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LETTER OF TRANSMITTAL

May 2, 1986.
To the Members of the Joint Economic Committee:

Transmitted herewith for use by the Joint Economic Committee,
Congress, and the interested public is a study consisting of a compi-
lation of papers assessing the economy of the People’s Republic of
China entitled, “China’s Economy Looks Toward the Year 2000,
Volume 1—The Four Modernizations.” A companion volume con-
taining analyses of foreign trade and modernization of the science
and technology, military, and energy sectors is also being transmit-
ted at this time. This study is part of the Committee’s continuing
effort to monitor economic trends in the Communist countries.

The Chinese are embarked on an economic modernization proc-
ess of historic proportions. Early skepticism has given way to ap-
preciation and careful reassessment, especially with the success of
China’s rural reform. The fact the world’s most populous country
S:a(l; né)w feed itself and export food is an impressive achievement
indeed.

We are grateful to the Congressional Research Service of the Li-
brary of Congress for making available the services of John P.
Hardt to help plan the study. Dr. Hardt and Richard F. Kaufman
of the Committee staff coordinated and directed the project and
edited the present volume. Dr. Hardt was assisted by Donna L.
Gold and Jean F. Boone of the Library staff. We are also grateful
to the many government and private specialists who contributed
papers to the study.

It should be understood that the views contained in the volume
are those of the authors and not necessarily those of the Joint Eco-
nomic Committee or of individual Members.

Sincerely,
Davip R. OBy,
Chairman, Joint Economic Committee.
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HIGHLIGHTS

By John P. Hardt

_Under Deng Xiaoping, China has set forth on a course of ambi-
tious modernization of the economy. In the initial stages, especially
in the late 1970s when readjustment and retrenchment were re-
quired, the program of modernization and its targets for the end of
the century seemed neither credible nor attainable:

Quadrupling gross value of industrial and agricultural output.

Tripling personal income.

Doubling energy output; quadrupling electric power.
However, with rural reform initiated in 1979, urban reform an-
nounced in 1984, and the 1985 science and technology reforms to
more closely link research with economic requirements, the Chi-
nese are now following a consistent pattern of improved perform-
ance—a trend line that could bring them close to the overall tar-
gets, which so recently seemed unattainable, by the year 2000. To
be sure, a part of this early success represents recovery from the
economically disasterous Cultural Revolution under Mao and his
radical followers (the “gang of four”’) and improvements in the ab-
normally low productivity of China’s overcentralized Soviet-style
economic system. Still, by introducing extensive and wide-ranging
reforms, the Chinese appear to be developing a new form of social-
ism—a unique mixture of central planning and market forces, re-
ferred to as “a socialist system with Chinese characteristics.” If
successful, these programs for economic development would bring
China into the club of major powers, in one of the most rapid eco-
nomic transitions since the British initiated the industrialization
process in the eighteenth century.

Even prior to Deng’s modernizations, some of the economic ac-
complishments of Mao’s China were impressive. Industrial growth,
although variable, has been significant since the Communists took
power in 1949.

Still, a shift from extensive to intensive development in China—
following economic reform and restructuring of the economy—is
considered a necessary stage in all socialist development processes.
Reform of the Chinese economy has also been required to overcome
massive avoidable waste, central planning inconsistencies, exces-
sive regulation that has impeded cost reduction and mobility, and
lack of planning coordination that has led to significant cost in-
creases. Furthermore, in the Maoist past there was little incentive
to value costs accurately and to increase quality; innovation was
absent from the Chinese economy except for specific priority sec-
tors.

Sweeping, thorough-going reform by the year 2000 may not be
necessary to meet Deng’s goals of improved performance. Already,
significant deregulation of the centrally controlled sectors and
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widespread introduction of incentive systems has brought about im-
proved economic performance and this trend may continue.

@ Decentralization may substitute local for central control;
self-initiative for directed management; profit-seeking inno-
vation and retention of profits from the market for material
balances planning.

@ Prices may become flexible and responsive to relative scarci-

@ The traditional zero price attached to investment—a major
departure from scarcity pricing—may give way to interest
bearing loans to promote new projects and user taxes to re-
flect the scarcity value of existing resources.

The reform environment which has already produced significant
changes in China’s economy would suggest that additional changes
are likely to follow.

The most populous country in the world—its one billion people
represent more than one-fifth of the world’s population—China has
shifted its population policy in the last decade from the Maoist
view that more people are an asset, to a belief that unrestricted
growth of its population would be a severe economic burden. Gen-
eral health indicators have been comparable to those of many more
economically advanced economies, showing increased life expectan-
cy, reduced infant mortality, and decline of infections and specific
diseases. With a turn to population control during the last decade,
and through a variety of incentives and often stiff penalties, Chi-
nese authorities managed to lower birth rates from over 30 per
1000 in 1971 to 18 per 1000 in 1979 [from 2.3 to 1.2 percent natural
growth per annum]—an astonishing reduction in natural increase.
To maintain these levels of fertility despite a significant increase in
the number of young people in the reproductive ages—and as part
of a long-term demographic strategy to achieve a stable population
of 1.2 to 1.4 billion—China has been pressuring couples to have just
one child.

Even with a lower rate of population growth, there will still be
the need to create some half billion new jobs by the early 21st cen-
tury in order to maintain an accceptable unemployment rate of 5
percent or less. The traditional right to work has been challenged
by this acknowledged unemployment rate. Taking into consider-
ation both concealed unemployment and underemployment, urban
unemployment may be as high as 10-15 percent, or several times
the official rate. China’s industrial labor force may now be larger
than the total industrial labor force of all developing economies
combined. Once unevenly industrialized with major assets concen-
trated in Manchuria and the coastal areas, China is now in the
process of dispersing industry and transport throughout the coun-
try, contributing to the development of a national economy. In the
final analysis, the level of China’s unemployment and underem-
ployment will depend on the management of the countryside. The
goal is to increase non-agricultural activities in the rural areas, de-
velop small and medium sized towns, limit the proportion of labor-
ers involved in crop cultivation, and, of course, increase productivi-
ty. '

Although Maoist economic policy did not again intervene mas-
sively in the rural economy after the end of the Great Leap For-
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ward period of forced commune development (1958-60), agricultural
performance did not increase markedly before the introduction of
rural reform. In 1978 China was still dependent on imports to feed
its population despite technological advancements in seeds, fertiliz-
er, and water use. Moreover, roughly 40 percent of the urban popu-
lation in 1978 depended on imported cereals and even a larger pro-
portion was dependent on non-grain imports; in fact, China was
one of the world’s largest importers of edible vegetable oils and raw
cotton. In addition, rural income increased only very modestly in
the two decades from 1956 to 1978 as modern inputs into agricul-
ture were offset by the adverse effects of the rising man-land ratio.
Systemic inefficiencies generated by the emphasis on local self-suf-
ficiency, and the curtailment of rural marketing that precluded ef-
ficient matching of agricultural supply and urban demand contrib-
uted most to the retardation of effective rural growth.

The most notable achievements of Deng’s modernizations to date
have followed the introduction of rural reform in 1978 when the
800 million people in the countryside, previously organized in egali-
tarian communes, shifted to a family responsibility system. Not
only did output in grain and basic necessities such as cotton fiber
increase, but rural industry burgeoned, representing now 10 per-
cent of total industrial output and employing 20 percent of the
rural labor force. The successful expansion of food production and
population control programs have permitted the world’s largest
nation to escape the specter of Malthus and become an exporter of
food. Personal income and rural output increases during the rural
reform period have been impressive:

® Peasant income has doubled in less than a decade; per capita
farm income rose from 134 to 310 Yuan during the years
1978-1983. Increased rural income resulted in a sharp rise in
peasant consumption and private housing construction. The
sharply differentiated incentive system has changed not only
land tenure but the social structure of rural China.

® From 1978-84, grain production grew 4.9 percent as com-
pared to only 2.1 from 1957-78.

® Output of other crops grew still more rapidly as China
became a net exporter of coarse grains, soybeans and raw
cotton.

These increases were accomplished without a significant burden
on centrally planned investment. While state investment in agri-
culture decreased, the use of rural credit went up. Moreover, in-
creased output was produced on reduced acreage in cultivated
farmland through more efficient use of existing resources—in part
a result of increased incentives inherent in the family responsibil-
ity system. The national self-sufficiency of China, indeed the devel-
opment of an agricultural export capability, is a major accomplish-
ment; it is of global importance that the PRC, with one-fifth of the
world’s population, is no longer a burden on world food resources.

While by key per capita income measures China still ranks near
the bottom among developing countries, viewed in the historical
perspective Chinese human resources are being well used and
served in their development process. As the Chinese economy has
grown, so have Chinese consumers’ expectations—from the income
level typical of a developing country where workers and peasants
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alike worked to buy bicycles, watches, sewing machines and radios,
to the current expectation of successful peasants and workers for
consumer durable goods such as motorcycles, refrigerators, and tel-
evision sets.

Although the PRC’s post-Mao economic success has been notable
to date, it would be even more remarkable if the growth continued
unabated to the year 2000. Continuity of the trend toward attain-
ment of the goals for the year 2000 is moored on a number of as-
sumptions and could create a variety of problems which are dis-
cussed below.

(1) Political support of -the principles of modernization, reform
and openness is likely to continue, even after Deng’s passing.

® The framework of modernization, openness and reform has
been broadly accepted, but the specific policies for proceed-
ing through the various stages of change are still being
worked out. To assure continuity of reform, political steps
have been taken which are intended to stabilize the leader-
ship and provide for smooth succession. Change after Deng
seems likely to move toward a more orthodox Leninist politi-
cal and economic system rather than a revival of radical
Maoism.

® While the system will not move toward pluralistic democra-
cy, the Party and State may be progressively less obtrusive,
oppressive, and may intervene less in the professional proc-
esses of the economic system and its responsiveness to
market stimulating forces.

® Surface consensus may mask a lack of resolution of funda-
mental differences in view. Deng has been successful in
eliminating the most obvious and vocal opponents and ob-
taining a strong consensus for the general framework of eco-
nomic policies currently pursued. Future reform policies rep-
resent wide options consistent with the framework of re-
forms advocated and implemented by current Chinese lead-
ers led by Deng. However, the consensus may break down as
the leadership moves from general to specific policies in the
post-Deng period.

® The political succession strategy followed to date appears to
be successful. That strategy has consisted of placing poten-
tial successors in key posts; reorganizing the Party and State
institutions (including military) to provide solid bases of po-
litical support; convincing the Party of tne need for reform;
and reinstituting the Chinese political process to protect
leadership from serious challenge and charges that reforms
threaten economic stability, cultural integrity, and social
equality. However, continuation of political support over the
long run may fracture, particularly as the impact of specific
reforms becomes evident.

@ Attention to the problems of corruption and divergence from
an equitable and effective incentive system will need to be
continued after Deng’s passing to assure the full fruits of
modernization are secured.

(2) The full cost of attaining economic goals by the year 2000 is
substantial, though perhaps sustainable.
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@ The changes resulting from accelerated economic growth and
reform under Deng Xiaoping such as destabilization of the
established Communist political economic system, diversifica-
tion of culture and opening of the society, are no less radical
than the political-ideological changes instituted under Mao.

® The cultural and social impact of increasing inequities and
changing social status, resulting from progressively differen-
tial incentive systems, may be substantial. The economic re-
structuring or reform process may create an upper and an
under class in rural and urban settings that could generate
social and ideological backlash.

@ The creation of a new managerial, scientific and intellectual
elite may not be deemed sufficiently beneficial to justify its
full social, cultural and political costs.

(8) Population pressure may reemerge to swamp production gains.

@ China hopes to stabilize population at 1.2 billion, but it is
more likely to grow to 1.4 billion before leveling off in the
21st century. The 200 million difference is critical to China.

® Draconian measures to control births through the demo-
graphically hazardous period of high fertility may come into
conflict with the natural desire for more children.

(4) Bottlenecks may arise with diminished returns to inputs, thus
slowing real growth.

@ Long-term increases in agricultural output and productivity,
albeit difficult, may be sustained through continued incen-
tive effects of decollectivizing land holdings; increased spe-
cialization and marketization; continued stimulation from in-
creases in key modern inputs—e.g. mineral fertilizer. Howev-
er, each of these important sources of past growth in produc-
tivity may have diminishing effects in the future.

@ Success in rural production will make more important the
necessary improvement in the underdeveloped rural infra-
structure and marketing systems. Incentives to facilitate
marketing are urgently needed—development of rural infra-
structure, inland waterways, water supply, power genera-
tion, rural road network, storage, refrigeration, and food
processing may all be significant for continued improvement
in productivity.

@ Effectively joining increased supplies in rich rural provinces
with demand in urban and other less productive provincial
areas will be a challenging, complex process of transport de-
velopment.

® There are at least two schools of thought on continued poten-
tial in Chinese rural economy: 1) Outside Sources of Growth:
Improvements in the future must come from outside the
rural economy; i.e., rural gains have been largely exhausted,
now increased state investment. is needed to improve trans-
port marketing networks and other ties to the national econ-
omy; 2) Rural Sources of Growth: Improvements in perform-
ance are still possible inside the rural economy; financing
may come from reinvestment by rural collectives and peas-
alnt households. These views are not necessarily mutually ex-
clusive.
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(8) Success in urban reform will have to resolve inherent dilem-
mas.
® Urban reform with its shift from mandatory to guidance

planning is more complex than rural reform; the key to ef-

fective decentralization is a good profitability measure: one
based on prices and costs which reflect relative scarcity and
on interest rates and taxes which respond to market forces.

@ Shift of decision-making power from the center to enter-
prises and from the planning bureaucracy to professional
managers may be politically easier now while Deng has
broad-based support for reform, but, without the concomitant
development of rational prices, interest rates and other mon-
etary measures necessary to determine profitability, it will
be difficult to evaluate success under guidance planning.

@ Continued centralized, mandatory planning in critical sec-
tors such as energy, transportation, and defense, may re-
strict development of guidance planning. Incremental
changes may be effectively made, but the assurance of suc-
cess through partial reform is currently lacking.

(6) Restructuring and reform of scientific and research community
may not create dynamic environment needed by the year 2000.

@ Early benefits of the closer marriage of research and produc-
tion must be continued and expanded; otherwise, scientific
and technological reform may be of short duration and limit-
ed impact.

© New incentive systems must be continuously supported with
greater effort and sacrifice to keep up the momentum
toward a dynamic and innovative scientific and technological
environment.

In its drive toward modernization, China can and does point to
numerous successes while, at the same time, showing considerable
realism regarding the problems and obstacles which will have to be
overcome to assure continued economic growth. How well the PRC
does in pursuing modernization will have a far-reaching impact on
both China’s domestic and foreign policies, and on prospects for
peace and stability in East Asia and the world.



I. SETTING

CHINA’S MODERNIZATION: DEVELOPMENT AND REFORM
IN THE 1980’S

By A. Doak Barnett*

China has embarked on one of the most ambitious developmental
programs in history. Its leaders have set as their target the quadru-
pling of the country’s gross industrial and agricultural output
during the final two decades of this century. Their goals encompass
much more than growth, moreover. They are strongly committed to
the reform of China’s economic system. In effect, they are attempt-
ing, pragmatically and experimentally, to develop a distinctive Chi-
nese version of socialism, based on a new mix of state planning and
“market forces.” They also are involving China in the internation-
al economy to an unprecedented degree. Proclaiming that their
new “‘open door” policy will continue for the indefinite future, they
not only have turned outward to promote foreign trade; they are
now vigorously attempting to attract the governments and corpora-
tions of the major industrial nations to participate on a large scale
in joint ventures, direct investment, and varied forms of economic
cooperation in China. -

This volume, the sixth in the series of Joint Economic Committee
studies of the Chinese economy, examines in detail the most impor-
tant developments in major sectors of the economy, and the com-
plex political and social as well as economic factors that will affect
the course of China’s modernization in the 1980s. The authors of
the more than fifty essays in the volume are among the most com-
petent and best-informed specialists anywhere on their subjects,
and each of their essays includes careful analyses of key issues, as
well as basic statistical and other data required for such analyses.

