaffirma-
tion of his position as chairman of the party by the 11th National
Congress of the Chinese Communist Party and as chairman of the
Government by the Fifth National People’s Congress is interpreted
by some observers as a sign of the continued instability in the current
alinements and balance of power within the leadership. On the other

s Although the terms used in this paragraph and throughout the remainder of the paper to identify the
leadership groupings engaged in the *‘2-line struggle’” for control of China’s economic development policy
are somewhat inprecise for the purpose of identifying particular individuals or economic policies, these
terms are meaningful labels for the purpose of distinguishing between two major catagories of economic
policies which have been advocated for the achievement of China’s economic modernization.

On the one hand, the moderate-pragmatic policies give greater priority to economic development as the
short-run goal and as a prerequisite for achieving the socialist transformation of China. As a result, they
place greater emphasis on the more traditional economic policies associated with efficiency, a rational divi-
sion of labor, advanced technology and modern industry, and reliance on the skills of technicians and en-
gineers. In other words, the advocates of these policies favor placing economics in command in the short-run
and leaving the achievement of the goal of social transformation to the long run. Thus, the major constraint
on t{le moderate-pragmatic policies is their short-run challenge to the ideological goals of Mao’s socialist
revolution.

The radicals, on the other hand, using the Soviet experiences as an example, realize that the moderate-
pragmatic economic policies may well involve the creation and entrenchment is Chinese society of social
values and behavior that are antagonistic to the objectives of achieving a true socialist society—so much
so that this objective is not only postponed but eventually eliminated. Thus, they see the necessity of ad-
vocating simultaneous and complementary economic development and social transformation. As a result,
their economic policies involve & much greater tradeoft between the objectives of economic development
and social transformations than do those of the moderates. The major constraint on the radicals is the reality
of Chinese society today: beset by economic probiems and, without Mao, an economic, political, and military
Jeadership that is disinclined—because of these economic problems—to accept or support them. .

The above policy differences are largely a matter of emphasis or degree, not contradictory alternatives.
Nonetheless, the dynamics of political realities over the past three decades in China led to the situation in
which these two groups became rivals and were the major contenders for power in the succession crises.



hand, the evidence also suggests that he has not only survived the
succession crises, but is emerging as a major new force in China’s
political -leadership, representing a synthesis of the dialectic con-
flict between the two line struggle of radicalism and moderate-prag-
matism in the formulation of China’s economic policy over the past
three decades

Whatever is true of Hua’s own position, the contents of the majority
of articles in the Chinese press over the past year, the new appoint-
ments to high level positions in both the party and Government over
that same period, the essence of the new constitutions of both the party
and the Government, and a key passage from Hua’s address to the
Fifth National People’s Congress all attest to the rather dramatic
shift in the balance of power within the leadership in favor of the
moderate-pragmatic faction, with their first order of business being
China’s economic development. According to Hua:

In order to make China a modern, powerful socialist country by the end of the
century, we must work and fight hard in the political, economic, cultural, military
and diplomatic spheres, but in the final anaysis what is of importance is the rapid
development of our socialist economy.4

In its details, however, Hua’s speech to the Fifth National People’s
Congress does not indicate the moderate or pragmatic point of view has
had a significant impact on the program he presents for achieving the
rapid development of China’s economy. It is, of course, necessary to
recognize Hua’s speech as fundamentally a policy statement with a
major political objective; an appeal to the Chinese to rally behind the
new leadership in their attempts to achieve the economic moderniza-
tion of China. Furthermore, the specifics of the program adopted by
the Fifth National People’s Congress to achieve this goal, the long-run
economic plan for 1976-1985, were presented by other speakers to the
Congress and have not been published. We are told, however, that
this plan is the same as the plan which had been drawn up in 1975,
that 1s, before Mao’s death, the arrest of the “Gang of Four”, and the
restoration to power of the moderate-pragmatic leadership. Nonethe-
less, the targets of the plan, apparently unrevised in light of develop-
ments in the 2 years since they were originally formulated, were
formally presented to and adopted by the Congress. Thus, while
neither Hua nor the new moderate-pragmatic leadership should be
held responsible for the formulation of the economic program sum-
marized in Hua’s speech, the emphasis given the plan and its specific
targets in the speech, its adoption by the Congress, and the whole
discussion of China’s economic problems and the policies for the solu-
tion of those problems presented by Hua does raise serious questions
as to the extent to which the moderates-pragmatists are in control of
China’s future.

For example, Hua’s speech places much of the blame for China’s
current economic problems on the policies and interference of the
“Gang of Four”, rather than recognizing them as fundamental, long-
run economic problems inherent in China’s past economic development
and current economic environment. These problems will not be solved
merely by the arrest of the Gang of Four and the restoration of the
moderate-pragmatists to power.

¢ Hua Kuo-feng, ‘‘Unite and Strive to Build a Modern, Powerful Socialist Country!”’ Reporton the Work
of the Government Delivered at the Fifth National People’s Congress, Feb. 26, 1978, in “Peking Review,”.
No. 10, Mar. 30, 1978, p. 18. :
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Secondly, the summery targets for 1985 emphasized in Hua’s
speech resemble those used in the past to mobilize labor in a mass
campaign to accomplish a great leap, rather than the rational projec-
tion of what is feasible in light of the constraints imposed by China’s
fundamentale economic problems. As mentioned above, these targets
for 1985 were drawn up 1n 1975, but in light cf the economic develop-
ments in 1976 and 1977, much of what was to be done in 10 years, is
now to be accomplished in 7. For example, the target for grain output,
400 million tons, implies a rate of growth in grain output over the next
7 years of 4.8 percent a year and Hua claims that total agricultural
output is to increase by between 4 and 5 percent a year. Not only
have the Chinese been unable to obtain such rates of growth for any
3-year period in the past three decades, no other major grain producer
in the world has been able to maintain rates of growth such as these
over a continuous period of 7 years. For steel, the target is 60 million
tons, but this implies the import, construction, and placing into pro-
duction of a major new steel complex at the rate of about one a year
for the next 7 years. In the next 7 years as a whole, the rate of indus-
trial investment and production (more than the total of the entire
past 28 years) imply a level of imports and industrial labor force such
that the exports, transportation facilities, social overhead capital,
energy, and middle-level technical personnel requirements would
exceed any realistic assessment of Chinese capabilities.®

Quite simply, the targets of the plan reported by Hua are those
which are derived from the long-run, idealistic goals, held forth by
Mao and Chou En-lai over the past 10 years: the overtaking of the
most advanced industrial countries by the end of the century. Or,
more specifically, the hope to achieve and surpass the world’s highest
yields 1n major agricultural crops and the world’s highest levels of
output for major industrial products by the end of the century. This
is an acceptable and meaningful long-run goal. It is not, however,
the basis for operational and realistic short-run plans for the alloca-
tion of resources in the search of a pragmatic solution to China’s
immediate economic problems.

The pragmatic solution of these problems requires the Chinese
leadership to make hard choices among the alternative allocations ¢f
investment for the achievement of alternative objectives. Over the
past year, the many nationwide conferences that have been held and
discussions in the Chinese press clearly reveal the nature of these
choices the new leadership faces in choosing tradeoffs among the
various sectors of the economy: consumption versus investment, the
military versus civilian sector, agriculture versus industry, heavy in-
dustry “versus light industry, exports versus domestic consumption,
domestic education and research versus imported technology and ex-
pertise, et cetera. There are, of course, many alternative choices which
must be made within each of these individual sectors as well. Yet,
rather than recognize the importance of these choices for China’s
future economic development and the extent to which some of these
choices have already been made, Hua’s speech promises something
for everyone: higher standards of living (in normal years, 90 perccnt

s This argument is supported by the findings in several papers in this volume. See, especially, Nai-ruenn
Chen, “Sell-Reliance versus Learning from Abroad: China’s Path to Economic Modernization”’; William
Clark, “Electric Power Industry’’; Jon Segurdson, * Urban-Rural Relationships: Technology and Man-
power Policies”’; and Hedija Kravalis, ““China Export Potential”’.
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of the peasants are to receive an increase in income), the modernization
of the military, a record-setting pace of agriculture development, an
exceptional rate of growth in foreign trade with no mention of borrow-
ing from abroad (there is also no mention of self-sufficiency), an edu-
cational and training program which will allow China to overtake
the best scientific and technological standards in the west, and so on.
These programs are sald by Hua to be necessary in order to turn the
plan into reality. This is true, but the task of the new moderate-
pragmatic leadership is the need to formulate operational economic
programs and plans for the long-run achievement of economic
modernization for China which are based on the reality of the economic
constraints of China’s economy, not derived from Mao’s slogan that
this economic modernization was to be achieved by the end of the
century.

Our purpose in this introductory paper is to present an alternative
assessment to that contained in Hua’s speech: an alternative to his
assessment of the fundamental economic problem’s faced by the
new leadership, an alternative to his projection of the feasible course
of China’s economic development over the next decade, and an alter-
native analysis of the economic consequences of the policy choices
the new leadership has made concerning the various objectives of
economic modernization Hua presents.® This alternative discussion
of these problems should provide the reader with a meaningful over-
view of China’s contemporary economic evolution and the necessary
frame of reference for interpreting and integrating the arguments
presented in the individual papers in the following sections of this
volume and for evaluating the detailed collection of revised estimates
for economic activity in China over the past 28 years to be published
in volume I1.7

Although this paper attempts to provide such a framework for
interpreting and evaluating the other papers, it is important to note
that no attempt has been made to have the individual authors of the
other papers adopt any particular framework of analysis, point of
view, or conclusion. For example, the emphasis in this paper is on the
long-run trends and relationships in China’s economic development
and the analysis leads us to conclusions which can be interpreted as

¢ Much of the discussion in this paper relies to a great extent on a much more detailed analysis of China’s
fundamental economic problems, projection of China’s economic development over the 1980's, and the
choices among the various investment and policy options the new leadershi%would face written by Robert
F. Dernberger and published shortly after Mao’s death, See Robert F. Dernberger, ““China’s Economic
Future,” Allen S. Whiting and Rcbert F. Dernberger, “China’s Future”” (New York: McGraw Hill, 1977).

7 The remaining papers in part I are also presented to provide a framework for interpreting and integrating
the arguments and empirical evidence found in the other papers presented in the following sections of volume
I and those in volume LI, Whereas this paper emphasiZes long-run economic relationships and trends in
China’s economic development, the following two papers raise many of the same problems discussed in this

aper, but analyze them from a somewhat different point cf view. Nicholas Lardy, in his paper on “The
%conomic Options of Hua Kuo-feng,” emphasizes economic developments over the past few years and the
possible developments in the immediate or near future, that is, the next few years. William Whitson’s paper
on ‘‘Politics and China’s Economy”’ emphasizes the political forces or considerations which have influenced
economic policies and develcpments since Mao’s death and which will have an important role in determining
those policies and developments in the immediate or near future.

The remaining four papers in part I cover a variety of topics, each of which centributes to a better under-
standing and interpretations of what follows in volume I and volume II. Alexander Eckstein summarizes
the Chinese economic development objectives, strategies, and accomplishments over the past 25 years in
their search for economic modernization in “The Chinese Development Model.” How Soviet specialists
have interpreted and evaluated Chinese economic development policies and performance is surveyed by
Leo Orleans in “Soviet Perceptions of China’s Economic Development”. The extent to which a very signifi-
cant dependence on foreign technology and trade will be a necessary consequence of the Chinese desire
to rapidly achieve economic modernization by the end of this century is indicated in Nai-ruenn Chen’s
“Self Reliance versus Learning from Abroad: China’s Path to Economic Modernization.” Finally, o sum-
mary review of economic developments and policies during the mid-1970’s is presented in Arthur Ashbrook’s
“China: A Shift of Economic Gears in the Mid-1970’s.”

27-427—T78—3
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somewhat pessimistic. The following paper by Nicholas Lardy, assess-
ing many of the same problems raised in this paper by analyzing the
short-run developments within the more recent past, yields conclu-
sions which tend to be much more optimistic. The individual authors
of the papers in this volume were chosen on the basis of their expertise
in the subject matter they were asked to investigate; not on the basis
of their point of view. Thus, different interpretations of China’s eco-
nomic development and policies in both the past and in the future can
be found in the papers that follow. That is as it should be. In their
campaign to develop their scientific and technical capabilities so as to
catch up with the West by the end of this century, the Chinese have
adopted Mao’s slogan to “‘allow 100 flowers to bloom, 100 blossoms to
contend.” That same motto holds true for our search for the truth
%:olrllcerning China’s economic evolution in this and the papers that
ollow.

PasT PERFORMANCE AND THE EconoMic ProBLEMs oF THE M1p-1970’s

During a very few years after the Second World War, the Chinese
Communists emerged from their guerrilla bases, rapidly seized control
of large portions of Manchuria and North China, crossed the Yangtze,
swept through the south, and in 1949 announced the creation of their
new governiment for all China—the People’s Republic of China. The
economy they inherited included over 500 million people who were
poorly fed, clothed, and housed and who had a per capita GNP that
was probably less than US$50. The economy’s productive capacity
had suffered severe damage during the Civil War. Moreover, after the
Second World War the Russians had dismantled and removed over 50
percent of the industrial capital in China’s largest industrial and
railroad base, Manchuria. Even in the 1930’s, industrial output had
accounted for only 10 percent of China’s GNP, but in 1949 the
absolute level of output in industry fell to only one-half its prewar
peak. That same year was little better for agriculture: grain and cotton
outputs were, respectively, about 25 and 50 percent lower than the
prewar peak levels.

In addition to commodities production being at a very low level, the
underdeveloped and partially destroyed transportation system made
regional distribution of both goods needed for production and processed
goods a serious problem. The rampant inflation that had been under-
way since 1936 had also seriously distorted business incentives (by
leading to speculation, et cetera) and had prevented the rational
allocation of resources to meet China’s basic needs (rational being the
use of resources in their most effective and beneficial way, which by
definition can occur only in a noninflationary economy). Moreover,
with domestic shortages limiting China’s export capacity, the state
treasury’s holdings of foreign exchange reserves having been removed
by Chiang Kai-shek to Taiwan, and the small likelihood of foreign aid
and assistance from a hostile Western world, China’s capacity for
alleviating those shortages by imports was severely limited.

The length and scope of this analysis do not permit a description of
how skillfully fiscal and monetary policies were used in the reconstruc-
tion program that restored production to its peak levels of the prewar
period by 1952. Those enterprises that had been owned by the Nation-



alist government or by bureaucratic capitalists were taken over by the
state, but private enterprise was allowed to remain in operation, as
was a market system for the allocation of resources. The state budget
was balanced, and revenues were used for investment in the public
sector. State trading companies were created to dominate both internal
and external trade in key commodities, but rationing was not yet
introduced, nor were price controls. Furthermore, this remarkably
successful rehabilitation program was carried out with limited Soviet
aid while China was fighting the world’s largest military power in the
Korean war and at the same time carrying out a sweeping redistribu-
tion of economic, social, and political power by means of land reform
in the countryside.

Between 1949 and 1952, the new government restored price stability,
increased industrial output 2.5 fold and agricultural output by 50
percent, brought the balance of payments under control, and more
than doubled imports, with producer goods accounting for over 90
percent of the total imports. Most important, GNP per capita, in
real terms, in 1952 was 35 percent higher than 1t was in 1936.%

Institutional Reorganization of the Economy®

Having successfully consolidated their control over the population
and economy and revived production to roughly the levels obtained
before the war, the Chinese launched their program of institutionsl
change and economic development to achieve the transformation of
China into a modern industrial power. The agricultural sector was
reorganized into elementary producers’ cooperatives, into advanced
cooperatives a few years later, and finally into People’s Communes
in 1958. The communes were intended to replace the lowest level of
government in political administration and were to be the essential
decisionmaking and accounting unit in production in the rural areas.
This experiment proved unsuccessful, however, and political admin-
istration was returned to the county governments and production and
income distribution decisions were decentralized to the level of
the team, approximately equal to the size of the earlier elementary
producer’s cooperatives, following the economic crises of 1959—61.1¢

Although the team, consisting of 30 to 40 households, has remained
the basic decisionmaking and accounting unit in Chinese agriculture,
recent discussions in the Chinese press indicate that the radical goal
of making the brigade, equivalent in size to the former advanced
producers’ cooperatives, and then the commune the decisionmaking
and accounting unit remains as a longrun goal. In addition, with the
spread of rural small-scale industry and farmland reconstruction
projects operated by the commune, that high-level organizational unit
1s regaining some of its former role in determining the allocation of re-
sources In the rural areas of China. Nonetheless, the most fundamental
and enduring institutional transformation introduced by the Chinese

$ State Statistical Bureau, “Ten Great Years,” Foreign Languages Press, Perking, 1960:

® For a discussion of the general econonic model, i.e., institutional and functional, organizatioh and policy
priorities, pursued by the Chinese Communists in their economic development efforts over the past 25 years,
see Alexander Eckstein’s paper in this volume, ““The Chinese Development Model.” ’

10 For a more detailed discussion of these institutional changes in the agricultural sector, see the discussion
in Robert F. Dernberger, “China’s Economic Future,” op .cit., and the sources cited in that article,
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Communists in the agricultural sector has been the change from house-
hold farming which had existed for centuries to collectivized farming
by production teams and there is little evidence to indicate this in-
stitutional organization will be changed by the new leadership."

State ownership in industry was already significant in 1952, ac-
counting for over 50 percent of the gross value of industrial output,
due to the takeover of enterprises owned and operated by the Nation-
alist government and the bureaucratic capitalists, that is, those
capitalists with close ties to the Nationalist government. The re-
maining privately owned firms were soon subjected to numerous
taxes, fines, and labor problems so that in a short time their owners
took advantage of the state’s offer to buy them out with bonds
equal to half the value of the assets of the firm. By 1956, all private
-enterprises had been absorbed into the socialist sector, with the joint
state-private firms accounting for 30 percent of the gross value of
industrial output. These joint state-private firms were completely.
taken over by the state during the 1960’s. ,

Initially, ownership and control of the state enterprises were
highly centralized under the economic ministries of the central
government, with their input and output quotas being determined in
the state’s economic plan, Since the late 1950’s, however, considerable

. decentralization has occurred; only key industries being directly
under central government control, the largest of the remaining indus-
trial enterprises being owned and operated by municipal and pro-
vincial governments. In the rural, small-scale industrial sector, the
largest number of enterprises are owned and operated by communes
and brigades, that is, are in the collective sector, but the largest
share of output in this sector is accounted for by those rural, small-
scale industrial plants owned and operated by county governments,
that is, those rural, small-scale plants in the State sector.

The production decisions of all these plants, regardless of the level
of ownership and control, are incorporated into the state’s economic
plan and are subject to the next higher level of government’s approval.
Despite the considerable relaxation of this official centralized control
over industry during various periods in the past, recent articles in
the Chinese press make it clear that the new leadership intends to
reassert the central governments control over the production plan-
ning and output allocation of the state enterprises at all levels,
Nonetheless, the existing hierarchy of ownership and operation of
the state enterprises and the rural, small-scale industries in the col-
lective sector should remain as the organizational characteristic
of China’s industrial sector.

In the absence of a market system for the allocation of inputs and
outputs and of a profit maximization criteria for plant management,
these allocation decisions are determined by administrative decisions
and included in the state economic plan. After a brief period in which

11 At the present time, these units—communes, brigades, and teams—in the cooperative sector are not,
integrated into the detailed State economic plan. They determine their own production plans, are allocated
inputs by the State, pay taxes and sell goods under negotiated contracts to the State, distribute income and
provide education and health services to their members. Individual households are allocated small plots
and can consume or sell the output of these plots in rural markets that exist for that purpose. If sold on the
market, however, key commodities must be offered first for sale to the State trading companies. State farms
do exist and are the most mechanized farms in China. Nonetheless, they are not very important in terms of
either total acreage or production. Recent statements in the Chinese press indicate the new leadership
supports the individual household's private plot production activities and participation in trade on the rural
frnamarkets. Recent reports also hint at the possible expansion of stata farms and, perhaps, even the incor-
poration of some of the collective units’ economic activity within the State plan.
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the Soviet system of highly centralized planning was tried, the Chinese
implemented & much more decentralized system of planning which
increases the participation of the masses at the lower levels of govern-
ment and economic administration. Over the past decade or more,
the state’s economic plan has been a combination of decisions made
at various levels, with considerable initiative coming from the lower
levels. Nonetheless, the central government has always retained its
right of final approval of the production and allocation decisions
included in the economic plan. This system of decentralized planning
has allowed for considerable flexibility and lower level initiative in
economic problem solving; a unique feature of Chinese planning.

The central planners, of course, have not been passive participants
in the process of resource allocation, reacting to suggestions from below
by exercising their veto power when necessary or by making only
marginal adjustments in the proposals they received. They directly
control and operate the key industries, the transportation network, in-
ternal trade in key commodities, and all external trade. Most impor-
tant, however, is_their ability, through their control over the State
budget and the banking system, to control financial flows in the
economy and to transfer all profits of State enterprises above those
retained earnings approved for working capital, workers’ fringe
benefits, and small investment projects, into investment and expendi-
ture categories determined by the central planners.!? This ability of the
central planners to control the rate and direction of China’s economic
development will undoubtedly be significantly increased in the future.
Recent reports in the Chinese press emphasize the need to reestablish
greater central control over production and allocation decisions, that is,
planning, in an effort to eliminate the inefficiencies and wastes resulting
from the poor coordination and implementation of decentralized
planning decisions over the past decade.

Disproportionate Growth and the Major Economic Problems of the
Mid-1970’s®

Utilizing this reorganization of the economy, the Chinese Com-
munists took an industrial sector, limited in size and considerably dis-
torted in structure and location in 1949, and increased its output over
the past quarter of a century by more than eightyfold. This remarkable

12 For the central government’s ability to reallocate the profits of State enterprises by means of their control
over the budgets of the lower levels of government, see Nicholas Richard Lardy, “Central Control and Re-
distribution in China: Central-Provincial Fiscal Relations since 1949,”” unpublished Ph. D. dissertation,
The University of Michigan, 1975. It should be pointed out that there is & difference of opinion in the litera-
ture concerning the consequénces of China’s budgetary process and the considerable decentralization that
has occurred in the economy since 1957. Some observers believe the effects of decentralized collection of budget
revenue, revenue sharing, and local ownership and management of most enterprises led to the reappearance
of cellular, or regional, autonomy over resource allocation in China. See Audrey Donnithorne, “China’s
Cellutar Economy: Some Economic Trends since the Cultural Revolution,’” China Quarterly, no. 52, pp.
605-619, and several other articles by the same authors. The summary of the opposing view that considerable
control was retained by the central government, presented in this paper, does—we believe--represent,the
conclusions of most observers.

13 Unless otherwise noted, the statistical data used in this section of the paper is taken
from the such readily available sources as Nai-ruenn Chen, ‘“Chinese Economic Statistics:
A Handbook for Mainland China,” Aldine, Chicago, 1967 ; State Statistical Bureau,
“Ten Great Years,” the statistics in the papers included in the previous compendium on
China’s economy released by the Joint Economic Committee. “China: A Reassessment of
the Economy,” U.S. Government Printing Office, 1975; or the most recent issue of
statistical estimates for China’s economy released by the National Foreign Assessment
Center, CIA, ‘“China: Economic Indicators,” ER77-10508, October 1977. Unfortunately
due to the deadlines scheduled for the submission of the papers to be included in this
volume and the second volume to be issued later this year, it was not possible to
incorporate the economic data presented in these other papers in this introductory
paper. Inasmuch as these estimates are used to illustrate general trends or relation-
ships, not as accurate point estimates; the use of one set of estlmates rather than an-
other should not change the arguments presented in this paper.
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pace of development, the doubling of output every 5 years or a 13
percent annual rate of increase * was interrupted twice in the 1960’s due
to the excess capacity created by the dislocations of the ‘“‘Great Leap
Forward” in the early 1960’s and due to the disruptions of the cultural
revolution in 1967. Industrial growth was again disrupted due to the
turmoil associated with the succession crises in the mid-1970’s. None-
theless, industrial growth over the past 25 years has been rather con-
tinuous and rapid, obtained by the greatly increased rate of investment
and large share of total investment allocated to this sector. The input
bottlenecks and slow growth in other sectors due to this concentration
of investment in and the resulting disproportionate growth of industrial
production were problems the Chinese leadership had to accept ss the
price of rapid industrialization.

Their economic system, with a centralized budgetary system insur-
ing State control over enterprise profits and a centralized supply
system for key commodities providing plant managers their inputs
and freeing them from the burden of marketing their output, enabled
the State planners to create industrial capacity according to their own
priorities, even though disproportionate growth may be a result of
those priorities. Critical to this growth of industry, however, was the
required supply of capital goods. Since the Chinese began with a
small initial industrial base, they were forced to import most of their
early requirements of machinery and equipment,’® one reason for
putting a high priority on the rapid growth on the industrial sector
rather than on agriculture. These imports, of course, had to be financed
by exports of raw materials and processed agricultural products,
especially textiles, or the products of those sectors which did not
i"eceiwlae a high priority in the allocation of the available investment
unds.

Therefore, changes in the structure of industry, and not just growth
of total industrial production, was also important. Development of
heavy industry, or the manufacture of producers goods for industry,
was most crucial if China was to achieve greater self-reliance in its
industrial development. As a result, the machine-building, energy, and
‘metallurgy sectors increased at rates well above the average for
mdustry as a whole.” These increases in the industrial production of
inputs for industry eventually led to serious problems of dispropor-
tionate development within industry itself, even within the producers
goods sector, as well as throughout the economy as a whole. .

For example, the emphasis on the expansion of the industrial pro-
duction of inputs for industry came at the expanse of two other key
producers goods industries; transportation equipment and producers
goods for agriculture. Compared with the rate of industriel growth,
the rate of track laid lagged behind and the rail network suffered
from a shortage of locomotives, resulting in significant increases in
traffic density and weight hauled per train. The Chinese have begun
producing diesel locomotives to take advantage of their petroleum
resources, but this has not significantly altered a situation of increas-

1 An index of industrial production in 1957 and 1965-77 is estimated and discussed in Robert Michael
Field and Kathleen M. McGlynn, “ Chinese Industrial Production,” part II, this volume. X

15 See the discussion of the important role played by foreign trade in sustaining and developing the Chinese
economy and the appendix tables for estimates of China’s imports of producers goods in more recent years
in Rich Batsavage and John Davie, “ China’s International Trade and Finance,” part V, this volume.

16 In the 1950’s, Chinese imports of producers goods from the socialist bloc were financed, in part, by some
short-term commercial credit and long-term loans. But the Chinese had repaid these debts by 1965—a re-
markable record for an underdeveloped country engaged in a large-scale program of industrialization.

17 For a more detailed discussion of developments in these three key industries, see Robert . Dernberger,
#China’s Economic Future,”’ 0p. cit., pp. 97-99; also see the four papers in part II, this volume, on the
machine-building industry, the energy sector, the mineral sector, and the electric power industry.
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ing weight hauled per train. Motor transport has become a major
provider of short-haul transport, but roads are still relatively poor and
total annual truck production is fairly small. Although China’s
rapidly growing supplies of petroleum augurs well for the development
of a modern transport system, the Chinese must still make large in-
vestment of capital in that sector which do not directly add to in-
creases in output.!® These investments do, however, provide much of
the necessary ‘“‘social overhead capital” which facilitates the efficient
operation of a modern economy. A good transportation network also
increases production through efficiencies in input supply to producers
and output distribution to end users.

One of the most important consequences of the concentration of
investment fund in investments in those industries producing inputs
for other industries was the limitation of investment in agricultural
producers goods. The Chinese planners recognized this problem, but
their expectations that the reorganization of agricultural production
mto collective units of production and resulting mobilization of labor
effort would lead to large increases in agricultural production proved to
be erroneous.!® Yet, it wasn’t until the agricultural crisis in 1959-60
that the Chinese began to significantly expand those industries manu-
facturing producers goods for agriculture, such as agricultural ma-
chinery and equipment and chemical fertilizers. As a result, China
has made great strides since 1960 in increasing the horsepower of
mechanical pumps utilized in irrigation and of tractors used in culti-
vation (both larger tractors and smaller “walking” tractors). The
main contribution of this increase in mechanization in agriculture
was not merely for the purpose of directly increasing output, but to
release labor for a wide range of capital construction projects in the
rural areas and to allow for increased multicropping and the increased
cultivation of more labor intensive, but higher yield, crops.

The growth of the chemical fertilizer industry was the most sig-
nificant result of the reallocation of investment funds in favor of in-
dustries producing inputs for the agricultural sector. Historically, the-
Chinese have relied heavily on inputs of organic fertilizer and chemical
fertilizer has become a significant input in agricultural production only
recently. A significant share of this chemical fertilizer is imported,
drawing upon China’s scarce foreign exchange holdings. Most recently,
however, the Chinese purchased 26 chemical fertilizer plants, which
will soon be operating at full capacity, more than doubling the total
domestic production of 1974.2°

Although the change in investment priorities in the 1960’s has
helped to offset the earlier neglect of the production of industrial in-
puts for agriculture, China’s needs in irrigation and drainage equip-
ment, agricultural machinery and equipment, and chemical fertilizer

13 This is not to say that the Chinese have been unable, through intensive use of the existing facilities and
equipment, to facilitate the growth of output in the economy which actually occurred: the average annual
rate of increase in industrial prcduction of 13 percent between 1952 and the mid-1970’s was equaled by the
rate of growth in tons hauled by the modern transportation sector. Nonetheless, modern transportation
is a serious constraint on the margin in that it severely limits the rate of growth in industrial output, the
rationat and efficient distribution of what is produced, and desired changes in the location and structure of
industry. Furthermore, although the modern transportation sector did provide the services necessary to
attain the rates of growth actually achieved in the past, it did so by depending on a considerable volume of
imports of transportation equipment; one-third of China’s total imperts of machinery and equipment from
the non-Communist countries and one-half China’s total imports of machinery and equipment from the
Soviet Union in 1961-1973. CIA, “Foreign Trade in Machinery and Equipment Since 1952,”” A(ER)75-60,
January 1975. .

19 See the discussion of agricultural developments in part IV, this volume. . .

20 For a more extended discussion of the argument on this paragraph, ses Robert F. Dernberger, “China’s
Economic Future,” op. cit., pp. 102-103, :
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still far exceed domestic supplies. Thus, the continued rapid expansion
of these industries remains a necessary condition for solving China’s
agricuitural problem. Increases in the output of these products are
very costly, that is, the marginal capital requirements for a unit in-
crease in output are relatively high, and all indicators predict that
even as the Chinese increase the use of these inputs, they will en-
counter declining increases in agricultural production. In other words,
the costs will be relatively high and the returns may not be as great as
is anticipated.

Until recently, many rural areas were unable to gain ready access
to the inputs produced in the modern sector. This is due in part to
the neglect of investments in the transportation system and in part
~ to the traditional geographical location of industries which was not

changed significantly between 1952 and 1973.* Through altered pat-
terns of urbanization and their control of rural to urban migration—
in fact, their frequent reversal of this normal low—the Chinese leader-
ship has attempted to redress these problems. Yet, while the emergence
of medium-sized industrial centers in the rural areas will reduce some
of the demands on the transportation network, the development of
these growing new urban centers will greatly increase the need for
social overhead capital which does not directly contribute to in-
creases in production.”

Finally, the unbalanced growth within industry has placed con-
straints on the growth of per capita consumption. Through a system
of wage controls, the rationing of low-priced necessities, and setting of
hi%h prices for consumers durables, the Chinese leadership has been
able to control the effective demand for consumers goods and most
evidence seems to support the argument that the material standard of
living, especially in terms of basic necessities, has not increased signif-
icantly since the mid-1950’s. There has been, of course, a marked in-
crease in the provision of public goods and services, such as health
care, public housing, and education. The increased supplies of con-
sumers durables, that is, bicycles, watches, and radios, has raised
living standards somewhat, but these supplies seem to benefit pri-
marily the industrial workers, a small portion of the total labor force.
Nonetheless, the average family now enjoys a decent standard of
living and deviations from this average are limited.

On the other hand, the new leadership already has adopted policies.
to reinforce the reliance upon material incentives, and to be meaning-
ful, these policies must be complemented by an increase in investment
in consumers goods production. Many of the industries producing
consumers goods, however, have experienced periods of excess capac-
ity during the past due to an inability of the rate of growth of agri-
cultural products used as inputs in the consumers goods industries to
keep pace with the growth of capacity in that sector. Rapid growth in
the output of the consumers goods industries, as well as rapid growth
in the standard of living, therefore, depend on the rate of growth of
Chinese agricultural production—the main bottleneck in China’s
economic development as a result of the disproportionate sectoral
growth in the past.

% Charles Robert Roll, Jr., and Kung-chia Yeh, “Balance in Coastal and Inland Development,” in the
%revious Joint Economic Committee’s compendium of papers on China, “China: A Reassessment of the

conomy,’! 1975, p. 88.

22 For a more extended discussion of this argument, see Robert F. Dernberger, ‘“China’s Economic Fu-
ture,” op. cit., pp. 103-104.
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The Chinese leadership, aware of the consequences of placing
priority on the development of the producers goods industries, which
produced inputs for other industries, as a prerequisite to the develop-
ment of the other industries, were divided between those, such as
Liu Shao-chi, who argued that agriculture could be socialized into
large cooperative units only after industrial development allowed for
mechanized agriculture, and those, such as Mao Tse-tung, who argued
that socialization of the relations of production should precede the
mechanization of agriculture. The Maoist position was predicated on
the belief that ever larger cooperative units would ‘“unleash’” sufficient
productive powers through the mobilization of labor which would
‘provide the Increases in production necessary to satisfy both the input
demand of the nonagricultural sectors of the economy and allow for
increases in the standard of living as well. Thus, even without large-
scale investments, they believed institutional reorganization would
solve their short-run production problems and mechanization would be
i)b’oained as a byproduct of the industrialization of the economy in the
ong run.

The Maoist position won out in the mid-1950s, but it was not long
before the short-run contradictions of their position created serious
problems for the Chinese. The rate of growth in the gross value of
agricultural output fell during the mid-1950’s and the annual level
of the net grain supply transferred to the state was constant over the

- period 1956-57.% This situation restricted an increase in the supply
of food to urban areas, limited the ability of the state to export agri-
cultural goods to finance imports of investment goods, an reduced
agricultural products available as inputs for the consumers goods
industries. Various economic indicators for 1957 reflect this situation: A
decline in nonagricultural employment, a decrease in exports, an
increase of only 5.6 percent in the industrial production of consumer
goods, and a decline in total capital construction. In fact, 1957’s rate
of growth for the economy as a whole was the lowest for any year since
1949.

In 1958, the Chinese leadership launched their communization
movement and the “Great Leap Forward.” Favorable weather and
increases in labor force participation and workdays of effort per laborer
brought increases of 19 percent in grain output and 25 percent in the
gross value of agricultural output in 1958. Bad weather and the delayed
negative effects of this extreme socialization policy in agriculture
brought on the agricultural crises of 1959-61. OQutput equal to the
level achieved in 1958 could not be achieved again until 1965.* As
pointed out above, this crises forced the Chinese to reevaluate their
development strategy and to recognize the need to solve the agricul-
tural problem by changing their investment allocation priorities for
development. ’ :

The results of this decision to change the allocation of investment in
favor of the producers goods industries producing inputs for the
agricultural sectors discussed above and a more detalled discussion of

28 David Ladd Denny, “Rural Policies and the Distribution of Agricultural Productsin China: 1950-1959,”
unpublished Ph. D. dissertation, University of Michigan, 1971, p. 41.

2 In the absence of official data for agricuitural production during this period, there is some disagresment
in the literature over the magnitude of the declines in output in 1959 and 1960 and the length of the recovery
period in the early 1960’s, For a representative set of estimates see appendix A in Arthur G. Ashbrook, Jr.,
“China: Shift of Economic Gears in Mid-1970’s,” this volume. See also the discussion of developments in this
period in papers by Charles Liu, “PRC Agriculture: Performance and Emerging Issues in the 1970’s,” and
by James A. Kilpatrick and Henry J., Groen, ‘‘Chinese Agricultural Production,” in this volume.
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China’s attempt to solve the agricultural problem in the 1960’s and
1970’s and the likelihood of their success in the future is discussed
below. It can be noted here, however, that the results thus far have
not been striking. Between 1964 and 1974, the average annual rate of
increase of grain output was less than 3 percent and the Chinese have
bad to rely on sizable imports of grain to make up deficits in domestic
supplies. Thus, agricultural development still remains the major
constraint to overall economic development and increases in the
standard of living; that is, it is the fundamental economic problem
facing the new leadership.

This brief review was not an attempt to provide a complete or
detailed description of China’s economic development over the past
‘quarter century but rather a summary of the Chinese leadership’s
program to gain control of resources and use those resources to achieve
rapid increases in heavy industrial production which also resulted in a
relatively high overall growth rate and a significant restructuring of
the economy. Yet, this successful record was qualified by their failure
to follow a more balanced set of priorities, resulting in serious bottle-
necks with regard to such other sectors as transportation, consumption,
and agriculture; bottlenecks or major problems the new leadership
must solve. This is not to say, however, that the pursuit of the tradi-
tional socialist priorities in the allocation of investment in the past was
unwise. Although not solving all the problems of economic develop-
ment, the Chinese have created and maintained a substantial indus-
trial base, while maintaining a somewhat stable and adequate standard
of living for the population; a significant industrial base which the new
leadership can build upon in their attempts to achieve the economic
modernization of China.

TeE Fixep ParamETERS OVER THE NEXT DECADE

In their attempts to achieve the economic modernization of China,
the new leadership will work within the context of certain fixed
parameters. There is probably no dimension of China’s economic,
social, or political situation that can be safely assumed as absolutely
fixed. Nonetheless, several characteristics of the economy are likely to
remain stable over the next decade, either because the Chinese
decisionmakers will be unable to change them or because they will be
unlikely to want to do so. The most important of these concern
China’s resource base and its economic and political system.

As argued earlier, the fundamental obstacle to economic develop-
ment in China is the need to solve the agricultural problem. Any
solution must take as “relatively fixed” the available area of cultivat-
able land, its location, its inherent fertility, and the existing climatic
conditions.” Given these constraints, the Chinese peasants have been
able to support almost one-fourth of the world’s population with less
than 8 percent of the world’s cultivated area of land by means of
relatively traditional, labor-intensive technology. The Chinese cannot
expect to achieve a steady and significant rate of increase in agri-
cultural output from a new lands policy. Rather, increases in output
must come from higher yields; the latter obtained by a spread of

% See the discussion in the sectlons on * Resource Endownment” and on “ Factors of Production and
Mtidernization” in James A. Kilpatrick and Henry J. Groen, “Chinese Agricultural Production,” this
volume.
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double-cropping and irrigation, changes in cropping patterns, new
seeds, modern mput like chemical fertilizer, et cetera. The Chinese are
attempting this transformation through the current program of
significant technological change and intensive, rather than extensive
investment in agriculture.

While the success of these programs is crucial to China’s develop-
ment, agricultural transformation is only a necessary, not a sufficient
condition for modernization. To adequately develop an industrial
base, & country must have access to raw materials and, given the very
large size of the domestic market, the success of China’s industrial
Erogram rests to a considerable extent on China’s domestic resource

ase. The two most critical categories of raw materials for industrial
use—namely energy and minerals—are evaluated here as indicative
of China’s very favorable position in terms of resource endowment.”

For example, in terms of energy resources. China is among the front
rapk in coal, having high-quahty and easily mined, but somewhat
poorly distributed, reserves. China also has an extensive river system,
with the third largest runoff in the world. Although these rivers’
geographic features allow for the development of considerable hydro-
electric power capacity with “relatively” low construction costs, 73
percent of the hydropower potential is located in the southwest of
China at a considerable distance from the centers of economic activ-
ity.? In the north, silting and irregular flows create obstacles to the
utilization of rivers for power supplies. Given China’s coal deposits,
however, over two-thirds of China’s electric power is generated in
thermal electric power stations.

The ratio of energy requirements to GNP growth is between one
and two for most countries; a 1-percent increase in GNP will require
an increase of between 1 and 2 percent in energy supplies. Despite
the very favorable endownment in coal and hydropower potential,
there have been limits to the rate at which the Chinese have been able
to expand their utilization of these resources and the short-run solu-
tion to China’s energy needs was facilitated by the exploitation of
China’s petroleum deposits. Until fairly recently, while China was
thought to compare {avorably to the United States and the U.S.S.R.
in hydroelectric power and coal reserves, it was considered low in
petroleum deposits. Recent developments and gological surveys have
significantly changed that pessimistic outlook to one of optimism.?*®
Nonetheless, the long-run solution of China’s energy needs will rely
on the development of the extensive hydropower capacity, which has
been explicitly recognized by the new leadership. While these domes-
tic energy resources are available for the Jong-run modernization of
China’s economy, however, the limits on their ability to develop addi-
tional capacity rapidly in the short-run will place a constraint on the
rate at which the Chinese can expand industrial production over the
near future.”®

2 For a detailed survey of China’s energy and mineral reserves, see Vaclav Smil, ‘‘Energy Production,®
and Kung-ping Wang, ‘“‘Mineral Ouiput and Productivity,” in this volume.

27 See William Clark, “Electric Power Industry,” this volume, for a further discussion of this point.

28 The estimates of China’s deposits of petrolenm are undonbtedly subject to wide margins of error and are
being modified as one new deposit after another is discovered. For one review of these estimates, see Selig
§. Harrison, “Time Bomb in Asia,”” Foreign Policy, No. 20, Fall, 1975. In that source, Harrison estimates
that ‘“Peking appears likely to reach the current production level of Saudi Arabia by 1988 or soon thereafter.”
Idie., p. 4. For knowledgeable and more up-to-date estimates, see Vaclav Smil, “Energy Production,”
_ and Kung-ping Wang, “Mineral Output and Productivity,” in this volume. R

» For a more detailed analysis of these energy constraints on China’s future growth, see William Clarlk,
#“Electric Power Industry,” and Vaclav Smil, “Energy Production,” in this volume.
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China’s mineral reserves seem more than adequate: there are large
surpluses of antimony, mercury, molybdenum, tin, tungsten, fluor-
spar, and uranium; and smaller ones of lead, manganese, zinc, asbestos,
and bauxite. In addition, China has sufficient deposits of aluminum,
iron ore, graphite, and gypsum. China’s most serious scarcities are
in chrome (imported from Albania), nickel (imported), copper (alum-
inum presently substituted for copper in electrical uses), and phos-
phate for fertilizer production (imported).?°

This favorable endowment of energy and mineral resources means
that China’s industrialization and drive for self-sufficiency will not
suffer from serious raw-material constraints. Rather, the major prob-
lem will be China’s ability to accumulate the producers goods neces-
sary to process these resources, which has important implications
both for the structure of that industrialization drive over the near
future and for China’s dependence on foreign trade.

Undeniably, China’s richest resource is the Chinese people. Tradi-
tional arguments that “surplus’ population is a burden in developing
countries may or may not be correct; it depends on the relevant
economic circumstances. This argument, however, does not apply in
China. Several past studies have all shown that China’s reliance on
the intensification of traditional means for the expansion of agri-
cultural output has resulted in serious labor shortages during the
peak periods of production, such as planting, transplanting, and
harvesting.®? Furthermore, due to the scale and level of the efforts
to transform China’s agriculture by means of rural farmland recon-
struction, rural small-scale industries, new patterns of cropping and
intercropping, more double cropping, et cetera, these programs have
significantly increased the rural labor-force participation rate and
the annual workdays of effort per laborer of the agricultural work
force during the past two decades. In short, the demands for increased
labor efforts in the rural areas can best be described as having led to
a situation of “overfull” employment.

While China’s present population is a valuable economic resource,
China’s leaders launched a campaign to reduce the birth rate during
the 1960’s, despite the excess demand for labor in their short-run
attempts to increase agricultural production, in recognition that
continued efforts to achieve productivity gains through increased labor
inputs with a traditional labor-intensive technology would result in
very low marginal productivities for labor. The long-run solution of
their agricultural problem, on the other hand, must involve the
modernization of Chinese agriculture with both higher productivities
of labor and lower demands for labor inputs; that is, a problem of
“surplus” population. Hence, the present attempt to bring the rate of
population growth under control and even to reduce the rate of growth
to remarkably low levels for a developing country. There is consider-

3 For greater details of China’s mineral reserves, see Kung-ping Wang, *Mineral Output and Produe-
tivity,” this volume. .

31 In this regard, China does suffer from a shortage of gold and silver, the major commodity reserve assets
used in foreign trade. Not being a major producer of these precious metals, the Chinese are unable to main-
tain sizable import deficits for any considerable lengths of time without relying on foreign loans. This can
have, and has had, serious implications for China’s economic development program and foreign trade be-
havior when an unwillingness to borrow abroad, coupled with a decline or lack of growth in export eapacity,
leads to a serious constraint on imports. The rapid development of petroleum production has helped to
alleviats this constraint on China’s development program, but it has not eliminated it.

32 These labor shortages during peak work periods can amount to approximately one-fourth of the labor
supply as is indicated in the studies of John Lossing Buck for the 1930's, those of T. H. Shen for the 1940's
and the severe labor shortage experienced by the Chinese during the Great Leap Forward in 1958.
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able debate among Western experts as to the validity of the Chinese
claims of success in their birth-control program, but for our purposes
in this paper, China’s population over the next decade can be reason-
ably assumed as given, even though our estimate may be subject to a
wide margin of error. Taking the results of John S. Aird’s “intermediate
model” projections, presented elsewhere in this volume, the rate of
population growth will decline from 2 percent in the mid-1970’s to a
relatively stable level of about 1.3 percent by the mid-1980’s; total
population increasing from approximately 934 million in 1975 to 1,114
million in 1985.%

One serious problem of China’s large population during the next
decade will be the balance between the supply and demand of food-
stuffs. There is currently a very small margin—if any—between
increases in agricultural output and the rate of population growth.
Even if the results of Aird’s “intermediate model”’ projections are
accepted and the Chinese will be successful in reducing the rate of
population growth to the relatively low level of 1.3 percent by the
mid-1980’s, the Chinese will still encounter serious problems if they
are unable to raise the rate of increase in agricultural production well
above 2 to 3 percent. These higher rates of growth in agricultural
production, that is, higher than those experienced in the past, will be a

rerequisite for the accomplishment of the new leadership’s program
or the rapid economic development of the economy during the next
decade. These growing surpluses of agricultural products will be
required to meet the needs of the hoped-for increases in per capita
consumption, the needs for increased supplies of agricultural products
as inputs in the more rapidly growing industrial sector, and the needs
of significantly higher levels of exports to provide the necessary
foreign exchange to finance the rapid growth in imports required by
the large-scale investment program planned for the next decade.

The results of their efforts in the agricultural sector, of course, will
have an effect upon the stability of China’s political and economic
system. On the other hand, the analysis of the possible evolution of
China’s economy over the next decade which follows explicitly as-
sumes that the present economic and political system will remain
fixed, including the moderate-pragmatic type policies being pursued
by the new leadership. The Chinese Communists have proven their
desire and ability over the past 25 years to feed the population and to
maintain an adequate standard of living through good times and bad.
Thus, it is believed unlikely that their efforts to achieve increases in
agricultural output over the next decade, even if relatively unsuccess-
ful, will generate forces which will lead to significant changes in the
existing economic and political system. Furthermore, if the results
of their economic policies did prove unsuccessful, a major feature of
the new more moderate-pragmatic leadership is its willingness to react
quickly with policy changes for the purpose of restoring economic
stability and growth.

In addition, the anticipated growth rates of agricultural production
over the next decade range between the more pessimistic forecasts
presented in this paper (2 to 3 percent a year) and the much more

3 See John Aird, “Demographic Change in the PRC,” this volume.
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optimistic targets presented by Hua Kuo-feng in his speech to the
Fifth National People’s Congress (4 to 5 percent a year). The lower
forecast would appear to present China’s leaders with serious prob-
lems, yielding a total grain output in 1975 which is 67 million tons
below the target presented by Hua. On the other hand, if the latter
target were to be achieved, grain supplies per capita in 1985 will be
about 30 percent higher than in 1975. While this swing of 67 million
tons of grain is equivalent to one-fourth of China’s total grain output
in 1975, neither limit of this range of possible results would appear to
provide a sufficient reason for expecting a change in China’s economic
and political system, or the new leadership group in command of that
system.

While drastic changes in the economic and political system due to
sconomic developments is highly unlikely, on the basis of China’s his-
tory over the past 25 years one must raise the possibility that political
conflicts among the leadership may not only be a source of disruption,
but also lead to a significant change in leadership and in the economic
and political system as well. The possibility of a capitalist restoration,
of course, has steadily diminished since 1949, even though Mao and
the radicals often accused the moderates-pragmatists’ policies as
leading to a capitalist restoration. As for a resurgence of a radical
Ieadership, events have shown that possibility was considerably di-
minished with the death of Mao, the major source of radical support
and power. Equally important, the major radical leaders and their
followers who had held positions of power in the party and Govern-
ment have been removed and the more moderate and pragmatic
leadership has greatly strengthened its control over the past year and
a half. This control of the moderate-pragmatic leadership is attested
to by their ability to put “economics” in command and introduce a
wholesale program of economics policies based on the need for greater
efficiency and economic rationality. The greatest threat to the new
leadership is not their political rivals, but the degree to which they
will be able to achieve rapid rates of industrialization and a solution
of China’s agricultural problem.

AN AvreErNaTIVE ForecasT oF CHina’s Economic EvoLuTtioN
(1975-85)

As mentioned in the beginning of this paper, no details of the long-
run economic plan, 1975-85, have been released; Hua’s speech to the
Fifth National People’s Congress only referring to a 4 to 5 percent
rate of growth in agricultural production, “over” 10 percent in indus-
trial production. His discussion of the planned growth in light industry,
heavy industry, the standard of living, and in foreign trade is pre-
sented in nonquantitative terms, but clearly indicates that these
targets are equally ambitious; Hua describing them as “gigantic
tasks.” The forecasts presented here as an alternative forecast for 1985
are much more pessimistic. The reason for this is that they are derived
on the basis of the actual developments in China’s economy in the past,
the fixed parameters the new leadership will be working with in the
future, and the dictates of economic analyses and theories Western
economists have formulated on the basis of the historical experience
of economic development in the West.
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The Chinese, of course, would object to this approach as they have
explicitly argued their own economic development has proven these
static-equilibrium, Western theories to be meaningless. We do not
believe their past development has shown these theories to be wrong
and, more important, we do not share their faith that they will be
able to prove them wrong over the next decade. This is the essential
distinction between our “pessimistic” forecasts and the “optimistic’
targets for 1985 presented by Hua. Actual developments, of course,
will undoubtedly show that the truth lies somewhere between these
two extreme positions.