It would be foolish, in this introductory essay, to try to summa-
rize the rich data and argumentation contained in the essays that
follow, and I will not attempt to do so. What I will do is give one
man’s views and judgment on a few of the basic questions that can
be raised about the new course on which China is embarked—the
reasons for China’s new policies, their characteristics, some of the
problems and obstacles they face, and their prospects. To deal with
large questions in a few words inevitably involves oversimplifica-
tion. Moreover, as readers will see when they read the detailed
essays that follow, because realities in China as elsewhere are com-
plex, even specialists using the same data can arrive at differing

s ‘Erofessor of Chinese Studies, Johns Hopkins University School of Advanced International
tudies.
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Jjudgments. The personal judgments contained in these introductory
comments are presented, therefore, more as a guide to questions on
which judgments must be made by all interested observers than as
a statement of any non-existing “revealed truth” or generally ac-
cepted “conventional wisdom” about China’s development in the
period ahead.

The starting point for understanding the enormous changes that
have been taking place in China since the death of Mao in 1976
must be a recognition of the severe crisis that China experienced
during the final decade of the Maoist era. In effect, there was a
breakdown of the political system in China during the so-called
Cultural Revolution, in the late 1960s and early 1970s. This break-
down not only disrupted the economy at that time; it led many in
the leadership—especially ones who had been victimized during the
Clll[tqral Revolution—to raise basic questions about past Chinese
policies.

The economic problems that faced China in the immediate post-
Mao period were not simply the results of the Cultural Revolution;
they were more fundamental than that, and some Chinese leaders
had come to recognize this fact. Despite notable economic accom-
plishments during the twenty-seven years from the Communist
takeover in 1949 until Mao’s death, by the late 1970s it was clear to
many Chinese leaders that both the policies of the 1950s, based on
the Soviet model of centralized state planning, and the later-Maoist
policies stressing mobilizational methods and egalitarian goals, had
grave shortcomings, and that the systemic problems which had ac-
cumulated over more than two decades required major innovations
in policies. These problems were basic ones: gross inefficiency and
extremely low productivity of both capital and labor due to over-
centralized and ineffective planning, bureaucratic ossification, a
distorted price system, a lack of effective incentive systems for
peasants, workers, or managers, and many other shortcomings. It
was recognition of the seriousness of these problems, as well as the
traumatic effects of the Cultural Revolution, that created a sense
of major crisis in China after Mao’s death, and it was this sense of
crisis that predisposed many Chinese leaders to consider major
policy changes.

Within two years of Mao’s death, a new leadership, led by Deng
Xiaoping and committed to economic reform as well as develop-
ment in China, achieved predominance in Peking and began to
chart a new course for the country. Many observers had predicted
that there would be an extremely disruptive struggle for power in
China after Mao died. Actually, by the standards for succession in
most Communist or other authoritarian regimes, the succession in
China was relatively rapid and smooth. Immediately after Mao’s
death, China’s leading radicals were ousted, and by the time of the
Third Central Committee Plenum in late 1978, Deng achieved pri-
macy and took over the reins of power from the transitional lead-
ers who had functioned under Hua Guofeng.

Deng has enjoyed personal supremacy ever since 1978, and he
has been the prime mover behind China’s new policies—even
though he has not assumed the top organizational positions in
either the party or the government. However, Deng has not exer-



cised—nor, apparently, wished to exercise—the kind of one-man
domination over policies that characterized the late Maoist period.

While the leadership in China has shared a broad consensus on
the need for new, pragmatic approaches to modernization, there
have been significant differences within the leadership on priorities
and methods, and debates on economic policy have been continu-
ous. These debates have focused on many questions, such as the
degree to which stress should be placed on reforming the economic
system or on maintaining economic balance and stability, on the
extent to which economic decision-making should be decentralized
or centralized, on the particular mix of central planning and
“market forces” that China should aim for, and on the lengths to
which China should go in “opening its door” to the West.

There has been little evidence of support at the top levels of the
leadership for the “Maoist” approach characteristic of the late
1960s and early 1970s—although there may well still be some sup-
port for such policies at middle and lower levels of the system.
There has been some evidence that a few top leaders may still view
the Soviet model of the 1950s as their ideal, and might be predis-
posed, if they were able to do so, to move the Chinese system to-
wards a higher degree of centralized—and, hopefully, “better’—
state planning; however, such a viewpoint, to the extent that it
exists, has not shaped the basic direction of policy in recent years.

The most important policy differences since 1978 have been be-
tween the major reformers, led by Deng Xiaoping and his closest
supporters, including Party General Secretary Hu Yaobang and
Premier Zhao Ziyang, and more cautious leaders associated with
Chen Yun and his closest supporters (who have been labeled by
some as “adjusters” or conservatives, but might well be labeled
“cautious reformers”), who have emphasized the need for control,
balance, and stability in the economy. The latter group has had a
large influence on economic policy in recent years as China has un-
dergone a prolonged period of “economic readjustment,” and Pe-
king’s overall policies have, in the recent period, represented a
series of compromises between those pushing for reforms and those
stressing stability. However, the basic thrust toward reform has
been sustained, and many major changes in China’s economic
system have already occurred and continue to occur.

Deng has proven to be a remarkably skillful political leader,
able—from a position in the background rather than the fore-
ground of the leadership—to build coalitions to support policies
that have moved China steadily in the direction of his vision of
modernization.

The breadth of the reform efforts now taking place under Deng’s
aegis is impressive.

Politically, many steps have been taken to try to stabilize the
leadership and lay a basis for a smooth succession after Deng; to
retire older leaders and bring about a generational change by ap-
pointing to key positions younger, better educated; and more pro-
fessionally competent specialists; to evolve a more systematic, ra-. .
tional decision-making process with a larger input from experts.in..
relevant fields; to make full use of China’s non-party as well as
party intellectuals and technicians; and to carry out broad reforms
through restructuring of the bureaucracies. The reform efforts also
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have involved a significant, even if still limited, political “liberal-
ization” (though not to the extent of tolerating open dissidence); a
cultural thaw that has allowed a revival of interest in China’s past
and greatly broadened contacts with the outside world; and, most
important, a great increase in the flow of information of all sorts in
China, of frank discussion of the real problems facing the country,
and of informal debate on the policies needed to cope with these
problems. The leadership also is taking steps to expand and im-
prove the quality of education in China and to accelerate the devel-
opment of science and technology. It is building, gradually, the
foundations of a modern legel system, although at the same time it
is clamping down severely on corruption and violent crime in ways
that raise questions about the net effects of the new trend toward
legalism. The leadership also has taken some limited steps to
broaden grass-roots political participation.

What have been the consequences of all these developments? The
results have varied. In some cases, the effects are already visible
ia).nd significant; in others the process of change has obviously just

egun.

Deng appears to have been remarkably skillful in arranging for
his own succession, placing men who share his vision of the future
into key Party and government posts and helping them gradually
build their own bases of support. Of course, successions in authori-
tarian regimes are inherently unpredictable. Nevertheless, with
the groundwork for the succession already laid, the prospects now
appear reasonably good that there will be continuity in both lead-
ership and policies in the period ahead after Deng goes.

The improvements that have taken place in the policy-making
process have been notable and real. Decisions are arrived at in a
much more orderly and systematic fashion than was the case in
the late Maoist period, and policies are now based on more consid-
ered analysis of problems and policy options, and greater informa-
tion about problems, than was the case in the past.

Generational change in the leadership at all levels is proceeding
gradually—despite the resistance of many older leaders who have
no desire to be retired—and in both the Party and government
younger and more competent people are steadily being placed in
responsible posts.

How much effect the effort to restructure the bureaucracies has
had is unclear. On paper, the changes have been substantial, but in
this field there is evidence that suggests the changes may be less
than meets the eye, in some respects.

The role of intellectuals clearly has improved, and their talents
are being used more effectively than in the past. Yet, it is clear
that there is resistance from old Party functionaries at lower levels
of the regime to the new policies, and neither China’s top leaders
nor its intellectuals are satisfied that current policies towards in-
tellectuals are being adequately implemented.

In the fields of science, technology, and general education, defi-
nite progress is being made, but China has only begun to fill the
gap in essential skills that resulted from the chaos in education
and research in the late 1960s and early 1970s. It will be many
years before this can be accomplished.
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Some progress is being made in building a legal system, with pri-
ority being given to adoption of laws regulating economic activities.
However, in the legal field, China has an enormous way to go, and
it will not be easy to overcome long-standing Chinese traditions,
which have stressed rule by men rather than by laws and, more
recently, Party dominance of legal institutions.

The cultural thaw in China has been real, and it has had stimu-
lating, liberating effects on much of society. Moreover, even though
there have been strict limits to political “liberalization,” the loos-
ening of political control, the increased flow of information from
foreign as well as domestic sources, and the increase in the open
and frank discussion of problems and policies, have changed the
nature of political discourse in China in many respects.

Ideology in its Marxist-Leninist-Maoist form is now much less sa-
lient in Chinese society, and much less intrusive in individual lives,
than at any time since the Communist takeover in 1949. Clearly,
ideology continues to influence thinking and action, but it imposes
fewer constraints on either than was the case in the past, in part
because the content of ideology is now being continuously reap-
praised and redefined. Today, patriotism, appeals to the traditional
national goals of “wealth and power,” a pragmatic emphasis on
problem-solving, and appeals to individual and family self-interest,
appear to be in many respects the main influences on the behaviior
of both leaders and the population at large.

The net effect on the political system of all these changes has
been substantial. The changes do not point towards the emergence
of China as any kind of pluralistic democracy in the Western sense,
and there is little possibility that China will move very far in such
a direction in the foreseeable future. The Chinese political system
is, and will continue to be, basically authoritarian. Nevertheless,
the changes since the late 1970s have been important and have
made the system much less totalitarian than it was during the
Maoist period. The Party and state are now much less intrusive,
and less oppressive, then in earlier years, and ordinary Chinese
now are able to live more “normal” lives, much less subject to ideo-
logical and political pressures than in the past. It is now legitimate
for ordinary Chinese to pursue personal goals, not just collective
o(xiles, and the opportunities for them to do so have steadily expand-
ed.

Political reform has been, in may respzcts, important in its own
right to China’s post-Mao leaders; they have been determined to
make changes that will minimize the possibility of any recurrence
of the excesses of one-man rule, ideological extremism, and the in-
tense class struggles characteristic of the last years of Maoist rule.
However, probably the main motivation for the political changes
has been the leadership’s recognition that, to achieve their goals of
economic development and modernization, changes are required in
both the political and economic systems in China, and such
changes are linked in many respects.

The fundamental goals of the present leadership, above all, are
economic. Really for the first time since 1949, the leadership is
giving clear priority to economic development over any other ideo-
logical or political objectives, and has recognized that, to achieve
sustainable economic growth, there must be basic reforms of the



6

economic system, and that economic reform must be part of a
broa}tldlly based modernization program encompassing the society as
a whole.

The eight years since Mao’s death constitute a relatively brief
period in which to judge the course of economic reform and devel-
opment in China, and even in this period there have been signifi-
cant zigs and zags in policies, and both spurts forward and retreats
in the process of economic reform. These can be explained in part
by the differences in views and the debates within the leadership,
resulting in compromises and shifting coalitions. However, differ-
ences over policies in this period should not be exaggerated; they
have been less important than the basic shared consensus on the
general direction of desired. economic change. Moreover, many of
the zigs and zags are explainable in terms of the learning process
that the Chinese leadership as a whole has been going through as
China has traveled uncharted paths. The fundamental approach of
the leadership under Deng has been to introduce new policies ex-
perimentally, then to broaden their application, and to adjust
them—repeatedly, if necessary—to take account of changing reali-
ties or perceptions of reality, and to cope with new problems and
unanticipated consequences of policy changes as they arise.

The first step toward a new modernization program was taken
immediately after Mao’s death, during Hua Guofeng’s brief period
of ascendancy. At that time, the Chinese leadership, in 1978, em-
barked on a hastily prepared, ill-conceived, developmental “great
leap.” Within a few months, however, many Chinese leaders recog-
nized the impracticality of that program, and less than a year after
it was started, a retreat began. The huge capital investments made
in that period had fiscal and monetary effects that created serious
inflationary pressures and budget deficits, which alarmed the Chi-
nese leadership and strengthened the influence of those favoring
cautious policies stressing economic stability and only very gradual
reform. The views of such people were crucial in the decision to
adopt a policy of “readjustment, restructuring, and consolidation”
in 1979. Originally defined as a policy to be implemented for three
years, the period of readjustment has been repeatedly extended.

Nevertheless, over time, steps toward ‘“restructuring”—ie., to-
wards systemic reform—have occurred in many areas, and as a
result the economic system has in fact been undergoing a process
of significant change. Throughout this period, there has been a
broad consensus within the leadership on certain matters: that pri-
ority should be given to civilian economic development over mili-
tary modernization; that greater attention should be given to agri-
culture and to light industry in comparison to heavy industry; that
a serious effort should be made to increase production of consumer
goods, improve services to the population, and raise living stand-
ards; that in heavy industry priority must of necessity be given to
eliminating key bottlenecks, especially in energy, transportation,
and construction materials: .

Actual policies, as they have developed, have-been less than fully
consistent with these generally agreed.upon priorities. After an ini-
tial cutback, for example, investment in heavy industry again
started to rise, and investment in agriculture has been less than
the original priority would seem to have indicated. Nevertheless,
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the restraints imposed on military spending, the new emphasis on
agriculture and light industry, and the great stress on the need to
solve energy and other key problems have had a major effect on
the economy and continue to be of basic importance.

In many respects, there also has been a fairly broad consensus in
this period on what some of the directions of systemic reform in
the economy should be. Despite continuing differences on how far
and how fast to go in trying to reform the economic system, and in
fact on exactly how to proceed in implementing specific reform
policies, there has been—and continues to be—fairly broad-based
agreement on the need to improve central planning while restrict-
ing its scope; to decentralize a considerable amount of economic de-
cision-making to local governments and individual enterprises; to
devise more effective incentive systems through wage adjustments,
bonuses, price adjustments, and other steps to encourage individual
incentives for workers, peasants, and enterprise managers; to rely
more on the “market,” not only allowing an expansion of local free
markets, but also encouraging a proliferation of other commercial .
channels outside of the state trading network and central plan; to
encourge the development of more cooperative (as contrasted with
state-owned) urban enterprises; to tolerate the growth of some
small-scale individual private enterprises, especially in the service
sector; to adjust prices and revise taxes in ways that can increase
incentives while maintaining overall central control; and to place
much greater emphasis than in the past on expanding foreign eco-
nomic relations through increased exports and imports, foreign bor-
rowing, and the encouragment of foreign investments and joint
ventures in China.

Some steps have been taken in all of these areas, and many al-
ready have had favorable effects on the Chinese economy. At the
same time, many changes, while helping to cope with some prob-
lems, have created entirely new problems. The process of economic
reform is extremely complex, and it is still in its early stages. It is
proceeding incrementally, and its ultimate outcome is not yet clear
by any means.

The sector of the economy in which reform has been most dra-
matic, and the effects most spectacular, has been agriculture. In
the years since 1979, the commune system has been abandoned.
Under the new ‘“responsibility system,” actual management of
farming has been decentralized in most of the country down to the
level of individual households. In practical terms, this has meant a
return to family-based farming. Families are assigned a portion of
land to farm, they sign contracts under which they commit them-
selves to produce a given amount of crops for the state, and then
they themselves own and dispose of output above that contracted
amount. (The communes exist, but they have much more limited
functions than in the past; in many places their main function is
development of local industries.)

The effects of the decollectivization that has taken place in
China have been extraordinary. Chinese agriculture has grown far
more rapidly in recent years than anyone believed possible. There
has not only been a great increase in the overall value of agricul-
tural output; a very significant diversification of agricultural pro-
duction has taken place, with increased attention to crops other
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than grain and to animal husbandry, fisheries, and other non-crop
activities. Moreover, so-called “sideline” activities have greatly ex-
panded, and there has been a rapid growth of both local industries
and commerce in rural areas. During the recent period, agriculture
has been the most dynamic sector in the entire Chinese economy—
something few would have predicted before the new policies were
introduced.