The most fundamental economic problem faced by the Chinese
remains that of achieving a rate of growth in agricultural production
well above the rate of population growth. This problem can be reduced
~ to a simple question of the production possibilities in the agricultural

sector. Failure to achieve and maintain a rate of growth well above 2
percent would mean the continuation of existing constraints on China’s
ability to maintain sustained economic growth and to obtain higher
standards of living for the population, a problem that the new leader-
ship has shown it is well aware of and desires to solve.

Agriculture

Even though the Chinese leadership now recognizes that the agri-
cultural problem is the prime obstacle to the economic development
of China and assigns its alleviation one of the highest priorities in
their development program, the achievement of an average rate of
growth in agricultural production of well over 2 percent will not be
easy. Historically, China’s agricultural development between the 14th
and the 18th centuries did little more than keep pace with the 0.5-
percent growth in population. Furthermore, Dwight Perkins estimates
growth was even lower in the 19th century (with declining per capita
output) and less than 1 percent in the first half of the twentieth century
(again, approximately equal to the rate of population growth).3* Thus,
traditional agriculture was able to keep pace with population growth,
but at an average rate of growth far below 2 percent. Furthermore,
Perkins estimates that approximately half of this increase in produc-
tion resulted from increases in cultivated area. By the middle of the
20th century, this source of growth was no longer available, and further
increases in output relied more heavily on attempts to increase yields,
largely within the framework of traditional, labor-intensive
technology.?

Since 1949, annual output estimates do not reveal a significant
trend, either upward or downward, in the approximately 2 to 3 percent
annual rate of increase of agricultural output. Furthermore, neither
increased multicropping—already at a relatively high level—nor
mechanization—now at a relatively low level-—would appear to
offer the solution of China’s agricultural problem. While there is

¥ Dwight H. Perkins, “Agricultural Development in China, 1368-1968,”” Aldine, Chicago, 1969. Ses
particularly the discussion in chap. If. Much of the analvsis in this section of the paper parallels the dis-
cussicn in Dwight H. Perkins, “Constraints Influencing China’s Agricaltural Performance,” in the previous
compendium of papers on China’s economy issued by the Joint Economic Committee, ‘‘China: A Reassess-
ment of the Economy,” 1975, pp. 350-365.

3 For a more detailed discussicn of how the Chinese Communists have attempted to increase yields
within the framework of their traditional, labor-intensive agricutture, see Thomas Wiens, ‘“Evolution of
Policy and Capabilities in Chinese Agriculture Technology,” and James A. Kilpatrick and Henry J. Groen,
“‘Chinese Agricultural Production,” in this volume.



22

still Toom for the expansion of double cropping in the north and
triple cropping in the south, it would appear the Chinese leadership
is placing far too great a reliance on this means for sustained increases
in agricultural output. As for mechanization, any form of mechaniza-
tion which simply displaced rural labor from agricultural production
would not lead to increases in output, merely free labor to serve as
inputs in other sectors. What is hoped, of course, is that the mechaniza-
tion will Telieve the pressures on the agricultural labor force during
peak work periods, such as transplanting, harvesting, or threshing,
making more labor available for other tasks, such as increased multi-
cropping; the increased labor in these other tasks expected to increase
output significantly. Thus, an increase in mechanization is now being.
pursued by the new leadership as one of the most urgent tasks in
agriculture, even though, in and of itself, the increased mechanization
will not directly lead to the increased output being sought.®

In recent years, one of the greatest sources of increased yields
has been the adoption of better seed varieties for the traditional
crops in conjunction with a program of increased applications of
chemical fertilizer. Throughout the 1970’s, the Chinese leadership
has emphasized the importance of chemical fertilizer as a source of
agricultural development, diverting significant resources to the
expansion of its domestic production, its import, and the import of
complete plants for its production. The costs of this program of
obtaining greater supplies of chemical fertilizer, however, is only one
of the problems involved in achieving higher yields through the
greater application of chemical fertilizer. Transportation costs,
limited storage facilities, and the loss of nitrogen content during
transportation and storage have resulted in most of the new plants
purchased abroad being located in the interior; that is, in the major
centers of agricultural production.

In addition, due to these same problems, the Chinese produced
approximately one-half the production of nitrogen in small-scale
rural industries. These rural, small-scale plants produce fertilizer
that is considerably poorer in quality than that produced in the
large, modern plants. It must be noted, however, that the higher
potassium and phosphorous content of the organic fertilizer used on
a very large-scale by the Chinese complements well the nitrogen in
the chemical fertilizer produced in the rural, small-scale plants. It
is mainly in the more sparsely populated, less accessible agricultural
regions that the quality and quantity of chemical fertilizer produced
will be critical to the achievement of the higher yields the leader-
ship hopes to obtain.¥

The Chinese peasants have accumulated a vast storehouse of knowl-
edge over the past six centuries or more within the confines of their
traditional agricultural technology. Agricultural handbooks concerning
new seeds and the use of chemical fertilizers for the various crops
grown on different soils are available throughout the countryside.

8 See, “Farm Mechanization: Targets for 1980,"” Peking Review, No. 8, Feb. 24, 1978. Tt is interesting to
note that these targets were replaced by those for 1985 included in the longrun economic plan adopted by
the National People’s Congress less than a week after the above cited article was published.

37 Seo the discussion of these problems in James A. Kilpatrick and Henry J. Groen, ‘‘Chinese Agricultural
f’;oducltion," and Charles Lin, “PRC Agriculture: Performance and Emerging Issues in the 1970’s,” in

is volume.
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Demonstration plots, discussion meetings, and technical teams sent to.
the countryside reinforce the dissemination of new information. None-
theless, contrary to their record in the past, it is most essential that.
the Chinese undertake a significant program of advanced basic research,
in the testing and selection of new seeds if they hope to modernize

Chinese agriculture and achieve yields on a par with those in the most.
advanced countries by the end of the century.®
- Another major obstacle which the Chinese must confront if they
are to solve their agricultural problem is the storage and control of
water—essential for achieving the potential yield response catalyzed
by increased use of new seeds and 1ncreased applications of chemical
fertilizer. Historically, water management was critical to Chinese,
agriculture’s ability to support a large population with limited culti-
vatable land. It was the existence of an extensive irrigation network,
mostly in the southern regions, that allowed for extensive double
cropping. By the 1930’s, most cultivatable land with no serious
problems of water supply had been irrigated. Since 1949, the Chinese.
have increased the irrigated acreage significantly by utilizing flood
control projects, wells, and electric pumps. They completed the.
irrigation network in south China, expanded the irrigation and rice.
double-cropping area northward into central China (north of the
Yangtze River), and increased the irrigated acreage in the southwest,
and northeast.

The rice-growing areas of South China with adequate and depend-
able water supplies, therefore, are already irrigated and have been

rovided with new and rapidly growing supplies of chemical fertilizer.

ile the leadership has some concern over the lack of growth in this
region in recent years, yields in China’s rice bowl, Szechuan, compare
favorably to those of the other rice-producing countries in Asia. Thus,
where the Chinese have managed to develop the necessary complement,
of inputs, the results have been impressive and have been responsible
for China’s ability to maintain the average annual 2 to 3 percent rate of
increase in agricultural production in the past. ,

" The north China plain, China’s traditional agricultural region and
the home for over one-fifth of its total population, is primarily devoted
to dry land wheat cultivation and suffers from inadequate and un-
dependable supplies of water, resulting in low and unstable yields.
High silt content of the Yellow River makes water control and irriga~
tion projects costly, difficult, and often inefficient. Similarly, when
rainfall is insufficient, droughts occur and the Yellow River may even
" dry up. In fact, conditions are so unstable that both flooding and
drought can occur in the same year.

The Chinese have undertaken the Yellow River project, designed
to regulate flooding by means of a series of storage dams closer to
the river’s source and to alleviate silting by implementing soil erosion
control in the wastelands through which the river flows. In addition,
attempts are being made to create facilities for the continuous removal
of silt downriver. The costs of this project are tremendous and the
returns in terms of increased irrigated land is estimated to be only
about 7.5 percent of China’s irrigated area in 1974. It is perhaps in

11 For a detailed discussion of the weaknesses and shortcomings of the process by which innovations hava
been adopted and implemented by the state in China’s agriculture sector in the past, see Thomas Wiens,
«“Evolution of Policy and Capabilities in Chinese Agriculture Technology,” in this volume. .
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recognition of this that recent reports indicate the Chinese leadership
has reduced the priority they formerly gave to the Yellow River
project as a means for solving their agricultural problem in North
China. To add to the irrigated area, the Chinese have been rapidly
expanding the number of tube wells equipped with electric pumps for
tapping the ground water under the north China plain.3® These various
projects, however, must be well coordinated and carried out on a very
large scale, and their ability to achieve high and stable yields in north
China is still constrained by the natural supply of water.

Some observers have argued that China has not been able to achieve
more substantial increases in agricultural output due to unfavorable
constraints imposed by the reliance on traditional agricultural produc-
tion techniques and that past growth was largely the result of one-time
shifts in inputs which will not be available for sustained growth in the
future.*® Obviously aware of these arguments and of the implications
they have for China’s economic modernization in the 1970’s, the
Chinese adopted a major policy decision regarding the means for
achieving sustained growth and higher yields.# This large-scale,

" nationwide program involves the identification and emulation of
“‘model” communes and countries that have been able to achieve rapid
increases in yields. The unit actually selected as the original model for
copying is the Tachai Brigade and the Tachai-type advanced county
campaign presents a_broad-ranging and interdependent package of
policies which are to be copied as the “model” for the modernization
of Chinese agriculture.

A brief summary of the major features of these model units which are
to be transferred elsewhere indicates the bold and radical nature of the
agricultural transformation being sought. While there is some ques-
tions as to the status of this campaign under the new leadership, Hua’s
speech still called upon the Chinese to pursue more vigorously the
movement to “learn from Tachai” in their efforts to develop agricul-
ture. This is not surprising, inasmuch as Hua is identified as a key
figure in the adoption of the Tachai-type or advanced country model
campaign for the modernization of Chinese agriculture. Thus, although
it may be modified to some extent by the new leadership, the various
ingredients of the campaign remain as the major focus of current
Chinese efforts to solve their agricultural problem.

One area in which the new leadership has changed the nature of the
campaign is in regard to its organizational and incentive objectivess

¥ According to the data collected by Dwight H. Perkins, there was no significant increase in irrigated
acreage between the mid-1950’s and the mid-1960's, and the share of total arable land that was irrigated in
the mid-1950’s was 31 percent, compared with 27 percent in the 1930’s. Between the mid-1960’s and mid-1970’s,
however, the amount of irrigated acreage was increased by almost one-third and the share of irrigated land in
total arable lan1 inereased to over 40 percent. During this same period, the number of tube wells with
power pumps increased thirteenfold. See table 6in Perkins, “Constraints Influencing China’s Agricultural
Performance,” in op. cit., p. 360. . i

0 Sce Perkins, ‘“‘Censtraints Influencing China’s Agricultural Performance,” and Alva Lewis Erisman,
“China’s Agriculture in the 1970’s,” in the previous compendium of papers on China's economy issued by
the Joint Economic Committee, “China: A Reassessment of the Economy,” 1975. .

41 This nationwide ca mpaign, known as the Tachai-type or advanced county campaign, includesagreat
many different, but complementary, activities for achieving modernization of China’s agriculture and
producing high and stable yields throughout rural China. Furthermore, the emphasis given each of these
activities has changed over time. The following discussion in the text in this paper summarizes those activi-
ties which are most fundamental to this campaign and which are still important policies of the new leadership
for solving China’s agricultural problem, whatever the current status of the campaign as a whole. For a
discussion of the evolution of the campaign, see Robert F. Dernberger, ‘‘China’s Economic Future,” op. cit.,
p. 134-138. It is interesting to note that the meeting of national representatives at Tachai Brigade in Shansi
Province in the fall of 1975, convened by the State Council and which formally adopted the campaign as
national policy, was chaired by Hua Kuo-feng. .
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Originally, the campaign placed emphasis on the larger production
units, such as the brigade, as the basic decisionmaking unit in agricul-
ture and on collectivized activities and distribution. The new leader-
ship, on the other hand, has explicitly recognized the need to rely on
the production team as the basic decisionmaking and accounting unit
in agriculture and on task-related material rewards for the individual
as the basic incentive system. The new leadership also has emphasized
its support for the individual household’s participation in subsidiary
activities, including work on their private plot, and their right to
participate in rural, free markets; insofar, of course, as this does not
mvolve speculative behavior or cut into their work obligations for the
collectivized activities of the team: In other words, the more radical
aspects of the campaign have been removed in favor of greater modera-
tion, but many other elements of the campaign remain.

For example, farmland throughout China is to be considerably
remoulded into bigger and level fields to allow for the introduction of
roechanization and irrigation. Local networks of water control and
irrigation projects are to be completed, collecting water from any and
all sources and providing facilities for the storage of water and its dis-
tribution to the fields.*? Land reclamation projects are also important,
including such innovations as the moving of spring runoff channels and
rivers underground through tunnels of considerable length, allowing
for the cultivation of crops in the former riverbeds. In addition, crop-
ping patterns are being changed. Where water is available, wheat and
corn are being replaced by higher yield crops such as rice, and inter-
cropping is being widely introduced to allow more efficient use of the
available sunlight and land, and to lengthen the annual period during
which crop growth may take place.

Rural, small-scale industries which rely on local financing, raw
materials, and labor are being constructed to supply the cement,
chemical fertilizer, electricity, and agricultural machinery required
by this program of agricultural transformation. Mechanization is an
important ingredient in the program as a means to increase the avail-

" able supply of labor to help meet the large increase in the demand for
labor resulting from the farmland construction, changes in cropping
patterns, and the small scale industry undertaken as part of the
program. Electrification is being carried out as a source of power
for the mechanization of agriculture, to light up the threshing floor at
night to allow for continuous threshing, and to mechanize food
processing (for example, grain milling), which now places a heavy
demand on rural labor. :

Finally, and very important, technical innovations are to be made in
all aspects of the production process. Originally, these innovations
were to be discovered and developed by the peasants themselves; the
scientists and technical personnel were expected to go down to the
rural areas and work with the masses. The new leadership, however,
has put great emphasis on the need to develop China’s scientific and

12 These projects were among the most impressive sights observed by one of the coauthors during his trip to
China in 1975. Even though one would have to assume that the real wage and interest rates were close to
Zero (the opportunity costs of labor and capital were very small) te justify their construction ina traditional
cost-benefit analysis, one could not help but admire the Red Flag Canal (which brought water to Lin
County from a river a considerable distance away in another province), children in the mountains chipping
rocks for the construction of a large water storage tank, underground dams to trap the underground fiow of
water, and a network of aquaducts to distribute water from a pumping station throughout the communes’
fields by means of gravity. .
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technological capabilities by relying on the training of experts, of
acquiring the most advanced knowledge available abroad, by develop-
ing the necessary facilities for basic research, and to test new innova-
tions more carefully and adequately before they are introduced in
actual production. In this way, the new leadership obviously believes
they can better achieve those innovations which will lead to sustained
growth in agricultural production.®

The results of these efforts on a few model communes during the
1970’s have indeed been impressive. In fact, it was the observed
results for these model communes which led the Chinese leadership to
adopt this program calling for the nationwide emulation of what the
model communes had done as the means of solving China’s agricultural
problem. Yet, their failure to appreciate the extent to which locational.
(being near large cities, having good transportation facilities, et cetera),.
historical (being located in areas of traditionally high yields), or
special (receiving considerable state aid) factors explained these
satisfactory results, it is very doubtful that other areas, that is, those-
with low and unstable yields, will be able to easily emulate the exper-
lence of these model areas. Most important is the key role played by
the availability of water in the achievement of this hoped for trans--
formation of China’s traditional agriculture. Quite simply, there are a
good many social, economic, and technical constraints which limit the-
suitability of Tachai-type or advanced county campaign for serving as.
the solution to China’s agricultural problem; constraints which will at
least significantly restrict the kinds of increases in yields which have-
been observed in the model communes.**

In other words, the Chinese are unlikely to achieve a breakthrough
during the next decade in their attempt to solve the agricultural
problem. As a result, agricultural development will continue at the:
pace of 2 to 3 percent, remaining as the major constraint on China’s.
overall economic growth and on significant increases in the standard of”
living of the Chinese people.*

4 See the speeches by Teng Hslao-ping and Hua Kuo feng to the National Science Conference, attended:
by approximately 6,000 representatives, held immediately after the Fifth National People’s Congress in.
March of 1978. These speeches can be found in Peking Review, No. 12, March 24, 1978 (Teng's speech) and.
No. 13, March 31, 1978 (Hua’s speech). The document discussed and adopted by this conference was titled
the Outline National Plan for the Development of Science and Technology, 1978-85. As is true of the long--
run economic plan, 1975-85, this new policy adopted for the development of China’s science and technology
is merely the “rehabilitation” of a plan originally sponsored by Teng Hsiao-ping in 1975. Due to pressures-
from radical leaders, then able to use Mao’s critical support, these plans were shelved in 1975 and Teng-
Hsiao-ping was removed from his positions of power.

4 There may appear to be an inconsistency in the argument in this section of the paper. On the one hand
{t is argued that the Chinese will find it increasingly difficult to utilize the means used in the past (that is,.
irrigation, double cropping, etc.) to obtain greater agricultural growth in the future and that the marginal
productivity of current inputs (that is, fertilizer, et cetera) will decline as their level of use increases. In.
other words, the Tachai or Advanced County Campaign won’t work as a means of achieving a breakthrough
in China’s agricultural problem. Yet, in the following paragraph in the text, we argue that agricultural’
growth in the future is likely to remain what it has been over the past decade or so. These arguments are
made compatible for the following reasons. Although given increases in agricultural output wiil become more-
difficult (that is, more costly), the Chinese leadership has already decided to devote the resources necessary
for obtaining increases in output on a much greater scale than in the past. Although the marginal produc--
tivity of current inputs on each piece of land declines with increases in the level of inputs used, the growth
of agricultural output throughout Chiuna in the past was due, in part, to the increase of these inputs in
certain areas of China. Thus, diminishing returns should become an important problem in those areas, but
Chinese agriculture contains many areas whers the usa of these inputs still has a relatively high marginal:
productivity. Quite simply, a'though the expected returns obtained, on the average, from a given amount
of investment and effort in Chinese agriculture in the future is smailer than in the past, the expected increase
in the total scale of efforts and attempt to create a more balanced and complementary mix of inputs over a.
larger area should enable the Chinese to maintain a rate of growth in total agriculture approximately equal
to that in the past.

45 The same conclusion was argued in the two articles on agriculture in the previous Joint Economic
Committee compendium of papers on the Chinese economy: Dwight H. Perkins, ‘Constraints Influencing:
China’s Agricultural Performance,” and Alva Lewis Erisman, in‘“China: Agricuiture in the 1970’s,” China:-
A Reassessment of the Economy, 1975.” It also is consistent with the agricultural papers presented in this:
volume: Charles Liu, “ PRC Agriculture: Performance and Emerging Issues in the 1970’s,”” and James A..
Kilpatrick and Henry J. Groen,** Chinese Agricultural Production.”
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Industry

Increases in industrial production are obtained by increasing either
the amount of physical capital, raw materials, and labor used for
production or the productivity of these inputs. Since China is ade-
quately endowed with raw materials and labor supply, the dominant
constraint on its industrial development is the need to maintain its
recent rate of investment in physical capital. The significant indus-
trial growth since 1949 was made possible by a very high rate of
investment.® Despite the claims made in Hua’s speech, that is,
more total investment in 197885 than in the entire previous 28 years,
the Chinese will have greater difficulty in maintaining both that high
rate of investment and, more important, the rate of return on that
investment in the coming years.

Although a host of arguments can lead to this conclusion, only the
signal reasons will be presented here. The damping of the rate of
investment will result from the pressures tending to increase the
rate of consumption. Because of rationing and the relatively stable
real wages that have existed for the past few decades, considerable
pent-up demand undoubtedly exists for higher standards of living. In
recognition of this problem, the new leadership announced pay
increases for approximately 60 percent of the industrial workers,
that is, those in the lower wage scales, during the past year. But, if
the Government is to continue to use material incentives, it will have
to effect steady increases in wages in order to obtain increases in
productivity. Since agricultural production is growing only slightly
faster than population, rapid increases in manufactured consumer
goods, especially durables such as bicycles, sewing machines, watches,
ra:iios, et cetera, may alleviate this problem somewhat but will not
solve 1t.

The source of the demand for a higher standard of living is found
in both the industrial and the agricultural sectors. Nonetheless, the
fact that industrial workers already enjoy a relatively high standard
of living has forced Peking to control strictly the rate of migration
from the rural areas to the urban industrial centers. Although the
recent drive to create rural, small-scale industries has reduced the
rural-urban differences in income levels, it has not significantly
altered the differences in income between industrial and agricultural
workers.¥ The relatively low standard of living of the average Chinese
peasant, its slow rate of growth, the longstanding promise of equi-
table income distribution, and the necessity to sustain both the
labor effort and political loyalty of the peasants will create a pressure
that the Chinese leadership will be unable to deny to devote a greater
share of the total GNP to consumption.

Whatever the rate of investment in the future, the growing im-
portance of several alternative claims on investment will tend to
reduce the share that has been allocated to industry-—especially the

4 Gross domestic capital formation accounted for approximately one-fourth of gross domestic product
during the 1950’s; more than half of this capital accumulation was in the industrial sector. Reliable data are
not available for the 1960's or 1970’s, but the Chinese undoubtedly maintained an investment rate above 20
percent and although agriculture has enjoyed a much higher priority since the 1950’s, approximately 40
percent of total investment must still go to industry. :

41 This refers to national averages and does not include those individual communes that have become
quite prosperous and whose members enjoy a standard of living quite similar to that of industrial workers.
Most of these prosperous communes are to be found in the neighborhood of large metropolitan centers;
thus they have large markets close by in which to sell their subsidiary products.
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producer goods sector—over the past 25 years. The higher priority of
agriculture will result not only in a smaller share of investment for.
industry, but also in a much greater percentage of that share going to
industries that produce inputs for agriculture—chemical fertilizer,
agricultural machinery, irrigation pumps, et cetera. A significant per-
centage of these goods are produced in rural, small-scale industries
developed through investment at the local—especially the county—
level. However, this greater share of investment at the local level
reduces the investment that might be made in the modern industrial
sector by the central government.

Other budget items also reduce the investment funds available for
the industrial sector. Among these are increasing expenditures on
public consumption and social overhead capital, such as hospital and
medical facilities, educational facilities, and public housing projects.
Although there has been rapid growth over the past 25 years, much
still remains to be done.*® Transportation facilities—including the rail,
river, and highway network—will also have to be maintained, im-
proved, and increased, not simply to keep pace with industrial develop-
ment but to alleviate the existing problems as well. The lack of
adequate transportation facilities has caused serious problems for the
coordination o? distribution and supply which can be expected to
increase with continued industrial growth. With the share of invest-
ment thus reduced, the rate of growth of industrial production is also
likely to decline in comparison with the rates of the past 25 years.

Finally, whatever the share of investment allocated to industry, the
annual output per unit of investment will also decline because of the
shift in favor of the more capital-intensive industries and the modern-
ization of existing industries. Having developed its basic industries to
the point where 1t is relatively self-sufficient in energy, basic machine
tools, and metals, China requires in the future the development of
industries with significantly higher capital-output ratios. According to
a study of China’s energy consumption in 1966-74, each 1 percent
increase in GNP required a 1.42 percent increase in energy supplies,
meaning a GNP elasticity of 1.42.%* The provision of this supply will
depend much more than it has previously on the extraction and
processing of petroleum and the harnessing of hydroelectric power
potential. Even the continued expansion of the coal industry will
depend on the use of more modern mining and refining equipment for
the more intensive exploitation of China’s huge coal resources, rather
than on the earlier labor-intensive methods.

In the machine-building and metal industries, the prospects are
similar. Continued economic development with a higher number of
continuous production runs, more production of standardized parts,
higher quality and precision products, and more automation will
increase the already existing demand for a greater amount and variety
of task-specific, precision, complicated machinery, such as headless,
precision grinders rather than basic surface grinders. These machines

# Much of this public consumption is provided for by local units in China, especially the commune and
the factory. Nonetheless, investments at this level still reduce the potential for investments in the modern
industrial sector.

# CIA, China; “Energy Balance Projections,” A(ER)75-75, November 1975, p. 14.
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will be required not only to equip factories that will be constructed in
the future but also to modernize most existing factories. Some of these
machines are already produced in China in limited numbers, but the
scale of production must be increased significantly.

A unique feature of Chinese industry is the creation of construction,
maintenance and repair, and equipment-production facilities within
each factory. A significant portion of the capital accumulation and
modernization in the industrial sector is provided by these machine
shops that produce their own equipment, which tends to be the more
basic or standard pieces. The task of the modern machine-building
sector will be to create a domestic supply capability for the more
sophisticated machinery and equipment that China’s economic devel-
opment will require. ’

Among these needs for machinery and equipment are the demands
of China’s defense establishment, agricultural sector, transportation
sector, and the rapidly growing chemical industry (fertilizer and syn-
thetic fibers). Even if China hopes to maintain only a conventional,
but modern, military force, it would require the production of the
most modern and up-to-date aircraft, ships, and weaponry. Any at-
tempt to develop and maintain even a limited missile system with
nuclear capabilities would involve relatively high capital and skilled
labor costs, not to mention research and development expenditures.
The larger and more efficient of the agricultural machinery plants in
the rural industrial sector are equipped with modern machinery and
are introducing assembly-line serial production. Engines for larger
pieces of agricultural machinery are produced in the modern, large-
scale industrial sector, where the capital-labor ratio is higher than the
-average ratio for all Chinese industry. The transportation sector has
a great need for trucks and equipment used in building and repairing
roads. The production of these goods—an area in which the Chinese
have been beset by problems of effective operation—must also be
greatly expanded. China’s development of the transportation system
also will lead to the production on a larger scale of diesel engines, tank
cars (for petroleum), and sealed-container carriers (for aqueous
ammonia). :

In the metal industry, serious bottlenecks remain in the production
of finished rolled steel—a very important product in an industrialized
country—and of high-quality alloys. Furthermore, the attempt to in-
crease the variety and quality of metal products will require the
development of purification and benefication facilities for improving
the quality of the raw materials (iron ore and coal).

The above discussion assumes the Chinese will attempt to increase
not only the absolute level of production of these relatively capital-
intensive industrial products, but also their share in total mdustrial
production. This intent is reflected in Hua’s speech and also in the
rapid growth in the 1970’s of imports of these types of machinery
and equipment, chemical fertilizers, and metals, which due to the
constraints on China’s export capacity, resulted in a serious balance-
of-payments problem for China. This problem, reinforced by a basic
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development policy which calls for the long run self-dependency of
China’s economy, resulted in Chinese purchases of complete plants for
the chemical, metals, and petroleum industries, all of which are very
capital-intensive industries.

The net effect of these tendencies in the rate, allocation, and pro-
ductivity of investment on the rate of industrial growth is difficult
to estimate. Undoubtedly, labor productivity will increase as a result
of the new leadership’s campaign to strengthen central control over
the planning and management system in industry and to enforce
stricter discipline and specialization within the labor force. The overall
impact of these contrasting negative and positive changes, however,
:should be a reduction in the rate of China’s industrial growth over the
‘next decade compared with the very high rates of growth achieved
in the past. Thus, the rate of growth of China’s industrial sector may
‘well fall to.an average annual rate of 6 to 8 percent over the next
-decade.?® ' ,

Consumption

Recent articles in the Chinese press and statements in Hua’s
speech clearly reveal the new leadership’s intention to rely on material
incentives as the major stimulus for increased labor productivity and
to secure increases in the standard of living for the labor force out
of the resulting increases in output to maintain morale. The Chinese
have steadily mcreased the share of cultivated area devoted to food
crops and reduced the share devoted to industrial crops. This shift in
cropping patterns, along with the use of rationing to enforce the more
equitable distribution of the limited supplies, has enabled the Chinese
leadership to assure a level of approximately 2,000 calories of food
consumption per day for the population. The continued slow growth
in foodstuffs production, however, will undoubtedly mean that the
%arge-sglale net import of foodstuffs will continue into the immediate
future. :

Given these constraints on the domestic production and import
.capacity of foodstuffs, significant increases in the standard of living
must be accompanied by increases in the share of total consumption
-accounted for by public consumption and manufactured consumer
:goods. Since 1960, there has been a slight reallocation of investment
m industry from investment in the producers goods industries in favor
.of the consumers goods industries. Thus, while the rate of growth of
.output in the consumers goods industries is still lower than the rate of
growth in the producers goods industries, the gap between these two
rates of growth has been reduced. This gap in favor of the producers
goods industries, given the priorities of the new leadership, will con-
tinue, but the rate of growth of light industrial production will con-
siderably exceed the rate of increase in the standard of living.

% See the papers by William Clark, “Electric Power Industry”” and Jon Sigurdson, “Urban-Rural Re-
Iationships: Technology and Manpower Policies,” in this volume, which present the reasons why energy
-constraints and shortages of middle-level technical and engineering personnel will prevent the Chinese
from achieving industrial growth rates of 10 percent. Also see the paper by Robert Michael Field and Kath-
leen H. McGlynn, “Chinese Industrial Production,” this volume, for estimates of contemporary rates of
‘growth and structural changes in the industrial sector. 3

81 The average level of these net foodstuffs imports may well increase even slightly faster than population
:growth, depending on how rapidly the new leadership desires to increase the standard of living. Their
Tevel, of course, will fluctuate from year to year, depending upon the size of the harvest in the given and in
ithe previous year.
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- Although the ratio of the rates of growth in heavy industrial pro-
duction to light industrial production will decline to something like
1.5 to 1, both rates of growth will be somewhat less in the future than
they have been in the past; that is, decline to 9 to 10 and 6 to 7 per-
cent, respectively. The reasons for a decline in the rate of growth of
output in the producers goods industry have been outlined above. As.
for the light industrial sector, output in that sector is heavily dependent.
on agricultural inputs and, hence, will be seriously constrained by
the relatively slow rates of growth of agricultural output. Furthermore,
to maintain necessary increases in the production of foodstuffs, food--
crops will continue to be given priority over industrial crops in the-
use of cultivatable land. Therefore, the inability to significantly in-
crease the production of these industrial and commercial crops can be
expected to lead to Peking’s continued reliance on the rationingof
such products as textiles and edible oils and the dependence on im--
‘ports to sustain the increased production of industrially produced.
consumer goods.
Foreign Trade

As long as the new Chinese leadership adheres to the present policy
of self-dependency in foreign trade, that is, does not seek long-term
foreign loans, the magnitude of the import requirements which fol-
low from the very large-scale investment and industrial development
program outlined in Hua’s speech can only mean that foreign trade
will remain as a very severe bottleneck to China’s future economic.
development. Without foreign borrowing, China’s import capacity
is limited by export earnings and China’s exports will continue to be-
dominated by the export of raw and processed agricultural products-
and raw materials. Not only does our forecast indicate that the rate
of growth of China’s agricultural production over the next decade
will be relatively low, the domestic demands for that output will be-
increasing rapidly: that increase in demand coming from the increas-
ing standard of living, the growth of the urban industrial labor force,
and the growth of the consumers goods industries. As for raw materials,
although well endowed in minerals, the Chinese must rapidly expand
their exploitation of these resources for the purpose of satisfying
their own needs of industrialization.

Quite simply, if the new leadership plans to achieve the targets for
agricultural and industrial growth presented by Hua for 1985, the very
attempt to achieve those targets will put tremendous pressure on the
new leadership to seek foreign loans to remove this constraint on
China’s future growth. Yet, perhaps due to their experiences with the
Russians during the 1950’s and due also to its being a fundamental
ideological principle over the past two decades, the Chinese leader-
ships has yet to change their policy of being unwilling to engage in
long-term borrowing to finance their import needs. Western experts,
and even the Chinese themselves, have offered the opinion that China’s.
development of petroleum exports may be the means for alleviating the
constraints placed on their import capacity. Indeed, petroleum ex-
ports have become an important and growing export commodity and.
will play an important role in their barter-trade with Japan over the:
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next decade. Nonetheless, China’s domestic needs for energy as a
result of industrialization and both technical and economic difficulties
in obtaining ever-growing supplies of petroleum for export will limit
the ability of this “liquid gold” to solve China’s balance of payments
over the next decade.®

In any event, the rapid growth in China’s exports over the past
decade is included in the past trend of China’s export capacity, which
is used here to forecast the growth of China’s exports in the future.
In making this forecast, our pessimistic forecast, we assume the Chinese
will not engage in borrowing long-term loans from abroad, although
even with our pessimistic forecast there will be tremendous pressure
on them to do so. On the other hand, it is very difficult to imagine
how they can realize the very optimistic forecast presented by Hua
without long-term borrowing from abroad.

The procedure used to obtain a forecast for the likely trend in
China’s exports between 1975 and 1985 is really quite simple. The
statistical relationship between the rate of growth of exports and rate
of growth of China’s GNP was quite stable over the past 25 years, as
was the relationship between the rate of growth of exports and the rate
of growth of agricultural production. Using either ratio and our fore-
cast for the rate of growth of China’s GNP and agricultural production
over the next decade, the resulting forecast of the growth of exports
is the same: 5 to 6 percent.® Thus, assuming that there will be no
changes in current policy regarding foreign borrowing or investments
and in the desired level of self-dependency or foreign trade dependency,
the likely rate of growth of both China’s imports and exports over
the next decade is approximately 5 to 6 percent. Whether or not they
should or will be forced to change these policies is, of course, one
of the most important policy questions facing the new leadership and
is one of the major policy options they face which is discussed in the
next section of this paper.

* * #* * o " .

A convenient summary of each of the above forecasts for the growth
of China’s economy over 1975-85 and their comparison with those
included in Hua’s speech to the Fifth National People’s Congress
is presented in table 1. The comparison readily shows why. those re-
sulting from the analysis in this paper can be labeled “pessimistic”
and those presented by Hua labeled “optimistic.” Yet, it is important
to recognize that even the set of more “pessimistic’’ estimates indi-
cates the new leadership should be able to achieve considerable prog-
ress in the economic modernization of China by 1985.

£ See the papers by Hedija Kravalis, “China’s Export Potential,’”” and Kung-ping Wang, ‘“Mineral Out-
put and Productivity,” this volume. .

8 This forecast is also consistent with that implied in the paper by Hedija Kravalis, “China’s Export
Potential,” in this volume.
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TABLE 1.—FORECASTS OF ECONOMIC INDICATORS FOR CHINA’S ECONOMY, 1985 R

Our ““pessimistic’” forecast Hua’s ““optimistic’’ forecast

Annual rates Annyal rates
Base year of growth, of growth,
absolute 1975-85, Absolute 1975-85, Absolute
level, 1975 percent fevel, 1985 percent fevel, 1985
1323 56.5 8606. 1 158.4 8722.7
2386.1 62-3 9110.2 16 4-5 1133.7
2176.2 58.5 10 396. 1 1610-11 18478.2
367.4 6 6-7 1126.5
Producers goods 3108.8 €9-10 12269.6
Services_...._.__. 260.7 75.1 76.2 110.8
Population (millions). 1935 51.8 131,114.0 151, 8 131],114.0
Per capita GNP __ 345 64,7 ) 156.5 649.0
Per capita consump 4207 §4.7 4326.0 156, 5 4389.0
Foreign trade (billions of U.S
Exports_______ 17.0 656 #1200 e mememean
lmports___________ 17.4 65-6 M12.6 e

1 National Foreign Assessment Center, CIA, “China: Economic Indicators,” ER77-10508, October 1977.

2 Breakdown of value for GNP in 1975 into values for output in agriculture, industry and services obtained as follows:
Value of GNP in 1970 (from source in footnote 1, above) used to determine value of output in agricultuse and industry in
1970 on basis of shares of those sectors in GNP in 1970; these shares (0.32 for agriculture and 0.48 for industry) from

Dwight H. Perkins, “Issues in the Estimation of China’s National Product,” in Alexander Eckstein, *“Quantitative Meas-
ures of China’s Economic Output,’” University of Michigan Press, forthcoming. The value for output in agriculture and
industry in 1970 are projected forward to 1975 by means of the index of output in these sectors, 1970-75, in source in
footnote 1, above. The value of output in the service sector in 1975 is the residual. .

3 Value of output in industry in 1970, estimated by means described in footnote 2, above, is distributed to the consumers
goods and producers goods sector on basis of share of thase sectors in total industrial cutput in 1970; these shares (0.56
for producers goods and 0.44 for consumers goods) from Robert Michael Field, “‘Civilian Industrial Production in the
People’s Regublic of China, 1949-74, *“in previous Joint Economic Committee compendium of papers on China’s economy,
“China: A Reassessment of the Economy, 1975, ““The values for output in the consumers goods and producers goods
lri)dustnes in 1970 are projected forward to 1975 by means of the index of output in these sectors, 1970-75, in source one
above.

4 Per capita consumption assumed to be 60 percent of per capita GNP. See Alexander Eckstein, “The Chinese_ Develop-
ment Model,” this volume. Ecksteim makes this assumption for 1974.

: gerl\tledton basis of estimates for absolute values for 1975 and 1985 in col. 1 and 3, respectively.

ee text,

7 Value of output in services sector assumed to grow an annual rate of growth equal to the average of the annual rate of
growth of population and output in industry.

8 Sum of values for agriculture, industry, and services.

0 Absolute level in 1975 projected forward at an annual rate of growth of 2.5 percent

10 Sum of values for consumers goods and producers goods industries.

11 Absolute fevel in 1975 projected forward at an annual rate of growth of 6.5 percent.

12 Absolute value in 1975 projected forward at an annual rate of growth of 9.5 percent. . R

134 ntermediate”’ model estimate for population in 1985 in John Aird, ‘Demographic Change in the PRC,” this volume.

14 Absolute value in 1975 projected forward at an annual rate of growth of 5.5 percent. .

15 Derived on basis of estimates for absolute values for 1975 and 1985 in-col. 1 and 5, respectively.

16 Rates of growth for 1978-85 presented in Hua Kuo-feng's speech to the Fifth Natiohal People's Congress, Feb. 26,
1978. (Peking Review, No. 10, Mar, 10, 1978.) The rate of growth for industry was to be over 10 percent.

- 17 Absolute vatue in 1975 projected forward at an annual rate of growth of 4.5 percent.

18 Absolute value in 1975 projected forward at an annual rate of growth of 10.5 percent.

According to our “pessimistic”’ forecast, the Chinese should be able
to achieve a sustained rate of growth in the decade between the mid-
1970’s and mid-1980’s of 6.5 percent, China’s GNP in the mid-1980’s
being almost double the present level and approximately one-fourth
greater than that of Japan in 1975. Per capita GNP will grow at a
rate of almost 5 percent a year, exceeding 500 United States 1976
dollars by the mid-1980’s, equivalent to two-thirds that of Taiwan in
1975. Equally significant, per capita consumption should increase by
more than 50 percent over this period, assuming the rate of investment
were to remain stable. The relatively high growth rates in industry
compared to those in agriculture means the radical shift in the struc-
ture of the economy over the previous 25 years will continue; industry
accounting almost two-thirds, agriculture for only one-fifth of China’s
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GNP in 1985. Finally, and most important, this successful program of
industrialization will be obtained while the Chinese maintain their
present policy in regard to self dependency, that is, no large-scale,
long-term borrowing from abroad.>

This forecast, of course, is nothing but a reflection of the several
crucial assumptions made in its derivation, but it is important to note
that the forecast is labeled a ‘“pessimistic’”’ one because of these assump-
tions. The results, however, as indicated above, depict a rather satis-
factory result of the Chinese leaderships efforts over the next several
years. Furthermore, while our results are more ‘‘pessimistic’’ than
those presented by Hua in his “optimistic’’ speech to the Fifth Na-
tional People’s Congress the difference is not all that great; Hua's fore-
casts yielding an overall annual rate of growth approximately 2 per-
centage points higher or a level of economic output in 1985 that is
approximately 20 percent higher than our forecast. Although the
most significant difference between the two forecasts is in the agri-
cultural sector, Hua’s target rate of growth almost twice as large as
that in our ferecast, the resulting structure of the economy in 1985
is almost identical in both forecasts.

The principal distinction between these two forecasts, that is; what
lies behind the different results, is between our more ‘‘pessimistic’”’
and Hua’s (and the Chinese planners) more ‘“optimistic’”’ assumptions
regarding three crucial parameters of these forecasts: Production pos-
sibilities, the rate and allocation of investment, and the policy of self-
dependency. The relatively slow growth of agriculture and the reduc-
tions in the relatively high growth rates in industry included in our
forecast are derived, in part, from the assumption of a downward
trend in input productivity in the future compared to their levels in
the past 25 years, that 1s, based on the “law’’ of diminishing returns.

The Chinese, on the other hand, expect to experience rapid shifts
outward in the production possibilities frontier due to rapid -innova-
tions. The assumption we make in our forecast, we believe, is more
solidly grounded in both economic reasoning and historical evidence,
not only for China but for other economies as well. The two forecasts
are both related to relatively short period of time and the consider-
able time lag and investment required for the spread and implementa-
tion of innovations that would be necessary would appear to rule out
any short-run or sudden change in the quantitative relationships be-
tween inputs and outputs for an entire sector. Furthermore, the rela-
tive neglect by the Chinese of the basic research and development
efforts that lead to these innovations for achieving higher input
productivity has led to a significant shortage of middle-level tech-
nicians and engineers for effectively implementing the ‘“borrowed’”
or imported innovations from abroad, also arguing against any
sudden technological transformation of China’s economy.

In industry, the new leadership obviously hopes to achieve the rapid
outward shift in production possibilities by means of significant addi-
tions to their capital stock: 120 large-scale producers goods industrial
and transportation projects in the development of 14 industrial bases.

8 Asthereader will note, the forecasts for exports and imports in table 1, because they were both assumed
to grow at the same rate in 1975-85, include the continuation of a slight import surplus in commodity trade.
The magnitude of the import surplus, however, could readily be financed by Chinese receipts in the non-
commodity trade catagories in the balance of payments and short-term commercial credits which were
utliized by the Chinese in 1975 for this purpose.
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QOur forecast, however, is derived on the bases of the assumption the
Chinese will do well to maintain the existing rate of investment and
the share of that investment going to the producers goods industries.
Hua’s targets and his discussion of these industrial and transportation
projects, on the other hand, implicitly indicate not only a significant
ncrease in the rate of investment, but an equally significant realloca-
tion of that investment in favor of the producers goods industries.
While China’s political and economic system would allow China’s new
leadership to increase the rate of investment and allocate that invest-
ment according to the planners priorities; their doing so to develop
the 120 projects mentioned by Hua would seriously call into questiocn
his forecast’s predictions concerning the relatively high rate of growth
in the agricultural sector and the relatively high rate of growth we have
included with his forecast for per capita consumption. Finally, even
if the Chinese are able to achieve the implied high rates of investment
and its reallocation in favor of heavy industry, the size and nature of
these industrial and transportation projects would make it somewhat
doubtful the major portion of them could be completed and brought
into production at an efficient level of operation by 1985; that is, their
contribution to increased input productivity and total output could
be included in the output targets presented by Hua.

Perhaps the most significant difference in assumptions behind the
two sets of forecasts presented in table 1 concern China’s policy of
self-dependency. Our “pessimistic”’ forecast reflect the serious con-
straints placed on China’s economic development over the next 7 years
by the relatively slow growth in agricultural production (2 to 3 percent)
which results in a relatively slow rate of growth in exports (5 to 6
percent), and an unwillingness to engage in large-scale, long-term
foreign borrowing. The continuation of this policy would, therefore,
seriously limit the expansion of China’s imports over the next 7
years; that is, seriously constrain the rate of investment and rate
of growth of industrial production and/or increases in the standard
of living of the labor force. As is indicated in table 1, Hua’s speech
does not include any quantitative forecast for the foreign trade sector,
only stating “there should be a big increase in foreign trade.” Given
the resource constraints emphasized in our “pessimistic”’ forecast, not
only will the achievement of the targets presented by Hua require a
very rapid increase in the level of imports, but an obvious need to
rely on a significant volume of long-run foreign loans for financing
those imports. '

Emercing Poricy CrolcEs oF THE NEw LEADERSHIP %

The need for sizable, long-term foreign loans—that is, as a necessary
but not a sufficient condition, for the realization of the investment
program and output targets presented by Hua in his speech to the
Fifth National People’s Congress in February—is not based solely on
the magnitude of that investment program or the output targets
themselves. As a result of the large number of nationwide conferences
held in 1977 and 1978 to discuss the many economic policy problems

3 A parallel and more detailed discussion of the economic policies actually being adopted by the new
leadership since Mao’s death, as well as the policies which will be made necessary both by the economic plan
for 1985 and the objective of achieving China’s economic modernization by the end of the century is presented
1trlln Nai-lRuenn Chen, “Self-Reliance vs. Learning from Abroad: China’s Path to Economic Modernization,’

s volume.
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facing the new leadership and the many articles and press releases
which have come out of China over the past year, the economic policy
and strategy choices of the new leadership in several key areas have
been made clear. These choices offer even greater evidence for the
argument that China’s program of economic modernization under the
new leadership must rely on extensive boirowing from abroad if it is
to succeed.

' Self-Reliance

Neither Hua’s speech, nor the reports in the Chinese press, explicitly
refér to a recognition of this need to abandon China’s longstanding
policy of self reliance in regard to foreign loans; a policy so entrenched
over the past two decades that it almost can be designated as an
ideological principle. Yet, Hua’s speech did mark a major step in
that direction. This major speech by the leader of the party and the
Government, devoted largely to the new program for the moderniza-
tion of China’s economy, makes no mention of the principle of self-
reliance. This aspect of Hua’s speech is very important as it is one
of the most explicit indicators that the arrest of the Gang-of-Four
was not just another in the series of periodic swings in the pendulum
since 1949 as a result of the continuous political infighting for positions
of power. Rather, it represents the extent to which the moderate-
pragmatic approach to China’s economic development problems has
emerged victorious over the radical opposition, that is, Mao’s
development strategy, in the two-line struggle of the entire past 28
years. Political infighting among groups and individuals for positions
of power obviously will continue and some observers have already
begun to speculate about a possible confrontation between Hua
Kuo-feng and Teng Hsiao-ping. As far as economic policy is concerned,
however, the overwhelming victory of the moderates-pragmatists in
the two-line struggle becomes cleared with each new speech and press
release.’

Although they have not yet publicly abandoned the policy of seli-
reliance in regard to long-term foreign borrowing, one of the first and
most explicit decisions of the new leadership was the abandonment
of the policy of self-reliance in regard to the import of foreign tech-
nology and producers goods. This step is not surprising inasmuch as
the debate over China’s reliance on these imports had been a key
issue in the two-line struggle in economic policy. This is especially
true after 1969 when China’s dependence on imports, reduced to a
remarkably low level as a result of the Cultural Revolution, increased
significantly under the influence of Chou En-lai and the core of moderate-
pragmatic leaders, including Teng Hsiao-ping, who were rehabilitated
under his guardianship.” The ensuing very rapid increase in the level

5 To indicate the extent to which the victory of the moderate-pragmatic economic policies has been made
complete, students applying to graduate school have been informed the questions concerning politics on the
qualifying exams will cover Marxism-Leninism, political economy (that is, the labor theory of value), and
the two-line struggle. There is no mention of the Thoughts cf Mao. Another example is the list of topics to
be investigated by the new econcmics section of the Academy of Science, all of which take up issues which
Marxism-Leninism fails to answer, but which Mao provided answers for during the last 15 years of his life.

57 See the discussion of the changesin China’s foreign-trade in the late 1960’s and early 1970’s which reflected
outcomes of the two-line struggle over foreign trade policy during this period in Robert F. Dernberger,
“Economic Development and Modernization in Contemporary China: The Attempt to Limit Dependence
on the Transfer of Modern Industrial Technology from Abroad and to Control Its Corruption of the Maoist
Social Revolution,” in Frederic J. Fleron, Jr., ed., ““Technology and Communist Culture,” Praeger, New.
York, 1977, pp. 224-264. '
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of imports (chemical fertilizer, foodstuffs, machinery and equipment,
and complete plants) was compounded by the unexpected rise in prices
in the West, creating a serious balance-of-payments problem for the
Chinese in 1974.%® These developments in the balance of payments,
the changes in Sino-American relations which saw the United States
soon become one of China’s major trading partners, and the suggestion
by Teng Hsiao-ping that the growing level of imports be financed by
increased exports of Chinas’ raw materials, including petroleum,
played a significant role in the downfall of the rehabilitated moderate--
pragmatic leadership in 1975. '

Following Mao’s death and the purge of the radicalsm for positions
of power, however, the restored moderate-pragmatic leadership did
not take long in their open advocacy of abandoning a policy of self-
reliance in the modernization of China's existing industrial capacity
and in the rapid expansion of that capacity. Numerous sector-by-sector
reviews and critical appraisals of the backwardness of the level of
technology in China’s industry placed the blame squarely on the
radicals’ implementation of the policy of-self reliance. The means
for correcting this situation and for attaining the most advanced
levels of productivity and output in the industrialized countries by
the end of the century was also made explicit; it would be necessary
for the Chinese to rely heavily on imports of technology and machinery
and equipment from abroad. The long-run objective, of course, re-
mains the same—a self-dependent modern economy.®® But in the
short run or over the foreseeable future, China’s rate of foreign trade
dependency can be expected to revert to the norms of the 1950’s when
the import of foreign technology and producers goods, including com-
plete plants, represented one of the most intensive periods of tech-
nology transfer in the history of industrialization.

Given the size of China’s economy, its relatively rich resource en-
dowment, and the industrial base already developed over the past
28 years, the above arguments do not predict the Chinese will rely
on mmports to supply 40 percent of their investment in machinery
and equipment as was true in the 1950’s. On the other hand, their
import deépendency will obviously be significantly higher than the
approximately 10-percent level experienced as a result of the self-
reliance policies of the 1960’s. No precise estimate can be made until
more is learned concerning the exact levels and structure of the in-
vestment and output targets of the long-run economic plan for 1975-
1985. Nonetheless, China’s imports over the next 7 years should
increase at a considerably faster rate than the 5- to 6-percent estimate
included in the pessimistic estimates in table 1, which assumes im-
ports will be financed from export earnings and the Chinese will not
engage in long-term foreign borrowing, if the Chinese hope to be able
to achieve the investment and output targets presented by Hua. They
should increase considerably faster, not merely because of the very
significant increases in investment and output in Hua’s speech com-
pared to those presented in our pessimistic estimates in table 1, but

58 For further details of these changes in China’s foreign trade, see Rich Batsavage and John Davie,
“China’s International Trade and Finance,” in this volume.