A number of factors have contributed to the rapid growth in ag-
riculture and overall success of the regime’s new agricultural poli-
cies. Favorable weather during several successive years has been a
factor. Adjustments in agriculture prices have also been important.
There also has been an increase in some inputs into agriculture,
such as fertilizer, which has had a favorable impact. However,
without any doubt, the increased incentives given to peasants
under the “responsibility system” have been of crucial importance.
The new policy has helped to release deep-rooted entrepreneurial
impulses among China’s peasants that long have been suppressed.

Despite the dramatic short-run effects of reforms in agricalture,
the long-term prospects in this sector are less clear. The Chinese
cannot expect to sustain the high rates of agricultural growth
achieved in some recent years—eight to nine percent—and it is
possible that the key role that increased incentives have played in
recent successes will be less effective over time. Almost certainly,
the Chinese will be compelled, at some point in the future, to
invest much larger resources than they have been willing to invest
to date in modernization of agriculture. It is also possible that they
will discover that, even with the responsibility system that gives
basic farming decisions to the family unit, they will need to devel-
op voluntary cooperative organizations in the countryside to deal
with problems that are better coped with collectively than individ-
ually; there are some signs that experiments in voluntary coopera-
t(:}i}\;(.a organizations already are taking place in certain areas of

ina.

The changes that have taken place in China’s rural economy
have had a very profound effect on the four-fifths of China’s popu-
lation that still lives in the countryside. However, the one-fifth of
China’s population that lives in urban areas have not, to date, seen
such far-reaching changes. Reform of the industrial and urban
economy, encompassing the most modern sectors of the Chinese
economy which produce more than two-thirds of China’s goods and
services, have proven to be more difficult, and slower, than reform
in the countryside. Nevertheless, there have been significant
changes, some of them with fairly far-reaching effects.

Greater authority has been given to both local governments and
individual enterprises to make major decisions. One measure of
this is the fact that now roughly one-half of all capital construction
investments in China are outside of the central state budget. In the
past few years, there have been several adjustments in wages, and
a major effort has been made to increase incentives for workers
through revised bonus systems. There has been widespread experi-
mentation with profit-sharing systems designed to give greater con-
trol of resources to individual enterprises, and, over time, the
amount of profits retained by enterprises has steadily increased.
Recently, the central authorities have begun introducing a system



of taxation that will replace profit-sharing, which the leadership
claims will both enhance the incentives for enterprises and in-
crease revenues to the center. Efforts have been made to try to
strengthen the authority of managers and technicians within indi-
vidual enterprises, and to limit the intervention into economic mat-
ters by local Party functionaries. New management training pro-
grams have been instituted on a fairly broad scale, and experi-
ments of many kinds are underway to improve the efficiency of en-
terprise management. There has been a fairly rapid growth of co-
operative enterprises in urban areas, and the regime is not only
tolerating but actually encouraging the revival of small-scale enter-
prises in various service fields.

There is considerable evidence to suggest that the steps toward
reform in urban as well as rural China have stimulated latent en-
trepreneurial impulses of a kind that have been very strong in
China in the past. Despite the fact that the Chinese economy re-
mains, in basic respects, a “command economy,” there are now im-
portant and growing elements of competition being built into the
system, not only in the competitiveness of the small cooperative
and private sectors of the economy, but also in the growing compe-
tition within and among state-owned industrial and commercial en-
terprises, which still account for most of China’s economic output.

In October 1984, the Chinese Communist Party Central Commit-
tee adopted an important decision on the reform of China’s econo-
my, which marked a new stage in the process of changing the
urban and industrial economy. It calls for fairly far-reaching steps
to restrict central planning and to decentralize more decision-
making to the enterprise level, and, most important, to start major
reform of the price system (which requires changes in the existing
system of subsidies for the urban population as well as of the
present wage and labor system). This decision was heralded as the
beginning of comprehensive reform of China’s urban economy,
g;lrpparable in scope to the reforms already carried out in rural

ina.

Even though the steps taken towards reform already have had
some effects, however, the major tasks of industrial and urban
reform still lie ahead. Probably the most difficult economic prob-
lem facing the Chinese leadership in the period immediately ahead
is how to reform the country’s unrealistic price system. Peking’s
leaders recognize that price reform is essential, but they also real-
ize, correctly, that reforming the price system will be a complicated
and risky process, and they are still debating how to do it. Price
reform is extraordinarily complex because it involves virtually
every other aspect of the economy, and changing the price system
will require a wide range of other changes, for example in the
system of subsidies that now ensure low food costs, rents, and fuel
costs to urban residents, and also in the basic labor and wage sys-
tems in urban China. The process of price reform is risky because
it could trigger inflation that would be very destabilizing for the
economy, and increase the danger of social and political unrest.
Nevertheless, reform of the price system will be essential, eventual-
ly, if the regime’s general program to reform the industrial and
urban sector of the economy is to succeed.
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Until the price system is changed, reform in the industrial and
urban sector will continue to lag behind reform in agriculture.
However, there is another area in which enormous, rapid change
has occurred, with far-reaching effects, since the late 1970s—
namely, the field of foreign economic policy and China’s relation-
ships with the world economy. During most of the decade before
Mao’s death, China’s dominant leaders appeared to be deliberately
isolationist, and in pursuit of “self-reliance” China cut its ties with
most of the rest of the world. Since 1978, there has been a complete
turnabout in China’s policies in this respect. The present leader-
ship not only stresses the importance of expanding trade, and espe-
cially the need to import advanced technology; they have begun
borrowing abroad (albeit still moderately and cautiously), have
opened up China to foreign investments and joint ventures, and
have created a number of special “economic zones” in which pref-
erential treatment is granted to foreign businesses. Since adoption
of the “open door” policy in the late 1970s, the regime’s emphasis
on foreign economic relations has steadily grown.

China’s foreign trade has been increasing during these years at a
rate substantially above that of China’s overall economic growth.
Foreign investors have been cautious about the establishment of
either joint ventures or wholly owned foreign enterprises in China;
nevertheless, over time, these have gradually increased, especially
in the special economic zones. And, in the last year or two, major
Western companies have increasingly become involved in large-
scale projects for the development of oil, coal, and other basic re-
sources in China. In addition, the World Bank and other interna-
tional economic institutions have embarked upon large cooperative
programs with the Chinese.

China’s present leaders stress, convincingly, that their “open
door” policy is an integral part of, and essential to, their overall
modernization program, because, they say, they recognize that they
will need foreign scientific knowledge, capital, and technology for
the indefinite future. They assert, moreover, that not only is this a
long-term policy, but that they intend to open steadily up the
entire country for foreign and joint ventures. (The recent decision
by the leadership to extend to fourteen major coastal cities in
China many of the special provisions now in effect in the four origi-
nal special economic zones was a major step in this direction. How-
ever, the subsequent decision to reduce the number from 14 to 4
revealed the difficulties of opening the country.)

All of these developments have moved China along a path lead-
ing towards an unprecedented degree of involvement in the world
economy. There is little doubt that this will reinforce as well as
support and add to the pressures for, systemic economic change
within China. At the same time, it will doubtless create difficult
new problems for the Chinese leadership, since the complexity of
implementing national plans is likely to increase as the impact of
world market forces on the Chinese economy increases, and the for-
eign impact on China will have side effects considered undesirable
by many Chinese.

No one, including the Chinese themselves, can accurately predict
exactly what the Chinese economy will look like if and when all
the reforms now being initiated or contemplated are actually car-
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ried out, but the direction of change is toward a mixed economy
with reduced central control and planning and increased scope for
market forces. How far the Chinese will move in this direction is
not yet clear. At present, Chinese leaders are eclectic. They are
trying to borrow what is useful from the experience of many other
countries, including ones such as Hungary that have gone fairly far
down the road of “market socialism,” but they also are borrowing
from the experience of many other countries including some of the
most successful capitalist economies of East Asia, such as South
Korea, Taiwan, Hong Kong, and Singapore. However, Peking’s
leaders recognize that China cannot follow anyone else’s model.
They intend to evolve their own unique mixture of policies and sys-
temic reforms.

Nevertheless, the overall trend of policy in China is likely to be
in the direction of reduced central planning and increased reliance
on market forces, or, in other words, towards a modified socialist
system that might deserve the label of “market socialism.” So far,
only the first steps have been taken in this direction, and there
will be some large obstacles, and resistances, to moving very far
along this road. Nevertheless, there will probably be strong, con-
tinuing pressures to move in this direction, in order to increase the
efficiency and productivity of the Chinese economy.

Despite the fact that the process of reforming the economic
system of China is still in its early stages in many respects, the
overall rate of growth of the Chinese economy has been respectable
and is increasing. In the period immediately following Mao’s death,
during 1978-79, the rate of growth in China was clearly too rapid,
and resulted in serious budgetary deficits, inflationary pressures,
and sectoral economic imbalances. The policies of economic “read-
Jjustment,” adopted to cope with these problems, slowed the rate of
growth. However, during the past two years, the rate has again ac-
celerated, resulting, according to China’s official statistics, in a
nine percent rate of growth in national income in 1983, and a rate
during the first half of 1984 that was even faster.

While the recent increase in China’s rate of growth has been im-
pressive, it highlights continuing problems that face the Chinese
economy. Actually, the rate may have approached a level that the
leadership considers more rapid than is desirable; it is about double
what the central planners had projected for this period. Although
increased agricultural productivity has been one explanation for
the rising rate of growth, another has been an increasing rate of
growth in industry due not primarily to increasing efficiency or
productivity but to continued high levels of investment. What the
Chinese leadership hopes to achieve is a substantial rate of growth
(the goal of quadrupling production by the year 2000 requires an
average rate of perhaps seven to eight percent growth a year from
1980 to the end of the century), but through increased productivity
rather than extremely high rates of investment. So far, they have
not been able to achieve this, and in order to achieve this they will
have to go further than they have on the road towards industrial
and urban reform.

It is beyond the scope of this brief essay to dicuss all the specific
economic problem that the Chinese must cope with in the rest of
the 1980s—and the 1990s as well. However, it is essential at least



12

to mention two, one of which is of crucial importance in the short
run, and the other of which is of fundamental importance for the
long run.

One of the most serious specific bottlenecks that could compli-
cate China’s development in the next few years could be a shortage
of energy. The problem is not one of resources; China has among
the largest reserves of energy resources of any country in the
world. However, China faces a serious problem during the next few
years of expanding its output of energy, and improving the efficien-
cy of its use of energy, in order to sustain current rates of growth.
During the 1960s and much of the 1970s, China expanded its
energy production at a very rapid rate; then the rate greatly
slowed. Not long ago, the outlook appeared to give cause for consid-
erable pessimism, and some informed analysts predicted that
severe energy shortages would probably limit China’s potentialities
for economic growth for much of the 1980s. It now appears, howev-
er, that the Chinese are coping more effectively than such observ-
ers felt possible with what the; themselves acknowledge to be a
fundamental energy problem for the short run.

Even though energy output has risen very little in the past few
years, the Chinese have been able to sustain substantial rates of
economic growth by increasing the efficiency of energy use. This
has been possible, in part, because of the incredibly inefficient and
wasteful use of energy in the past. During the past two years, also,
the output of energy in China has again begun to rise, earlier than
many analysts expected. Moreover, China has initiated, in coopera-
tion with numerous foreign corporations, a wide range of ambitious
development projects in energy—expecially in offshore oil and coal,
but also in hydropower and onshore oil—that should being to show
results before the end of the decade. The bottleneck in energy—and
the related bottleneck in transportation—will continue to pose a
questionmark for China’s developmental program for at least the
rest of the 1980s, but recent trends suggest that the Chinese may
be able to cope with problems in this field somewhat more success-
fully than many believed possible a short while ago.

From a longer run perspective, population problems pose one of
the largest questionmarks about the entire future of China’s devel-
opment. No other political leadership in history has had to satisfy
the needs of over a billion people. Here too, however, despite the
enormity of the problem, the outlook is by no means totally bleak.
The present family planning program in China, which defines a
one-child family as an ideal and uses a variety of positive and nega-
tive sanctions to limit births, is more vigorous and effective than
any other large country’s birth control policies. Moreover, the lead-
ership’s efforts to limit the population have clearly had significant
results; these efforts reduced the rate of net annual population in-
crease from about two percent to roughly 1.2 percent before the
rate again began to climb, to roughly 1.4 percent. However, the ef-
fects of policies aimed at limiting population growth have been less
effective in rural areas, where most Chinese still live, than in
urban areas; and the recent reforms in agriculture have created
new incentives for families to increase rather than reduce their
size. Moreover, if present population policies succeed, the resulting
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changes in the structure of the population will create a host of new
economic and social problems.

China’s leaders still hope that they can stabilize the country’s
population at around 1.2 billion. It is possible, however, that even
under optimistic assumptions the population could grow to a level
of around 1.4 billion before stabilizing. That difference—200 million
people—is more than the population of all but a few major coun-
tries. Whether China’s population stabilizes near to the lower level
or to the upper one obviously will have a very large impact on the
scope of a great many other problems with which Chinese leaders
must cope in the years ahead.

Analyzing recent trends and current problems is considerably
easier than predicting the future. What will the Chinese econo-
my—and Chinese society—look like at the end of the 1980s, or at
the end of the century? One is compelled to say: “it depends.”
Looking back at the nine years since Mao’s death, a good case can
be made that China has done better in many respects than most
observers expected. However, looking ahead, one has to say that
how well China does in the rest of the 1980s, and in the 1990s, will
depend on how well Chinese leaders are able to cope with a wide
range of problems, and especially with certain critical, fundamen-
tal problems. China has yet to demonstrate that it can succeed in
reforming its price system and its broad industrial and urban econ-
omy, or that it can really solve its energy problem, or that it will
be able to keep population growth under control. At least partial
success in these critical areas will be essential for its overall mod-
ernization program to succeed. If, however, China is able to achieve
a reasonable degree of success in coping with such problems, it may
well be able to come close to its target of quadrupling output by
the year 2000, and by the year 2000 it may have an economic
system substantially different from the one that exists today.

Success will depend on many variables in addition to purely eco-
nomic ones. It will depend fundamentally on whether China can
maintain reasonable political stability and continuity of policy; on
whether economic performance keeps up with—or at least does not
lag too far behind—rising ‘expectations; on the state of public
morale and the degree of confidence that ordinary Chinese have in
their leaders and policies; on the ability and willingness of leaders
to continue giving priority to civilian rather than to military re-
quirements; on the avoidance of war and other costly foreign policy
involvements; and on the success that the Chinese are able to
achieve in developing broad foreign economic cooperation to sup-
port their modernization program. There is room for differing as-
sessments of Chinese prospects in all of these areas. Nevertheless,
there is a basis for cautious optimism in respect to most, if not all,
of these areas of uncertainty.

Does it make any significant difference, from the perspective of
the United States and other countries, whether China’s reform and
development policies succeed or fail? It clearly does.

The generally pragmatic, reformist policies pursued under
Deng’s leadership at home have been paralleled by generally mod-
erate and internationalist policies abroad. In the recent period,
Chinese leaders have stressed that, in order to pursue their mod-
ernization program, they need a peaceful international environ-
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ment, and they have acted as if they mean this. Not only have they
expanded their foreign trade and economic cooperation abroad, but
increasingly they have “normalized” and broadened their ties with
countries throughout the world and have steadily increased their
involvement in a wide variety of international organizations and
activities. (China’s policy toward Viet Nam has been an exception
to the general trend, due to complicated historical and geopolitical
factors.)

There has been a close linkage between China’s new policies at
home and abroad. They have been mutually reinforcing. It seems
likely, moreover, that continuation of present trends in foreign
policy will depend at least in part on continuity in domestic
policy—and vice versa.