5 For a review of the level of technology embodied in the existing capital stock in Chinese industries, on
a se%tor b§l7 sector basis, see John B. Craig and James M. Lewek, ‘““The Chinese Machine Building Industry,”’
in this volume.
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also due to the new leaderships’ decision to rely to a much greater
extent than in the past on imports for the realization of their mvest-
ment and production plans.

Standard of Living

Other policy decisions by the new leadership will add even more
pressure for rapid increases in the level of imports and the need to
finance a portion of those imports by long-term loans. For example,
it is becoming increasingly clear that the new leaderships’ pledge to
increase the standard of living means much more than the mere repe-
tition of a long-run objective. Although they still refer to the impor-
tance of moral and normative incentives, much greater emphasis
is being given to the implementation of a material incentive system
which will elicit greater labor effort and productivity from the labor
force, another key issue debated in the two-line struggle over economic
policy in the past. The reference in Hua’s speech to the need to provide
for an increase in income for 90 percent of the rural labor force in
normal years and the incentive systems being discussed also suggest
these increases in income are to be more widespread and continuous,
than the one-time increase in wages for those industrial workers in
the lower wage scales in 1977 to offset worker discontent.

The particular bonus and piece rate systems being discussed in the
Chinese press are obviously intended to serve as examples of the
types of systems being considered and to show how those systems have
indeed led to increased productivity in the particular mines, factories,
and communes that have introduced them. Yet, although the par-
ticular system to be advocated may not have been decided upon,
all of the examples being discussed in the press share a common
feature: the workers share in the increase in productivity and output
that results. If the resulting increases in productivity and output
are large enough, of course, those increases can provide for a signi-
ficant ncrease in the standard of living for the labor force and in the
level of investment in industry. On the other hand, increased pro-
ductivity and output in the mining and producers goods industries
do not provide those products which contribute to a higher standard
of living for the labor force. Public consumption (health services,
education, transportation, housing, et cetera) and industrially pro-
duced consumers goods (bicycles, sewing machines, radios, watches,
et cetera) will continue to increase their share of total consumption.
If the material incentive system is to be meaningful, however, signif-
icant increases in the supply of foodstuffs and industrially process
agricultural products (textiles) must be made available for consump-
tion. Not only have these commodities been rationed at relatively
" stable per capita levels since the mid-1950’s, but the arguments for
believing the Chinese will be unable to achieve their planned rate
of growth of between 4 and 5 percent in agricultural production have
been presented earlier in this paper.

Thus, the success of their decision to reply on a material incentive
system for obtaining increased labor effort and productivity will
ultimately depend on the success the new leadership has in achieving
their output targets in agriculture. The attempt to achieve those
targets, of course, will rely—to some extent, at least—on the con-
tinued and growing level of imports of current inputs, that is, chemical
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fertilizer, and producers goods, that is, agricultural machinery,
for the agricultural sector.®® Equally important, however, and more
relevant to our argument in this section of the paper, if the rations of
basic foodstuffs and textiles are increased so as to make the new
material incentive systems more effective (the Chinese labor force
already has considerable money savings which cannot be used to
buy more food or textiles) and the rate of growth in agriculture turns
out to be nearer our pessimistic forecast of 2 to 3 percent than Hua's
optimistic 4 to 5 percent, the large-scale imports of agricultural
products of the past should continue and perhaps increase somewhat
mn_the future. Although there is no reason to believe these imports
will grow as rapidly as the other catagories of imports, such as pro-
ducers goods, they could increase rapidly during 1 or 2 years of
poor agricultural production, which, given the history of Chinese
agriculture over the past several centuries up to the very present,
is likely to happen sometime during the next decade.

Modernization of the Military

Reliance of modern, sophisticated weapon systems or a manpower
intensive, people’s milita for China’s mulitary strategy was a third
major policy issue in the two line struggle over the past two decades-
Mao and the radical leaders were openly critical of those who desired
to rely on modern weapons systems, arguing that modern weapons
systems were orientated to offensive military operations, whereas
China’s needs and objectives were primarily defense which could best
rely on China’s greatest asset and strength, the Chinese people. A
review of China’s military strategy and operations over the past 28
yvears does, in fact, suggest the defensive orientation of China’s
military; the radicals often being the dominant force in the two-line
struggle within China’s military, frequently succeeding in purging
those leaders who openly argued for the modernization and profession-
alization of China’s military. Nonetheless, given their experiences in
China’s military engagements over the past 28 years and the obvious
military capabilities of their potential adversaries, China’s present
military leaders must certainly appreciate the role modern weapons
systems will play in determining the outcome of armed conflict with
those adversaries in the near future.

This appreciation would explain the crucial role played by the mili-
tary in assuring the rapid transition following Mao’s death which saw
the elimination of the radical leaders in favor of the moderate-prag-
matic leadership without an open armed conflict or civil war. In fact,

"the military undoubtedly is the most politically powerful interest
group which will support the economic plans and policies of the new
leadership. The reason for this is clear, for the modernization of
China’s military is directly linked with the modernization of China’s
economy—especially the development of China’s technical and scien-
tific capabilities, the achievement of greater productivity and quality
control, and the expansion of such key industries as metals (high-grade
metals and alloys), machine building (modern military equipment and
armaments), chemicals, fuels, and transportation. To this extent, the
economic objectives of the military and the new leadership are identi-

¢ The first foreign industrial exhibition of agricultural machinery is to be held in Peking later this year:
First proposed by the Japanese, the proposal was promptly accepted by the Chinese and mest of the Western
industrial countries, excluding the United States, have been invited to participate.

27-427—78 5
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cal; it is in the choice of alternative allocations of this expanded
productive capacity that problems may arise, that is, whether that
output’should be devoted to increase the supply of producers goods for
investment projects and the further expansion of China’s industrial
capacity or be allocated to the military as.an unproductive end user.

As with the previous two key issues in the two-line struggle, the
decision of the new leadership in regard to China’s future military
strategy also has become clear. Whether forced to accept the wishes
of the military because of the latter’s political power, deciding to
because of the debt owed to the military for its support during the
period of transition, or merely because of an identity of their priorities;
the new leadership has decided to undertake the modernization of
China’s military. Exactly how this is to be done, however, is much
less clear.

Whatever the exact nature of their military modernization program,
it is bound to include the increased procurement of the conventional
and advanced weapons and equipment which can be provided by the
scientific and technological capabilities and industrial production
capacity the Chinese acquire over the next 7 years as a result of their
programs and policies for the modernization of China’s economy. As
stated by Hua in his speech to the Fifth National People’s Congress,
“the national defense mdustries should put their production to good
account, diligently carry out research and trial production and then
the production of more and better modern conventional and strategic
weapons.” Yet, given China’s current capabilities and the pace at
which their scientific and technological capabilities and industrial
capacity can catch up with the most advanced level of the industrial
nations of the West over the next decade, the modernization of China’s
military during that period must rely on a considerable import of
weapons, armaments, equipment, and component parts. This reasoning
is reflected in the visit to Western Europe of a Chinese military delega-
tion which held discussions with their counterparts in the West con-
cerning the availability of these potential imports.

The outcome of these discussions and decisions is yet to be revealed.
On the one hand, the system of trade controls created during the cold
war still remains and places restrictions on the export to China of stra-
tegic materials and equipment which have possible military uses, a
problem which may prove to be a serious obstacle to these imports
masmuch as the Chinese undoubtedly will be interested in the most
advanced weapons systems and equipment available. On the other
hand, given their other import needs, the extent to which the Chinese
will be willing to devote their available foreign exchange for this.
“nonproductive’’ purpose is also unknown.

The argument here, however, does not rely on knowing what
weapons systems and equipment and how much will be imported, only
that China’s new leadership has decided to modernize China’s military
and this will require the import of military weapons and equipment.
This modernization program, of course, will also divert domestic
resources and output from the investment and industrial expansion
program spelled out in Hua’s speech. In addition, these military
weapons and equipment imports will lead to an even greater rate of
increase in the level of imports than is already indicated on the basis
of the investment and production targets announced in Hua’s speech
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and the policy decisions of the new leadership calling for greater re-
liance on imports of technology and commodities for the realization
of those targets and calling for an increase in the standard of living of
the labor force. -

Foreign Loans

As mentioned earlier, Hua’s speech does not include any explicit
indication of a reversal of the policy of self-reliance in regard to foreign
borrowing to finance the modernization of China’s economy. Nor does
his speech offer any clues as to the probable rate of increase in exports
and 1mports in the long-run economic plan, 1975-85. Hua only states
that “there should be a big increase in foreign trade.” This is the rea-
son why no entries are included for-the foreign trade sector under
‘“Hua’s ‘Optimistic’ Forecast’” in table 1. The section of Hua’s speech
devoted to foreign trade is not only very brief, it excludes any mention
of imports. Rather, it emphasizes the need for the creation of a “number
of bases” for supplying export products and the need to increase the
share of industrial and mineral products in the expansion of exports
that will be required.

On the basis on the above arguments, however, there is every reason
to believe that the new leaderships’ attempt to achieve the other tar-
gets in Hua’s “optimistic”’ forecast presented in table 1, while also
relying more heavily on imports of technology and producers goods in
the expansion of industrial capacity than in the past two decades,
attempting to rely on a material incentive system to achieve greater
labor effort and increased labor productivity, and modernizing China’s
military, will result in a significantly more rapid rate of increase in
imports and a higher foreign trade dependency ratio than is depicted
in the “pessimistic”’ forecast in table 1 (5 to 6 percent and 4 to 5 per-
cent, respectively). No accurate estimate of the probable rates of
change in imports and exports which should be included in the foreign
trade sector for Hua’s ‘“‘optimistic” forecast have been made. The fol-
lowing simple calculations are presented merely to suggest the nature
of the balance of payments problems China’s new leadership is likely

. to encounter as they attempt to achieve the plan targets they have
adopted and the new policy decisions they have made, that is, the
. need to engage in long-term borrowing from abroad.

For example, if the rate of increase in the level of imports were to be
twice that in our “pessimistic” forecast, that is, 10 to 12 percent, in-
stead of 5 to 6 percent, and, assuming the Chinese are able to achieve
the target for the rate of increase in agricultural production in Hua’s
“optimistic” forecast, the rate of increase in the level of exports were
raised from the 5 to 6 percent in our “pessimistic”’ forecast to 8 to 9
percent (our estimate for the rate of increase in GNP implied by the
long-run economic plan), China’s foreign trade dependency ratio would
be increased by a mere one percentage point, that is, from 4 to 5 per-
cent 1n 1975 to 5 to 6 percent in 1985. Thus, although these assump-
tions and results are in keeping with the arguments presented above
and would not appear to be unrealistic, they would also appear to be
rather conservative. In addition, although presented only as an il-
lustration of our argument and not as a prediction of what will actual-
ly occur over the next 7 years, they do illustrate the nature of the
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problem the new leadership is likely to encounter during that period
very well. Even these rather conservative assumptions, which only in-
crease China’s foreign trade dependency ratio by one percentage
point, still yield a cumulative import surplus of more than 25 billion
U.S. dollars over the next 7 years. Quite simply, if the new leadership
implements the economic plans and policies described above, they
will soon generate a sizable import surplus.

This projected import surplus, of course, need not be financed by
means of long-term foreign loans. Before reaching the conclusion that
they must rely on foreign loans for that purpose, it is necessary to
show the new leadership would encounter serious difficulties in at-
tempting to finance the projected imports surplus by other means.
The first alternative source would be China’s foreign exchange reserves,
estimated to have been between 1 and 4 billion U.S. dollars in the
early 1970’s; that is, before the large import surpluses of the mud-
1970’s.8* The import surplus in the mid-1970’s was financed partially
by means of these reserves and, in part, by normal, commercial credit
of 5 years or less. Presumably the sizable export surpluses China built
up in 1976 and 1977 were used to repay these short-term commercial
loans and to rebuild China’s foreign exchange reserves. Some of these
reserves could be used to finance the projected future import sur-
pluses, but the need to make payments on the short-term credits used
to finance China’s imports of complete plants purchased from the
West as of the end of 1974 will continue through 1982, and, if our pro-
jections of future imports are correct, China will require 5 billion U.S.
dollars of foreign exchange reserves to maintain enough reserve, to
have 3 months’ cover for financing imports. It should be obvious,
therefore, that while the available reserves may provide some financing
for the projected future import surplus it will not be a sufficient source
for the financing required. i

A second possible source are the noncommodity receipts in China’s

"balance of payments: Remittances from overseas Chinese to their
relatives in China, expenditures of tourists in China, shipping and
insurance services provided by the Chinese for their commodity trade,
et cetera. Remittances from overseas Chinese, the largest items in this
‘category, are estimated to have been approximately $100 million a
year during the early 1970’s® and, despite the recent change in policy
Which now encourages tourism in China, it is unlikely this source of
foreign exchange earnings will exceed 250 million U.S. dollars in any
1 year in the near future; that is, will be a significant means for
financing the projective sizable surplus of imports over the next 7
ears.
Y The most obvious potential means for financing the projected gowth
in imports would be an equivalent increase in exports. One of the basic
themes of the arguments in this paper, however, is the difficulty the
Chinese will have in attempting to achieve a rate of growth in exports

& See David L. Denny, ““International Finance in the People’s Republic of China,” in the previous Joint
Economic Committes compendium of papers on China’s economy, * China: A Reassessment of the Econ-
omy,” 1975, and Rich Batsavage and John Davie, “China’s International Trade and Finance,” in this
volume.

2 See A. H. Usack and R. E. Batsavage, “The International Trade of the People’s Republic of China,”
in the 1572 Joint Economic Committee compendium of papers on China’s economy, “People’s Republic of
China: An Economic Assessment.”
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faster than that included in our “‘pessimistic” forecast in table 1
(that is, the problems they will encounter in achieving rapid rates of
growth in agricultural production and the rapid rates of growth in the
domestic demand for that output due to the rapid expansion of indus-
trial production, the industrial labor force, and the desired increase in
the standard of living). Thus, our estimate for the potential growth in
exports is based on the relatively stable relationship established be-
tween the rate of growth in exports and the rate of growth in domestic
agricultural and industrial production over the past 28 years.”
Furthermore, our simplified numerical illustration of why the economic
plans and policies of the new leadership can be expected to require
sizable borrowing abroad over the next 7 years, accepts Hua’s “‘opti-
mistic” forecast for increases in agricultural production and adjusts
our estimate for the rate of increase in exports upward by over 50
percent.

Nonetheless, the stable relationship of the past between exports and
domestic agricultural and industrial production could be changed by a
significant shift in favor of greater exports of China’s raw materials,
such as petroleum. There is reason for being cautious in this regard,
however. Given the economic plans and policies of the new leadership, the
domestic demand for these raw materials should rise relatively rapidly
over the next-7 years. This is especially true for oil, inasmuch as the
Chinese undoubtedly will continue the shift to a greater reliance on the
use of oil, diesel fuel, and gasoline as a source of energy.** Because of
this increasing demand, one estimate holds that even under the most
favorable assumptions, China will be able to export annually over the
next decade or so no more than one-tenth of the oil exported by OPEC
in 1974; according to that study, a more reasonable estimate would be
about one-twentieth.®® In fact, given the magnitudes of China’s
industrialization program and the emphasis given to the development
of an extensive and well-developed transportation network, China’s
reliance on exports of oil as a major source of foreign exchange could
even diminish over the next 7 years as domestic demand overtook the
available supply.

On the supply side, growth rates of 20 to 25 percent in China’s oil
industry will be very difficult to maintain over the next 7 years.® The
attempt to tap China’s oil reserves, both onshore and offshore, to
maintain these past rates of growth will require drilling technology and
equipment and the means for transporting the petroleum from the
drill head to either the domestic user or the ocean ports (which also
require facilities for loading oil tankers) which the Chinese have not
yet acquired. Even if the technology, equipment, and skilled workers
were to be obtained {from abroad, adding to the demand for imports,
these items are in scarce supply and would involve high costs, con-
siderable timelags, and possibly the direct participation of foreign
companies in China’s development program.

3 This estimate of China’s export potential is consistent with the estimates of Hedija Kravalisin “China’s
Export Potential,” in this volume,

& Between 1970 and 1974, oil increased its share in China’s total energy supply from 14 to 22 percent.

6 CIA, “China: Encrgy Balance Projections,” A(ER)75-75, November 1975.
\ 6: hsiee Vlaclav Smil, “Energy Production,” and Kung-ping Wang, ‘“Mineral Output and Productivity,”
n this volume.
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Despite these words of caution, however, the exploitation of China’s
oil resources does provide the Chinese with an excellent export
commodity—liquid gold—that is in great demand in those very
countries that can supply the Chinese with the imports they will need
in the next 7 years, that is, Japan and Western Europe. On the other
hand, although these potential exports of raw materials may help
alleviate some of China’s balance-of-payment problems, they will not
provide the magnitude of foreign exchange earnings required for
financing the import surplus implied by the economic - plans and
policies of the new leadership. -

One final source for financing the projected import surplus, of course,
is the continuation of the present practice of relying on short-term
commercial (5 years or less) credit for individual import transactions,
that is, a certain amount paid when the imports are received by China
and the rest of the payments spread out periodically over the next
few years.% This source, however, can only be a temporary means for
financing the projected growth in the gap between current imports and
current exports implied in the economic plans and policies of the new
leadership. In other words, the short-term debt would soon accumulate
to the point where current exports could not cover the repayments
scheduled by the debts used to finance imports in previous years and
the Chinese would have to engage in long-term foreign borrowing for
that purpose.

We cannot, of course, rule out the use of each of the above sources
combined to finance a growing Chinese import surplus or the limitation
of that import growth to the level made possible by these sources.
Quite simply, actual events may see the Chinese leadership adapt their
economic plans and policies in light of the constraints imposed by
domestic resource and foreign exchange availability; constraints
presently dictated by their policy of self-reliance in regard to foreign
borrowing. Such a policy would merely mean the actual evolution of
the economy over the next 7 years would be closer to our “pes-
simistic’’ forecast in table 1 (a forecast based on the assumption of a
policy of self-reliance in regard to foreign borrowing) than to the
forecast presented in Hua’s speech. On the other hand, if the new
leadership does attempt to realize its economic plans and policies, that
is, the results presented as Hua’s ‘“optimistic’” forecast in table 1,
over the next 7 years, we conclude the only possible way those plans
and policies can be realized is by means of China’s obtaining long-term

foreign loans.
The Choice of Trading Partners

While no attempt is made here to estimate the magnitude of China’s
potential long-term borrowing from abroad, those loans undoubtedly
will be tied to the financing of particular large-scale import trans-
actions negotiated with groups of Western businessmen or countries.
These large-scale import transactions will be an important feature of
the projected rapid growth of imports, that is, those imports specif-
ically obtained for the purpose of achieving the new leaderships
plans for rapidly increasing China’s technological capabilities and

” ¢ For a detailed description of the short-term financing used to finance China’s imports, see David L.
Denny,*‘ International Finance in the People’s Republic of China,” in previous Joint Economic Committes
compendium of papers on China’s economy, ‘ China: A Reassessment of the Economy,” 1675,
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developing China’s industrial capacity so as to catch up with the West
by the end of the century. Thus, the source of these long-term loans
will be determined by the trading partners the Chinese rely upon for
the purchase of these imports.®®

The Soviet Union was a major supplier of these producers goods
during the 1950’s, when China was rehabilitating and expanding basic
industries which did not require the most sophisticated and advanced
technology. Now and in the future, the Chinese will be able to produce
these producers goods domestically; requiring instead producers goods
which embody more advanced technology. The socialist countries,
although able to meet some of China’s technological needs in this
regard, are themselves currently seeking imports of high-technology
producers goods in the West. The comparative advantages of Western
suppliers is even greater in China’s import needs for current inputs
in agricultural production, that is chemical fertilizer, and for agricul-
tural products. :

Transport costs for trade with the socialist countries are also
relatively high, especially when compared with the transport costs
for trade with Japan, China’s largest trading partner. In addition,
China’s export commodities probably accommodate Japan’s needs
more than they do the needs of any other industralized country. As
for China’s import needs, Japan’s export potential, current economic
conditions, continuing accumulation of foreign exchange reserves,
and the facility with which the Japanese transferred official recogni-
tion from the Republic of China to the People’s Republic of China
will all serve to insure that Japan will remain the major supplier of the
technology, producers goods, and long-term loans required for the
imlplgm%ltatlon of the new Chinese leaderships economic plans and

olicies.

P Although Japan’s dominance of China’s import trade should con-
tinue and even increase over the next 7 years, the Chinese also can be
expected to follow a policy of diversifying their foreign trade ties so as
to avoid exclusive dependence on any single country or group of
countries, This will lead China to develop trade ties with all countries
and areas: the socialist countries (including the Soviet Union), the
industrailized countries of North America and Western Europe,
agricultural surplus countries in South America and Southeast Asia,
and raw material suppliers among the ranks of the underdeveloped
countries. This policy will also help to insure some role for the United
States in China’s growing import trade.

Asfar as Sino-American trade ties over the next 7 years are concerned
however, the United States will probably remain—as at the present
time—the source of particular types of advanced technology and pro-
ducers goods the Chinese cannot obtain from U.S. licensed firms in

# An example of this phenonemon is the long-term trade agreement signed by the President of the Japan-
China Economic Association (Japan) and China’s Vice Minister for Foreign Trade in February. The agree-
ment calls for 10 billion U.S. dollars in exports by each country to the other over the next 5 years; Japan to
export 7 to 8 billion U.S. dollars of plants and technology and 2 to 3 billion U.8. dollarsin construction mate-
rials, China to export 47 million tons of oil, 5 million tons of coking coal for steelmaking, and 3.5 to 4 million
tons of steaming coal for power generation, Thus, basically the agreement would appear to be a barter agree-
ment, but the Japanese exports of plant and technology will be made on a deferred payment bases. These are
not to be paid for on the basis ¢f long-term loans, presumably out of deference to China's ideological opgosx-
tion to long-term borrowing from abroad. Nonetheless, at the same time, the Japanese are said to have
adopted two means for providing what amounts to long-term loans for financing China’s growing
imports from Japan: making sizable foreign-currency deposits with the Bank of China which the Chinese
can utilized to pay for Japanese exports and the extension of credit by Japanese banking system and Import-
Export Bank directly to Japanese exporters engaged in export trade with China.

¢ See footnote, 63, above,
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third countries and residual supplies of agricultural products during
peak periods of Chinese demand for these products. Several major
obstacles will prevent the United States from playing a major role,
that is, compared with Japan and Western Europe, in the projected
rapid growth in Chinese imports over the next 7 years. E‘oremost
among these obstacles—mostly political—are the following: (a)
Considerations which make it very difficult for the United States—
unlike any other major industrial country—to grant de jure recogni-
tion to the People’s Republic of China and withdraw that recognition
from the Republic of China; (b) considerations which have made it
difficult for the United States to settle the issue of Chinese frozen
assets in this country and American claims on assets and debts in
China; (c) the considerations which have made it difficult for the
United States to grant “most-favored-nation’” tariff rights to Chinese
exports in the normalization of commercial relations; (d) the system
of legal controls in the United States on commercial trade with
China; and (e) the difficulty which can be expected in any future at-
tempt to remove U.S. controls on the extension of long-term credit
for financing exports to China.”® None of these “difficulties’” are in-
surmountable, but little or no progress has been made in solving them
since the early 1970’s and, as long as they remain, the United States
will undoubtedly continue to follow Japan and then Western Europe
as the major contributors to China’s rapidly growing import trade
over the next 7 years. :

CoNcLusioN

The discussion and arguments in this paper, as in a good many of
the other papers in this volume, has emphasized the serious economic
problems the new leadership faces in its attempt to modernize China’s
economy, and reach the front ranks of the industrialized world by the
end of this century. Other papers in this volume present analyses and
conclusions which are significantly more optimistic about China’s
economic future. Even those which emphasize the economic problems
in China’s future, such as this paper, also include arguments which
would lead to a rather favorable interpretation of China’s past record
of economic development and possibilities for continued growth in the
future, although nowhere near as optimistic as the prospects held
forth in Hua’s speech to the Fifth National People’s Congress.

™ For a detailed discussion of these considerations which lead to these difficulties and of the difficulties
which serve as obstacles to greater Sino-American trade, see Eugene A. Theroux, “Legal and Practical
Problems in the China Trade,” in the previous Joint Economic Committee compendium of papers on
China’s economy, “China: A Reassessment of the Economy,” 1975, and Martha Avery and William Clark,
*‘Sino-American Commercisl Relations’” and Stanley Lubman, “Legal Aspects of PRC Trade,” in this
volume. Two papers in this volume attempt to estimate the effect the granting of most-favored-nation
tariff privileges to China’s exports would have on Sino-American trade; see James Kilpatrick and Phillip
Lincoln, “MFN and the China Trade,” and Helen Raffel, ““Tariff Restrictionsand P RC Export Potential,”
In this yolume, It should be noted that most of the papers in this volume deal with topics central to the
economic problems and potential of China’s economic development as would be viewed from within China
itself; the papers in this volume referred to in this footnote are included because of the great concern with
these problems of Sino-American trade by the American public and Government and these latter problems,
especially MFN, are not nearly as crucial in determining China’s economic future as they are in determining
the future political relations between these two countries. For a discussion of the problems which are pre-
venting the introduction of the necessary means of providing long-term financing of U.S. exports to China,
see Frank Ching, “Rough Going Forecast for U.S. Proposals To Allow China Loans,” The Asian Wall
Street Journal, April 14, 1978.
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For example, all of the papers in this volume recognize the record
of positive rates of growth in both agriculture and industry in China’s
economic development over the past 28 years, which have created a
significant economic base for the new leadership to build on in their
attempt to modernize China’s economy. More important, all recognize
the tremendous potential for future growth and even the more pessi-
mistic of the papers that follow believe the new leadership’s economic
plans and policies will achieve a considerable degree of success; that is,
further increases in GNP per capita. Perhaps most important of all
is that these economic plans and policies of the new leadership indicate
domestic economic rationality and stability and a far greater reliance
on normal commercial relations with the industrialized countries of
the non-Communist world than was true in the past.
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In January 1975, Chou En-lai, in a major address to China’s Fourth
National People’s Congress, called for the ‘‘comprehensive moderni-
zation of agriculture, industry, national defense, and science and
technology before the end of the century.” ! In the 1976-85 decade,.
China was to build a “relatively comprehensive industrial and eco-
nomic system” that would serve as the foundation for the more
ambitious goals that were to be achieved by the year 2000. Yet, in
the 3 years since Chou’s speech, China’s agricultural output has
stagnated, industrial output growth has fallen far below the average
~rate achieved in the previous decade, and China’s foreign trade in
real terms remains well below the level of 1974.

These unfavorable developments naturally call into question the
very ambitious economic goals contained in the ‘“Outline of the
10-Year Plan for the Development of the National Economy, 1976~
85,” that were announced to the Fifth National People’s Congress by
Hua Kuo-feng in February 1978.2 The purpose of this paper is to
review recent developments in light of China’s record of economic
development over the past 25 years and to analyze several alternative
hypotheses that may explain the relatively poor economic performance
over the past few years. This analysis highlights the critical problems.
that Chinese economic planners face in industry, agriculture, and
foreign trade and then assesses, on the basis of currently available
evidence, the prospects for achieving the goals incorporated in the
10-year plan.

BACKGROUND

In long-term and comparative perspective there are at least three
salient characteristics of post-1949 economic development in China:
Exceptionally high rates of economic growth, rising rates of capital
formation, and extremely modest dependence on foreign financial
assistance.

*Nicholas R. Lardy is a member of the Department of Economics faculty at Yale University:
1 Chou En-lai, “Report on the Work of the Government,” Peking Review No. 4, 1975, p. 23. X
? Hua Kuo-feng, “Unite and Strive To Build a Modern Powerful Socialist Country,” Peking Review,
No. 10, 1978, pp. 7-40.
48)
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_ While advocates of the “growth is obsolete” view thrive in the
West, the Chinese leadership has always believed that rapid economic
growth provides the most effective mechanism to transform China
Into a modern state and to raise the standard of living of its people.
Indeed, China’s average annual rate of economic growth between 1952
(the year in which post-civil war economic recovery was basically
completed) and 1974 was approximately 6 percent or about 4 percent
in per capita terms.® At these rates total and per capita output double
in 12 and 18 years respectively. Most notably industrial growth under
the Communist regime has been extraordinarily rapid, doubling on
the average every 6 years.* While agricultural growth has been much
more modest it has more than kept pace with the growth of population,

"a remarkable achievement given China’s high population density per
unit of arable land. : :

This economic performance is most usefully judged in_historical
and comparative perspective. Although some other developing
countries have grown as fast, only a few have sustained a 6-percent
average rate of growth since World War II. China’s economic per-
formance is also impressive when it is compared with other large,

" densely populated Asian countries where per capita incomes were
initially (late 1940’s) comparable to those of China. In India, for

_example, another large continental country faced with the difficult
problem of raising agricultural output on a relatively fixed quantity

. of arable land, the average annual rate of per capita economic growth

‘between 1950 and the early. 1970’s was only 1.1 percent,® roughly
one-third that of China’s. Pakistan has done somewhat better, with

"a rate of per capita growth slightly over half that achieved by China.

_ - In historical terms as well, post-1949 -economic growth has been
quite rapid. While there were isolated pockets of economic growth
and modernization in China prior to 1949, these were restricted to

“small foreign-dominated coastal enclaves such as Shanghai and the
northeast (Manchuria) that had developed under Japanese occupation
and control. The economy as a whole failed to exhibit any sustained

.growth of per capita output in the half century prior to 1949.*

A secon(f notable characteristic of the Chinese economy since 1949

_is the unprecedented rate of capital formation (the ratio of gross in-
vestment to gross output). Estimated at about 5 percent for the 1930’s
and much less for the civil war years, it rose to 10 percent by 1952
(the beginning of the first 5-year plan), to 20 percent by 1957 (the end
of the first 5-year plan), to 25 percent or more in the early 1970’s.
These are rates of capital formation which are unusually high for a
country of China’s low level of economic development. They eare, for
example, almost twice the rates achieved in India and Pakistan.

This high rate of investment has two important implications. First
it is an antidote to the naive view that China’s economic development
strategy under Mao was concerned primarily with the pursuit of

1 Dwight H. Perkins, “Issues in the Estimation of China’s National Product.” Harvard Institute of
Economic Research Discussion Paper No. 471, April 1976,

4 Robert Michacl Field, ““Civilian Industrial Production in the People’s Republic of China: 1949-74,"
in “China; A Reassessment of the Economy,” p. 149.

& John Mellor, “The New Economics of Growth: A Strategy for India and the Developing World.” Tthaca,
N.Y.: Cornell University Press. L .

s Dwight H. Perkins, “Growth and Changing Structure of China’s 20th Century Econoiny,” in ‘‘China’s

« Modern Economy in Historical Perspective,” ed. by Dwight Perkins. Stanford, Calif.: Stanford University

Press, 1975, pp. 122-123. - i

7 Robert Michae! Field, ‘“Real Capital Formation in the People’s Republic of China: 1952-73,” unpub-
lished manuscript, July 1976.
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revolutionary ideals rather than economic progress. Clearly, revolu-
tionary ideals have been important, but they have not usually over-
ridden the overwhelming priority accorded to rapid economic growth.
Secondly, these high rates of investment imply that the Chinese
‘Government has been successful in deferring wage increases in the
industrial sector in favor of reinvesting profits to finance further
industrial growth. This, in turn, has important implications that I will
pursue below.

Finally, China’s economic development has depended less on foreign
financial aid than any other success?ul developing country since World
War II. Even during the 1950’s, Soviet loans in aggregate terms were
relatively modest—about $1% to $2 billion over a period of 10 years.
Repayments began quickly and by 1955 repayments to the Soviets
exceeded new loans. During the decade from 1955 to 1965 the Chinese
repaid their loans from the proceeds of their trade surpluses.

At the same time that the Chinese began to repay their debt to the
Soviet Union in the mid-1950’s, they also initiated their own foreign
economic assistance program. Since 1955 they have granted over $7
billion of economic and military aid—a substantial net capital outflow
for a country of China’s relatively low level of economic development.
Of this flow, over half has consisted of economic aid to other less-
developed countries. Although aid expenditures have declined con-
siderably in recent years, since 1970 they have averaged about $400
million per year.® In short, China is the only less-developed country
that has not only relied minimally on foreign credits, but also has
been able to sustain a rather successful foreign assistance program
of its own.

Again, the comparison with India is instructive. India, since inde-
pendence in 1947, has run an almost continuous foreign trade deficit.
This deficit has been financed by foreign aid and capital inflows,
primarily from the West, but in more recent years from the Soviet
Union as well. Over the two decades from 1950 to 1970, India was the
reciptent of over $13 billion of net resource transfers (defined as
imports less exports).® India, in fact, has been the largest recipient
ofidevelopmental aid and concessionary loans in the world. Despite this
generous assistance, which financed 15 to 20 percent of India’s
capital investment during these two decades, India’s rate of growth
of gross national product in per capita terms has been about one-third
that of the Chinese. In the view of some observers, the refinancing of
India’s cumulative external debt seems likely to become a regular

{feature of the international monetary scene.

RecexT Econoyic PERFORMANCE

In marked contrast with this favorable long-term record of economic
grown and minimal reliance on foreign financial credits, China’s
economic performance in the past 4 years has been comparatively
unfavorable. The rate of economic growth since 1974 has fallen far
below the long-term average, and an unprecedented balance-of-trade
deficit was incurred in 1974 and 1975. These developments have beset

! John Franklin Copper, ““China’s Foreign Aid in 1976, “Current Scene,” vol. 15, Nos, 6 and 7 (June-
July, 1977), p. 13.
# John Mellor, ‘“The New Economics of Growth."”
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the current leadership with the most profound set of economic prob-
lems China has confronted in over a decade. The paragraphs below
will detail the extent of the economic downturn and examine a number
of hypotheses that have been suggested to account for the decline in
economic performance of recent years.

Most significantly, agricultural output during the 2 years 1976-77
does not appear to have risen significantly above the level of the 1974—
75 harvests.!® As a result, China’s imports of food grains increased
sharply to almost 7 million metric tons in 1977 and will remain above
average this year. This, of course, has absorbed a considerable portion
of China’s foreign exchange earnings and has depressed China’s
program to import modern plant, machinery, and equipment from the
West. Poor performance has not been limited to food grains. Qutput
of major industrial crops such as soybeans and rapeseed has also
grown relatively slowly while cotton output has declined sharply.

Equally important, China’s rate of industrial growth has fallen to
about one-half of the long-term rate of 12 percent that had been
achieved between 1952 and 1973." Industrial output grew by less
than 5 percent in 1974 and then recovered to about 15 percent in 1975."2
In 1976, industrial growth came to a standstill or perhaps even regis-
tered a decline of about 5 percent.” Several provinces were particularly
affected, with decline of industrial output of 20 percent or more. 1977
was a year of rapid recovery with industrial output growth apparently
approaching 14 percent.” As a result the level of industrial ouput
in 1977 was substantially less than it otherwise would have been, and
industrial investment was significantly depressed, particularly in 1974
and 1976.

Kinally the decline in China’s economic performance over the past
few years was reflected in the emergence of a large trade imbalance
beginning in 1973 and a sharp decline in the rate of trade expansion.
During 1974 the prices of industrial goods imported from the West
rose sharply as a result of world-wide inflation.’® At the same time
Western-demand for many of China’s traditional exports, particularly
cotton textiles, was shrinking. As a result a trade deficit of. $200
million in 1973 grew to about $800 million in 1974.'* Beginning in
1975 the Chinese sharply curtailed the growth of imports while at-
tempting to step up their exports. Consequently the trade deficit

© China’s food grain output (including soybeans and potatoes in grain equivalent weight) was 274.9 miltion
metric tons in 1974, according to a statement of Yang Li-kung, Vice Minister of Agriculture at an FAO
conference in Rome in November 1975. Data for the harvests since then are quite limited. The 1975 harvest
appears to have been 230 rnillion metric tons. See * Wen-hui pao’’ (Hong Kong) Mar. 9, 1978, p. 7; and Inter--
national Rice Research Institute, ‘ Rice Research and Production in China: An IRRI Team's View.'”
Lios Baiios, Philippines, 1978, p. 77. Estimates for 1976 and 1977 are subject to a higher margin of error, but:
the harvests appear to have been in the 275 to 285 million ton range in both years with the 1977 harvest
somewhat below that of 1976. -

1t Robert M. Field, Nicholas R. Lardy, and John P. Emerson, *“ A Reconstruction of the Gross Valtre of
Industrial Output by Provinee in the People’s Republic of China: 1949-73, Foreign Eeconomic Report
No. 7. Washington, D.C.: Department of Commerce, 1975, p.19. =~ L

12 The.1974 growth is estimated from scattered provincial reports. The 1975 figure comes from Yii Ch'iu-
1’'s speech to the Fourth Session of the standing Committee of the Fourth National People’s Congress on
23 October 1977 in Foreign Broadcast Information Service, ‘‘Daily Report, People’s Repubtic of China,™
QOct. 25, 1977, p. E6.

13 This esiimate is based on incomplete provincial reports and is subject to some error.

# Fourteen percent was the preliminary estimate given in the close of 1977. No final figure was released
in the first quarter of 1978, and Hua’s speech made no specific mention of industrial growth in 1977, Until
more information is released, this figure should be treated with caution.

15 Central Intelligence Agency, Office of Economic Research, * China: Real Trends in Trade with Non-
Communist Countries since 1970,” October 19/7.

- 18 The trade data cited here and in the remainder of this paragraph are taken from Central Intelligence
Agency, Office of Economic Research, “China: Internetional Trade, 1976-77,”” November, 1977 and from
reports released by the Japanese External Trade Research Organization.
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was cut by three-fourths in 1975 and a surplus of about $2J billion
cumulated during 1976-77. Consequently, in sharp contrast to the
1970-74 period when imports (in constant prices) were growing by
about 12 percent annually and constituted a dynsmic sector of the
economy, imports in 1977 (in constant prices) remained well below
the level of 1974. '

CausEes oF THE DECLINE

A number of hypotheses have been advanced to explain the recent
sharp reversal of economic performance. These hypotheses are
worth examining in some detail since they not only reveal the char-
acter of the critical problems that have confronted the post-Mao
leadership, but also because they have somewhat different implica-
tions for the prospects for achieving the goals incorporated in the
Ten Year Plan. ‘

The most obvious hypothesis attributes China’s recent poor eco-
nomic performance to political developments, notably the sequence of
events following the death of Chou En-lai in January 1976. These
include the purge of the Vice Premier Teng Hsiao-p’ing in early April
and the virulent attack on a set of economic policies which were attri-
buted to Teng but appeared to differ only marginally from the over-
all strategy of economic development that had been_enunciated by
Chou at the Fourth National People’s Congress in January 1975.7
In retrospect, however, it is clear that political events had begun to
have an adverse effect on economic development as early as late 1973,
The campaign against Lin Piao (the former Defense Minister who died
while apparently attempting to escape to the Soviet Union) gave rise
to deep factional cleavages in many industrial enterprises, leading to
worker sabotage in some factories and widespread disruptions of the
transport system. Although it was difficult to judge the effect of these
activities on economic production, provincial data released in radio
broadcasts made it possible to identify some of the most troublesome
areas, most clearly Chekiang Province. Industrial output in Chekiang
fell by over 10 percent in 1974, largely due to widespread disruption
of production in Flangchow where several thousand People’s Libera-
tion Army troops were finally dispatched in 1975 to restore order. -

‘While there was increased stability and recovery in 1975, 1976 was
again marked by exceptional political disruption and uncertainty:
During 1976, it became clear that the effect was not simply to close
down factories for extended periods but also, more significantly, to
undermine the consensus in support of the 10-year plan that had been
formulated by the summer of 1975 and that was to have gone into
effect in 1976. In the latter part of 1975, the followers. of Madame
Mao, as part of their attack on Teng Hslao-p'ing, raised a series of
objections to the plan. In retrospect 1t 1s clear that crucial aspects of
the strategy embodied in the plan had come under sharp attack and
were discussed throughout most of 1976. Not until after Madame
Mao’s followers had been arrested in the fall of 1976 and Teng Hsiao-

ing was officially rehabilitated in the spring of 1977 did the economy-

egin to recover from the sharp decline that had been caused by the
paralysis of the planning process, widespread work stoppages, and
disruptions of the transport system. )

17 These criticisms were contained in a series of articles publishedinJtheShanghai journal ““Hsiieh-hsi yi
p'i-p’an” (Studies and Criticism) in the spring of 1976.
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A second hypothesis suggests that the decline in performance, par-
ticularly in the industrial sector, is the result of a long-term" decline
in labor productivity. Because industrial profits have been reinvested
rather then being used to finance wage increases, the average wage
in manufacturing was constant for the the 20 years between 1957
and late 1977.18 Because wage policy during the First Five Year Plan
period explicitly linked the growth of real wages to increases in labor
productivity, it has become 1ncreasingly difficult to motivate workers
without wage increases. As a result, while the long term rate of growth
«of labor productivity is high, there has been little improvement in the
past few years. In short, this hypothesis suggests that ideology in-
creasingly has become a less effective substitute for material incen-
tives.

A third hypothesis suggests that growth has slowed because of the
cumulative effect of misallocated investment resources. Without
the guidance of scarcity-based market prices or the use of relatively
sophisticated planning techniques, Chinese planners may have ne-
glected significant sectors of the economy. Long-term misallocation, in
this view, has now had widespread unfavorable repercussions through-
out the economy, depressing the rate of growth below its long-term
level. The sectors thought to be the most neglected are coal, electric
power, and transport. The shortage of transport capacity, for example,
1s thought to have contributed to delays in production as crucial inputs
are not being delivered according to schedule. The apparent unwill-
ingness of the Government to modernize the coal industry has resulted
in a very slow rate of growth of output. Shortages of coal have, in the
short run, depressed the rate of growth in other industries. And the
longrun consequence is that in industry, petroleum-based energy
sources are increasingly substituted for coal, reducing the amount of
o1l available for export. :

A fourth hypothesis attributes the decline in the rate of growth to an
ever increasing burden of agriculture on the rest of the economy."?
In this view the Government has been forced to allocate an increasing
‘share of investment résources to agriculture simply to maintain a rate
of growth of agriciltural output sufficient to feed a population which
is currently expanding by about' 15 million persons per year. The
-economics of producing adequate food on & fixed quantity of arable
land (the amount of land under cultivation in China doés not appear
‘to have increased since 1957) are quite unfavorable. The gains in
output that could be achieved through the strategy of increased mobili-
zation of traditional resources within the confines of an unchanging
agricultural technology were largely exhausted in the 1950’s. In the
early 1960’s the leadership recogrized that future agricultural growth
would ‘depend on’ the allocation of modern industrial inputs-to the
agricultural ‘sector. But as thoré and more resources are applied to a
relatively small fixed quantity of land, diminishing returns set in. Thus
an'ever growing quantity of chemical fertilizers, certain types of agri-
cultural machinery, particularly. irrigation equipment, is required to

comperisate for the fixed quantity of arable land.

18 Nichdl;if_ '11;.5 Lardy, “Economi¢c Growth and Distribution in China.” Cambﬁdge University Press,
1978, pp. 1 . ! . :
1 Robert F. Dernberger, ‘ China’s Economic Future,” in Allen S. Whiting and Robert F. Dernberger
‘!‘i(i}ll;jga'sk Féltl_lrleé_zl;‘oreign Policy and Economic Development in the Post-Mao Era.”” New York: McGraw-
ook Co., f
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The option of meeting incremental food requirements through im-
ports is foreclosed not so much by the doctrine of self-reliance as by
sheer economic necessity. Any attempt by a country comprising one-
fifth of the world’s population to satisfy its annual incremental food
requirements entirely through imports would, at least in the short
run, exert substantial upward pressure on prices in world markets.
Thus the combination of diminishing returns and the need to remain
largely self-sufficient in food grain supplies necessitates that the leader-
ship allocate an ever growing share of resources to the less productive
agricultural sector. Because the capital output ratio (the incremental
quantity of investment necessary to generate a given increase in
output) is much higher in agriculture than in industry, the allocation
of investment is shifting to a pattern that is less favorable for main-
taining rapid economic growth.

A final hypothesis suggests that much of the decline in the perform-
ance of the economy can be traced to the direct and indirect effects of
the earthquake which struck Hopei Province in July 1976. As the veil
of secrecy surrounding the earthquake is slowly raised it is clear that
the loss of life and physical damage were enormous. Upward of three-
quarters of a million people were apparently killed and T’angshan, a
mejor industrial city, was leveled.

EvaLuaTioN AND IMPLICATIONS

In my view, the major causes of the downturn in economic perform-
ance in recent years appear to be transitory and potentially reversible.
Political disruptions in 1974 and 1976, the Hopei earthquake in 1976,
and poor weather in both 1976 and 1977, rather than long-term
structural causes, appear to be the most important explanatory vari-
ables. This interpretation is, of course, subjective and given the paucity
of economic data available, cannot be tested rigorously. The evidence
and analysis supporting this interpretation is set forth below.

First, the pattern of provincial industrial development over the
past few years suggests that political forces have outweighted long-
term structural factors as causes of the decline in industrial growth.
Most important the slowdown in industrial growth has occurred pri-
marily because of significant declines in the absolute level of industrial
output in some provinces rather than an across the board slowing of
the growth rate.”® On the basis of scattered reports, it would appear
that a few provinces have been able to maintain rates of industrial
growth approaching their long-run average rates. Such widely sepa-
rated provinces as igleilungkiang and Kwangtung would appear to fall
into this category. On the other hand, regions where political strife
was most intense in 1974 and 1976 suffered absolute declines in in-
dustrial output. In Kweichow, for example, industrial output appears
to have fallen by about one-third in 1974. After recovering in 1975,
output again fell in 1976, perhaps by 40 percent or more. Industrial
output in Chuchou, an important industrial center in Hlunan, fell by
31 percent in 1974. After recovering in 1975, output fell again in 1976.
In Chekiang Province output fell significantly in 1974 and then con-
tinued to fall in 1975 and again in 1976. It was not until 1977 that
the level of industrial output in Chekiang recovered to the levels
achieved in 1973—the previous peak level of output. Industrial output

% The analysis presented below is based on provincial reports.
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also fell by about 16 percent in Hopei in 1976, although the cause was
the July earthquake rather than political forces.

In short, over the past few years there has been sharply increased
variation in the pattern of provincial industrial growth. This pattern
suggests that the decline in the national rate of growth is the result
of disruptions of growth that have been particularly severe in some
regions, rather than the result of systematic forces, such as misalloca-
tion of investment funds, that would be expected to have a more uni-
form effect on provincial industrial growth.

Second, stagnation of agricultural output since 1974 also appears to
reflect primarily short-run forces. China’s agriculture most certainly
has not encountered some biologically determined ceiling level of out-
put and the prospects for sustained growth are quite favorable, partic-
ularly compared to many other Asian countries at comparable levels
of economic development. I believe the argument that China’s agri-
culture has been subject to sharply diminishing returns tends to under-
estimate the importance of technical change that has occurred since
the shift in agricultural development policy of the early 1960’s. Rather
stagnation appears to have been caused by a disruption in the flow into
agriculture of modern inputs produced by the industrial sector, poor
weather in 1976 and 1977, and perhaps by management problems
that have reduced peasant incentives.

Since the mid-1960’s, agricultural growth has become dependent on
increased supplies of chemical fertilizers and farm machinery particu-
larly power tillers and electric and: diesel pumps for irrigation systems.
Because of weaknesses in the industrial sector discussed above, there
was a sharp decline in the growth of these inputs after 1974. Following
several years of rapid development, the production of chemical fer-
tilizers was basically unchanged in the 4 years between 1973 and 1976.
The total supply of plant nutrients from inorganic sources has actu-
ally. declined because the quantity of imported fertilizers, after
reaching a peak in ‘1972, has fallen, particularly since 1973.. This, of
course, was partially due to the policy of reducing imports after trade
deficits were incurred in 1973-75. The growth of Incremental supplies
of other inputs to agriculture has also declined sharply. The inventory
of powered irrigation equipment grew by 13 million horsepower in
1974 and 1975 but by only 7 million horsepower in 1976 and 1977.
Numerous qualitative reports also suggest that agriclutural produc-
tion has been set back because of shortage of electric power, fuels,
et cetera. In summary, agricultural growth after 1974 has been im-
paired partly by failures in the industrial sector.

Poor vweather in1976.and.1977-has.also, depressed the growth of
agricultural output below its long term rate. The influence.ol weather
on Chinese agricultural output is extremely difficult to measure with
the information that is freely available outside of China and this diffi-
culty is compounded by the tendency of the Chinese to emphasize
weather problems when there are shortfalls in harvests. Even after
allowing for these considerations, it would appear that widespread
flooding in 1976 and drought in 1977 depressed agricultural output
significantly.

Finally, judging from Chinese press reports, in some regions there
has been a tendency in recent years for higher level authorities within

. 21 Christirie Pui Wah 'Wong, “Nutrient Supplies in the Péép]e’s-Rei)ublic of China,”” unpublished paper,
March 1978, table 1A, )

27-427—78——6



56

the commune system to undermine the autonomy of China’s basic
level of agriculture, the production team. In violation of previously
established practices, higher levels appear to have appropriated both
team manpower and funds for projects without seeking team ap-
proval. Because these projects in many cases appeared to have little
or no benefits for the teams concerned, work incentives at the team
level were reduced significantly.

These three causes of agricultural stagnation appear to be largely
transitory. Over the long run the influence of weather will be less
adverse than in 1976 and 1977. The flow of modern industrial sector
inputs into agriculture began to grow again toward the end of 1977
and will almost certainly resume the pattern that was evident prior to
1974. The January 1978 speech of Yii Ch’iu-li, the Chairman of the
State Planning Commission, clearly signaled a determination to re-
store the growth of production of chemical fertilizers, tractors and
hand tillers, implements, and pumps.?? In addition to increased out-
put of these products Yi’s speech also called for improved quality
and increased standardization of parts and components that will in-
crease the efficiency with which these increased inputs are utilized.
Finally with regard to incentives, a major thrust of policy since late
1977 has been the restoration of team level autonomy and increased
work incentives as embodied in the phrase “more pay for more work,
less pay for less work, and no pay for no work.” The new state con-
stitution also makes it clear that the ultimate goal of shifting the level
of economic accounting to the brigade level has been deferred until
‘“‘conditions are ripe.” ® Yeh Chien-ying’s report on the constitution
specified that these conditions include a relatively even level of
development among a brigade’s production teams.* If this policy
1s followed it will eliminate the major objection to the brigade as the
basic level of economic accounting and income distribution. '

The long-term prospects for agricultural growth in China appear
quite favorable both because of the huge investments that already have
been made in land infrastructure and because of the speed with which
high-yielding technologies are adopted.

Since China’s present cultivated area is about the same as in the
mid-1950’s, the growth of food grain output over the past two decades
has been due largely to increased yields and intensity of agricultural
cultivation that, in turn, have depended on improved water contrel
and earlier maturing and higher yielding seed varieties. China’s plant
breeding program, in both rice and wheat, has been quite successful in
developing faster maturing varieties that have allowed increased multi-
ple cropping and thus increased yields per unit of cultivated land. But
yields per unit of sown area of rice, far and away China’s most im-
portant grain crop, remain far behind those achieved by other successful
agricultural modernizers in Asia. This is partly because seed develop-
ment has emphasized early maturation more than high yields and,
more importantly, because the level of fertilizer application remains
far below optium levels. Levels of nitrogen nutrients, even when
organic sources are taken into account, remain far below the levels

2 Yii Ch’iu-li speech at the Third National Conference on Agricultural Mechanization, January 26, 1978.
ggr%gn Broadcast Information Service, ‘‘Daily Report, People’s Republic of China’ January 31, 1978, pp.
~-K25.
23 ““The Constitution of the People’s Republic of China” adopted March 5, 1978, Chapter one, Article 7.
Peking Review No. 11, 1978 (March 17, 1978), p. 7.
% Yeh Chien-ying, ‘‘Report on the Revision of the Constitution,” Peking Review No. 11, 1978 (March
17, 1978) pp. 23-24. .
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applied in Taiwan, South Korea, and Japan and Western plant scien-
tists who have had an opportunity to make field observations have
frequently noted symptoms of nitrogen difficiency in Chinese crops.”®

‘As the level of chemical fertilizer application increases and higher
yielding seeds are developed and diffused over a wider area, China’s
food grain production should grow significantly.” Chinese rice yields
of 3.4 tons per hectare in 1976, are only marginally greater than those
achieved in Japan in the 1920’s, before the widespread use of chemical
fertilizers, and a little more than half present day Japanese rice yields.
Careful historical research on Japanese agriculture,” and evidence
from elsewhere in Asia shows that land infrastructure is frequently
the major obstacle to the achievement of output growth when im-
proved seed varieties are diffused and fertilizer input levels are in-
creased. Because China has already achieved a remarkably high degree
of control of water in rice farming,’® they are well prepared to make
maximum advantage from the increased levels of fertilizer availability
that are planned over the next few years. Similarly, compared to other
Asian countries where there are enormous obstacles to the diffusion of
high yielding seed varieties and improved farming practices,”® the
Chinese have been remarkably successful in realizing the adoption of
high-yielding technologies.®® _

The above evaluation of China’s economic performance in recent
years, if correct, has several important implications. First, the evalua-
tion suggests that the recovery of industrial output in 1977 represents
a return to the pre-1974 pattern of growth rather than a continuation
of the fluctuating pattern of industrial performance observed over the
past few years. Given political stability rapid growth should be sus-
tained for several years. This view would also seem to be corroborated
by a series of major conferences convened in China beginning in 1976.
In addition to important conferences dealing with all of industry and
agriculture, there have been significant specialized conferences dealing
with important branches of industry such’ as coal, metallurgy, electric
power, and railroads as well as functional conferences dealing with
finance and banking, supply and marketing, and capital construction.
These conferences, of course, culminated in the Ten Year Plan which
was approved by the Fifth National People’s Congress in February
1978. ) o o A '
“The predominant theme of these conferences is the return to sus-
tained and rapid economic growth: Renewed emphasis is to be given
to rigorous cost accounting, improved enterprise mariagement through
strengthening the authority of plant managers, and céntralized plan-
ning. The ability of the new regime to’announce new policies suggests
that the paralysis of the economic decisionmaking process, so evident
in 1976, has come to an énd. That is, the large meetings atténded by

25 See for example, “Plant Studies in the People’s Republic of China: A Trip Report of the Amierican
Plant Studies Delegation.” Washingten, D.C.: National ‘Academy of Sciences, 1975, pp. 29-30 and ‘‘Wheat
in the People’s Republic of China,”> Washington, D.C.: National Academy of Sciences, 1977, pp. 2, 6, 14.

"8 [nternational Rice Research Institute, “‘Rice Research and Productionin China: an IRRL Team’s
View.” Los Banos, Philippines, 1978, p. 43. “‘Wheat in the People’s Republic of China,” p. 121,

27-Yujiro Hayami, “A Century of Agricultural Growth in Japan: Its Relevance to Asian Development.”
Tokyo: University of Tokyo Press, 1975, p. 189, . .

2 james E. Nickum, “Hydraulic Engineering and Water Resources in the People’s Republic of ‘China:
Report of the U.S. Water Resources Delegation.” Stanford, Calif.: U.S.-China Relations Program, 1977,
p. 52. International Rice Research Institute. *“Rice Research and Production in China.” p. 14. .

» International Rice Research Institute.  Constraints to High Yields on Asian’ Rice Farms: An Interim

. Report.” Los Banos, Philippines, 1977. . .
"2 Tnternational Rice Research Institute, “Rice Research and Production in China,” pp. 12-13.
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several thousand representatives from throughout the country in 1977,
were called primarily as a means of disseminating a new policy line
that was already confirmed at the highest levels rather than serving
as a forum for the actual resolution of policy problems. This has sub-
sequently been confirmed by the pro forma approval of the plan at
the Fifth Congress.

A second important implication of the optimistic projection for
economic growth is that a number of important and previously
divisive economic policy issues have already been resolved. The most
crucial of these issues are wage policy and the degree of reliance on
imported foreign technology. It is frequently argued that the leader-
ship faces a fundamental dilemma in any effort either to modify the
structure of wages in manufacturing to provide greater skill incentives,
for example, or to raise the average wage level. On the one hand to
increase the average wage and avoid inflation would require a reallo-
cation of investment away from capital goods and toward manufac-
tured consumer goods. Thus the wage increase would reduce the rate
of investment. On the other hand to increase wages without increasing
the supply of manufactured consumer goods and cutting back on the
rate of investment is a certain invitation to inflation. In this view the
leadership is faced with the unpleasant choice between reducing
the rate of investment and ultimately the rate of growth or abandoning
their conservative monetary policy and allowing a rate of inflation
that would be unprecedented in the last 25 years.

It is far more likely, however, that the modest realinement of the
wage structure undertaken in late 1977, which included a 10-percent
increase in the wages of almost two-thirds of all staff and workers
and a limited reintroduction of bonus systems, will have a substantial
positive feedback on labor productivity. This feedback would raise
the rate of economic growth and thus allow the Chinese both to
maintain a very high rate of investment and to step up production of
manufactured consumer goods, thus avoiding inflation. In short, the
wage increase is not necessarily a no-win situation for the leadership.
It might reap a very substantial payoff from only a modest increase in
the total wage bill.

It also appears that the Chinese have reached a consensus on the
degree of reliance on imported foreign technology and the financial
practices to be used to pay for imported plant and equipment. The
formulation of China’s Fourth 5-Year Plan (1971-75) was based on a
fundamental liberalization of their approach to foreign trade—a shift
from what might be generally described as a strategy of minimization
of imports to what appeared to be a strategy .of minimizing reliance
on foreign credits. The consequence of this shift in'strategy was a
sharp spurt in total 4rade volume—indeed, 1971-74 is-the only period
since 1955, when net Soviet credits were terminated, during which
the rate of growth of foreign trade (measured in constant prices)
exceeded the rate of growth of industrial output. From the point. of
view of the Chinese, the timing of this accelerated pace of foreign
trade, was however, most unfortunate. Changing world market condi-
tions, that is the combination of significant price inflation and recession
m the West, significantly reduced the demand for many of China’s
traditional exports, while at the same time forced the Chinese to
import at substantially increased prices. Consequently China’s terms
of-trade-(the ratio of .the.prices 6f exported gooids to the prices of
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imported goods) fell sharply. Rather than drastically cutting the level
of imports to maintain a balanced trade account, the Chinese chose to
stretch its policy of minimal reliance on foreign credits in order to
maintain a significant flow of imported plant and equipment. Evi-
dence of this stretching came primarily in the form of Chinese accept-
ance of medium-term loans under the rubric of ‘“deferred payments”
which allow the Chinese to stretch out the payments for import of
complete plants (“‘turn key projects”) over a 5-year period that begins
only after the construction is completed. Consequently in 1974 and
1975 the Chinese accumulated a foreign trade deficit of about U.S.
$1 billion.

In addition to stretching its policy of minimal reliance on -foreign
credits in 1974-75, Chinese planners also attempted to shift the
composition of reduced imports to avoid sharply reducing the quantity
of imported plant, machinery, and equipment that are vital to achiev-
ing the modernization goals originally announced by Chou En-lai
and recently reaffirmed by Hun Kuo-feng in his February 1978
speech. Specifically, although total imports fell in 1975, the value
of imported plant, machinery, and equipment actually rose in 1975
to $2.2 billion. The modest fall (relative to the decline in the total
import bill) in these imports to $1.8 billion in 1976, partly was due
to a substantially improved harvest in 1974 and modest growth in
1975 that allowed Peking to curtail significantly the volume of im-
ported food grains from an average of 7.3 million metric tons in
1973 and 1974 'to 1.9 million‘metric tonsin 1976. Thus at least through
1976 the Chinese attempted to maintain their imports of plant,
machinery, and equipment, a marked departure from previous
recessions in which capital goods imports have fallen rapidly in
response to worsening domestic economic performance.

Poor harvests in 1976 and 1977 are, however, now reversing this -
process and the value of imported capital goods is falling rapidly
as agricultural imports grow. The value of imported agricultural
products roughly doubled in 1977 to about $1}% billion and seems
certain to be maintained at this level in 1978. Consequently, imports
of plant, machinery, and equipment declined sharply in 1977, perhaps
to as low as $1 billion.

Despite these unfavorable circumstances, the Chinese seem deter-
mined to resume the pattern of foreign trade of 197074 when imports,
particularly of capital goods, were growing rapidly. Thus the Chinese
seem to have resolved the divisive arguments on foreign trade strategy
that marked much of 1976. A series of articles have appeared in the
Chinese press to explain the necessity of selected imports of Western
technology if they are to meet their very ambitious goals for economic
growth. The emphasis in these articles appears to be more on the
Maoist dictum of “‘keeping the initiative in our own hands” rather
than excluding imports or minimizing foreign trade. This suggests
that while the Chinese for the time being are certainly not prepared
to consider direct foreign investment or even joint ventures, that the
main constraints on imports will be financial rather than ideological.
This view seems to be supported by the increased number of Western
firms that have been invited to Peking to discuss a broad range of
capital goods exports to China, as well as a step up of industrial
exchange activities.
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There is also evidence of a new positive attitude on the part of the
Chinese toward export promotion which is rather different from that
which prevailed in the past. The Chinese have adopted far more

flexible attitudes with regard to provision for inspection of Chinese

goods, the testing and labelling according to U.S. standards of phar-
maceuticals exported to the United States and meeting the stipulations.
of the U.S. Food and Drug Administration for food products exported
to the United States in order to expand their export markets.

The long-term trade agreements signed in the first quarter of 1978

with both Japan and the European Common Market underline this.

Chinese commitment to accelerate the transfer of foreign technology
to China. The accord with Japan is particularly significant since the:
Japanese will supply China with $7 to $8 billion of complete plants and
$2 to $3 billion in construction materials and equipment during
1978-85. These imports of plant and technology will be concentrated
in petroleum, coal mining, metallurgy, power generation, and trans-
gort. Over the period of the agreement, these imports will be financed

y increased exports of raw materials to Japan—primarily of crude
oll and coal. But the bulk of China’s capital goods imports will
be completed in the early years of the agreement whereas Chinese
raw material exports are planned to begin at modest levels in 1978,
grow moderately in 1979-81, and then increase sharply in 1982. Thus,

.the Chinese asked for and were granted deferred payments, which

will be underwritten by the Japanese Export-Import Bank, to finance
the imbalances that will occur in the early years -of the agreement.
Since there will be substantial trade with Japan in addition to that
covered by the long-term agreement, total trade with Japan will
grow rapidly and the supply of imported capital goods will increase
sharply. The agreement with the European Economic Community,
which collectively is China’s second largest trading partner after
Japan, does not specify the volume of anticipated trade. But numerous
Chinese industrial trade delegations have been visiting Europe since
1977, suggesting that there will also be an upturn in trade beginning
in 1978-79. :
SuMMARY AND ProsrrcTs

The primary causes of China’s declining economic performance
y

‘since 1974 appear to be short term and political in character rather

than long term and structural. The adverse influence of these short-
term elements appears to have receded rapidly, due largely to the
decisive actions taken by the new government since late 1976. How-
ever, even if we could confidently assume future political stability,
the target rates of growth included in the 10-year plan remain quite
ambitious. e o

The broad targets for 1978-85 are, however, only marginally higher
than those achieved during the decade prior to the recent economic
decline. Thus, the 10-year plan bears little resemblance with the
wildly optimistic plans that were advanced during the Great Leap
Forward in the late 1950’s. The planned rate of development of
industry, 10 percent per year, is the same as that achieved during the
1964-74 decade. The possibility of slightly better future performance
cannot be ruled out since the 1964-74 decade included the Cultural
Revolution that had a significantly adverse effect on industrial produc-
tion and investment. The prospects for the coming years are also
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enhanced by the more realistic assessments that have been made of
lagging industrial branches such as coal. After years of minimizing
investments in the coal industry, the new plan envisages widespread
mechanization of the industry, partly through imported equipment.
This should help to alleviate chronic coal shortages that have had an
adverse effect on other branches of industry. :

In the agricultural sector, the planned rate of growth, from 4 to 5
percent per year from 1978 through 1985, is higher than the 3}; percent
annual gains achieved in the 1964-74 decade. Consequently, it seems
unlikely that China will achieve the target of 400 million metric tons
of food grains by 1985. Yet, because of the large investments that have
already been made in irrigation systems and the ability of the Chinese
to diffuse rapidly higher yielding seed varieties, the average rate of
agricultural growth may approach 4 percent per year, given average
weather conditions. Because of the significant decline in the rate of
population growth that has been underway for some time, an average
rate of growth of 3% to 4 percent would be a considerable accomplish-
ment. Food grain output would be over 350 million metric tons in
1985 and per capita food supplies would be significantly higher
than at present. An average annual increase of 3} to 4 percent would
result in more than a 2 : 1 margin between the rate of growth of
agricultural output and population growth.®® In most other Asian
countries at comparable levels of development, rates of growth of
food output are barely equal to population growth.

A return to economic performance similar to that of the 1964-74
decade, however, is dependent on two crucial conditions. First, there
must be a stable political environment that is conducive to long-run
economic planning. In the absence of automatic mechanisms for
determining the allocation of resources, these decisions are made
through a direct political process that is extremely vulnerable to dis-
ruption. If the politieal consensus that appears to underlie the 10-year
plan should be shaken, there could be a renewed paralysis of the
planning process, a deferral of investment decisions, and a decline
1n the rate of economic growth.

A second condition for the resumption of sustained growth is the
deferral of the modernization of China’s military establishment. The
underlying scarcity of resources and the envisaged increase in the flow
of investment to improved social services and transportation infra-
structure; to scientific and technical modernization; as well as to
industry and agriculture implies that the share of resources allocated
to the military cannot be increased substantially. China’s national
defense is still to be modernized by the end of the century. But high
resource costs and technical difficulties will mean that an across-the-
board modernization program will have to be deferred well into the
1980’s if goals in other sectors are to be met. This will not preclude
either a rising absolute level of defense expenditure or significant
improvements in selected weapons systems, but a systematic modern-
ization program will depend on a more developed industrial sector.

Ironically, debate over the priority to be given to military modern-
ization is most likely to erede the consensus upon which the 10-year
plan is based. There is considerable indirect evidence of an important

1 Based on a projected further decline in the rate of natural increase to 1.7 percent by 1980 and to 1.3 per-
gden(tl tloy 1085. John 8. Aird, “Population Growth in the People’s Republic of China,” Table 2, Intermediate
odel.
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debate between those who prefer to postpone military moderniza-
tion in order to achieve gains in other sectors, particularly agriculture,
and those who prefer to allocate more resources to defense and its
supporting heavy industries at the expense of agriculture and manu-
factured consumer goods. Hua’s report to the fifth congress, which
gave bare mention to modernizing defense, suggest a consensus
was finally achieved for deferring military modernization. But this
issue is certain to be raised again when the broad goals of the 10-year
plan are transformed into more detailed and operational annual
economic plans.
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INTRODUCTION

Ts the economy of the People’s Republic of China likely to be sub-
stantially influenced by “politics”? That is, does a reading of the record
of the past 30 years suggest that future policy conflicts among Chinese
over the “proper’”’ allocation of political power among themselves, and
over the style of decisionmaking and issue resolution might substan-
tially affect prospects for economic growth? The answer appears to be
a resounding “yes; but * * * .”” The qualification 1s an admission of
the failure of both political scientists and economists to sort out the
precise relationship between Chinese Communist political structure
and style on the one hand, and economic development, on the other.
That the two are interdependent cannot be disputed. But answers to
questions of cause and effect elude the most meticulous student of
both fields. The impact of a succession of political decisions on the
dynamics of the economy is generally accepted; but it has proved im-
possible to link specific economic consequences with specific political
decisions.

Though China specialists and U.S. policymakers are far from pre-
cision in their understanding of the relationship between politics and
the dynamics of the Chinese economy, one key to better understanding
and prediction is a recognition of the multiple bases on which China’s
political alliances are built. Policy arguments are couched in ideological
language, and indeed, ideological cleavages are significant ones. In-
creasingly,-however, over the past quarter century; three other sets of
cleavages, and patterns of loyalties they engender, have shaped the
political process in China: Generational, regional, and bureacratic.

Sometimes, for the individual, these loyalties are mutually rein-
forcing in support of a policy decision. More often, however, they put
the individual under cross pressures; that is, his competing loyalties
dictate support for conflicting policies. Factional strength is thus
precarious, and can be shifted by skillful appeals to groups under
Cross pressures. '

sWilliam W. Whitson is Chief of the Foreign Affairs and National Defense Division, Congressional
Research Service.
(63)
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In consequence carefully built compromises among competing
loyalties are destined to be altered as their relative importance changes
under the pressure of issues. Though our understanding of this process
is still rudimentary, such a mode of analysis can be useful giving shape
%rllld a sense of dynamics to the process of economic policymsiing in

ina.

The following pages briefly outline the elements of the four major
cleavages that shape patterns of loyalties in Chinese politics—the
ideological, the generational, the regional, and the bureaucratic—and
then sketch how evolving and shifting coalitions have contributed to
cyclic patterns in political power structure and style since 1949. This
sets the stage for a review of the most critical domestic and foreign
political issues currently confronting the leadership, and finally, an
assessment of the potential impact on political stability should the
leadership choose to depart from policy directions that seem to have
emerged since Mao’s death.

Poriricarl LoYALTIES

Generational loyalties are the most difficult to assess. Nevertheless,
these form the basis for many “old boy networks,” each drawing its
strength from a unique history of shared crises and achievements.!
Four distinctive generational groupings deserve attention: pre-World
War II; the War Years; the Cultural Revolution; and the post-
Cultural Revolution.

The great majority of the leaders drawn from the pre-World War
1I years (1922-36) come from. the six provinces bordering the Yangtze
River. They may, therefore, be called the Southern Revolutionaries.
From this group came the ‘“Long Marchers,” participants in the epic
strategic withdrawal from their fertile but politically hostile home-
land to a barren and forbidding loess plateau west of the Yellow
River. Men and women who conceived and made a great revolution,
these leaders are generalists with long memories and haunting doubts
about their legacy to their beloved country. Because most of them
are in their seventies, little time remains in which they may place the
permanent stamp of their vision, their waning energy, and their enor-
mous experience in China. Most of the central Peking leadership,
including the Deputy Premier, Teng Hsiao-p’ing, the new Minister
-of Defense, Hsu Hsilang-ch’ien, the President of the National People’s
‘Congress and former Defense Minister, Yeh Chien-ying, the most of
the 11 military regional commanders and chairmen of provincial
revolutionary committees belong to this generation. Their influence
is still decisive; but their losses in 1976 (e.g., Chou En-Lai, Mao
Tse-Tung, Chu Te, Kang Sheng and Tung Pi-Wu) warned them that
time is running out.

The great majority of the important leaders drawn from 16 con-
tinous “war years’ (Sino-Japanese War, Civil War, and Korean
‘war: 1937-53) come from provinces north of the Yellow River. They
may, therefore, be called the Northern Warriors. Like the Southern
Revolutionaries, they formed strong factional ties, forged in battle,
death, and great victory. Generally better educated than the older
group, more inclined to specialization and professionalism, many of
these people came from conservative middle-class families and jomed

1 For a more detailed analysis of generations in China’s elite, see William W. Whitson, “The Chiness
High Command’’ (New York, Praeger, 1973), ch. 9.



65

‘the cause of the nation, not of communism, when a foreign enemy
threatened. In many ways less regionally parochial, more technically.
-qualified, and even more patriotic than the older generation, this
generation now manages most of the ministries, the top staffs of the
military establishment and the key operating units of the People’s
Liberation Army. The new Premier, Hua Kuo-feng, is a member of
‘this northern warrior group. Now in their late fifties and early sixties,
‘they focus their energies on the management of the present rather
than either the atonement of the past or the judgement of history.

The “Cultural Revolution generation’” is composed of young men
and women who entered the political arena after 1953 and dared to -
believe and adopt the idealism of the older generations, especially
‘the Southern Revolutionaries who had written extensively about the
-spirit of the revolution when few resources other than esprit had been
available. Drawn from all over China, and inspired to dedicate them-
-selves to a new China, these young men and women might be called
the Nation Builders. Turning away from classicists and the traditions
-of Chinese education and the traditional measures of worth in China,
for 16 years the nation builders moved out of the cities and the farms
-of central China to the borders. Armed with Mao’s thoughts, they
largely succeeded in imposing a pervasive network of party and gov-
-ernment systems and procedures on 800 million people. While in-
-creasingly conscious of “China’ as a nation-state, this generation
makes the machinery of China’s political system work—and some-
‘times break down. Energetic and idealistic but also increasingly
‘bureaucratic, professional and consumer oriented, they demonstrated
their frustrations with both unrealized ideals and their own creaking
‘bureaucracy from 1966 to 1968. At that time, the Great Proletarian
‘Cultural Revolution became an epic watershed, probably the po-
litically climactic period of their lives. Still sorting out the significance
-of that major social trauma for their generation, they have only
limited impact on major decisions; but no major decisions can be
-carried out without them.

The post-Cultural Revolution generation, entering the political
-arena after 1969, is comprised of the majority of the population of the
-country. Only vaguely aware of the sacrifices and dedication of the
first two generations, concerned with their own problems of immediate
:survival, this generation has no role in decisionmaking but can
-clearly frustrate or help realize the vision and managerial goals of
-older leaders. They are the grist of China’s political mill and are
probably less patient than either the Northern Warriors or the Nation
‘Builders for the rewards of the new China. They may therefore be
called the Consumer Generation. It will be these young men and women
who will heed the call of their elders to fight the future political
battles now forming already to challenge the prevailing compromise.

Regional loyalties may reinforce or undermine generational loyalties
and give geographic focus to China’s political system. )

The issue is concerned with the power of central authority. Distri-
bution of political power among the center, 11 major military regions
and 29 provincial-level revolutionary committees, has fluctusated
wildly since 1949. Depending upon the administrative or political
issue, the long-term trend until 1976 had been toward delegation of
considerable authority to lower-level leaders. That trend has been
interrupted periodically by efforts at the center to retrieve control
over certain 1ssues. But the complexity of the Chinese political system,
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the size of the country and the slow development of its communication
and transportation systems have encouraged the trend toward
selective decentralization. The trend has been reinforced by the in-
creased availability of competent administrators from the generation
of the “Nation Builders.”

While these young people have been encouraged to think in terms of
China’s needs, their limited mobility (with the exception of the Red
Guard movement of the Cultural Revolution and the “down to the
countryside’’ movement) and the old tradition of localism in Chinese
politics have obstructed party efforts to raise the level of political

- vision beyond the boundaries of the home county or province. Thus,

“regionalism” (primary loyalty to the needs, values, and goals of the
locale rather than China as a whole) remains a powerful force in Chinese
political dynamics and may often overwhelm the personalized ethic
of an “old boy network’ with its roots in the collective generational
memory. _

At risk of oversimplifying “the facts” while yet continuing a theme
already suggested above, the locus of Chinese political power is shifting
from the Southern Revolutionaries to the Northern Warriors. That
this shift is an accident of the history of the Communist movement in
China does not detract from its significance for changing priorities and
perceptions of political issues.

From a Chinese viewpoint, the “Mason-Dixon Line of China’ is
the Huai River, flowing eastward along a course approximately 100
miles south of the railroad from Lienkang to Chengchou. In the field
of foreign affairs, northern Chinese historically have been less tolerant
of the Russians than have southerners. The north (especially in
Manchuria) has had a more extensive and balanced experience with
the Japanese than the south. From a northern viewpoint, the principal
geopolitical threat is continental and Russian; southerners see the
principal threat from the sea. The tradition and conditions of war for
the north have demanded walled cities because the adversary could
sweep into North China from the Mongolian steppes. Indeed, the
Great Wall symbolizes this defensive mentality and its preoccupation
with cavalry and nomadic fluidity. Conversely, the broken terrain of
the south, extending from the South China Sea all the way to the
Tibetan highlands, has encouraged guerrilla warfare, with small unit
operations relying on dispersion, rather than concentration, of de-
fensive forces.

In addition to the pull of generational and regional loyalties on the
decisions of China’s leadership, shorter term bureaucratic loyalties play
an increasingly important role in the behavior of key political actors.
Whether between party and military careerists or within those two
huge, interlocking bureaucracies, the complexity of bureaucratic
politics in China reflects pervasive careerists aspirations for power for
1ts own sake. These aspirations and the games they evoke are most
characteristic of the Northern Warrior generation, the men and women
who made their early careers through 15 years of continuous warfare
and now stand poised to take control of the entire political game from
their elders.

Prior to 1949, careers were made and broken primarily through
the traditional Chinese mode of personalized factional (“old boy’)
loyalties, increasingly formalized during the 1940’s into mobile “field
armies.” When these field armies ended the Civil War in 1950 and
settled down in regional roles of postwar economic reconstruction and
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political stabilization, the regional loyalty system began to unfold.
Simultaneously, the search started for a national bureaucratic struc-
ture—a structure suited for managing a restive and talented population.

Unlike older generational and regional criteria for promotion,
bureaucratic criteria would inevitably include such measures as pro-
fessionalism, responsiveness to special bureaucratic organizational
values and, ultimately, a careerist perspective which can argue seri-
ously that “What's good for the Chinese Air Force (for example)
must be good for the country.”

Rarely would members of the Southern Revolutionary generation
argue from such premises during the 25-year period after hiberation;
theirs was and is a different kind of parochialism. But the Northern
Warrior generation and the younger Nation Builders had the technical
education, the opportunity for specialization and the challenge of a
burgeoning bureaucratic empire to inspire them to play the bureau-
_cratic game. Today that game is highly developed in China and must
be factored into any calculus of political behavior. What was once a
“generalist’’ ethic associated with the older generation of revolu-
tionaries, who combined party and military careers and functions as the
need arose, has now been diffused into much more complicated,
specialized ethical systems that begin to resemble the phenomena
of American bureaucratic political life.

Thus the professionals of the civil bureaucracy are increasingly
concerned with limiting the role of the military in decisions about
scarce Tesources allocations. In a move to confirm the military role
of senior officers, in the winter of 1973-74, Teng Hsiao-p’ing arranged
the transfer of eight military regional commanders to new posts where
they lost their key roles as chairmen of revolutionary committees.
Thereafter, the movements to dislodge the military from provinecial
level civil management roles proceeded apace.

Concerned with economic development and the problems of an

underemployed populance, civil leaders are inclined to emphasize
internal political threats (to their own tenure, to stability, to goals of
political and economic national integration, et cetera). Under the
leadership of Teng Hsiao-p’ing, they take increasing exception to the
older military “generalists,” whose education and experience suited
them for the demands of a revolution and a combat environment of
small arms, not an environment of missiles.’
" That same generation of elder military leaders find themselves under
pressure from their juniors, increasingly professional and technically
gualified and impatient to take over the high command. But such
emphasis on military professionalism and “modernization” brings its
own conflict with civil bureaucrats over the correct mix of guns versus
‘butter. At stake is the issue of pace: how fast the PLA will receive
new aircraft; how fast the PLA will receive improved communication
equipment; how fast the older leaders will “retire’’; how fast the older
regionally based distribution of political-military power will be trans-
formed.into a truly national army.

Standing behind all three sets of demands on the loyalties of China’s
leaders are ideological conflicts. These involve conflicts in values,
goals; and style dating back to the earliest arguments among the
Southern Revolutionaries. Since 1949, those arguments have been

2 See FBIS (PRE, Jan. 31, 1978, p. E1) for the left page article in People’s Daily on January 30 regard
Teng’s 1975 criticisim of overstaffing, lethargy, arrogance, extravagance, laziness, and laxness in the PLA.
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clustered in two categories known as the two lines: radical and’
conservative. .

In their most extreme form, the radicals of the revolution are the
Friesthood of the movement. They measure costs and gains in ideo--
ogical terms; their goal is the transformation of the Chinese soul.
from the patience and conservatism of the rural, tradition-bound
peasant to the impatience and entrepreneurial daring of the factory,
technical innovator. Their target is ‘“the masses.” Thus, at risk of’
destroying their own elite status and of low economic growth rates,
they lean toward populism, the very real costs of economic self-
sufficiency and the drama of struggle (including violent armed battle)
as the preferred engine of rapid social change.

Conversely, the conservatives are the bankers of the movement..
Favoring the values of “expertness’” rather than “redness,”’ they also-
wish to change the soul of China; but they prefer that an educated
elite retain control of the process, in which compromise rather than
struggle remains the central ethic of disciplined evolutionary, not
revolutionary, change. At risk of delaying the rewards of such change
for the masses, they prefer to concentrate limited resources for planned
economic and political development.

Tre CycLe oF Poritical Power

Since 1949, the interplay of the foregoing sets of loyalties has been
reflected in a succession of changes in both the structure of political
power and policy approaches to key political and economic issues.?
Often explained primarily in terms of ideological controversy, these
changes also reflected successive compromises forced by coalitions
built on generational, regional, or bureaucratic loyalties as well. Table
I reflects the phenomenon of the ‘“4-year cycle’’; that is, the fact
that a shift has occurred approximately every 4 years to bring a new
era in political or economic style and consequences. Rarely have such
shifts been so abrupt as to preclude transition periods, usually lasting
less than a year, when the outcome of a political struggle appeared
moot. During such periods, students of China were usually unable to
understand precisely what was happening or where the process was
likely to lead.

For example, anyone who argued in 1977 that post-Mao conserva-
tives had seized power and are unlikely to relinquish it would have
done well to recall the testimony of China specialists before the
Fulbright committee in the spring of 1966. One after another, they
assured the committee that, come what may, the party was stable
and would dominate political life in China. Within a year, the party
had been so damaged by passions unleashed in the “Cultural Revolu-
tion’’ that only the discipline of the PLA, not the party, kept essential
services functioning and moderated the excesses of youthful enthu-
siasm and frustration.

? For a related phasing of economic developments since 1949, see Ashbrook, p. 207, for & discussion of the
economic aspects of each of these phases in post-1949 Chinese history.
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TaBLE I.—Political periods in China, 1950~78

Title Dates
Postwar stabilization. .o o o 1950-53
Transition o o e 1953-54
Postwar consolidation. . o oo oo o e 1954~57
Transition __ __ o o e e 1957-58
The “Great Leap Forward’ o 1958-61
Transition . oo o e e - 1961-62
Socialist transformation..._ - 1962-65
Transition._ ... __.___ .- 1965-66
The “Cultural Revolution’. -~ 1966-70
Transition . ____._. oo 1970-71
Military administration . - . o e 1971-75
Transition . o o o e 1975-76
Post-Mao civil consolidation_ ... . __________________________ 1977-

During the first period of political stabilization (1950-53), a deter-
mination to spread Communist political control ovér the entire
country (including Tibet) was guided by ideological commitments and
founded on historic conflicts—and agreements—among key members
of the southern revolutionary generation. A handful of old comrades
temporarily held a monopoly of political power for application to two
enormous challenges: internal stability and external military threat
(in Korea). Thanks to a fund of mutual trust built up over their years
of civil war, central leaders were able to delegate enormous authority to
colleagues in remote provincial capitals. They applied positive and
negative incentives, according to local needs, to assure Communist
control. The Korean war, while draining critical resources, also
assisted achievement of the primary internal goal by draining off the
only potential source of residual organized resistance, the remnants of
the Nationalist Army. Furthermore, the war temporarily removed
most of the best qualified professional Communist military leadership,
thus giving the party the edge over its potential adversary, the
military, in establishing early primacy over local civil administration.
Political processes during this period were not substantially influenced
by regional and bureaucratic loyalties. But it was during this period
that the foundations for those new loyalty systems were established.

With the ending of the Korean War in 1953, the return of key
military leaders and regular forces set the stage for a new regionalism.
One by one, PLA armies moved from the Korean peninsula back into
metropolitan China. During the transition period from mid-1953
through the summer of 1954, decisions about the regional allocations
of these forces and their proud leaders were fundamental political
decisions destined to shape the emerging pattern of political conflict for
the next 15 years.

By September 1954, the important decisions had been made and a
reorganization of China’s military structure confirmed the regional
emphasis with the title “military region’ applied to 13 huge areas for
military (and ultimately political) jurisdiction. At the same time, the
old “field armies’” were disbanded, a crucial step in a process of eroding
formal old boy networks from the civil war years.

Simultaneous with the founding of the new regionalism, the origins of
intrabureaucratic conflict gave form to what has become an enduring
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jurisdictional debate. The Korean War era gave impetus to a funda-
mental strain of military and civil professionalism, always present in
the PLA from its founding in 1927 and increasingly evident in the civil
party and Government bureaucracies from as early as the days of the
Central Kiangsi Republic. If the challenges of governing a huge land
and a huge populace inspired the values of civil technical and admin-
istrative skill at home while the military fought a war abroad, the war
inspired similar values among the military, daily facing the most
sophisticated weaponry in the world. Upon returning to China, they
wanted early and rapid modernization; they gave themselves rank and
new uniforms; and they boasted of a burgeoning technical school
system including a national defense college. Soviet officers from all
services were busily engaged in transforming the PLA into a modern
ground army.

During this period of Communist consolidation of power (1954-57),
as Communist bureaucracy increased its grip on the land and the
people, regional and bureaucratic competition for resources for
hundreds of military and civil projects was partially muted by assist-
ance from the U.S.S.R. Indeed, real and apparent success in mobiliz-
ing political and economic resources prompted experimentation with
“letting a hundred flowers bloom.” Shocked and disappointed by the
depth of latent popular hostility and increasingly conscious of popular
resentment against a proliferating and self-serving bureaucracy,
“radical’’ ideologues promoted ‘“‘the Great Leap’ (1958-61).

The economic goals and consequences of this period are discussed
by Ashbrook below. Multiple political purposes were embedded in this
tension-laden experiment with mass participation in industrial pro-
duction. At its heart-was the same political goal as that of the “hun-
dred flowers” episode of 1957: a rising sense of national unity through
release of popular energy in a great national surge of public service.
Results “on all fronts,” in addition to the politically therapeutic
benefits, would presumably sustain a pervasive sense of confidence in
self, in the party and in the country.

Instead, the sloganeering of the 1957-58 transition evoked harsh
criticism from the Minister of Defense, P’eng Te-huai, who publicly
denounced the unprofessional, wishful initiatives of the “Maoists” and
earned for himself and many around him a purge into political ob-
scurity in late 1959. Determined to eradicate the bureaucratic elitism
and excessive professionalism of the system, as it had evolved since
1959, the radicals went to the masses as well as like-minded colleagues
to preach self-confidence and inspirational zeal. _

When economic failure resulted, political failure followed. Desertions
in the PLA frightened both civil and military leaders. Uprisings in
several North China provinces warned local and national leaders that
Communist control, so carefully nurtured since 1950, might be at
stake. Reacting to a perceived lunacy of Maoism in both internal and
external affairs, the Soviets decided to withdraw their economic and
political support in 1960, thereby leaving several hundred projects in
a semifinished, nonproductive condition.

Later to be condemned for his “capitalist roader” mentality, Liu
Shao-ch’i demanded from his own generation and his bureaucratic
subordinates bureaucratic solutions rather than ideological slogans.
Between 1961 and 1962, a transition and winning coalition of conserv-
ative, pragmatic political and economic planners forced Chairman
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Mao, according to his later testimony, “into the second line” of au-
thority while the “conservatives” undertook to lead the country into
a period of “‘Socialist transformation” (1962-65).

Dedicated to the reassertion of central authority over a restive and
widely disillusioned populace, elitists including such figures as Chou
En-lai, Yeh Chien-ying and the PLA Chief of Staff Lo Jui-ch’ing,
supported by key party and military regional leaders, imposed dis-
ciplined resource allocations, and bureaucratic procedures, reinspired
elan and tightened belts to accommodate to very real deprivation. The-
burgeoning professionalism of this period was increasingly evident
across the board, culminating in the military with a 1965 plea from
Chief of Staff Lo Jiu-ch’ing, for a nationwide weapons competition,
serious war preparations against the United States and a forward
defense along the Vietnam border. ,

However, despite the political goal of increased centralized control;
regional “mountaintops” of elite privilege and power emerged during
the post-“Great Leap” era. Powerful civil and military regional
leaders, no longer as trusting of old generational colleagues in Peking—.
and in other regions—as they had been in the early 1950’s, began to
hoard both political and economic resources. The withdrawal of
Russian assistance in 1960 had left the center’s-treasury seriously
depleted. It was imperative for central leaders to assert greater con-
trol over surplus production in the wealthier regions and cities. But
the process was no longer easy and not altogether successful. Regional
and new bureaucratic interests were clearly threatening older genera-
tional and ideological loyalties.

Concerned about these cross pressures in Chinese political life, Mao
Tse-tung used 1965 to assemble like-minded “radicals,” identify allies,
and map a plan for a “Cultural Revolution.” Prepared to destroy the -
elitism of the bureaucracy if necessary, this new movement would aim
at a revival of revolutionary ideals and a fulfillment of their promise
to the “Nation Builders,” that third “generation” who had matured
politically after the 1949 liberation. For these people and their Maoist
leaders among the first two generations, the answer to the question, -
“Who shall hold power’’? was clear: the Nation Builders.

Like its predécessor, the Great Leap, the Cultural Revolution aimed
at mass participation in the political process. Unlike the Great Leap
period, political objectives were given much greater emphasis than
economic objectives. And the intergenerational tensions of the move-
ment combined with ideological zeal to inspire an unprecedented ex-
plosion of youthful energy and pseudo-religious fervor. At the local -
level, adversaries sought to settle old scores. All of the most destabiliz-
ing impulses in'society were encouraged to surface and reveal the very -
tentative and tenuous nature of prevailing compromises among gen-
erational, regional, bureaucratic, and ideological interests.

In spite of military professional concerns with a double external.
threat from both the north and south, scarce psychic and material
resources were lavished on this internal, epic realinement of values
and priorities. In opposition to the comfortable balance of power
among regional leaders and between Peking and the provinces, a wave
of purges unseated hundreds of key officials, both civilian and mili-
tary, leaving the military finally in temporary control of a politically
fragmented and psychologically shaken Party and administrative.-
structure. Ideological purity suffered substantially as contending

27-427—78—17
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groups “used the Red Flag to fight the Red Flag”; that is, interpreted
Mao’s thoughts and central directives to favor their own special in-
terests. Rank amateurs armed principally with enthusiasm invaded
thousands of factories and offices to seize power.

Although the most serious excesses of the period had become muted
by late 1968, following the formation of the last ‘“Revolutionary Com-
mittees”” in Sinkiang and Tibet, a realinement of bureaucratic, regional,
and ideological interests continued for 3 more years while leaders from
the second ‘“Northern Warrior”’ generation reaped the greatest bene-
fits in career development. The problem of removing the military
bureaucracy from local civil management roles was not to be solved
quickly. The problem of realining the comparative authority and
roles of contending generations, easing out the very young and the
very old while retaning the most suitable, if not the best, of the middle-
aged was politically sensitive, especially since “expertness” was clearly
& more promising criterion for retention than “redness.”

The widely respected Premier, Chou En-lai, met the challenge with
an inspired campaign of personal and institutional cajolery, promise,
and threat. It seems likely that future historians will credit Chou
principally with the successful, if hazardous, transition to a new era.
The most politically hazardous period began in the spring of 1971, when
Chou probably persuaded Chairman Mao that a combination of
domestic and international factors argued for an opening to the United
States. One by one, powerful military regional commanders were called
to Peking, some staying for several months presumably to debate
this momentous proposed shift in Chinese policy. Personifying the
coalition of forces opposing such a move—regional (pro-South, anti-
North), bureaucratic (promilitary, anticivil) and ideological (pro-
modernization, antidevelopment)—Lin Piao, the Minister of Defense,
called upon old comrades and Korean war veterans to oppose this
apparent lunacy. The September 1971 purge and death of Lin and
other close associates effectively ended the transition and ushered in
a new period of reconstruction.

The 4 years from late 1971 through 1975 were not years of unim-
peded progress for pragmatic, professional bureaucrats, despite Chou
En-lai’s efforts to build a national consensus about the values of cost
effectiveness and competence. Opposition to a steady erosion of “radi-
cal” political gains during the cultural revolution was inevitable. In-
deed, the politics of the entire postcultural revolution period may be
seen as a conflict among interpretations of that era.. Opposition not-
withstanding, four trends received encouragement during this period.

Members of the southern revolutionary generation who had always
worked most closely with Yeh Chien-ying, Chou En-lai, Teng Hsiao-
p’ing and the so-called Second and Third Field Army factions received
renewed support, greater authority and a widening stage on which to
exert their waning energies. Their closest proteges among the younger
Northern Warrior generation who were ideological or bureaucratic
allies enjoyed predictable benefits in assignments to key ministries
and military commands.

In regional terms, the northern orientation of the Northern Warriors
was encouraged by Chou En-lai and exerted a steady influence on
policy toward the U.S.S.R., the United States, defense, resource
allocations between development and military modernization, and such
issues as Taiwan (delay on any decision), central-regional power
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distribution (increasing central authority) and foreign economic policy,
especially toward the United States and Japan. New appointments to
key provincial and military regional posts and shifts among military
regional commanders confirmed a trend toward increased central
authority.

* In bureaucratic terms, rewards for increased specialization and
professionalism were encouraged, first by Chou En-lai and then by
Teng Hsiao-p’ing, after he was restored to a position of national
authority in the autumn of 1973. The removal of senior military leaders
from civil administrative posts signaled younger military leaders to
focus their energies on professional interests. The return of the most
competent party administrators and educators to posts from which
they had been purged reflected the elitist preferences of Chou and Teng
for experience, competence and hierarchy.

In ideological terms, the waning importance of Maoist slogans and
revolutionary, inspirational “Maoism” became evident to even the
most inexperienced American businessmen, who discovered that only
brief, superficial lip-service to Maoist dicta would often precede serious
negotiations carried out along lines of predictable national interest.
Statements of principle were thus not allowed to interfere excessively
with practical considerations in rebuilding avenues of contact and trade
between China and the West.

. Needless to say, these developments were not allowed to proceed
without complaint and even bitter opposition from those whose
generational, regional, bureaucratic, or ideological interests were
suffering. A succession of “‘campaigns’ in the préss and in party circles
inveighed against Confucius, the military, those who would undo the
“great gains’ of the cultural revolution, the new ‘“capitalist-roaders’
and so forth. Soon after the death of Chou En-lai in January 1976,
these pressures apparently reached such a crescendo as to demand some

- accommodation. In a move that surprised most China specialists (most
of them having expected Teng Hsiao-p’ing to become premier im-
mediately), Teng was removed from all offices. For the next 8 months,
radical values and slogans appeared to be dominant. American
visitors in 1976 were often surprised at the vehemence of anti-American
postures, especially on such issues as trade preferences and Taiwan. An
evident muting of professionalism, especially among the military, and
an emphasis on the militia and People’s War reflected a seeming return:
to Maoist principles of defense. :

Suddenly, in unprecedented haste, the death of Mao in September
1976 was followed by the arrest of his wife and three of the principal
leaders of the radical, more youthful elements of Chinese politics. The
new premier, Hua Kuo-feng, a northerner and the personification of
new trends among bureaucratic, regional, and generational interests
outlined immediately above, moved cautiously to reinstate Teng
Hsiao-p’ing, worked out apparently acceptable lines of authority and
priorities with the most powerful military leader, Yeh Chien-ying, and -
embarked on a further rationalization of the Chinese political system.

That process was still in train in mid-1978. Its pace, style, and
short term consequences for a host of policy issues would be deeply
dependent upon the success of the Chinese economy. Indeed, it was

“likely that the next turn in the drama of Chinese domestic politics
would be fundamentally dictated by Chinese economics; for the post-
1971 “Consumer Generation” was demanding an increasingly large
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share of the benefits of the economy. Against those demands, leaders
would have to measure the claims from & professionalizing military, a
hungry industrial plant and a lagging agricultural system. Whether or
not those competing claims for resources could be satisfied while also
sustaining a relatively stable compromise among jealous political inter-
ests remained the nexus of the political challenge for Hua and his
colleagues.
CurreNT PorrticaL IssuEs

Opposition interests in China bided their time in 1978 while the

ua regime tackled seven major political issues, three on the home
front and four abroad.

At home, a compromise resolution of the issue of power between
central and provincial leadership remained to be found. To leave
matters as they had been in early 1977 would be to relinquish central
authority over such matters as local and regional internal security
policy and key appointments. However, to attain greater central
authority might require further purges of incumbent followers of “The
Gang of Four.” This issue is on{)y marginally complicated by the on-
going shift of power from pre-World War II leaders to post World
War II leaders. Thanks to the purges of the cultural revolution and
the subsequent realignment of power among generational interests, by
1978 many local, regional and national elements of the political game
in China were already substantially in the hands of post-World - War IT
“northerners.”

However, if Hua fails to move effectively in 1978-79 to exert more
disciplined control over still unruly or independent-minded provincial
leaders and military regional commanders, the achievement of effective
resource mobilization, including effective taxation and economic plan-
ning, improved incentives for both factory workers and farmers (see
below), and effective mobilization of China’s best qualified youth for
technical education could be thwarted. In 1978-79, nationwide work-
ing compromises over those subissues would remain & function of the
ability of the center to work its will on lower level political leaders. To
the extent that the central, and relatively pragmatic, coalition under
Hua and Teng fail to persuade or coerce regional leaders to adopt and
apply their own informing principles and bureaucratic procedures,
continued regional instability might be expected, with negative conse-
quenceis for productivity and a unifying national consensus under civil
control.

In the face of domestic political and foreign military threats, the
issue of the role of the military in China’s domestic political system
was moving toward resolution in 1977 but still remained of critical
importance in the second year (1978) of the post-Mao era. If Teng
Hsiao-p’ing could have his way, in keeping with his lifelong attitude
toward the proper role of the professional military in the social order,
the criteria of professional competence and combat effectiveness
would probably govern a revolutionary purge of the oldest generation
in favor of the group we have called the Northern Warriors. Calculated
to streamline the entire military establishment and sharply reduce
the manpower surplus of revolutionary military ‘generalists’ m favor
of more technically competent ‘‘specialists,” such a purge would also
define clearly the Testricted role of the military in domestic politics.
This crucial phase in the modernization of the military high command
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would have to precede any significant hardware modernization de-
signed to improve the PLA’s ability to shoot, move, and communicate.
But such a housecleaning would forever put to rest any illusions about
the PLA as a people’s army since it would publicly accent its com-
petence in military technical, not political ideological, terms.

Given the obligations of both Hua Kuo-feng and Teng Hsiao-p'ing
to senior military leaders, especially Yeh Chien-ying, “modernization”
and a more restrictive role for the military may continue to face serious
problems of timing. It is noteworthy that the relatively small number
of military representatives from the provinces to the latest Peoples
National Congress (February 1978) could evidence an emerging con-
sensus among senior civil and military leaders about military nonin-
volvement in local politics.

Needless to say, should that consensus fail to materialize—possibly
on grounds that Chairman Mao would have disapproved of such a
limited role for the PLA, once touted as the ‘“‘great school of revolu-
tion”’—then prospects for political stability might suffer. It seems
likely that the relatively well qualified officers of the Northern Warrior
generation of military leaders might prefer the professional role envis-
aged by Teng Hsiao-p’'ing. But Teng’s own generation, still dominant
at the very top of the civil and military hierarchy, could delay reform
and even Insist on & return to a more influential role for the military
should social and political cohesion in China appear to be threatened
by developments in the economy and in the third domestic political
issue of incentives.

At the heart of the Great Proletarian Cultural Revolution was the
issue of political and material rewards and how they should be allo-
cated. “Who shall hold power?” was the burning issue for debate and
evoked bitter and violent confrontations between “haves” and “have
nots.” Should a privileged class, especially the sons and daughters of
an influential elite, be given preference in educational and job oppor-
tunities? Or should the principle of egalitarianism govern admission to
such opportunities? While both the center versus the regions and the
role of the military are issues that reflect the continuing debate along
regional and bureaucratic lines, with ideological overtones, this issue is
primarily ideological, with generational, regional, and bureaucratic
overtones.

Apparently determined to reform the process of selection for higher
education and job assignments along lines of competence rather than
along lines of class “justice’” and ideological fervour, Teng Hsiao-p'ing
and Hua Kuo-feng moved firmly in this arena through 1977 and made
their preferences very clear. Unless a substantial reform in 1978-80
in the entire incentive structure—starting with education, continuing
with professional and trade assignments and ending with material
and status rewards—is initiated over the next 2 years, the pragmatists
will probably have to accept disappointments in rates of economic
specialization, scientists and technological innovation, and economic
modernization—unless shortfall in requisite skills could be imported.

However, if radical “achievements” during the 1966-68 cultural
revolution on behalf of deprived “have nots” among China’s 700 mil-
lion rural dwellers were abruptly reversed, the new 1977-78 policy
apparently favoring urban and better educated youth, the radical
opposition would have a tailor made issue and a potentially irresistible
following with which to counter prevailing conservative initiatives.
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Dissatisfied regional military leaders could draw on the same spirit
‘to resist central directives and thwart goals of economic development,
and political unity. ‘

. This issue thus remains a central dilemma for the current leadership
in Peking and will probably not enjoy satisfactory resolution during the
next 3 years. Short run “quick fixes” in such matters as rural private
plots, pay scales; school grading and promotions, et cetera, will reflect
central elite preferences for material incentives without permitting or
encouraging public abrogation of Maoist egalitarianism as the ideal.