In sum, whether or not China succeeds in its modernization pro-
gram—or the degree to which it succeeds or fails—is likely to have
fairly far-reaching effects, not only on the one-fifth of the world’s
population that lives in China, but also, because of the linkage be-
tween China’s domestic policies and foreign policy, upon the pros-
pﬁcts for peace and stability both regionally in East Asia and glob-
ally.

For some years, the U.S. government—wisely—has explicitly and
publicly asserted that it is in the American interest for China to
succeed in its modernization program. It is important that this
basic judgment be reflected in concrete U.S. policies. Obviously, as
the Chinese fully recognize, the success or failure of their modern-
ization program will depend above all on their own policies. Never-
theless, the policies pursued towards China by the United States
and other major nations—and the kinds of broad relationships that
develop between China and the international community—clearly
can make a difference.

Both the Congress and the Executive Branch should, therefore,
assess on a continuing basis the course, the problems, and the pros-
pects of China’s modernization program, and the potentialities for
U.S.-China trade and other forms of economic cooperation. They
should also assess, on a continuing basis, whether or not new ad-
ministrative or legislative action is desirable to promote expanded
scientific, technological, and economic ties of mutual benefit. The
basic criteria for judging possible U.S. actions must, of course, be
whether they serve U.S. national interests, broadly defined. Under
existing circumstances, one basic premise should be that, in gener-
al, support of Chinese modernization is consistent with and sup-
portive of U.S. broad national interests. There are now, and will
continue to be, specific areas where conflicts of American and Chi-
nese economic interests will be inevitable and troublesome. Howev-
er, the areas in which the potential for mutually beneficial trade
and economic cooperation.is great are, on balance, far more.impor-
tant than the areas in which economic interests are likely to con-
flict or diverge.
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The Chinese have been engaged in an almost continuous process
of experimentation with economic policy changes over the past five
years for the purpose of significantly improving efficiency, produc-
tivity, and growth in the Chinese economy. Each cluster of policy
innovations or major speech by a political leader on the economic
reform programs sets off a renewed interest among Western ob-
servers in China’s “transition to market socialism,” or even “resto-
ration of capitalism.” Although the current leadership is making
an effort to encourage this enthusiastic responese to their policy
moves, most knowledgeable China experts are more cautious in
their attempts to predict the final outcome of the current program
of economic reforms in China. Certainly there exists in the theoret-
ical literature a wide variety of hypotheses about the inevitable
need for reform of the traditional Soviet-type economy. In addition,
the current program of economic reforms in China has created sev-
eral forces which will help sustain a continuation of current efforts
at economic reform. Nonetheless, the lessons of the history of
Soviet-type economies throughout the world, and the evolution of
the political economy in China over the past three decades, are
reason enough for using caution in interpreting current expres-
sions of intent into future accomplishments.

In any event, these attempts to predict the future of the econom-
ic reform program in China can only yield hypotheses about the
future that are untestable with the evidence available to us at the
present time. That future, however, is certain to be determined, in
part at least, by events or develeopments that have already taken
place and can be analyzed on the basis of the evidence already
available to us. In this essay, we have selected three aspects of the
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current developments in China’s political economy that can inform
our judgements about the future in a major way. In the first of
these, with regard to the extent to which the economic policy
changes have already introduced a new and different economic
system in China, we show that despite the many changes that have
been introduced, the Chinese economy still retains the basic insti-
tutional organization, functional operations, and problems, or re-
sults, of a Soviet-type economy.

Second, the economic policy changes do coincide with a definite
improvement in the macro-indicators for the Chinese economy; we
point out that these results are largely due to performance in the
agricultural sector which can be explained by non-replicable or
one-time changes in prices, cropping patterns, and weather. While
the institutional reorganization of that sector obviously also con-
tributed to the improved economic performance in agriculture, the
problems that have plagued the non-agricultural sector continue to
exist and will be far more difficult to resolve by means of a similar
reform movement at the local level.

Finally, the most common mistake made by China experts in the
past is the readiness with which they accepted the surface consen-
sus among the leaders as a sign of the fundamental resolution of
any differences in their views. This is especially true of the current
situation, when Deng Xiaoping has been remarkably successful in
eliminating his most obvious opponents and obtaining a very
strong consensus for the general framework of the economic poli-
cies currently being pursued. We argue in this essay, however, that
consensus should not be accepted as unanimous support for each
and every policy change included within the generally accepted
program of economic reform. Rather, the differences among the
current leaders on particular policies probably vary widely, allow-
ing for a wide range of possible outcomes from the current program
of economic reforms—ranging from a somewhat modified Soviet-
type economy all the way to a significantly modified Soviet-type
economy.

In other words, China’s economic system in the future cannot be
predicted with any certainty at the present time and a wide range
of options remains open.

INTRODUCTION

Few could deny the major changes that have occurred in China’s
economy as a result of the program of economic reforms over the
past seven years. Compared with the pre-1978 period, China'’s for-
eign trade participation rate has increased significantly, while
direct foreign investment is not only allowed, it is encouraged. In
fact, special economic zones have been created where direct foreign
investment is given special tax breaks and other benefits. Fourteen
coastal and up-river ports have been allowed to use similar entice-
ments to obtain direct foreign investment in the special economic
development areas they are creating for this purpose. Material in-
centives are being relied upon to stimulate the work force, popula-
tion, and local authorities to promote China’s economic develop-
ment “from below,” and these incentives rely upon increased reve-
nue-sharing, profit-sharing, and bonuses. To transmit this in-
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creased command over income by the local producers into material
benefits, open consumerism is not only approved, but encouraged,
while decentralized investment activities, foreign-trade participa-
tion, long-distance transport and trade is also allowed. In the cities,
unemployed workers are urged to create cooperatives or set up pri-
vate businesses to provide goods and services demanded not only by
consumers, but by state enterprises as well, and to sell those goods
at “controlled,” but relatively “free,” market prices. Cooperatives
in production, credit, transport and trade activities that had been
taken over and run by the state authorities in the pre-1978 period
are being restored to their rightful owners—the members of the co-
operative. In addition, even enterprises in the state sector are now,
on an experimental basis, being allowed to sell stock to private in-
vestors, i.e., workers in the enterprise. In the countryside, peasant
households are encouraged to engage in sideline activities or spe-
cialize in non-crop production activities, with some households even
allowed to withdraw from the collective sector for that purpose. Al-
though Mao has been dead less than ten years, the Chinese have
reacted to the renewed opportunity to engage in “capitalist profit-
making” with a vengeance.

This obvious flourishing of roadside stalls, streetcorner vendors,
entrepreneurial peasants running “worm farms,” or a shrewd city-
boy who takes over a factory losing money and turns it into a
winner by means of capitalistic work rules, marketing practices,
and government permission—all these examples have captured the
imagination of Western observers, some of whom have loudly
hailed the return of “capitalism” to China. Even more cautious and
serious observers and journalists believe the resolution on reforms
in the urban-industrial sector adopted and released by the Third
Plenum of the 12th Central Committee (CCP) in October, 1984,
clearly signals the adoption of a market socialist economic system
or that market socialism is just around the corner.! These interpre-
tations often are encouraged by the Chinese themselves, and this is
especially true in regard to the decision of the Third Plenum of the
12th Central Committee. Before the decision was adopted, several
Chinese leaders (i.e., Deng Xiaoping, et. al.) were informing West-
ern visitors that it would mark a new stage in urban-industrial
reform, just the same as the decisions of the Third Plenum had led
to a new era of economic reform in the agriculture sector.2

A careful reading of the decision of the Third Plenum of the 12th
Central Committee (CCP) on reform of the economic structure,
however, is very revealing in regard to the present situation of eco-
nomic reform in the urban-industrial sector, no matter where the
decision may lead some time in the future. First, the decision is a
clear statement that, unlike the agricultural sector, the reform ef-

! “Central Committee Communique” and “Text of Decision on Economic Reform,” FB:S (For-
eign Broadcast Information Service), 22 October, 1984, pip. K1-K19. Unless otherwise noted, the
quotes in the text in the paragraphs which immediately follow are taken from this source.

? Some knowledgeable students of political developments in China believe these “leaks” to the
West were based on an original draft of the resolution that indeed was much more radical, i.e.,
greater movement away from the traditional Soviet-type economy in the direction of market so-
cialism, than the version adopted and released by the Third Plenum. The exglanation given b
these experts for the revision is the need to achieve a consensus and gain the support of suc
influential leaders as Chen Yun for the Party’s official backing for the economic reforms. See
several unpublished papers by Kenneth Lieberthal.
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forts have encountered considerable difficulty in removing the ex-
cessive centralism of the bureaucracy, the departmentalism of that
economic bureaucracy, and that bureaucracy’s failure to pay atten-
tion to economic levers in its decisions. In other words, the targets
of economic reform in the urban-industrial sector over the past
seven years still exist and these “defects in the urban economic
structure that seriously hinder the expansion of the forces of pro-
duction are yet to be eradicated.” (P. K2, emphasis added by
author.) The main purpose of the decision of the Third Plenum is
to announce most emphatically that it is Party policy to carry out
these reforms introduced in the past and that cadre at all levels
both in and out of the Party must devote their efforts to this cause.

The remainder of the document reviews the reform measures al-
ready adopted, along with many normative generalities of a hoped
for future. The important point is that most socialist planners
could live with, and even support, these reforms. In reference to
the three basic principles of a Soviet-type economy,® the decision
clearly states a “Socialist economy practices a planned economy on
the basis of public ownership of the means of production” and “this
is one of the fundamental indicators of the supremacy of a socialist
economy over a capitalist economy.” (P. K7) The purpose of the
reform, of course, is to give enterprises greater flexibility in orga-
nizing their activities so as to achieve greater efficiency, and the
enterprise is to be granted greater independence “on the premise of
following the state plans and subjecting itself to state control.” (P.
K6) “To make the economic activities of all enterprises conform to
the overall requirements of economic growth, the socialist state in-
stitutions must manage, inspect, guide and regulate the activities
of the enterprises . . . through planning and by . . . administrative
means.” (P. K6) In addition, the state will “appoint and remove the
leading members of the enterprise,” “decide on the establishment
of enterprises,” and—most important—their changing product
lines, their merger with other enterprises, or their going out of
business. (P. K6)

Finally, to make sure everyone understands, the document recog-
nizes that there will be a variety of commodities—those under
mandatory planning, those under guidance planning, and those
subject to market regulation. Nonetheless, the Chinese economy is
“a planned commodity economy, not a market economy.” (P. K8
Commodities “subject to market regulations are confined to certain
farm and sideline products, small articles of daily use and labor
services in the service and repair trades, all of which play a supple-
mentary . . . role in the national economy.” (P. K8, emphasis
added) The document does call for continued efforts to shift more
commodities under planning from the category of mandatory to
that of guidance plans.* But this shift in emphasis has been called

3 The three basic principles of a Soviet-type economy (state ownership of the means of produc-
tion, the planned allocation of resources and distribution of commodities, and a system of ad-
minisbereg prices) are discussed in the next section of this paper. .

4 The attempt to obtain a clear explanation of the difference between “mandatory” and “guid-
ance” planning from representatives of the Economic Commission and the Planning Commission
during a recent (December, 1984) visit to China was a frustrating experience. Everyone we met
with emphatically supported the move from “mandatory” to “guidance” planning, but precise
definitions of what this meant varied widely. As a result of thase discussions, I believe manda-

Continued
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for in the past, and in a statement by the State Planning Commis-
sion released about the same time as the 12th Plenum, the number
of industrial products under mandatory planning and state price
controls is still 120.5 Although the State Planning Commission
hopes to cut the number to sixty in the coming year (1985), any list
of the sixty most important industrial commodities still would rep-
resent the lion’s share of industrial production if both the output of
the commodity itself and the output of commodities which relied
upon the planned commodity as an essential input were included.®
Other socialist economies, including China in the early 1960s, have
retained the Soviet-type economy during periods of liberalism when
the number of commodities included under mandatory planning
fell below twenty-five. In any event, there is nothing in the docu-
ment adopted by the Third Plenum of the 12th Central Committee
that indicates the abandonment of state ownership of the means of
production or central planning in the present or the near future.

As far as the administered price system is concerned, the docu-
ment does discuss two areas requiring reform, but makes no men-
tion of reforming the manner in which prices are determined in
China. The prices of minerals and raw and semi-processed products
must be increased and the selling price of the farm and sideline
products must be raised above their state purchase price. These
periodic adjustments in the state’s administered price structure
occur in any Soviet-type economy and, unfortunately, have been
postponed far too long in the case of China. Not all prices in a
Soviet-type economy are set by the state and, as with plans, there
are commodities which have mandatory, administered prices;
others with prices that can vary within limits or are subject to
guidance price limits; and certain commodities and certain types of
transactions for which the prices are free to be set by the buyer
and seller. Again, as with planning, the document of the Third
Plenum calls for a shift in the scope of commodities and transac-
tions of these three types of prices, reducing the scope of adminis-
tered prices and increasing the scope of variable or free prices. Ad-
ministered prices, however, will continue to apply to the commod-
ities under mandatory plans and this still includes all major inputs
and outputs in the urban-industrial sector.

tory planning is the planning done at the national level, targets determined at that level and
passed down the economic administrative hierarchy as necessary assignments. Guidance plan-
ning, however, is when the central planners determine only broad aggregates which are then
broken down in a more flexible process of negotiations witi; lower levels. The central govern-
ment provides some guarantees for input deliveries for those who volunteer to meet their share
of the guidance plan target. As far as the individual enterprise is concerned, however, the main
difference appears to be whether their plan is assigned to them through the normal economic
bureaucracy (as in the past) or worked out for them (?with them?) by local authorities. The
really significant changes appear to be the provision for some state-enterprises leaving the
planned sector altogether, for a single comm, ity being produced in all three sectors (mandato-
ry planned, guidance planned, and market sectors), or for a single enterprise producing output
for all three sectors.

l:e Repg;ied i% lRobert Delfs, “Free-Market Communism,” Far Eastern Economic Review, 25 Oc-
tober, 1984, p. 51.

8In a very frank and interesting follow-up discussion with representatives of the Materials
and Supply Allocation Bureau (these who actually draw up the material balances for commod-
ities, i.e., the actual planners), the question was posed that the reform threatened to weaken
their control over the economy, especially if enterlprises were allowed to leave the planned
sector to produce commodities for the much higher-price (for the present time, at least) market
sector. After giving us a list of 27 inputs they controlled, they admitted enterprises were to
obtain greater freedom to operate outside the planned sector, “but if they want the guarantee of
receiving any of these inputs, they will have to do business with us.”
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The economic reform program of the last seven years, especially
the introduction of the contract responsibility system in agricul-
ture, and the greater financial responsibilities and resources of en-
terprises in the industrial sector, with the documents of both Third
Plenums (1978 for agriculture, 1984 for industry), obviously signal
very important modifications in the Soviet-type economy in China.
The reforms already introduced and these signals of changes to
come provide ample reasons for expressing ‘“cautious optimism”
about the eventual transition of China’s economy to market social-
ism or a wholly new and unique Chinese system of socialism. The
major thesis of this essay, however, is that even if these forcasts
were to come true, that transition has just started and has a long
way to go: China’s economy today remains a Soviet-type economy
and is much more typical of a Soviet-type economy than many
§V<la§tern observers or China’s leaders themselves would lead us to

elieve.

TuE ProBLEM: TESTABLE HYPOTHESES?