In the international arena, China’s relations with the three major
powers of Asia and the third world constitute the four foreign issues
that will continue to test the viability of the Hua-Teng regime.

Given the critical dependence of that regime on domestic economic
development, the leadership may be expected to pursue most vigor-
ously those diplomatic and economic relations most likely to foster
attainment of domestic economic growth. In that context, relations
with Japan deserve the greatest scrutiny because they are moving with
the greatest promise. A trade agreement with Japan in early 1978
provided for an encouraging array of imported technologies and
resources, including yen loans. Remaining to be resolved was a treaty
of peace, the key to which was disagreement over a clause regarding
“hegemony’’ in the Far East. The Chinese leaders were against
“hegemony’’ in the hands of any power, a position curiously reminis-
cent of the historic American preference for the pattern of power in
Asia. Perceived by the Japanese to be a joint declaration of opposition
1o Soviet aims and initiatives in Asia, the antihegemony clause may
<yet be included in a peace treaty with China. Without it, Chinese
leaders fear that the Japanese will bend to Russian pressure. Fearful
-of a Japanese “Munich mentality,” the Chinese have urged American
visitors to shape U.S. policy toward the Far East in order to reinforce
Japanese will and moral purpose.

Those signals in 1976-77 from China to Japan reflected a Chinese
desire to draw even more heavily upon Japanese technology and
economic genius at risk of antagonizing domestic opposition groups
as well as the Soviet Union and possibly even the United States.
Should cautious policies in Japan in 1978-80 seek tc reduce Japan’s
economic—and political—exposure in China, thus frustrating the
current Chinese regime’s apparent preferences for closer relations,
negative economic and political consequences could follow for China.
Depending upon the availability of requisite technology from Western
suppliers and Western markets, China might be able to maintain
planned rates of growth and sustain a growing political image of
Sino-Japanese-American parallel interests. But a failure to sustain
such an image as the promised reward for the new opening to the West,
combined with domestic economic shortfalls, could provide new
opportunities to radical leaders in China and could reinforce other
stimuli to revived radical policies. -

In the dynamics of that equation between Japan and China, the
American role in the Far East is clearly critical. “Normalization” of
relations between the PRC and the United States is also a domestic
political issue in China because it symbolizes the foreign policy
initiatives of the current regime, aimed at China’s enhanced political
and economic status. If American initiatives toward the Far East
generally and toward China directly fail to fulfill some of those aims,



whether through recognition of the regime or through conferring real
military-political or economic benefits without recognition, the
credibility of the Hua-Teng regime at home may be expected to
suffer some, possibly fatal, erosion.

Near-term relations between the United States and the PRC thus
have some significance for the stability of the Chinese domestic
political stage even though immediate economic benefits from MEN
and other American economic moves might not substantially improve
economic performance. If the image of Sino-American cordiality and
‘“‘progress” can be sustained, implying probably ‘‘normalization’ in
due course, reflecting potential real growth in economic benefits to
the PRC and deterring Soviet adventures along China’s borders and
.among contiguous states, the Hua-Teng regime may disarm opposition
«criticisi and avoid domestic crisis over Taiwan. :

The factor of deterrence of Soviet intimidation and military adven-
tures is linked directly with the potential performance of China’s
-economy. If relations with the Soviet Union cannot be maintained by
the current regime’s foreign policies at levels of confrontation well
short of hostilities, valuable resources would have to be diverted to
-defense. The dilemmsa for Hua and Teng in 1978 was clear. Some
emphasis on the Soviet threat might assist them in mobilizing China’s
pohtical and economic resources under tighter, central control. It
-could also enhance values of professionalism and military moderni-
zation. But too much emphasis on the Soviet threat could provide
younger Chinese military leaders with arguments for heavier diversions
-of resources from economic-development to national defense, potenti-
ally delaying economic growth, frustrating consumer expectations,
and stimulating political divisiveness and instability.

Such a dilemma is not easily resolved but can only be maintained in
some balance. The cost of maintaining that balance in 1978-80 might
be significantly reduced for the Hua-Teng regime if the larger structure
-of power in Asia imposed systemic deterents on the U.S.S.R. as well
as other states in Northeast and Southeast Asia. Such an environment
might prevail—at least for the short term—if confidence in regional
-economic growth and political stability were reinforced by evident
American presence and will, even though those ingredients might not
directly support China’s ambitions for reunification with Taiwan. In
their discussions with American visitors through 1977 and in internal
«ebates, the position of the conservative coalition in Peking seemed to
reflect the hope that American presence and resolve would continue, in
both Europe and the Far East, to hold Soviet “‘social imperialism’’ at
‘bay. China’s contribution to that process would be primarily moral and
rhetorical, her resources being focused on the hard domestic issues of
economic development.

The fourth and last foreign policy issue for the leadership in Peking
in 1978 concerned China’s relations with the Third and Fourth
Worlds, the less developed majority of the world’s states. Traditional
1deological categories argued for Chinese support of these regimes
against their continued ‘“‘exploitation’” by former colonial powers,
exploitation now allegedly being expressed through manipulation of
world commodity prices and consumption of raw materials without
commensurate rates of economic growth among the less developed
suppliers. For the conservative leadership in Peking, how far could
they reasonably push that theme while still urging European unity
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in resisting the Soviets? The West’s capacity (and that of Japan) to
contend with Soviet aggressiveness in a spirit of unity must be closely
related to Western and Japanese economic health. Should competition
for either markets or resources begin to seriously erode Western
political unity, China might find her own burden of defense intolerably
increased.

In brief, China’s immediate stake in the industrial West’s economic
prosperity and political stability was high. In practice, China’s repre-
sentatives in Africa, Southeast Asia, and Latin America were dis-
covering that China’s interests frequently paralleled those of the
United States and other industrial powers. The outcome of conflict in
Angola, Somalia, and Cambodia, to name three cases, might favor
Soviet interest at China’s expense. China’s new leaders were thus
learning that a power with interest in the benefits of a healthy global
political-economy could not always apply ideological and security
policy principles at home and abroad with uniformity or consistency.

A SumMmary oF CHINESE PoriTicAL PERSEPECTIVES

In the immediate aftermath of Chairman Mao’s death, China’s
leaders in 1978 had no reason to modify traditional perceptions of
the priority of issues, namely, that domestic political and economic
issues are the governing determinants of China’s allocations of political
and material resources. Foreign issues must come second and must
usually be exploited to serve domestic interests.

Among those domestic issues, the health-of the economy in 1978-80
and its capacity to satisfy an increasingly impatient coalition of claim-
ants loomed as the dominant general issue. Should the policies of the
Hua-Teng regime fail to achieve a balanced response to the expecta-
tions of those claimants, both political instability and economic
shortfall might ensue. However, a brief convergence of generational,
regional, bureaucratic, and idological interests in the immediate post-
Mao years suggested that such a balanced response might be feasible,
provided that the foreign environment did not introduce counter-
vailing pressures, whether political or economic, to preclude Peking’s
attainment of & new equilibrium among contending forces.

Guided at home by a search for “moderate’ policies, abroad the
regime likewise sought means for defining and maintaining an appro-
priate “political distance’” between China and the three major Asian
powers. In that endeavor, China’s leaders clearly had fewer levers and
resources at hand than they had at home. Abrupt changes in the per-
ceived structure of power In Asia or the process whereby crises might
be resolved could upset China’s economic plans through the workings
of the domestic political process. Radical opposition might use such
change to mobilize a new coalition of power among impatient younger
military leaders, frustrated rural youth and idealists threatened by
Teng’s new class of professionals to demand still another turn of
China’s political cycle.

In the light of the past 25 years of change in China, the odds seemed
to favor such a shift in Chinese political style before 1980, probably
having the effect of constraining the authority of central leadership,
increasing the role of the military both in Peking and in the provinces,
accelerating military modernization with a consequent delay in the
achievement of economic goals, and bringing another round of domes-
tic political instability. Unless foreign powers were willing to commit
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substantial political and economic resources, such changes on China’s
domestic political stage could not be influenced very much by any
single power’s Asian policies. Only Soviet determination to go to war
with China or American determination to support China in such a
war might overwhelm the otherwise independent dynamic of China’s
internal political systém. - Tl

Conversely, internal political developments in the Peoples’ Re-
public of China might profoundly disturb the. political equilibrium
of all Asia and challenge the leaders of every state to reexamine their
stake and their opportunities in the Asian power game. A China
committed to its own internal development through a strategy of poli-
tical compromise among competing interests might reassure other
Asian powers, including the- U.S.S.R. and the United States, that
China Would and could play a fesponsible rolé in the Asian political
and economic system. But. a strategy of political confrontation within
China-could excite opportunists in contiguous states and introduce
ah era of spreading insecurity across Asia in the early 1980’s. In 1978,
the choice still rested among 4 few Chinese political leaders whose suc-
cess or failure would be measured increasingly by. economic statistics.
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INTRODUCTION

China’s economic performance—based on the criteria of growth
and stability—and the elements shaping it were appraised in the
preceding chapters.* The role of the past in conditioning ideological
predispositions, in imposing resource constraints, and in shaping
mstitutional arrangements was explored in chapter 1. This legacy
combined with the prevailing ideology defined the goals and to some
extent the policy and institutional instruments chosen for their imple-
mentation. This in turn required a far-reaching transformation of
economic institutions to assure a high rate of resource mobilization
and control over resource allocation. The latter issues were explored
in chapters 3 and 4. _

To what extent can the combination of ends and means, objectives
and instruments, used by the Chinese in the course of their economic -
development during the last quarter of a century by characterized
as a distinct development model? What are the key elements of this
model and is it transferable either as a whole or in part to other under-
developed areas? These are the questions to be explored here based
on the different strands of analysis in the earlier chapters.

It would be misleading to think of the Chinese development model
as a static, frozen, unchanging system. On the contrary, as was indi-
cated in chapter 2, the Chinese have experimented with three or possi-
bly four models since 1949. The original First Five-Year Plan strategy
based on a more or less Stalinist development pattern was gradually
modified through a process of trial and error until it evolved into the
model associated with the 1970’s, that is, the period since the Cultural

*We are indebted to the Cambridge University Press and Mrs. Ruth Eckstein, widow of the late Professor
Eckstein, for permitting us to reprint chapter 8, “The Chinese Development Model” from Alexander
Eckstein’s, China’s Fconomic Revolution. London, New York, Melbourne: Cambridge University Press,
1977 (in hard cover and paperback). .

*The occasional references in this paper to earlier chapters and tables apply to Professor Eckstein’s book,
China’s Economic Revolution, not to this publication.

(80)
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Revolution. The focus throughout this chapter will be on this par-
ticular post-Cultural Revolution phase of China’s development,
recognizing that it too is bound to change in the future under the
impact of leadership and policy shifts on the one hand and economic
transformations generated by the very process of economic growth
and structural change on the other.

This exploration of the currently prevailing model will proceed in
steps. The goals and objectives of the post-Cultural Revolution
regime will be examined first. This will be followed by an analysis of
(1) the country’s factor endowments and how these have conditioned
the strategy adopted, (2) the incentives and institutional mechanisms
used to mobilize and allocate resources consistent with the goals and
the strategy adopted, (3) the economic performance generated by
the interplay of objectives, strategies, and factor endowments, (4) the
extent to which one can speak of a distinct Chinese development
model and its applicability to other less developed countries, and
(5) the dilemmas posed by the development approach adopted in
the 1970’s.

’ OBJECTIVES

The late Premier Chou’s statement to the National People’s Con-
gress in January 1975 that China wants to build a powerful modern
socialist country by the end of this century probably encapsulates
Chinese Communist objectives in their clearest and most succinct
form. The pursuit of power requires rapid growth of the economy as a
whole; more specifically it requires rapid industrialization, with
particular emphasis not only on military goods but also on those
branches of industry that serve as inputs for defense production such.
as steel, fuel, and machinery.

However, rapid industrialization carries with it certain implications:
for agricultural development. An expanding population and labor force
must be fed, a growing industry must be supplied with agricultural raw
materials, and imports of machinery and other types of industrial
equipment must be financed through exports. A developing country
such as China could, if it wished, follow a quite open foreign trade
orientation based on the principle of comparative advantage. That is,
it could specialize in the production of certain types of farm products
for which growing conditions are particularly favorable, use these
both for home consumption and exports, and rely on imports to meet
a significant share of food-supply requirements. While the Chinese
import some foodstuffs, as shown in chapter 7, these are marginal.
Major reliance on imported farm products would violate the principle
of self-reliance enunciated on many occasions as a major objective in
addition to those mentioned by Chou. In the Chinese view, a foreign.
trade oriented farm policy would expose the country to the risk of
sudden supply embargoes, rendering it thereby vulnerable to foreign
pressures. :

All of this means that agricultural development cannot be neglected
lest it hamper and retard industrial growth. For essentially the same
reasons consumer-goods production cannot be neglected either,
even though it may be assigned a lower priority than expansion of
producer-goods output. Increases in the output of textiles, daily
necessities, other wage goods, and even some semi-luxuries (for example
radios, watches, bicycles) are called for in part to keep pace with
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population growth and in part to permit at least a modest rise in the
standard of living. Such increases are necessary as incentive measures
for the labor force and as a means of sharing the fruits of development
with the population at large. .

The meaning of “modern’ as used by Chou En-lai in his report to
the National People’s Congress is far from clear. This is not too
surprising. Industrialization automatically implies & certain measure
of modernization. At the minimum it implies a gradual spread of
modern technology in industry and transport and also, although at
a slower pace, in agriculture. It also means the rise of an army based
on modern weapons, the spread of literacy, better health care, and
the spread of modern science and its application to agriculture and
industry.

However, the application of this concept to the process of pro-
duction raises a number of dilemmas that have plagued Chinese
policy makers throughout the history of the People’s Republic.
They also plagued Chinese statesmen and modernizers in the nine-
teenth and twentieth centuries. In the contemporary Chinese context
the commitment to modern technology has to be reconciled with
simultaneous commitments to “walking on two legs” and to the
relative importance of being “red” versus “expert.” ‘

A key programmatic slogan of the early modernizers was: “‘Chinese
learning for its fundamental principles (or its fundamental value)
and Western learning for its practical use (or practical application).”
In a basic sense one could similarly sum up Mao’s value orientation
and that of most of his associates as a counterpart of this. One could
perhaps paraphrase it as ‘“Marxist-Leninist-Maoist learning (or
ideology) for its fundamental principles and modern technology
for its practical application.”

The dilemmas thus posed are clearly reflected in the meanings
and connotations associated with the Chinese word yang which
can be interpreted as “modern, developed, strong,” and as such it
is a goal to be achieved. But it also suggests “foreign, alien, western-
ized” and as such may be associated with the restoration of capitalism,
revisionism, and a feeling of inferiority as compared to technologically
more developed economies and societies.

In contrast, u is or can be translated as ‘“native, indigenous”
and as such is identified with the common people of China, with the
masses, and thus represents a positive value. But it can also mean
“pbackward, primitive”’ and as such is a phenomenon to be overcome,
to be conquered.

Perceived from this vantage point “experts’ are to be prized; but
this is coupled with a lingering suspicion that they are expert in
“modern” and therefore ‘“foreign” technology. They are divorced
from the masses and tend to look down upon the cruder, more back-
ward, and primitive methods used by them. Therefore, in Chinese
Communist perceptions there may be some association between “‘red”
an}(ll “lnative” on the one hand and “expert” and “foreign” on the
other.

Regardless of how interpreted, the pursuits of power and modernity
are, of course, not unique to China; these objectives are shared by many
other developing countries imbued with a strong sense of nationalism.

1 This juxtaposition of yang and t'u and its possible meanings, connotations, and significance is based
on a seminal paper by Lyman P. Van Slyke, ‘“Culture and Technology,”” prepared for a conference on
Sino-American Relations in Historical and Global Perspective (mimeo), Wingspread, Wis., March 1976.
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However, the combination of power and modernity with a strong
commitment to socialist values and to the spirit of self-reliance lends
China its peculiar distinctiveness as a development model.

From the standpoint of the Chinese Communist leadership one of
the most crucial aspects of socialism is the striving toward egalitar-
ianism. There has been no pretension that egalitarianism has already
been attained, but there was a determination by Mao and some other
leaders as well, especially alter the Cultural Revolution, to avoid
programs and methods that lead away from rather than toward this
1deal. Therefore, measures that may speed industrialization and mod-
ernization but contribute to a widening -of income differentials-en-
countered resistance. Similarly, the pursuit of socialism without regard
of its impact on economic growth was also likely to be opposed. At
any one time and in a specific situation there may be definite trade-offs
between these two sets of objectives. Some leadership figures and cadres

" may be expected to assign & higher priority to growth and moderniza-
tion in a particular situation than to egalitarianism and/or self-reliance.
This leads to periodic shifts in policy as leaders are realigned and their
power and influence either waxes or wanes. Such shifts may also occur
as perceptions of key policy makers change over time and in response
to changing conditions.

At least on Mao’s part, the pursuit of egalitarianism involved a
constant struggle against the rise and crystallization of a “New Class.”
However, many elements of the bureaucracy are anxious to protect
their power and privileged position. Moreover given Mao’s adherence
to the principle of “democratic centralism,” reduction of status dif-
ferences did not mean a dispersion: of political power, even in his own
mind. This has led to ambiguities and a series of built-in contradictions,
which have become the source of a multi-dimensional struggle. In the
course of this struggle, some elements empbhasize the ‘“democratic”
aspects involving mass participation and the reduction of status dif-
ferences, while others stress “‘centralism,” that is, the need to concen-
trate power.

This continuing struggle is also reflected in periodic drives to
compress the wage structure and to narrow wage and salary differ-
entials. The 1975 campaign against ‘‘bourgeois rights” was in part
directed at these income differentials both in industry and agriculture.
In agriculture this is to be accompanied by reducing and eventually
abolishing the private plots, by gradually substituting the brigade for
the team as the basic unit of accounting and income distribution in
the commune, and by developing the backward areas.?

It is far from clear to what extent such compressions in income
differentials narrow the scope of material incentives and thereby
undermine work effort and the pursuit of higher skills and labor
productivity. In the absence of firm evidence to the contrary, it
could be argued that even if differentials were narrowed but not
eliminated they could still serve as incentives, particularly if material
rewards are supplemented by psychic appeals. Therefore, the nar-
rowing of income differentials—depending on how far it goes in the
direction of leveling—need not in and of itself retard industrialization
and modernization. :

2 This was clearly brought out in Vice-Premier Hua Kuo-feng, ‘‘Summing-up Report at the National

* Conference on Learning-from Tachai in Agriculture,” Peking Eeview, vol. 18, No. 44, Oect. 31, 1975, pp.

7-10, 18. This was a high-level conference concerned with agricultural policy and agricultural development
strategy convened for a whole month in September-October 1975, . . - -
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As noted above, even Mao and his closest allies recognized that
“democratic centralism’’ requires concentration of political power at
the top. However, they wanted to prevent differentiation in power,
role, function, and income from becoming frozen into status and class
differentials. In spite of the Cultural Revolution, this objective does
not seem to have been realized thus far. On the contrary, as one
travels around China and meets peasants, workers, cadres, and high
ranking government officials, status differences are clearly apparent
in many subtle ways, such as dress, bearing, deference by others, and
many other privileges that surround power positions in all societies.

These are among the considerations that have prompted periodic
campaigns to break down the barriers between mental and manual
labor on the one hand and urban and rural areas on the other. These
campaigns and measures have contributed to a development approach
that might be considered characteristic of a Chinese model. This
concern with status differences was also one of the reasons for abol--
ishing all insignia of rank in the army and for discouraging too explicit
identifications of roles and titles since the Cultural Revolution. These
considerations also play a role in the periodic attacks on the tech-
mnocratic approach to economic, military, and administrative manage-
ment, on professionalism and expertise in contrast to “redness.” They
also must have influenced the drive for the expansion of rural small-
scale industries. While this is prompted by many other considerations
(to be brought out in the next section), it serves to narrow the social
and cultural distance as well as the technological and the “modernity”
eap between factories and farms, city and country.

These concerns are also reflected in the hsia fang (down to the
country)—the rustication—movement, which leads to the mass mi-
gration of youth from the city to the country. This more or less in-
voluntary movement transfers a relatively well-educated manpower

ool to the countryside and thus provides a resource for developing
eadership and skill and for raising the educational levels of the peas-
antry. At the same time it deprives the city of a potential pool of talent
and creates on the part of some of this youth a sense of frustration and
alienation, brought about by difficulties of adjustment to an unfamiliar
and harsh physical and cultural environment.?

Perhaps the most significant aspect of the rustication movement is
that it reverses the flow of migration normally associated with the
process of economic development. Large-scale rural-urban migration
-under the impact of rapid industrialization caused a great deal of
concern in Ching in the 1950’s. The press and official statements were
replete with complaints concerning the “blind migration to the cities.”
More remarkable, and probably unprecedented in contemporary de-
velopment experience, is the fact that an estimated 12 million young
peoplf have been ‘“sent down’ to the country from the city since
1968.

However, this movement was not only prompted by a desire to
break down barriers between city and country. Chinese planners and
.policy makers have for some time wanted to check the further growth
-of their largest cities for a number of reasons. They recognize that
urban growth requires large-scale investments in social overhead

2 These frustrations and difficulties of adjustment occasionally surface in the Chinese press. They are
buttressed by accounts of Overseas Chinese who have an opportunity to visit their native village and by
the high incidence of this youth among the Chinese migrants to Hong Kong.

4 Peking Review, vol. 19, No. 2, Jan. 9, 1976.
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capital such as schools, hospitals, new housing, and other facilities,
none of which are directly or immediately productive. For instance,
one of the vice-chairman of the Shanghai Revolutionary Committee
told the author in December 1972 that the population of Shanghai
city has decreased in recent years; as of that time the population of the
city proper was 5.7 million, that is, it was reduced to the 1953 level.
He then went on to point out that administering a large city like
Shanghai is an enormous and complex task. In his view it would be
desirable, but unfortunately not possible, to reduce Shanghai to a city
of 2 to 3 million. :

At the same time, there are a number of indications that while the
largest cities have stopped growing, intermediate and smaller cities
are continuing to expand. In this way there is a continuum of cities in
terms of size, a hierarchy of national, regional, provincial, district, and
local centers. This hierarchy facilitates the communication and diffu-
sion of new.ideas and influences from above and needs, aspirations,
and demands from below. In effect it also serves to narrow the distance
between the largest centers and the masses. :

The reduction of barriers between mental and manual labor is also
fostered by the periodic tours of duty of urban cadres in communes.
These tours may range from one to several months of farmwork. How-
ever, since the end of the Cultural Revolution they have become more
routinized and ritualistic, typically involving temporary duty of at
most a few months. They are paralleled by the sending down of agri-
cultural and other scientists to factories and farms to carry on either
hichly applied research specific to the locality or to adapt research
findings to local conditions. Agricultural scientists are thus sent down
to the countryside to perform what in effect amounts to farm extension
tasks. Similar considerations may lead to the assignment of physical
scientists to factories. In the same spirit, as a general rule, students
are not admitted to universities unless they have had at least 2 years
of experience on farms, in factories, or in the army. Moreover, while
studying at universities they are once more assigned to factories for
periodic tours of duty. At the same time, so-called workers’ universities
‘have been established in a certain number of advanced factories to
raise the technical and educational level of the workers.

These measures clearly entail both benefits and costs. They un-
.doubtedly contribute to the more rapid diffusion of advanced methods
in factories and on farms. They may also reduce the psychological and
attitudinal barriers between manual and mental workers. However,
this has almost certainly led to a watering down in the academic and
scientific quality of university training since the Cultural Revolution.
Available evidence suggests that at least in some fields scientific
research has also suffered. ,

It could be argued that an optimal strategy for an underdeveloped
.country would be to let industrially advanced countries bear the full
.cost of advancement in fundamental science and then merely borrow
the findings and, apply them to local circumstances. While this ap-
-proach makes a lot of sense, it must be applied judiciously in a large
.country which is in the pursuit of increasing its power. Thus not all
scientific findings travel freely across boundaries. Some have sensitive
-security implications and therefore may need to be developed by a
‘country such as China more or less independently. But perhaps more
‘importantly the adaptation of scientific findings to local conditions
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may require considerable scientific capacity itself. For instance, by
assigning agricultural scientists to what may amount to extension
work, Chinese planners may have contributed to yield improvements
in the short run at the expense of the long run. That is, continuing
yield improvements in China will require fundamental advances in
plant breeding, in farm practices, and in agricultural science. If sci-
entists are in communes instead of laboratories, then the development
of agricultural science is bound to be retarded.?

In Chinese official pronouncements and statements the goal of
self-reliance is usually linked to the pursuit of a ‘‘powerful modern
socialist country.” The self-reliance policy as usually stated in recent
years involves “maintaining independence, keeping the initiative in
our own hands and relying on our own efforts.” ® In fact, self-reliance
as a development objective was already brought to the fore in the
late 1950’s. However, its salience and importance were markedly
increased following the Sino-Soviet break mn 1960. It encompasses
several concepts and traits, with the prominence and emphasis given
to each of these changing from time to time.

Thus self-reliance as an operational policy has been applied in several
different contexts and for different purposes. First of all, it can serve
as an important source of normative appeals, as can so many of
China’s long-range objectives. That is, it is used as one of the means for
building pride in individual accomplishments by workers and peasants,
factories and communes, cadres at all levels, and state organs. In this
way it serves as a means of exhortation to maximum effort.

It also can carry with it a strong autarkic connotation. In a national
sense it implies minimizing China’s vulnerability to foreign economic
pressure, particularly in the light of the Sino-Soviet break in 1960. In
this sense self-reliance carries with it strong nationalist, exclusionary,
and security (defense) connotations. These are explicitly brought out
in another of Chairman Mao’s frequently quoted directives, “dig
tunnels deep, store grain everywhere, and never seek hegemony”’; “be
prepared against war, be prepared against natural disasters, and do
everything for the people.” 7

Self-reliance is also intended to provide a means for minimizing the
importation of foreign ideas, influences, and aspirations. In this sense
it can serve as one of the means for preserving the purity of China’s
social system. This leads to minimizing contacts between foreign visi-
tors and their Chinese counterparts—be they businessmen, engineers,
and technicians helping in the installation of complete plants; scien-
tists; diplomats; or just plain tourists. Of course, as shown in chapter
7, this policy is not interpreted precisely the same way and enforced
with the same vigor at all times. Thus it was interpreted more strictly
and narrowly in the later 1960’s than in the early 1970’s. ]

However, self-reliance also has many connotations for domestic
economic policy, primarily relating to regional and local self-suffi-
ciency. This striving for self-sufficiency is largely rooted in transport
barriers and bureaucratic resource-allocation bottlenecks inherent
in a central planning system. Both of thesestand in the way of supplying
local needs. For instance, an American delegation of rural industry

& This was identified as a key problem by a delegation of American plant scientists visiting China, in
August-September 1974; see National Academy of Sciences, Plant Studies in the People's Republic of China,
A Trip Report of the American Plant Studies Delegation, Washington, D.C., 1975. X

¢ Li Chiang (Minister of Foreign Trade of the PRC), “New Developments in China’s Foreign Trade,”
China’s Foreign Trade, No. 1, 1974, p. 4. X

7 Chou En-lai, “Report on the Work of the Government,” Peking Review, vol. 18, No. 4, Jan. 24, 1975, p. 25.
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specialists visiting China in the summer of 1975 found that “even when
communes are prepared to pay the going price for some desired item,
it will not be necessarily available and they may get it faster if they
produce it themselves.” ® Therefore, even if the manufacture of pro-
ducer goods by rural industries may initially be high-cost and ineffi-
cient, this is likely to be out-weighed by the high costs of transporting
raw materials and finished goods over long distances and by the ad-
ministrative delays in obtaining these products from higher-level
organs. These considerations then create strong inducements for the
expansion of local industries to meet local, agricultural demand for
these products.

The desire for self-reliance is reinforced by other considerations as:
well, such as the urge to decentralize industrial locations and to
develop the more backward regions. As with all of the other objectives.
and policies discussed above, self-reliance too involves some costs.
and benefits. To the extent that the objectives spelled out above are
actually attained, they can be incladed in the benefits column of this
balance sheet. Depending on how rigidly the policy of self-sufficiency
is enforced, it almost certainly entails some sacrifice of the advantages
of international and/or inter-regional specialization and division of
labor. If these costs outweigh the economic benefits of self-reliance,
this would be reflected in a reduction in China’s economic growth rate.
Furthermore, local and regional self-sufficiency could favor the more
advanced as compared to the underdeveloped areas of the country.
Consequently, unless there are counteracting policies and tendencies
at work, self-reliance policies could lead to a widening of local and
regional income disparities.

An attempt to measure the net impact of this policy, the benefit-
cost balance, would go well beyond the scope of this interpretative
synthesis. Such an undertaking would be fraught with a host of con-
ceptual and statistical pitfalls even if the data were available. Factor
and commodity price distortions rooted in China’s economic system

rovide an example of one set of problems. Difficulties of measuring
ong-term training and learning effects resulting from locating in-
dustries in Tural areas, or of measuring the impact of such policies on.
regional income distribution, may serve as other examples. Moreover,
even if the self-reliance policy were to lead to some sacrifice of
growth it could still be pursued for the benefits 1t offers in terms
of socialist, nationalist, or other goals.

Factor ENDPOWMENTS

One of the most striking and crucial traits of Chinese agriculture is
that it feeds about one-quarter of mankind on about 7 percent of the
globe’s cultivated land. This necessarily means that the cultivated
land arvea per capita is small, so that China is a very land-short
economy. This is greatly accentuated by an acute scarcity of capital—
less acute now than 25 years ago—as evidenced by a relatively small
capital stock or small annual additions to capital stack per person.
This may not be so small in comparison with other less developed
countries near the bottom rungs of the world development scale, but
it is quite small as ccmpared to the more developed countries.

8 American Rural Small-Scale Tndustry Delegation, Rural Small-Seale Industry in the People’s Republic
of China, Berkeley, Calif., 1976 (forthcoming), Chapter 1, p. 8.

27-427—78——S8
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Therefore, the Chinese economy is characterized by an acute
scarcity of land and capital and a relative abundance of labor. This
was evidenced in the 1950’s by remnants of open unemployment in
the cities and at least seasonal underemployment in the rural areas,
particularly during the winter months. In addition, there must have
been pockets of disguised unemployment in all economic sectors.
Some of this underemployment was gradually absorbed in the 1950’s,
as Irrigation and other capital projects were introduced in agriculture
and as capital plant was rapidly expanding in industry, transport,
and other sectors.

However a systematic, conscious, all-out campaign to use labor in
order to create capital was not launched until the Great Leap. In
this sense the Great Leap represented the first comprehensive attempt
in China to substitute on a mass basis a relatively abundant factor for
a scarce one. As shown in earlier chapters, this attempt failed due to
many errors in planning and implementation. Hewever, the Great
Leap concept as a development strategy well suited to China’s factor
endowments left an indelible imprint on Chinese planners and policy-
makers. It has been gradually rationalized since, through a process of
trial and errcr. '

As aresult, we see in the 1970’s a whole series of programs designed
to convert labor into capital and in a certain sense even into land, that
is, cultivated land. However, as these programs expand, more and more
labor is absorbed so that labor shortages are becoming pronounced and
labor too is developing into a scarce factor, although still relatively
abundant as compared to land and capital.

These rationalized Great Leap-type programs of agricultural devel-
opment (usually identified with Tachal as a model) Involve land im-
provement, irrigation, and generally a marked intensification in the
patterns of land use. This mvolves “farmland capital construction’
based on “self-reliance and hard struggle transforming China in the
spirit of the Foolish Old Man who removed the mountains.”® More
concretely, it indeed means reshaping the geographical features of
an area to provide the physical conditions necessary for the applica-
tion of an appropriate'mix of other inputs—labor, machinery, fertilizer,
and 1mproved seed strains—to bring about high and stable yields.
This often requires squaring or terracing the land; at times it involves
leveling mountains and transporting the soil manually in baskets for
several kilometers to build a huge dam or to cover some areas with top
soll. In many areas it means constructing underground drainage
channels, reservoirs, canals, irrigation channels, pumping stations, and
tube wells.!

The major effort in this renewed and expanded movement to learn
from Tachai seems to be concentrated in North China, where the
water supply has in the past been highly variable, unreliable, and
short. Precisely for this reason grain yield per acre of cultivated land
has generally been lower in the North than in the South. Correspond-
ingly, the opportunity for raising yields with large investments in
land improvement may be expected to be considerably greater in
the North. Therefore, it seems that this is the region the Chinese

Y Hua Kuo-feng, * Summing-up Report,” p. 9.

18 These major construction projects have been under way for some time. They could be observed during
my visit to China in December 1972. They were given a renewed impetus by the National Conference on
Learning from Tachai held in September and October 1975 and were described in some detail in American
Rl;ral Small-Scale Industry Delegation, Rural Small-Scale Industry, Chapter 5, pp. 2-5 and Chapter 6,
p.7.
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leadership is relying on to raise agricultural output significantly
beyond current levels. A larger, more regular, and better distributed
water supply combined with improved seeds and more fertilizer could
lead to a spread of rice production in the North and a significant rise
-in multiple cropping per acre.

These massive ‘farmland construction” projects clearly absorb
masses of labor—much of it utilized during the slack season. At the
same time, the intensity of land use is also being greatly stepped up n
areas that have been fraditionally irrigated. More and more of the
single-cropped areas are being double cropped and double-cropped
areas are being converted to triple cropping. In addition, there is
more inter-planting and transplanting of crops that heretofore had
not been subject to this practice such as wheat, corn, and cotton.
All these measures are designed to increase yields per acre; therefore
they are in effect land-saving, but they also absorb a great deal of labor.

Labor is also being claimed by the rapidly expanding rural industries.

As noted in earlier chapters these produce fertilizer, cement, farm
machinery, bricks, iron and steel, pumps, and other types of equipment
needed as inputs in farm production. As a result of all these measures,
Tiral labor seems to be quite fully employed all year round. Moreover,
there are repeated signs of marked labor shortages m at least some
rural areas and during some periods of the year. This has greatly
increased the pressure for mechanizing some of the production and
processing operations in farming, particularly those that absorb a lot
of labor during harvesting and cultivating time. Thus, the emphasis
on selective mechanization of agriculture has been quite pronounced
in recent Chinese statements and official pronouncements."

Grain milling provides a telling example of how much labor can be
saved even by quite modest measures of mechanization. According to
data collected by the American Rural Small-Scale Industry Delega-
tion, hand pounding of rice requires 400 man-hours per ton in some of
the places they visited in China. A simple pedal-operated device can
do it in 120 man-hours while a commune-run rice mill requires 10
man-hours.”? Similarly, a lot of labor can be saved by the mechaniza-~
tion or semi-mechanization of threshing; therefore it is not surprising
that mechanization has progressed furthest in these two types of
operations. ‘

However, the adaptation of production and capital formation
technology to the country’s factor endowments is not confined to
agriculture. It is also quite apparent in Chinese industry, although
perhaps in a less dramatic form. In industry it is manifested by the
simultaneous application of a spectrum of technologies, based on
different factor proportions. This “walking on two (or several) legs”
is demonstrated by the rise,and spread of rural industries on the one
hand and the rapid expansion of large-scale factory industry on the
other. At the same time it is illustrated by the simultaneous utilization
of both highly mechanized, capital-intensive and preponderantly
‘manual, labor-intensive processes within the same factory, each used
for particular operations. But this latter phenomenon is not unique
to China. To a greater or lesser extent it is a familiar feature of the
development landscape in all industrializing countries.

11 A note of urgency concerning the need for farm mechanization is quite pronounced in Hua Kuo-feng’s
report. .
12 American Rural Smail-Scale Industry Delegation, Rural Small-Scale Indusiry, Chapter 4, p. 25.
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In this respect the distinctiveness of the Chinese development.
model is derived from the scale of an approach to “farmland capital
construction” and the close integration of rural industrial and agri-
cultural development analyzed in greater detail in chapter 4. In the
Chinese case this process of adapting technology to the prevailing
factor endowments is carried well beyond the formation of physical
capital; it is applied to human capital formation as well.

Perhaps the scarcest resource in China—even scarcer than land
and capital—is highly skilled manpower such as scientists, engineers,
and medical personnel. This scarcity was of course much more pro--
nounced before 1949, since the supply has been significantly augmented
in the past 25 years. In the face of such scarcities, the training and
utilization of this type of manpower—particularly the technological
aspects of this utilization—can have far-reaching implications not.
only for economic growth and military security, but also for income
distribution and the welfare of the population at large.

Perhaps this can be most clearly demonstrated in the field of
health care and delivery systems. In many less developed areas a.
significant share of the physicians tend to be trained in advanced
countries or in medical schools at home that emulate their practices.
Frequently this means that the physicians are trained to work with
complex and very expensive medical equipment, relying on elaborate-
hospital facilities and " highly advanced methods” of health care.
Medical personnel thus trained are strongly tempted to reproduce-
these facilities and practices at home.

Low-income countries, however, can at best afford only a small’
number of such health care units. This then becomes one of the factors:
that may lead to the concentration of physicians and health facilities.
In the cities at the expense of the countryside, In the absence of strong:
‘counter-measures, this leads to situations in which the urban upper--
mcome groups are relatively well provided for with medical care while-
only minimal provisions may be made for the care of the rural masses.
Therefore, in low-income countries capital-intensive health care SyS--

‘tems tend to favor the rich as compared to the poor.

The Chinese seem to recognize this quite clearly and thus have-
adopted a strategy designed to produce a mass base for the wide-
distribution of health care.®® By training a sizable pool of para-medical:
personnel, they have built a hierarchy of manpower and facilities.
ranging {from the most advanced in the large centers to the quite-
simple or even primitive in the villages. However, this does not neces--
sarily mean that complete egalitarianism in health care quality and
delivery has actually been attained; it rather means that as compared
to the past these differentials have almost certainly been narrowed:
both inter-personally and inter-regionally.

The same general strategy characterizes the Chinese approach to-
manpower training and utilization in other fields. For instance, it-
applies to agricultural scientists and farm extension workers, as indi--
cated above. It is also evident in industry in the technical education
provided to workers, thus creating & continuum extending from the-:
highly trained engineer, to the less well trained who are educated in

13 For a sophisticated analysis of the relationships between technology and health care strategy in China.
see Peter S. Heller, “ The Strategy of Health-Sector Planning " in M. E. Wegman, T. Y. Lin, and E. Purcell}.
eds., Public Health in the People’s Republic of China, New York, 1973; especially pp.. 85-90,. .
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so-called workers’ universities, to the skilled worker, ‘and to the
aunskilled laborer. ,

In many ways, the picture presented here is a highly simplified and
idealized blueprint, which in its present form-is largely the child of the
‘Cultural Revolution. Although some programs can be traced back to
sthe early 1960’s, others were introduced only since 1968-69 or even
Hater and thus some have not yet become diffused all over the country.
It will take time to train people in sufficient numbers to implement
this strategy fully. Beyond this, there are inevitably some costs as
well as benefits built into this approach. The recognition of these
«costs and dilemmas has apparently produced some resistance to the
implementation of these programs in universities and scientific
Jaboratories.

In a certain sense the strategy of human resource development
:adopted in China tries to substitute a mass-based system for an elite-
based one. To accomplish this the top of the educational and man-
power pyramid is faced with the risk of becoming diluted in several
-ways. On the one hand, the energies of the people at the top tend to
become scattered as they are induced to perform a variety of tasks.
"They have to spend some time in the rural areas with the masses;
-often they have to concentrate on highly applied research, develop-
ment, or extension work rather than on basic research. They also
have to devote time to political education and discussion. As a result,
‘their own scientific and advanced technical development may suffer.
“The scientific and technical advances in their own fields may thereby
‘be retarded. '

On the other hand, the educational policies adopted since the Cultural
Revolution seriously undermine the possibility of replacing those at
‘the top with equally well trained people. This is due to the fact that
:admission requirements to universities, including the leading institu-
‘tions, have been appreciably eased. Elementary and secondary school-
‘ing combined were reduced from 12 to 9 or 10 years. At the same time
‘the university curriculum was shortened from 4 to 6 years to 3 or 3%
“years. Moreover, university students have to spend some time in
factories and on farms and in political education. It may very well
‘be that this system turns out students of greater dedication and com-
‘mitment—although there is no way of assessing this one way or an-
-other——admirably suited to occupy a range of intermediate technical,
-scientific, and leadership positions. However, it is doubtful that it
-can produce a generation of high-grade scientists, physicians, and
-engineers. '

This is clearly recognized by many scientists and academicians in
-China, as evidenced by the fact that these practices have been a sub-
ject of continuous debate, with considerable pressure to upgrade
-academic standards. As a result, visitors to Chinese universities are
-always told that they are still in a state of “struggle, criticism, and
-transformation.” Based on all these considerations combined it could
‘be argued that the pattern. of manpower training and utilization
-adopted since the Cultural Revolution is well designed to adopt and
" -distribute rapidly technology and knowledge that 1s well developed.
However, this could be at the expense of borrowing {from the future
in the sense that this strategy, if sustained over a long period, may
-undermine China’s capacity to push forward the frontiers of science
-and technology:
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INSTITUTIONAL MECHANISMS AND INCENTIVES

The adoption of production and investment technologies designed
to implement societal objectives in ways suited to China’s factor
endowments required the crystallization of a system of economic
organization for resource mobilization and resource allocation. It also
required a set of incentives to motivate the human actors in the system
to contribute to the best of their ability.

Thus farm production was collectivized so as to facilitate consolida-
tion of land holdings, gain economies of scale, obtain more ready
access to agricultural produce, accelerate the flow of new ideas and
techniques to rural areas, and prevent the rise of a “kulak’ class in
the countryside. Collectivization did not entail institutional in-
novation, since it was adopted from the Soviet Union. However,
while _collectivization in the Soviet Union was preponderantly
extraction-oriented, the Chinese were equally concerned about pro-
moting production. But collectives—agricultural producers’ coop-
eratives later transformed into production teams—were too small to-
manage an integrated approach to agricultural development involving:
farm production, capital construction, and rural industrialization at
one and the same time. This, combined with several other considera-
tions, led the Chinese to bold innovation in the form of communes,
which turned out to be counter-productive in ‘their initial and ex-
perimental forms; but following a process of trial and error, they seem.
to have evolved into quite effective instruments for the mobilization
of labor and other resources and its allocation to competing tasks.

With the team and the village remaining the basic units of social
organization and production, the close links between reward and effort.
could be preserved. This was reinforced by the continued maintenance
of private plots and rural markets, which served to reinforce material
incentives. There are definite indications that some leadership groups
are pressing for the collectivization of private plots and the simul-
taneous transfer of the income-accounting functions from the team
to the brigade. These measures would inevitably disturb the currently
prevailing reward system. How this would affect peasant incentives,
if these -changes.-were introduced gradually and combined with
persuasion and indoctrination, is impossible to forecast. They would
almost certainly be disruptive and counter-productive if introduced
suddenly and simultaneously in the country as a whole.

Agricultural collectivization and communization in agriculture were
paralleled by nationalization of industry and other non-farm sectors.
In this way the state and its subordinate organs assumed direct control
over the management of industrial, banking, trading, and other kinds
of enterprises. Broadly speaking, in all these sectors the Chinese
adopted institutional forms pioneered by the Soviet Union in the
1920’s and 1930’s. As described in-Chapters 3 and 4, these enterprises
bought from and sold to each other intermediate and producer goods.
They sold consumer goods to households and, in turn, purchased sabor
from them. All transactions between enterprises and households were
in cash, while inter-enterprise payments were made through a system
of bank clearings.

Prices of most commodities were fixed and controlled by central or
local state organs. Most producer goods and the most essential con-
sumer necessities were subject to ‘“unified distribution,” that is,
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distribution through licensing and rationing. The market as a mecha-
nism for distributing goods and services played a limited and supple-
mentary role. It was used to distribute producer goods not subject to
licensing and consumer goods not encompassed by rationing. Within
this limited purview, prices played a significant role as allocators of
the goods and services distributed through the market mechanism.
They also played at least an indirect role in the allocation of goods
subject to ‘“‘unified distribution.” That is, prices may have exerted
some influence over the particular factor combination and raw
materials mix actually used by an enterprise even if these were
subject to administrative allocation.

Irrespective of their potential function as allocators, prices served as
a basis for valuing all goods and factors and of measuring enterprise
performance based on profit or loss accounts. Enterprises turned
virtually all their net earnings into the state budget in the form of
profits and taxes. The budget, in turn, served as a source of invest-
ment finance for all but the locally administered enterprises. These
institutional arrangements represent familiar features of economic
organization in all socialist countries although there are naturally
considerable differences in detail between the Soviet Union, Eastern
Europe, and China.

None of these institutions or instruments—in agriculture, industry,
and the other sectors—could serve as a means of implementing leader-
ship and societal objectives without a planning system to provide the
framework and the direction for this resource-allocating process.
Unfortuhately, available information concerning the nature and
organization of the Chinese planning system is very limited and highly
fragmentary, especially for the 1960’s and 1970’s.

As indicated above and in Chapter 4, it is a system based on a
mixture of price and physical-planning elements, combining adminis-
trative and bureaucratic command allocation with market allocation
of factors, goods, and services. It represents a blend of decentralized
and highly centralized traits, combining central control with more or
less decentralized administration. Thus, as shown in Chapter 5,
central authorities maintain a tight control over budgetary outlays
at all levels of government down to the county. This provides them
with control over the major sources of funds with which to influence
and shape the resource-allocation process.
~ This control is probably most pronounced in the field of fixed

capital investment, since state enterprises are totally dependent on
the government budget for financing these. However, communes and
sub-comumne enterprises retain their earnings after taxes and thus
generate their own investment funds. To this extent the state’s con-
trol over the pattern of investment is less complete in agriculture
than in the other economic sectors. Central control is also much less
far-reaching in the allocation of other factors, that is, land, labor, and
raw materials.

Thus the patterns of land use are largely locally determined. For
non-farm tasks, labor is mostly allocated by provincial, county, and
municipal labor bureaus, while in agriculture this function 1s per-
formed by the communes, brigades, and teams. Centralized and de-
centralized approaches seem to be combined in the allocation of fuel,
power, and materials, although the precise mechanics of distribution
and the division of labor between central and local government organs
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is quite obscure in this field. A certain number of commodities are
subject to national distribution. As suggested in Chapter 4, this is
probably a smaller number than in the past, possibly over 100 items
of great national importance such as iron and steel. This reduction
in the number of commodities subject to national materials-supply
allocation in itself represents a move in the direction of decentrali-
zation. :

This tendency is reinforced by the fact that the distribution of all
other producer goods and a wide range of consumer goods is delegated
to provicial, municipal, and county authorities. There is also a category
of ‘goods which, as noted above, are distributed by the market but
on the basis of prices fixed by the planning organs. Decentralization
is also fostered in China by the considerable transport barriers re-
ferred to earlier and by the recognition that a highly centralized
system of resource allocation could cause enormous delays in the
delivery of goods and in general produce far-reaching inefficiences.
These high transport costs and administrative bottlenecks provide
local industries with what in effect amounts to high tariff-like pro-
tettion from potential competition by large-scale urban factories.™

Decentralization is further encouraged by the spirit of self-reliance,
which exhorts local organs to ‘“‘take the initiative in their own hands.”
All these considerations combined induce local enterprises to meet
their needs from their own resources or resources already placed at
their disposal, rather than wait for additional allocations. Such initia-
tives are, in turn, made possible by the fact that no enterprise or
government jurisdiction is barred from producing any above-plan
or outside-plan items as long as it does not lay claim on additional
outside resources.

However, decentralized allocation of land, labor, and materials
does not preclude central or national planwing and control over this
allocation process. Not only does the budget serve as a powerful cen-
tral control lever, but the Chinese Communist Party apparatus with
its network of cadres reaching down to all enterprises, government
organs, villages, and production teams provides a powerful unifying
thread. This network provides an informal channel ofc ommunication
.and command through which central authorities can shape and influ-
ence the planning process. This informal channel is in part based on
administration by moral example and on model emulation guided by
the prevailing ideological precepts and value system.'® Positive re-
inforcement is complemented by variousf orms of pressure or coercion.
‘One of the overwhelming impressions one gains from documentary evi-
dence and from first-hand observation in China is that this seems to be
a society without an escape. An individual is rarely permitted to retreat
into his private self; on the contrary, he is constantly exhorted to
participate. Deviant behavior is severely punished, not necessarily
through incarceration but by denial of material and other benefits
and by what amounts to humiliation, excommunication, and a range
-of more or less subtle pressures exerted through small neighborhood
-groups in the city and small work groups in the village. :

Moral example and model emulation as a basis for guiding proper
.conduct are deeply rooted in Chinese tradition and in the Confucian

1 T am indebted for this insight to the members of the American Rural Small-Scale Industry Delegation.

15 For a most suggestive elaboration of this notion of administration by moral example see Arthur Stinch-
-combe’s chapter (Chapter 2% in American Rural Small-Scale Industry Delegation, Rural Small-Scale in-
dustry. The concept of model emulation has been articulated by a number of sinologists, most notably by
“Donald Munro in The Concept of Man in Contemporary China (forthcoming), Chapter 6.
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ethic. They have been transformed by the Chinese Communists into
potent guides to action. Positive models such as the Tachai production
brigade in agriculture or the Ta-ch’ing oil fields in industry are widely
publicized. They are combined with negative examples as a means of
communicating to the cadres and the masses what is considered ap-
proved as compared to anti-social behavior and what practices are to
be emulated or avoided. Moral exhortation and model emulation
reinforced by education and indoctrination are designed to bring
about a convergence in the value systems of the leaders, cadres, and
masses. To the extent that they do indeed lead to such convergence
in reality they can greatly ease the administrative burdens of central
planning and bureaucratic resource allocation.

Moral example, model emulation, and normative appeals in general,
while important in the Chinese planning process, would not in and of
themselves suffice to motivate cadres, workers, and peasants. They
need to be supplemented by both material incentives and the more
or less subtle forms of pressure referred to above. Actually, the relative:
weight to be placed on normative appeals as compared to material.
incentives has been one of the most contentious issues in the policy
debates waged during the life span of the People’s Republic. In spite-
of these debates, occasional fluctuation, and pressures, the basic
character and structure of material incentives and the reward system
as a whole have not changed very much since the mid-1950’s.