As A. Doak Barnett states in his introductory essay in this
volume, “because realities in China as elsewhere are complex, even
specialists using the same data can and do arrive at differing judge-
ments,” and “these judgements cannot be regarded as statements
of non-existing ‘revealed truth’ about China’s development in the
period ahead.”” For example, on the one hand, the share of eco-
nomic activities in the collective, private, market sector (as against
the state and planned sector) is significantly larger today than was
true a decade ago and is much larger than most specialists believed
possible only a few years ago. On the other hand, the state-planned
sector still dominates the allocation of resources and products pro-
duced in the Chinese economy today. Both statements are true, but
they still lead to arguments over whether the glass of water is half
full or half empty. Those who cite the truly revolutionary changes
that have been introduced interpolate these past changes to a pre-
diction of market socialism in the future. Others, by continual ref-
erence to those elements of the traditional Soviet-type economy
that remain in place, depict a modified, yet basically state con-
trolled and planned, Chinese economy in the future.®

7 A. Doak Barnett, “China’s Modernization: Development and Reform in the 1980s,” in this
volume.

8 For a summary of the many economic reforms that have been introduced over the past few
years and my own forecasts of where these economic reforms will eventually take the Chinese
economy sometime in the future, see Robert F. Dernberger, “The Chinese Search for the Path of
Self-Sustained Growth in the 1980s: An Assessment,” in Joint Economic Committee, Congress of
the United States, China Under the Four Modernizations, Part 1 (Washington, D.C.: US. Gov-
ernment Printing Office, 1982), pp. 19-76. Revised and updated assessments of China’s economic
reform program are included as parts of the following papers, in chronological order: Robert F.
Dernberger, “China’s New Economic Development (Model): Problems and Prospects,” in Norton
Ginsburg and Bernard A. Lalor, eds., China: The 80s Era (Boulder, Colorado: Westview Press,
1984), pp. 99-143; ibid., “The New Economic Reform Program in China’s Modernization,” in
John Israel, ed., Culture and Technology: China and the West (forthcoming); ibid., “The Domes-
tic Economy and the Four Modernizations Program,” in George Packard and Alfred Wihelm,
Jr., eds., China: Policy for the Next Decade (Boston: Oelgeschlager, Gunn & Hain, Publishers,
Inc., 1984) pp. 139-179 and ibid., “The State Planned, Centralized System: Comparative Analysis
of the Socialist Economies of the P.R.C. (China), the D.P.R.K. (North Korea) and the DR.V.
(Vietnam),” in Robert Scalapino, Seizaburo Sato, and Jusuf Wanandi, eds., Asian Economic De-
velopment: Present and Future (forthcoming).
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How far the Chinese will go in the reform of their economic
system remains an open question, but there can now be little doubt
that the economy in the future will—at the very least—be a consid-
erably different economy. Debates over what will happen in the
future involve ‘‘untestable’”’ hypotheses, i.e., they cannot be decided
by reference to the empirical evidence available. On the other
hand, our judgements about China’s future are considerably better
informed by an attempt to raise and tentatively answer several
questions that can be resolved by reference to the existing litera-
ture or recent and current developments, i.e., the posing of several
testable hypotheses. With this purpose, I address the following
questions in this paper:

(a) What are the basic institutions which distinguish a
Soviet-type economy from other economic systems?

(b) What are the various arguments in the existing literature
which point to the inevitability of economic reform of any
Soviet-type economy?

(c) To what extent has the economic reform program already
modified the Soviet-type economy in China?

(d) To what extent has the economic reform program already
changed the long-run growth trends in China’s economy?

{¢) To what extent do members of the top leadership in
China agree with and support the program of economic re-
forms that have been introduced in China?

Insufficient access to necessary information, of course, may mean
our tentative answers to these questions still depend upon untesta-
ble speculations. Nonetheless, any differences among specialists in
their answers to these questions would indicate most clearly where
to search among the existing evidence to resolve these differences.
Furthermore, our analyses and evaluation of that existing evidence
should also be more informative to the layman and of more use to
the policy maker than our hypotheses about China’s future eco-
nomic system.® The organization of the paper follows the order of
the five questions for which we hope to provide tentative answers,
as they are listed above.

THE SovieT-TYPE EconoMmy

The institutions that define the Soviet-type economic system
cannot be found in the works of Marx-Engels-Lenin; rather than
derived from the Classics of Communist ideology, they were intro-
duced over a period of time in the 1930s as the Soviets, under
Stalin, coped with their economic problems with no model to
follow. By the late 1940s, however, the institutional organization of
the Soviet economy had come to be identified as the ideologically
correct economic system for any Socialist economy. Thus, these in-
stitutions were adopted throughout the Soviet bloc and in Mongo-
lia, North Korea, China, and Vietham when the Communists came
to power in those countries.

9 In his introductory essay, A. Doak Barnett indicates the last three of these questions are
among those upon which any assessment of the future fate of China’s economic reform program
gnul:lg; be based. He also presents his own tentative and well-qualified answers to these questions
in his essay.

50-553 0 - 86 - 2
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The basic components of this economic system as it was being in-
troduced in China in the early 1950s consisted of the following: 10

(@) The means of production in industry are nationalized, as are
enterprises in the commerce, transportation, and banking sectors.

(b) These enterprises have managers appointed by the state who
are assigned output and input targets. Their reward system is
based on their exceeding their output targets, while minimizing
their use of inputs.

(c) The output and input targets are determined centrally by the
planners on the basis of material balance accounts (a T-account of
sources and needs) for all major products.

(d) The government’s budget acquires profits of state enterprises
as revenue, along with indirect taxes levied on commodities and ag-
ricultural land. Government expenditures are allocated to cover
the losses of state enterprises, normal government operating costs,
defense, and all major investment expenditures.

(e) These budget expenditures are also determined centrally by
the planners who control, therefore, the rate and allocation of in-
vestment, as well as the product mix of current output in the econ-
omy. Investments are financed by unilateral budget grants to the
enterprises.

(f) The banking system holds cash deposits of the state enter-
prises, acts as a clearing house for transactions between state en-
terprises, finances approved budget expenditures, and makes loans
for working capital of state enterprises.

(g) The economic plan (output and input mix, investment, trans-
fers among enterprises and sectors, etc.) is in physical terms. Both
the economic plan in physical terms and its counterpart, the finan-
cial plan in money terms, are to be balanced, but the planners try
to correct imbalances by rationing or reallocating scarce inputs,
outputs, or money as bottlenecks arise.

(h) Prices for most commodities are set by the state, as are wages
for the various grades of labor.

() Trade and transport of most commodities are included in the
plan and carried out by state enterprises, including the distribution
of consumer goods through state retail-trade stores. All foreign
trade is nationalized and carried out according to plan, by state
trading companies.

() Agricultural production and capital, including land, is collec-
tivized, peasants becoming members of the collective. They work on
assigned tasks in exchange for work points, which represent a
share of the collective’s net income at the end of the production
year. The collectives are assessed an agricultural tax and a fixed
output quota that must be delivered to the state at a price that is

1%In his study of economic reform in Eastern Eum% Morris Bornstein lists nine essential
characteristics of the Soviet-type economy. See Morris Bornstein, “Economic Reform in Eastern
Europe,” in U.S. Congress, Joint Economic Committee, East European Economies Post-Helsinki
(Washington, D.C.: Government Printing Office, 1977), pp. 103-104. It is very important to note
that the ten characteristics of the Soviet-type economic model the Chinese were attempting to
introduce in the 1950s describe the model, not the actual institutional organization and function-
ing of the economy at the grassroots level. Some knowledgeable students of China’s economy
argue that the results of their field research indicate the Chinese were never successful in effec-
tively adopting the Soviet-type economic model as described in the text and, furthermore, that
the recent reforms are really a formal approval of how the economy really functioned before the
mid-1970s. (See unpublished papers by Christine Wong and by Barry Naughton.)
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below “a market price.” Collectives can organize industrial and
sideline activities while the individual peasant household has a pri-
vate plot and can engage in private production and trade in rural
markets after fulfilling a minimum obligation for work to be done
on the collective sector. State farms are operated as state enter-
prises, the peasants becoming wage earners.

In the early 1950s, the Yugoslavs discarded the Soviet-type econo-
my in favor of a market-socialist economy with worker-managed
enterprises, while, in the 1960s, the Hungarians introduced their
New Economic Mechanism which—in principle at least—rejected
the Soviet-type economy in favor of market socialism. Less signifi-
cant reforms have been introduced throughout the socialist coun-
tries in various attempts to modify the Soviet-type economic
system. As a result of these reforms, few—if any—socialist econo-
mies today would exhibit each of the ten basic institutions of the
Soviet-type economy as described above. Over the past few years,
the economic reforms in China have modified almost all of these
ten institutional characteristics. Thus, our definition of a Soviet-
type economic system must be derived on the basis of those institu-
tions considered as essential to distinguish the means by which re-
sources and products are allocated in that economic system from
the means by which they are allocated in any alternative economic
system.

While allowing for considerable variability in institutional detail,
the essential elements which define a Soviet-type economic system
and differentiate it from other systems are the following:1!

(a) Nationalization of resources and enterprises: Most land and
raw materials are owned by the state, and the state is the major
employer of labor in the industrial, construction, communication,
and commercial enterprise owned by the state. Households may be
the basic unit of production in the agricultural sector and a large
and active private sector may exist side by side with the state
sector in the non-agricultural economy. Nonetheless, state owner-
ship of the means of production and economic units throughout the
economy dominates economic activity. This is a basic principle of
socialism.

(b) The allocation of resources and operation of enterprises
within the state sector is largely carried out according to centrally
determined plans. The plans include the budget, credit plan, input
allocations, output quotas, trade and transportation, foreign trade,
and employment. These plans can be based on information or deci-
sions made at lower levels of the economic bureacucracy, or even
the level of the production units themselves, but no matter how
strongly influenced by lower levels, the plan is the result of con-
scious descisions about the central planners’ (political leaders’) pri-
orities concerning the allocation of resources and, once approved,

11 In a similar attempt, Ed A. Hewett reduces the essential charcteristics of the traditional
Soviet economic model into a set of four general system characteristics. The first three of his
four general characteristics are these we list here; his fourth is “emphasis on the fulfillment of
quantitative targets” which I would argue is a logical corollary of the first three. For Hewetts”
list of four general system charcteristics, see Ed A. Hewett, “Soviet Central Planning: Probing
the Limits of the Traditional Model,” unpublished paper presented at the conference on “The
Soviet Union and Eastern Europe in the World Economy,” Kennan Institute, Washington, D.C.,
October 18-19, 1984.
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are assigned as targets for the lower level units of production.
These plans can also be assigned to units of production outside the
state sector, i.e., as quotas to be met by households. On the other
hand, once it meets its targets, a unit of production or enterprise in
the state sector may produce for and sell on a private market. A
private, unplanned sector will exist and can be significant. None-
theless, in a Soviet-type economic system, the planned allocation,
Le., production and economic activities undertaken to “meet the
plan,” of resources and commodities is determined by the prefer-
ences of the planners and political leaders. This was the major pur-
pose for originally developing the Soviet-type economic system.

(¢) Obviously, given the above two principles, prices will play a
secondary role in the allocation of resources. That role may be im-
portant, but it will not be a dominant one. In the Soviet-type eco-
nomic system, the plan targets are determined in quantities and as
non-substitutable entities, while prices and values play a largely
accounting function in the planned sector of the economy. In other
words, when a gap appears between the supply and demand of an
important commodity in the planned sector, the planner in a
Soviet-type economic system will react by changing the plan tar-
gets, not by changing prices.!2

A review of the ten characteristics of a Soviet-type economy
listed above will indicate that several of those characteristics are
means for facilitating more easily the implementation of the three
basic features of a Soviet-type economy by the central authorities.
In other words, it is essential to distinguish those reforms which
are attempts to increase the efficiency of the economy while the
three basic features of the Soviet-type economy are maintained and
those reforms which alter the three basic features themselves. The
economic reforms already introduced in China largely involve those
which alter the non-essential features of a Soviet-type economy.

Yet, some of the newly introduced economic reforms would
change or significantly reduce the scope of the three basic charac-
teristics of a Soviet-type economy as well. Before attempting to un-
ravel the complex reality involved in the package of economic re-
forms introduced in China thus far, however, it is important to rec-
ognize the considerable number of hypotheses that have been ad-
vanced in the literature to indicate that the reform of the Soviet-
type economic system into a different economic system is inevitable
in the long-run.

INEVITABILITY OF THE ECcONOMIC REFORMS?

The first of the several theories or arguments suggested in the
literature for the causes and inevitability of reform in the Soviet-
type economy can be called a Darwinian evolutionary thesis or

12 A good illustration of this point was the recent decisions made by the Chinese on how to
handle the problem of the excess supply of tobacco produced because the reforms had allowed
the 8feasants to play a larger role in determining what to produce and how to produce it, as well
as allowing them to keep a larger share of the profits. The administered price system indicated
the profit from producing tobacco was much greater than that for most other crops and the
Eeasants did what comes naturally—produce more tobacco. In response to the resulting surplus,

owever, the leaders did not lower the price of raw tobacco, they reduced the “allotted” acreage
for planting tobacco in the plan.
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“The Convergence Hypothesis.” 13 According to this theory or hy-
pothesis, both the capitalist, market economies and the Soviet-type
economic systems, had their positive, as well as negative aspects,
and each would be modified in the direction of a new, more perfect,
economic system by adopting reforms to incorporate aspects of the
other system. Yet, while we have seen much discussion and debate
in the East European and Soviet economies about reform and have
seen repeated reform of the reforms, at the present time the ranks
of those economies that would readily be identified as Soviet model
economic systems still includes the majority of the socialist coun-
tries.14

A second hypothesis can be derived from the “empirical evidence
in favor of a uniform pattern of economic development.” The col-
lection of large-scale economic data banks, the sophisticated and
rigorous analysis of this data by means of the comparative statis-
tics between, input-output tables for, or the multiple regression re-
sults among countries in different income-per-capita categories all
yielded a rather consistent and uniform statistical picture of the
process of economic development.!5 Obviously, there was tremen-
dous diversity among countries within each income-per-capita cate-
gory, but this diversity was purposefully subsumed by the statisti-
cal method of deriving averages for the large number of countries
in each category, or deriving correlation coefficients to apply to all
countries in all categories so as to minimize the sum of the squares
of their deviation from the norm. Nonetheless, the uniformities in
the statistical results for the normal pattern of economic develop-
ment were impressive. On the basis of this evidence, it is accepted
that the Soviet-type economic system and Stalinist development
strategy can lead to “exceptional”’ rates of accumulation and
growth over a short period of time, i.e., several decades. On the
other hand, it is argued that this exceptional growth period gener-
ates economic problems which force the adoption of systematic re-
forms so as to regain the more traditional, or “natural” pattern of
growth in order to sustain the process of growth itself.

The third hypothesis predicting long-run fundamental reform of
that Soviet system can be called “the technological imperative.” 16

138ee Jan Tinbergen, “The Theory of the Optimum Regime,” In Jan Tinbergen, Selected
Papers (Amsterdam: North-Holland Publishing Company, 1959), pp. 264-304.

14The Yugoslavian economy, a Soviet model economic system but for a short time at the end
of the 1940s and in the 1950s, is basically a market socialist economy with worker-managed en-
terprises. The Hungarians have persisted in their attempts to create a market socialist economy
ever since the initial reforms in the 1960s, and their economy can no longer be described as a
Soviet model economy. Romania and Czechoslovakia have introduced reforms to modify their
Soviet model economic systems to some extent, but those economies retain the basic elements
and functions of a Soviet model economic system. All the other economies in East Europe, and
even the Soviet Union, have introduced price reforms, changes in the financing of investment,
ie., all sorts of piecemeal modifications to their economic systems, but remain in their basic
characteristics a Soviet model economic system.

15The study of the comparative statistics between countries in different income-per-capita cat-
egories is to be found in the works of Nobel Prize winner, Simon Kuznets. See Simon Kuznets,
“The Quantitative Aspects of the Economic Growth of Nations,” published in more than ten
supplements to Economic Development and Cultural Change between 1956 and 1966. For the use
of input-output tables, see Hollis Chenery, ‘“Patterns of Industrial Growth,” American Economic
Review, September, 1960, pp. 124-54. For the use of regression analysis, see Hollis Chenery and
Morses Syrquin, Patterns of Development, 1950-1970 (New York: Oxford University Press, 1975).

18 For an extensive discussion of the “technological imperative” and its impact on the socialist
economies, see Fred Fleuron, ed., Technology and Communist Culture (New York: Praeger, 1977).
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The most efficient and productive technology was developed in the
West and is a complementary or integrated part of the resource en-
dowments, institutional organizations, behavioral patterns, etc., of
those cultures. Inasmuch as one of the Soviet model economic sys-
tem’s weaknesses is its inability to create and utilize a steady flow
of new technology, a gap occurs between the technology in these
economic systems and that achieved by the capitalist, market sys-
tems. When this gap becomes a constraint on further growth and
development, the socialist economy increases its imports of capital
and technology from the non-socialist countries to catch up. These
imports of foreign technology embody their “technological impera-
tive,” i.e., their acquisition, successful transfer and adoption, and
“most efficient” operation requires the adoption of their associated
organizational and functional economic system.

The most strongly worded hypothesis can be called the “dead-
weigth loss” argument; the inefficiencies involved in the Soviet
model economic system are so large that the political leaders of
these countries will be forced to engage in systemic reform in favor
of an economic system with a more “acceptable” level of inefficien-
cy. Statistical studies have shown clearly the terrible dead-weight
loss of the Soviet model economic system.!? These costs are consid-
erably increased when the economy graduates from the stage of
“extensive growth” (growth by means of building new production
facilites for rather standard products) to “intensive growth”
(growth by means of modernizing existing production facilities and
inceasing the quality, sophistication, and variety of the product
mix). Thus, the advocates of this “inefficiency” imperative believed
that they had the explanation for the reform movement at the end
of the 1950s and into the 1960s, when this shift from “extensive” to
“intensive” growth was taking place in Eastern Europe and the
Soviet Union.

Two more hypotheses about the inevitable reform of the Soviet
model economic system can be mentioned so as to give the political
scientists their due. A struggle in the socialist economies is posited
between the revolutionary utopians who incite, mobilize, and lead
the revolution to victory and the more pragmatic developmentalists
in their midst.!® The post-revolutionary programs of the Utopians
eventually encounter the harsh constraints and dictates of econom-
ic scarcity and necessity which eventually win out, and the revolu-
tionary, utopian generation loses its leadership of the revolution to
the pragmatic developmentalists. This analysis captures the es-
sence of the force for “revisionism” throughout the socialist world.

A second “ideological” thesis identifies political developments as
the inevitable cause of reform. Alexander Gerschenkron has
argued that idelogy is a symbolic language used to mobilize popula-
tions to achieving objectives not directly or obviously serving their

17 See the articles of Abram Bergson for the empirical research which implies this conclusion,
i, Abram Bergson, “Development Under Two Systems: Comparative groductivity Growth
Since 1950,” in Morris Bornstein, Comparative Ec ic Syst Models and Cases (Homewood,
Illinois: Irwin Press, 1974), third edition, pp. 429-55.

18 See Richard Lowenthal, “Development vs. Utopia in the Communist Party,” in Chalmers
Johggorlx,lsed., Change in Communist Systems (Stanford, Cal.: Stanford University Press, 1970),
pp- 33-116.
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own interest.1® In the case of the socialist economies, this use of
ideology is given institutional and functional form in the Soviet
model economic system and Stalinist development strategy. This
mobilization of individuals to pursue the objectives of the planners
and leadership at the neglect of their own self-interest can only
last so long, when reforms must be introduced to restore incentives
for the purpose of economic development and retain popular sup-
port for the political leadership.

Each of the above arguments contributes insights into the proc-
ess of economic reforms in economies with Soviet-type economic
systems, and they are complemented by several arguments specific
to the current economic reform program taking place in China
today. Among the many arguments for believing the Chinese will
successfully achieve the completion of the current economic reform
program and replace the Soviet-type economy with a market-social-
ist economic system, I believe the following are the more credible:

(a) The results of the economic reforms introduced thus far are
so impressive that the leadership, which has given economic objec-
tives a very high priority, will be, or already has become, convinced
of the economic benefits of the program of economic reforms, even
including systemic reform.

(b) The economic reforms introduced thus far have already given
increased material benefits and/or created rising expectations of
those benefits to such a large segment of the population that the
leadership will be unable to implement any intended limits to the
program of economic reform, and will be forced by the masses to
continue on with true systemic reforms.

(c) The leadership is dedicated to economic reform in a desire to
make its economic system work better, and as that leadership
learns that a piecemeal attempt to patch up the shortcomings of
the traditional system won’t work, they will be forced to seek a
better alternative economic system for the sake of successful eco-
nomic modernization.

(d) Although unintended, the attempt at economic reforms in-
volved considerable decentralization of authority and decision-
making to the extent that the leadership at the top has lost control
over the program of economic reform which is now being intro-
duced and carried out at the local level. The result will be a new
and uniquely Chinese economic system, relying to a great extent on
traditional Chinese institutions and patterns of behavior.

(e) The leadership’s attempt to experiment with economic reform
has meant that the economists or experts have acquired a consider-
ably greater role in formulating policy at the top of the political
network. These experts are a leading focus of support for true sys-
temic reform and, having learned from their mistakes (both eco-
nomic and political) in the past, will be much more successful in
achieving their objective of systemic reform during the next phase
of experimental reforms in the future.

All of the above hypotheses and. arguments -accumulate into an
overwhelming case for the inevitable- reform of China’s economic

19 See Alexander Gerschenkron, “Ideology as a System Determinant,” in Alexander Eckstein, -
ggg, g’gmparison of Economic Systems (Berkeley, Cal.: University of California Press, 1971), pp.
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system. Yet, inefficient economic systems and policies have been
maintained throughout the history of the world over very long pe-
riods of time. The same is true of totalitarian governments. Fur-
thermore, systemic reform is rather rare; societies attempt to adopt
piecemeal and patch-work remedies to problems rather than under-
take systemic reforms. Thus, it may be a bit premature to accept
the determinism concerning China’s future economic system that is
involved in these hypotheses and arguments about an inevitable
future course of events.2°

CURRENT STATUS OF THE REFORMS

The existence of a cooperative and private sector and “free
market” transactions in goods and services is nothing new in a
Soviet-type economic system, either as an open and legal sector
urged to “fill in the cracks” left by the state-planning sector, or as
a second economy that achieves the same purpose. This cooperative
and private sector also was permitted during the Soviet-type eco-
nomic system of the 1950s and early 1960s in China. In other
words, it is not the mere existence of these institutions and activi-
ties, it is their relative magnitude that will determine whether or
not there has been a fundamental, systemic change in China’s
economy. Quite simply, the private-collective/market sector in
China today is increasing, but it is still smaller than it was during
the 1950s and early 1960s. For example, between 1979 and 1982,
private-industrial workers in urban areas increased by over 50 per-
cent a year, totaling 1.47 million in 1982.21 Statistics for 1983 indi-
cate the total for urban, self-employed workers increased by an-
other 57 percent to 2.31 million.22 Even so, although approximately
equal to the level in 1962-64, the level of urban self-employed in
1983 (year-end) still was only 36 percent the level in 1955 (year-
end).23 On the other hand, while we do not know the share of eco-
nomic activity carried out in the urban collective sector on behalf
of the planned-state sector of the economy, a large share of econo-
my activity in the urban collective sector must fall within the pri-
vate-collective/market sector. The number of workers in the urban
collective sector increased by one-third between 1978 and 1983, to-
taling 27.44 million in the latter year, about one-third the level of
employment in state enterprises.2¢ In terms of industrial produc-
tion, however, state-owned enterprises still accounted for over
three-fourths of total industrial output in 1983.25

The same picture of rapid growth in the private-collective/
market sector, but continued dominance of the state/planned
sector, can be illustrated with the statistics for retail trade. Be-

20 “Observations about the inevitability of genuine economic reform in the Soviet Union are
probably correct, but not terribly illuminating. If Western specialists have any grasp whatsoever
of the dynamics of this system they should be able to be somewhat more precise than that.” Ed
A. Hewett, op. cit. In the case of tﬁe Soviet Union, Hewett argues in the paper from which the
above quote is taken that in light of the analyses he presents in the paper, “all of this leads me
to conclude that it is certainly possible that at the end of the century the Soviet system will be
much as it is today. It might even be the most likely outcome.”

2! Statistical Yearbook of China, 1983 (Beijing: Statistical Publishers of China, 1983), p. 120.

22 Statistical Yearbook of China, 1984 (Beijing: Statistical Publisher of China, 1984), p. 108.

23 See footnote 21.

24 Zhu Qingfang, “Major Economic and Social Achievements (I),” Beijing Review, October 1,

1984, p. 16.
2 thid
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tween 1978 and 19883, retail sales by individual traders rose by over
200 fold, retail sales by peasants increased by almost 50 fold, while
retail sales by collectives rose by 400 percent.26 Yet, in 1983, retail
sales by collectives were still less than 20 percent of total retail
sales and the collective’s retail sales were three times those by in-
dividual traders and four times those by peasants.?? In other
words, the state sector’s share of the total volume of retail sales of
commodities was still more than 70 percent.

The above statistics, of course, are biased estimates for the role
of the market vs. the plan in China’s economy today. First of all,
not all economic activities of the cooperatives fall outside the state/
planned sector. Secondly, not all activities of the state enterprises
fall inside the state/planned sector. State enterprises are allowed,
as a result of the program of economic reforms, to utilize their re-
sources and produce goods “for the market” after their plan tar-
gets for output were fulfilled. Most discussions of this refcrm for
allowing market sales of above planned-target output set a guide-
line of 15-20 percent of an enterprise’s total output and one esti-
mate (1981) claimed these self-sold products by industrial enter-
prises accounted for 20 percent of urban industrial production.2®
The proportion of industrial production produced for and distribut-
ed to “the market” by state enterprises has obviously increased
since 1981, as some state industrial enterprises are now allowed to
handle all of their production in this manner in an experiment of
possible future reform policies.

Thirdly, the above discussion refers in particular to the industri-
al and trade sectors and we must add an evaluation of develop-
ments in the agricultural, construction, and transport sectors to
complete our estimate of market vs. plan in China’s economy
today. There is no reason (or evidence) for believing that liberaliza-
tion in the construction and transportation sectors has proceeded
more slowly than in the industrial or commercial sectors. In any
event, output in these two sectors accounts for less than 10 percent
of China’s national income (net material product). Agriculture,
however, is the largest sector, accounting for over 40 percent of
China’s national income since 1980. Much of agricultural produc-
tion is produced for neither the market nor the plan; it is produced
for the producers’ stomachs, never leaving the farm. As for the sur-
plus produced, the agricultural tax and “planned procurement” de-
liveries are specified in kind; any residual retained by the collec-
tive or individual household can be sold to the state at ‘“‘above pro-
curement quota prices” or sold on the market. Certain products
(i.e., cotton) must be sold to the state at “negotiated” prices; they
cannot be traded on “free markets.” The marketing rate of the var-
ious products, therefore, varies widely from product to product, the
highest rates being for subsidiary or commerical/industrial crops,
but many products must be sold to the state entirely or for a quota
that accounts for a dominant share of the output of that product.

26 Author’s estimates based on shares of retail sales in 1978 and 1983 given in source cited in
footnote 24, p. 16; the total value of retail sales in 1983, given in same source, p. 28; and the
total value of retail sales in 1978 given in source cited in footnote 21, p. 367.

27 See footnote 26, p. 16.

28 Zhang Zhouyuan and Xing Junfang, “Give Full Play to the Superiority of the Socialist
Planned Economy,” Jingji Yanjiu, No. 4, 1981.
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One estimate (1981) claims that one-third of the total output of ag-
ricultural sideline products was purchased outside the plan.2®

An initial attempt to determine a precise estimate of the extent
to which economic activities are market or plan induced in China’s
economy today on the basis of a sector by sector analysis has
proven impossible due to the lack of necessary data.2® Nonetheless,
in light of the above discussion, we believe it is neither groundless,
nor biased, to make the following rough estimate. In industry we
estimate that one-third of all output was produced for the market
in 1983 (all of the production in individual/private enterprises, two-
thirds of collective industry production, and, one-fourth of the
output of state-owned enterprises). For commerce, we estimate that
while one-fourth of all retail trade is carried out in accordance
with market principles, a considerably smaller proportion of whole-
sale trade falls in the market sector, and for the commerce sector
as a whole, onefifth of total trade is a reasonable estimate for
market sector activity in 1983. Most modern means of transport
are owned and operated by the state, and our estimate for market
sector transport activities in 1983 is one-seventh (or 15 percent) of
total transport activities. Private and cooperative construction ac-
tivities have been singled out for special emphasis and, therefore,
we allow for as much as one-third of all construction activities in
1983 being undertaken within the market sector, i.e., determined
by market signals or forces. Finally, in the agricultural sector, we
allow for as much as one-fifth of all production in 1983 to be the
result of a reaction to market signals or opportunities. If the above
estimates are within reason, then our conclusion would be that ap-
proximately one-fourth of all economic activity in China’s economy
can be considered as within the market, as against the planned
sector. Further increases in the scope of market activities in 1984
may well have increased the share to one-third.

These estimates are presented merely to illustrate an argument
which states that no matter where the Chinese may end up in the
future, at the present time, at least, their economic system remains
dominated by the basic institutions of a Soviet-type economy. The
economic reform program obviously has restored a sizeable and
growing private and collective market sector and has even made al-
lowances for state enterprises to participate in this market sector
as well. On the other hand, at the present time at least, there is
sufficient evidence that ce::iral authorities intend to control these
growing market sector activities {0 ensure t*~ retention of the
three basic features of a Soviet-type economy listed earlier.3! In a

29 Ibid.

29 Discussions with representatives of the State Planning Commission, the State Economic
Commission, and the State Statistical Bureau in December of 1984 indicated the Chinese do not
have an official estimate of economic activities in the two sectors (planned vs. market). Produc-
tion under mandatory planning within the state’s plan or the national level (Guojia) plan is
commonly said to be 40 percent of total output. This does not include economic activities that
are “planned” by local authorities on their own. As for cooperative and individual enterprise
production for self-consumption or for the market, only estimates based on sample surveys are
available. Thus, high level authorities involved in planning and statistical work were unable to
provide an estimate of the shares of total economic activity carried out for “the plan” and for
the “market” at the present time.

31 For an illustration of the concept of controls to be applied to market-sector activities, see
“State Regulations on Rural Private Industry, Trade,” FEIS, 13 March, 1984, pp. K10-13; and
“State Council Rules on Transportation, Marketing,” Ibid., pp. K13-15.
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1982 speech, Zhao Ziyang argued that “ours is a unified socialist
nation. We must have a unified plan and a unified domestic
market . . . . In order to strengthen centralization and unification
in economic work, we must adhere to the overall plan on major
issues while allowing freedom on minor issues. We must advocate
centralism on major issues while allowing decentralism on minor
issues. The commodity price and revenue system must be central-
ized and unified . . . . No matter what reform is to be carried out,
the general guideline is to combine the strengthening of centraliza-
tion and unification with the activation of the economy and to
bring into full play the initiative of localities, departments and the
principle of taking the whole country into account.” 32

More recent comments can be added to those given by Premier
Zhao in 1982. In a special article commissioned to celebrate the
35th Anniversary of the PRC, the establishment of the state owner-
ship of the means of production is listed as the first of China’s ten
major achievements since 1949.33 The recent reduction in the scope
of “ownership by all the people” is claimed to be a readjustment
made necessary by the excesses of the Cultural Revolution period
which pushed the transformation to public ownership too far and
too quickly given the level of productive forces in China at the
present time. As for the central planned targets, Song Ping, Minis-
ter in Charge of the State Planning Commission, in his report on
the draft plan for 1984 presented to the 2nd Session of the Sixth
National People’s Congress, argues the recent reduction in the
state/planned sector also is to correct for excesses in carrying out
control through state planning in the past.?4 The reforms of the
system of planning should continue and in the future the state plan
should deal mainly with major items of key construction projects
and the production of important commodities only. Finally, while
price reforms are referred to as a possibility at some future (i.e.,
distant future) date, and while price adjustments within the state’s
administered Price system are becoming more common, the fourth
“specific task” of the 1984 economic plan was the effort “to contin-
ue to tighten price control and stress stabilization of the selling
prices” of urban retail sales and to “provide guidelines for pricing
and exercise control over prices at the [rural] trade fairs.” 35

To a layman the Chinese economy looks like a mixed economy,
so why argue whether the glass is half empty or half full? The
reason for emphasizing the continued existence of the basic fea-
tures of a Soviet-type economy in China’s economy is both simple
and very important. As long as a dominant share of the enterprises
are owned by the state and managed by state-appointed managers
within an economic-administrative bureaucracy it will be very,
very difficult to have them behave as autonomous actors respond-
ing to market signals in a manner that yields efficient and eco-
nomically desirable results.3® As for the existence of planned-

“K”6Z_}§ao Ziyang's Speech at Industry Conference,” FBIS, 1 April, 1982, quoted material from
PP .