As noted in earlier chapters, China’s industrial wage structure is.
based on an eight-grade classification which has prevailed since the-
wage reform of 1956.'® Tt provides for a 3:1 to 4:1 wage span, which in
some quite extreme cases may go up as high as 5:1. Super-imposed on-
- this wage structure are rates for administrative, technical, scientific,
and political cadres which start higher and rise above the top industrial
wage. This widens the wage and salary span to about 7:1. At its.
extremes it may go as high as 13:1 or even 20:1. Clearly, these are quite
sizable differentials. However, as will be shown below, there are-
countervailing forces at work which lead to a narrowing of this span,
particularly at the extremes. Moreover, even at its extremes these-
wage and salary differentials are narrower than those prevailing in.
Republican China (1911-49) or in many other underdeveloped
countries.

Upward movement along this wage scale is apparently based on.
seniority, skill, performance, and political attitude. Thus, wage and
salary differentiation serves as an important spur to better and
higher quality effort, that is, to raising labor productivity, unless.
seniority becomes the predominant criterion for promotion. On the-
other hand, wages play a very limited role as allocators of labor. This
is evidenced by the fact that inter-industry and inter-regional wage
differentiation 1s quite narrow and frequently based on cost of living:
differentials.l” It is also borne out by the fact that labor tends to be
moved from place to place and sector to sector by assignment rather
than by free movement.

In assessing the role of material incentives, it must be remembered
that management bonuses have never played an important role in.
China, in contrast to the Soviet Union and other Socialist countries in

16 Carl Riskin, “Workers’ Incentives in Chinese Industry,” in China: A Reassessement of the Economy,.
Joint Economic Committee, U.S. Congress, July 1975, table 2, p. 216.
17 Riskin, “Workers’ Incentives,”” Table 3, p. 217,
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Eastern Kurope. They have not been distributed at all since the
‘Cultural Revolution, and possibly since the 1950’s. At the same time,
premiums were occassionally distributed to workers in enterprises
that fulfilled their plans. It 1s unclear whether this practice has been
continued since the Cultural Revolution. .

Conjoined with material incentives, normative appeals are not
confined to moral example and model emulation. They are translated
into tangible psychic rewards based on many different forms of
recognition which carry prestige, special titles such as “model worker,”
or other types of distinction. Some of these may in addition yield
material benefits as well. Psychic rewards may be reinforced by a
commitment to ‘“serve the people.’” Neither documentary sources
nor visitors’ observations can provide conclusive evidence as to the
depth of this commitment by the cadres and the masses. To the
extent that this is the case it can serve as a powerful lubricant in the
functioning of the planning system and the whole process of bureau-
cratic resource allocation.

PERFORMANCE

The actual behavior of the development model sketched in the
preceding sections can best be gauged by assessing China’s economic
performance during the past 20 or 25 years. As noted before, China’s
economic development during this quarter of a century was actually
based on several alternative models. However, the basic development
approach utilized since the Cultural Revolution can be traced back
to at least the Great Leap, and in many of its aspects even to the
mid-1950’s. The successive models tried represented more shifts of
emphasis than totally new departures. Therefore, it may be both
legitimate and useful to assess the development experience as a
whole, rather than confine this appraisal to the much too brief span
of the post-Cultural Revolution years.

Given the objectives spelled out above and in Chapter 2, the most
relevant criteria for appraising China’s economic performance may
be considered stability, growth, income distribution, standard of
living, and self-reliance. Kach of these will be reviewed here in the
light of the more detailed analysis in the preceding chapters.

Economic Stability

As indicated in Chapter 5, the objective of economic stability
involves the maintenance of both full employment and a stable price
level. It can also be viewed as the unfolding of a reasonably stable
growth path associated with relatively mild or minimal fluctuations
In output and employment.

In China there was clear evidence of open urban unemployment in
the early 1950’s when the economy was still recovering from war
devastation and was thus operating at less than full capacity. Open
unemployment appeared again in the crisis years between 1960 and
1962 or 1963. During the rest of this period China was experiencing no
large-scale unemployment. Inevitably there was some seasonal under-
employment in agriculture and some wasteful or inefficient utilization
of labor in industry and other sectors. For instance, anyone visiting
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Chinese factories in recent years must have been struck by the rela-
tively large and often not fully utilized pool of labor one encounters in
these plants.

More remarkable than the record of employment has been the course
of price stability in China. However, it must be stressed that this find-
ing is based on an official index which may understate price rises of
unrationed commodities, although it seems to be borne out by com-
parisons of samples of commodities and of wages for the 1950’s and
1970’s. China’s performance in containing inflation becomes even more
impressive when viewed in the perspective of the country’s experience
in the past, Soviet pre-World War II experience, and the double-digit
inflation raging in the contemporary world.

On the other hand, China’s economic development was characterized
by marked fluctuations in rates of growth, as shown in Table 6-7. This
was most clearly illustrated by the explosive growth during the Great
Leap years of 1958 and 1959, and the drastic collapse during the crisis
years between 1960 and 1962. There were milder dips during the Cul-
tural Revolution, and throughout the years rates of growth alterna-
tively accelerated and decelerated. For this reason, China’s economic
performance must be judged as somewhat mixed if based on the
criterion of stability. It was remarkable in terms of avoiding the pitfalls

_of inflation, but it was subject to marked fluctuations in rates of
growth—and sometimes even in levels—of production and at times
i employment as well.

: Economic Growth

In spite of these fluctuations, the growth performance of the Chinese
economy can be considered very impressive when compared to that of
(1) Republican China (1911-49) or some sub-period thereof, or (2)
presently developed countries that were in the process of industrializa-
tion between the late 1Sth and 20th centuries. In contrast, it is less
.exceptional in comparison with the post-war experience of other under-
developed areas, particularly in Asia (e.g., South Korea, Taiwan).

As shown in Chapter 6, measurement of growth in China and some
.other countries as well is greatly complicated by the absence of reliable
statistics. However, if we accept the reconstructed official data as a
basis for analysis (as summarized in Table 6-7), China’s average
annual rate of growth between 1952 and 1974 may be estimated at
around 6 percent. If the country’s GDP estimates were expressed. in
terms of more recent prices (e.g., 1970, 1971, or 1975 prices), the
growth rates would be somewhat lower. Presently, industrialized
‘countries have attained their mid-20th century level of development
-with an average rate of growth which, in most cases, was not much
above 3 percent per year. It is of course true that these countries
started their industrialization process in the late 18th and early 19th
centuries at a level of per capita income probably higher than that of
China today. Even so, it must be remembered that a 3 percent rate of
growth produces nearly a twentyfold increase in GNP over a century;
a 4 percent rate yields almost a fortyfold rise; and a 6 percent rate
leads to an increase of over 300 times in a century.

One cannot sufficiently emphasize the fact that growth rates of
4 to 4.5 percent, which appear moderate by contemporary standards,
were characteristic historically of the most rapidly expanding and
dynamic economies. This is the rate that transformed Japan mto a
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major industrial country between 1870 and 1940. If China were to
grow at the same historical rate as Japan (about 4 percent), then its
GNP would be approximately 14,000 billion yuan (at constant prices)
In 2075 as compared to an estimated 350 billion in 1975. At today’s.
exchange rates, Chinese product would be approximately equivalent
to U.S. $7,000 billion; that is, close to five times the 1975 GNP level
for the United States. This would necessarily mean that China would
be an enormous economic power, at least in absolute terms. Whether
this would also be true in a relative sense will necessarily depend on.
- what happens in the coming century in the United States, the Soviet.
Union, and Japan. Indeed, if these countries follow their past growth
patterns, the gap between them and China will increase, rather than:
diminish. All this, however, constitutes a very artificial projection,
given the enormous imponderables of China’s and these other countries”
tuture. Therefore, it is only intended as an illustration of what may
be the implications of a 3 to 6 percent growth rate over a century.

Income Distribution

Having explored in some detail the problems of stability and growth
in Chapters 5 and 6 and more briefly above, it is most essential to-
review some of the fragmentary evidence concerning income distribu-
tion in China. Direct quantitative measures of China’s income
distribution are precluded by the lack of relevant statistics. Never-
theless, it is possible to illuminate this question, at least partially.
For this purpose three kinds of information are presented in this.
section. First, some data on the comparative wage structure of China
and certain other countries are discussed and analyzed. Second, the
implications of the income redistribution resulting from land reform,
collectivization, and nationalization are analyzed in somewhat
hypothetical terms. Third, the trends in inter-regional per capita pro-
duct differentials are assessed as a possible means of illuminating
changes in income distribution between the 1950’s and the 1970’s.

One of the most striking characteristics of Chinese society as seen by
virtually any visitor is its apparently egalitarian character in terms of
income. As one travels around China, be it in the city or in the country-
side, one sees poverty but very rarely abject misery or degradation, so
frequently associated with the extremes of deprivation. One certainly
has the impression that the Chinese have succeeded in placing a floor
on real incomes. Firsthand visual impression, at least in areas to which
foreigners have access, also shows that people seem well fed, ade-
quately clothed—at times with a relatively narrow band of differentia-
tion in quality of dress, be it men or women. This impression is
reinforced by the fact that one very rarely is exposed to extremes of
luxury and high living. It is also particularly striking if one has been to-
India or some other parts of Asia.'®

More tangibly, however, during a month-long visit to China, it is.
possible to collect wage and salary data, as did a group including the
author in December 1972 and January 1973. The data thus gathered in
factories, local industry, schools, universities, and other institutions.
suggest certain patterns. It became clear that the wage span of

18 For instance, I recall my first visit to Hong Kong in December 1952, when I saw many people homeless, .
sleeping in the streets, or inhabiting miserable squatters’ settlements on the outskirts of Kowloon. (This,.
of course, no longer applies to Hong Kong today.) Similar impressions, even worse, could be gathered on a
visit to Caleutta or some other parts of India in 1966. I saw nothing even remotely corresponding to these-
symptoms in any part of China visited.
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industrial workers in factories varied from about 3:1 to 5:1. Based on
an eight-grade classification, industrial wages would usually range from
about 30 yuan to 100 or 120 yuan a month (as illustrated in Table 8-1)
to which were added certain payments in kind. Similar data were
gathered by other visitors and can also be confirmed from evidence in
.Chinese documentary sources.!®

TABLE 8-1.—MONTHLY WAGE IN TWO CHINESE FACTORIES IN 15972

Wage in yuan
Shenyang

No. 1 machine  Anshan rough

Grade ‘tool plant rolling mill

.Apprentices. . __ e mm e —m——m—m i nm R, 22.00 19-21
*Workers’ grade:

) S [ 33.00 34,50

2... - 38.90 | 40.00

3. - 45. 80 48.13

4. - 54.00 56. 82

5... - 63.60 67.10

6... - 74.90 79.25

7... .- 88.20 84,50

B e e e emmmmemammme o em me e e o mmememen 104.00 110. 00

Source: A. Eckstein, China Trip Notes (mimeo), Ann Arbor, Mich., December 1972 and January 1973.

A very similar wage structure was encountered in a Shanghai tex-
tile mill, in a pottery factory near Canton, and in several factories in
Nanking. The average wage in these factories was given as 60 to 70
yuan a month, that 1s, within Grade 5 and closer to the bottom than
to the top of the scale. Interestingly enough, this range of wage
differentials is quite typical for industries in many other countries,
both developed and underdeveloped. For instance, in Guatemala the
ratio of average hourly earnings of electrical fitters to laborers was
7:1 in the early 1960’s. The ratio of carpenters’ wages to unskilled
laborers’ in construction was 5:1. In Singapore, the ratios between
government skilled and unskilled rates was 2.5:1. In Egypt, average
-weekly earnings of semi-skiiled workers in all industries were more
than three times as high as unskilled earnings in 1960.%° In the United
States and Europe, the wage spread within industry seems to be
typically around 3:1. All these examples suggest that the Chinese
industrial wage structure is not significantly more egalitarian than
that of other countries. Yet this conclusion must be treated with
caution since many of these wage data are not fully comparable.

For technical and engineering personnel, the salaries would usually
start at about 50 to 80 yuan and go up to 150 to 200 yuan a month.
For instance, a chief engineer would frequently be in this top range.
However, for very senior management, technical, and professional
personnel, including senior full professors, we were quoted salaries
of 300 to 400 yuan. This suggests that a wage and salary span of 10:1
can at least occassionally be found in China. Moreover, if we compare
the polar ends of these scales, ranging from an apprentice to that of
senior professional or political figures, differentials of 20:1 can also
be encountered. There 1s no doubt that the number of people in these
top ranges must be very small.

19 See Riskin, “Workers’ Incentives,” Tables 2 and 3, pp. 216-217; Christopher Howe, Wage Patterns and
Wage Policy in Modern China, 1919-72, Cambridge, England, 1973, Chap. 3; Charles Hoffman, The Chinese
Worker, Albany, N.Y., 1974, Chap. 4.

2 Elliott J. Berg, ¢‘Wage Structures in Less Developed Countries,” in A. D. Smith, ed., Wage Policy
Issues in Economic Development, London, 1969, p. 303, .
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What would this mean in terms of U.S. equivalents? According to
the Handbook of Labor Statistics, the average farm wage rate in
the United States in 1972 was about $360 per month.? The lowest
union wages quoted in the same Handbook were $2.11 per hour
for truckers’ helpers in Birmingham, Alabama. Translated very crudely
to an annual rate, this would mean roughly $4,000 to $4,500 a year.
Starting with a base rate of $4,000, a ratio of 10 to 1 would call for
an income of $40,000 a year and 20 to 1 for an income of $80,000 a
year. Since there is no income tax in China, these would have to be
net spendable incomes, which according to recent U.S. tax rates for
a family with two children would be equivalent to a gross salary of
about $160,000 a year. Of course, there are some, but very few, chief
executives in the United States who are earning gross salaries and
bonuses (i.e., before paying taxes and exclusive of property incomes) of
perhaps as much as $500,000 to $800,000 a year.

Therefore, at these very extremes the U.S. wage and salary span
may go as high as 50:1 or even 75:1 (on a net, after-tax basis). In most.
African countries, where the disparities tend to be largest, the ratio
between the usual starting salary of a university graduate in the
civil service and an unskilled laborer in the capital city was between
8:1 and 11:1 in 1963. In India, the comparable ratio was 5:1 in 1958.
However, if we take the top of the scale reached by the numerous.
graduate cadres and compare it to unskilled labor rates, the differ-
ential is much more striking—about 30:1 in Africa and roughly the
same in India. In fact, a young university graduate may be paid 10
times more than an unskilled worker, a permanent secretary (the:
top career in the civil service) 30 times more, and an industrial manager
in the private sector 80 times more.?

All of this suggests that at the extremes the wage and salary spread
in the United States and in many underdeveloped countries is much
wider than in China. Of course, if property incomes are added, the:
gap between China and the other countries becomes even wider. At.
the same time, the spread in China is significantly greater than one °
would pre-suppose on the basis of visual observation alone. Of course,
wage and salary data in and of themselves do not tell us much about.
distribution, since we do not know how many people are encompassed
by each income-earning class. Beyond that, wage and salary spreads.
of 10:1 or 20:1 may represent very differing degrees of real income
differential in China as compared to the United States, India, or
other underdeveloped countries. One would expect this to be true for-
a number of reasons. Housing rentals are nominal in China, very
rarely exceeding 2 to 4 percent of monthly income. Health services for
all factory workers are free and for workers’ dependents provided at.
nominal rates. Prices are fixed in such a way that all necessities are
priced very low, while luxury goods are priced very high. As a result,
the price structure itself has built into it certain elements of progres--
sivity that tend to narrow the real purchasing power differential
between the top and the bottom of the income scale in China. This.
is further reinforced by the fact that consumer necessities, the pur-
chases of which loom large in consumer budgets, are rationed so that.
higher income groups cannot bid them away. Moreover, the range-

! U.S. Department of Labor, Bureau of Labor Statistics, Hundbook of Labor Statistics, 1973, Washington,.
D.C., 1973, Table 45, p. 108.
2 Berg, ‘“Wage Structures,” p. 320.
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and quantity of luxury goods obtainable at any price is quite limited
in China. Finally, luxury consumption is frowned upon, particularly
since the Cultural Revolution, so that even if the luxury goods are
available and people can afford them, they are discouraged from
buying them.

In addition, there are continuous pressures to narrow the wage
and salary spread. Thus, workers in grades 1 and 2 are periodically
promoted en masse. Monthly salaries of 300 to 400 yuan for senior
personnel result from the fact that some individuals were raised to
these levels in earlier years and have not been reduced since. At the
same time, people now appointed as senior engineers or professors
obtain top salaries of around 200 yuan a month. This would suggest
that the wage and salary span could be considerably compressed in
the future, possibly to 5:1 or 7:1 unless current wage policies are
markedly reversed. On the other hand, all the data cited thus far
relate to the urban sector, while based on available indications,
peasant incomes and wages in the rural areas seem to be considerably
lower. If this is taken into account, even if top salaries do not exceed
200 yuan, wage differentials of at least 10:1 may be expected to
prevail for some time to come.

One may also assume that people near the top of the managerial,
professional, and political-cadres scale also receive sizable perquisites
or payments in kind. If these are included, spans of 10:1 may be on
the low side. In spite of this, income differentials both in money terms
and in real terms are almost certainly higher in the United States or
in India than in China. This is of course what one would expect. The
purpose of the comparison is not to suggest that the two spans or
distributions are comparable but merely to illustrate that the degree
of inequality in China is probably significantly greater than visual
impression or ideological commitment would suggest. This also implies
that the Chinese clearly must be relying to a much greater extent on
material incentives as a means of motivating workers, technicians,
managers, and professionals than is often sanctioned by official state-
ments. At the same time, in the face of this reality, it is not surprising
that Mao and many of his associates see the need for periodic cam-
paigns designed to inculcate egalitarian values as a means of countering
megalitarian trends built into the wage and salary structure.

Nevertheless, although China’s wage and salary—and therefore
probably also its household income—structure is ‘characterized by
considerable inequalities, these are almost certainly smaller than in
the 1920’s, 1930’s, or 1940’s. The far-reaching confiscation, nationali-
zation, and collectivization of private property must have led to major
changes in the distribution of income between 1949 and 1955 or 1956.
As shown by Perkins, even if GDP per capita did not rise appreciably
between the 1930’s and the 1950’s, the consumption levels of the poor
could have increased significantly just through this redistribution.?
Thus, based on hypothetical but not unrealistic calculations and some
simplifying assumptions, if the top 5 percent of the population re-
ceives 25 to 30 percent of the national income and the bottom half
receives only 15 to 20 percent, one can reduce the top 5 percent to
the national average and have enough left over to raise both invest-
ment and consumption.

3 {)25 IiI2.7Perkins, “Growth and Changing Structure of China’s Economy,” China’s Modern Economy,
pp. -lai,
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This would mean that after the redistribution, the 5 percent who
were formerly on top would receive only 5 percent of the national
income, while the share of the bottom half would now be 30 to 40
percent. Thus, their incomes and consumption levels could be doubled,
assuming that per capita product rose at least marginally between
the 1930’s and the 1950’s; that is, by at least 10 to 15 percent te absorb
the additional investment.

There is also some limited evidence that suggests that the process
of income redistribution was continuous, not confined to the 1945-55
period. Necessarily, the radical transformation in the income struc-
ture was a hallmark of the initial years of Communist rule. Therefore
to the extent that there may have been additional changes, these were
much more gradual and incremental. The evidence for some further
redistribution of income is both qualitative and quantitative.

1t seems that while real wages of workers and all employees in
industry rose rapidly between 1952 and 1957, they did increase only
marginally between 1957 and 1972.% There is some evidence to sug-
gest that this virtual standstill in real wages produced some industrial-
worker dissatisfaction and unrest during the Cultural Revolution and
again in 1974-75. At the same time, agricultural purchase prices were
raised almost 65 percent, while the prices of industrial products sold
in rural areas have been increased less than 15 percent.” As a result,
the real incomes of the rural population must have been raised, al-
though we have no clear indications whether the benefits of this im-
provement were distributed more or less equally between the different
.elements of the rural population.

Regardless of how they were distributed, this must have led to a
compression of average urban-rural income differentials. A possible
narrowing of income differentials also seems to be borne out by possible
changes in the inter-regional distribution of income. It appears that
regional income disparities were quite wide in China, even as late as
1957, possibly wider than in Italy, Yugoslavia, or India. However,
available data seem to indicate that these disparities were diminishing,
even if only quite gradually, between 1952, 1957, and 1971.% It is of
* course possible that a Chinese province is much too large a unit in
terms of which to measure these disparities. Therefore, it is conceivable
that these conclusions would be modified if per capita income or
gro_duct indicators were readily available on a hsien or ccmmune

asis.

What conclusions can one draw from these explorations of China’s
income redistribution? Following the birth of the People’s Republic
a far-reaching program of income redistribution was carried out which
must have raised the living standards of the lower-income groups.
However, this did not by any means eliminate all income differentials,
nor was it so intended. It still left wide disparities between rural and
urban areas as well as within each of these broad sectors and between
different provinces and regions.

Government policy was directed to a gradual narrowing of these
disparities between the 1950’s and the 1970’s. The tentative evidence
presented suggests that wages and salaries were compressed in the

# See Howe, Wage Palterns, Table 17, p. 31 and D. H. Perkins, “Growth and Changing Structure,”
“Table A~4, p. 153.

25 Perkins, “Growth and Changing Structure’’ and Peking Review, No. 31, Oct, 10, 1975, p. 9.

28 This is based on the findings of Nicholas R. Lardy in ‘‘Regional Growth and Income Distribution,
’I‘lll)e Chinese Experience,” Economic Growth Center, Yale University, Discussion Paper No. 140, Oc-
-tober 1975.
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urban sector as a whole. Periodically workers in the lowest two grades
were raised a grade or two en masse so that at a particular time the
number actually tied down in these bottom grades may have been
small. At the same time, at least since the Cultural Revolution, the
numbers in the top salary scales of 300 to 400 yuan must have dimin-
_ished considerably through a process of attrition. Concurrently,
average urban-rural income differentials were almost certainly
narrowed in the past 20 years. On the other hand, it is far from clear
what happened to income disparities within rural areas. Finally,
inter-regional income differentials were narrowed. At best this could
have had only an indirect effect on inter-personal income distribution.

What then is the net impact of these changes on income distribution?
Tt is reasonably clear that there are still considerable disparities in
the mid-1970’s within industry, between urban and rural areas, and
inter-regionally. However, these dispartities are probably less pro-
nounced than in the mid-1950’s and these in turn were significantly
diminished in comparison with the mid-1930’s. Beyond this, it would
not be possible to derive-any precise measures of China’s income
distribution during any of the afcrementioned periods due to the
paucity of available data.

Standards of Living

Just as with income distribution, data limitations do not permit any
hard and fast measurements of China’s living standards and their
trend over time. However, as with incomes, these may be illuminated
at least partially and indirectly.

A very crude measure of trends in Chinese standards of living may be
obtained by comparing the estimated products per capita in 1933,
1952, 1957, and 1974 and then deducting from these investment and
defense expenditure. The residual would then be a composite of
household, that is, private, and collective consumption; the latter
referring to health, education, recreational, and similar services
financed out of the Government budget. Based on the estimates in
Table 6-8, supplemented by Perkin’s derivations for 1933, it seems
that per capita product may have declined slightly between 1933 and
1952 but by 1957 exceeded former levels. It then continued to grow,
with some interruptions. As a result, by 1974, it exceeded the 1957
level by perhaps more than 90 percent.”

As shown in the highly tentative estimates presented in table 8-2,
per capita consumption may have declined much more substantially
than product between 1933 and 1952 and then recovered more slowly.
This was largely due to a very dramatic rise in investment, which
increased from about 5 to 6 percent of national product in 1933 to
about 16 percent or more in 1952 and 20 to 25 percent in 1957. How-
ever, by the 1970’s average per capita consumption standards had
exceeded 1933 and 1957 levels by about 50 and 70 percent, respectively.
This suggests that the bulk of the Chinese population must have
begun to reap substantial material benefits from the process of
economic development. Based on these conjectural estimates, per

37 The point of departure for these calculations and those in Table 8-2 was provided by the per capita
estimates in Table 6-8. The 1933 estimate is based on Perkins, “«Growth and Changing Structure,” on the
assumption that the rate of change between 1933 and 1952 would be the same if calculated in 1957 or in 1952
prices. Investment, defense and government administration shares in GDP are hased on estimates by
Perkins, T. C. Liuand K. C. Yeh, The Economy of the Chinese Mainland; Kang Chao, Capital Formation;
and the U.S. Government.

27-427—78 9
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capita consumption' may have risen at an average annual rate of
close to 3 percent since 1952, and at a rate of 1 percent since 1933.

TABLE 8-2.—CONJECTURAL ESTIMATES OF PER CAPITA PRODUCT AND CONSUMPTION IN CHINA, 1933-74

GDP per capita Nonconsump-

Consumption
per capita (in

(in 1952 yuan, tion share 1952 yuan,

Year rounded)  (in percant)t rounded)?
140 10 126

130 20-25 98

160 25-30 112

310 35-40 186

1 Refers to total investment, defense, and Government administration.
2 Based on the higher share of these ranges.

TABLE 8-3.~—RELATIVE PURCHASING POWER OF AN AVERAGE INDUSTRIAL WAGE OVER A SAMPLE OF

" CONSUMER GOODS IN CHINA AND THE UNITED STATES

Amounts the average wage can purchase

Category

In China

In United
States

Ratio
(rounded)

Foodstuffs in pounds:

Per hour

Rice (long grain)_._______.______________________
Wheat flour__.._.
Irish potatoes.
Casrots. ...
Cucumbers_
Chicken..
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Per week

Fabrics, clothing, and footwear:
Cotton prints (per square meter)___________
Corduroy fabrics (per square meter)._
Unpadded cotton cloth jackets.._
Cotton work pants___.______
Corduroy jackets....
Corduroy trousers.._
Cloth coats with lini -
Blue cotton work shirts:

Good quality -
Poorer quality. ____._.__________ y
Cotton flannel colored western-style shirts
Light wool sweaters___________ [ _____
Men's cotton socks (pairs). . _..__._.
Tennis shoes:
Basic quality ... _______________ .
Sturdier. ... _________._. S
Cloth shoes with rubber or synthetic soles_
Miscellaneous consumer manufactures:

Simple alarm clocks -
Very simple bedside lamps
Metal folding chairs_.__
Wooden straight-back ch
Umbrellas._...
Bali-point pens. _______
Plastlc 4-0z baby bottles
Durable consumer goods:

Bicycles
12-in TV sets
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Sources: The figures in this table were derived bv the author based on price data for China and the United States. For
China these data were collected by Prof. Robert Scaley)ino and the author during a visit in December 1972 and by Bruce
e

Reynolds on a visit in the fall of 1973. For the Unit
(monthly), published by the U.S. Bureau of Labor Stat
Penney catalogs.

States, they are average 1972 prices based on Retail Food Prices
istics; non-food prices were obtained from Sears Roebuck and J.C.
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What was the living standard actually attained as a result of this
development process? One way of gauging this could be to develop
at least a partial measure of the comparative living standards in the
United States and in China in the 1970’s. Admittedly the consumption
patterns in the two countries are so divergent that they may be diffi-
cult to compare. However, relevant data in the same form as those
obtainable for China are more readily available to us for the United
States than for other countries. Bearing these considerations in mind,
the comparative purchasing power of an average industrial wage was
estimated for China and the United States as shown in Table 8-3.

The comparison is based on retail price quotations in markets, de-
partment stores, and other shops compiled by the author during a
month-long visit to China at the end of 1972. These were combined
with prices collected by a group of economists from Yale who visited
China in the early fall'of 1973.2% As a result, a total of about 210 price
quotations were gathered for 110 different items. In a number of cases
prices for several different varieties or qualities and from several dif-
ferent Chinese cities were obtained.

The Chinese goods for which price data were available were first
matched by U.S. equivalents in terms of size, weight, and quality.
Only consumer items for which reasonably close equivalents could
be found were used. Then the U.S. retail prices for these were com-
piled. These two steps reduced the number of items from 110 to 38—9
entries for foodstufls, 15 for fabrics, clothing, and footwear, 9 for
miscellaneous manufactured consumer. foods, and 5 for durable con-
sumer goods. o

The quantity that could be purchased with the average industrial
wage at the prices prevailing in China and the United States was
then derived. The calculations in table 8-3 are based on an average
monthly wage in Chinese industry of 60 yuan. Since there are no
income taxes, this is a net wage. In contrast, average weekly earnings
of production and non-supervisory workers were $154.69 in the United
States in 1972. However, this gross is income. The Handbook of Labor
Statistics gives the gross weekly earnings of production and non-
supervisory workers on private agricultural payrolls as $135.78 in
1972. The corresponding income, net of taxes, for a wage earner with
three dependents was $120.79. This 88 percent ratio was applied to
the $154.69 figure to obtain a net average weekly wage in U.S. man-
ufacturing of $134.40. This is equivalent to $2.84 per hour, assuming
a 40-hour week, and $591.00 a month. If one were to convert the
monthly Chinese wage into dollars at the exchange rate prevailing
in late 1972, it would be about $24. On this basis the American
worker would be earning 25 times more than his Chinese counterpart.
As may be seen from Table 8-3, this probably overstates the purchas-
ing power gap.

Table 8-3 shows that for foodstuffs the purchasing-power ratios
range from 2:1 for cucumbers to 46:1 for white sugar. ¥or staples, the
largest consumption items in China, the ratios range from 6:1 for
potatoes to 12:1 for wheat flour. For meats the range is 4:1 for beef,
26:1 for chicken, with pork—a popular consumer item in China—8:1.
The median ratio for all foods is 7:1.

2 The prices obtained by the Yale bgroup were compiled by Bruce Reynolds who at that time was a
glia%uqte s(t}u(lllent in economics at the University of Michigan and is now Assistant Professor of Economics
at Union College.



106 .

For fabrics, clothing, and footwear the range is from 3.5:1 for corduroy
jackets or 4:1 for unpadded cotton cloth jackets to 30:1 for corduroy
fabrics. However, cotton cloth prints were 18:1 and so were several
other items. The median was 11:1. In the miscellaneous manufactures
category, wooden straight-back chairs were relatively cheapest with
an 8:1 ratio, while metal folding chairs were relatively dearest at 32:1.
The median of these nine items was 17:1.

The purchasing-power gap was greatest for durable consumer
goods, which ranged from 23:1 for bicycles to 60:1 for domestic
watches. The median was 53:1. Ideally, one would want to have a
much larger sample of observations for each category. Thus, un-
doubtedly, the small number of comparable items reduces the validity
of the generalizations one would wish to make. Nevertheless, the
data exhibit a consistent pattern.

The purchasing power of the American industrial wage is a multiple
of the Chinese for all the listed items and a sizable multiple for most.
The differential is relatively narrowest for foods and widest for durable
consumer goods, with fabrics, clothing, footwear, and miscellaneous
manufactures between these two in the order cited. This is precisely
what one would expect a priori, on the basis of international cross-
section comparisons of consumption patterns.

Of course, from these data we cannot derive a single index or derive
a single measure of the relative purchasing power of the two wages in
their own price settings. However, one is strongly tempted to conclude
that the purchasing-power gap is likely to be at least 7:1, since this is
both the median for foods and the ratio for rice. Almost certainly this is
on the low side in the light of the data in the table. One might speculate
that, based on Chinese tastes, habits, and consumption-expenditure
patterns, a U.S. wage in manufacturing might buy 10 times the quantity
that could be obtained in China. However, based on U.S. tastes and
patterns, the purchasing-power multiple could go as high as 20:1 or
higher. In making this comparison, one must also bear in mind that
the average industrial wage represents a far higher position in China’s
total income scale than would be the case for the corresponding U.S.
wage on our income scales. This is primarily due to the fact that
average farm wages and incomes are perceptibly below the average
industrial wage in China, while the bulk of the population and labor
force is in agriculture and not in industry.

Self-Reliance

As pointed out before, self-reliance refers to two different but inter-
related aspects of the economy. The first relates to international
trade and the degree of foreign trade dependence, while the second
refers to the extent of local or regional self-sufficiency. On the basis of
the available data for China, crude assessments of foreign trade
dependence are possible but the same cannot be said for regional
self-sufficiency. Therefore, this analysis of self-reliance will be confined
to the first aspect.

As indicated in Chapter 7, foreign trade is necessarily a small sector
relative to GDP in any large continental or sub-continental economy.
However, depending in part on which of the estimates is used, it
seems that China’s foreign trade dependence is low, even in comparison
with other large countries. Actually, foreign trade ratios rose in China
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during the 1950’s, declined in the 1960’s, and may have been rising
once more in the 1970’s without recovering to their 1959 peak impor-
tance. Under the impact of these contrasting trends, these ratios may
not have been too different in 1974 than in 1952. They may have
declined slightly, since for this period as a whole GDP seems to have
been rising somewhat faster than foreign trade volume, that is, at an
average annual rate of 6 and 5 percent respectively.

China’s decreasing import dependence is borne out by another series
of measures as well. Imports, particularly of machinery and equip-
ment, represent a major avenue for the transfer of foreign technology.

- Moreover, imported capital goods can play & most significant role as
a _component in domestic investment. This indeed was the case in
the 1950’s, when close to 40 percent of China’s total investment in
machinery and equipment was based on imported capital goods. This
ratio was about 6 percent in the 1970’s, having declined to around
4 percent during the Cultural Revolution period.?* During these
same years the share of machinery and transport equipment in China’s
total import bill declined from 35 to 18 percent. -

This, of course, does not deny the importance of capital-goods
imports for some branches of industry during some periods. For
instance, such imports from the Soviet Union played a crucial role -
in the development of a number of basic industries in the 1950’s. -
Complete-plant imports from Japan, Western Europe, and to- some
extent the United States are making a major contribution to the:
‘expansion of production capacity in the chemical fertilizer, petro-
chemical, and iron and steel industries, as well as in power generation
and commercial aviation, in the 1970’s.

Even in these terms China’s import dependence must be considered
modest in comparison with other underdeveloped countries. China’s
self-reliance is most pronounced when gaged by the criterion of
international financial dependence. As may be seen from Table 7-1,
China incurred sizable trade deficits in the 1950’s amounting to a
total of about $1.2 billion. These were financed by Soviet credits,
which were beginning to be repaid in 1955. In 1956 this situation was
reversed, and since then and until 1972 China accumulated trade
surpluses totaling about $2.3 billion, which were used to repay the
Russian aid and finance a Chinese foreign aid program.

Therefore, until recently China was a net exporter of capital, a
most unusual situation for an underdeveloped country and particularly
for a country experiencing rapid economic growth. As a result, China
1s one of the very few developing economies free of any long-term debt.
However, since 1973, under the impact of a relatively ambitious
import program combined with world-recession-induced export diffi-
culties, China incurred large trade deficits, which reached a record of
about $1 billion in.1974. These are being financed by a combination
of short-term and intermediate-term credits. These balance of
payment difficulties may be expected to be of a transitory character.
Once world economic recovery gains momentum, the demand for
China’s traditional exports may be expected to rise. Such increases
‘combined with a gradual growth in oil exports should enable the
Chinese to maintain trade surpluses again, which then could be
applied to repaying the debts incurred in 1974 and 1975.

2¢ Based on an unpublished paper by R. M. Fieléi, Real Capital Formation in the People's Republic of
China: 1952~1973, April 1976, Table 19, p. 60.
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DisrixciivENESS AND TRANSFERABILITY OF THE CHINESE
DeveLormENT MoODEL

~ China’s economic performance must be considered as impressive,
based on the overall assessment in the preceding section. There is very
little doubt that the Chinese economy has been growing quite rapidly,
so that a marked rise in per capite consumption was sustained despite
& significant increase in the rate of investment. At the same time, the
very wide disparities in income characterizing Chinese society before
1949 have unquestionably been narrowed; precisely to what extent
cannot be ascertained on the basis of the available data. Based on
partial and tenative evidence, it seems that income inequalities may
today be narrower in China than in many—but not all—of the other
developing countries and perhaps also in the Soviet Union.

This suggests that after a process of trial and error, Chinese leaders
and planners evolved a set of development policies that worked and in
essence achieved their principal objectives. This does not mean that no
other policies could have been adopted or that the development
strategy pursued was necessarily the optimal one. For instance,
theoretically, instead of investing so heavily in the intensification
of land use in North China where natural conditions are unfavorable
and where therefore capital-output ratios are bound to be high, they
could have embarked upon an ambitious and far-reaching program
of railroad development. Construction of a wide-ranging and reason-
ably dense transport network would permit much greater inter-regional
specialization and economic integration. This would enable China to
substitute what may turn out to be relatively cheaper grain imported
from overseas, instead of expanding grain production under the rather
inhospitable conditions of the North. Under these conditions, resourecs
released in ‘“farmland capital construction,” could be devoted to
producing farm and industrial products in which China enjoys &
comnarative advantage. ) )

Such an approach would automatically mean a sacrifice of agri-
cultural self-sufficiency and a much more open foreign trade orienta-
tion. It would represent not only a change in strategy but a shift in the
Chinese leaders’ objectives. It would not only dilute the pursuit of self-
reliance but would almost certainly lead to some major changes n
rural-urban relations and employment patterns in ways that would run
counter to the planners’ preferences. At the same time, the leaders
could not be assured that this alternative development path would
lead to greater stability, higher growth, and better income distribu-
tion than the strategy pursued since the early 1960’s. In the transition
period, while the railroads were being built, China could be exposed to
more or less severe balance of payment pressures since food imports
would have to be increased before new export commodities were pro-
duced with which to pay for these expanded purchases from abread.
This in turn might require foreign loans to bridge this gap, which would
also run counter to leaders’ objectives.

Even if the policies and measures adopted were reasonably well de-
signed to accomplish the principal leadership objectives, how efficiently
were resources utilized in China? On the basis of the highly fragmen-
tary evidence at our disposal, no conclusive judgment 1s possible.
Nevertheless, there is no doubt that the process of resource allocationin
China is peppered with numerous instances of inefficiency. This is
apparent n the allocation of factory labor, with hoarding of labor
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and its underutilization in & number of cases. It is also evidenced by
the frequent accumulation of large inventories of finished products
crated in factory yards but not shipped for considerable periods. It is
also illustrated by periodic breakdowns in the production process,
particularly in the initial stages of ‘plant operation.

These examples and a number of others one could cite clearly demon-
strate that the Chinese economy is not operating at full efficiency. In
many instances it may be operating quite inefficiently; but so is every
living economic system. The crucial question one would need to address
1s whether the Chinese economy is operating less efficiently than those
of other less developed countries. This question is impossible to answer,
not only due to inadequate data but also because of some very com-
plex conceptual problems. All of the instances cited represent cases
of static inefficiency. However, in a rapidly growing and changing
economy we must consider dynamic efficiency as well. An operation
that seems high-cost, inefficient, and technically deficient at one mo-
ment in time may become quite efficient over a period of time.
Among the crucial variables in this context are learning effects
that is, the capacity to “learn by doing,”’ to learn from mistakes, and
the speed at which this can be accomplished. In this respect, however,
cultures, societies, and economic systems differ a great deal.

Irrespective of whether China’s development strategy is in some
sense optimal or whether it is implemented with a high degree of
efficiency, the question that needs to be addressed now is in what
ways can this strategy be considered as distinctive in comparison with
other developing countries on the one hand and socialist economies
on the other. As noted earlier, China shares two major objectives
with other less developed countries: the quests for increasing power
and modernization. This leads all of them to pursue rapid economic
growth and technological progress, as the necessary bases for a share
of power in the international system and for modernity in the contem-
porary world. For most of the less developed countries these goals
are coupled with a strong striving for a rapidly rising standard of
living. This objective is more muted in the Chinese case, at least as
an explicit, high-priority one. ' .

On the other hand, the strong commitment to self-reliance and to a
socialist and egalitarian pattern of development is a distinctive feature
of China’s approach to development. Many other developing countries
talkk of socialism, but only rarely is this translated into concrete
operational policies and programs for narrowing inequalities of
mcome. On the basis of partial evidence at least, it seems that in most
low-income countries the development process may be associated
with growing disparities between regions and between different
income groups. _ 4 .

The periodic attacks on status barriers represent perhaps one of
the most striking features of the Chinese model. There are no counter-
parts to the rustication movement in other socialist countries—in the
Soviet Union or in Eastern Europe—or in other underdeveloped areas.
Nor does one find elsewhere institutionalized measures designed to
-systematically break down the role differences between mental and
manual labor.

In a most fundamental sense, China’s development strategy rests on
a mass-based mobilization approach evidenced not only in the policies
referred to above but also in the distribution of communal services,
most notably in the field of health delivery and technology. This is
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reflected in mass involvement and mass participation not only in the
construction of the health delivery system, but also in the diffusion
of new technology, in farmland capital construction, in the develop-
ment of rural industry, and in a wide variety of other measures that
are ultimately designed-to substitute labor for land and capital.

This whole mass-based development drive seems to be infused with

a powerful set of motivations in part based on material aspirations
and expectations of a rising standard of living. But these material in-
centives are combined with strong normative appeals rooted in a
vision of a powerful China in which indignities, major inequalities,
poverty, human. misery, and deprivation will have been eliminated.
This combination of material and normative appeals also charac-
terizes the development process in other low-income countries, and
in the Soviet Union and Eastern Europe as well. However the weight
of patriotic and other ideological appeals as motivators of this drive
seems to be much more pronounced in China, at least at this stage of
development. Moreover, the whole process is reinforced and lubricated
by a continuous push for model emulation and an exhortation to serve
the people. : _
- All these features, combined with China’s approaches to agricul-
tural development, rural industrialization, methods of industrial
planning, and economic administration, do add up to a distinctive
development model. Basically this model reflects an interplay be-
tween scarcity, ideology, and organization. The harsh realities of
poverty and of scarce land, capital, and highly skilled manpower are
mmposed by China’s factor endowments. The objectives of develop-
ment, stressing a strong, powerful, self-reliant, egalitarian state and
society, grow out of China’s modern history and contemporary
ideology. The systematic massing of labor and its substitution for
land and capital is & manifestation of the scarcity of these resources.
The methods of mobilizing and motivating labor and all of the human
actors in the system is a function of ideology and organization.

To what extent is this model transferable? Are there any lessons to
be drawn from the Chinese experience that could be applied in formu-
lating development programs for other low-income countries? The
model is the product of a socialist economic system in which the
means of production are publicly owned, that is, property is national-
ized and collectivized. The economic activities of factory enterprises,
communes, and production teams are planned and carried out within
a framework of controls. Resources are allocated principally through
administrative channels rather than through the market, and prices
are. for the most part fixed by state authorities.

Moreover, the economic system is permeated from top to bottom
with ideology and political organization. Ideology defines values,
objectives, models, and attitudes, while organization provides the
avenue for indoctrination, education, peer pressure, and more or less
subtle forms of coercion (if necessary) through -which these are trans-
mitted to and inculcated in the masses. This then becomes manifested
in certain patterns of human behavior absolutely critical for the
functioning of the economic system and the success of the Chinese
development model. These include a highly pronounced work ethic,
a capacity for hard work, dedication, self-abnegation, subordination
of the self, and willingness to sacrifice for the common good. The
Communist Party constitutes a most essential ingredient in this
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process, both as the source of the ideology and the agent for its
dissemination.

In exploring the question of transferability, it is essential to identify
the settings in which the Chinese experience might be applicable. In
China, the development process is unfolding in a country of unprece-
dented size; the territorial expanse of the Soviet Union is much
larger, while the United States mainland encompasses roughly the
same land area as China. However, in terms of population China is in
a class by itself, approximated only by India. Size in and of itself
carries with it many crucial implications for economic development.

A large country is likely to be endowed with considerable mineral
resources and a sizable internal market. Therefore, it is much easier
for a large country to pursue a self-reliance policy without sacrificing
economies of scale or efficiency. At the same time, a large country
necessarily faces much more serious internal transport barriers, which
may serve to reinforce the advantages of a regionally based self-
reliance policy. These options are not open to a small economy which,
given its limited resources and internal markets, must. necessarily
take advantage of international specialization and international divi-
sion of labor if it is to develop. Therefore the issue of self-reliance
poses itself in a quite different way for a small country. It does not
mean. reducing its’ involvement in the international economy, but
rather maximizing the degree of national control over the process of
resource allocation so that the benefits of development will be dis-
tributed to the population at home rather than be transferred abroad.
As aresult, self-reliance policies as implemented in China are applicable .
only to a limited number of countries. Other less developed economies
may still wish to adopt this posture but its implementation requires
a rather- different set of policies. : .

There are also underdeveloped countries that are not as land-short-
as China. In parts of Africa and Latin America land is a relatively
abundant.resource. In these cases great reliance can be placed on
bringing new lands-under the plough, in-extending the cultivated
land area, and in this way increasing farm production. Since g1l under-
developed economies are more or-less capital-scarce and such new land.
programs require vast investments, they may call for a far-reaching
substitution of labor for capital. For this reason a major emphasis on
“farmland capital'construction” may be a necessary feature of develop-’
ment -programs. in these areas as well, although their form would
necessarily differ from that carried out in China.

Therefore, differences in size. and resource endowments limit the
transferability of China’s development model and some of its features
to other developing arveas. However, there are many more fundamental
constraints to this transferability, even to settings in which resource
configurations are more akin to those prevailing in China These-
limits are largely imposed by systemic differences, although cultural
factors may also play an important role here. For instance, in the case
of India, transferability may be impeded not only by its vastly
different economic system but by the lack of linguistic unity, the
persistence of the caste system, and a number of other differences in the
two traditions. , T T

Leaving aside these very important but quite elusive cultural ele-
ments, one of the most crucial questions to be faced is whether the
Chinese development model can be transferred to more or less private-
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enterprise-oriented market economies embedded in a variety of non-
communist political and social systems. As indicated above, the
Chinese redistributed income through a series of confiscatory measures
which then gradually led to the virtual elimination of private property.
To the extent that regional disparities in stages of development and per
capita income levels were narrowed, this was achieved through a
highly centralized fiscal system with vast resource-allocating powers.

Can inter-personal and inter-regional income inequalities in other
developing economies be narrowed without these vast controls over
resource allocation and without resorting to these confiscatory
measures? Can status barriers between peasants, workers, and intellec-
tuals be attacked on a purely voluntary basis without ideological
indoctrination, peer pressure, and a vast organizational effort by a
highly disciplined and dedicated political movement? Can the spirit
and motivation for hard work, maximum effort, innovation, and self-
abnegation be replicated in other developing economies?

There are a number of underdeveloped countries, including Asian
countries (e.g., Taiwan, South Korea, Thailand, Maldysia, Indonesia)
that have experienced rapid economic growth, marked structural
transformation, and a gradual process of modernization since World
War II. However, they have accomplished this through development
strategies, policies, and instruments markedly different {rom those
applied in China.- Except for one or two countries (e.g., Taiwan),
In most cases this development was not associated with.improvements
in the distribution of income. On the contrary, available evidence
tends to suggest that growth was coupled with a widening of income
inéqualities 1n the-lessdeveloped countries.?® . T

While it may- not be too difficult to design redistributive tax or
income-transfer policies for these developing .economies, there are
enormous _political. and .administrative obstacles to implementing
these. Tax morale in these countries tends to be low, the administra-
tive capacity of the government bureaucracies tends to be. limited,
and last but not least, powerful vested interests can and do bar the
implementation of such programs. 1t is also very.doubtful that the
kind of spirit, motivation, and social controls prevailing in China can
be transferred.to the entirely different systemic settings.of other de-
veloping areas.. In essence it is difficult to visualize how particular
-elements of the Chinese experience -can-be pulled out of their total
context for possible inclusion in the development :programs of other
countries. The different facets of what may be termed the Chinese
development model are quite interdependent and deeply imbedded in
the economic, political, and social system as a whole. Therefore it
is not at all clear how elements of the model or the model as a whole
can be tranferred without adopting the essential features of this system
as a whole. ’ .

. ProspecTs AND DiLEMMAS

The year 1976 may present a particularly uncertain vantage point
from which to forecast China’s future course of development. With
the passing of both Mao and Chou En-lai, it marks a major change in

 See Hollis Chenery, ed., Redistribution with Growth, London, 1974, pp. 3-27; Simon Kuznets “Economic
Growth and Income Inequality,” American Economic Review, vol. XLV, No. 11, March 1955, pp. 1-28;
Simon Kuznets, “Quantitative Aspects of the Economic Growth of Nations, Distribution of Income by-
Size,” Economic Development and Cultural Change, January 1963, part. II.
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China’s top leadership. Nevertheless, even if the succession were
marked by far-reaching political instability, it is improbable that
this would lead to a major upheaval and breakup of the country.

However, during this succession period and particularly in a post-
Mao-Chou era, power struggles and policy disputes—including eco-
nomic policy differences—could become seriously aggravated. There-
fore, it may be particularly difficult to forecast the future course of
China’s economic policy. Nevertheless, barring a repetition of Great
Leap Forward—or Cultural Revolution-type measures or China’s in-
volvement in a major international conflict, the country should be in 2
position to sustain over the coming decade approximately the same
average rate of economic growth as in the past 25 years. This would
mean that be the end of this century China’s gross domestic product
could be quadrupled. In terms of total size it would still lag far behind
the United States and the Soviet Union, but could easily be among
the five largest economies in the world.

Nevertheless, just as in the past, it will be no easy task to sustain
a 6 percent rate of growth. Based on past performance, this will
require a rise in farm production of about 2 to 3 percent a year assum-
ing (1) a continued commitment to basic self-sufficiency in food supply,
and (2) a rate of population growth of not less than 1.5 to 2 percent a
year. This will necessarily pose a major challenge to Chinese agricul-
ture. Over time it will require very large investments in the farm
sector and its far-reaching technical transformation. It is far from
clear whether such a major transformation can be accomplished within
present patterns of economic organization and employment in agri-
culture. This range of issues will necessarily constitute one of the
continuing problems facing the Chinese Communist leadership for
the rest of this century and probably beyond.

The successor generation in China will also have to face up to the
challenge of sustaining the Revolution, its values and spirit, in the
face of rapid economic growth. As industrialization proceeds the
processes of production are bound to become more complex. Technical
training requirements may also be expected to grow, thus posing a
pumber of dilemmas. Will the educational system as reorganized
after the Cultural Revolution be capable of training the advanced
engineering, scientific, and technical manpower required for an in-
dustrial society? If not, can that system be reshaped in such a way as
to continue producing “reds” and ‘“‘experts’”’? Can status and income
differences be fairly narrowly confined in the face of the growing
specialization, division of labor, and functional differentiation associ-
ated with industrialization?

Another and closely related range of questions revolves around
consumer aspirations. With a fairly rapidly rising product, can house-
household purchasing power in the cities and in the countryside be -
kept stable or rise only quite slowly and gradually? Alternatively,
will increasing product be gradually translated into increasing con-
sumer appetites? Can consumerism be contamed and the spirit of
frugality and self-abnegation be preserved?