33 See source cited in footnote 24.

34 ;E.e rt on the 1984 Economic Plan,” Beijing Review, 28 May, 1984, p. 20.

3s y

36 An excellent reference to this very point is to be found in the papers and discussion at the
E‘zgel on Hungary at the conference on ‘“The Soviet Union and Eastern Europe in the World

nomy,” Kennan Institute, Washington, D.C., October 18-19, 1984.
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output targets, the history of any Soviet-type economy reveals an
ebb and flow between periods of centralization to establish coordi-
nation and control at the macro-level and periods of decentraliza-
tion to stimulate greater efficiency at the micro-level. Yet, as long
as the central planners continue to hold office and determine
output targets for the most major products, if they are to mean
anything, these output targets will generate a wave-like ripple
effect throughout the economy to secure inputs necessary for en-
suring the targeted outputs by non-market or admiinistrative
means. If the planners were to lose this struggle over resources,
they would no longer be “planning” the most important invest-
ment and outputs in the economy—by definition. Finally, if most
production and the distribution of commodities were to become de-
termined by market forces, rather than the decisions of the plan-
ners, if the prices used as the parameters in making these decisions
were administered prices that did not reflect true scarcity in the
?conomy, then the resulting decisions would be irrational, i.e., inef-
icient.

Two particular features of the program of economic reforms that
have already taken place are believed by some observers to have
changed the Chinese economic system in a fundamental way or to
have created the undeniable determinants of the transformation of
that economic system within the near future. These are the con-
tract responsibility system in agriculture and the profits tax and
self-responsibility for profits and losses in industry.

Undeniably the most radical institutional change in the economy
has occurred in the agricultural sector: the adoption of a contract
responsibility system and the permitting of some households (ap-
proximately 13 percent of all farm households) to specialize in side-
line or completely commercial farming, with no limit on household
income. The contract responsibility system restores, in effect,
household-tenant farming, with leases longer than fifteen years.
Peasant households now have the ability to trade and amalgamate
land in the hands of the most skillful farmers, giving them permis-
sion to hire farm laborers as well. As for those households allowed
to leave crop production altogether, they specialize in a sideline or
non-crop commercial agricultural activity, buy considerable
amounts of capital goods for that purpose, and engage in long dis-
tance transportation and trade. This new policy is defended by the
leadership for a very simple reason—it works. At least it has
worked very well in the past. Whether it will continue to do so in
the future is another matter, but China’s leaders certainly have
pinned their hopes on its continued success.

In regard to our argument in this paper, the current leadership
also initially accepted and then strongly advocated the contract re-
sponsibility system in agriculture because it did not alter the three
basic principles of the Soviet-type economic system. There is to be
no private ownership and market sales of land; the land remains
public property and the state is the landlord. Second, the tenant’s
contract with the state assign to the peasant tenant household the
planned targets for output included in the state plan: their tax de-
livery obligations, their quota for deliveries to the state purchasing
agencies at the administered prices set by the state, their contribu-
tion to the welfare fund, and other obligations to the local collec-
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tive or government. All of these obligations are to be negotiated,

but the same was true of these same obligations assigned to the col-

lectives in the past. The big difference with the past, of course, is

that the household is free to organize the resources at its disposal

to produce the output required to meet its contract quota, and is

giveel:1 private ownership rights in the disposal of any surplus pro-
uced.

The Chinese leadership acknowledges that the state-planned
sector could not obtain the products needed if they were to aban-
don their assignment of “planned” quotas in agriculture. The ad-
ministered agricultural price system is such that if the peasants
were not required to produce certain products in quantities beyond
their own needs, the peasants would shift to more profitable crops,
to the neglect of the most important and basic crops in agricul-
ture.” A price reform that would rationalize prices to the point
where planned quotas assigned to the contract households were no
longer necessary is unlikely to occur, at least in the foreseeable
future.38

Impressed with the results of the contract responsibility system
in agriculture, reforms with a similar purpose have been intro-
duced in the urban-industrial sector. To stimulate initiative in
problem solving at the local level and to ensure a more responsible
use of investment funds, the program of economic reforms has al-
lowed enterprises and local authorities to retain a share of their
profits or budget revenues and to use these retained funds for in-
vestment purposes. In addition, investment projects in certain sec-
tors and for certain purposes were to be financed by means of bank
loans which had to be repaid with interest. As a result of these re-
forms, the amount of “outside plan” investment is considerably
larger than was the case in the pre-economic reform period. As for
planned investment, the economic reforms intend to change the
manner in which that investment is financed as well. While a con-
siderable portion of planned investment will be financed by unilat-
eral budget grants as in the past, a significant portion of planned
investment will be financed by bank loans and/or retained earn-
ings and shared revenue.3? It is clear that the intent of these re-

37 A study of production costs for 46 brigades in Henan from 1980 to 1982 showed that the
production of foodgrains resulted in very low rates of profit (7.91 yuan per mou for the five basic

ains or about 20 percent), while commercial crops were very profitable (118.2 yuan per mou
‘or tobacco or about 75 percent). In 1981, the producers of the five basic grains suffered a loss.
See Rural Financial Accounting, No. 7, 1983, pp. 12-13.

38 There is some discussion of shifting to a system of state contracts for advanced purchases
from the peasant (a s‘y;st.em adopted in the early 1950s before the move to the system of manda-
tory, quota sales), with the amount and price to be flexible, i.e., determined by means of negotia-
tion, instead of assigned to the peasant as in the past. In a sense, this shift would involve the
state merely having the right of first purchase at “near” market prices, rather than at adminis-
tered prices set by the state well below the price prevailing on the market. This change indeed
would represent a major reform in the administration of a traditional Soviet-type economy. Yet,
the move to a system acquiring the State’s demand for agricultural products on free markets
would require not only a rational system of free market prices, but the willingness for the State
to allocate the flow of funds the market purchase of these commodities would require.

39 In some cases the retained earnings of shared revenue from one unit may be used to fi-
nance the investment of another. Surplus retained earnings or shared revenue are “expected” to
be used to buy central government bonds, or may even be taxed away by means of a special
assessment; either source is listed as budget revenue which can be used on the expenditure side
to finance investment in any unit in the economy. If these retained earnings or shared revenues
are deposited in the bank, they become funds available to the bank for making loans to finance
investment projects in any unit in the economy.
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forms is to shift the burden for financing investment on to the
local units of government and the enterprises, reducing the burden
of the unilateral budget grants on the resources of the central gov-
ernment. At the same time, however, any project not within the
state plan that is to be financed by means of retained earnings,
shared revenue, or bank loans must receive the approval of higher
level authorities, the particular level depending on the size of the
project.*® In other words, the central authorities intend to keep
central control over the determination of what the investment
projects will be and who will undertake them, decisions to be based
on national, not local, interests.

Another important reform in regard to the relationship between
state enterprises and the budget is the introduction of a profits tax
to be paid to the state, while the enterprise assumes responsibility
for its own losses and control over its net profits (among specified
or approved uses). This reform is to be introduced in all state enter-
prises by the end of 1985. At the present time, given the adminis-
tered price system and the assigned targets for outputs and inputs,
profit rates and losses vary widely, even within an industry. The
absence of competition over the past few decades means that ex-
treme differences in technology, efficiency, and quality of output
were able to exist, as long as profits were treated as budget reve-
nue and losses were subsidized by the state. With each enterprise
now responsible for its own profits and/or losses, the profits tax
must be tailored to fit the situation in each enterprise—high taxes
for very profitable enterprises, negative taxes for those who tradi-
tionally suffer losses. Thus, each enterprise will pay an enterprise
specific “adjustment tax,” which is tailored to assure that the
after-reform retained earnings will equal the before-reform re-
tained earnings, if no change in the output and costs were to occur.
A second problem also exists; are the increased profits or reduced
losses due to factors external to the firm, i.e., windfall profits, or
are they due to greater efficiencies in the operation of the firm?
Finally, this change merely creates one more issue of debate be-
tween the local units and the center, the tax rate on its profits and
its profit or loss norm.

Planned targets for outputs and inputs in physical quantity are
still the dominant objective of the enterprise; the application of a
profit tax with the enterprise retaining the after-tax profits is an
incentive mechanism to achieve the realization of those planned
targets more efficiently. If the desire is to achieve a single rate
profit tax to be applied to all enterprises, with those suffering
losses being forced to close down, it would be necessary to rational-
ize the system of administered prices so that they reflected and
were consistent with the planners’ preferences as expressed in the

40 This would result even if not intended because, as in the case of all similar reforms in
Soviet-type economies, with the shift from unilateral budget grants to bank loans as a means for
financing investment, the interest rates on the loans are set far too low to serve as a means for
rationing the available investment funds among the alternative demands. Thus, with demand
exceeding supply, the planners (or bankers acting on behalf of the planners) must allocate the
available funds on the basis of some other criteria, usually the same set of allocative priorities
they were pursuing when investment funds were allocated by means of unilateral budget grants.
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planner’s targets for inputs and outputs.¢! On the other hand, if
the planners were to stop issuing physical quantity planned output
and input targets and rely on the economic levers of rationalized,
but still administered, prices that reflect their preferences (along
with a profits tax and capital use tax levied for budget revenue
purposes) to regulate the enterprise’s production, the economic
system would no longer be a Soviet-type economic system. Rather,
it would have become a Lange-Lerner model, a market socialist
system, with planners’ preferences instead of consumers’ prefer-
ences determining the administered prices.42 This may well be the
system the Chinese reform leaders have in mind as the ultimate
objective of the urban-industrial reforms that will be introduced in
the future on the basis of the program of economic reforms called
for by the resolution on reforms in the urban-industrial sector
adopted by the Third Plenum of the 12th Central Committee (CCP)
in October 1984. As mentioned in the introduction to this paper,
that resolution did not specify in any detail any new reform pro-
posals beyond the reform experiments of the past and as of the
present time, those experiments have not led to the abandonment
of the three basic principles of a Soviet-type economy in China.

THE REFORMS AND EcoNOMIC PERFORMANCE

A major stimulus for the economic reforms and a reason for be-
lieving that the current economic reform experiments will eventu-
ally lead to the abandonment of a Soviet-type economy in China is
the successful economic performance of China’s economy over the
past seven years, economic results attributed to the reforms by
both Western observers and China’s leaders.4#2 Using the Chinese
statistics for the index of national income (net material product)
for 1949-1983 in “comparable” prices and the structure of national
income for 1949-1983 in “current” prices, estimates are made for
the index of net material product in agriculture, industry, and
services (construction, transportation, and commerce) in 1949-1983.
These statistics and estimates are presented in the Appendix to
this article. A summary of the results are presented below in Table
1. There has been a remarkable increase in growth in production
in the agricultural sector in the post-1977 period compared to the
previous three decades, but the statistics for the industrial and
services sectors are far from encouraging evidence for the success
of the economic reforms.44

41 This level of success in the program of economic reforms would mean that the Chinese had
achieved the objectives of Lieberman’s reform proposals in the Soviet Union. Never intending to
challenge the basic principles of a Soviet-type economy Lieberman argued that the single indica-
tor of profits could be used to determine how efficiently the plan targets were being achieved b;
the enterprise, and the enterprise should be awarded on the basis of the profits it earned. Fol-
lowing their experiment with the Lieberman proposals, Soviet economists acknowledge the Lie-
berman proposal would not work in the absence of rational prices.

42 Lange actually described such a system in an article published in Poland near the end of
his life (i.e., late 1950s).

43 The discussion here merely hopes to relate recent-economic perfornmance in China’s econo- -
my to the economic reform program. A.much more detailed and comprehensive analysis-of eco--
nomic performance in China’s economy over the past few years is-presented in the:many-papers
that follow in this volume.

44 The explanation of the lower growth rates in the industrial and services sectors in 1978-83
compared to 1949-1977 is easy to find: the attempt to balance (“‘readjust”) the economy required -
changes in output mix that slowed growth in the heavy industrial sector, while the price subsi-

Continued
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The general perception of the impact of the economic reforms on
economic performance portrayed by the crude comparison of
growth rates in Table 1 is reinforced by a detailed analysis of the
time trends in these growth rates. For this purpose the growth
rates for national income, agriculture, industry, and services are
estimated in three different ways: the annual rates of growth from
one year to the next (Y;-; to Yy); the average annual rate of growth
for successive periods of greater duration, always taking 1949 as
the base year and adding on one more year for each successive
period (1949 to Yy); and the average annual rate of growth for suc-
cessive periods of shorter duration, always taking 1983 as the end
year and eliminating one more year in the base year for each suc-
cessive period (Y, to 1983). The average annual rates of growth esti-
mated in each of these three methods are presented in tables 1A
(national income), 3A (agriculture), 4A (industry), and 5A (services).

TABLE 1.—AVERAGE ANNUAL RATES OF GROWTH

[In percent]

1949-77 1978-83

National Income (Net Material Product) 78 8.0
Agriculture (Net Material Product) 5.1 123
Industry (Net Material Product) 144 6.8
Services (Net Material Product) 83 30

Source: Appendix, rates of growth in column labeled Yy, to Y,.

The reason for using these three different methods in our esti-
mates of the time trends in the growth rate is to try and obtain an
unbiased picture of the time trend. The use of the annual rates
themselves will be biased by the choice of initial and end years; the
use of ever-increasing periods will be biased by the high growth
rates in the initial period; while the use of every-decreasing periods
will switch the bias from the initial years to the growth rates in
the end years. Most fortunately, using any of the three methods
yields the same conclusions. As shown in Table 2, for the period
1949-1977, with only two exceptions, the time trend was negative
(a decline in the growth rate over time), with the magnitude of de-
cline in percentage points being greatest in the method relying
upon successively longer periods, a smaller decline in the rates of
growth from one year to the next, and smallest in the method of
relying upon successively shorter periods. Among the various sec-
tors, the magnitude in the percentage point decrease in the annual
rates of growth over time is greatest for industry, followed by serv-
ices, and smallest for agriculture.

Compared with the picture portrayed by the statistics in Table 1,
the analysis of the time trends in the rates of growth indicate a
more pervasive impact of the economic reforms than just the agri-
cultural sector. Table 2 presents the results of this analysis; the
negative time trends in each sector’s growth rates in the first two
columns for 1949 to 1977 (Part A) are all reduced when the period
of analysis is expanded to 1949 to 1983 (Part B). When the method

dies for agricultural production was charged as a “cost” to the services (commerce) sector. Thus,
these lower growth rates were a result of the reforms, not a signal of their failure.
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for estimating the average annual growth rates is shifted to that
method which gives the greatest weight to growth rates in the
more recent years (the third column in Table 2), the picture por-
trayed by the statistics in Table 1 is not replicated by the results in
Table 2. As in Table 1, the time trend for growth in agriculture in
the past few years has been significantly above the time trend es-
tablished for the rate of growth in that sector during the three dec-
ades following 1949. For the industrial and services sectors, howev-
er, the time trend in their growth rates after 1977 has not fallen
below their pre-1977 growth trends.

TABLE 2.—IMPACT OF THE REFORMS ON THE TIME TREND IN THE AVERAGE ANNUAL RATE OF
GROWTH

{Change in percentage points per year]

Method of Estimating Average Annual Rate of Growth 1949 to Y, Y- to Y, Y, to 1983
A. 1949 to 1977:
National Income (Net Material Product) —0.45 —031 +0.04
Agriculture (Net Material Product) —-0.29 ~0.13 +0.15
Industry (Net Material Product) —-094 —0.88 —0.10
Services (Net Material Product) —0.65 ~0.51 —-0.01
B. 1949 to 1983
National Income (Net Material Product) -0.33 -0.17 +0.06
Agriculture (Net Material Product) —-0.19 +0.11 +0.24
Industry (Net Material Product) —0.75 ~0.69 —0.09
Services (Net Material Product) —051 —-042 —0.01

Sources: Table 6A, Appendix.