Tt is also very unclear whether China can maintain a 10 percent
rate of industrial growth for several decades with a preponderantly
rural population. This of course will crucially depend on the pattern
of industrialization, that is, the technologies used, the scale of plant,

and the degree of capital intensity. It may also depend on whether it
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i1s possible to désign a highly decentralized pattern of industrial
development in China that would economize on transport and be
partly regionally based. Such a pattern might slow down the rate of
urbanization and at the same time alleviate some of the dilemmas
posed above.

In essence, the fundamental challenge confronting China’s leaders
in the coming decades will be to maintain the tempo of economic
growth, to build a strong and modernizing China, while preserving
soclalist values and not only socialist forms of organization. Tt remains
to be seen whether China can become a modern industrial state
without perpetuating the “new class” that has been gradually emerg-
ing since the 1950’s and without following the ‘“revisionist’” voad. If
Ching’s far-reaching experiment were to succeed, it would, indeed
be a historic contribution to the process of modern economic growth.
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I. InTrODUCTION AND BIBLIOGRAPHIC NOTES

It may seem strange to open with something considered a closing—
a bibloigraphic note. In this instance, however, there is a valid reason
for such deviation: in order to understand the content and context of
this paper, it seems especially important to appreciate the nature of
the literature on which it is based. As the title indicates, the purpose
of this study is to present the Soviet views and interpretations of
China’s economic development as expressed in their publications and
to let the interested individuals decide for themselves just how valid
or delusive Soviet perceptions of China might be. It must be admitted,
however, that while 99 percent of the material presented represents
Soviet sentiments, the author has found it impossible to keep his own
“two cents’ out of the analysis. Hopefully, such opinions and com-
ments will be clearly apparent and therefore easily ignored by the
reader looking for the unadulterated Soviet viewpoints.

. *T would like to thank the following colleagues for their helpful comments on an earlier draft of this paper:
William R. Dodge, John P. Hardt, Howard Klein, Francis J. Romance, and Gilbert Rozman. I am espe-
cially grateful to Dorothy Clark who does not edit out all my idiosyncracies.

**Leo A. Orleans is a China Research Specialist in Research Services of the Library of Congress.
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One learns to read Soviet publications on China just as one learns
to read Chinese materials on the Soviet Union. In both countries
there is certain prescribed rhetoric and there are standard views that
find their way into all the writings. With a little experience one learns
what td sKip, what to skimm, and what to focus on. The problem becomes
more difficult when Soviet authors decide to discuss China in terms of
Marxist-Leninist polemic. For example, in his Economic “‘Theories”
of Maoism, Korbash writes that:

Development continues to be rooted in objective conditions, while socialist
society merely has the opportunity to avoid-the waste resulting from uncontrolled

development by consciously directing social development in concert with the
objective conditions and the economic and social laws of socialism.!

‘One can only hope that the comprehension of such statements, which
are quite common in Soviet writings, is not vital to understanding
Soviet perceptions of China’s economic development. '

‘There is a kind of sameness and dullness about the post-1960 Soviet
publications on the People’s Republic of China. In part, it is simply
their physical similarity: most books are the same size, with dense
print, small margins, few subheadings, minimal white space and, of
course, no indexes. Anyone who relies on visual memory to help in
identifying passages or bits of information for future retrieval, soon
finds himself snending inordinate amounts of time shuffling books and
leafing through pages in search of something that blends into a forest
of words. Much more important, however, is the sameness of content.
Soviet Sinologists have to contend not only with a paucity of data
(a problem familiar to all China specialists), but alsowith the ideological
and political constraints, which limit their freedom to deviate from the
generally accepted opinions and conclusions—at least in open publica-
tions available for domestic and foreign consumption. But more about
that later.

Tt is because of the consistency of both themes and economic -
evaluations that T decided against the standard footnoting procedures.
Crediting a specific publication would imply that its author was saying
something different or especially perceptive, or that the source has
greater stature or authority, while actually the same information or
view is available in any number of other sources which are just as
official ! Instead, I have listed below some of the more comprehensive
and more useful publications, while limiting the footnoting essentially
to commentary. Although statistics included in the tables are foot-
noted, in most cases the same or very similar figures could have been
cited from other sources. The few differences that may exist between
figures in individual sources were not considered to be significant
enough to warrant a table of alternate estimates.

Had I completed this project a few months earlier, the commentary
would have ended with the preceding paragraph. When I was well into
the writing of the report, however, a new Soviet publication came
into my possession: A. I. Petrov and L. 1. Molodtsova, eds., Ekonomika
KNR: vozmozhnosti i real’nost’ (The Economy of the PRC: Possibilities

1 A similar evaluation is evident in Rozman’s conclusion that “* * * Soviet sinology should be amenable
to a general overview which would be inconceivable for the more amorphous American sinology. Cen-
tralized control and coordination of training, employment and publication produces unanimity on essential
.points, consistency on basic points, and disagreement within well-defined although by no means stationary
perimeters.” Gilbert Rozman, ‘‘Soviet Reinterpretations of Chinese Social History: The search for the

origins of Maoism,” Journal of Asian Studies, November 1974, p. 50.
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and Realities) (Moskva: “Nauka” Publishers, 1976), 235 pp. While
Petrov is the editor in chief (but not an author) and four of the nine
chapters are the work of other contributors, two thirds of the text and
virtually all the sections relévant to ‘this report were written by
Molodtsova, which explains the use of her name in future references to
this work. This'book is undoubtedly the most important and the most
scholarly Soviet publication dealing with China’s e¢onomy: It is short
on polemic and long on analysis not only of Chinese data but of
pertinent Western estimatés, which it “cites and discusses. Wheréas
all other Soviet publications take every opportunity to denigrate
China’s economic performance, Molodtsova revises upwards most of
the estimates previously used by Soviet specialists. Curiously, this
publication is not ‘the product of the Institute of the Far East, which
1s considered to be the foremost center of Soviet work on contemporary
China; the authérs are members of another institute under the Acade-
- my of Sciences of the U.S.:S.R., the Institute of Economics of World
Socialist Systems. Could this explain' why the mention of Petrov and
Molodtsova to members of the Institute of the Far East produces
little more than rather’strange and vacant looks? Is it socialist com-
petition, or jealousy, or something more significant? They insist it is
only my imagination. _

The book raises still other questions about Soviet studies of China’s
economy: Could the higher estimates of China’s economic performance
be more representative of the ‘“in-house” figures used by the Soviet
Government and not previously available to outsiders? Or is this the
first serious product of ‘the greater freedom extended fo Soviet Sinol-
ogists as & result of a decision to improve and give greater emphasis to
the studies of contemporary China? Did the Soviet leadership finally
realize that it was not getting the full value from its specialists on
China’s economy by imposing on therm both constraints and con-
clusions? Are we likely to see a greater diversity in Soviet work in the
future? Although, at this time, answers to these specific questions
would be mere guesses, in her introduction, Molodtsova does make
a-few interesting comments about the publication and the upward
revision of estimates of China’s economic performance. She discusses
some of the well-known characteristics of Chinese data, such as their
paucity and poor quality, and -gives reasons for Chinese secrecy and
how it servés the needs of the leadership. Most interesting, however,

"is that after admitting Peking’s tendency to exaggerate, and the
penchant e fabricate by local administrative organs, she justifies the
upward revisions of :China’s industrial production by assuming that
China’s statistical system does not fully incorporate the production
of those branches of the economy which are involved in military
production. Molodtsova concludes with the statement that the new
research, based on all available material from China and all available
analyses by Soviet and Westérn specialists, makes it possible, in the
future, to incorporate. “corrections into our calculations.”

It will be interesting to keep an eye out for the ‘“corrections” in
future Soviet publicaticns. But since one book cannot reverse a
pattern of decades, the generalizations in this report about Soviet
studies of contemporary China, do not take into account the possible
changes thdt Molodtsova’s comment (or the book itself) may
harbinger. o o
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A. Selected References

There are many Soviet sources which review China’s economic
development, but in addition to the already highlighted monograph
by Petrov and Melodtsova, perhaps the most valuable publication
is: M. I. Sladkovskiy, and others (eds.), Kilayskaya Narodnaya
Respublika: politicheskoye i ekonomicheskoye razmtiye v 1973 godu
(Chinese People’s Republic: Political and Economic Development in
1973) (Moscow: Nauka, 1975), 439 pages. It is a comprehensive
handbook prepared by the Institute of the Far East of the Academy
of Sciences of the U.S.S.R. and presumably represents the first
annual publication of this type. An English translation of a 1972
Soviet publication entitled: Present-Day China: .Socto-Econemic
Problems (Moscow: Progress Publishers, 1975), 248 pages, also con-
tains some useful articles, especially by M. I. Sladkovsky, G. V.
Astafyev, G. D. Sukhalchuk and L. A. Volkova. The most important,
and authoritative journal, Wthh devotes the largest proportion of
its space to developments in the People’s Republic of China, is
Problemy Dal’nego Vostoka (Problems of the Far East) and its some-
what abbreviated English counterpart, Far Fastern Affairs. This
quarterly is the official organ of the Institute of Far East (Academy
of Sciences of the U.S.S.R.) and the primary vehicle for the pub-
lication of work done by members of the Institute. As such, -these
publications are indispensable to anyone concerned with Soviet
research and thinking on contemporary China. By -way of contrast,
Russian broadcasts dealing with China (Foreign Broadcast Informa-
tion Service, U.S.8.R.), whether beamed at China or for domestic
consumptlon cover many aspects of China’s economic development,
but are extremely polemic in content and of relatively little value.
The few selected sources listed below for specific sectlons of the report
are limited to post-1970 publications.

The basic source used for the section entitled ‘“The Historical
Context of Soviet Sinology” is: Problemy Sovietskogo Kitayevedeniya
(Problems of Soviet Sinology) (Moscow, 1973) which includes the
papers delivered at the November 1971 All-Union Conference of
Sinologists and which was published in a limited edition (1,000
coples) by the Institute of the Far East. Other sources used in this
section worthy of noting are: V. Akimov, “Osnovnyye napravleniya
izucheniya ekonomiki XNR 1 ikh otr a/hemye v literature” (‘“‘Basic
Trends in the Study of China’s Economy and its Discussion in Soviet
Literature’), Ekonomicheskiye Nauki, No. 1, 1975, pages 117-121;
“Some Topical Questions in Marxists Qmolmry » Far Eastern A ﬁmré
No. 1, 1976, pages 3-17; V. S. Myasnikov, “Stanovleniye i razvitiye
otechestvennogo kitayevedeniya” (“Foundation and Development of
Soviet Sinology”’), Problemy Dal’nego Vostoka, No. 2, 1974.

There is no shortage of materials reviewing the Soviet economic
role in China—most of which natur ally deal with the 1950’s. One of
the most comprehensive coverages, however, is in: O. B. Borisov,

T. Kiloskov, Sino-Soviet Relations 1945— ~1978 (Moscow: Plomess
Pubhshels 1975) 366 pages. Also worth mentioning are: O. Ivanov
Soviet-Chinese Relations Surveyed (Moscow: Novosti Press, 1975), 56
pages and L. Filatov, “Concerning Soviet-Chinese Scientific and Tech-
nical Cooperation,” 'Far Eastern Affairs, No. 1, 1976, pages 72-81.
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All Soviet writings on China contain information that would be
relevant to the section on “Some Recurring Themes in the Critique
of China’s Economic Policies.” Some general sources that focus on
this subject are: V. Zhukov, and others, “Sotsial’ no-ekonoimicheskaya
‘teoriva’ i praktika maosima’ (“‘Socio-economic ‘Theory’ and Prac-
tice of Maoism’), Voprosy Ekonomiki, No. 7, 1974, pages 99-110;
V. Vyatskiy, F. Dimin, Ekonomicheskiy avantyurizm maoistoy (Eco-
nomic -Adventurism of Maoists) (Moscow: Ekonomika, 1970), 150

ages; E. Korbash, The Economic “‘Theories” of Maoism (Moscow:

rogress Publishers, 1974), 156 pages; V. A. Krivtsov, Maoism.
istoki 1 sushchnost’ (Maoism: Sources and Substance) (Moscow:
Mysl’, 1976) 63 pages; E. Konovalov, “Sushschnost’ i osnovnyye
napravleniya ekonomicheskoy politiki maoistov” (‘“The Essence and
Basic Directions of Maoist Economic Politics”), Voprosy Ekonomiks,
‘No. 11, 1974, pages 78-87; Yu N. Ivanov, Militarizm v ideologiv
i praktike maoisma (Militarism in the Ideology and Practice of
Maoism) (Moscow: Voenizdat, 1976), 206 pages. A comprehensive
critique of China’s policies and programs can be found in a series of
articles compiled by V. F. Feoktisov in a book called Maoism Un~
masked (Moscow Progress Publishers, 1972), 146 pages. Of special
relevance are the seven artcles in part 1T of Feoktisov’s publication,
which is entitled “Anti Marxist Substance of Mao Tse-tung’s Socio-
Economic Concepts.” .

Many of the above sources attempt to evaluate the performance of
Chinese economy and provide miscellaneous figures to illustrate their
conclusions. Afew othersources worth mentioning areZ.A. Muromtseva,
Problemy industrializatsii kitayskoy narodnoy respubliki (Problems of
Industrialization of the Chinese People’s Republic) (Moscow: Nauka,
1971), 141 pages; M. 1. Sladkovdkiy, and others (eds.), Problemy
protivorechiya industrial’nogo razvitiya KNE (Problems and Contradic-
tions of the Industrial Development of the PRC) (Moscow: Mysl’,
1974), 238 pages; V. Vyatsky, Economic Policy for Great-Power Auns
(Moscow: Novosti Press, 1973), 95 pages. Anyone interested in bio-
graphic data on Soviet sinologists and a listing of their major publicaf
tions is referred to an excellent compilation done under the aegis o-
the Academy of Sciences of the USSR : S. D. Miliband, Biobibliografit
cheskiy slovar’ sovetskikh vostokovedov (Biobibliographic. Dictionary of
Soviet Orientologists), Moscow, 1975, 732 pages. ’

Finally, a few sources can be suggested to readers who wish to get
other opinions about Soviet studies on China or to delve more deeply
into subjects other than economics. One of them is E. Stuart
Kirby, Russian Studies of China (London: The MacMillan Press, 1975)
209 pages. Kirby covers all the topics that make up Soviet sinology,
but the book is based almost entirely on the already mentioned
Soviet publication, Problems of Soviet Stnology. A much more analyti-
cal volume, which concentrates on international and political issues
is Morris Rothenberg, “Whither China. The View From the Kremlin”
(Center for Advanced International Studies, University. of Miami,
1977), 311 pages. A segment on ‘“The Russian View of Chinese
Revolution” is part of a lengthly essay by James Peck in: Victor Nee
and James Peck, eds., China’s Uninterrupted Revolution (New York:
Pantheon Books, 1975), pages 175-207. The first two books have
fairly extensive bibliographies of Soviet sources on China.

27-427—T78
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I1. TaE HistoricaL CoNTEXT OF SOVIET SINOLOGY

There is widespread conviction. in the West (and probably in the
East, as well) that if there is comprehension anywhere of what is
going on in the People’s Republic, it is in Moscow. Not only have
Russia and China for several centuries shared the longest border
between any two nations, but for almost 30 years they have shared a
form of government which, at least in theory, only they themselves
should be fully able to comprehend. Furthermore, since 1949, the
Soviets. have been either close friends of the People’s Republic of
of China—and, therefore, presumably well apprised of the political
and economic developments in the country—or bitter enemies, and,
therefore, conducting intensive studies on China’s strengths, weak-
nesses, and intentions. Since the general public and even the concerned
professional know virtually nothing of Soviet studies on China and are
exposed only to the periodic polemic which is released by the news
agencies of the two countries and occasionally picked up by foreign
publications, the notion of Soviet wisdom and knowledge about past,
present, and future developments in China is based more on assump-
tion than on fact. Consequently it is important to take a closer look at
that portion of the Soviet establishment charged with the study of
China and at its goals and its problems.

A. The Foundation

Russian sinology developed as a result of economic and religious
contacts that evolved with China beginning with the second half of
the 17th century, when Russian traders ventured across the still-
undefined borders between the two countries. Although, of necessity,
the traders became adept in the Chinese language, it was in fact the
clergy of the Russian Orthodox Church, which had established a
diplomatic mission in Peking in 1715, who became the first Important
sinologists, while the mission itself became a unique center for the
study of China and the Chinese language. Quite naturally, much of the
emphasis during these early years of contact was placed on Chinese
religions, but valuable works on the Chinese language, history, and
mode of life were also produced. Toward the latter half of the 19th
and the beginning of the 20th centuries, some important Russian ex-
plorers and geographers traveled to China and published their obser-
vations. In general, however, while some studies on China followed the
path of European sinology and focused on the classics, other Russian
writings not unnaturally concentrated on events which were of special
importance to tsarist political and economic interests and involve-
ments, such as the Taiping Rebellions, the Chinese Eastern Railroad
and the Boxer Rebellion. Since the Soviets maintain that early Sinol-
'0gy was strongly motivated by tsarist imperialist aims, jofficial Soviet
literature today is predictably critical of the lack of political con-
sciousness in the historical writings, which focused on ‘“‘philosophical
research and the analysis of historical monuments.” At the same time,
there can be no doubt that their China scholars appreciate the erudi-
tion represented in the voluminous literature on China published in
the Russian language, nor is there any question that the emphasis on
fact and description by early sinologists provided a vital base for the
future development of the study of China in the Soviet Union.
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Parenthetically, it is both informative and amusing to take a quick
1ook at how the Chinese now view the role of the Russian Orthodox
Church in China. According to an article In a Chinese history journal
(intemperate in tone but amply footnoted with Russian sources), the
history of the Russian Orthodox Church Mission represents & record
.of crimes against the Chinese people. 1t is most irritating to the
.Chinese that Soviet sinologists still do not recognize this and continue
to pay homage to the scholarship of “this flock of falcons and jackals.”
The author maintains that the ‘“church” was ‘g center of political,
_economic and cultural aggression against China.” The young Russian
students sent- to study the Han and Manchu languages eventually
became ‘‘the anti-China backbone force in the Asian Department of
the Russian Foreign Ministry.” The church mission was involved in
“espionage and the stealing of state secrets” and just one of the early
19th century “scholars” departed Peking with 14,000 pounds of books
.and manuscripts which had to be carried by 15 camels. It was also
2 member of the church mission, later promoted to reprgasentative ,

plenipotentiary, who was responsible for Russia’s acquisition of the
.Chinese territory east of the Ussuri River. Written at the height of the
_anti-Confucius campaign, the article attacks the Soviets for continued
“Confucius worship”’ and for their respect of early Russian leaders
-who “wanted to link the dead soul of Confucius with the wild dreams
.of the Tsar, turning China into the ‘Yellow Russia’ of the Romanov
Dynasty.” * _ ,

Returning to the mundane, in the 1920’s and 1930’s, a new crop of
.scholars gave a Marxist twist to the study of Chinese history -and
society in the Soviet Union. But apparently a twist was not enough,
and according to current Soviet interpretation, they too were not
.objective in evaluating some of the historical events, ignoring evidence
.of the movements and factors that were emerging at that time.

B. Trends and Cycles Since 1949

The great leap forward in Soviet sinology became evident after the
-Second World War and especially after the creation of the People’s
‘Republic of China in 1949. The volume of publications on China
increased dramatically and included not only books and articles by
Soviet authors, but also large numbers of translations of important
Chinese publications. China specialists exerted great effort to ac-
quaint the Russian people with all aspects of social and economiic
.development in China. Current Soviet evaluation of this scholarship,
however, is finally echoing the earlier reactions of Western observers
who followed Soviet publications on China through the fifties. The
~writings were neither analytical nor critical. The authors used
Chinese sources almost exclusively quoting Chineseevaluations, figures,
“and conclusions. Furthermore, according to retrospective Soviet com-
mentary, these publications lent support to Mao’s personality cult,
they did not evaluate objectively many historical developments, and
they kept silent about certain facts which reflected the contradictory
forces clearly evident in the revolutionary movement as prescribed

" by the Chinese Communist Party.

2 Fang Hsiu, “Tsarist Russia’s Tool of Aggression Against China—the Mission of the Russian Orthodox
. Chureh,” Li-shih Yen-chiu (Historical Research), No. 3, June-20, 1975; translated i Selections from PRC
_ Magazines, Nov. 24, 1975.
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It is indeed ironic that the Kremlin blames the Soviet sinologists
of the 1950’s for a.lack of “comprehensive evaluation” of the Ching,
scene—as if, during those years of close collaboration and cooperation
between the U.S.S.R. and the P.R.C., Soviet scholars could have.
written critical analyses of China and her leadership. It is fascinating,
however, that while Sinologists are criticized, they are also provided
with appropriate excuses. There is recognition that the emotional
element arising from the victory of the Chinese revolution and the
Chinese peoplé’s successess in building a new life, interfered with
objective evaluations of various developments in China by Soviet.
sinologists. A more interesting excuse given by the Soviets for neglect-~
-ing the obvious Chinese contradictions is that in the 1950’s China.
did not follow the Maoist line, but essentially followed the more
orthodox Leninist theories of socialist revolution. It is further claimed
that during that first decade Mao even agreed to some important.
revisions in his writings, as they were published in the Russion
- language—thus presumably conceding the error of some of his theories.
that were most distasteful to the Soviet leaders. Whether or not
Mao actually agreed to the revisions made in the Russian translation
of his four-volume Selected Works of Mao T: se-tung, 1t 1s a weak excuse
for the lack of critical evaluation. Soviet sinologists and especially
their embaissy. people in Peking must have been well aware of the.
political factions that were already quite evident in China during
that decade. “Politics in command” can undoubtedly be applied to.
the Soviet side as well.

Yet another reason can be suggested for the absence of analytical
content in Soviet writings about contemporary China in 1950’s. Most.
of the Soviet sinologists were associated with the Institute of Oriental
Studies (Institut Vostokovendeniya)—an old academic institution.
which was a descendant of the Asian Museum, founded in St. Peters-
burg in 1818 and essentially concerned with the history and culture-
of the peoples of Asia. Even now, only 15 percent of the Institute’s.
stafl-specialize on China, virtually no one in the China Department
is under 40 years of age, and the greatest attention is given to the 1850~
1940 period.? The increased interest in China after 1949 was reflected
in the creation of a separate but short-lived (1956-60) Institute of
Chinese Studies (Institut Kitayevedeniya). In part because of a.
shortage of academics trained in contemporary China studies, it too-
was staffed mostly by historians from the Institute of Oriental Studies,
whose background in political, economic and social analysis relevant.
to the new China was probably limited.* However, the proficiency of
these and other Soviet sinologists in Chinese language and history
did ‘enable them to use available Chinese materials and produce:-
large numbers of publications describing developments in the People’s.
Republic of China as presented by the Chinese themselves; publica--
tions, incidentially, that are very useful to anyone Interested in the-
first decade of the Pecple’s Republic. Actually, the Russian scholars.
were very fortunate that relations between the U.S.8.R. and China.

3 Unpublished paper by Gilbert Rozman, entitled “Report on 2 One-month Visit to Assess Soviet
Sinology, Dec. 19, 1977-Jan. 19, 1978.”” Some of the other comments in this section are also based on Rozman's
observations. During an earlier visit by an American correspondent, some of the top sinologists at the iu- -
stitute agreed to discuss modern China, but wanted it clearly understood that the competence of the -
institute ends with the 13th century. (]§an Morgan, “Soviets Encounter Difficulties in Reading China
Tea Leaves,” The Washington Post, Aug. 27,1972.)

¢ The Soviets themselves now admit that Stalin purges of the 1930’s resulted in a serious depletion of
China scholars in the Soviet Union.



in the 1950’s did not require them to conduct intensive and critical
analyses and interpretations of the Chinese scene—a very difficult and
delicate task for an academician who has spent his professional lifetime
studying the genesis of Chinese civilization or ancient Chinese
poetry. .

The 1960 split between China and the U.S.S.R. resulted in a drastic
decrease in Soviet publication about the P.R.C. The Institute of
China Studies was abolished and.apparently its staff returned to the
Institute of Oriental Studies. (The latter was renamed the Institute of
the Peoples of Asia—a name that held until 1971, when it reverted to
the Institute of Oriental Studies.) Most of what was published by the
Russians during-the first half of the sixties attacked Mao and the
Maoist leadership for the misuse and perversion of Marxist-Leninist
theories and doctrines in general, as well as for his “adventurist
economic policies” and the debilitating effects of the “Great Leap
Forward.” Although some of the sinologists lent their expertise to
buttress the content of the polemic, most Soviet publications during
this period were not published by the Academy of Sciences or its
institutes, but mostly by such organizations as the Institute of
Marxist-Leninism and the Higher Party School, both under the
Central Committee of the Soviet Communist Party. Tt must be said,
however, that in reading these attacks (as blatant as any published by
the Chinese) one also senses a considerable degree of disappoint-
ment and frustration about the turn of events and the failure of
Soviet attempts (especially in 1963 and 1964) to improve relations.
Moscow seems to have been sincere in its belief that “despite serious
ideological differences (between Peking and Moscow), it was neverthe-
less necessary to strive for unity in practical activities, above all in the
struggle against imperialism.” - '

‘The initiation of the Great Proletarian Cultural Revolution in
1966 and the border incidents in 1969 finally convinced Moscew that
efforts to-patch up the differences withs Peking-were not likely to pro-
duce any immediate results. China was obiously departing even further
{rom-what the Soviet leaders considered to be rational policies and

- there was no longer any doubting the necessity for really serious analy-
sis and evaluation of developments in China and her capabilities as
~amilitary and political competitor. This point was stressed by Leonid
Brezhnev at the 1969 international meeting of Communist and workers
parties: _ ' ‘

It is a bigrand serious task to make ah allround Marxist-Leninist analysis of
the class content of the events in China over the last years, and of the roots of

, the present line of the CCP leaders, who have jeopardized the socialist gains of
the Chinese people. : .

For serious research on- contemporary China, the Soviets turned to
the recently created (1966) Institute of the Far East (Institut Dal’nego
Vostoka). This institute, under the Academy of Sciences of the
U.S.S.R. is charged not only with the coordination of all Soviet re-
search on China’s economy, foreign affairs, politics, ideology, and other
current problems, but is undoubtedly also responsible for supporting
various government agencies with information and reseach on the

" P.R.C. In addition to its research functions, the Institute of the Far
East 1s active in publishing and in holding conferences on various
aspects of contemporary Chinese studies. The large staff of its China
department is apparently still growing and is probably drawing off
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some of the younger China scholars from the Institute of Oriental
Studies, where most of the work continues to focus on history and.
the humanities.

From Soviet publications it is very clear that in the 1970’s serious:
research on contemporary China is also being conducted at some of the-
other institutes under the Academy, such as the Institute of the Inter-
national Workers’ Movement (Institut Mezhdunarodnogo Rabochego-
Dvizheniya) and the Institute of the Economies of World Socialist.
Systems (Institut Ekonomiki Mirovoy Sotsialisticheskoy Sistemy),.
as well as in some of the country’s universities with centers for Chinese:
studies, such as the Leningrad State University, the University of
Tashkent, the Far Eastern State University m Vladivostok. The-
Moscow State Institute of International Relations. The University of
Moscow’s Institute of Oriental Languages as well as other academic:
institutions have increased the production of Chinese linguists, many’

‘of. whom spend time in Singapore for' edvanced language training..
The Chinese language has even been added to the curriculum at two:
of Moscow’s middle schools (No. 11 and No. 14). Thus, with this new
priority and with the availability of a growing number of younger
China specialists—many of whom experienced hving and working in:
China during the previous 20 years—the Soviets initiated -a more:
academic and a more intensive approach to the study of contemporary
China and started to publish more substantive works by serious scholars.

An event of special importance in the strengthening of Chinese:
studies in the Soviet Union was thé first national conference off
sinologists, which was sponsored by the Soviet Academy of Sciences:
and which took place at the end of November 1971 in Moscow. In:
his introductory remarks to this 3-day meeting, P. N. Fedoseyev, a.
philosopher and vice president of the Academy, announced to the
assembled scholars that the central committee of the Soviet Com-
munist Party and the Soviet Government consider research on the
People’s Republic of China to have special priority, both in terms of
politics ‘and scholarship. Russian sinologists, from Leningrad to
Vladivostok, ‘were told that China would inevitably play a leading
role in world affairs’ and urged them to expand and intensify their
studies of contemporary China. Furthermore, Fedoseyev noted that
the shortage of China specialists in the Soviet Union at that time

"demanded particularly close coordination in the work of academicians
and pedagogues in various educational institutions. And finally:

The efforts of our scholars-sinologues have to provide practical assistance to
our party and our government agencies in working out specific policies in our

relations with China, and to promote the restoration of friendly relations with
the Chinese people.

How to promote “friendly relations with the Chinese people,’”
while engaging in highly inflamatory rhetoric has not yet been solved
by the Soviets, so that the adversary relationship continues to be
all too evident even in scholarly publications.

C. Economic Studies

- The trends in Soviet studies of China’s economy followed those of
Chinese studies in general: Basic compilation of developments as.
described in Chinese sources during the 1950’s; a drastic decrease in
publications (but perhaps not research) between the early and late
1960’s; and finally a resumption and a gradual intensification of
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research and publications from the late 1960’s to the present time. In
economic studies as in other fields, the Soviets now readily admit that
“the publications of the 1950’s all too often painted a much too rosy
picture of China’s economic development, omitting the difficulties of
development and the miscalculations which were permitted in the
management of China’s economy.” > The Soviet evaluation of China’s
economic sectors will be reviewed in the next section; here we will .
present an evaluation of Soviet economic studies of China, for the
most part as presented in a very frank report by G. B. Astaf’yev at the
1971 conference of sinologists. It is important for the reader to keep
the date of that conference in mind.

“According to Astaf’yev, economic study of China has been among
the most backward sectors of sinology in the Soviet Union. Because
of the small number of economists specializing in Chinese studies,
the largest proportion of Soviet works was devoted to the genéral
characteristics of economy and to the problems of political and
historical economics. Questions relating to regional economics, specific
economic sectors, labor producfivity, specialized manpower, the role
of education in the industrial process—questions which are vital to
the evaluation of China’s economy—have received little attention. "

The weakness of economic analysis in the Soviet Union is also laid
to the lack of statistical data since 1959—a complaint familiar to
analysts of China’s economy around the world. What is curious,
however, is the Soviet complaint about the Chinese use of relative
figures (percentages) for which no base figures are available. Anyone
who has had any experience with earlier Soviet economic.statistics
must remember how prevalent and frustrating was their own use of
percentages that did not relate to any available absolute fizures.

In any case, in the late 1960’s, when the study of China’s economy
was assigned special priority and activated the training of young
economists with a China spectalization, the level of research at academy
institutes.and educational institutions started to improve. Work on
China’s economy is now taking place not only in the China Department
of the Institute of the Far East but also in departments specializing'
in agriculture, industry and transport, general socioeconomic prob--
lems, public welfare and demographic problems. Other Acadeimy
institutes doing research on China’s economy are, for example, the
Institute of World Socialist Economic Systems, the Institute of the
International Workers’ Movement and the Scientific Research Insti--
tute of Business Cycles, under the Ministry of Foreign Trade. In
addition to Moscow, China’s economic problems are also being studied
in Leningrad and Khabarovsk and by the faculties and department.
of a number of major universities. '

Among the priority problems the Soviets list for their economists
to work on are the differences between the socialist and Maoist political
superstructure, the characteristics of the development of productive
forces, the main features of China’s industrialization, the prospects of
economic development in relation to demographic pressures and con--
tinued military buildup, the backwardness of agriculture, and the low
level of people’s well-being. Since it is very likely that Chinese eco-
nomic data will continue to be very scarce, Soviet economists are told
that their task in developing methodologies and economic indicators.
will not be an easy one and they are urged to use mathematical

8 V. Akimov, “Basic Trends in the Study of China’s Economy,” Ekonomicheskiye Nauki, No. 1, 1975..
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methods and computer technology. They are also to use logic in ana-
lyzing social and economic phenomena since 1957 and to make better
use of individuals from Soviet industries. The absence of imagination
and mnovation in the Soviet approach to China studies has been
very obvious to Western specialists and it is interesting to note their
own belated awareness that textbook methodologies tend to be of
limited value in the analysis of China’s economy.

III. Brier Review or Sovier Ecowomic RoLE

The volume of economic and technological assistance that crossed
from the Soviet Union to the People’s Republic of China between
1949 and 1959 is unmatched in history. But while in the 1950’s
Soviet publications tended to exhibit a degree of reticence (modesty?)
about their role in China’s recovery and rapid economic.development,
since 1960—and especially since the Cultural Revolution—they have
shown no restraint in detailing the nature and chronology of their
aid. The tendency to detail Soviet aid is not limited to writings on
China’s economy; the unselfishness of the Soviet Union in providing
assistance manages to get into almost all texts on China, no matter
what the basic theme of the publication. With Moscow’s changing
attitudes and modes, the same facts and figures relating to Soviet aid
have been placed within contexts reflecting bluster and arrogance,
hurt feelings, dejection and disappointment; the example of the 1950’s
has frequently been dangled to lure the Chinese back to .the fold.
There are also the inevitable quotations by Chinese leaders expressing
their gratitude ‘and promising ‘“never to forget the fraternal assistance
rendered by the Soviet people.” The favorite quotations are naturally
by Mao Tse-tung and Chou En-lai in which they praise the Soviet
Union for “inspiration,” “indestructible friendship’’ and ‘‘selfless
assistance.” By now we know, incidentally, that the sincerity of these
and. similar statements eminatirig {rom. Peking was spurious. The
leadership may have been grateful for Soviet willingness to help, but
they were highly resentful of the toughness of the negotiations that
preceeded every agreement. and the financial and political cost of
Soviet assistance. China received few presents;, she paid for most
of what she got. B ' .

The following summary of the nature and substance of Soviet-
Chinese economic relations is derived entirely from Soviet sources.and
expresses Soviet perceptions—whether explicitly stated or not: The
readeris also cautioned that this particular perspective- may leave
the mistaken impression that Sino-Soviet differences stemmed almost
exclusively {from contraversies over economic approaches to China's
development. These issues were very important, but primarily to the
extent that they reflect the more basic and vital ideological, political
and strategic differences.®

A. The First Years

In'1950, less than 5 years after the Soviet Union drastically reduced
Manchuria’s industrial capacity 7 by dismantling and carrying off
most of the more modern equipment from that region’s industrial

¢ For an excellent discussion of the numerous issues responsible for the Sino-Soviet schism, see: A. Doak
;'larnem-, China and the Major Powers in Fast Asia (Washington: The Brookings Institutions, 1977), pp.
C-87. .

. 7 Alexander. Eckstein, China’s Economic Revolution (London: Cambridge University Press, 1977), p. 26.
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installations, a series of agreements were signed between the new
Communist regime in China and the U.S.8.R. which laid the founda-
tion for Sino-Soviet economic cooperation. An agreement signed n
February 1950 committed the Soviet Union to return to China, with-
.out any compensation, all the properties and buildings appropriated
by the Russians in Manchuria after the defeat of Japan and to help
China rchabilitate, reconstruct, and build anew 50 enterprises. In
some instances, therefore, this involved not only the delivery of whole
plants, but also assistance in research and design work, in developing
the production of new types industrial goods, and in assembling and
adjusting the eguipment. The equipment and materials involved in
this agreement were later calculated to be worth $300 million & and
the Soviets quote Chinese sources which stated that this was at least
20 percent cheaper-than any comparable purchase from capitalist
countries. The repayment was to be made at an annual interest rate
of only 1 percent and was to be made in the form of Chinese raw
materials- to be delivered to the Soviet Union in equal parts over a
period of 10 years. Parenthetically, however, it should be pointed out
that this assistance represents but a fraction of the support Mao
asked for. , , ' . ,

Under the 1950 Treaty of Friendship, Alliance and Mutual Assist-
ance, the Soviet government also pledged to restore and handover to
China, free of charge, and before the end of 1952, all its rights to the
Changchun Railway and all its property; a commitment they honored.
The two Governments agreed on Soviet troop withdrawal from Port
Arthur and Dairen and on relinquishing to the Chinese all the facilities,
including the naval base, at this strategic location. Three Sino-Soviet
joint-stock . companies were established: Sovsinmetal—to prospect
for, extract and process nonferrous and rare metals in Sinkiang Prov-
ince; Sovsinoil—to prospect for and extract oil and gas; and the
‘SKOGA company to operate China’s air services. Both sides were
to share equally in the capital and mariagement of the companies, but
in 1954 all three companies were turned over to the Chinese.

A trade agreement signed in Moscow in April 1950 was to provide
China with gasoline, paraffin and lubricants, machines and tools,
transportation equipment, cotton, raw materials, fuel and other
‘materials that were mdispensable for China’s economic rehabilitation.
By 1952, the Soviet Union accounted for more than 53 percent of
China’s overall foreign trade turnover. Numerous other agreements
signed in 1950-51 ranged from postal, telegraph, and telephone com-
munication to the navigation of rivers bordering the two countries.
During these early years, the Soviet Union claims to have supplied
China with 943,000 tons of ferrous metals (equivalent to about 40
percent of China’s total output) and 1.5 million tons of petroleum
products, including over 500,000 tons of gasoline and 477,000 tons of
kerosene.

Although in 1952 there were nearly 1,000 Soviet specialists 1n
China, the U.S.S.R. never sought to use 1ts specialists to gain any
kind of control over the Chinese economy. While Soviet specialists
participated in design work and construction, assembly and com-
missioning of enterprises, they also were involved in training large
numbers of Chinese personnel. Furthermore, large groups of engineers

8 This report uses dollars, rubles and yuan, as cited in Soviet sources. No effort has been made to convert
figures into a single currency.
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and technicians, as well as tens of thousands of Chinese workers,
came to the U.S.S.R. for training during those years.

Even though the Soviets may overstate their claim, it is difficult to
quarrel with the importance of their support and experience (and
“the aid of the Soviet people’) in enabling China to overcome her eco-
nomic difficulties and 1n laying the groundwork for a successful transi-
tion to planned Socialist construction.

B. The First Five-Year Plan (1953-57)

China’s First Five-Year Plan was drawn up with the most active as-
sistance of Soviet specialist and was “oriented to all-round Soviet
material, scientific, and technological assistance.” Throughout the
5-year period China and the Soviet Union continued to sign agree-
ments detailing the nature and scope of the intensified Soviet aid.
‘One of the more important of these agreements was signed in May
1953, committing the Soviet Union to the construction or moderniza-
‘tion of 91 large industrial projects—in addition to the 50 agreed to in
1950. Although there are some discrepancies in Soviet literature as to
‘the exact number of enterprises that were actually built, the differences
-are not very significant, especially since the orignial target figure
'was exceeded. During the First Five-Year Plan, the U.S.S.R. helped to
start the construction of 156 enterprises, among these 12 coal, 29
«electric power, 17 metallurgical, 8 petrochemical, 26 metalworking, 1
‘papermaking, 1 textile, and 1 food processing.

Some of the other agreements signed during the period of the First
Five-Year Plan gave China long-term credit of 520 million rubles, pro-
vided for assistance in the construction of the Chi-ning-Ulan Bator
:and the Lanchou-Urumchi-Almi Ata rail lines (for strategic and other
reasons the Chinese never saw fit to complete the Urumchi-Alma
Ata leg), assured China of close scientific and technological coopera-
‘tion, and resulted in & significant increase in the volume of Sino-Soviet
trade. In addition to the more formal assistance provided by the
U.S.8.R., Moscow was also prone to giving China annual anniversary
gifts. For example; on the fifth anniversary of the creation of the PRC,
the Soviet Union gave China a present of equipment and machinery
for a graingrowing state farm, which included 98 tractors, 100 harvest-
Ing combines, and 39 trucks and cars.

Although at the time they were difficult to spot, it is now clear that
the first signs of tension between the U.S.S.R. and the P.R.C. surfaced
mm 1956 and 1957. According to Soviet specialists, while Chinese sources
were enthusiastically supporting ‘“the correct policies of the Soviet
Union,” Mao’s “special conceptions” about the direction of Chinese
development were already being hatched. And while officially the
‘Chinese supported the Communist Party of the Soviet Union for
displaying ‘‘great determination and boldness in doing away with the
«cult of Stalin and in exposing the gravity of Stalin’s mistakes’—a
quotation from the People’s Daily, cited by Moscow—Mao was
building up his own cult of personality. Soviet sources are prone to
long discussion about” China’s political infidelity during this period
4nd her doubletalk about Stalin, Hungary, and about China’s ulterior
motives aimed at provoking a military conflict between the Soviet
Union and the United States. But let us not digress—back to
-economics. .
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Despite these harbingers of thing to come, the Soviet Union con-
tinued to help the Chinese people—with an emphasis on people—in
building socialism. As a matter of fact, in 1956-57 Soviet assistance
to China increased. Among the numerous agreements and protocols
that were signed, perhaps the most significant (April 1956) called
for Soviet assistance in developing several industries and provided for
the construction of 55 industrial projects in addition to the 156 proj-
ects that were being built under earlier agreements. These 55 projects
included metallurgical, engineering, and chemical plants, synthetic
fibers and plastics factories, electrical and radio engineering enter-
prises, a synthetics liquid fuel plant, and electric power stations, as
well as research institutions for the aircraft industry. The total cost
.of equipment, design operations, and other technical aid was to reach
'2,500 million rubles.

If the Soviets were to pick the one assistance agreement they
regret the most, no doubt it would be the 1955 agreement to help
.China build her first experimental atomic pile and cyclotron. At that
time, the Soviets referred to it as “a splendid expression of the Soviet
Union’s foreign policy of peace” and as ‘& new contribution to the
creat friendship between the two countries.” But it was this assist-
ance and the subsequent training of some of China’s nuclear scientists
at Dubna that launched China as a nuclear power. In 1956-57, the
‘Soviet Union also continued to give China military aid to strenghten
ithat country’s defense capabilities. Not only were the Chinese armed
with Soviet military equipment, but thousands of Soviet military
.advisers “‘shared their experiences with the Chinese People’s Libera-
-tion Army.”

Important cooperation continued in the field of science and tech-
nology. Joint exploration and research agreements were signed to
identify China’s natural resources and to study the prospects for
.developing the productive forces in & number of China’s border areas,
‘most significantly in the Amur River basin. In' 1956, the Soviet
Union sent a large group of scientists to China to help draw up the
.extensive 12-year plan on science and technology, which was to be’
closely coordinated with economic planning and was to insure that
scientific development would serve the needs of the state. A 1957
‘meeting of the Sino-Soviet Commission of Scientific and Technical
Cooperation decided to further encourage direct contacts between
related Government departments, ministries, and research and
.design centers, in order to focus on the key scientific and technical,
problems facing China’s industry and agriculture. That same year
an agreement was signed for scientific cooperation between the two
academies of sciences, providing for joint research and expeditions
and coordination of work on the key problems of science and tech-
nology. It was during these last 2 years of the 5-year plan when,
according to the Soviets, their assistance was at its peak, that China
made ber greatest breakthroughs in economic and scientific develop-
ment. Once again, the Soviet claim is essentially valid.

C. 1958-59

Using buzz phrases that have special meaning to the Russians, the
Soviet Union blames voluntaristic methods of leadership, the cult of

the individual alien to Marxism-Leninism, and China’s petty bourgeois
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nationalistic policies for Peking’s parasitic attitude toward the

U.S.8.R. and for its denigration of Soviet experience and prestige—
attitudes that began to be evident in 1958 and that have continued
since then. As in the past, however, the Soviet Union is proud of re-
maining loyal to its internationalist responsibilities and of continuing
to give China assistance in the development of her economy, science,
technology, and culture.

In August 1958, for example, an agreement was signed in Moscow
for Soviet technical aid in the building and expansion of 47 industrial
enterprises and power stations, And even in 1959, when . despite
growing tensions, the Chinese still came out with occasional assurances
of loyalty to Sino-Soviet friendship, an agreement ivas signed for Soviet
assistance in-building 78 big projects in the steel, chemical, coal, oil,
engineering, and building materials industries, as well as in the
construction of power stations. By this time, the total value of Soviet
equipment deliveries, design work, and other technical assistance
neared 5,000 million rubles. As in the past, this aid was to be repaid
with Chinese exports under the terms of the operating: Sino-Soviet,
trade agreement, but licenses to manufacture products, blueprints,
and other technical documents were handed: over to China free of
any charges. : : _ :

Cooperation also continued in the scientific and technical fields. In
January 1958, a Chinese delegation headed by then president of the
Chinese Academy of Sciences Kuo Mo-jo, completed a 3-month visit
to the Soviet Union. The delegation held discussions with over 600
leading Soviet scientists and experts and left with vet another signed
agreement for Soviet aid in scientific and technological research and
training and in the supply of equipment, instruments, and materials
which the Chinese felt they needed for the exacution of their Twelve-
Year Plan on Science and Technology. The agreement also provided
for joint research on 122 key scientific and technological problems of -
fundamental importance to China, that was to run through 1962.

- In summarizing their aid to- China between 1949 and 1959, the
Soviets claim that of China’s total production in 1960, the share of
products manufactured at enterprises built with Soviet technical
assistance was as follows: cast iron, 30 percent; steel, about 40 percent;
rolling stock, over 50 percent; trucks, 80 percent; tractors, over 90
percent; synthetic ammonia, 30 percent; electricity, 25 percent;
steam and hydraulic turbines, 55 percent; generators, about 20 per-
cent; aluminum, 25 percent; heavy machine-building industry prod-
ucts, over 10 percent. It was Soviet assistance in the 1950’s that
formed the backbone of modern industry and secured future possi-
bilities for implementing the entire program of industrialization in
China. A similar impact of Soviet aid is claimed in science and tech-
nology and in the training of specialized manpower and education in

general. .
D. The Break

While Soviet specialists working in China began to experience
sharply worsening relations with Chinese personnel by the latter
half of 1958, the Soviet government seemed to close its eyes to some
of these problems. They apparently hoped that the Great Leap was
a temporary aberration and that the Chinese leadership would soon
come to its senses. Furthermore, their relative tolerance during that
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period was sustained by some contradictory vibrations that emanated
from Peking—contradictions that are not at all uncharacteristic of
Chinese policies during the past two decades. While slogans urged
workers to fight “blind faith in foreign experience,” which at the time
were directed specifically against the Soviet Union, Chou En-lai and
other top leaders continued to praise the Soviet Union for “the bril-
liant example of Socialist and Communist construction” and to ex-
press “profound gratitude to the government and the people of the
Soviet Union” for their “all-round assistance in socialist construc-
tion.” Some of these comments were made as late as October 1959 at
the 10th anniversary of the P.R.C.

The situation became intolerable in 1960. Soviet specialists began
to be regarded with even greater suspicion, were subjected to surveil-
lance, their personal belongings were searched, and their letters were
censored. All Soviet protests about the treatment of their citizens fell
on deaf ears. According to the Soviets, the Chinese not only-began to
curtail cooperation in all fields, but guided by political considerations,
they abstained from the official commissioning of many enterprises
built with Soviet assistance. By August 1960, the harassment of
Soviet specialists, increasing obstacles in the operation of the Soviet
Embassy, and other provocative actions of the Maoist leadership
forced the Soviet Union to recall the 1,600 specialists who were still
in China at that time. The result was an inevitable and rapid decline
In economic, scientific, technical, and cultural cooperation between the
U.S.S.R. and the P.R.C. Thus, the Soviets reject outright all Chinese
accusations that the withdrawal was initiated by the U.S.S.R., thereby
causing the failure of the country’s economy. It was China who created
the conditions that forced the withdrawal of the specialists, and in
any case, because of the conditions that prevailed following the
Great Leap, Chinese industry failed to fulfill its plan even before
the specialists were withdrawn.

But even at the nadir of relations between the two countries, a con-
stant theme was heard in all Soviet sources: out of concern for the
Chinese people, and with varying degrees of success, the U.S.S.R.
continued to extend assistance—while the Chinese continued to hinder
and {rustrate such efforts. In view of her food shortages, the Kremlin,
on its own initiative, relieved China of her arrears in 1961 for food
deliveries in 1960 and “abstained” from purchasing almost all of the
foodstuffs which had been traditional items of Chinese export. The
Soviet Union also gave China great assistance by lending her 300,000
tons of grain and flour and, to help with the shortage in foreign ex-
change, agreed to buy from China 1,000 tons of silver to be paid for
in hard currency.

As for assistance in industrial development, even after China’s
“demand” for a sharp reduction in the implementation of earlier
agreements and protocols for economie, scientific and technical co-
operation and her rejection of further Soviet assistance in the con-
struction of 1,100 million rubles worth of industrial and other projects,
the Soviet Union intended to keep its commitments to provide tech-
nical assistance in building 66 projects of key importance for the
development of both the civilian and defense industries. By mid 1961,
the Chinese authorities no longer blamed the Soviets for China’s
economic problems (they resumed such accusations just a year or two
later), but explained the drastic reduction in deliveries of Soviet
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equipment and in the volume of trade, by pointing to natural disasters
in agriculture and stressing the need to be more self-sufficient. No
doubt this very temporary lull in rhetoric facilitated the signing of an
agreement in June 1961 for technical assistance in building some new
projects and even raised the hope of the return of Soviet engineers and
technicians to China. This relaxation was short-lived, however, be-
cause just 6 months later the Chinese announced their absolute:
refusal to import Soviet complete plants and equipment and ‘“ar--
rogantly declared” that the P.R.C. was no longer in need of develop--
ing scientific and technical exchanges with the Soviet Union.

E. 1962 to the Present

By the end of 1962 the volume of economic cooperation between the:
Soviet Union and China had dwindled to about 5 percent of the 1959
volume. Supplies to China of Soviet equipment, materials, technical.
facilities and documents dropped to 41 to 42 million rubles as against:
428 million in 1960. Supplies of complete plant and equipment
amounted to 7.8 to 8.0 million rubles as compared with 336.5 million.
in 1959. But even as the situation between the two countries con--
tinued to deteriorate and attacks against the Soviet Union for damage:
to the Chinese economy accelerated, Moscow proudly proclaims that-
the U.S.S.R. continued to abide by its commitments and in 1964
supplied equipment and materials for 31 industrial projects under the:
agreements then extant.