These statistical results, of course, are consistent with the Chi-
nese leaders’ perception of the successes of the economic reforms
since 1977. Those reforms are claimed to have been very successful
in agriculture, while industry and the service sectors still need to
be reformed. Hence, the Chinese leadership’s hope that the recent
decision of the Third Plenum of the 12th Central Committee (Octo-
ber, 1984) will generate a wave of economic reforms in the urban
non-agricultural sector that will replicate the impact of the re-
forms in agriculture generated by the documents for agricultural
reform adopted by the Third Plenum of the 11th Central Commit-
tee (November/December, 1978). In addition, there can be no dis-
agreement that one of the most significant results of the economic
reforms has been a dramatic increase in per capita incomes in
China since 1977. In real terms, the average annual per capita
income in urban families increased by 43 percent between 1978 and
1983,dwhﬂe that for rural families nearly doubled over the same
period.

To summarize the above discussion, those who cite the economic
record of the past several years as indicative of the success of eco-
nomic reforms, providing very strong support for their success in
the future, can rely on the following:

(a) The very remarkably increase in growth in the agricul-
tural sector.

(b) While the non-agricultural sectors have not done as well,
that is because of the readjustment measures implemented in
the past. These sectors should do remarkable better as a result
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of the reforms that will be generated by the decision of the
Third Plenum of the Central Committee in October of 1984.

(c) The dramatic increase in per capita incomes as a result of
the reforms has created tremendous popular support for the
reform program.

Each of these arguments is a valid and logical basis for being a
“cautious optimist” about the future of economic reform in China.
Nonetheless, these “successful”’ developments over the past few
years must be evaluated more carefully and better understood
before interpreting them as “successful” indicators of the program
of economic reforms. The most impressive improvement, as every-
one agrees, has occurred in the agricultural sector. As a result of
the documents adopted by the Third Plenum of the 11th Central
Committee in 1978, without eliminating the assignment of planned
acreage, output, and procurement quotas, etc., the reforms in this
sector—as described in a previous section—restored incentives,
sideline activities, freedom for the producer to determine produc-
tion and distribution, subject only to the need to meet the plan tar-
gets. This considerable liberalization and reform of the collectivized
system of agriculture in a Soviet-type economy, especially when
compared with the situation in China before 1978, obviously is re-
sponsible for some of the dramatic increase in the growth trend in
agriculture shown in Tables 1 and 2.

Yet the increased growth trend also is partly due to several fac-
tors which did not require any systemic reforms, factors that lead
to one-time shifts in productivity and that will be very difficult to
replicate in combination in the future. These factors are the large
price increases introduced over several years after 1977 for quota
and above quota deliveries to the state, the reallocation of the mix
of production activities to restore the pre-Cultural Revolution pat-
tern of specialization in Chinese agriculture, and a period of three
successive very good weather years in 1981-1983 for which there is
no comparable period over the past three decades.*> In other
words, the growth rates in agriculture over the past six years are
not indicative of sustained growth in a “reformed” agricultural
sector in the absence of continued increases in output prices, fur-
ther shifts in favor of more “profitable” production activities, and
with average weather.

As for the non-agricultural sectors, despite a wide variety of
reform experiments over the past several years, the improvement
of economic results in the non-agricultural sectors have been very
difficult to achieve. Even after six years of efforts, in his 1984
report to the National People’s Congress, Song Ping, the Minister
in Charge of the State Planning Commission, claimed “The im-
provement of economic results is relatively slow.*® For example,

45 For an analysis of the price increases and their impact on agricultural production, see
Terry Sicular, “Agricultural Price Changes,” in this volume; for the gains in productivity from
the ability to revert back to traditional patterns of specialization, see Nicholas Lardy, Agricul-
ture in China’s Modern Economic Development (New York: Cambridge University Press, 1983);
and for the impact of a dummy variable for good, average, and poor weather in a production
function for agricultural production in China, see Anthony Tang, “Organization an: Perform-
ance in Chinese Agriculture,” paper presented at annual meeting of American Economic Asso-
ciation, Dallas, December 29, 1975.

46 “Report on the 1984 Economic Plan,” Beijing Review, 28 May, 1984, p. 19.
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losses are still being realized by a significant number of enterprises
and the reduction in costs in 1982 was only 0.2 percent, while in-
creases in the productivity of labor have been negligible.4” These
limited achievements are all the more striking in light of the clo-
sure of enterprises, reallocation of investment, and changes in in-
dustrial and product structure to achieve better economic results.

To a considerable extent, this poor record of the reforms in the
non-agricultural sector explains much of the ballyhoo associated
with the policy decisions of the Third Plenum of the 12th Central
Committee. According to that decision, “our successes in rural

reform . . . provide highly favorable conditions for restructuring
China’s entire national economy, focusing on the urban econo-
my. . . . Our urban reform is only in the initial stage, however,

and defects in the urban economic structure that seriously hinder
the expansion of the forces of production are yet to be eradicated.”
With its more limited interdependence with other production ac-
tivities in other sectors, the “unleased” initiative of the peasants
readily led to increases in output and income in that sector. In the
non-agricultural sector, however, economic activities are much
more integrated and require considerable efforts at coordination to
achieve the proper balance between inputs and outputs. Thus, with
non-scarcity prices and a woefully underdeveloped market and
trading system, each of the repeated reform attempts to create in-
centives and allow for greater decentralized decision-making in the
non-agricultural sectors over the past six years has created serious
problems, leading the central authorities to reinvoke their control
over economic activity in the relevant sector to enforce “the na-
tional interests.”

In other words, necessary economic reforms in the non-agricul-
tural sector involve much more than material incentives and an
expansion of decision-making at the level of production. Thus,
while the document adopted at the Third Plenum in October of
1984 encourages economic reforms in the non-agricultural sectors
similar to those in the agricultural sector, true economic reforms
in these sectors will rely much more on a reform of the planning
system and a price reform—reform that must come from above, not
from below. About the only indications of reform in these areas in-
cluded in the document of the Third Plenum of the 12th Central
Committee are the calls for a reduction of the number of commod-
ities under mandatory plans,*® a similar decrease in the number of
prices to be fixed by the state, and an adjustment in some of the
prices included in the list of fixed prices. Changes in the economic
system in the urban-industrial sector fall considerably short of
those introduced “from below” in agriculture and do not guarantee
the elimination of the “defects in the urban economic structure
that seriously hinder the expansion of the forces of production.”

47 While the overall change in economic results, i.e., increased efficiency-productivity-profit-
ability, has been very negligible, the situation varies quite widely among sectors and localities in
the non-agricultural sector. Thomas Rawski is currently engaged in a research project to uncov-
er the explanation for these very different results,

48 Shifting a particular economic activity from the mandatory planned sector to the guidance
planned sector still leaves it in the planned sector, not the market sector. See the explanation of
the differences between mandatory and guidance planning in footnote 4, above.
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Finally, the increases in the per capita income and standard of
living of the population are not a hoped for future, but a realized
past: one of the most positive and obvious results of the economic
reforms. These increases were not obtained without costs. The most
obvious cost was the large subsidies in the budget that the mainte-
nance of these higher incomes and standards of living required,
along with the inflationary pressures that accompanied the in-
creases in demand not matched by increased output of consumer
goods. To remedy the budget deficits created by the earlier increase
of producer prices of agricultural products, the wholesale and retail
prices of those commodities are to be raised. Yet to avoid a reduc-
tion in real income for the urban families, higher urban wages will
be paid. Raw material prices are to be raised to eliminate one of
the most serious problems in China’s administered price structure.
Despite the increase in wage costs and raw material prices, the doc-
ument of the Third Plenum argues that the enterprises are to
absorb these cost increases without passing them on as output
price increases. With no output price increase, the rising costs
would seem to imply reduced profits either at the expense of the
enterprises’ retained earnings (their material incentives) or the
profit tax paid the state (creating a financial problem for the
budget which was the cause of the price changes in the first
place).4®

A second problem created by the increases in per capita incomes
and standards of living is the changes-in the distribution of income
that are very much a result of the economic reforms. Almost every-
one in China has a higher income and standard of living as a result
of the economic reforms. After the ten terrible years, 1965-1975,
the initial increase in the national average per capita income and
standard of living should easily outweigh any concern for an in-
equitable distribution about the mean. Over time, however, argu-
ments about a larger share of the evergrowing pie will, and in
some cases already have, become important considerations.

PoLiTicAL SUPPORT FOR THE EcoNOMIC REFORMS

Those who argue that the systemic reform of China’s economy is
inevitable or just around the corner draw their strongest support
from their reading of the consensus for these reforms among
China’s leaders. The existence and nature of competing economic
and/or political strategies in China today is the subject of Carol
Lee Hamrin’s contribution to this volume and, therefore, there is
no need for a detailed consideration of this topic here.’° Yet, inas-
much as this factor—political support for the economic reforms—
must be included as one of the three major factors among the past
and current developments in China’s economy we believe are im-
portant as determinants of China’s economic future, a brief sum-

49 My impression from discussions held in Beijing in December, 1984, with representatives
from the economic bureaucracy was that the actual price adjustments would be drawn out in a
geries of marginal changes over a fairly long period of time. For example, it was rumored that
the retail price increases to alleviate the budget subsidies in purchasing agricultural products
would reduce the budget subsidies by less than 50 percent.

50 See Carol Lee Hamrin, “Competing Economic-Political Strategies,” in this volume.
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mary of our interpretation of the current nature of the political
support for the economic reforms is included here.

We begin by asserting that one of the most widespread, costly,
and obvious mistakes made in the past by American China special-
ists has been their assumption of a consensus or stable coalition ex-
isting among the top leadership group or the ability of a single
person to dominate that leadership group. Although Deng Xiaoping
has worked hard, and with considerable success, to create a leader-
ship that both in thought and purpose does not oppose him, they
still reflect a variety of interests and interpretations, with different
relative weights assigned to their common objectives, etc. Our past
experience should be warning enough that we must avoid assuming
that there is unanimous agreement with, or support for, the par-
t%lclulgr reforms advocated by any single member of the leader-
ship.51

It is important to note that this argument does not rely upon the
current leadership’s being unstable or their inability to stay in
power over the foreseeable future. It is in this regard that the cur-
rent leadership group may be unique: it has a relatively high
degree of stability and I believe it probably will be able to solidify
its position as the ruling group in China even after Deng passes
from the scene.52 Equally important I believe this leadership group
has achieved a remarkable degree of consensus over the need for
reform in China’s economy as symbolized by the resolution of the
Third Plenum of the 12th Central Committee in October, 1984. As
that document makes clear, however, there is still considerable
room for disagreement over the specific nature of that reform.
Members of the leadership do not publicly express their personal
views and we are not privy to the discussions held at their closed
meetings. On the basis of my own reading of what has been said,
and what has not been said, in the speeches of various members of
the leadership group and the various documents that have been
adopted in regard to the reforms over the past years, however, I
believe that the following positions identify the variety of interests
and opinions held among China’s leaders.

To begin with, obviously there is unanimous support for econom-
ic reform; that reform is to retain a socialist economic system in
China, but to be uniquely defined by the Chinese themselves on the
basis of trial and error, not based on a theoretical model, nor bor-
rowed from another socialist country. In addition, although there
are those who would advocate the adoption of a pure market social-
ist economy and those who would just as soon return to the un-
modified Soviet-type economy of the mid-1950s (China’s “golden
age”), both these extremes do not fall within the definition of eco-

51 Throughout our article, the terms “Chinese lead rship” or “leadership group” are used to
refer specifically to the members of the Standing Committee of the Political Bureau of the Cen-
tral Committee of the Communist Party of China. These are Deng Xiaoping, Hu Yaobang, Zhao
Ziyang, Li Xiannian, Chen Yun, and Ye dJianying. The actual participants in policy formulation
and implementation would include a much larger group than the six member Politbureau.
Nonetheless, the arugment relevant to the point being made is facilitated by limiting our analy-
sis to these six “policy makers” and, furthermore, our argument would be SUppo! even more
strongly by the evidence if our reference group was expanded to cover even larger groups of
participants in the polic makini and implementation rocess in China.

52 Ha, Harding addresses the question of the sta ility of the current leadership group in
China in his contribution to this volume. See Harry Harding, “Political Options: Stability, Lead-
ership, and Succession,” in this volume.
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nomic reform being sought by any of the current leaders. Yet,
there remain considerable differences among the individuals
among the current leadership group who are the most important in
the formulation of China’s economic reform program: Deng Xiaop-
ing, Hu Yaobang, Zhao Ziyang, and Chen Yun.®3

All four of these very powerful members of China’s leadership
have agreed to support the economic reform program, at least until
its economic and political results prove unacceptable. None of
these individuals has advocated a reform program spelled out in
complete detail, and the general principles of economic reform they
advocate are not held as rigid, non-negotiable, fixed positions. The
basic principle they agree upon is the need for economic reform
and the consensus they will reach, I believe, will fall within the
boundaries of a slightly modified Soviet-type economy (the state
sector remains the dominant sector) at one extreme and a consider-
able modification of the Soviet-type economy (where the collective
and private sectors have grown to the extent they dominate eco-
nomic activities.) There remains, therefore, a considerable range of
options open in the economic reform program in the future. More-
over, the members of the leadership group represent the range of
the options available.

For example, Chen Yun—a major leader in the economic reform
movement in the 1950s and 1960s—clearly advocates a moderate
pace in reform of the Soviet-type economy, accepting or going along
with the several reform experiments that have been adopted, but
advising caution, especially in regard to the experiments with ex-
panded private markets and with an open-door for Western partici-
pation in China’s efforts to modernize the economy. It is true that
as a member of the old guard, Chen is very old and a frequent visi-
tor to the hospital. Yet as the major challenger to Mao in the
realm of economic ideas and principles over the quarter of a centu-
ry after 1949, Chen’s arguments are highly respected by a consider-
able segment within the extended realm of the policy-making
group in China today and among those who will replace the
present generation among those groups as well.

At the other boundary of the consensus over the economic
reform program is Zhao Ziyang. At an early stage of his rapid rise
to becoming a member of the leadership group, i.e., while still the
top political leader in the province of Sichuan, Zhao's speeches in-
dicated he could be identified as a supporter of market socialist
ideas. Not only has his advocacy of those ideas become more limit-
ed and cautious, Zhao's use of the term “reform” has been consid-
erably redefined as well. Still representing the more radical of the
reformers among the leaders at the top, Zhao clearly envisages a
reform of the economic system so as to improve management by
means of the use of economic levers (prices, taxes, etc.), while al-
lowing for greater flexibility in planning and pricing, so as to

53For an analysis of the Positions of these individuals in the debate over the economic re-
forms, see David Bachman, “Differing Visions of China’s Post-Mao Economy: The Ideas of Chen
Yun, Deng Xiaoping, and Zhao Ziyang,” unpublished paper, Center for Chinese Studies, Univer-
sity of California, Berkeley, Marci;, 1384. My ideas in this section of the paper have been influ-
enced by Bachman’s pa£er and also were informed by the participants at a workshop at the
Center for Chinese Studies, University of Michigan, Spring, 1984, which discussed Bachman’s
paper and a paper on “China’s Political Reforms: A Net Assessment,” by Kenneth Lieberthal.
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achieve greater economic results within the confines of a socialist,
planned economy. Such an economy could be described as a decen-
tralized and flexible planned economy—a considerable modification
of the centrally planned and rigidly controlled traditional Soviet-
type economy. It would not, however, meet the conditions for being
a pure market socialist economy in which the central planners
were forced to accept the preferences and decisions of the local au-
thorities and economic decision-makers.

What about the preferences of Deng Xiaoping and Hu Yaobang
as to the specifi