Soviet sources tend to go into some detail about the fraudulent
methods used by the Maoists to discredit Moscow’s assistance, such.
as disassembling Soviet machine tools and then assuring foreign visitors
the equipment was delivered in an unfit condition, and displaying:
broken down locomotives which the Chinese implied were delivered:
without spare parts. One interesting tale pertains to Sino-Soviet
trade talks which took place in 1964—the year trade between the two
countries dropped back to the 1950 level. As the Soviets tell the story,
they wanted to continue to import tin, zinc, beryllium and other
commodities which had been traditional items of Chinese export to:
the U.S.S.R. The Chinese, however, ‘“‘pressured and blackmailed’”
the Soviets to import foodstuffs from China, including items that.
China found difficult to sell on the world market. The Chinese then.
spread the fabrication that the Soviet Union was importing “hundreds.
of thousands of tons of meat products’” from China, whereas the actual.
Soviet meat imports in 1964 totaled little more than 40,000 tons. It is.
not altogether clear whether the Soviet sensitivity to China’s accusa--
tions stems from the implied meat shortage in the Soviet Union or-
from the implied deprivation suffered by the Chinese people as a con--
sequence of these exports.

It would appear that in 1965-66, with the exception of some very:
limited trade activity, there were no economic relations between the-
two countries. In April 1965, the P.R.C. finally cancelled all work on.
projects agreed to in June 1961 and Soviet supplies of completed.
plants and equipment to China diminished to less than one-hundredth.
of the 1959 level. Furthermore, the Chinese deliberately played down.
the political importance of trade by proposing that in the future it.
should be developed not on an intergovernmental but on a ministeriall
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basis. In 1966, as China’s trade decreased with the Soviet, Union to
less than 300 million rubles, it increased with the non-Soviet bloc
countries to 75 percent of the total trade turnover.

Although the Soviets also blame the Chinese for a total lack of
cooperation in science and technology as well, both sides still made a
showing at the 15th session of the Sino-Soviet commission on scientific
and technical cooperation in November 1966. It is not surprising
however, that there was little cooperation at the conference and con.
tracts between the academies of sciences of the two countries reached
a new low.

As viewed from Moscow, the major distinctive feature of the Cul-
tural Revolution was its “clear-cut anti-Soviet orientation.” Indeed,
to read through Soviet lists and statistics of Chinese attacks and
.Accusations one is likely to forget the internal struggles, the purges,
the strikes and the Red Guards, and accept the Soviet contention that
“anti-Sovietism” was the main objective of the masterminds of the
Cultural Revolution.

In the 196769 period, the Chinese closed all channels of economic
cooperation and the 86 million rubles worth of trade in 1968 was
carried on the basis of contracts for individual commodity items. China
also withdrew from agreements dealing with cooperation in saving lives
and rescuing ships and aircraft in distress at sea, continued their
“splitting activities” in railway, electrical and postal agreements of
cooperation, and forbade transit across Chinese territory of cargees of
foodstuffs and medicines for Soviet specialists in Vietnam. Soviet
proposals to reactivate economic ties and expand trade were repeatedly
ignored so that by 1969 trade between the U.S.S.R. and the P.R.C.
diminished to 51 million rubles and then to its lowest level in 1970, be-
fore, thanks to Soviet persistence, the trend was finally reversed with
the signing, in November 1970 of the first of a series of new trade
agreements. By 1976 China’s trade with the Soviet Union was back to
314 million rubles, before declining in 1977 due to China’s cancellation
of Soviet made generating equipment and civil aircraft, In general,
however, the Soviets are optimistic that in the future Sino-Soviot trade
will develop on the basis of “equality and mutual advantage.”

In reviewing their aid to China, the Soviets conclude that it is the
assistance they provided in the 1950’s which made it possible for
China to experience early successes and which also turned the head of
Mao and his entourage, fanned their great-power hegemonistic
aspirations and served as fertile ground for nationalistic tendencies in
the Chinese leadership.

IV. SomMeE RECURRING THEMES IN THE CriTique or EconNomic
Povicies

At a recent seminar on Sino-Soviet relations, a speaker from the
Soviet Embassy in Washington was asked if there was anything
positive he could say about Mao Tse-tung’s role in making China
what it is today. He allowed (rather reluctantly) that perhaps Mao
did make a contribution as a unifier of China’s revolutionary forces,
but after some hemming and hawing this diplomat could not come up
with anything positive to say about China’s leader. When asked, in
a followup question, whether he thought that China would have been
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better off without Mao, the speaker was obviously uneasy and was
unable to say either “yes” or “no” to the question. This, of course, is
not surprising, for unlike China’s shrill and broad-based onslaught
against the Soviet Union, Moscow’s attack has been essentially
focused on Mao and his followers. Mao was the culprit and it was
his supporters and his thoughts which drew China away from socialism
and substituted what the Soviets consider to be an eccentric and even
a bizarre system of government. But while accusations against Mao
range far and wide (anti-Marxist, antihumanist, adventurist, and
so forth), his role in formulating economic policy draws some of
the bitterest attacks from virtually all Soviet writers.® And incidentally,
they almost never use the term “‘Chinese,” which might be miscon-
stried as referring to the people; the terms they use are “Maoist”’
and “Maoism,” which refer to the leadership and the philosophy.
Under present conditions, say the Soviets, “anti-Maoism is a consistent
expression of friendship for the Chinese people.” :

One of the gentler words with which the Soviets characterize
China’s post-1957 development is ‘“unusual.” While it departed
from socialism, it did not move toward capitalism; instead, Mao’s
petty-bourgeois approach toward all difficult economic problems led
China into an artificial system of socioeconomic relationships. The
abrupt shift from a scientifically grounded and balanced economic
development to Mao’s “untenable subjective schemes” also made it
necessary for China to find a rationale for Mao’s policies and to
create new economic theories. This was done through the “vulgari-
zation” and revision of Marxism-Leninism. In this regard, the
Russians are fond of citing some of the quotations from Chinese
publications, such as the following from a 1967 issue of the People’s
Daily: “Marxism has now reached an entirely new stage. In the early
20th century it reached the stage of Leninism, whereas in the present
epoch it has reached the stage of Mao Tse-tung thought.” Soviet
distaste for such a statement is not difficult to understand.

The Soviets reject outright any suggestion that since the smashing
of “the gang of four,” China has been undergoing a process of de-
Maoization under s more pragmatic leadership. There has been
no retreat from the theory and practice of Maoism, they say. While
“the gang of four” has served as a “safety valve to vent some of the
accumulated dissatisfaction in Chinese society,” the ‘“‘new’” policies
are nothing more than “the adaptation of Maoism: to altered con-
ditions”’; Maoism is being “tidied up” in order to strengthen it.

A. Mao—"The Economist”

Mao never had any training in economics, according to the Soviets,
and his mental horizon was circumscribed by the conservative way
of life of the peasant family with its constant poverty and illusory
dreams of a better but vaguely envisioned future. Neither Mao, nor
any of his followers ever systematically set down their views on how
the economy should function. His ideas evolved gradually—for the
most part “during the latest period of Mao Tse-tung’s practical and
theoretical activity,” whatever that specific_period might be. In
analyzing Mao’s speeches and reports, the Russians come to the

9 For a more balanced view of Mao's economic thoughts, the reader might want to consult Christopher
Howe and Kenneth R. Walker, “The Economist,” Mao Tse-fung in the Seales of History, ed. Dick Wilson
(Cambridge: Cambridge University Press, 1977), pp. 174-222.
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conclusion that even after assuming leadership of the country in 1949,
he still had no definite economic program for the development of
China. His one basic goal was to “average out poverty,” ‘and his basic
thesis boiled down to this: when there is hunger, the urge toward
equality becomes as powerful as religious fervour.

Since Mao never systematized his economic concepts, they can
only be surmised through the analysis of his proclamations and by
observing how the vartous policies are implemented. The difficult,
task for Soviet economists, then, is to extract the essence of the pro- -
grams from the ‘“demagogic ultrarevolutionary phraseology;” ram-
.pant in the pretentious presentation of general laws of development
m order to camouflage the true content of China’s economic policies.

The Soviets maintain that because Mao did not understand eco-
nomic theory, his preoccupation with “politics in command” caused
him to overestimate subjective factors. The notion that ideas become
a material force when they take hold of the masses is taken out of
context by the Maoists, because only objective socioeconomic re-
quirements can advance social development. Lenin fully understood
the importance of politics, but he also wrote that after Soviet power
1is established, ‘“‘political tasks occupy a subordinate position to eco-
nomic tasks.” In other words Maoists pervert Lenin’s thesis in that
politics is ultimately determined by economics and not the other way
around, as the Chinese would have it. Mao’s belief in the ‘‘uninter-
rupted revolution” and his policy of initiating endless political move-
ment is referred to as ‘‘the kaleidoscopic succession of the Chinese
leadership’s adventurist lines and voluntarist decisions.” In this way,
he has wasted the masses’ revolutionary energy on mass campaigns,
rallies, slogans, eulogies and so forth.

To show that Mao never really trusted the masses and never
sincerely believed that it was possible to learn from them, the Soviets
~ quote his 1958 statement that ‘‘it has always been so in history that
the majority followed the minority, because the minority reflected
the views of the majority.”’ Such ‘“quasi-revolutionary logic’”’ shows a
clear lack of understanding of the dialectics of revolution, they say. Mao
" believed that man’s inborn egotism, which is identical with the bour-
geois frame of mind, will once again come to the fore as soon as the
socialist system of production is established. Since the cadres of the
- Communist Party reaped the greatest gains from the progress made
under the new regime, they were the ones who exhibited the greatest
degree of “bourgeois degeneration” and egotism, according to Mao.
For him, stability equated with inequality which, in turn, led to re-
visionism, so that building up the country’s economic and technical
base was equivalent to making the people “bourgeois.”

-B. Absence of Material Incentives

The Soviets maintain that China had every opportunity to develop
according to a socialist model by rationally utilizing her resources
and industrial base, by making use of the experience of the workers
in revolutionary battle and the enthusiasm of the masses, and by
taking full advantage of the experience and material aid willingly
provided by all the governments in the socialist system. Depending
" on the specific source, China did this until 1956 {cooperativization
of agriculture) or 1958 (Great Leap Forward) when Mao repudiated

27-427—78——11
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the progress that had already been made and rejected Soviet socialism
as having grave sociopolitical defects—in part because it was based
on material incentives. The ensuing shift 1n emphasis from the city
back to the countryside and from heavy to light industry weakened
the role of organized workers, while the wide utilization of labor armies
was a repudiation of technology, which is so indispensable to social
progress but which Mao never fully understood or appreciated. He
yearned for the Yenan model, in which material provisions were
uniform and which provided for the minimal requirements in food,
clothing, and housing of the population. Anything more than the mini-
mal impaired man’s moral and even physical health. Mao was con-
vinced that the wage system of the urban working class caused it to
be deeply entrenched in ‘‘bourgeois law” and therefore more corrupt
in ideological and econimic terms. According to the Soviets, only the
E})%’est peasants could accept Mao’s ideal of a ‘“sound and simple
e.

Since Lenin believed that socialism cannot be built on enthusiasm,
the Soviets cannot accept Mao’s egalitarian pelicies, which emphasize
moral over material incentives. They say that Mao, like China’s poor
peasants, looked at the more complex forms of social production as
alien, obscure, and hostile, and note his penchant for pointing to the
PLA as brilliant proof that rapid growth in production can be achieved
through correct ideology, rather than by emphasizing equipment,
skilled workers, efficient management, engineers, and technicians. By
opposing cash wages and piece rates, Mao attempted to bypass the
logically necessary socialist stage in the drive toeward communism and
ignored the law of “‘scientific communism’ which holds that material
equality can only be achieved after the necessary production level
has been reached.

The way some of the Soviet authors discuss Mao’s ideas on wages
and incentives might very well convince a reader unfamiliar with
conditions in China that there is no graduated wage system for urban
workers. It is difficult to glean from these writings that while the
principle of distribution according to work was attacked, it was
never really abolished and that even the Cultural Revolution did not
eliminate wage differentials, so that with the exceptfion of commune
agriculture, ranks and grades have continued to exist in all sectors
of the economy, from industry to government to education, and even
to the model People’s Liberation Army. Could it be that, .despite his
romanticism, Mao was practical enough to perceive just what the
Soviets accuse him of being unwilling or unable to recognize—that
modern large-scale and highly mechanized production cannot be
developed without differential wages and earnings?

C. Deficiencies in Planning and Management

Another major theme in Soviet critique of China’s economy since
1958 is the absence of what Lenin considered to be of primary impor-
tance to socialism: centralized planning and management on a na-
tional scale, with urified standards in production and distribution.
They contrast this with Mao’s views on planning, as he expressed them
in 1957: . : . :

Every year our country draws up an economic plan in an effort to establish

a proper ratio between accumulation and consumption, and achieve a balance
between production and the needs of society * * *. By the end of each year, such
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a balance, taken as a whole, is upset by the struggle of opposites, the unity achieved
undergoes a change, balance becomes imbalance, unity becomes disunity, and once
again it is necessary to work out a balance and unity for the next year. This is the
superior quality of our planned economy. As a matter of fact, this balance and
unity is partially upset every month and every quarter, and partial readjustments
are called for.

Not surprisingly, the Soviets believe this to be ‘‘a vulgar view of
Marxist dialectics” invented by Mao to provide a theoretical founda-
tion for faulty economic management, which continues to be pursued
by the post-Mao leadership. They find it incredible that Peking can
proclaim 1976 as the first year of the Fifth Five-Year Plan, without
publishing any data on the fulfillment of the Fourth Five-Year Plan,
on the guidelines for the Fifth Five-Year Plan, or even on the results
for 1976 and plan for 1977.

Actually, Mao expressed contradictory views with regard to cen-
tralized planning. Sometimes he spoke of its virtues in creating a
balanced economic growth; at other times he posited that, in order to
increase independence and encourage self-sufficiency, it 1s necessary
to extend planning responsibility to the regions and local areas. The
Soviets see Mao’s renunciation of central economic planning in 1958
and the subsequent decentralization of economic management as
playing havoc with China’s economy. Some of their authors do make
passing reference to the 1961-65 period when the P.R.C. made an effort
to restore some of the socialist principles of managing and organizing
the national economy, but usually this period 1s ignored, and the
analysis of China’s economy generalizes from the policies which pre-
vailed during the Great Leap and the Cultural Revolution and which
in some respects lingered into subsequent years.

Why did Mao transfer so much of the industry to the jurisdiction
of local organs and why did he insist on self-sufliciency and reliance
on one’s own resources? Because, say the Soviets, by freeing the
state from having to finance local development and distribute goods
within the country, China was able to maximize the resources that
could be used in building up China’s military capability. In this
regard, one Soviet author likens China’s central authority to the
beekeeper who extracts all the surplus honey from the hives, leaving
the bare minimum for the producers of the economic goods.

Attempting to develop China without coordinated and integrated
plans which could identafy the needs and actual possibilities of the
economy, upset the interbranch and intrabranch balances and resulted
in a lopsided approach to economic problems—one that was highly
wasteful of material and manpower resources. These “disproportions”
are a common theme in Soviet analyses of individual branches of
production. The self-sufficient, closed communes and cther production
units had only weak and inexperienced planning apparatuses plus a
shortage of local resources and technical know-how. They found it
extremely difficult if not impossible to cope with economic problems
without financial, managerial, and technical assistance from the
central government. The development of “‘democracy’’ at the commune
and enterprise levels brought out parochial tendencies and perverted
forms of local government. The Soviets never seem to explain how
China’s highly touted military strength, built up by leeching on the rest
of the country’s economy, can coexist with what they consider to
be an appallingly inefficient and weak hinterland.
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As believers in the one-manager approach in economic administra-
tion, the Soviets express their strong opposition to shared responsi-
bility, such as management by revolutionary committees. Mao,
however, felt that the one-man command system introduced during
the First Five-Year Plan was unfit for China because it did not recog-
nize the Party’s leading role in the enterprise and failed to meet the-
“politics in command” requirement. In this connection, by the way,
there is a common contradiction in Soviet writings. Some authors say
that a serious problem in China’s economy stems from Mao’s having
given too much responsibility to the masses who know nothing of either
Inanagement or technology. Others, however, believe that under China’s
amilitary bureaucratic regime, it is impossible for the masses to take a
-conscious part in running production. Since these statements never
appear side by side, the Soviets do not feel the need to elucidate.
“They do, however, explain that when it comes to the relationship
"between workers and administrators, the Soviet Union follows Lenin’s
~dictum_that while every representative of the masses must be able
to participate in the discussion of state laws, this does not mean that
“‘we shall permit the slightest chaos or disorder as regards who
iis responsible in each individual case for definite executive func-
dlons * * *” In other words, lip service is OK, but keep administra-
¥ive power out of the hands of the masses.

One very common complaint about China’s economy refers to Mao’s
“two-leg” approach to development, which precludes what the
Soviets refer to as ‘‘scientific planning.” The simultaneous develop-
ment of modern and traditional means of production runs counter to
the Soviet passion for bigness. Since the emphasis should always be on
heavy industry, the Soviets are particularly critical of China’s develop-
ment of small-scale rural industries throughout the nation. Actually,
on several occasions Mao stated that his “model,”” which stresses
development both “from the top and from the bottom,” is necessary
only during the transition period, while China’s most abundant
resource are people. Eventually, he believed, the emphasis must shift
in the direction of “large and modern” industries, just as the Soviets
would prefer it. Russian sources avoid mentioning this point just as
faithfully as do the more rabid admirers of the Mao model in the
West. :

Virtually all Russian sources on Maoist economic planning (or
lack thereof) discusses the so-called doctrine of “wavelike develop-
ment’’ which, to the Soviets, falls in the category of Mao’s “highly
vague and primitive theoretical formulas.” It is true that Mao wrote of
“wavelike development” and that the Chinese press has echoed him
with 'such statements as “‘socialist economic development is not a
straightforward advance, but is a wavelike movement, a process of
spiral ascent,” and “wavelike advance is an objective law independent
of men’s subjective will.” The Soviets take this “Chinese discovery”
literally, pointing to the Great Leap and the Cultural Revolution
as examples of how China implements this concept, which is referred
to as Mao’s economic law. é)onversely, Western literature tends to
look at the Great Leap and the Cultural Revolution as aberrations
in the long-term economic growth of the P.R.C.—periods when over-
riding political considerations (albeit inspired by Mao’s theories)
caused serous but temporary setbacks to China’s economic develop-
ment. In other words, Moscow is inclined to reverse the cause and



effect in China’s economic ups and downs. A few Soviet authors
admit to the likelihood that the “law” was developed to justify
China’s economic setbacks, that it has nothing to do with dialectics
and shortcomings. Nevertheless, they still insist that “wavelike
development’ is presented by the Maoists as an objective law applying
to all socialist economies. The Soviets understandably bristle at the
suggestion that socialist economiés follow the very same cyclical
patterns that they criticize in capitalist countries.

D. Militarization of the Economy

Undoubtedly the most important theme recurring in Soviet texts
on China contends that militarization is the primary characteristic
and the foremost priority of China’s economy. An accusation, by the
way, identical to that hurled by China against the Soviet Union.
‘Peking accuses the “Soviet bosses” of developing a lopsided war
economy in order to achieve a military supremacy of the world.
Although the Soviet gross national product is half that of the United
States, because of “rapid military expansion and war preparations,”
the military expenditures by ‘“‘the new tsars” far surpass those of the
United States. The rhetoric makes it difficult to determine just “who
struck John.”” But let us return to the Russian side of the story.

While the true military-bureaucratic nature of China’s regime may
not have been fully appreciated (or expressed) by the Soviets until
the start of the Cultural Revolution in' 1966, their retrospective
analyses insist there was never any doubt, after 1958, that the militar-
1zation of the Chinese nation was the principal component of Mao’s
long-range strategy. The mobilization of people into labor armies to
work on irrigation, roadbuilding, and mining projects was motivated
more by military than by economic considerations. The herding of hun-
dreds of millions of peasants into communes (almost always with
quotes around the word—to imply that they are not really communes),
where they were divided into regiments, companies, and squads, was
to expose them to collective life under a military discipline. From
these and other examples of militarization during the Great Leap
period, the Soviets usually skip directly to the last half of the 1960’s
-and the.Cultural Revolution. Here, of course, even aside from the
“frontier provocations against the U.S.S.R.,” they have a more
fertile ground for their accusations against China. The Soviets go into
great detail about Mao’s utilization of the PLA to ‘“smash” the consti-
. tutiohal government organs and party committees in order to assume
-complete control over the country and éstablish his military-bureau-
cratic dictatorship. The result was that the role of the PLA became
dominant not only in politics, but also in China’s economy, while the
role of the Party and the Government “was reduced to zero.” The
picture of economic chaos is drawn on the basis of numerous generali-
zations from “worst case’” examples about specific plants and enter-
prises which were directed by the military.

- In 1971, Mao realized that the PLA was becoming a threat to his
own position, but although he purged Lin Piao and a number of other
military leaders, the army continued to exert a very signiftcant political
and economic influence in the country. As late as 1977, Soviet sources
maintain that the PLA, bolstered by its control over the militia, is
the major force guaranteeing national stability through its controk
over the state of affairs in China.
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The present Chinese leadership is said to divide the economy into
two sectors: the military and the civilian. The first is provided with
all the material and financial resources and all the specialized man-
power necessary to assure a modern industry. In this sector, priority
1s given to research and development on and production of atomic
weapons and missiles; even the budget of the Chinese Academy of
Sciences was placed under the military, according to the Soviets, in
order to speed up the nuclear armament program. The civilian sector,
which produces consumer goods and supports agriculture is based
essentially on primitive technology, however, and must depend on
limited local resources.

Let’s examine just a few of the many additional specifics used by
the Soviets to illustrate their point. They note China’s efforts, for
many years now, to make every province self-sufficient in case of war
and her strategic distribution of industry within each province.
Militarization, they say, is evident in China’s foreign trade by the
strategic goods she imports from the countries of the West, especially
from the NATO countries—a meaningful use of the military alliance
rather than of the individual countries making up NATO. Finally,
the Soviets maintain that three-fourths of all funds for scientific
research go into work on nuclear and missile programs. “Is this the
way to build a socialist society?’’ they ask.

In addition to criticizing China’s military economy, it must be
assumed that the Soviets are also doing some serious work on measuring
China’s defense (war) expenditures—albeit precious few statistics on
this subject turn up in published books and articles. For the 1953-58
period all Soviet sources quote the figures released by the Chinese in
The Ten Great Years, thatis, a military budget of 5,000 to 6,000 million
yuan. After the Great Leap, although China’s economy was on the
verge of catastrophe, ‘“Maoists doggedly steered toward the country’s
militarization.” The figures that were quoted by the Soviets in the
1960’s were estimates almost exclusively of foreign origin (usually
American) ; sometimes the source was cited, more often there was only
indirect reference to ‘“foreign research centers” or “foreign specialists.”
Vyatsky, for example, refers to “foreign research centers” when stat-
ing that in 1966 China’s military expenditures totalled nearly 15,000
million yuan, that in 1967 she spent almost three times more money
than in 1960 for military purposes, and that China began (late 1960’s?)
to spend 10 percent of her national income on militarization—a figure
fairly commonly used in the West as the upper limit of a range.

In the 1970’s the Soviets decided that Western estimates no longer
served their purpose and started publishing their own inflated and
well-rounded figures. Although occasionally Soviet sources use the
figure of 33 percent, the most frequent recent claim is that the direct
military spending accounts for more than 40 percent of China’s state
budget and that half of this amount is earmarked for the missile and
nuclear weapons program. The much higher estimates are undoubtedly
the result of ideologically motivated post-Cultural Revolution changes
in definition. The Soviets now include not only all heavy industry and
modern industry (overlapping categories) under the military budget,
but, it seems, an overwhelming proportion of nonagricultural imports
from capitalist countries, especially from Western Europe, are also
categorized as strategic military goods, This is why the Russians are



141

able to say that China’s military budget is several times higher than’
the investment in industry. There simply isn’t much left for the re-
mainder of industry.1? :

Since what is subsumed under China’s military budget is not spelled
out by the Soviets, some authors seem to anticipate the readers
incredulity and attempt to explain how a country with such a meager
economy can spend one-third of the budget on the military. The
explanations are rather feeble. They say that China is able to spend
so much money on war preparations by squeezing out all the surpluses
from the already impoverished peasants and by maintaining the
low wage scale of the urban workers; wages which, they say, were
even further reduced during the Cultural Revolution. The Soviets
also claim that Peking was able to reduce state allocations for public
education, culture, health services and other social needs of the
working people (“An assault on their vital rights”) by transferring
the costs of these services from the state to the local budgets of the
communes and brigades. And in this connection, it is difficult to under-
stand how the Soviets can suggest (and they do) that one of the reasons
Mao shook up China’s educational system was to be able to spend
more on military technology, at the same time that they rightly point
out that the closing of all the institutions of higher education during
the Cultural Revolution has weakened China’s economy. Nor did the
introduction of cooperative health care into the rural areas (which is
indeed supported by the peasants themselves), reduce the national
health expenditures. It is well known that the state health budget did
not reach most of the peasants even before the Cultural Revolution;
it did and still’does reach the hsien (county) and even the commune
level where state-supported health facilities are maintained for use by
peasants. Chances are that China’s health budget has increased since
1970.

In a sense, the Chinese themselves are to blame for the exaggerated
Soviet estimates of China’s military budget. Certainly the innumerable
slogans and proclamations issued by Peking during the past 10 years
could lead to the deduction that China’s economy is entirely war
oriented. But while a very literal interpretation of Chinese statements
can be expected when the vehicle is propaganistic, but when Soviet
China scholars also uncritically echo Peking’s often hysterical bluster;
one wonders, once again, about their perspicuity and objectivity.

V. PERFORMANCE OF INDIVIDUAL EconoMICc SECTORS

Having reviewed the U.S.S.R.’s scholarly and ideological setting
for the study of Chinese economy, let us now take a look at how some
Soviet analysts evaluate the performance of the more important sec-
tors within the economy. Because both Soviet and Western China
watchers have essentially the same limited data on which to base
their estimates and because the basic cycles in China’s economy are
not in dispute, it is not surprising that in their broadest terms there is
little difference between the two sets of estimates. However, a closer

10 The Chinese, incidentally, use a similar approach in measuring Soviet military budget. They state
that 19.6 percent of the Soviet national budget is allocated to military spending, that 60 percent to the
industrial enterprises support military purposes and that 85 percent of industrial investment goes to the
production of capital goods—‘‘mainly to sectors connected with armament production.” (Peking Review,
Jan. 80, 1976, pp. 10-11.) .
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look at some of the figures and 'Ipreéhmptiohs presented in this section
reveals divergencies which could be of special interest to those con-
cerned with analyses of specific economic sectors.

A. Population

. Population, of course, is not an economic sector, but because it is so
important in measuring China’s economic progress, this seems an
appropriate place for a %rief review of the subject.

As with other types of data, the Soviets had no problems with
China’s population 1n the 1950’s. They never published any critical
analysis of the figures released by the Chinese. After the 1960 break
between the two countries, the Soviets continued to use the general .
purpose population figures from the 1950°s, usually 600 or 650 million,
or the more precise but out-of-date 646 million, which was reported
for 1957 in the Ten Great Years. By the middle of the decade, some
authors also began to use population estimates published by the United
Nations and by Western demographers. Thus, during the first two
decades of P.R.C.’s existence it is difficult to find a single Soviet esti-
mate of China’s population in a published Russian source.

The weakness of Soviet demographic studies on contemporary
China was readily admitted at the 1971 Moscow conference of Sino-
logists. Whereas Soviet sinologists, and especially those who are also
economists, are keenly aware of the importance of China’s population
to the whole range of China studies, E. A. Konovalev, a leading China
demographer, complained that the number of special works devoted
to the problem of population has declined sharply “during the past
years.” Since there was precious little population work to start with,
the foreign observer might find it difficult to discern a decline, but the:
post-1970 emphasis on population is quite evident. Soviet scholars are
now presenting not only estimates of Chinese population, but also some
of their thinking behind these estimates. As one might expect of
Marxists, there seem to be general agreement that the solution to
China’s population problem lies in economic development and not in
population control, which receives little attention from Soviet demog-
raphers. At the same time, there are only infrequent rebuttals to the
notion that population pressures are responsible for some of China’s
aggressive international policies. Based on some of the population
series published since 1970, it is clear that Soviet demographers are
not in agreement about the trends in China’s population. It is also
evident that the Soviets have as difficult a time as their Western
contemporaries in keeping up with China’s population developments;
the Soviets too tend to change their estimates as new information
becomes apparent. The two sets of population estimates selected for
inclusion in table 1 are by Konovalov, a frequent author on Chinese
demography, and by Molodtsova.



143

- TABLE 1:—SOVIET ESTIMATES OF CHINA'S. POPULATION ~. ... =« v
o Konovalov Molodtsova )
Year . Population  Growth rate Population Growth rate
541.6 __ .
551.9 19
563.0 2.0
574.8 2.1
587.9 2.3 )
601.7 2.3 579.4 2.3
616.6 2.5 592.4 2.2
632.8 2.6 605. 1 2.1
647.0 2.2 623.2 3.0
559.0 1.9 635.7 2.0
(672.0) (2.0) 645.2 L5
686.0 2.1 651.7 1.5
692.0 .9 655. 6 .8
698.0 .9 661.1 .0
702.0 .6 674.3 2.6
715.0 1.9 691. 2 2.8
729.0 2.0 705.0 2.0
739.0 1.4 n.7 1.0
750.0 1.5 730.6 1.8
761.0 1.5 745.3 2.0
772.0 14 760.9 2.1
785.0 1.7 776.9 2.1
797.0 1.5 792.4 20
809.0 L5 806.7 L8
820.0 14 821.2 1.8
836.0 1.8

Sources: E. A. Konovalov, ‘‘Demographic Characteristics,” in M. 1. Sladkovskiy, et. al. (eds.), “‘Kitayskaya Narodnaya
Respublika: Politicheskoye i EH icheskoye Razvitiye v 1973 godu'’ (*‘Chinese People’s Republic: Political and Eco-
nonic Development in 1973'") (Moscow: Nauka, 1975), p. 37. The year 1959 was omitted by author or printer; the figures
in parenthesis are interpolations. A. 1. Petrov and L. |. Molodtsova, “‘Ekonomika KNR: vozmozhnosti i real’nost’ ** (‘‘Econ-
Rllmly dotf the PRC: Possibilities and Realities””) (Moscow: Nauka, 1976),"p. 46, Hereafter referred to as Petrov and

olodtsova, : :

The figures in table 1 provide an excellent opportunity for some-
detailed “table climbing.” For the present purpose, however, it is
sufficient merely to make a few generalizations—in part implied,
because neither author provides us with the estimates of birth and
death rates which produced the population totals. Konovalov’s fig-
ures reflect his belief that during the 1950’s the average marriage age
in China decreased and the number of births increased, and that during
the 1960’s, there was a sharp drop in the birth rate because of a rise
in the age at marriage and some mysterious legal restriction that
allowed no more than two children per family. Molodtsova accepts
the Chinese figures for the 1950’s, assumes that the provincial figures
in the World Atlas, published in Peking in 1972, represent the results of
a 1964 census” and accepts the total as a benchmark, and makes her
estimates since then by considering “the internal political situation in
in the country and China’s demographic policies.” Both authors, as
do all Soviet demographers, assume an extremely high level of mortal-
ity following the Great Leap, essentially ignore any discussion of .
China’s family planning policies, and show much more drastic annual
fluctuations in the rate of natural increase than is common in the
West. Finally, it is interesting to note that while on the low side,
current Soviet estimates differ little from some of the estimates made
in the West, albeit the Soviets arrive at their population totals by
very different routes.
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A few other miscellaneous statistics dealing with China’s population
and labor force are discussed by Molodtsova. She includes provincial
distributions of China’s population for 1953, 1957, 1964 and 1974.
For-1953, she uses the census figures; for 1957, the figures from The
Ten Great Years; for 1964, the provincial totals reported in the Peking-
published 1972 World Atlas; and for 1974, she uses the 1964 pro-
portions to distribute by provinces the previously estimated total of
836 million. She estimates that in 1974 China had 483.2 million
people of working ages (probably 15 to 59) constituting about 58
percent of the total population, and that of this total 106.3 million,
or 22 percent, residedp in urban areas. For the same year the number of
people employed in rural areas was 280 million, of whom about 250
million were engaged in agriculture. The total number employed in
nonagricultural pursuits was 100 million—65-70 million in the cities
and 30 million in the rural areas. In general, Molodtsova estimates
that about 70 percent of the 15-59 age group may be considered
to be part of the labor force. She also estimates the 1974 urban popu-
lation at about 170 million, or 20 percent of the total population,

B. Agriculture

Before proceeding to the more serious Soviet analysis of China’s
agriculture, let us quickly summarize the agriculture-related rhetoric,
which appears in virtually all Soviet discussions of rural China. Most
of the important factors which are said to be impedin China’s agri-
cultural progress and creating rather “desperate conditions” in the
rural areass, relate to the mulitarization of the economy. Peking’s
heavy financial allocation to increased military capability leaves little
if any material or financial aid to the countryside and, by insisting
on rural self-sufficiency, it is attempting to develop China on the
shoulders of the Chinese peasants. While squeezing the utmost from
the peasants, Maoists have been extolling the philosophy of poverty
and exhoring the peasants to “rejoice in their poverty.” At the same
time, ‘‘demogogic slogans” to ‘“prepare for war, famine and natural
disaster” intend to whip up peasant enthusiasm. On top of all the other
burdens heaped on them, the peasants are expected to support tens
of millions of urban youth who have been forcibly resettled in the
countryside. All this, according to the Soviets, has resulted in a drop
in the farmer’s living standards and, not unnaturally, has led to a sharp
decline in labor discipline and agricultural productivity.

Unfortunately, a considerable amount of polemic is also present in

the more scholarly analyses of China’s agriculture, but herein lies a
.question: How much of what we would consider to be rhetoric is
included as a prerequisite for publication and how much is a uniform
conviction of the Soviet authors? Despite China’s emphasis on agri-
culture, there seems to be little doubt that most Soviet economists
do believe that Peking neglects rural development, that state aid is
available only in periods of crisis, that local self-sufficiency is a
ridiculous policy and that military priorities are the cause of China’s
poor agricultural performance. In the final analysis one must balance
the extravagance of the verbal attacks with the competence and
affiliation of the,individual author and then make a subjective
judgment,
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The first agricultural differences between Soviet planners and the
policies pursued by Mao occurred in 1956. Prior to that date, there
was a general understanding between the Chinese and their Soviet
advisers that the basic goals in agricultural development should be
cooperativization of the peasants and the introduction of mechaniza-
tion. The first was to be achieved in about 15 years and the second
during the course of some four or five 5-year plans. By insisting on
forced coopertivization in 1956 Mao destroyed the carefully planned
agrarian revolution and set the stage for the Great Leap and the
establishment of his communes. Soviet authors delight in writing
about this period, for it clearly demonstrates to them everything
that is wrong with the Maoist system. The abolition of incentives, the
depersonalization of the individual peasant worker, the militarization
of the rural labor force—all subverted the enthusiasm and faith of
the peasants in socialist production. At the same time, the introduc-
tion of agro-technical measures which had no scientific basis, seriously
damaged agricultural production. The Soviets almost never mention
the natural disasters which contributed to the drastic decline of agri-
cultural production at the turn of the decade.

Since the deviation from the radical Maoist Great Leap line was
already under attack in China in the 1961-63 period, the Russians
believe that the advent of the Cultural Revolution was a logical pro-.
gression from the “Great Leap’” and the establishment of communes.
Although the Soviets admit that the Cultural Revolution did less
harm to agriculture than to industry and transportation, their descrip-
tion of the considerable damage to the countryside and to agricultural
ll)jroduction includes some unusual interpretations. Concerned about

eking’s policies and slogans, say the Soviets, peasants in some of the
provinces began to divide up among themselves public funds, cattle,
grain, and even seed; they abandoned their work of building and
repairing dams and irrigation networks; and they refused to work on
the central plan. The danger of peasant refusal to sow and harvest grain
in 1968 forced the Maoist leadership to send large numbers of military,
cadres, employees of state institutions, and youth from secondary and
higher educational instititions to the countryside. It was the influence
and controls exerted by these groups, as well as the introduction of
certain economic stimulants, that finally improved agricultural pro-
ductivity. It is indeed curious that the Soviets would suggest that
the unhappy urban cadres and students, who were sent down to the
countryside against their will, dispelled some of the peasants’ concerns
and provided the necessary stability for increasing agricultural pro-
duction. Furthermore, this theory contradicts their own sound assess-
ment that deported urban youth were viewed by the peasants as
an additional burden.

The Soviets maintain that the Tachai-type communes promoted by
the Chinese since 1975 will make it easier for Peking to manipulate the
material and manpower resources of the countryside and thus to gain
total control over the rural population. As during earlier periods,
however, the Soviets continue to expound the view that all of the pro-
posed solutions to China’s rural economic problems are ineffective
and are being “resisted more and more” by the Chinese peasant.

The Soviets are very skeptical about the innumerable reports from
China about the reclamation of land through desalinization, terracing
of slopes, et cetera. At the same time, one of the explanations they
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suggest for a Chinese report that cultivated land in 1973 was 4.8 mil-
Hion hectares less than in 1957, is that Peking consciously reduced the
-cultivated arable land area in order to show improvements in agricul-
“tural productivity. Some Soviet specialists also believe that the low:
level of mechanization and the absence of large capital investment-
make it impossible for China to fully utilize even the area which was:
cultivated in 1957. They remind the reader that the battle against ero-
sion and improvement of cultivated lands through irrigation, better
drainage and leveling requires more than the hard work of peasants; it
requires specialists with a good scientific and technical foundation, -
something the Chinese are very short of. The measures that did increase
productivity in China’s agriculture were, according to the Soviets, the
improvement of seed varieties, the increase in the cropping coefficient
and a greater utilization of chemical fertilizers. Table 2 presents some.
estimates of China’s “agrotechnical level.”

TABLE 2,—AGROTECHNICAL LEVEL OF CHINA'S AGRICULTURE

Units 1952 1957 1965 1970 1974

Tillable land..
&and under cro
Doublecropping coeffic
Workers ~in  agriculture—in

103.0 107.0 107.0  110.0

full

requivalents,
(Cultivated land per worker in agriculture.________ Hectares per person... 1.31 1.32 1.22 119 113
vrigated land________________._______ --- Million hectares_______ 15.0 23.0 350 40.0 45.0
‘Percent irrigated_ --- Percent________ 151 223 327 3.4 40.9
Draftanimals_________________________________ Mitlion head. _ 76.5 8.8 76.0 840 91.0
Draft animals per 1,000 hectares of cultivated land. Number______ 588.0 579.0 507.0 523.0 551.0
Tractors (15-hp unitsy_________________ Thotsands. 2.0 2.6 1542 210.0  300.0
Tracters per 1,000 hectares of cultivated land____ Number______________ .02 170 103 1 1.82
General avaflability of mechanization and Million horsepower ... 03 5 11.0 30.0 40.0
electrification. .
Mechanical and electrical energy per 1,000 hectares Horsepower._.___._. 2 3.9 73.4 1869 242.4
of cultivated land.
Use of organic fertitizer______._________________ Million tons___._______ 8.0 183 30.0
63.4 1140 1818

Use of organic fertilizer per unit of cultivated land_ Kilograms per hectare_._

Note: It seems strange that the area under crops is larger than the tillable land area. It is difficult to say whether there is
=R easonable explanation or the figures were simply inadvertently reversed. .

Source: Petrov and Molodtsova, p. 134. Most of the figures for 1952 and 1957 are from ‘‘The Ten Great Years'’; some of
“the figures for 1965 and 1970 are U.S. estimate; most of the other figures are estimated by Molodtsova.

Until the publication of Molodtsova’s figures, all Soviet sources
-carried pretty much the same estimates of China’s grain production:
wofficial Chinese statistics through 1957 -and significantly lower es-
timates than by most Western specialists, since 1960 (see table 3,
col. 1). The often drastic upward revision of the earlier Soviet estimates
by Molodtsova (table 3, col. 2) more than closed this gap: for 12 of the
25 years covered by the estimates, her figures of China’s grain pro-
duction actually exceed the CIA estimates (table 3, col. 3). Her
imaginative methodology (uncharacteristic for Soviet sinologists) for
arriving at the grain estimates for the 1957-73 period is presented in
table 4. The implications of the new figures suggest two somewhat
contradictory observations. On the one hand, they tend to negate the
universal Soviet contention of severe food shortages in China; on the
other hand, by inflating the base 1949 grain production, the new es-
timates tend to reduce the average annual rate of increase in grain
production over the 25-year period—placing it only slightly ahead of
population growth.
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TABLE 3.—PEOPLE'S REPUBLIC OF CHINA GRAIN PRODUCTION: A COMPARISON OF U.S, AND SOVIET ESTIMATES
- :

. [Million metric tons} . . . .
R ) v | i - -+ .7 "Soviet estimates - S
R ; Most A
. . frequently

U.S.
cited!  Molodtsova 2 estimates 8

! With the exception of 1976, the figures are from Z. I. Muromtseva, *‘Agriculture,” in M. I. Sladkovskiy et. al. (eds.y
“Kitayskaya Narodnaya Respublika: politicheskoye i ekonomicheskoye razvitiye v 1973 godu” (“Chinese People’s
Republic: political and economic development in 1973"") (Moscow: Nauka, 1975), pp. 153-164; the figure for 1976 is from I
Korkunov, et. al.,, ““China’s Economy in 1976,"" “‘Far Eastern Affairs,” No. 2,1977, p. 24. Estimates are said to be based:.
on Chinese and foreign sources. . .
: 2 Petrov and MolodtSova, p. 145. . . . X

3 Central Intelligence Agency, National Foreign Assessment Center, China: Economic Indicators, October 1977 (ER 77-

10508), p.-11. There are, of course, many other grain production series that might have been selected to illustrate the:
general magnitude of Western estimates. .

TABLE 4.—EFFECTS OF WEATHER, TECHNOLOGY: AND POLITICAL FACTORS ON' CHINA'S
GRAIN PRODUCTION-~

Possible

harvest

. Influence of under

Optimum harvest for agrotechnology existing  Effects of
weather conditions agrotech- political
— Effect of Etfect of nology and changes .

Deviation irrigation fertilizer weather and degree Grain.
from - and other application conditions  of labor  production.
. average Million factors (million (million intensit (million.
Year (weather conditions) (percent) tons  (percént) tons) tons) (percentg tons)
1957 (average)._.._.____ 100.0 182.5 . __ 2.5 1850 .. ____ 185.0
1958 (good). . . 102.5 187.1 +2.5 3.9 1957 +2.5 200. 6,
1959 (average)......___. 100.0 182, 5 ~2.5 4.0 18L.9 —50 172.8
1960 (bad). 97.5 177.9 ~5.0 9.1 178.1 —~10.0 160, 3:
1961 (bad). 95.0 173.4 ~2.5 6.5 175.6 -5.0 166.8
1962 (good). . .. 102.5. 187.1 -2.5 7.8 190.2 —5.0 180.7
1963 (average).. 100.0 182.5 . ~=2.5 1.7 189.6 —2.5 184.9
1964 (good)_ . 102.5 187.1 -2.5 13.0 195, 4 195. 4.
1965 Eaverage) 100. 0 182.5 . ___. 14.0 196.5 +2.5 201, 4.
1966 (bad)._ . - 97.5 177.9 +5.0 20.5 207.3 +2.5 212.5.
1967 (good). __ 102.5 187.1 ~5.0 2L3 217.8 .. 217.8:
1968 (average) 100.0 182. 5 +5.0 25.5 217.1 ~2.5 217
1969 gaverage) 100.0 182.5 +5.0 2.0 223.6 -2.5 218.0:
1979 (good)_ . . 102.5 182.7 +50 . 35,0 2315 e 2315
1971 (average) 100.0 182.5 +7.5 385 234.7 2.5 240.6
1972 (bad).. .. 97.5 177.9 +1.5 43.9 2351 oeao_ . -235. L
1973 (average)._..___._. 100. 0 182.5 +7.5 52.5 2487 .. 248.7

Source: Petrov and Molodtsova, p. 142, Molodstova uses 1957 as the average year for weather and production. She
estimates a 2.6 ton increase in grain production for every ton of fertilizer applied.
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C. Industry

The Soviets describe the development of China’s industry as compli-
cated and contradictory, and they divide it basically into just two
periods: 1949 through 1957 and 1958 to the present time. The first
period, which includes the First Five-Year Plan and followed the pre-
scribed Soviet line, showed rapid industrial growth and ‘laid a most
favorable foundation’ for the future successful development of China’s
industry. Then came the “adventurist policies” of the-Great Leap with
its emphasis on ‘“mass construction of handicraft industries” in key
branches of industry (for example, backyard steel furnaces), a drastic
reduction in the quality of production, overintensive use of existing
industries to the point of deterioration, and the absorption into in-
dustrial production of large numbers of subsidiary workers at the
expense of other branches of the economy—especially agriculture.

In the late 1950’s the Soviets reported China’s Great Leap economic
statistics without any commentary. It is difficult to say whether it
pained them to do so or they actually accepted these inflated data.
Now, of course, they concur with what is common knowledge in the
West—that the official production statistics published for the Great
Leap were gross exaggerations. Nevertheless, they maintain (not
unreasonably) that the growth which occurred in 1958 and 1959 was
due primarily to the completion of enterprises that were earlier ini-
tiated with the help of the Soviet Union. Soviet specialists give short
shrift to the 1962—66 period. They say that at least the gross mistakes
of the Great Leap were corrected and that by the end of 1962 the down-
ward trend in industrial production was reversed. In general, by the
mid-1960’s conditions in China for a return to planned economic
construction were good.

The Soviets estimate that the Cultural Revolution set back China’s
industrial development by 2 to 3 years. Most affected were the coal,
metallurgical, and electric power industries; labor productivity and
quality of production were also sharply reduced. It was not until 1969
that production once again reached the 1966 levels, and even then
not in all the branches of industry. :

The process of overcoming the consequences of the Cultural Revolu-
tion was slow and painful and the plan to achieve a 10-percent annual
growth in production was obstructed by continuing political campaigns
and conflicts between the pragmatists and the Maoists. The overall
goal was the development of a national military-industrial complex
(i.e., heavy and modern industry) and to obtain as much scientific
and technological assistance as possible from the advanced capitalist
countries. While Chinese industry (both national and local) had
experienced growth in the 1970’s, Peking has not been able to solve
many of the fundamental problems that affect industrial development,
such as insufficient raw materials and energy, outdated industrial
facilities, and the shortage of qualified specialists. As a result, between
1960 and 1975 the gross industrial production did not increase by
more than 3 percent per year.

Although IS)ovie‘r, and Western estimates of China’s production
figures may differ, there is actually little disagreement about the over-
all strengths and weaknesses of individual economic sectors or the
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specific problems facing the planners in Peking. The differences are in
perspective, in emphasis, and in evaluations of the rationality (or
muddleheadedness) of China’s economic policies. The following
review of the industrial sectors will be brief and dull; it will, where
possible, emphasize the differences in Soviet and Western percertions,
The Soviets believe that fuel and energy resources continue to be the
weakest of many weak links in China’s economic development and they
single out coal (China’s most important fuel) as the primary culprit.
Among the most important reasons why coal production has not
kept pace with the gross industrial production is the low level of
mechanization and automation in the large coal areas of the north.
While much of the increase in productivity in recent years came from
the small and medium-size mines around the country, China’s
efforts to make the provinces south of the Yangtse sgﬂ-suﬂicient
in coal have not been successful and despite the discovery of new
deposits, the Soviets believe that the costly north-south transport of
coal will have to continue. T
Although oil output grew more rapidly than the rest of China’
industry, it still accounts for only 12 percent of the country’s fuel'and
energy resources. According to the é)oviets, one of the reasons that
China speeded up the exploration for and development of petroleum
was “to make ends meet”’ in her trade with “imperialist monopolies.”
A more rapid development of oil resources has been hampered, how-
ever by the inadequacies of China’s refining capacities, storage facili-
ties, and transportation facilities both to the refineries and ‘to the
areas of consumption. The development of new oil fields and the build-
ing of additional pipelines continue, but even though China reduced
oil exports in 1976, the total production of petroleum goods are far
from adequate to meet her domestic requirement. The greatest
shortages are evident in the transportation field where there is a per-
petual shortage of liquid fuels. ‘ . S
The Soviets consider the insufficiency and inefficiency of electric
power—80 percent of which is still generated by coal-burning installa-
tions—to be the greatest problem in China’s energy picture. Prospects
therefore, depend to a large extent on increased coal production and the
results of China’s current efforts to improve and expand the. old
facilities. The Soviets concede that the most rapid growth in electric
power occurred in the hydroelectric sector, but here as in other indus-
trial fields, frequent criticism focuses on the size of the installations.
They clearly favor the large stations, like those which were built on.
the Huang Ho cascade, and think it is economically wasteful to,
scatter small hydro stations throughout the countryside. ' - o-
Both political and economic factors explain the “stagnant’ state
of China’s iron and steel industry. Most of the recent increase in.the
production of steel and pig iron came from the construction of small
and medium-sized plants, while the construction of large new plants
necessary for China to reach a production level of 30 million tons of.
steel annually is handicapped by limited capabilities in heavy machine
building and by the shortage of qualified specialists. The Soviets do
believe, however, that China is capable of constructing one enterprise
with 1-million-ton capacity every 3 years and a large combine with a
3- to 5-million-ton capacity every 5 years. The growth of many branches
of the economy is being held up because China’s metallurgy does not
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meet the country’s needs in terms of quantity, quality or assortment of
‘products. The Soviets conclude that even.with the purchase of foreign
metallurgical equipment, China will have to continue to import
metals—especially high-grade steel—from abroad. -~~~ = -~ = -
.* Although hampered by aishortage of construction materials: (espe-
cially rolled 'steel), China’s machine-building industry has made great
strides. Becauseof .military priorities, the greatest progress was
achieved in’electronics .and precision machine-tools. Other priority
fields in which China has ‘concentrated her machine-building efforts
are the mining, petroleum, chemical, and power industries, as well as
a variety of industries which produce equipment for agriculture.
However, the production figures can be deceiving, say the Soviets,
because most of the machine-tool production goes for replacement of
obsolete equipment. Furthermore, although the situation with small
machine tools is relatively good, the production of large, automatic,
and semiautomatic machine tools suffers from lack. of planning. The
policy of self-reliance and the weakness of .communication between
enterprises ¢auses every machine-building plant to attempt to be a
producer of machinery and of parts and, at the same time, to be a
repair station for the area.it serves. This, say the Soviets, is inefficient.

China’s chemical industry has been emphasizing :the production of
fertilizers; pesticides, plastics, synthetic fibers, drugs, and chemical
products of military significance. By modernizing old enterprises,
China’s petrochiemical industry has experienced good growth, but the
quality of production is well below world standards. The Soviets are
adamant in their criticismm of China’s policy of building the techno-
logically backward, small-scale chemical fertilizer plants which use
l